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LeaseDate 
-----------
Jul 07 2005 
Jul 07 2005 
Jul 07 2005 

Rentals:~ 

Mineralt~ 
Maps: -~ 

Acres Status 
-------- -------

213.33 ACTIVE 
213.33 ACTIVE 
213.33 ACTIVE 

MAPS_..., __ _ 
liS _...,..iS...._ __ 

STATE LEASE 

CONTROL BASEFILE 

07-109639 107412 -

SURVEY T & P RY CO 
BLOCK 54 
TOWNSHIP 04S 
SECTION/TRACT: 28 
PART 
ACRES 
DEPTH LIMITS 

640.00 
NO 

MF105798 

COUNTY 

REEVES /195 

LESSEE 
LEASE DATE 
PRIMARY TERM 
BONUS ($) 
RENTAL ($) 
ROYALTY 

PERRY & PERRY, INC. 
Jul 07 2005 
3 yrs 
0.00 
1.00 
0.10000000 

VAR ROYALTY 

ATTENTION FILE USERS! 
This file has been placed in table 

of contents order. 
RETURN TO VAULT WITH 
DOCUMENTS IN ORDEAl 
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.. RAL REVIEW SHEET 

4784 R. Widmayer 

1.9ss1r: Thompson, James Cash and Kimberly R. Thompson 

~t: 

l.8as8 Date: 7nt2005 II 0 

l.8ss88: Perry & Perry, Inc. 

liAIEIIIall'ml 

COlllty 
REEVES 

lBIMIIfHRED 

PriJury T ll'llt 

BlnJs/ A1r0: 

R111ta/ Acr8: 

Roymty: 

C.ARIR 

MF# 

3 years ~ 

$200.00 

.----
$2JJO 

1/5 

Acres: 640 

Soc. 1110 Twp SUrvoy 
28 54 04S T & P RY CO 

TERMIREC....U 

Prin1rY T 11'111 3 years ~ 

lknls/ Acre L $200.00 

R111ta/ Acre I $2.00 

Roymty 1/5 

Datu lii'ITI Boous/Ac. Rlllta/Ac. Roymty 

L---....J L- __j .___ __ __. ---

lis taD 

Abst# 
2862 

Last I.JJasa 

C)~ 3""vl."' 5_o::::'"'=======: ,....13---7--o-5~---, I 5 '1~ ~ I [!1-:,0oDII $1 vv 1 Mile West J 

---=============: ~~] I ~ c ~ [ ].:==~I I 1 
l -~= L JL _=:=][ __ ][ J~l ===~ 
[ I I II 1: 1.__1 __ __. 

ClllllllltS: Also: John Thompson, Jr, with 213.33333 acres and Ann Thomspn White with 213.33333 acres. 

Thursday, July 28, 2005 



Drew Reid- Reeves County OGL's 

From: 
To: 
Date: 
Subject: 

"Chris Smith" <chris@perryx2.com> 
"Drew Reid" <drew.reid@glo.state.tx.us> 
7/18/2005 4:15PM 
Reeves County OGL's 

Mr. Drew Reid: 

Page 1 of 1 

As a follow-up to the verbal message I left you today, I have attached images of the original Leases executed by: 
Ann Thompson White, John M. Thompson Jr., and James Cash Thompson & Kimberley R. Thompson, covering 
the following lands: 

All of Section 28, Block 54, T&P Ry Co Survey, Reeves County, Texas 

Lease terms for $200 Bonus, 1/5 royalty, 3 yr term. 

Land Owners - Ms White - said she spoke to Mr. Peter Boone in your office who said they would be appoved - so 
she is now expecting payment from us right away. 

If you can provide me some confirmation of your approval, I will release funds to them as soon as received. 

As always, I appreciate your help. 

Chris Smith 
Perry & Perry, Inc. 

fi le://C:\Docwnents%20and%20Settings\Dreid\Local%20Settings\ Temp\GW} 00009 .HTM 7/20/2005 
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RELINQUISHMENT ACT LEASE APPLICATION 

• 
Texas General Land Office Jerry Patterson, Commissioner 

TO: Jerry Patterson, Commissioner 

Larry Laine, Chief Clerk 

DATE: 28-Jul-05 

Bill Warnick, General Counsel 

Louis Renaud, Deputy Commissioner 

FROM: Robert Hatter, Director of Mineral Leas ing 

Peter Boone, Chief Geologist 

Applicant: Perry & Perry, Inc. 

Prim. Term: 3 years Bonus/Acre 

Royalty: 1/5 Rental/Acre 

Consideration 

County: 

$200.00 

$2.00 

Recommended: '(?A-~ 
Not Recommended: 

Date: 7 · 2Pl.O ~-

----

REEVES 

Comments: Also: John Thompson, Jr, with 213.33333 acres and Ann Thomspn White with 2 13.33333 acres. 

vLease Form 

Recommended: {2iJ4= 
Not Recommended: ----
Comments: 

Louis Renaud, Deputy Commissioner 

Recommended: (! .L v<..._ 

Not Recommended: ----

Bill Warnick, General Counsel 

Recommended: 1;;/&J 
Not Recommended: ----

Lany Laine, Chief Clerk 

Approved: {)lp. ~ ,U, 
Not Approved: ___ _ 

s1oner 

Date: 

Date: t /!sios 
I 

Date: <?/1t/o.5 
I 
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PERRY & PERRY I ESCROW 

STATE OF TEXA. 

•• • • • • • • • •• • • • • • ••• • 
w 8-Cash 

ec 28. bll.. 54 r&P 
Ann fhornpson White 
James Cash & Kimberly R. Thompson 
John M Thompson 

FILL! G FE!:. 

••• •• • • • • • • • • • • • • • • • • 

"JOU" 

8119/2005 X 375.00 

375.00 



r-cnn T 0< r-cnn T 1 1:;:)\..MVYY 

TATE OF TEXI\ 

, 

•• • • • • • • • •• • • • • • • ••• • 
w B-Cash 

Sec 28. blk 54 T&P 
Ann Thompson White 
James Cash & Ktmbcrl) R. Thompson 
John ivl rhompson 

••• • • • • • •• • • • • • • • • • • 

""tOUI 

8/ 19/2005 

64.639.98 

.I 

64.639.98 
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Perry & Perry, Inc. 214 W. Texas Av .. Suite 1200 P.O.Box 3667 Mldland,Texas 79702- lelephone 432.682.7861 facsimile 432.683.5086 lolllree 800.725.0925 

December 2, 2005 

Mr. Drew Reid 
General Land Office of the State of Texas 
1700 Congress A venue, Room 600 
Austin, TX 7870 1-149 5 

RE: MIRROR AREA PROSPECT 
All Section 28 
Block 54, T -4 
T. & P. Ry. Co. Survey 
Reeves County, Texas 
Containing 640.0 acres, more or less 

Dear Mr. Reid: 

Enclosed are Certified Copies of the following O il & Gas Leases on the above referenced property, to complete you file. 
Also enclosed are copies of the checks sent to you in August 2005, which have since cleared the bank . 

../ Ann Thompson White as Agent for the State ofTexas to Perry & Perry, Inc., dated July 7, 2005 (708 OPR 721) 

../ John M. Thompson Jr. as Agent for the State of Texas to Perry & Perry, Inc., dated July 7, 2005 (708 OPR 70 I) 

../ James Cash Thompson et ux, as Agent for the State of Texas to Perry & Perry, Inc., dated July 7, 2005 (708 
OPR 7 11) 

If you need any adctitional information, please do not hesitate to call me at (432) 682-7861. Thank you. 

Sincerely, il-

r., & -=b [if -., ::.;:; /~~ 
' C") n.., > I L. Christopher Smith, CPL 

f "r 0) () 
(.r If) (" :-tJ ,._ -...._ 

"" ,.... ~ ..... 
"v ·~ 

~ CJ'] 0 



STATE OF TEXAS 
ATIN: DREW REID 

1700 N. CONGRESS, RM 600 
AUSTIN, TX 7870 I 

PERRY & PERRY I ESCROW 

STATE OF TEXAS 

WNB-Cash 

PERRY & PERRY I ESCROW 

STATE OF TEXAS 

Sec 28, blk 54 T &P 
Ann Thompson White 
James Cash & Kimberly R. Thompson 
John M. Thompson 

