AGREEMENT FOR SUBSUREACE

no. M~oR-ocool- 14237

THIS ACREEMENT made and entered into as of the 27 f/aay of
‘November, 1975 with an effective date as of the lst day of November
1975, by and between the United States of America, acting by Qnd'

tﬁrough the Secretary of Interlor, he:elnafter referr@d to as the

“gnited States", and Llano, Inc., a New M°YICO corporatlon, thh

ffices at Hobbs, New Mexico, hereinafter referred to as “Llano"_
OLXL ¢ S -

WITNESSETH:

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

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

34 East and all of Section 3, Township 22 South, Range 34 East, Lea

County, New Mexico which are lands of the State of Nzw Mexico and

_walch said agreement was approved by the Comm_SSLOner of Public Lands

~f the State of New Mexico cﬁ_hugust 27, 19)3 and wnlch was entered

1to for secondary recavery and

gas storage surposes, whlcn is Oofﬂlttpd

under Wew Maxico statutes, and

(R

(o))

5 2

2il and gas leases embracing lan

h

o

and pursuant to the orovisions of the HMinerzl Leasing Act as amende
1 and gas leases effective September 1,
ear] <‘631’1&,. numoef W 058678

cove:inq

STORAGE OF GAS, WQRRSH::. LE
. .GRAMA-RIDGE.-AREA,
LN co‘tN'rr NEW] MEXICO - _



ILLEGIBLE

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

well producing from the Morrow formation located in the SEXSEXNWX -

s
-

Section 4, Township 22 South, Range 34 East, being a péETTTﬂ??ﬁE;
lands hereinabove described, and said well had reached its eccnomic

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

Grama Ridge Morrow Unit Area, and

WHEREAS, the State.of New Mexico is the owner of all the oil,
gas and cther minerals in and under and that may be produced from
the Morrow formation of Pennsylvagian age under Secticn 33, Township
21 South, Range 34 East, except the SW4YNEY% of said Section, which
is fee land and the minerals underlying said 40 acres are owned 32.37%
by LBM Cattle Company, Inc. and 67.83% by Merchant Livestock'Company,
aﬁa

WHRREAS, Llanc 1s the operator of a2 gas well producing from

the Morrow formation located in the NW%SEY% Section 33, known as the

South Wilson Deep Unit MNo. 1 well, and

WHEREAS, it is believed that the Morrow gas reserveir into

shich gas is being injected in the wells on the Grama Ridge Morrow

Unis covers nost only tha fwic sections wizhin zlsc Secticna
4, vmynzhiz I Zewin Rancs =ni S=awlisn 20 ATRIVE - 2T T
Rang2 13 Zaso, and - R - e oo e e e
- - ’T«‘f/,\(t) \\\\\\
WHEREAS, Llano propcses tce enter into a segarate agreement with

the Commissioner of Public Lands of the
subsurface storage of gas underlying said Section 33 which will be

supplemental to the storzge of gas under and pursuant to the Grama

it
'
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- ~ ILLEGIBLE

— . -

by\thc subsurface gas storage ggreement whlch T1ano PTOﬁ0°es

<enterv

nto with tne Commissioner of Yublic Lands of the State of Wew Mexico

;overing portions of Section 33, Township 21 South, Range 34 kast, and

WHEREAS, Llano dasires to store said gas under Saction 4 in

the wvertical intexrval Efzgggn 12,778 feat and 12,255 feet below the-

:surface in the Morrow formation of Pennsylvanian age as shown by the

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

8 &
hareinafter referred to as the "gas storag; rescrvoxr area ang ¥

WHEREAS, the Mineral Leasing Act as amended (hlneral Loa51ng

Act Revision of 1960) prov1des that: - . o
"The Secretary of the Ingerlor, to avoid waste ' ) .
or to promate conservation of natural resources, . -7
may authorize the subsurface storage of oil or .- . ’ :
gas, whether or not produced from federally owned . N

. lands, in lands leased or subject}to lease undexr
this Act™. :

MOW, ‘CHEREFORE, it is mutnally agreed as follows:
SECTION 1: The United Stztes, in consideration of the condi-—

+ions and covenants to be observed as herein set forth, does'hereby

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

>r underground gas storage purposes and dces hereby exclusively

gas as it shall, in its sola discration, deem advisable.