Sec 28, blk 54 T&P 

James Cash & Kimberly R. Thompso 
Ann Thompson White ~ 

WNB-Cash 

JohoMThi ~ 

~~~ 
\%~~ 

• •• • • ••• • •• • • • • • • • • • • • • • • •• • • • •• • • • • • • • • • • • . . . 

8/19/2005 

4801 
8/19/2005 

64,639.98 

64,639.98 

4801 
1912005 

64,639.98 

64,639.98 

• 
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WESTERN NAnONAL BANK 
PO BOX61250 

MIDLAND, TX 79711 

a 

i PAY TO THE STATE OF TEXAS 
~ ORDEROF----------------------------------------~----------------------~ 
"t 

4803 

811912005 

$ .. 375.00 

~ __ T_hr_e_e _H_u_nd_r_ed_S_e_v_en_ty_-F_i_v_e _an_d_O_O_Il_O_O*_*_*_ .. _*_**_*_*_**_*_••_•_•_••-'-•-••_•_••_•_•*_•_*_**_*_*•_•_••_•_•_•*_*_**_*_*_**_•_••_•_• •_*_*_*•_•_••_•_••_•_•_••_•_u_•_••_•_•_••_•_• • • DOLLARS 
N 

~ ,. 
(.) 

1l:: ... 
~ 
!f 

~ 
0 

M 

STATE OF TEXAS 
A1TN: DREW REID 
1700 N. CONGRESS, RM 600 
AUSTIN, TX 7870 I 

PERRY & PERRY I ESCROW 

STATE OF TEXAS 

WNB-Cash 

PERRY & PERRY I ESCROW 

STATE OF TEXAS 

Sec 28, blk 54 T&P 
Ann Thompson White 
James Cash & Kimberly R. Thompson 
John M . Thompson 

FILLING FEES 

8/19/2005 

811912005 

Sec 28, blk 54 T&P ~ 
Ann Thompson White 
James Cash & Kimberly R. Thomps~\\ 

:::~~:~ ~ \0~ 

WNB-Cash 

• 

\? ~~ 
~~© 

•• • • ••• • • • • • • • • • • • • .. • • • •• • • • • • • • • . . 
••• • • • •• . 

4803 

375.00 

375.00 

4803 

375.00 

375.00 

• 
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FILE#3486 ---· 

General Land Offlce 
Relinquishment Ael Lease Form 
Revised, September 1997 

~ustin, m:exas 

OIL AND GAS LEASE 

BOOK 7 U 8 PAGE 

THIS AGREEMENT is made and entered Into this lltL_ day of ,.Jy..,IIX.Y-------·2~ , between the State of Texas, acting 

by and through Its agent, James Cash TIJomoson and Kjmbedv B. Thompson 

of 1816 Mva!! Street Ardmore Oklahoma 73401 

(Gwe PerrN~nent Address) 

said agent hereon referred to as the owner of the soli (whether one or more), and _p=eay=,.&u:P"'eavauc.JLinu.c.~-----------------

of P 0 Box 3667 Midland Texas 79702 

(Give Permanent Address) 

hereonafter called Lessee. 

1. GRANTING CLAUSE. For and In consideration of the amounts stated below and of the covenants and agreements to be paid. kept and 
performed by Lessee under this lease, the State of Texas acting by and through the owner of the soil, hereby grants. leases and lets unto Lessee, for 
the sole and only purpose of prospecting and drilling for and producing oil and gas. laying pipe lines, building tanks. storing oil and building power 
stations. telephone lines and other structures thereon, to produce, save, take care of, treat and transport said products of the lease, the following lands 
situated In Reeyes County, State of Texas, to-wot 

All of Section 28. Block 54, T -4, T. & P. Ry. Co. Survey 

containong ,.64::.;0...,.0 _____ acres, more or less. The bonus consideration paid for this tease is as follows: 

To the State ofTexas: Iwenty One Thousand Three Hundred Thjrtv Three and 33/100 

Dollars ($21 333 33 

To the owner of the soil: Iwenty One Thoysand Three Hyndred Thjrtv Three and 33/100 

Dollars ($21 333 34 

Total bonus consideration: Twelve Thousand Dollars and 001100 

Dollars ($42 666 67 

The total bonus considerauon paid represents a bonus of ... T.!lwo""-'H..,y ... nd"""redi>LJDol""'"'la...,rs._a,.od""-""OOIO<U.100,.,._ ____________________ _ 

---- ----------- Doltars ($200 00 J per acre. on 213 33333 net acres 

2. TERM. Subject to the other provisions In thos lease. this lease shall be for a term of three f3l years from 
lhos date {herein called "primary term") and as long thereafter as oil and gas, or either of lhem, Is produced in paying quan~ties from said land. As used 
in this lease, the term "produced in paying quan~Ues· means that lhe receipts from the sale or other authorized commercial use of the substance(s) 
covered exceed out of pocket operational expenses for the six months last past. 

True and Correct 
copy of 

Orig1nal filed in 
Reeves County 
Clerks Office 

• • •••••• • 
•• • • • • • •• 

• 

•••• • • • •• • 
• 

•••• • • •••• 
• • •• • • • •• • 



BOO.K 708 PAGE 

3. DELAY RENTALS. If no well is commenced on the leased premises on or before one (1) year from this date. this lease shall terminate. 

unless on or before suCh anniversary date Lessee shall pay or tender to the owner of the soil or to his credit In the L.P.aal.,.duU..,p.....,le.,a,.s.,.e _______ _ 

Bank. at_~-~--~~--~~~~~~~----~~~-~-~~ 
or its successors (which shall continue as the depository regardless of changes in the ownership of said land). the amount specified below; In addotion. 
lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS. AT AUSTIN, TEXAS. a hke sum on 
or before said date. Payments under this paragraph shall operate as a rental and shall cover the privilege of deferring the commencement of a well for 
one (1) year from said date. Payments under this paragraph shall be In the following amounts: 

To the owner of the soil: (Paid Up Lease! Two Hundred Thirteen and 341100 

Dollars ($L21,_,3,_,34,__ ______ _ 

To tho State of Texas: paid Uo Lease! Two Hundred Thirteen and 33/100 
Dollars ($ .... 2~13~33oL-______ _ 

Total Delay Rental: !Paid Up Lease! foyr Hundred Twenty Six and 6VIOO 

Dollars ($,.,42.,6..,6"'7'---------

In a like manner and upon like payments or tenders annually, the commencement of a well may be further deferred for successive periods of one (1) 
year eaCh during the primary term. All payments or tenders of rental to the owner of !he soil may be made by Check or sight draft of Lessee, or any 
assignee of !his lease. and may be delivered on or before the rental paying date. If the bank designated In this paragraph (or Its successor bank) should 
cease to exist. suspend business. liquidate, faij or be succeeded by another bank. or for any reason fall or refuse to accept rental, Lessee shall not be 
held In default for failure to make suCh payments or tenders of rental unUI thirty (30) days after the owner of the soli shall deliver to Lessee a proper 
recordable Instrument naming another bank as agent to receive suCh payments or tenders. 

4. PRODUCTION ROYAL TIES. Upon production of oil and/or gas. Lessee agrees to pay or cause to be paid one-half (1/2) of !he royalty 
provided for in !his lease to the Commissioner of the General Land Office of the State of Texas, at Austin, Texas. and one-half (112) of suCh royalty to the 
owner of the soij: 

(A) OIL. Royalty payable on oil, whiCh is defined as lndudong all hydrocarbons produced In a liquid form at !he mouth of !he well and also as 
all condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 
shall be 115 part o f the gross production or the marl<et value thereof, at the option of the owner of !he soil or the Commissioner of the General 
Land Office, suCh value to be determined by 1) the highest posted price, plus premium. if any, offered or paid for oil, condensate, distillate. or other liquid 
hydrocarbons, respectively, o f a like type and gravity In the general area where produced and when run, or 2) !he highest marl<et price thereof offered or 
paid In the general area where produced and when run, or 3) the gross proceeds of the sale !hereof, whichever Is the greater. Lessee agrees that before 
any gas produced from the leased premises Is sold. used or processed In a plant, It will be run free of cost to the royalty owners through an adequate oil 
and gas separator of conventional type. or other equipment at least as effldent, so that all liquid hydrocarbons recoverable from the gas by suCh means 
will be recovered. The requirement that suCh gas be run through a separator or other equipment may be waived, In writing, by the royalty owners upon 
suCh terms and conditions as they prescribe. 

(B) NON PROCESSED GAS. Royalty on any gas (lnduding Oared gas). whiCh Is defined as all hydrocarbons and gaseous substances not 
defined as oil In subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed In a plant for 
!he extraction of gasoline. liquid hydrocarbons or other products) shan be 1/5 part of the gross production or the marl<et value thereof, at the 
option of the owner of the soli or the Commissioner of the General Land Office, suCh value to be based on !he highest marl<et price paid or offered for 
gas of comparable quality In the general area where produced and when run. or the gross price paid or offered to the producer, whiChever Is the greater: 
provided !hal the maximum pressure base In measuring the gas under thls lease shall not at any time exceed 14.65 poonds per square InCh absolute. 
and !he standard base temperature shall be sixty (60) degrees Fahrenheit. correction to be made for pressure according to Boyle's Law. and for specific 
gravity according to tests made by !he Balance Method or by the most approved method of testing being used by the Industry at the time of testing. 

(C) PROCESSED GAS. Royalty on any gas processed In a gasoline plant or other plant for the recovery of gasoline or other liquid 
hydrocarbons shall be 115 part of the residue gas and the liquid hydrocarbons extracted or the marl<et value !hereof. at the option of !he owner 
of !he soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant 
production of residue gas alltibutable to gas produced from this lease. and on fifty percent (50%), or that percent accruing to Lessee, whiChever Is the 
greater. of the total plant production of liquid hydrocarbons attnbutable to the gas produced from this lease: provided that if liquid hydrocarbons are 
recovered from gas processed In a plant In whiCh lessee (or Its parenl subsidiary or affiliate) owns an lnteresl then the percentage applicable to liquid 
hydrocarbons shall be fifty percent (50%) or !he hlghest percent accruing to a thlrd party processing gas through suCh plant under a processing 
agreement negotiated at arm's length (or If there is no suCh third party. the highest percent !hen being specified In processing agreements or contracts In 
the Industry), whiChever Is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest marl<et 
price paid or offered for any gas (or liquid hydrocarbons) of comparable quality In the general area, or 2) !he gross price paid or offered for suCh residue 
gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons). whiChever Is the greater. In no event. however. shaft 
the royalties payable under this paragraph be less than the royalties whiCh would have been due had !he gas not been processed. 

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid 
hydrocarbons) whether said gas be ·casinghead; "dry; or any other gas, by fractionating, bumlng or any other processing shall be 1/5 part of 
the gross production of suCh products. or the marl<et value !hereof. at the option of the owner of the soli or the Commissioner of the General Land Office. 
suCh marl<et value to be detennined as follows: 1) on the basis of the highest marl<et price of each product for the same month in whiCh suCh product Is 
produced. or 2) on the basis of the average gross sale price of each product for the same month In whiCh suCh products are produced: whiChever Is !he 
greater. 

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, If this lease Is maintained by production. the 
royalties paid under this lease In no event shall be less than an amount equal to the total annual delay rental herein provided: otherwise. there shall be 
due and payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the 
amount of royalbes paid during the preceding year. If Paragraph 3 of !his lease does not specify a delay rental amounl then for the purposes of this 
paragraph, the delay rental amount shall be one dollar ($1 .00) per acre. 

True and Correct 
copy of 

Original filed in 
Reeves County 
Clerks Office 

• • • ••••• • 
•• • • • • • •• 

• 

• ••• • • • •• • 
• 

•••• • • •••• 
• • •• • • • •• • 
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6. ROYALTY IN KINO. Notwithstanding any other provision in this lease. at any bme or from tJme to lime, the owner of the soil or the 
Commissioner of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the 
payment of any royalties accruing to sUCh royalty owner under this lease be made In kind. The owner of the soil's or the Commissioner of the General 
Land Office's right to take its royalty in kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Lanct Offoce's rights 
or Lessee's obligations, whether express or Implied, uncter this lease. 

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (Including those paid In kind) shall be without deduction for 
the cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and 
other products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, Including any reimbursements 
for severance taxes and production related costs. 

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel 
used to process gas produced hereunder In any processing plant. Notwithstanding any other provision of this lease. and subject to the written consent of 
the owner o f the soil and the Commissioner of the General Land Office, Lessee may recycle gas for gas hfl purposes on the leased premises or for 
Injection Into any oil or gas producing formation underlying the leased premises after the liquid hydrocarbons contained in the gas have been removed: 
no royalties shall be payable on the recycled gas until It Is produced and soid or used by Lessee In a maMer wh•ch en11Uas the royalty owners to a 
royalty under this lease. 

9. ROYALTY PAYMENTS AND REPORTS. All royalbes not taken in kind shall be paid to the Commissioner of the General Lanct Office at 
Austin, Texas, in the following manner. 

Payment of royalty on production of oil anct gas shall be as provided In the rules set forth In the Texas Register. Rules currently proVIde that royalty on oil 
Is due and must be received In the General Lanct Offoce on or before the 5th day of the second month succeeding the month of productlon, and royalty 
on gas Is due and must be received In the General Land Office on or before the 15th day of the second month succeeding the month of producbon, 
accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and maooer prescnbed by the General Land Offoce 
and showing the gross amount anct disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, 
records or reports confirming the gross production, disposition and market value Including gas meter readings, pipeline receipts, gas line receipts and 
other checks or memoranda of amount produced and put Into pipelines, tanks, or pools anct gas hnes or gas storage, and any other repons or records 
which the General Land Office may require to verify the gross production, disposition and market value. In all cases the authority of a manager or agent 
to act for the Lessee herein must be filed In the General Land Office. Each royalty payment shall be accompanied by a check stub, schedule, summary 
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty be1ng paid on each lease. If Lessee pays 
his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever Is 
greater. A royalty payment which Is over thirty (30) days late shall accrue a penally of 10% of the royally due or $25.00 whichever Is greater. In addition 
to a penally, royalties shall accrue Interest at a rate of 12% per year: such Interest v.ill begin to accrue when the royally Is sixty (60) days overdue. 
Affidavits and supporting documents which are not filed when due shall Incur a penally In an amount set by the General Land Office administrative rule 
which Is effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responslblhty for paying or causing 
royalties to be paid as prescribed by the due date provided herein. Payment of the delinquency penally shall In no way operate to prohibit the State's 
right of forfeiture as provided by law nor act to postpone the dale on which royalties were originally due. The above penalty provisions shall not apply In 
cases of tiUe dispute as to the State's portion of the royalty or to that portion of the royalty in diSpute as to fair market value. 

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish lhe Cornm•ssioner of the General Land Office 
wilh Its best possible estimate of oil and gas reserves underlying this lease or allocable to this lease and shall furnish said Commissioner With copies of 
all contracts under which gas Is sold or processed and all subsequent agreements and amendments to sUCh contracts Within thirty (30) days after 
entering Into or making sUCh contracts, agreements or amendments. SUCh contracts and agreements when received by lhe General Land 01foce shall be 
held In confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records pertaining 10 the producbon, 
transportation, sale and marketing of the oil and gas produced on said premises. Including the books and acoounts, recelpts anct discharges of all wells, 
tanks, pools, meters, and pipelines shall at au times be subject to Inspection and examination by the Commissioner of the General Land Office, the 
Attorney General, the Governor, or the representative of any of them. 

(B) PERMITS, DRILLING RECORDS. Wntten notice of all operations on this lease shall be submitted to the Commissioner of the General 
Land Office by Lessee or operator five (5) days before spud date, workover, re-enuy, temporary abandonment or plug and abandonment of any well or 
wells. Such written notice to the General Land Office shall Include copies of Railroad Commission forms for application to drill. Copies of well tests, 
completion reports and plugging reports shall be supplied to the General Land Office altha time they are filed v.ith the Texas Railroad Commission. All 
applications, permits, reports or other filings that reference this lease or any SpecifiC well on the leased premises and that are submitted to the Texas 
Railroad Commission or any other governmental agency shall include the word 'State' In the ~Ue. Additionally, In accordance v.ith Railroad Comm,ssion 
rules. any signage on the leased premises for the purpose of Identifying wells, tank batteries or other assoclated Improvements to the land must also 
Include the word 'State." Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other 
Information relative to the operation of the above-described premises, which may be requested by the General Land Office, In add1bon 10 those here10 
expressly provided for. Lessee shall have an electrical and/or radioactiVIty survey made on the bore-hole secbon, from the base of the surface casing to 
the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the tog of each survey on each well lo the 
General Land Office within fifteen (15) days after the making of said survey. 

(C) PENALTIES. Lessee shall incur a penally whenever reports, documents or other matenals are not filed In the General Land Offoce when 
due. The penally tor late fihng shall be set by the General Lanct Office adminlstrabve rule which is effective on the date when the materials wete due in 
the General Land Office. 

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the pnmary term hereof and pnor 10 discovery and 
production of oil or gas on said land, Lessee should dnll a dry hole or holes thereon. or if during the primary term hereof and after the discovery and 
actual produebon of oil or gas from the leased prem1ses such production thereof should cease from any cause, this lease shal not term•nate if on or 
before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences additional dnlllng or 
reworking operations thereon. or pays or tenders the next annual delay rental in the same manner as provided In this lease If, during the last year of the 
pnmary term or within sixty (60) days pnor thereto, a dry hole be completed anct abandoned, or the production of otl or gas should cease for any cause, 
Lessee's rights shall rema1n In full force and effect Without further operations unbl the expiration of the pnmary term: and if Lessee has not resi..ITled 
production in paying quanbties at the expiration of the pnmary term, Lessee may maintain this lease by conducting add1110nal dnlhng or reworking 
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operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under Paragraph 13. Should the first 
well or any subsequent well drilled on the above described land be completed as a shut-In oil or gas well within the primary tenn hereof. Lessee may 
resume payment of the annual rental In the same manner as provided herein on or before the rental paying date following the expirabon of sixty (60) 
days from the dale of completion of such shol~n oil or gas well and upon the failure to make such payment. this lease shal Ipso facto terminate. If at the 
exp1rabon of the pnmary tenn or any time thereafter a shuHn oil or gas well Is located on the leased premises, payments may be made In accordance 
With the shut-In provisions hereof. 

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If. at the exptration of the primary term. neither oil nor gas IS belng 
produced on said land, but Lessee Is then engaged In drilling or reworking operations thereon. this lease shall remain In force so long as operations on 
said well or for drilling or reworking of any additional wells are prosecuted In good faith and In workmanlike manner without lntenuptions totaling more 
than sixty (60) days during any one such operation, and II they result In the production of oil and/or gas, so long thereafter as oil and/or gas Is produced 
In paying quantities from said land, or payment of shul~n oil or gas well royalties or compensat()()' royalties Is made as provided In this lease. 

13. CESSATION, DRILLING, AND REWORKING. II, after the expiration of the primary tenn. production of oil or gas from the leased 
premises, alter once obtained, should cease from any cause, this lease shall not tennlnate if Lessee commences additional drilling or reworking 
operations within sixty (60) days alter such cessation. and this lease shall remain In full force and effect for so long as such operations continue in good 
faith and In workmanlike manner withOut Interruptions totaling more than sixty (60) days. If such drilling or reworking operations result In the production 
of oil or gas, the lease shall remain in full force and effect for so long as oil or gas Is produced from the leased promises In paying quantities or payment 
of shut-In oil or gas well royalties or payment of compensatory royalties Is made as provided herein or as provided by law. II the drilling or reworking 
operations result In the completion of a well as a dry hole. the lease will not tenninate If the Lessee commences additional drilling or rework1ng 
operations within sixty (60) days after the completion of the well as a dry hole, and this lease shall remain In effect so long as Lessee continues drilling or 
reworking operations In good faith and In a workmanlike manner witlhout lntenuptions totaling more than sixty (60) days. Lessee shall give wntten notice 
to the General Land Office within thirty (30) days of any cessation of production. 

14. SHLIT-IN ROYALTIES. For purposes of this paragraph, "weer means any well that has been assigned a well number by the state agency 
having jurisdiction over the production of oil and gas. II, at any time after the expiration of the primary tenn of a lease tha~ until being sihut In, was being 
maintained In force and effect. a well capable of producing oil or gas In paying quantities Is located on the leased premises, but oil or gas is not being 
produced for lack of suitable production facilities or lack of a suitable market. then Lessee may pay as a shuHn oil or gas royalty an amount equal to 
double the annual rental provided In the lease. but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities II 
Paragraph 3 of this lease does not specify a delay rental amount. then for the purposes of this paragraph, the delay rental amount shall be one dollar 
($1 .00) per acre. To be effective, each Initial shut-In oil or gas royalty must be paid on or before: (t) the expiration of the primary tenn, (2) 60 days after 
the Lessee ceases to produce oil or gas from the leased premises. or (3) 60 days after Lessee completes a drilling or reworking opera bOn In accordance 
with the lease provisions: whichever date Is latest Such payment shall be made one-half (112) to the Commissioner of the General Land Offtce and one­
hall (112) to the owner of the soil. II the shut-In oil or gas royalty Is paid, the lease shall be considered to be a producing lease and the payment shall 
extend the tenn of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month In which 
production ceased. and. after that. If no suitable production facilities or suitable market for the oil or gas exists. Lessee may extend the lease for four 
more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-In year. 

15. COMPENSATORY ROYALTIES. If. during the period the lease Is kept in effect by payment of the shut-In oil or gas royalty, oil or gas Is 
sold and delivered In paying quantities from a well located within one thousand (1.000) feet of the leased premises and completed In the same producing 
reservoir, or In any case In which drainage is occuning, the right to continue to maintain the lease by paying the shut~n oil or gas royalty shall cease. but 
the tease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more 
successive years by Lessee paying compensatory royalty at the royalty rate provided in the lease of the market value of production from the well causing 
the drainage or which is completed In the same producing rese~Voir and within one Uhousand (1.000) feet or the leased premises. The compensat()()' 
royalty Is to be paid monthly. one-half (112) to the Commissioner of the General Land Office and one-half (112) to the owner of the soil, beg1nning on or 
before the last day of the month following the month In wNch the od or gas is produced from the well caUSing the drainage or that is completed In the 
same producing rese~Volr and located within one Uhousand (1,000) feet or the leased premises. If the compensat()()' royalty paid in any 12-month period 
Is an amount less Uhan the annual shut-In oil or gas royalty, Lessee shall pay an amount equal to the d1fference within thirty (30) days from the end of the 
12-month period. Compensatory royalty payments which are not bmely paid will accrue penalty and Interest in accordance With Paragraph 9 of this 
lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligabon to drill offset wells as provided in 
Texas Natural Resources Code 52.173: hOwever, at the detennlnation of the Commissioner. and with the Commissioner's written approval. the payment 
of compensat()()' royalties can satisfy the obligation to drill offset wells. 

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or 
gas has been completed on the leased premises. Lessee shall exercise the diligence of a reasonably prudent operator In drilling such additional well or 
wells as may be reasonably necessary tor the proper development of the leased premises and In marketing the production thereon. 

(A) VERTICAL. In the event this lease Is In force and effect two (2) years after the expiration date of the primary or extended tenn it shall then 
terminate as to all of the leased premises. EXCEPT (1) 40 acres surrounding each oil well capable of producing In paying quantities and 320 acres 
surrounding each gas well capable of producing In paying quantities (Including a shut-in oil or gas well as provided In Paragraph 14 hereof). or a well 
upon which Lessee is then engaged In continuous drilling or reworking operations, or (2) the number of acres Included In a producing pooled unit 
pursuant to Texas Natural Resources Code 52. 15Hi2.154, or (3) such greater or lesser number of acres as may then be allocated for production 
purposes to a proration unit for each such producing well under the rules and regulations of the Railroad Commission of Texas. or any successor 
agency. or other governmental authOrity having jurisdlctlon. If at any time alter the effective date of the partial termination provisions hereof, the 
applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is thereafter allocated to said well or wells for 
production purposes, this lease shall thereupon terminate as to all acreage not thereafter allocated to said welt or wells for production purposes. 
Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shaft nevertheless conbnue to have the nght of Ingress 
to and egress from the lands still subject to this lease for all purposes described In Paragraph 1 hereof. together with easements and rights-of-way tor 
existing roads. existing pipelines and other existing facil1tles on. over and across all the lands described In Paragraph 1 hereof ('the retained lands'), for 
access to and from the retained lands and for the gathenng or transportation of oil, gas and other m1nerals produced from the reta1ned lands. 
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(B) HORIZONTAL. In the event this lease Is In force and effed two (2) years after the expiration date ol-the primary or extended term It shall 
further terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths") In each well located on acreage retained In 
Paragraph 16 (A) above. unless on or before two (2) years after the primary or extended. term Lessee pays an amount equal to one-half (1/2) of the 
bonus originally paid as consideration for this lease (as specJfled on page 1 hereof). If such amount Is paid. this lease shall be In force and effect as to 
such deeper depths. and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas Is produced In 
paying quantities from such deeper depths covered by this lease. 

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each weu shall, as nearly as practical, be In the form of a 
square with the well located In the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within 
lhlrty (30) days after partial termination of this lease as provided heroin. Lessee shall execute and record a release or releases containing a satisfactory 
legal oescr1pUon of the acreage and/or oepths not retained hereunoer. The recorded release. or a cerUneo copy of same, shall be nted In the General 
Land Office, accompanied by the ~ling fee prescribed by the General Land Office rules In effect on the date the release is filed. If Lessee falls or refuses 
to execute and record such release or releases within ninety (90) days after being requested to do so by the General Land Office. then the 
Commissioner at his sole discretion may designate by written instrument the acreage and/or depths to be released hereund81' and record such 
lnsuument at Lessee's expense In the county or coundes wnera the lease Is locateo ana In the otndal reooros of the General Land Otnce ana sucn 
designation shall be binding upon Lessee for all purposes. 

17. OFFSET WELLS. Neither the bonus. delay rentals, nor royalties paid, or to be paid. under this lease shall relieve Lessee of his obligation 
to protect the oil ana gas under the above-<Jescr1beo lana trom being oratneo. Lessee, sublessee, receiver or other agent In control or the teaseo 
premises shall drill as many wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of 
oil and gas from the leased premises. In addition, If oil and/or gas should be produced In commercial quantities within 1.000 feet of the leased premises. 
or In any case where the leased premises Is being drained by production of oil or gas, the Lessee, sublessee. receiver or other agent In control of the 
leaseo premises shall In good faith begin the drilling of a well or wells upon the leased premises Within 100 days after the draining well or wells or the 
well or wells completed Within 1,000 feet of the leased premises sta11 producJng In commercJal quantities and shaA prosecute such drilling with diligence. 
Failure to satisfy the statutory offset obligation may subject this lease and the owner of the soil's agency rights to forfeiture. Only upon the determination 
of the Commissioner or the General Land Office and with his wntten approval may the payment of compensatory royalty under appUcable statutory 
parameters sad sty the obligation to drill an offset well or wells required under thiS paragraph. 

18. FORCE MAJEURE. If. after a good faith effort. Lessee Is prevented from complying with any express or Implied covenant of this lease, 
from conducting drilling operations on the leased premises, or from producing oil or gas from the leased prBI'Oises by reason of war. rebellion. nots. 
strikes, adS of God. or any valid order. rule or regulation of government authol1ty, then while so prevented, lessee's obligation to comply with sudl 
covenant shall be suspended and Lessee shall not be Uable for damages for failure to comply with such covenants: addotlonaay. this lease shall be 
extended while Lessee Is prevented, by any such cause. from conductlng driUlng and reworldng operations or from producJng oil or gas from the leased 
premises. However. nothing In this paragraph shall suspend the payment of delay rentals In order to maintain this lease In effect dunng the primary term 
In the a~nce of ~ucn drilling or reworking operations or production of oil or gas. 

~ ~~19...W~l.AU&Iii, Tl'la a·•<Rer afIRe sell ' "arraRis aR~ a§reas ta aefaR~ UYa Ia IRa leaae!l premls-.-IHAa e .. Aer el the eeil eele12116 
( ~~~BRIG BilBO eA the l ease~ ~ra..,lsas, lheA l.assaa "'ay ra~aa"' IRe ~9RIS el IRe a Aer al IRe sail iA IRe leases preff! iseell) pe)IRg BA) ffiBRJlege, 
tln<="o~~eaoed poeuo loeo. If loeooeo 111aheo po) '""' olo oo o be noll ollhe a n na• of U.e 5eil oudeo l+llo pmeg,.,ph;-~~eMhc 
oost of these pe)me11ts ~emlfle oeto!al eRa re) aiYes !l~e IRa e· <Rer ef IRe sail. 

20. (A ) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soli owns less than the entire undivided surface estate In the above 
described land, whether or not lesoce'o lntercot lo opecified herein, then the royalties and rental herein provided to bo paid to the owner of the soil ~hall 

be paid to him In the proportion which his interest bears to the enUre undivided surface estate and the royalties and rental herein provided to be paid to 
the Commissioner of the General Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the 
royalty or rental due lo the Commissioner of the General Land Office, Lessee or his authorized representative must submit to the Commissioner of the 
Gonerel Lend Office a written ototemenl which oxploino the dl5aeponcy between the Interest purportedly leased under this lease and tho actual Interest 
owned by the owner of the soil. The Commissioner of the General Land Office shail be paid the value of the whole production allocable to any undivided 
Interest not covered by a lease. less the proportionate development and production cost allocable to such undivided Interest. However, In no event shall 
the Commissioner of the General Land Offoce receive as a royalty on the gross productlon allocable to the undivided Interest not leased an amount less 
than the value of one-sixteenth (1/16) of such gross production. 

(B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease Is Included within the boundaries 
of a pooled unit that has been approved by the School Land Board and the owner of the soli In accordance with Natural Resources Code Sections 
52.151·52.154, or if, al eny time after tho expiration of tho primary term or tho extended term, this lease covers a lesser number of acres than the total 
amount described herein, payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, 
surrendered, or otherwise severed, so that payments determined on a per acre basis under the terms of this lease during the primary term shall be 
calculated based upon the number of acres outside the boundaries of a pooled unit. or, If after the expiration of the primary term, the number of acres 
actually retained end covered by this tease. 

21 . USE OF WATER. Lessee shall have the right to use water produced on said land necessary for operations under this lease except water 
from wells or tanks of the owner of the soil; provided. however, Lessee shall not use potable water or water suitable for livestock or irrigation purposes 
for waterflood operations without the prior consent of the owner of the soil. 

22. AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by i ts operations to all personal property, 
Improvements. &vestock and crops on said land. 

23. PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury Its pipelines below plow depth. 

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premises without 
the wrinen consent of the owner of the ooll. 
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25. POLLUnON. In developing lhis area. Lessee shall use the hlgtlest degree of care and all proper safeguards to prevent polluiJon. Without 
limiting the foregoing. pollution of coastal weUands. natural waterways. rivers and Impounded water shall be prevented by the use or containment 
facilities sufficient to prevent spillage, seepage or ground water contamination. In the event of pollution. Lessee shall use all means at Its disposal to 
recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties Lessee shall build and 
maintain fences around Its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss. damage or lrjury: and upon 
completion or abandonment of any well or wells. Lessee shall fill and level all slush pits and cellars and completely dean up the drifting Site of all rubbish 
thereon. Lessee shall, whole conducting operations on the leased premises. keep said premises free of all rubbish. cans, botlfes. paper aJflS or garbage. 
and upon completion of operations shan restore the surface of the land to as near Its original condition and contours as Is practicable. Tanks and 
equipment will be kept painted anll presentable. 

26. REMOVAL OF EQUIPMENT. Subject to limitations In this paragraph, Lessee shall have the right to remove machinery and fixtures placed 
by Lessee on the leased premises. Including the right to draw and remove casing, wothin one hundred twenty {120) days after the expiration or the 
termination of this lease unless the ownor of the soil grants Lessee an extension of this 12<klay period. However, Lessee may not remove casing from 
any well capable of producing oil and gas In paying quanllties. Additionally, Lessee may not draw and remove casing until after thirty {30) days written 
notice to the Commissioner of the General Land Office and to the owner of the soli. The owner of the soil shall become the owner of any machinery. 
fixtures. or casing which are not timely removed by Lessee under the terms of this paragraph. 

27. {A) ASSIGNMENTS. Under the condotions contained In this paragraph and Paragraph 29 of this lease. the rights and estates of either 
party to this lease may bo assigned, In whOle or In part. and the provisions of this lease shall extend to and be binding upon their heirs. devisees. legal 
representatives. successors and assigns. However. a change or division In ownership of the land, rentals. or royalties will not enlarge the obligations of 
Lessee. diminish the rights. privileges and estates of Lessee. Impair the effectiveness of any payment made by Lessee or Impair the effectiveness of any 
act performed by Lessee. And no change or division In ownership of the land. rentals. or royalties shall bind Lessee for any purpose until thirty (30) days 
after the owner of the soil {or his heirs. devisees. legal representatives or assigns) fumlshes the Lessee with satisfactory written evidence of the change 
In ownership. Including the original recorded muniments of bde {or a certified copy of such origonal) when the ownership changed because of a 
conveyance. A total or partial assignment or this lease shall. to the extent or the interest assigned, relieve and discharge Lessee or all subsequent 
obligations under this lease. If this lease Is assigned in its enbrety as to only part of the acreage, the right and option to pay rentals shall be apportiOned 
as between the several owners ratably. aocording to the area of each, and failure by one or more of them to pay his share of the rental shall not affect 
this lease on the part of the land upon which pro rata rentals are timely paid or tendered: however. if the assignor or assignee does not file a certified 
copy or such assignment in the General Land Offoce before the next rental paying date. the entire lease shall terminate for faolure to pay the enbre rental 
due under Paragraph 3. Every assignee shall succeed to all rights and bo subject to all obligations. Qabllities, and penalties owed to the State by the 
original lessee or any prior assignee of the lease. including any llabiRties to the State for unpaid royalties. 

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision In Paragraph 27(a), if the owner of the soli acquires this lease In whOle or In 
part by assignment without the prior written approval of the Commissioner of the General Land Office. this lease Is void as of the time or assignment and 
the agency power of the owner may be forfeited by the Commissioner. An assignment will be treated as If It were made to the owner of the soil If the 
assignee Is: 

(1) a nominee of the owner or the soli: 
{2) a corporation or subsidiary In which the owner or the soil is a prindpal stockholder or Is an employee or such a corporation or subsidiary; 
{3) a partnership In which the owner or the soli Is a partner or Is an employee or such a partnership: 
{4) a principal stockholder or employee or the corporation which Is the owner of the soil: 
{5) a partner or employee In a partnership which Is the owner or the soil: 
(6) a fiduciary for the owner or the soil; Including but not limited to a guardian. trustee. exOClJtor, administrator. rece<ver. or conservator for the 
owner of the 5011: or 
(7) a fam~y member or the owner or the soil or related to the owner of the soil by mamage. blood, or adoption. 

28. RELEASES. Under the conditions contained In this paragraph and Paragraph 29, Lessee may at any tlme execute and deliver to the 
owner of the soil and place or record a release or releases covering any portilon or portions or the leased premises. and thereby surrender this lease as 
to such portion or portions. and be relieved of al subsequent obligations as to acreage surrendered. If any part of this lease Is properly surrendered. the 
delay rental due under this lease shall be reduced by the proportion that the surrendered acreage bears to the acreage which was covered by this lease 
Immediately prior to such surrender. however, such release will not relieve Lessee of any liabilities which may have accrued under this lease prior to the 
surrender of such acreage. 

29. FILING OF ASSIGNMENTS AND RELEASES. If all or any part of this lease Is assigned or released, such assignment or release must be 
recorded In the county where the land Is situated. and the recorded Instrument. or a copy or the recorded Instrument certofied by the County Clerlt or the 
county In which the Instrument is recorded. must be flied In the General Land Offoce within 90 days of the last execution date accompanied by the 
prescribed filing ree. If any such assignment Is not so filed. the rights acquired under this lease shall be subject to forfeiture at the option or the 
Commissioner of the General Land Office. 

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the abov!Hlescribed land have been Included In this instrument, 
including the statement or the true consideration to bo paid for the exOClJtion or this lease and the nghts and duUes of the parties. Any collaletal 
agreements conceming the development of ool and gas from the leased premises which are not contained In this lease render this lease invalid. 

31 . FIDUCIARY DUTY. The owner or the soil owes the State a fiduciary duty and must fully disclose any facts affecting the State's Interest In 
the leased premises. When the interests of the owner of the soil conflict with those of the State. the owner of the soil Is obligated to put the State's 
interests before his personal Interests. 

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after It becomes due, or If Lessee or an 
authonzed agent should knowingly make any false retum or false report concerning production or dnlling, or if Lessee shall fail or refuse to drill any 
offset well or wells In good faith as required by law and the rules and regulatlons adopted by the Commissioner or the General Land Office. or If Lessee 
should fail to file reports In the manner required by law or fall to comply with rules and regulations promulgated by the General Land Office. the School 
Land Board. or the Railroad Commission, or if Lessee should refuse the proper authority access to the records pertaining to operations. or if Lessee or 
an authorized agent should knowingly fall or refuse to give correct Information to the proper authority, or knowingly fall or refuse to fumish the General 
Land Office a correct log of any well, or If Lessee shall knowingly violate any or the material provisions of this lease, or if this lease Is assigned and the 
assignment is not filed In the General Land Office as required by law. the rights acquired under this lease shall be subject to forfeiture by the 
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Commissioner. and he shall forfeit same when suffidenUy Informed of the facts which authorize a forfeoture, and when forfeoted the area shall agaon be 
subject to lease under the terms of the Relinquishment Act However. nothing herein shall be construed as waiving the automatic termination of this 
lease by operation of law or by reason of any spedalllmitation arising hereunder. Forfeitures may be set aside and this lease and all nghts thereunder 
reinstated before the nghts of anolher Intervene upon satisfactory evidence to the Commosslonor of !he General land Office of Mure compliance wtth 
the provisions of the law and of this lease and lhe rules and regulations !hat may be adopted relatiVe hereto. 

33. UEN. In accordance with Texas Natural Resources Code 52.136, !he State shall have a first lien upon all oil and gas produced from the 
area covered by !his lease to secure payment of all unpaid royalty and other sums of money !hat may become due under this lease. By acceptance of 
this lease, Lessee grants !he State, In addition to lhe lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory tien, an 
express contractual lien on and security In terest In all leased minerals In and extracted from !he leased premises, all proceeds which may accrue to 
Lessee from the sale of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the 
leased premises used In connection with the production or processing of such leased minerals In order to secure the payment of all royalties or other 
amounts due or to become due under this lease and to secure payment of any damages or loss !hat Lessor may suffer by reason of Lessee's breach of 
any covenant or condition of this lease, whether express or implied. Thos ften and security Interest may be foreclosed wtth or without court proceedongs In 
the manner provided In the nue t . Chap. 9 of the Texas Business and Commerce Code. Lessee agrees !hat the CommoSSioner may require Lessee to 
execute and record such Instruments as may be reasonably necessary to acknowledge, attach or perfect thos lien. Lessee hereby represents !hat there 
are no prior or superior liens arising from and relating to l essee's activities upon the abov!Hlescribed property or from lessee's acquisition of this lease. 
Should the Commissioner at any time determine !hat this representation Is not true, then the Commissioner may dedare this lease forfeoted as provided 
herein. 

34. POOLING. Lessee Is hereby granted the right to pool or unlbze the royalty Interest of the owner of the soil under this tease wtth any olher 
leasehold or mineral Interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved 
by the School land Board and the Commissioner of !he General land Office for the pooling or unotizong of the Interest of the State under this lease 
pursuant to Texas Natural Resources Code 52.151-52.154. The owner of the soil agrees !hal the lndusion of this provosion in this lease sabsfies the 
execution requirements stated In Texas Natural Resources Code 52.152. 

35. INDEMNITY. lessee hereby releases and discharges the State of Texas and the owner of the soil, their officers. employees. partners. 
agents, contractors, subcontractors, guests, Invitees, and their respective successors and assigns, of and from all and any actions and causes of action 
of every nature, or other harm, lncludong environmental harm, for which recovery of damages Is sought, including, but not limited to, all tosses and 
expenses which are caused by the acbvlties of lessee, its officers, employees, and agents arising out of, lncldental to, or resulbng from. the operabons 
of or for lessee on the leased premises hereunder, or that may arise out of or be occasioned by lessee's breach of any of the terms or provisions of this 
Agreement, or by any other negligent or stricUy liable act or omission of lessee. Further, Lessee hereby agrees to be liable for, exonerate, Indemnify, 
defend and hold harmless the State of Texas and the owner of the soil, their officers, employees and agents, their successors or assigns, against any 
and all daims, liabilities, losses, damages. actions. personal injury (Including death). costs and expenses, or other harm for which recovery of damages 
Is sought. under any theory Including tort, contract or strict liability, including attorneys' fees and other legal expenses, including those related to 
environmental hazards, on the leased premises or In any way related to Lessee's failure to comply with any and all environmental laws: those arising 
from or In any way related to Lessee's operations or any other of lessee's activiUes on the leased premises: those arising from lessee's use of !he 
surface of the teased premises: and those !hat may arise out of or be occasioned by lessee's breach of any of the terms or provisions of this Agreement 
or any other act or omission of l essee, Its directors, officers, employees, partners, agents, contractors, subcontractors, guests, Invitees, and their 
respective successors and assigns. Each assignee of this Agreement, or an Interest therein, agrees to be hable for, exonerate, Indemnify, defend and 
hold harmless lhe State of Texas and the owner of the soli, their officers, employees, and agents In the same manner provided above In connection with 
the activities of lessee, Its officers. employees. and agents as descrobed above, EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF 
THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL B E WITHOUT LIMITS AND 
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE 
NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE 
BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE. 

36. ENVIRONMENTAL HAZARDS. Lessee shall use the Nghesl degree of care and all reasonable safeguards to prevent contamination or 
pollution of any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any 
other environmental medium In, on, or under. the leased premises, by any wasle, pollutant, or contaminant Lessee shall not bong or permit to remain on 
the leased premises any asbestos containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, 
hazardous substances (as the term "Hazardous Substance· Is defined In the Comprehensive Environmental Response, Compensation and liability Act 
(CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic substances under any federal, state, or local law or regulabon ("Hazardous Materials"), except 
ordinary products commonly used in connection wt th oil and gas exploration and development operations and stored in !he usual manner and quanbties. 
LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND 
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST 
ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT 
COSTS) CAUSED BY OR ARISING OUT OF (1) A VIOLATION OF THE FO REGOING PROHIBITION OR (2) THE PRESENCE, RELEASE, OR 
DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR 
CONTROL OF THE LEASED PREMISES. LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER 
CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT 
THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF 
APPUCABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE 
ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY 
GIVE THE STATE OF TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS 
PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY 
GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS 
OF LESSEE HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT. 

37. APPLICABLE LAW. This tease is issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, commonly 
known as the Relinquishment Act, and other applicable stalutes and amendments thereto, and If any provision In this lease does not conform to these 
stalutes, the stalutes will prevail over any nonconforming tease provisions. 
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Rl"eves County 
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38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it Is filed of record In the county records and 
In the General Land Office of the State of Texas. Once the filing requirements found In Paragraph 39 of this lease have been satisfied, the effective date 
of this lease shall be the date found on Page 1. 

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code. this lease must be filed of record In the office of the 
County Cieri< in any county In which all or any part of the leased premises Is located, and certified copies thereof must be filed in the General Land 
Office. This lease is not effective until a certified copy of this lease (which Is made and certified by the County Cieri< from his records) is filed In the 
General Land Office in accordance with Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless II 
recites the actual and true consideration paid or promised for execution of this lease. The bonus due the State and the prescribed filing fee shall 

ny such certified copy to the General Land Office. 

S.f~ sf!IFDI{I 6 YF' 1!77/lCHEt), /YJ/Jl)li" A m,.er 1/£~2:?}.'"" 
-~ LESSEE 

BY: __________________________ __ 

Title: L Christopher Smith/ president 

Date:------------

lndivi 

Date: -'-'----'------"'-L--""--"-----

STATE OF TEXAS 

BY: ~~--~----~~~--~---------­
Individually and as agent for the State of Texas 
Date: __________ _ 

STATE OF TEXAS 

BY:~~--------~--~--~~---------­
Individually and as agent for the State of Texas 

Date: - - ---- ------

True and Correct 
copy of 

Original filed in 
Reeves County 

Clerks Office 
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r~,,~01d, EXHJEIT A: In the event this oil and gas lease is extended 
~.~ ' beyona its primary term, then upon expiration of said primary 
~ . ' term, this oil and gas lease shall terminate and expire as to 
v • all depths 100 feet below the deepest depth drilled 

or the stratigraphic equivalent thereof in any wel l 
drilled on the leased premises or on any land with which 
the leased premises has been unitized . 

True and Correct 
copy of 

Original filed in 
Reeves County 

Clerks Office 
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-- --------------------------------------------------------------

STATE OF T.J.JEiOlXA~S'------­

COUNTY OF IXMwiD"'LA.o.cN!loD'---------

(CORPORATION ACKNOWLEDGMENT) 

BEFORE ME. the undersigned authonty. on this day personally appeared J..L..!C.&hn~m~sllllODt;!!hJJ:er~Sm!l!Jllithl----------------------------

known to me to be the person whose name Is subscribed to the foregoing Instruments as ~:Pureiils!d"""enJ1l ______________________________ __ 

of Peuv & Peuv Inc and acknowiedged to me that he 

executed the same for the purposes and consideration therein expressed. In the capacity staled. and as the act and deed of said corporation. 

G1ven under my hand and seal of offiCe this the ___ day of----------------·· 202i..._. 

Notary Public In and for-------------------------

STATE OF----------------- (CORPORATION ACKNOWLEDGMENT) 

COUNTY OF ______________ _ 

BEFORE ME. the undersigned authonty. on this day personally appeared ---------------------------------------­

known to me to be the person whose name Is subscribed to the foregoing Instruments as ------------------------------------­

of---------------------------------------------------------------------- and acknowiedged to me that he 

executed the same for the purposes and consideration therein expressed. In the capacity stated. and as the act and deed of said corporation. 

Given under my hand and seal of office this the _ __ day of -----------------·· 20 __ . 

Notary Public In and for -------------------------

STATE oF{)/)!:/70BCy 
COUNTY OF _ _ fl·e 

(INDIVIDUAL ACKNOWLEDGMENT) 

BEFORE ME. the undersigned authority. on this day personally appeared :J...rY'I ( r, C "J)')()'Y'\p S (>(') 

known to me to be the persons whose names are subscribed to the foregoing Instrument. and acknowiedged to me that they executed the same for the 

purposes and consideration therein expressed. 

Given under my hand and seal of office this the _j__1_ day of ~..U."-'-l4-....,-------~ 
well 