States dces hereby hubaoklze Llano to enter upon the surf

—_ T o

.said gas storage reservoir aresa to the extent thatb sai

¥

owned DV the DnlLOd States for the purpose of iniec

Iu [SP NI
- - S TP, R s~ < m‘x e m T e B
ZoULTLIInAL WeLLD LD LnTeld Jgas LInTd OY RDroducsd cas ICm the Tas
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- ILLEGIBLE .

e L

storage raservoir area to the extent that such work shall pe

approved

by the 011 and Gas'Supervisog of the United States CQUIOJlLal Survey

as necessary or incident to the rights granucd to Llano pursvant to

this agreement. ILlano agrees to conduclhk all opcrations herein

avthorized for the lands subject to this. agreement in accordance with

the 0il and Gas Operating Regulations generally applicable to federally
owined lands (30 CFR 221) . Subject to any neces sary protcctlon OF

environmental values as determinesd by_the'Supervisor, the United
States does hereby authorize Llano to construct, stall, maintain,
and remove structures, pPipclines, casing, erps, valves and othexr

pliances necessary, useful or convenient for the Purpose of this

agreement-

3: This agreemsnt shall remain 4n force and effaect
for a period of five years and so long thereafter as Llanoc shall
continue to use the lands for uncerground’ gas storage Purposes unless

sooner terminated as provi

ded in Section 9 hereof, ani

that the bercm f

orrow FOFHatton underis g--he cas

o}




‘a standard temperature of 60 degrees Fahrenheit,

ILLEGIBLE

If Llano demonsltrates to the satisfaction of the Arpajoil

and Gas Supervisgr of the United States Geological Survey that stored
gas is wmigrating from the Morrow formation to other formations ox
that stored gas is expanding beyond the limits of the gas storage
rescrvolr area, then with the concurrcnée of the affected lessazs

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

such

lands and/or formations, this agreement may be amended to include
lands and/or formations subject to the same terms and conditions

applicable to the lands and formations previously committed to

agreanant.

In the event that it should be determiﬁed that-landé and

formations subject to this agreem=nt are 1-» longer needed for the puxpos

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

voir area by filing a request and supporting gedlogic and engineering

Qata, with a snggested effective date, with the Area 0il and Gas Super-

visor.

ECTION 5: All stored gas shall be measured whan injected

nto and withdrawn from

storage, znd a record thereof shall be kept.

£o the Unlitad States on or teiosrz thirty days
suarizr 2 ocSiazament v Llans snowLng che
toral o ansent of gas inzecTzd Inio and withdrawn Irom sald gas silorage

se232-v0Lls during that preceding calendax year guarter. ‘fhe awmount of

injected and withdrawn sach quarter shall be computed

at 2 standaxrd pressure of 15.025 pounds per sqguare inch absolute and

ragardlasz 2

the

P U S WA S —yom FRPAE S
cata of stz within agrasmeanit, eithar:



ILLEGIBLE

(a) To furnish forthwith, and maintain at all times thercafter,
as may be required by the Uﬁited States, a bond in the pénal sum of

$15,000.00 with approved corporate ;urety, conditioned upon compliance

with the terms of :this agreement; ot

{b) To deposit with the United States security in the sum of

$15,000.00 in such form as is acceptableito the United States to

guarantee compliance with the terms of this agreement.

SECTION 7: As of the effective date of this agreement, the

economically reccverable resexrves of native natural (primary) gas

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

reservoir underlying Section 4 was zero (0) MCF. As of the effective
Maov 11975 ‘. '
date of this agreement Llanc had injected a net total of 4,861,773 MCF

of extranecus gas into the wells on the Grama Ridge Morrow Unit. TFor
the purposes of this agreement it is assumed that 1/4 of éaid net

injected gas has migrated to that portion of the reserveir underlying
Section 4 and Fherefore Llano agrees to pay to the United States upon

execution of this agreement for its {lessor's) share as royalty a

lumn sum of $27,985.57.