~~~~~~~~~~ 
Carter County 

Bihl'rllseion-8cpiration Date 11-15=2008-
Commisslon Number ~010365 
(INDIVIDUAL ACKNOWLEDGMENT) :::T::9:':!£~1fd / 

1 

BEFORE ME. the undersigned authority. on this day personally appeared Jd, m lxr/J R. 7hornf?.5CYl 
known to me to be the persons whose names are subscribed to the foregoing Instrument. and acknowiedged to me that they executed the same for the 

purposes and consideration therein expressed. 

G1ven under my hand and seal of offiCe this the _ / _/ _ day of ....:>.L::.~;F-.-----.----.,.~ 

·-

~~Lb~~~~~~~~~~~----­

DAY OF AUGUST 

DAY OF AUGUST 

, DEPUTY 

ln anll'!!IPIY Publfc - State of Oklahoma 
Carter CountY 

Com million Expiration Date 11-15-2008 
Commlulon Number ~010366 

Uft "'ktJ'\~f.A •."'C tU "': • 
IIII UM P• ~ , ;.. 
00 Pt.r{ c• ... ·.•1 l : , ., 
w 

' I • y l. ~~I(!At_ 
• I ; ~ ;Ai_l!\£ t)o (,O(j)t 

= ' "' ' ••'lrR l f llt A.\1. 

A.D. 2005 

A.D . 200 5 

1:23 P M. 

8 : 30A.M. 

DIANNE 0 . FLOREZ , COUNTY Cl.ERX 
REEVES COUNTY, TEXAS 

+ 
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Onglnal filed in 
P eves Countv 
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE 
STATE OF TEXAS 
COUNTY OF REEVES 
Tne abo>le and foregoong s a fud true and wrect pno:ograpn!C copy of tne 
ong na record now m my lawfu' custody and possess. on. as the Silroe.. s 

~~~~o~ef t i~~~b'12eoords of BF~~~ffelj~8-
therebycen'f'edon ..Alli!usT 17 , 2005 
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~ustin, \!Cexas 

OIL AND GAS LEASE 

BOOK 70S PAGE 

THIS AGREEMENT Is made and entered Into lhls 1lll.__ day of.,JuWJIIJ:y _ ______ ,2~ , between !he State of Texas, acting 

by and lhrough its agent, "Ano ......... Thom"""'w..D:o:so..,o._..Y'xbLLIJt"'e-------- --- ---- --- - - ----------------

of 901 Countrv Club Road Ndmore Oklahoma 73401 

(Gtvo Permanent Address) 

said agent herein referred to as !he owner of !he soil (whelher one or more), and ...r:P.~<euvLU.<~&'-'P:Jeuvn.u'--llln~~oc~. - -------- --------

of p 0 Box 3667 Midland Texas 79702 

(Gr¥'4!1 Permanent Address) 

hereinafter called Lessee. 

1. GRANTING CLAUSE. For and In consideration of lhe amounts stated below and of lhe covenants and agreements to be paid, kept and 
performed by Lessee under lhls lease, lhe State of Texas aCIIng by and lhrough lhe owner of lhe soil, hereby grants, leases and lets unto Lessee. for 
lhe sole and only purpose of prospealng and dntling for and prodUCing oil and gas, laying pipe lines, building tanks. storing oil and bulidrng power 
stations, telephone lines and olher structures !hereon, to produce, save, take care of, treat and transport said products of lhe lease, lhe folloWing lands 
situated In Reeves County, Stale o f Texas, IP.Wit 

All of SeCIIon 28, Block 54, T -4, T. & P. Ry. Co. Survey 

containing ,.64"-0"""0'------ acres, more or less. The bonus consideration paid for this lease Is as follows: 

To lhe State of Texas: TweoiV One Thousand Three Hundred Thrnv Three and 331100 

Dollars ($.._21.....,33.,.3..,3,.3c__ _ ____ _ 

To !he owner of lhe soil: Twen!y One I!Joosand Ilvee Hundred Th!nv Three and 33/100 

Dollars ($21 333 34 

Total bonus consideration: Twelve Thoysand Dollars and 00/100 

Dollars ($42 666 67 

The total bonus consideraliOn paid represents a bonus of .tT.Ilwo"'-'H..,uod...,.,..red.,._,Ool""'"''a"'rsLa111nd.,._OO,.,..I.J.100""'-- - -------- -----------

- - - -------- ----- Oollars ($200 00 ) per acre, on 213 33333 net acres. 

2. TERM. Subject to lhe olhec provisions in this lease, !his lease shall be for a term of three f3l years from 
this date (herein called ·pnmary term") and as long thereafter as oil and gas. or either of them. Is produced In paying quanbbes from S3Jd land. As used 
In !his tease, lhe term ·produced In paying quanbties· means !hat the receipts from the sale or olher authorized commerdal use of lhe substanee(s) 
covered exceed out of pocket operational expenses for lhe six monlhs last past. 

,_, 2 J 

True and Correct 
copy of 

Original filed in 
Reeves County 

Clerks Office 
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3. DELAY RENTALS. If no well Is commenced on the leased premises on or before one (1) year from this date. this lease shall terminate, 

unless on or before such anniversary date Lessee shall pay or tender to the owner of the soil or to his cred•tln the 10P,.a.,.ld._,U..,p,._..Le,..a .. s ... e._ ______ _ 

Bank,at _____ ~---~~---~~~~~~~--------~~~~~--~--
-or-l"'ts-succes--s-o-rs--:-(wh--:-:l~ch:-s:cha~l:-1 co-n-:cti~n-ue_a_s-::th:-e--:-depo--sitory regardless of changes In the ownership of said land), the amount specified below: In addioon, 
Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS. AT AUSTIN, TEXAS. a like sum on 
or before said date. Payments under this paragraph shall operate as a rental and shall cover the priVIlege of defemng the commencement of a well for 
one (1) year from said date. Payments under thls paragraph shall be In the following amounts: 

To the owner of the soil: !Paid Up Leasel Two Hundred Thirteen and 34/!00 

Dollars (S • .,2"'13"""'34,_ ___________ _ 

To the State of Texas: Paid Up Lease) Two Hundred Thirteen and 33/100 

Dollars (S,.,21'-'3..,,3;t,03t_ ______ _ 

Total Delay Rental: !Paid Up Leasel Four Hundred Twentv Six and 6Zll00 

Dollars (S4,.2..,6w6.u.Z _______ _ 

In a like manner and upon like payments or tenders annually, the commencement of a well may be further deferred for successive penods of one (1) 
year each during the primary term. All payments or lenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any 
assignee of this lease, and may be delivered on or before the rental paying date. If the bank designated In this paragraph (or Its successor bank) should 
cease to exist, suspend business. liquidate, fail or be succeeded by another bank, or for any reason fail or refuse to accej)t rental, Lessee shall not be 
held In default for failure to make such payments or tenders of rental until thirty (30) days after the owner of the soil shall deliver to Lessee a proper 
recordable Instrument naming another bank as agent to receive such payments or tenders. 

4. PRODUCTION ROYAL TIES. Upon production of oil and/or gas. Lessee agrees to pay or cause to be paid one-half (1/2) of the royalty 
provided for In this lease to the Commissioner of the General Land Office of the State of Texas. at Austin, Texas, and one-half (1/2) of such royalty to the 
owner of the soil: 

(A) OIL. Royalty payable on oil, which Is defined as Including all hydrocarbons produced In a liquid form at the mouth of the well and also as 
all condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 
shall be !15 part of the gross production or the marl<et value thereof. at the option of the owner of the soil or the Commlssloner of the General 
Land Office, such value to be determ•ned by 1) the highest posted pnce, plus premium. If any, offered or paid for oil, condensate, dlsUIIate. or olher liquid 
hydrocarbons. respecbvety, of a like type and graVIty In the general area where produced and when run, or 2) the highest marl<et price !hereof offered or 
paid in the general area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever Is the greater. Lessee agrees that before 
any gas produced from the leased premises is sold, used or processed In a plant, it will be run free of cost to the royalty owners through an adequate oil 
and gas separator of conventional type, or other equipment at least as efficient. so that all liquid hydrocarbons recoverable from the gas by such means 
will be recovered. The requirement that such gas be run through a separator or other equipment may be waived. In writing. by the royalty owners upon 
such terms and conditions as they prescribe. 

(B) NON PROCESSED GAS. Royalty on any gas (Including flared gas). which Is defined as all hydrocarbons and gaseous substances not 
defined as oil in subparagraph (A) above. produced from any well on said land (except as provided herein with respect to gas processed in a plant for 
the extraction of gasoline, liquid hydrocarbons or other products) shal be 1/5 part of the gross production or the marl<et value thereof. at the 
option of the owner of the soil or the Commiss100er of the General Land Office. such value to be based on the highest marl<et price paid or offered for 
gas of comparable quality In the general area where produced and when run. or the gross pnce paid or offered to the producer, whichever Is the greater; 
provided that the maximum pressure base in measunng the gas under this lease shall not at any time exceed 14.65 pounds per square Inch absolute, 
and the standard base temperature shall be sixty (60) degrees Fahrenhelt. correction to be made for pressure according to Boyle's Law. and for specific 
gravity according to tests made by the Balance Method or by the most approved method of testing being used by the lnduslly at !he time of testing 

(C) PROCESSED GAS. Royalty on any gas processed In a gasoline plant or other plant for the recovery of gasoline or other liquid 
hydrocarbons shall be !15 part of the residue gas and the liquid hydrocarbons extracted or the marl<et value thereof, at the option of the owner 
of the soil or the Commissioner of the General l and Office. All royalties due hereln shall be based on one hundred percent (100'k) of the total plant 
productiOO of residue gas attnbutable to gas produced from this lease. and on fifty percent (SO'A~ or that percent accruing to Lessee. whichever Is the 
greater. of the total plant production of liquid hydrocarbons attributable to the gas produced from this lease; provided that If liqUid hydrocarbons are 
recovered from gas processed in a plant in which Lessee (or Its parent, subsidiary or affiliate) owns an Interest. then the percentage applicable to liquid 
hydrocarbons shall be fifty percent (SO"A) or the highest percent accruing to a third party processing gas through such plant under a processing 
agreement negotiated at arm's length (or if there Is no such third party, the highest percent then being speofied in processing agreements or contraciS in 
the induslly). whichever Is the greater. The respecbve royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the hiQhest marl<et 
price paid or offered for any gas (or liquid hydrocarbons) of comparable quality In the general area. or 2) the gross price paid or offered for such residue 
gas (or the weighted average gross selling price for the respecbve grades of liquid hydrocarbons). whichever is the greater. In no event. however. shall 
the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed. 

(D) OTHER PRODUCTS. Royalty on carbon black. sulphur or any other products produced or manufactured from gas (excepting hquid 
hydrocarbons) whether said gas be "casinghead: "dry: or any other gas. by fractionating, bumlng or any other processing shall be 115 pan of 
the gross production of such products. or the marl<et value thereof. at the option of the owner of the soli or the Commissioner of the General Land Office. 
such marl<et value to be determined as follows: 1) on the basis of the highest marl<et price of each product for the same month In which such product is 
produced. or 2) on the basis of the average gross sale price of each product for the same month in which such products are produced; whichever Is the 
greater. 

5. MINIMUM ROYALTY. During any year aher the expiration of the primary term of this lease. if this lease is maintained by producbOn, the 
royalties paid under this lease In no event shall be less than an amount equal to the total annual delay rental hereln provided; otherwise. there shall be 
due and payable on or before the last day of the month succeeding the aMiversary date of this lease a sum equal to the total annual rental less the 
amount of royalties paid during the preceding year. If Paragraph 3 of this lease does not specify a delay rental amount. then for the purposes of this 
paragraph. the delay rental amount shall be one dollar ($1.00) per acre. 

True and Correct 
copy of 

Original filed in 
Reeves County 

Clerks Office 

• • ••••• • 
•• • • • • • • 

• 

•••• • •• 
• 

•••• • • •••• 
• • •• • • • .. . 



BOOK 7 0 8 PAGE 

6. ROYALTY IN KINO. Notwithstanding any other provision In this lease. at any time or from time to time, the owner of the sotl or the 
Commissioner of the General Land Office may, at the option of either, upon not less than sixty (60) days nooce to the holder of the lease, require that the 
payment of any royaiUes accruing to such royalty owner under this lease be made In kind. The owner of the soil's or the Commissioner of the General 
Land Office's right to take Its royalty In kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights 
or Lessee's obligations. whether express or implied, under this lease. 

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (Including those paid In kind) shall be without deduction for 
the cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and 
other products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, Including any reimbursements 
for severance taxes and production related costs. 

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel 
used to process gas produced hereunder In any processing plant. Notwithstanding any other provision of this lease, and subject to the written consent or 
the owner or the soli and the Commissioner of the General Land Office. Lessee may recycle gas for gas lift purposes on the leased premises or tor 
Injection Into any oil or gas producing formation underlying the leased premises after the liquid hydrocarbons contained In the gas have been removed; 
no royalties shall be payable on the recycled gas until It Is produced and sold or used by Lessee in a manner which entitles the royalty owners to a 
royalty under this lease. 

9. ROYALTY PAYMENTS AND REPORTS. All royalties not taken In kind shall be paid to the Commissioner of the General Land Office at 
Austin, Texas. In the following manner: 

Payment or royalty on production or oil and gas shall be as provided In the rules set forth In the Texas Register. Rules currently provide that royalty on oil 
Is due and must be received In the General Land Office on or before the 5th day of the second month succeeding the month of productJon, and royalty 
on gas Is due and must be received in the General Land Office on or befote the 15th day of the second month succeeding the month of production, 
accompanied by the affidavit of the owner. manager or other authorized agent, completed In the form and maMer prescribed by the General Land Office 
and showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas. together With a copy of au documents, 
records or repons confirming the gross production, disposition and market value Including gas meter readings, pipeline receipts, gas line receipts and 
other checks or memoranda of amount produced and put Into pipelines, tanks, or pools and gas lines or gas storage, and any other repons or records 
which the General Land Office may require to verity the gross production, disposition and market value. In all cases the authority or a manager or agent 
to act for tho Lessee herein must be filed In the General Land OtfiCO. Each royalty payment shall be accompanied by a chad< stub, schedule, summary 
or other remlnance advice showing by the assigned General Land Office lease number the amount of royalty being paid on each lease. If Lessee pays 
his royalty on or before thlny (30) days after the royalty payment was due, then lessee owes a penalty of 5% on the royalty or S25.00, whichever Is 
greater. A royalty payment which Is over thiny (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greater. In addition 
to a penalty, royalties shall accrue Interest at a rate of 12% per year: such Interest will begin to accrue when the royalty is sixty (60) days overdue. 
Affidavits and supponlng documents which are not filed when due shall Incur a penalty In an amount set by the General land Office administrative rule 
which Is effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility tor paying or causing 
royalties to be paid as prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State's 
right o f forfeiture as provided by law nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in 
cases of Iitle dispute as to the State's portion of the royalty or to that portion of the royalty In dispute as to fair market value. 

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish the Commissioner of the General Land Office 
with Its best possible estimate of oil and gas reserves underlying thls lease or allocable to this lease and shall furnish said Commissioner with copies of 
all contracts under which gas Is sold or processed and all subsequent agreements and amendments to such contracts within thlny (30) days after 
entering Into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land Office shall be 
held In confidence by the General Land Office unless otherwise authonzed by Lessee. All other contracts and records penainlng to the production, 
transponation, sale and marketing of the oil and gas produced on said premises. Including the books and accounts. receipts and discharges of all wells. 
tanks, pools, meters, and pipelines shall at all times be subject to Inspection and examination by the Commissioner of the General Land Office, the 
Attorney General, the Governor, or the representative of any of them. 

(B) PERMITS, DRILLING RECORDS. Written nobce of all operations on this lease shall be submitted to the CommiSSIOOer of the General 
Land Office by Lessee or operator five (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment of any well or 
wells. Such written notice to the General Land Office shall Include copies of Railroad Commission forms for application to dnll. Copies of well tests, 
completion repons and plugging repons shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All 
applications, permits, repons or other filings that reference this lease or any specofic weU on the leased premises and that are submitted to the Texas 
Ra1lroad Commission or any other governmental agency shall include the word "State" In the Iitle. Additionally, In accordance with Railroad Commlsslotl 
rules. any slgnage on the leased premises for the purpose of ldenbfylng wells, tank baneries or other associated improvements to the land must also 
include the word "State: lessee shall supply the General Land Office With any records, memoranda, accounts, reports, cuttings and cores, or other 
Information relative to the operation of the above-described premises, which may be requested by the General Land Office, In addition to those herein 
expressly provided for. lessee shall have an electrical and/or radioactivity survey made on the bore-hole section, from the base of the surface cas1ng to 
the total depth of well. of all wells drilled on the above described premises and shall transmit a true copy of the log of each survey on each well to the 
General Land Office within fifteen (15) days after the making of said survey. 

(C) PENALTIES. Lessee shall incur a penalty whenever repons, documents or other materials are not filed In the General Land Office when 
due. The penalty for late filing shall be set by the General Land Office administrative rule which Is effective on the date when the matenals were due In 
the General Land Office. 

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the pnmary term hereof and pnot to d1scovery and 
production of oil or gas on said land, Lessee should dnll a dry hole or holes thereon, or If during the primary term hereof and after the d1scovery and 
actual production of oil or gas from the leased premises such production thereof should cease from any cause, this lease shaU not terminate If on or 
before the expiration of sixty (60) days from date of compleoon of said dry hole or cessation of producbon lessee commences add1tional dnlling or 
reworking operations thereon, or pays or tenders the next annual delay rental in the same maMer as provided In this lease. If, during the last year of the 
pnmary term or Within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of oil or gas should cease lot any cause, 
Lessee's rights shan remain in full force and effect without funher operations unbl the explrabon of the primary term: and If Lessee has not resl.Wiled 
producbon in paYing quanoties at the expiraoon of the priiTlary term, Lessee may maintain this lease by conductJng add1tJooal dni11ng ot reworlung 
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operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under Paragraph 13. Should the first 
well or any subsequent well drilled on the above described land be completed as a shut~n oil or gas well within the primary term hereof. Lessee may 
resume payment of the annual rental In the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) 
days from the date of completion of such shut-in oil or gas welt and upon the failure to make such payment, this tease shalt Ipso facto terminate. tf at the 
expiration of the pnmary term or any time thereafter a shut~n oil or gas welt is located on the leased premises. payments may be made in accordance 
With the shut-In provisions hereof. 

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration ofthe primary term. neither oot nor gas IS being 
produced on said land, but Lessee Is then engaged In dolling or rewor1<lng operations thereon, this lease shalt remain In force so long as operabons on 
said welt or for drilling or reworking of any additional wells are prosecuted In good faith and In workmanlike manner Without lntenupbons totahng more 
than SIXty (60) days during any one such operation, and if they result In the production of oil and/or gas. so long thereafter as oil and/or gas is produced 
in paying quantities from said land. or payment of shot-in oil or gas well royalties or compensatory royalties Is made as provided In this lease. 

13. CESSATION, DRILLING, AND REWORKING. If, after the explrabon of the pnmary term, producbon of oil or gas from the leased 
premises, after once obtained, should cease from any cause. this lease shalt not terminate if Lessee commences add1tJonal dnlhng or reworking 
operations Within sixty (60) days after such cessatJon, and this lease shall remain In full Ioree and effect lor so long as such operations conbnue in good 
faith and In workmanlike manner without Interruptions totaling more than sixty (60) days. If such drilling or reworking operations result In the production 
of oil or gas, the lease shall remain In full Ioree and effect lor so long as oil or gas Is produced from the leased premises in paying quantities or payment 
of shut-In oil or gas well royalties or payment of compensatory royalties Is made as provided herein or as provided by law. If the drilling or reworking 
operations result in the completion of a well as a dry hole, the lease will not terminate If the Lessee commences additional drilling or reworking 
operations within sixty (60) days after the completion of the well as a dry hole, and this lease shall remain In effect so long as Lessee continues drilling or 
reworking operations In good faith and In a workmanlike manner without Interruptions totaling more than sixty (60) days. Lessee shalt give written notice 
to the General Land Office within thirty (30) days of any cessation of production. 

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "weel" means any well that has been assigned a well number by the state agency 
having jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease tha~ until being shut in, was being 
maintained In force and effect, a welt capable of producing oil or gas In paying quantities Is located on the leased premises, but oil or gas Is not being 
produced for lack of suitable production facilities or lack of a suitable marke~ then Lessee may pay as a shut-In oil or gas royalty an amount equal to 
double the annual rental provided In the lease, but not less than S 1.200 a year for each wen capable of producing oil or gas In pay.ng quanbties. If 
Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of thiS paragraph, the delay rental amount shalt be one dollar 
($1 .00) per acre. To be effective, each Initial shut~n oil or gas royalty must be paid on or before: (1) the expiration of the primary term, (2) 60 days after 
the Lessee ceases to produce oil or gas from the leased premises. or (3) 60 days after Lessee completes a drilling or reworking operation In accordance 
with the lease provisions: whichever date Is latesL Such payment shall be made one-half (112) to the Commissioner of the General Land Office and one­
half ( 112) to the owner of the soil. If the shut-in oil or gas royalty Is paid, the lease shall be considered to be a producing lease and the payment shall 
extend the term of the lease for a period of one year from the end of the pnmary tenn, or from the first day of the month folloWing the month In which 
production ceased. and. after that, If no suitable production facilities or SUitable market for the oil or gas exists, Lessee may extend the lease for four 
more successive periods or one (1) year by paying the same amount each year on or before the expiration or each shut-In year. 

15. COMPENSATORY ROYAL TIES. If, during the period the lease Is kept In effect by payment of the shut~n oil or gas royalty, oil or gas Is 
sold and del1vered In paying quantities from a well located within one thousand ( 1,000) feet or the leased premises and completed In the same producing 
reservoir, or In any case in which drainage Is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but 
the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more 
successive years by Lessee paying compensatory royalty at the royalty rate provided In the lease of the market value of production from the well causing 
the drainage or which Is completed In the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory 
royalty is to be paid monthly, one-half (112) to the Commissioner of the General Land Office and one-half (112) to the owner of the soil, beg1nn1ng on or 
before the last day of the month following the month In which the oil or gas Is produced from the wen causing the drainage or that is completed In the 
same producing reservoir and located within one thousand ( 1,000) feet of the leased premises. If the compensatory royalty paid In any 12-month period 
Is an amount less than the annual shut-In oil or gas royalty, Lessee shall pay an amount equal to the difference within thirty (30) days from the end of the 
12-month period. Compensatory royalty payments which are not bmely paid wilt accrue penalty and Interest In accordance with Paragraph 9 of this 
lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offset wells as provided In 
Texas Natural Resources Code 52.173: however, at the determination of the Commissioner, and with the Commisslonel's written approval, the payment 
of compensatory royalties can satisfy the obligation to drill offset wells. 

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well produang or capable of produang oil or 
gas has been completed on the leased premises, Lessee shall exercise the d1ligence of a reasonably prudent operator In drilling such additional well or 
wells as may be reasonably necessary for the proper development of the leased premises and In marketing the producbon thereon. 

(A) VERTICAL. In the event this lease is In force and effect two (2) years after the expiration date of the primary or extended term It shall then 
terminate as to all of the leased premises, EXCEPT ( 1) 40 acres surround1ng each ool well capable of producing In paying quanbbes and 320 acres 
surrounding each gas well capable of producing In paying quant1ties (Including a shut-in oil or gas well as provided In Paragraph 14 hereof), or a well 
upon which Lessee Is then engaged In continuous drilling or reworking operations, or (2) the number of acres Included in a producing pooled unit 
pursuant to Texas Natural Resources Code 52.151-52.154, or (3) such greater or lesser number of acres as may then be allocated for production 
purposes to a proration unit for each such producing well under the rules and regulaUons of the Railroad Commission of Texas, or any successor 
agency, or other governmental authority having jurisdiction. If at any time after the effective date of the partial termination provisions hereof, the 
applicable field rules are Changed or the well or wells located thereon are reclassified so that less acreage Is thereafter allocated to said well or wells for 
production purposes. this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for production purposes. 
Notwithstanding the termination or this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of Ingress 
to and egress from the lands still subject to this lease for all purposes described In Paragraph 1 hereof, together with easements and rights-of-way for 
existing roads. existing pipelines and other existing facilities on. over and across all the lands described In Paragraph 1 hereof ("the retained lands"), for 