Twentyv-five percent of the previously injected gas referred to

above 1is econcmicallv reccverable from the

as that which was injected prior to such date.

For the purposes hereof

~

"extraneous gas" shall mean the total

amonr s 2f Zas fvan o ciher riurozs I ezoed 13T LL: fTsesuoLs Le2ss oae
amount which has Zeen witidrawn. Any gas troducad in excass of the

——

injectad pyrior to or after the eff

shall pe considersd as “imdligencus gas"“., Al

n
¢]
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- ILLEGIBLE .

total acreage within the gas storage project and as to the federal

leases in Section 4 shall be subject to royalty at the rate specified

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

be pursuant to such conditions and formulas as may be prescribed or ' -
approved by the‘supervisor of the Geolegical Sarvey and the Commissioner

of Public Lands of the State of New Mexico.
\

SECTION 8: Llano agrees to pay the Unit;d States an iﬁjection

fee of $.0025 per MCF and a withdrawal fee of $.01 per MCF on 1/4 of

all gas injected or withdrawn from the resexvoir through any wells
located on the Grama Ridge Unit Area or on Section 33, Township 21 South,
Rnage 34 East ox Section 4, Township 22 South, Range 34 East during

each calendar qguarter; provided, however, that no withdrawal fee shall
be . requiredon withdrawn gas considered to be indigenous resexvoir gas.
Such quarterly injection and withdrawals fees shéll be paid on or before
30 days after the end of each calendar quarter. Llano further agrees

to pay an advance annual storage fee of $640.00. Such payment repre-

sents a fee of $1.00 per acre and shall be paid not later than 30 days

after the ffective date herecf and on each subsequent anniversary date.

rt
fu
Al

SECTION 9 (a): The amcount of the inijection, wi awal and

stoTzye szz cut in Section 3 nerzof shall ! suk

renegotliate new fzes on terms mutually acceptable to both parties,
Llanc shall forfeit its right to inject new gas but the sayment of

withdrawal and storage fees at the prior rates shall continue and

Llanc shall have not mere than 10 vears <r-m guch Jzzz =7 rinaszolzzlion
in which to complete the withdrawal cf gas and tc ramove its facilizies,
atr Th2 znd of which pe:ﬁud this ag¢rzement snall terminaks Any gas
rzmalnrlnag I zhe Morrow fcrmation peneath tne federal tracis or any
ﬂﬂﬂﬂﬂﬂ .22 LIt rEagUe< oM Tae sucfizce of the Zzdexil lands at the
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a ) ILLEGIBLE

(b) The United States reserves the right to terminate this
agreement at any time if Llano shall violate and shall continue to
violate any of the terms, conditiohs or prbvisidns of this agreement
for more than 30 days after receipt by Llanc of notice of such vio-

lation by registered or certified mail from the United States.

SECTIOH,IO:_ In connection with the pe%formance of work under

this agreemeunt, Llano agrees to comply with all the provisions of

‘Section 202 (1) to (7) ipclusive, of Executive Order 11246 (30 F.R.

12319) as amended, which are hereby incorporated by reference in

this agxeement.

SECTICON ll: Llano agrees to keep open at all reasonable times

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

the premises covered hereby and all wells, improvements, machinery
and fixtures thereon, and all books, accounts, meter charts and records
pertaining to operations hereunder or the payments herein provided.

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

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

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

30 far as said surface is

owned by the United States and is not neces-

sarv for %he use of Llanc In the infecting, stcrinc and rsmoving of
zas Tner=2ircm.
SEZIZTITN LZ Iu i3 alsc tiat nc member of or
. . . /r(,
delsgate to Congress or resident commissioner afier his =2lection or .
~
appointment or eithexr pefore or after he has gquaiified and during v

his continuance in cffice, and that no officer, agent or emplcyvee of

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

I Zar- agrsement or derlve any oceneiil that may arise thersfrom,
and the zrovizicns oF Secitlon 2711 22 the Revised S:tatu=cs of the
United States, as amended (41 U.S.7. S=c. II) and Secclizons 4331, 432
and 42, Tizl )



ILLEGIBLE

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

IN WITNESS WHEREOQOF, the United States, acting by and through

the Secretary of the Interior, and Llano by its president and secretary,
hae executed the foregoing instrument and said Llano has caused its

corporate seal to be affixed on the date of execution.