access to and from the retained lands and for the gathering or transportation of oil, gas and other minerals produced from the reta1ned lands. 
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(B) HORIZONTAL. In the event this lease Is In force and effect two (2) years after the expiration date of the primary or extended term It shall 
further terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths") In each well located on acreage retained In 
Paragraph 16 (A) above, unless on or before two (2) years after the primary or extended term Lessee pays an amount equal to one-half (112) of the 
bonus originally paid as consideration for this lease (as specified on page 1 hereof). If such amount Is paid, this lease shall be in force and effect as to 
such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas Is produced In 
paying quantities from such deeper depths covered by this lease. 

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall. as nearty as practical, be In the form of a 
square with the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within 
thirty (30) days after partial termination of this lease as provided herein, Lessee shall execute and record a release or releases containing a satisfactory 
legal description of the acreage and/or depths not retained hereunder. The recorded release. or a certified copy of same, shall be filed In the General 
Land Office, accompanied by the filing fee prescribed by the General Land Office rules In effect on the date the release Is filed. If Lessee fails or refuses 
to execute and record such release or releases within ninety (90) days after being requested to do so by the General Land Office, then the 
Commissioner at his sole discretion may designate by written Instrument the acreage and/or depths to be released hereunder and record such 
Instrument at Lessee's expense In the county or counties where the lease Is located and In the official records of the General Land Office and such 
designation shall be binding upon Lessee for all purposes. 

17. OFFSET WELLS. Neither the bonus, delay rentals. nor royalties paid, or to be paid, under this lease shall relieve Lessee of his obligation 
to protect the oil and gas under the above-described land from being drained. Lessee, sublessee, receiver or other agent In control of the leased 
premises shall drill as many wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of 
oil and gas from the leased premises. In addition. if oil and/or gas should be produced In commercial quantities within 1.000 feet of the leased premises. 
or In any case where the leased premises Is being drained by production of oil or gas, the Lessee, sublessee, receiver or other agent In control of the 
leased premises shall in good faith begin the drilling of a well or wells upon the leased premises within 100 days after the draining well or wells or the 
well or wells completed within 1,000 feet of the leased premises start producing In commercial quantities and shall prosecute such drilling with diligence. 
Failure to satisfy the statutory offset obligation may subject this lease and the owner of the soil's agency rights to forfeiture. Only upon the determination 
of the Commissioner of the General Land Office and with his wri tten approval may the payment of compensatory royalty under applicable statutory 
parameters satisfy the obligation to drill an offset well or wells required under this paragraph. 

18. FORCE MAJEURE. If, after a good faith effort, Lessee Is prevented from complying with any express or Implied covenant of this lease. 
from conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, 
strikes. acts of God, or any valid order, rule or regulation of government authority, then while so prevented, Lessee's obligation to comply with such 
covenant shall be suspended and Lessee shall not be liable for damages for failure to comply with such covenants: additionally, this lease shall be 
extended while Lessee Is prevented. by any such cause, from conducting drilling and reworidng operations or from producing oil or gas from the leased 
premises. However, nothing In this paragraph shall suspend the payment of delay rentals In order to maintain this lease In effect during the primary term 
In the absence of such drilling or reworking operations or production of oil or gas. 

19. lft'llcRRlllllT¥ eLAUSE. Ttle OIIIICI of the soli ii&ii&ll tS &lid &glee3 to defelld title to ~le leased poelll iJes. If the Ohl lei of ~·e soil def&blt&-
i ~ ~e,me~ts e .. ea eR IRe lease a ~ FeffiiS&i , theA t.e&See ffial' FelleeM the FigRIG gf the e• •ReF el the sell lAthe leases preMises lly payiAg aAy Mortgage 
taxes 01 o~eo lle .. s eA the leeeea ~reffiiees. If lessee ffiehes ~alffi&RIG &A lliRatr ef lloe e· AeF er IRe sail uRIIer this ~arag<apR1 ~esiee May F&&euer the 
wst of ~ 1ese pd)ll lellts from the oe11 tel o"d re) ellies doe tile e u11er ef ll'•e sell. 

20. (A ) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate In the above 
described land, whether or not Lessee's interest Is specified herein, then the royalties and rental herein provided to be paid to the owner of the soil shall 
be paid to him In the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to 
the Commissioner of the General Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the 
royalty or rental due to the Commissioner of the General Land Office, Lessee or his authorized representative must submit to the Commiss1oner of the 
General Land Office a written statement which explains the discrepancy between the Interest purportedly leased under this lease and the actual Interest 
owned by the owner of the soil. The Commissioner of the General Land Office shall be paid the value of the whole production allocable to any undivided 
Interest not covered by a lease, less the proportionate development and production cost allocable to such undivided Interest. However. In no event shall 
the Commissioner of the General Land Office receive as a royalty on the gross production allocable to the undivided interest not leased an amount less 
than the value of one-sixteenth (1/16) of such gross production. 

(B ) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundaries 
of a pooled unit that has been approved by the School Land Board and the owner of the soil In accordance with Natural Resources Code Sections 
52.151·52.154, or if, at any time after the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the total 
amount described herein. payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, 
surrendered, or otherwise severed, so that payments determined on a per acre basis under the terms of this lease during the primary term shall be 
calculated based upon the number o f acres outside the boundaries of a pooled unit, or, If alter the expiration of the primary term, the number of acres 
actually retained and covered by this lease. 

21 . USE OF WATER. Lessee shall have the right to use water produced on said land necessary for operations under this lease except water 
from wells or tanks o f the owner of the soli; provided, however. Lessee shall not use potable water or water suitable for livestock or Irrigation purposes 
for waterflood operations without the prior consent of the owner of the soil. 

22. AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by its operations to all personal property, 
Improvements. livestock and crops on said land. 

23. PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury its pipelines below plow depth. 

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premises without 

the written consent of the owner of the soil. 
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25. POLLUTION. In developing this area, lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without 
limiting the foregoing, pollution of coastal weUands, natural waterways, rivers and Impounded waler shall be prevented by the use of containment 
facilities sufficient to prevent spillage, seepage or ground water contamination. In the event of pollution, lessee shall use all means at Its disposal to 
recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties. Lessee shall buold and 
maintain fences around Its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss. damage or irljury; and upon 
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely dean up the drilling site of all rubbish 
thereon. Lessee shall, whole conducting operations on the leased premises, keep said premises free of all rubbish, cans, bol11es, paper cups or garbage, 
and upon completion of operations shall restore the surface of the land to as near Its original condition and contours as Is practicable. Tanks and 
equipment will be kept painted and presentable. 

26. REMOVAL OF EQUIPMENT. Subject to limitations In this paragraph, l essee shall have the right to remove machinery and fi>Ctures placed 
by Lessee on the leased premises, Including the right to draw and remove casing, within one hundred twenty (120) days after the exporation or the 
tenmination of this lease unless the owner of the soil grants lessee an extension of this 120-day pe<iod. However, Lessee may not remove casing from 
any well capable or producing oil and gas In paying quantities. Additionally, lessee may not draw and remove casing until after thirty (30) days written 
notice to the Commissioner of the General Land Office and to the owner of the soil. The owner of the soli shall become the owner or any machinery, 
fixtures. or casing which are not timely removed by Lessee under the tonms of this paragraph. 

27. (A) A SSIGNMENTS. Under the conditions contained In this paragraph and Paragraph 29 of this lease, the rights and estates of either 
party to this lease may be assigned, In whole or In part, and the provisions of this lease shall extend to and be binding upon their heirs, devisees, legal 
representatives, successors and assigns. However, a change or division In ownership of the land, rentals, or royalties will not enlarge tho obligations of 
Lessee, diminish the rights, privileges and estates of Lessee, Impair the effectiveness of any payment made by l essee or Impair the effectiveness of any 
act perfonmed by Lessee. And no change or division In ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty (30) days 
after the owner or the soil (or his heirs, devisees, legal representatives or assigns) furnishes the l essee with satisfactory written evidence of the change 
in ownership, Including the original recorded muniments of title (or a certified copy of such original) when the ownership changed because or a 
conveyance. A total or partial assignment of this lease shall, to the extent or the Interest assigned, relieve and discharge lessee of all subsequent 
obligations under this lease. If this lease Is assigned In its entirety as to only part or the acreage, the right and option to pay rentals shall be apportioned 
as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of the rental shall not affect 
this lease on the part of the land upon which pro rata rentals are timely paid or lendered; however, If the assignor or assignee does not file a certified 
copy of such assignment in the General Land Offoce before the next rental paying date, the entire lease shall lenmlnate for failure to pay the enUre rental 
due under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligations, Hablllties, and penalties owed to the State by the 
original lessee or any prior assignee or the lease, Including any liabilities to the State for unpaid royalties. 

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision In Paragraph 27(a), if the owner of the soil acquires this tease In whole or In 
part by assignment without the prior written approval of the Commissioner of the General Land Office. this lease Is void as of the time of assignment and 
the agency power of the owner may be forfeited by the Commissioner. An assignment will be treated as If It were made to the owner of the soil if the 
assignee Is: 

(1) a nominee of the owner of the soli; 
(2) a corporation or subsidiary In which the owner o f the soil is a principal stockholder or is an employee of such a corporation or subsidiary; 
(3) a partnership In which the owner of the soil is a partner or Is an employee of such a partnership; 
(4) a principal stockholder or employee or the corporation which Is the owner of the soli; 
(5) a partner or employee In a partnership which is the owner of the soil; 
(6) a fiduciary for the owner of the soil; Including but not limited to a guardian, trustee, executor, administrator, receiver. or conservator for the 
owner of the soil; or 
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption. 

28. RELEASES. Under the conditions contained In this paragraph and Paragraph 29, Lessee may at any time execute and deliver to the 
owner or the soil and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as 
to such portion or portions, and be relieved or an subsequent obligations as to acreage surrendered. If any part of this lease Is property surrendered. the 
delay rental due under this lease sihall be reduced by the proportion that the surrendered acreage bears lo the acreage which was covered by this lease 
immediately prior to such surrender. however, such release will not relieve lessee or any liabilities which may have acaued under this lease prior to the 
surrender of such acreage. 

29. FILING OF ASSIGNMENTS AND RELEASES. If all or any part of this lease Is assigned or released. such assignment or release must be 
recorded In the county where the land Is situated, and the recorded Instrument, or a copy of the recorded lnslrUment certified by the County Cieri< of the 
county In which the Instrument is recorded, must be filed In the General Land Office within 90 days of the last execution date accompanied by the 
prescribed filing fee. If any such assignment Is not so filed, the rights acquired under this lease sihall be subject to forfeiture at tho option of the 
Commissioner of the General Land Office. 

30. DISCLOSURE CLAUSE. All provisions pertaining to the tease of the above-described land have been Included In this Instrument, 
including the statement of the true consideration to be paid for the execution or this lease and the rights and duties of the parties. Any collateral 
agreements concerning the development o f oil and gas from the leased premises which are not contained In this lease render this lease invalid. 

31. FIDUCIARY DUTY. The owner of the soil owes the State a fidUCiary duty and must fully dlsdose any facts affectlng the State's Interest In 
the leased premises. VVhen the Interests of the owner or the soil confl ict with those of the State, the owner of the soil Is obligated to put the State's 
Interests before his personal interests. 

32. FORFEITURE. If Lessee sihall fail or refuse to make the payment of any sum within thirty days after It becomes due, or ~ Lessee or an 
authorized agent should knowingly make any false return or false repor1 concerning production or drillong, or If Lessee shall fall or refuse to drill any 
offset well or wells In good faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Oftlce, or If Lessee 
should fall to file reports In the manner required by law or fall to comply with rules and regulations promulgated by the General Land Office, the School 
Land Board , or the Railroad Commission, or if Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or 
an authorized agent should knowingly fall or refuse to give correct information to the proper authonty, or knowingly fail or refuse to furniSh the General 
Land Office a correct log of any well. or If lessee shall knowingly violate any of the material provisions of this lease, or If this lease Is assigned and the 
assignment Is not filed In the General Land Office as required by law, the nghts acquired under this lease shall be subject to forfeiture by the 
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Commissioner, and he shall forfeit same wllen sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again be 
subject to lease under the terms of the Relinquishment Act However, nothing herein shall be construed as waiving the automatic terminatiOn of th1s 
lease by operation of law or by reason of any spedal limitation arising hereunder. Forfeitures may be set aside and this lease and au rights thereunder 
reinstated before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of future compliance With 
the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto. 

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the 
area covered by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of 
this lease. Lessee grants the State. in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an 
express contractual lien on and security Interest In all leased minerals in and extracted from the leased premises, all proceeds which may accrue to 
Lessee from the sale of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and Improvements to the 
leased premises used In connection with the production or processing of such leased minerals In order to secure the payment of all royalties or other 
amounts due or to become due under this lease and to secure payment of any damages or loss that Lessor may suffer by reason of Lessee's breach of 
any covenant or condition of this lease, whether express or implied. This Uen and security Interest may be foreclosed with or without cour1 proceedings in 
the manner provided in the TiUe 1, Chap. g of the Texas Business and Commerce Code. Lessee agrees that the Commissioner may reqUire Lessee to 
execute and record such Instruments as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there 
are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this lease. 
Should the Commissioner at any time determine that this representation is not true, then the Commissioner may dedare this lease forfeited as provided 
herein. 

34. POOLING. Lessee is hereby granted the right to pool or umtize the royalty Interest of the owner of the soil under this lease with any other 
leasehold or mineral interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved 
by the School Land Board and the Commissioner of the General Land Office for the pooling or unitizlng of the Interest of the State under this lease 
pursuant to Texas Natural Resources Code 52.151-52.154. The owner of the soil agrees that the inclusion of this prov1sion in this lease satisfies the 
execution requirements stated In Texas Natural Resources Code 52.152. 

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas and the owner of the soil, their offiCers. employees, partners. 
agents, contractors. subcontractors, guests. Invitees, and thelr respective successors and assigns, of and from all and any actions and causes of action 
of every nature. or other harm. including environmental harm, for which recovery of damages Is sought, Including, but not limited to, all losses and 
expenses which are caused by the activities of Lessee. its officers. employees. and agents arising out of, incidental to. or resulting from, the operations 
of or for Lessee on the leased premises hereunder, or that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this 
Agreement, or by any other negligent or stricUy liable act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify, 
defend and hold harmless the State of Texas and the owner of the soil, their officers, employees and agents. their successors or assigns. against any 
and all claims, liabilities. losses. damages, actions. personal Injury (including death). costs and expenses. or other harm for which recovery of damages 
is sought, under any theory Including tort, contract. or strict liability, Including attorneys' fees and other legal expenses. Including those related to 
environmental hazards, on the leased premises or In any way related to Lessee's failure to comply with any and all environmental laws; those arising 
from or In any way related to Lessee's operations or any other of Lessee's activities on the leased premises; those arising from Lessee's use of the 
surface of the leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement 
or any other act or omission of Lessee, Its directors. offiCers, employees, partners, agents, contractors. subcontractors. guests. invitees. and their 
respective successors and assigns. Each assignee of this Agreement, or an Interest therein, agrees to be liable for, exonerate, indemnify, defend and 
hold harmless the State of Texas and the owner of the soil. their officers, employees, and agents In the same manner provided above in connection with 
the activities of Lessee, Its officers, employees, and agents as descnbed above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF 
THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND 
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE 
NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE 
BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE. 

· 36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and aU reasonable safeguards to prevent contamination or 
pollution of any environmental medium. including soil, surface waters. groundwater, sediments, and surface or subsurface strata. ambient air or any 
other environmental medium in, on, or under, the leased premises, by any waste, poilu tan~ or contaminant. Lessee shall not bring or permit to remain on 
the leased premises any asbestos containing materials, explosives, toxic materials, or substances regulated as hazardous wastes. hazardous materials. 
hazardous substances (as the term "Hazardous Substance· is defined In the Comprehensive Environmental Response. Compensation and Liability Act 
(CERCLA). 42 U.S.C. Sections 9601, et seq.), or toxic substances under any federal , state. or local law or regulation ("Hazardous Materials"), except 
ordinary products commonly used In connection with oil and gas exploration and development operations and stored in the usual manner and quantities. 
LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND 
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST 
ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATIORNEYS' FEES AND COURT 
COSTS) CAUSED BY OR ARISING OUT OF (1) A VIOLATION OF THE FOREGOING PROHIBITION OR (2) THE PRESENCE, RELEASE, OR 
DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR 
CONTROL OF THE LEASED PREMISES. LESSEE SHAL.L CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER 
CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT 
THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF 
APPLICABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE 
ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY 
GIVE THE STATE OF TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS 
PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY 
GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS 
OF LESSEE HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT. 

37. APPLICABLE LAW. This lease Is Issued under the provisions of Texas Natural Resources Code 52.171 through 52.190. commonly 
known as the Relinquishment Act, and other applicable statutes and amendments thereto. and If any provision in this lease does not conform to these 
statutes, the statutes will prevail over any nonconforming lease provisions. 
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38. EXECUTION. This oil and gas lease must be signed and ackn<l\'Aedged by lhe Lessee before il ls filed of record in lhe county records and 
in lhe General Land Office of lhe Slate of TaKas. Once lhe filing requirements found In Paragraph 39 of lhls lease have been satisfied. lhe effecllve date 
of !his lease shall be lhe dale found on Page 1. 

39. LEASE FILING. Pursuant to Chapter 9 of lhe TaKas Business and Commerce Code. this tease must be filed of record on the office of the 
County Clerlt in any county In which all or any part of the leased premtses Is located. and certJfied copies thereof must be frled in the General Land 
Offtce. This lease Is not effective unttl a certified copy of this lease (which is made and certified by lhe County aer1< from his records) Is filed in the 
General Land Office in accordance with TeKas Natural Resources Code 52.183. Addttlonalty. this lease shall not be binding upon the State unless It 
recites the actual and true consideration paid or promised for execution of this lease. The bonus due the State and the prescribed filing fee shall 

~~ccompany such certified copy to lhe General Land Office. 

r~ 'iC£ ~XIIttJIT/1 .. AfTfict-tf:D, WilDE II 'Pf}f!T f/e.$~F. 
LESSEE 

BY: ____________________________ __ 

Tide: L Chdstooher Smith/ President 

Date:------------

STATE OF TEXAS 

BY: -;-~--,...---~~~~~~--------­
Indollldually and as agent lor the State or Texas 

Date:------------

STATE OF TEXAS 

BY: 
lndivl-:-d-:-u-a-::-lly_a_nd-:-a-s_a_g_e~nt~for~th:-e--=s:-ta:-te-o~f:::T:-e-xa_s ____ _ 

Date: __________ _ 

STATE OF TEXAS 

BY: ~~--:----~~~;--~~--------­
Indlvldually and as agent lor the State of Texas 

Date: -----------
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EXHIP.IT A: In the event this oil and gas lease is extended 
beyond its primary term, then upon expiration of said primary 
term, this oil and gas lease shall terminate and expire as to 
all depths 100 feet below the deepest depth drilled 
or the stratigraphic equivalent thereof in any well 
drilled on the leased premises or on any land with which 
the leased premises has been unitized . 
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STATEOF ~T~EXA~SL-----------­

COUNTY OF 11M"'ID.aLAo<:ll'N,..p'-------

(CORPORATION ACKNOWLEDGMENT) 

BEFORE ME. the undersigned authority, on this day personally appeared .. L...,ChodllJd,..st"'ophWI.llier"->ii.SmWI.IIjth...__ _____________ _ 

known to me to be the person whose name Is subscribed to the foregoing Instruments as t:Pure.,.s""!d...,enLllt _______________ _ 

of Peuy & perry Inc and acknowledged to me that he 

executed the same for the purposes and consideration therein expressed. In the capacity staled. and as the act and deed of said corpora bon 

Goven under my hand and seal of offiCe this the _____ day of---------· 2~. 

Notary Pubhc In and for ____________ _ 

srATEOF Otl&c,Mn~ (CORPORATION ACKNOWLEDGMENT) 

COUNTY OF ( t ' tic,t I 0 t _ 0 
BEFORE ME. the undersigned authority. on thos day personally appeared ..l.a.LlL.ffi.1.L..lol.t...'.1.-\..,}l=:..l-~¥J".'P.j..l..l~f-':..ll.~\.'"--'k~~.JJ-~}x~~· __ __ 

k"?: to m!'to be the person whose name is subscribed to the foregoing Instruments e 

of U ll &L<&11/Yle {()}1 < and acknowledged to me thai he 

known to me to be the persons whose names are subscribed to the foregoing Instrument. and acknowledged to me thai they executed the same for the 

purposes and consideration therein expressed. 

STATE OF ________________ _ (INDIVIDUAL ACKNOWLEDGMENT) 

COUNTY OF ______________ _ 

BEFORE ME. the undersigned authority, on this day personally appeared---------------------

known to me lo be the persons whoso names are subscribed lo the foregoing Instrument. and acknowledged to me thai they executed the same for the 

purposes and consideration therein expressed. 

Goven under my hand and seal of office this the _____ day of---------· 20 __ . 

FILE NO. 3487 
YILED FOR RECORD ON' . THE 15TH 

Notary Public In and for-------------

DAY OF AUGUST 

AUGUST 

«f -1t\lVf.;. u -1 tlf ""t • 
~ USf:lh'"' , ,. 
1)11 PIJ'l 0.' ..... .. I ... 

w 

A.D . 

A.D . 

• r Y. l,~flfTAI., 
.< !:AlS( tlt (Ol OI< 

4 

• .. ' ~ .. ftR H' Ul 

2005 1 : 23 P . M. 

2005 8:30 A. H. 

DI.ANNE 0. YLORE.Z, COUNTY CLERX 
REEVES COUNTY, TEXAS 
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FILEf/ 3485 

Gonorol Ulnd Offlc.o 
Rellnqul•hmanl Ac.l Laa.s:e Form 
Revised, September 1997 

~ustin, 'm:exas 

OIL AND GAS LEASE 

THIS AGREEMENT Is made and entered Into this 111L_ day of ..,Ju.alvx_ ______ ,2~ , between the State of Texas. acting 

by and through Its agent, ..,Jo.ah.wnuMn.'"'ThoUJij .. m110o,..so.an.._..J,.r ----- ---------------- -----------­

of P 0. Box 1771 Ardmore Oklahoma 73402 

(Give Permanenl Address) 

said agent herein referred to as the owner of the soli (whether one or more), and "'P"'e""rryu..J&;u::P.!<lerrycu.,.llln ... c.._ _____________ __ _ 

of P 0 Box 3667 Midland Texas 79702 

(Gove Permanenl Addtess) 

heretnaner caneo Lessee. 

1. GRANTING CLAUSE. For and In oonslderatioo of the amounts stated below and of the ooveoants and agreemotlts to be paid, kept and 
performed by Lessee under this lease, the State of Texas acting by and through the owner of the soli, hereby grants, leases and lets unto Lessee, for 
the sole and only purpose of prospecting and drtlllng for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power 
stations, telephone lines and other structures thereon, to produce, save, take care of, treat and transport said products of the lease, the following lands 
situated In Reeves County, State of Texas, to-wit 

All of Section 28, Block 54, T -4, T. & P. Ry. Co. Survey 

oontalnlng x64,o..,o.__ ____ acres. more or less. The bonus consideration paid for this lease Is as follows: 

To the State of Texas: Twen(y One Jboysand Three Hyndred Thirty Three and 33/100 

Dollars ($21 333 33 ) 

To the owner of the soU: Twenty One Thoysand Three Hyndred Thirty Three and 33/1 00 

Dollars (S.,21 ... 3,.,3.,3..,3c4'--------J 

Total bonus consideration: Twe(ye Thoysand Dollars and 00/100 

Dollars ($""42...,.,6§.,6...,.6 .... 7 _______ , 

The total bonus consideration paid represents a bonus of .... Twom<.JJH.,.y,_,nd .. r...,ed.....,.Dol:wwla"'rsiU!Jand""-'00/"""1.,00"'-------- - - ------- ---

---------------- Dollars ($200 00 l per acre, on 213.33333 net acres. 

2. TERM. Subject to the other provisions In this lease, this lease shall be for a term of three 13\ years from 
this date (herein called ·primary term") and as long thereafter as oil and gas, or either of them, Is produced In paying quantities from said land. As used 
In this lease, the term "produced in paying quantides• means that the receipts from the sale or other authorized commercial use of the substance(s) 
covered exceed out of pocket ope111tlooal expenses for the six months last past 
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3. DELAY RENTALS. If no well is commenced on the leased premises on or before one (1) year from this date. this lease shall terminate, 

unless on or before such annive<Sary date Lessee shall pay or tender to the owner of the solt or to his aedllln the r:P,.al"'d-'U"'puL.se.,_a..,se._ ______ _ 

---------~----~~~-----.-~-Bank,at-.-~-.-~----~~----~~-.-~~~-----.---~~~----~~~ 
or Its successors (which shall continue as the depository regardless of changes In the ownership of said land). the amount specified below; on addition, 
Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS. a like sum on 
or before said date. Payments under this paragraph shall operate as a rental and shall cover the privilege of defemng the commencement of a well for 
one (1) year from said dale. Payments under this paragraph shall be In the following amounts: 

To the owner of the soli: !Paid Up Lease) Two Hundred Thirteen and 341100 

Dollars (S ... 2...,13,..3..:4,___ ____________ _ 

To the State of Texas: Paid Up Leasel Two HU!ldred Thirteen and 33/100 

Dollars (S • .o.2.u13,.3,.3.__ ____________ _ 

Total Delay Rental: !Paid Uo Lease) Four Hyndred Tweotv Six and 6Vl00 

Dollars ($426 67 ) 

In a like manner and upon like payments or tenders annually, the commencement of a well may be further deferred for successive periods of one (1) 
year each during the primary term. All payments or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any 
acclgnee of thlc lease, and may be dellverad on or before the rental paying date. If the bank designated In this paragraph (or Its successor bank) should 
cease to exist, suspend business. liquidate, fail or be succeeded by another bank, or for any reason fall or refuse to accept rental. Lessee shall not be 
held In default for failure to make such payments or tenders of rental until thirty (30) days after the owner of the SOil shall deliver to Lessee a proper 
recordable Instrument naming another bank as agent to receive such payments or tenders. 

4. PRODUCTION ROYALTIES. Upon production of oil and/or gas. Lessee agrees to pay or cause to be paid one-half (112) of the royalty 
provided for In this lease to the Commissioner of the General Land Office of the State of Texas. at Austin, Texas, and one-half (112) of such royalty to the 
owner of the soil: 

(A) OIL Royalty payable on oil, which Is defined as lndudlng all hydrocarbons produced In a liquid form at the mouth of the well and also as 
all condensate, dlsUIIate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 
shall be 115 part of the gross production or the market value thereof, at the option of the owner of the soli or the Commissioner of the General 
Land Office. such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid 
hydrocarbons, raspectively, of a like type and gravity In the general area where produced and when run. or 2) the highest marl<et price thereof offered or 
paid In the general area where produced and when run. or 3) the gross proceeds of the sate thereof, whichever Is the greater. Lessee agrees that before 
any gas produced from the leased premises Is sold, used or processed In a plant, It will be run free of cost to the royalty owners tlvough an adequate oft 
and gas separator of conventional type, or other equipment at least as effiCient. so that a illiquid hydrocarbons recoverable from the gas by such means 
will be recovered. The requirement that such gas be run through a separator or other equipment may be waived. In writing. by the royalty owners upon 
such terms and conditions as they prescribe. 

(B) NON PROCESSED GAS. Royalty on any gas Oncluding flared gas). which Is defined as all hydrocarbons and gaseous substances not 
defined as oil in subparagraph (A) above. produced from any well on said land (except as provided herein with respect to gas processed In a plant for 
lhe extraction of gasoline, liquid hydrocarbons or other products) shall be 1/5 part of the gross production or the market value thereof, at the 
option of the owner of the soli or the Commissioner of the General Land Office, such value to be based on the highest marllet price paid or offered for 
gas of comparable quality in the general area where produced and when run. or the gross price paid or offered to the producer. whichever Is the greater. 
provided that the maximum pressure base In measuring the gas under this lease shall not at any time exceed 14.65 pounds per souare inch absolute, 
and the standard base temperature shall be sixty (60) degrees Fahrenheit, correcbOn to be made for pressure according to Boyle's Law. and for specific 
gravity according to tests made by the Balance Method or by the most approved method of testing being used by the lnduslry at the time of testing. 

(C) PROCESSED GAS. Royalty on any gas processed In a gasoline plant or other plant for the recovery of gasoline or other liquid 
hydrocarbons shall be 115 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the owner 
of the soli or the Commissioner of the General Land Office. AU royalties due herein shall be based on one hundred percent (100"/o) of the total plant 
production of residue gas attributable to gas produced from this lease. and on fifty percent (50"/o), or that percent accruing to Lessee, whichever Is lhe 
greater. of the total plant production of liquid hydrocarbons attributable to the gas produced from this lease: provided that If liquid hydrocarbons are 
recovered from gas processed In a plant in which Lessee (or Its parent. subsidiary or affiliate) owns an Interest. then the percentage applicable to liquid 
hydrocarbons shall be fifty percent (50%) or the highest percent acaulng to a third party processing gas through such plant under a processing 
agreement negotiated at arm's length (or If there Is no such third party. the highest percent then being specified In processing agreements or contracts In 
the lnduslry). whichever Is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest marl<et 
price paid or offered for any gas (or liquid hydrocarbons) of comparable quality In the general area, or 2) the gross price paid or offered for such residue 
gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever Is the greater. In no event. however, shal 
the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed. 

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid 
hydrocarbons) whether said gas be "casinghead; "dry; or any other gas, by fractionating, burning or any other processing shall be 115 part of 
the gross production of such products, or the marl<et value thereof. at the option of the owner of the soli or the Commissioner of the General Land Office, 
such market value to be determined as follows: 1) on the basis of the highest market price of each product for the same month In which such product is 
produced. or 2) on !he basis of the average gross sale price of each product for the same month In which such products are produced: whichever Is the 
greater. 

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease. If this lease Is maintained by production, the 
royalties paid under this lease In no event shall be less than an amount equal to the total aMUal delay rental herein provided; otherwise. there shall be 
due and payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to the total aMUal rental less the 
amount of royalties paid during the preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this 
paragraph. the delay rental amount shall be one dollar ($1.00) per aae. 
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6. ROYALTY IN KIND. Notwllhstanding any olher provision In lhls lease. at any time or from tiiT\ll lo time, the owner of !he soil or lhe 
Commissioner of !he General l and Office may. at !he option of eilher, upon nolless !han sixty (60) days notice to !he holder of !he lease, require !hat !he 
payment of any royalties accruing to such royalty owner under this lease be made in kiod. The owner of !he soil's or !he CommiSsioner of !he General 
Land Office's right to take Its royalty In kind shall not diminish or negate the owner of !he soli's or the Commissioner of !he General Land Office's rights 
or Lessee's obligations, whether express or Implied. under this lease. 

1. NO DEDUCTIONS. Lessee agrees lhat all royalties accruing under this lease (Including those paid In kind) shall be without deduction for 
lhe cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transp()(ting. and otherwise making the oil, gas and 
olher products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on !he gross value received, Including any reimburuments 
for severance taxes and production related costs. 

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel 
used to process gas produced hereunder In any processing plant. Notwithstanding any other provision of this lease, and subject to lhe written consent of 
lhe owner of the soil and the Commissioner of lhe General Land Office. Lessee may recycle gas for gas lift purposes on lhe leased premises or for 
Injection Into any oil or gas producing formation underlying the leased premises after the liquid hydrocarbons contained In the gas have been removed; 
no royalties shall be payable on lhe recycled gas until It Is produced and sOld or used by Lessee In a manner which entitles the royalty owners to a 
royalty under this lease. 

9. ROYALTY PAYMENTS AND REPORTS. All royalties not tal<en In kind shall be paid to the Commissioner of the General Land Offoce at 
Austin. Texas. in the following manner. 

Payment of royalty on production of oil and gas shall be as provided In lhe rules set forth In !he Texas Register. Rules currently provide !hat royalty on oil 
Is due and must be received In the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty 
on gas is due and must be received In lhe General Land Office on or before lhe 151/1 day of lhe second monlh succeeding the month of production. 
accompanied by the affidavit of the owner. manager or other aulhorized agent. completed In lhe form and manner prescribed by the General Land Office 
and showing lhe gross amount and disposition of all oil and gas produced and the mar1<et value of the oil and gas. togelher with a copy of all documents, 
records or repons confirming the gross production, disposition and mar1<et value Including gas meter readings, pipeline receipts, gas line receipts and 
other checks or memoranda of amount produced and put Into pipelines. tanks. or pools and gas lines or gas storage. and any other repons or records 
which lhe General Land Office may require to verify the gross production, disposition and mar1<et value. In all cases the authority of a manager or agent 
to act for lhe Lessee herein must be filed In the General Land OffiCe. Each royalty payment shall be aooompanled by a check stub, schedule, summary 
or other remittance advice showing by lhe assigned General Land Office lease number the amount of royalty being paid on each lease. If Lessee pays 
his royalty on or before lhlny (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is 
greater. A royalty payment which Is over thiny (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greater. In addition 
to a penalty, royalties shaU accrue Interest at a rate of 12% per year, such Interest will begin to accrue when the royalty is sixty (60) days overdue. 
Affidavots and supporting documents which are not filed when due shall incur a penalty In an amount set by lhe General Land Office administrative rule 
which Is effective on the date when lhe affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing 
royaltles to be paid as prescribed by the due date provided herein. Payment of the delinquency penalty shall In no way operate to prohibit lhe State's 
right of forfeiture as provided by law nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply In 
cases of uue dispute as to lhe State's portion of lhe royalty or to !hal portion of the royalty In dispute as to fair mar1<et value. 

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish the Commissioner of the General Land Office 
with Its best possible esUmate of oil and gas reserves underlying lhis lease or allocable to this lease and shall furnish said Commissioner wilh copies of 
all contracts under which gas is sold or processed and all subsequent agreements and amendments to such contracts wothln thiny (30) days after 
entering Into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land Office $hall be 
held In confidence by the General Land Office unless otherwise authonzed by Lessee. All olher contracts and records pertaonong to lhe production, 
transportation, sale and mar1<eting of the oil and gas produced on said premises. including the books and accounts, receipts and discharges of all wells. 
tanks. pools. meters. and pipelines shall al all times be subject to lnspecUon and examination by lhe Commlssloner of lhe General Land Office, !he 
Attorney General, lhe Governor, or the representative of any of them. 

(B) PERM ITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitted to the Commissioner of lhe General 
Land Office by Lessee or operator five (5) days before spud date. workover, re-entry, temporary abandonment or plug and abandonment of any well or 
wells. Such written notice to the General Land Office shall Include copies ol Railroad Commission lorms for application to dnll. Copies ot well tests, 
completion repons and plugging repons shall be supplied to lhe General Land Office at lhe time lhey are filed wilh the Texas Railroad Commission. All 
applications, permits, repons or other RUngs thai reference lhis lease or any specific well on the leased premises and !hat are submitted to the Texas 
Railroad Commission or any other governmental agency shall include the word "Slate• in lhe btie. Addotlonatly. In accordance woth Railroad Commission 
rules, any slgnage on the leased premises lor the purpose of Identifying wells, tank batteries or olher associated Improvements to the land must also 
Include the word · state." Lessee shall supply the General Land Office w11h any records, memoranda, accounts, repons. cuttings and cores. or olher 
information relative to lhe operation of lhe above-described premises, which may be requested by the General Land Offoce. In addition to those herein 
expressly provided for. Lessee shall have an electncal ancllor radioactivity survey made on lhe bore-hole section. from the base of the surface caSing to 
the total depth of well, of all wells dnlled on the above described premises and shall transmit a true copy ollhe log of each survey on each well to the 
General Land Office within fifteen (15) days after the making of said survey. 

(C) PENALTIES. Lessee shall incur a penalty whenever repons, documents or olher materials are not filed In the General land Office when 
due. The penalty for late filing shall be set by the General Land Office administrative rule which Is effective on lhe date when lhe materials were due In 
the General Land Office. 

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and 
production of oil or gas on said land, lessee should drill a dry hole or holes !hereon, or If during the primary term h8feof and alter the discovery and 
actual production of oil or gas from the leased premises such production thereof should cease from any cause, this lease shaD not terminate If on or 
before the expiration of sixty (60) days from dale of completion of saod dry hole or cessabon of production Lessee commences additional dnlhng or 
rewor1<ing operations thereon. or pays or tenders the next annual delay rental In lhe same mamer as provided In this lease. If, during the last year of the 
primary term or within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of oil or gas should cease lor any cause. 
Lessee's rights shaU remain In fuJI force and effect without fur1her operations until the expiration of the pnmary term: and If Lessee has not resumed 
production In paying quantities at lhe expiration of the primary term, Lessee may maintain this lease by conducting addotional drilling or reworking 
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operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under Paragraph 13. Should the first 
well or any subseQuent well drilled on the above described land be completed as a shut-In oil or gas well within the prtmary term hereof. Lessee may 
resume payment of the annual rental In the same manner as provided herein on or before the rental paying date following the explraUon of sixty (60) 
days from the date of completion of such shut-In oil or gas well and upon the failure to make such payment, this lease shan Ipso facto terminate. If at the 
expiration or the primary term or any time thereafter a shut-In oil or gas wallis located on the leased premises, payments may be made In accordance 
with the shut- in provisions hereof. 

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas Is being 
produced on said land, but Lessee Is then engaged In drilling or reworking operations thereon, this lease shall remain In Ioree so long as operations on 
said well or for drilling or reworking of any addlllonal wells are prosecuted In good faith and in workmanlike manner without Interruptions totafong more 
than sixty (60) days during any one such operation, and If they result In the production or oil and/or gas. so long thereafter as oil and/or gas Is produced 
In paying quantities from said land, or payment of shut-ln oil or gas well royalties or compensatory royalties Is made as provided In this lease. 

13. CESSATION, DRILLING, AND REWORKING. If. aftar the expiration o f the primary term. production of on ()( gas from the leased 
premises, after once obtained, should cease from any cause, this lease shall not terminate If Lessee commences additional drilling or reworldng 
operations within sixty (60) days after such cessation, and this lease shall remain In full force and effect for so long as such operations continue In good 
faith and in workmanlike manner without Interruptions totaling mpre than slX1y (60) days. If such drilling or reworldng operations result In the production 
of oil or gas, the lease shall remain In full force and effect for so long as oil or gas Is produced from the leased premises In paying quantities or payment 
of shut-ln oil or gas well royalties or payment of compensatory royalties Is made as provided herein or as provided by law. If the driUing pr rewoO<Ing 
operations result In the completion of a well as a dry hole, the lease will not terminate If the Lessee commences add!Uonat drilling or reworking 
operations within sixty (60) days after the completion of the well as a dry hole, and this lease shall remain In effect so long as Lessee continues drilling or 
reworl<ing operations in good faith and in a worlunanlike mamar without Interruptions totaling more than siX1y (60) days. Lessee shan give wntten notice 
to the General Land Office within thirty (30) days of any cessation of production. 

14. SHUT-IN ROYALTIES. For purposes or this paragraph, 'Well' means any well that has been assigned a well number by the state agency 
having jurisdiction over the production of oil and gas. If. at any time after the expiration of the primary te<m of a lease thal until being shut ln. was being 
maintained In force and effect, a well capable of producing oil or gas In paying quantities Is located on the leased premises, but oil or gas Is not being 
produced for lack of suitable production facilities or tack of a suitable market. then Lessee may pay as a shut-In oil or gas royalty an amount equal to 
double the annual rental provided In the lease. but not less than 51 ,200 a year for each wen capable of producing oil pr gas In paying Quantities. If 
Paragraph 3 of this lease does not specify a delay rental amount. then lor the purposes of this paragraph, the delay rental amount shall be one dollar 
(51.00) per acre. To be effective. each Initial shut-In oil or gas royalty must be paid on or before: (1) the expiration of the primary term, (2) 60 days after 
the Lessee ceases to produce oil or gas from the leased premises. or (3) 60 days after Lessee completes a drilling or reworldng operation In accordance 
with the lease provisions; whichever date Is latest Such payment shall be made one-half (112) to the Commissioner of the General Land Office and one­
half (112) to the owner of the soil. If the shut-In oil or gas royalty is paid. the lease shall be considered to be a producing lease and the payment shall 
extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month In which 
production ceased, and, after that. If no suitable production facilities or suitable market for the oil or gas exists. Lessee may extend the lease for four 
more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-In year. 

15. COMPENSATORY ROYALTIES. If, during the period the lease Is kept In effect by payment of the shut-ln on or gas royalty, oil pr gas Is 
sold and delivered In paying quantities from a well located within one thousand (1,000) feet of the leased premises and completed In the same producing 
reservoir, or In any case In which drainage Is occurring, the right to continue to maintain the lease by paying the shut-In oil or gas royalty shall cease, but 
the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more 
successive years by Lessee paying compensatory royalty at the royalty rate provided In the lease of the market value of production from the well causing 
the drainage or which Is completed In the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory 
royalty Is to be paid monthly, one-half (112) to the Commissioner of the General Land Office and one-half (112) to the owner of the soli, beginning on or 
before the last day or the month following the month In which the oil pr gas Is produced frprn the well causing the drainage or that is completed In the 
same producing reservoir and located within one thousand (1,000) feet of the leased premises. If the compensatory royalty paid In any 12-month period 
is an amount less than the annual shut-In oil or gas royalty. Lessee shall pay an amount equal to the difference within thirty (30) days from the end of the 
12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and Interest In accordance with Paragraph 9 of this 
lease. None of these provisions will relieve Lessee of the obligation of reasonable develooment nor the obligation to drill offset wells as provided In 
Texas Natural Resources Code 52.1 73; however, at the determination of the Commissioner, and with the Commlsslonefs written approval. the payment 
of compensatory royalties can satisfy the obligation to drill offset wells. 

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or 
gas has been completed on the leased premises. Lessee shall exercise the diligence of a reasonably prudent operator In drilling such additional well or 
wells as may be reasonably necessary for the proper development of the leased premises and in marketing the production thereon. 

(A) VERTICAL. In the event this lease Is In force and effect two (2) years after the expiration date of the primary or extended term it shall then 
terminate as to all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing In paying quantities and 320 acres 
surrounding each gas well capable of producing In paying Quantities (Including a shut~n oil or gas wen as provided In Paragraph 14 hereof). or a well 
upon which Lessee Is then engaged In continuous driRing or rewoO<ing operations, or (2) the number of acres Included In a producing pooled unit 
pursuant to Texas Natural Resources Code 52.1 51·52.154, or (3) such greater or lesser number of acres as may then be allocated fpr production 
purposes to a proration unit for each such producing well under the rules and regulations of the Railroad Commission or Texas, pr any successor 
agency. or other governmental authority having jurisdiction. If at any time after the effective date of the partial termination provisions hereof, the 
applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage Is thereafter allocated to said well or wells for 
production purposes. this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells fpr production purposes. 
Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of Ingress 
to and egress from the lands st1ll subject to this lease for all purposes described In Paragraph 1 hereof, together with easements and rights-of-way for 
existing roads, existing pipelines and other exlsUng facilities on, over and across all the lands described In Paragraph 1 hereof (' the retained lands'), for 
access to and from the retained lands and for the gathering or transportation of oil. gas and other minerals produced from the retained lands. 
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(B) HORIZONTA L. In the event this lease Is In foroe and effect two (2) years after the expiration date oHhe primary or extended term It shall 
further terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths") In each well located on acreage retained in 
Paragraph 16 (A) above, unten on or before two (2) years after the primary or extended·term Lessee pays an amount equal to one-hal f (112) of the 
bonus originally paid as consideration for thls lease (as spedfied on page 1 hereof). If such amount Is paid. this lease shall be In force and effect as to 
such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas Is produced In 
paying quantities from such deeper depths covered by this lease. 

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be In the form of a 
square with the well located In the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within 
thirty (30) days after partial termination of this lease as provided herein, Lessee shall execute and record a release or releases containing a satisfactory 
legal desalpUon of the acreage and/or depths not retained hereunder. The recorded release, or a cerdned copy or same, shall be nled In the General 
Land Office. accompanied by the filing fee presalbed by the General Land Offtce rules In effect on the date the release Is filed. If Lessee falls or refuses 
to execute and record such release or releases withln ninety (90) days after being requested to do so by the General Land Office, then the 