THE UNITED STATES OF AMERICA

Kot vl

Secretary of the Interxrior

CRV AN

President'

STATE OF NEW MEXICO

)
: S5
COUNTY OF LEA )

The foregoing instrument was acknowledged before me this 2.5,

'’
day of February, 1376 by X\Qi 24 ~f? xyé,p7.(

4
Sresidant of Llar:, Tnc., & New Menice corooration. on cehall of salid
corsovraticon
N\
y y
My Commlsslon IXDLISS AJ
{ ¥ 197% Notary 2ublic
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ILLEGIBLE

AMENDMENT TO THE AGREEMENT T —
FOR SUBSURFACE STORAGE OF GAS, MORROW FORMATION,
GRAMA RIDGE AREA, LEA COUNTY, NEW MEXICO
AGREEMENT NO. 14-08-0001-14277

THIS AMENDMENT amends the Agreement For The Subsurface Starage of
Gas, Morrcw Formation, Grama Ridgz Area, Lea County, New lexico, Agreement No.
14-08-0001-14277. This amendment is made and entered into as of this _1sth

day of  April 1981 , with an effective date of
of April 1981

Ist day

, 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, Le2a County, New Mexico, Agresement No.

14-08-0001-14277, made and entarad into as of the 24th day of November, 1975,

with an effective date of the 1st of Hovember, 137%, by and betwsen the United

———

States of America, acting by and through the Secretary of Interier, and Llano,
r’____/—————\

Inc., a New M2xico corooration, hersinafter the “Storage Agreement", and

‘—\~

WHEREAS, Llano is the unizt operator unc2r tne Unii Agresment For The

Toecziion 37 The 3rame <73ge Mor-ow Latlodres cocwering 300 o7 Zactions 22 oanc

w72 3247 iad 37 lelT TITCORTAT S 2z launt av MexiIt ownTan

B z

- 1oEoIToTn@ ITil2 1T oNg BRI nIownTon 330 Agrzamant wai inorhea oY
Ssemissicner 37 Fuciic LIncs oT o Jrata ot W o o Ciguss 27 1473

T2 CONMITS3lgner o7 AuC i C _ZRGS 07 Lhe STat2 SF7 New M2 XICO ON AdQusSt 44, LU iC,

include zhe above rafarenced

- — e — ~ ~a An S N -~ = -
FURTHER, such Unii Agrzement arovides Tor saconcary racovery ind gas
110r3ge: Jursosas, a 2T %O TS D@MWMILILG ancer New BexX1CT 3ToTutes, and
cacac - —mme mear e S
hoRtAS 2L - ol Ro=o, wWas oagoied 2 e
Uz;j,ilij_:#-zazw /3t theagen e Saary Tooats 37 Tnz SgresTant Tor
- - ~= - n oy S Tas Mianvs ~ R A B
o Jzoo-Larie oo PICE iwmee et OSSN VS) -~ 2l
INTACT, LnaT At LIoviTa 2TMINTOMI 038 amendes TDTag LUl oINS’ 1ands bl



ILLEGIBLE -

conditions then applicable to the lands and formations previously comaritted to
the Storage Agreement, if Llanu demonstrates to the satisfaction of the Deputy
Conservation Manager Gil & Gas, United States Beniomical Survey that stored

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

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

WHEREAS, Llano is the owner and holdar of the fallowing oil and gas
leases embracing lands of the.United States issued under the Mineral Leasing

Act of 1920 as amended:

a. 011 and gas lease effective April 1, 1958, beéring serial number .

N#-033312 covering the Wiz and SEk of Section 10, T22S, R34E, and containing 480

acres, more or less.