Commissioner at his sole discretion may designate by written Instrument the acreage and/or depths to be released hereunder and record such 
Instrument at Lessee's expense lo the county or ooundes where lila lease IS lOcated and In lila ollldal recoros of the General Land ornce and such 
designation shall be binding upon Lessee for all purposes. 

17. OFFSET WELLS. Neither the bonus. delay rentals, nor royalties paid. or to be paid, under this lease shall relieve Lessee of his obligation 
to protect the oil and gas under the above-desalbed land from being oralned. Lessee, sublessee, receiver or otner agent In control or tne leased 
premises shall drill as many wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of 
oil and gas from the leased premises. In addition. If oil and/or gas s11ould be produced In commercial quantities within 1,000 feet of the leased premises. 
or In any case where the leased premises is being drained by production of oil or gas, the Lessee, sublessee, receivllf or other agenl ln control of the 
leased premises sha• In good faith begin the dritUng of a weU or wells upon the leased prernJses Within 100 days after the Oralnlng well or wens or tne 
well or wells completed within 1,000 feet of the leased premises start producing In commercial quantities and shall ptosecute such drilling with d tQgence. 
Fanure to satisfy the statutory offset obligation may subject thls lease and the owner of the soil's agency rights to forfeiture. Only upon the determlna~on 
of the Commissioner of the General Land Office and With his written approval may the payment of compensatory royalty undllf applicable statutory 
parametero satisfy the obligation to drill an offset well or wells required unoer tills paragraph. 

18. FORCE MAJEURE. If, arter a good faith effort, Lessee Is prevented from complying with any express or Implied covenant of this lease, 
from conducting dril ling operations on the leased premises. or from producing on or gas from the leased premises by reason of war, rebellion, riots, 
•trikes. acu of God, or any vaUd order, rule or regulation of government authority, then while so prevented, Le$See's obligation to comply With such 
covenant shaU be suspended and Lessee shall not be tiable for damages for failure to comply With such covenants: additionally, this lease shall be 
extended while Lessee Is prevented, by any such cause, from conducting drilling and rewor1<lng operations or from producing oi or gas from the leased 
premises. However, nothing In thls paragraph shall suspend the payment of delay rentals In order 10 maintain this lease In effect during the primary term 

0 
%':boence of such drilling or reworl<ing operations or production of oil or gas . 
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20. (A ) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate In the above 
descnbed land, whether or not Lessee's lntere,.t ls specified herein, then the royalties and rental herein provided to be paid to the owner of the soil shalt 
be paid to him in the proportion v.Hch his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to 
the Commissioner of the General Land Office of the State of Texas shall be likewise proportionately reduced. However. before Lessee adjusts the 
royalty or rental due to the Commissioner of the General Land Office, Lessee or his authorized representative must submit to the Commissioner of the 
Generel Land Offt<:e e wrfllen statement which explains the discrepency belweM the interest purportedly leased under this lease and the actual interest 
owned by the owner of the soli. The Commissioner of the General Land Office shall be peld the value of the whole production allocable to any undivided 
Interest not covered by a lease. less the proportionate development and production cost allocable to such undivided Interest. However. In no event shall 
the Commissioner of the General Land OffiC8 receive as a royalty on the gross production allocable to the undivided Interest not leased an amount less 
than tho value or oneooSixteenth (1/16) or such gron production. 

(B) REDUCTION OF PAYMENTS. If. during the primary term, a portion of the land covered by this lease Is Included within the boundaries 
of a pooled unit thai has been approved by the School Land Board and the owner of the soH in accordance with Natural Resources Code Sections 
62.151-5.2.154, or if, at eny biTt& after the expiration or the primary term or the extended term, this lease covers a lesser number of acres then the total 
amount described herein, payments that are made on a per acre basis hereunder shall be reduced according 10 the number or acres pooled, released, 
surrendered, or othllfwise severed, so that payments determined on a per acre basis under the terms of this lease during the primary term shall be 
calculated based upon the number of acres outside the boundaries of a pooled unit, or, If afillf the expiration of the primary term. the number of acres 
actually retained end covered by this Ieese. 

21 . USE OF WATER. Lessee shall have the right to use water produced on said land necessary lor operations under this lease except water 
from wells or tanks of the owner of the soil: provided, however, Lessee shall not use potable water or water suitable lor livestock or Irrigation purposes 
for waterllood operations wtthout the prior consent of the owner of !he soil. 

22. AUTHORIZED DAMAGES. Lessee shan pay the owner of the soil for damages caused by Its operations to all personal property, 
improvements, Uvestock and crops on saKI land. 

23. PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury Its pipelines below plow deplh. 

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premises without 
the written consent of the owner of the soil. 
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25. POLLUTION. In developing this area, Lessee shall usa the highest degree of care and all proper safeguards to prevent pollution. Without 
limiting the foregoing, pollution of coastal wetlands. natural waterways, rivers and Impounded water shall be prevented by the use o f containment 
raclltUes surnctent to prevent spillage, seepage or ground water contamlnaUon. In the event of polluUon, Lessee shall use all means at Its disposal to 
recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and 
maintain fences around its slush, sump, and drainage pits and tank banerles so as to protect livestock against loss. damage or Injury; and upon 
completion or abandonment of any well or wells. Lessee shall fill and level all s lush pits and cellars and completely dean up the drilling site of all rubbish 
thereon. Lessee shall, willie conduCUng operaUons on lhe leased premises, keep said premises tree of all rubbish, cans, bOttles, paper cups or garbage, 
and upon completion of operations shan restore the surface of lhe land to as near Its original condition and contours as Is practicable. Tanks and 
equipment will be kept painted and presentable. 

20. REMOVAL OF EQUIPMENT. SubJea to llmltaUons In this paragraph, Lessee shall have the right to remove machinery and nxtures placed 
by Lessee on lhe leased premises. Including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the 
termination of this lease unless the owner of the soli grants Lessee an extension of this 120-day period. However. Lessee may not remove casing from 
any well capable of producing oil and gas In paying quantities. Additionally, Lessee may not draw and remove casing until alter thirty (30) days wrlnen 
nouce to the commissioner or the General Land ornce and to the owner of the sou. The owner of the soil shan become the owner or any maChinery. 
fix tures. or casing which are not timely removed by Lessee under the terms of this paragraph. 

27. (A ) ASSIGNMENTS. Under the conditions contained In this paragraph and Paragraph 29 of this lease. the rights and estates of either 
party to this lease may be assigned. In whOle or In pan. and the proVISions or this lease shall extend to and be binding upon their heirs. deVIsees, legal 
representatives. successors and assigns. However. a change or division In ownership of the land. rentals, or royalties will not enlarge the obligations of 
Lessee, diminish the rights, privileges and estates of Lessee. Impair the effecUveness of any payment made by Lessee or Impair the effectiveness of any 
act performed by Lessee. And no change or division In ownership of the land, rentals. or royalties shall bind Lessee for any purpose until thirty (30) days 
aner the owner or the soli (or hiS heirs. deVIsees. legal representaUvas or assigns) fUrnishes the Lessee with saUsfactory wr1nen eVIdence or the change 
In ownership, Including the original recorded munlments of title (or a certified copy of such original) when the ownership changed because of a 
conveyance. A total or partial assignment of this lease shall, to the extent of the Interest assigned. relieve and discharge Lessee of all subsequent 
obligations under this lease. If this lease Is assigned In Its entirety as to only pan of lhe acreage. the right and option lo pay rentals shall be apportioned 
as between the several owners ratably. according to the area or each, and failure by one or more or them to pay his share or the rental shall not arrect 
this lease on the part of the land upon which pro rata rentals are Umely paid or tendered; however, It the assignor or assignee does not file a certified 
copy of such assignment In the General Land Office before the next rental paying date, the enUre lease shall lermlnate for failure to pay the entire rental 
due under Paragraph 3. Every assignee shall succeed to all righls and be subject to all obligations, Rabili ties. and penalties owed to the State by the 
original lessee or any prior assignee of the lease. Including any llabtiiUes to the State tor unpaid roya!Ues. 

(B) ASSIGNMENT LIMITATION. Notwithstanding any proVIsion In Paragraph 27(a). if the owner of the soli acquires this lease In whole or In 
part by assignment without the prior written approval of the Commissioner of the General Land Office. this lease Is void as of the Ume of assignment and 
the agency power or the owner may be lortelted by the Commissioner. All assignment will be treated as It II were made to the owner or the soli II the 
assignee Is: 

( 1) a nominee of the owner of the soli: 
(2) a corporation or subsidiary In which the owner of the soli Is a principal stockholder or Is an employee of such a corporation or subsidiary; 
(3) a pannershlp In which the owner or the soU ls a partner or Is an employee of such a partnership: 
(4) a principal stockholder or employee of the corporation which Is the owner of the soil; 
(5) a partner or employee In a partnership which Is the owner of the soil; 
(6) a fiduciary for the owner of the soli; Including but not Umlled to a guardian, trustee. executor, admlnlslrator, receiver. or conservator for the 
owner of the soH: or 
(7) a family member of the owner of the soli or related to the owner of the soli by marriage. blood, or adoption. 

28. RELEASES. Under the conditions contained In this paragraph and Paragraph 29. Lessee may at any time execute and deliver to the 
owner of the soli and place of record a release or releases covering any portion or portions of the leased premisas. and thereby surrender this lease as 
to such portion or portions, and be relieved of all subsequent obligations as to acreage surrendered. If any pan of this lease Is properly surrendered. the 
delay rental due under this lease shall be reduced by the proportion that the surrendered acreage bears to the acreage which was covered by this lease 
Immediately prior to such surrender: however. such release will not relieve Lessee of any Rabllities which may have accrued under this lease prior to the 
surrender of such acreage. 

29. FILING OF ASSIGNMENTS AND RELEASES. It all or any part or this lease is assigned or released. such assignment or release musl be 
recorded In the county where the land Is situated. and the recorded Instrument, or a copy of the recorded instrumenl certified by the County Clerk of the 
county In whk;h the Instrument is recorded. mu•t be filed In the General Land Offoce within 90 dayo of the lest execution date accompenied by the 
prescribed filing fee. If any such asslgnmenl Is not so filed. the rights acquired under lhis lease shall be subject to forfeiture al the option of the 
Commissioner of the General Land Office. 

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land have been Included In thi• Instrument. 
lnd udlng the statement of the true consideration to be paid for the execution of this lease and the rights and duties of the parties. Any collateral 
agreemenls concerning the development of oil and gas from the leased premises which are not contained In this lease render this lease Invalid. 

31 . FIDUCIARY DUTY. The owner of the soil owes the State e fiduciary duty and must fully disclose any facb effecting the State's lntere>tln 
the leased premises. When the interests of the owner of the soli confilct with those of the State, the owner of the soli Is obligated 10 put the State's 
Interests before his personal interests. 

32. FORFEITURE. It Les•ee shall fail or refuse to make the payment of any sum within thlny days after It becomes due. or If Lessee or an 
authorized agent should knowingly make any false retum or false repon concerning production or drilling, or If Lessee shall fall or refuse to drill any 
offset well or wells In good faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or It Lessee 
should fall to ftle reports in the manner required by law or fall to comply with rules and regulations promulgated by the General Land Office, the School 
Land Board. or the Railroad Commission, or if Lessee should refuse the proper authority access to the records pertaining to operations, or If Lessee or 
an authorized agent should knowingly fall or refuse to give correct Information lo the proper authorily, or knowingly fall or refuse to fumlsh the General 
Land Office a correellog of any well. or If Lessee shall knowingly violate any of the material provisions of this lease. or If this lease Is assigned and the 
assignmenl Is nol filed In the General Land Office as required by law. the rights acquired under this lease shall be subjeel to fortel ture by lhe 
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CommlssiOI'Iet, and he shaD forfeit same v.tlen sufficienUy lnfomled of the facts which authorize a forfeiture. and wnen forfeited lhe area shall again be 
subject lo lease under the tenns of the Relinqucshment Act However, nolhlng herein shall be construed as waiving the aulomallc termination of this 
lease by operation of law or by reason of any spedalllmitallon arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder 
reinstated before the rights of another Intervene upon satisfaClOI'( evidence to the Commissioner of the General Land Office or future compliance with 
the provisions of the law and of this lease and the rules and regutabons that may be adopted rela tive hereto. 

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the 
area covered by this lease to secure payment of all unpaid royally and other sums or money that may become due under this leaso. By acceptance of 
this lease, Lessee grants the Slate, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an 
express contractual lien on and security Interest In all leased minerals In and extracted from the leased premises. all proceeds v.tllch may accrue to 
Lessee from the sale or such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and Improvements to the 
leased premises used In connection with the production or processing of such leased minerals In order to secure the payment or all royalties or other 
amounts due or to become due under this lease and to secure payment o f any damages or toss that Lessor may suffer by reason or Lessee's breach of 
any covenant or condition of this lease. whether express or implied. This lien and security Interest may be foreclosed with or without court proceedings in 
the manner provided In the Titie 1, Chap. 9 or the Texas Business and Commerce Code. Lessee agrees that the Commissioner may require Lessee to 
execute and record such Instruments as may be reasonably necessary to acknowiedge, attach or perfect this lien. Lessee hereby represents that there 
are no prior or superior liens arising from and relating lo Lessee's activities upon the above-<lescribed property or from Lessee's acquisition or this lease. 
Should the Commissioner at any time determine that this representallon Is not true. then the Commissioner may declare this lease forfeited as provided 
herein. 

34. POOLING. Lessee is hereby granted the right to pool or Wllliza the royalty Interest or the owner of lhe soli under this lease with any other 
leasehold or mineral Interest for the exploration, develoornent and oroductlon of oil or gas or either of them upon the same terms as shall be approved 
by the School Land Board and the Commissioner of the General Land OffiCe for the pooling or uniliztng or the Interest of the State under this lease 
pursuant to Texas Natural ReSOt.rces Code 52.151·52.154. The owner o f the soil agrees that the inclusion of this provision In this lease satisfies the 
execullon requirements slated in Texas Natural Resources Code 52.152. 

35. INDEMNITY. Lessee hereby releases and d ischarges the State of Texas and the owner or the soil, their officers. employees. partners, 
agents, contractors, subcontractors, guests, Invitees, and the1r respecbve successors and assigns, of and from all and any actions and causes of action 
of every nature, or other harm, including environmental harm, for which recovery of damages is sought, including, but not limited lo, all losses and 
expenses which are caused by the activities of Lessee, its officers. employees, and agents arising out of. Incidental to. or resulting from. the operations 
or or for Lessee on the leased premises hereunder, or that may arise out or or be occasioned by Lessee's breach of any or the terms or provisions of this 
Agreement, or by any other negligent or slriClJy liable act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, Indemnify, 
defend and hold harmless the State of Te~as and the owner or the soil, their officers, employees and agents, their successors or assigns. against any 
and all claims. llablhUes. losses, damages, actions, personal injury (Including death), costs and expenses, or olher harm for which recovery of damages 
Is sought. under any theory Including tort, contract, or stric t liability, Including anornoys' fees and other legal expenses, Including those related to 
environmental hazards, on the leased premises or In any way related to Lessee's failure to comply with any and all environmental laws: those arising 
from or In any way related 10 Lessee's operations or any other or Lessee's activities on tho leased premises: those arising from Lessee's use or the 
surface of the leased premises: and those that may arise out of or be occasioned by Lessee's breach or any of the terms or provisions of this Agreement 
or any other act or omission of Lessee, Its directors, officers, employees, partners, agents, contractors, subCOntractors, guests. Invitees, and their 
respective successors and assigns. Each assignee of this Agreement, or an Interest therein, agrees lo be liable for, exonerate, Indemnify, defend and 
hold harmless the State of T exas and the owner of the soil, their officers, employees, and agents in the same mamer provided above In connection with 
the activities of Lessee, its officers, employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF 
THE INDEMNITY OBLIGATIONS ANDIOR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND 
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF ( EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE 
NEGLIGENCE OF ANY PARTY OR PARTIES ( INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE 
BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE. 

36. ENVIRONMENTAL HAZARDS. Lessee shaU use the highest degree or care and all reasonable safeguards to prevent contamination or 
pofluUon of any environmental medium, lnclud1ng soli, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any 
other environmental medium In, on. or under, the leased premises. by any waste, pollutant. or contaminant Lessee shall not bring or penn it to remain on 
the leased premises any asbestos containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, 
hazardous substances (as the term 'Hazardous Substance• Is defined In the Comprehensive Environmental Response, Compensation and Liability Act 
(CERCLA), 42 U.S.C. Sections 9601, et seq.), or to~ic substances under any federal, state, or local law or regulation ("Hazardous Materials"), except 
ordinary products commonly used in connection with oil and gas e~ploration and development operations and stored In the usual manner and quantities. 
LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND 
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST 
ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT 
COSTS) CAUSED BY OR ARISING OUT OF (1) A VIOLATION OF THE FOREGOING PROHIBITION OR (2) THE PRESENCE, RELEASE, OR 
DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR 
CONTROL OF THE LEASED PREMISES. LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER 
CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT 
THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF 
APPLICABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE 
ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY 
GIVE THE STATE OF TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS 
PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY 
GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS 
OF LESSEE HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT. 

37. APPLICABLE LAW. This lease Is Issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, commonly 
known as the Rehnquistvnent Act, and other applicable statutes and amendments thereto, and if any provisiOI'I In thos lease does not conf01111 to these 
statutes, the statutes wiU prevail over any nonconforming lease provisions. 
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38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee befOfe It Is filed of record In the county records and 
In the General Land Office of the State or Texas. Once the filing reQuirements found In Paragraph 39 of this lease have been satisfied. the effective date 
of this lease shall be the date found on Page 1. 

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record In the office of the 
County Clerk In any county In which all or any part of the leased premises Is located. and certified copies thereof must be filed in the General Land 
Office. This lease Is not etfectlve unUI a certlfled copy of this lease (which Is made and certified by the County Clerk from his records) Is filed In the 
General Land Offoce in ac:c:ordance with Texas Natural Resources Code 52.183. AddiUonally, thl$ lease shall not be binding upon the State unless it 
recites the actual and true consideration paid Of promised !Of execution of this lease. The bonus due the State and the prescribed filing leo shall 
~pany such certified copy to the General Land Offoce. 

/=fJ _::5e~ eXHii31/lj ''f/T!l1Ctle0JlJI}D£ 1J P!Jte'T Hcff'6l7 
ljf I u LESSEE 

BY: __________________________ __ 

Title: L Christopher Smith! President 

Date: _ ___ ______ _ 

STATE OF TEXAS 

BY:~~--~--~~~~~~--------­
Individually and as agent fOf the State of Texas 
Date: ___ _______ _ 

STATE OF TEXAS 

BY: 
lndiv-:-ld7u-a-::-lly_a_nd-:-a-s_a_g_e~nt:-:f'""or-:t-:-he-=s-:-ta7te-o-:fc:T:-e-xa_s ____ _ 

Date: - ----- ----

STATE OF TEXAS 

BY:~~-~--~-~-~----­
Indivldually and as agent !Of the State of Texas 

Date:------- ---
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EXHJPIT A: In the event this oil and gas lease is extended 
beyond its primary term , then upon expiration of said primary 
term , this oil and gas lease shall terminate and expire as to 
all depths 100 feet below the deepest depth drilled 
or the stratigraphic equivalent thereof in a ny well 
drilled on the leased premises o r on any land with which 
the leased premises has been unitized . 
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STATEOF~TE~XA~S~---------- (CORPORATION ACKNOWLEDGMENT) 

COUNTYOF rnM~ID&LA~N~D ________ _ 

BEFORE ME. the undersigned authority, on this day personally appeared ,..L....,C"'hJ1Jd""st.,o..,oh ... e"-r ,.,Swm,..lthu_ _____________ _ 

known to me to be the person whose name Is subscribed to the foregoing Instruments as ::Pure..._sl"'d"'en.JJ.t _______________ __ 

of peey & peey Inc and acknowfedged to me that he 

executed the same for the purposes and consideration therein expressed, In the capacity stated, and as the act and deed of said corporation. 

Given under my hand and seal or office this the _____ day or---------· 2~. 

Notary Public In and for-------------

STATE OF Cb?R/dum JP.._. 

COUNTY OF c:btCl eJ ' 
(CORPORATION ACKNOWLEDGMENT) 

BEFORE ME. the undersigned authority, on this day personally appeared ~ 1'11 ~-tr-..... CO: 1 

k"?'? torn: to be the person Whose name ts subscribed to the foregoing lnstruments-n= 

or L.iLJfi!4011 QILO I (On and acknowledged to me that he 

executed the same for the purposes and consideration therein axP!essed. In the capad ty stated, and as the act and deed of said corporation. 

Gaven under_my hand and seal of office this the~ day of ---111'-''--"¥!-=---~ 

e OF'FICIALSEAL 
CHARLOTTE F. RYAN 

NOTARY PUBLIC Ot<I..AHOMA 
COMMISSION I G401G4G4 
EXPIRES NOV. 16, 2008 

c.-.RJER COUNTY 
STATE OF ______________ __ 

COUNTY OF ---------------

(INDIVIDUAL ACKNOWLEDGMENT) 

BEFORE ME. the undersigned authority. on this day personally appeared---------------------

known to me to be tho porsonc whoco namoc aro cubcenbod to tho foregoing lnctrumont, and acknowledged to mo that they oxeeutod tho camo for tho 

purposes and consideration therein expressed. 

Given under my hand and seal of office this the _____ day or---------· 20 __ . 

Notary Public In and for ____________ _ 

STATE OF _______________ _ (INDIVIDUAL ACKNOWLEDGMENT) 

COUNTY OF--------------

BEFORE ME. the undersigned authority. on this day personally appeared---------------------

known to me to be the persons whose names are subscribed to the foregoing Instrument. and acknowfedged to me that they executed the same tor the 

purposes and consideration therein expressed. 

Given under my hand and seal of office this the _____ day of---------· 20 __ . 

Notary Public In and tor _ ___________ _ 

~ILE NO. 3485 
I FILED FOR RECORD 

-
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ON' .TIIE. _ __::l ..::.S..::;T_H __ DAY OP_ A_U_G_U_S_T _____ A.D. 2005 1: 23 P . H. 

I DUL~~I'JI f?N~ 16TII DAY OF AUGUST A.D. 2005 8:30 A. H . 

~ .. ,0]/~ '8?\ rl.lP , DEPUTY DIANNE 0. FLOREZ, COUMTY CLEJUC l ~ REEVES COUNTY, TEXAS 

.- -
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE STATE OF TEXAS 
COUNTY OF REEVES 
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July 13, 2006 

Attn: L. Christopher Smith, CPL 
Perry & Peny, Inc. 
2 14 W. Texas Ave. Suite 1200 
Midland, Texas 79702 

Re: RELINQUISHMENT ACT LEASE o. M- 105798 
640 acres out of Section 28, Blk. 54, T-4, 
T&P Ry. Co. Survey, Reeves County, Texas 

Dear Mr. Smith: 

The certifi ed copy of the Relinquishment Act lease covering the above referenced tracts has been 
approved and fi led in ow· records under Mineral File number M-1 05798. Please refer to this number 
in all future correspondence concerning the lease. 

Your remittance of$64,124.99, has been applied as the state's poriion of the cash bonus 
$63,999.99, along with a processing and fi ling fee in the amount of$125.00. Please let me know if 
you should have any questions. 

Sincerely, 

~?et'J~ 
Drew Reid 
Minerals Leasing 
Energy Resources 
(5 12) 475-1534 

MS/DR 

' rep hen F. Au'-lin Building · 1700 'onh Cone;rcs~ Avenue · Austin, Tcx;ts 78701-1 <!95 

Post Office Box 12873 · Austin, Texas 78711-2873 

512-4()3-500 1 • 800-998-4G LO 

www.glo.statc. rx. us 