5. 011 and gas lease affective April 1, 1960, bearing serial number

A-349943 covering ine NE3 of Seac

ion 10, 722S, R34f, and containing 150 acres,

et

more or less.
WHERTZAS, Llano is the operator of a gas w2!l groducing from the Morrow
formation 1coated in the SELNW: of Secticn 10, kncwn as the Llano-dcvernment "A”

No. L, througn this amendment, desires tc add the Llanc-Government A" Ho. 1 wel)

3 The IubsurTiace Iicrage

i
'
0
v

the Covernment "AY ., 1378, saic well being dedi-
catezd 10 interstzata commeraa by Zomtract dated june 13

, 1966, betwsen The Superior

Ci7 Zamgany and Phillips Pestrola2um {ompany ana Contract dated August 21, 1962
13 The 203Ut Iion 37 tne Government AT oo D owell | Liano. thrcuch geciogicz)
G T2IErVCL T 3TuiTes, netzemined that the sl saioy oroguc2s Trom She Mortor
“ormation. was

Lo, WTIY TR 202 ID84¢ The 2elTIon LD 30 :To 15 Tae unt T avza, nen &
3ToInTL I T FanacyT Iozony Zaealas Toenizsioe . Iezwet ol T T3

- an -~ P ~ N, - - N T S -
-4 PReRR P ) T - - P [ oSN < — - — I i -— P < ~ R
FIRC rzguiitiont, c2g e TR I3 IN3nCAn S3l2 97 gan O Pn 0%



Order issued Octobef 29, 1979, by ﬁhe FERC, hereinafter "FERC Qrder”, subject
to the stjpu]ations th;t the remaining récoverabie reserves of 413 MMCF of gas
(at 15.025 psia) as of September 1, 1978, shall be delivered to Phillips from
the Government “A" No. 1 well or from the Grama Ridge Storage Project at rates
up to 750 MCFPD until the remaining reserves have been delivered and Phillips
sﬁall 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 THEREFQRE; it .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 ;gg\Isservoir through any wells located on
\—’—"———"_—/_‘—\—‘" - .

the Grama Ridge Unit Area or on Séction_ggjgfownship 21 South, Range 34 East, or
R o

Seczion 4, Township 22 South, Range 34 East, orvSection 10, wanship 22 South,
. o o

Range’34.East, during each calendar quarter; pEEVTEEEﬂABGQever, that no with-
drawal fee shall be required on withdrawn gas considered to be indigenous reser-
/0ir gas. Such gquartarly injection and withdrawal fees shall be paid on or
pefore 30 days after the end of sach calendar quarter. Llano further agrees

TCSOZéY In o 3lvandz2 Znnus ITCirage T2e o7

ce Tze 57 I1,C220.3C.  luch cayment f20rasanis a
2 0T : - : PEN €T lalzn than 1D oaayT oiTtar The 2tase
2 o LI oNErToT - S0 22In sJGBScduent annivarsary Jdata thersgrien
SzCTICN 20 Liano zgr2es io prepay the royalty due on the balance of

‘ <9 e i
“ne 112 MMCF romain

ng recoverzble reserves which have not been prnduced from

tha Govarnment "A" Yo, 1 well as of the effective date of this Amendment, such
Teanzmort St ne T as S- mha vac mwd e g tae Toach o oshg TIN0 Vedoe

LI T v stner ovreiiiaps a7 the Agraement o Sussurtasa Siasrage
97 Gas. Moreow Tovmaiior . Trama des Areal ! e

22 Countv. New Yexizo, MNg.

~ "ILLEGIBLE



IN WITMESS WHEREQF, 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

/AN R

Acting Secretary of the Interidr

| ATTEST:, ~ LLANO, INC.
By /. e A ,/f)—\/z__fﬁle —7
President T~ 7
% //

s/

C



STATE OF NEW MEXICO )
i SS
COUNTY OF LEA )
The foregoing instrument was acknowledged before me this L’,{E’"

day of 4’/&;{’ , 1981, by Donald L. Garey » President
S .

of Llano, Inc,, a Mew Meﬁco corporation, on behalf of said corporation.

'._‘ o K /

v - h i
Do - M ‘: . e : P
Y e : \é/ £ —-1& / /4(74‘7./.“1@

" Notary PubTic
My Cbxtr'x'xﬁss.ionﬁ:E‘Xéi'reé: ' ‘
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