STATE LEASE MF106048
LeaseDate Acres Status CONTROL BASEFILE
07-109345

SURVEY ¢ Pk IPURY (CO
BLOCK ety

TOWNSHIP : 038
SECTION/TRACT: 4

PART

e L imiar v/ EXPIRED AtRES i . 640.00

DATE _Je-1-10 DEPTH LIMITS : NO

% LEASING &ﬂ
Rentals LESSEE . JACK E. BLAKE, JR & MICHAEL J.

LEASE DATE : Oct 01 2005
Lease WS =3 PRIMARY TERM : 5 yrs
Admin: BONUS ($) : 0.00

RENTAL ($) 252 D00

Mineral‘ak—- ; ROYALTY . 0.12500000
Maps: VAR ROYALTY 3
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From: <Navoil@aol.com>

To: <drew.reid@glo.state.tx.us>

Date: 11/11/2005 12:36:01 PM

Subject: Request for approval of terms, Fortune OGL to Jack Blake, Jr., et al, Reeves, TX

Please confirm terms are acceptable to the state by return E-mail. We had

verbal approval at $300 NMA/ 5 yr. w/ rentals escalating prior to 3rd

anniversary to $200/ NMA/ 22.50% Royalty. However, we increased our royalty on these
to 1/4th. Thanks Drew. Have a good weekend.

Jack

Jack E. Blake, Jr.

Navigator Oil & Minerals, Inc.
Tel. 432-682-9585

Fax 432-684-4621

Mail: P.O. Box 10184
Midland, Texas 79702
Physical: 400 N. Main
Midland, Texas 79701

Forwarded Message:

Subj: Fortune Leases, Reeves Co., Texas Date: 10/26/2005 10:42:32 A.M.

Central Standard Time From: _Navoil_ (mailto:Navoil) To:
_ddrew.reid@glo.state.tx.us_ (mailto:ddrew.reid@glo.state.tx.us) CC: MJIDANRPC_
(mailto:MJDANRPC)

Drew,

Pursuant to Mike Daniel's conversation (2) weeks ago, these are leases that

we have sent out Section 4, Block 57, T-3, T&P R.R., Reeves Co., Texas.
Terms are $300/ NLA for (3) years w/ escalated rentals $200/ NLA prior to 3rd

Page 1

=I5

anniversary. Mary and | enjoyed seeing you and meeting Jessie. J — (/? 8'3

Best regards,

CC: <MJDANRPC@aol.com>, <Navoil@aol.com>
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Transaction & 4983
Lessor- Blake, Jr., Jack, et al

Lessee: Fortune OGL

LEASE DESCRIPTION
Gounty PINE:

Reeves oo 4 QU

TERMS OFFERED

Primary Term: 5 years
Bonus/Acre: $300.00
Rental/Acre: $1.00

Royalty: 1/4

GCOMPARISONS
MF # Lesses

R. Widmayer

RAL REVIEW SHEET
Eoologist:
Leasa Date: 11/15/2005
Acres:
BaseFleNo Part  Sec Block Twp

94106 ALL 4 57  03S
TERMS RECOMMENDED
Primary Term 5 years
Bonus/Acre $300.00
Rental/Acre $1.00
Royalty 1/4
Date Term Bonus/Ac.

Comments: 4th year rental will be $200.00 per acre.

Runrnvut{’(jf{?\ I 1605

Wednesday, November 16, 2005

640
Survey Abstt
T&PRYCO 2465
Rental/Ac.  Royalty  Distance
Last Lease



A
12UO0ISSIUIWOY) .:oﬂu% (

— Q\ 7/, 77 Pel




NAVIGATOR OIL & MINERALS, INC.

Oil Exploration & Development

January 29, 2006

Mr. Drew Reid

General Land Office of Texas
P.O. Box 12873

Austin, Texas 78711-2873

Re: Mineral Classified Leases
Reeves Counties, Texas

Dear Drew,

Certified Copies of Mineral Classified Oil and Gas Leases and checks totaling $98,015.06

detailed on the attached Check Request are enclosed. Thank you kindly for your efforts
in this matter.

Yours truly,

P.O. Box 10184 400 N. Main Tel. (432) 682-9585
Midland, Texas 79702 Email: navoil@aol.com Fax: (432) 684-4621



MINERAL CLASSIFIED LEASE PAYMENTS, REEVES CO., TEXAS
FORTUNE LEASE, ALL SEC. 4, BLOCK 57, T-3, Tand P R.R.

PAYEE NAME/ ADDRESS FOR LEASE BONUS PROCESSING FILING FEE CHECK #1 PRE-PAID CHECK #2 TOTAL COST
FEE TOTAL DELAY RENTALS TOTAL

STATE OF TEXAS 640 acre Linda F. Spires OGL  $ 5760.00 $ 100.00 % 2500 $ 588500 % 3840 § 3840 % 5,923.40

P.O. Box 12873 dated 10-1-2005, Reeves Co.,

Austin, Texas 78711-2873 Texas

STATE OF TEXAS 640 acre Gayle Walker OGL 5,760.00 100.00 25.00 5,885.00 38.40 38.40 5,923.40

P.O. Box 12873 dated 10-1-2005, Reeves Co.,

Austin, Texas 78711-2873 Texas

STATE OF TEXAS 640 acre Tobi Stepan OGL 5,760.00 100.00 25.00 5,885.00 38.40 38.40 5,923.40

P.O. Box 12873 dated 10-1-2005, Reeves Co.,

Austin, Texas 78711-2873 Texas

STATE OF TEXAS 640 acre Terry Fortune OGL 7.680.00 100.00 25.00 7,805.00 51.20 51.20 7.856.20

P.O. Box 12873 dated 10-1-2005, Reeves Co.,

Austin, Texas 78711-2873 Texas

STATE OF TEXAS 640 acre Doyle Foster 5,485.50 100.00 25.00 5,610.50 36.58 36.58 5,647.08

P.O. Box 12873 Goodspeed, Jr., OGL dated 10-

Austin, Texas 78711-2873 1-2005, Reeves Co., Texas

STATE OF TEXAS 640 acre Joe Bayne 5,485.50 100.00 25.00 5,610.50 36.58 36.58 5,647.08

P.O. Box 12873
Austin, Texas 78711-2873

Goodspeed OGL dated 10-1-
2005, Reeves Co., Texas

GLO Checks-050406
1/29/2006 Pa.ge‘1 of 2



STATE OF TEXAS
P.O. Box 12873
Austin, Texas 78711-2873

STATE OF TEXAS
P.0O. Box 12873
Austin, Texas 78711-2873

STATE OF TEXAS
P.O. Box 12873
Austin, Texas 78711-2873

STATE OF TEXAS
P.O. Box 12873
Austin, Texas 78711-2873

STATE OF TEXAS
P.O. Box 12873
Austin, Texas 78711-2873

TOTAL

4/29/2006

640 acre Houston Goodspeed $
OGL dated 10-1-2005, Reeves

Co., Texas

640 acre Mary Jane Rogers

OGL dated 10-1-2005, Reeves

Co., Texas

640 acre Grace E. Atkinson

OGL dated 10-1-2005, Reeves

Co., Texas

640 acre Darlene H.

Goodspeed OGL dated 10-1-

2005, Reeves Co., Texas

640 acre Pecos Bend

Royalties, Inc. OGL dated 10-1-

2005, Reeves Co., Texas

MINERAL CLASSIFIED LEASE PAYMENTS, REEVES CO., TEXAS
FORTUNE LEASE, ALL SEC. 4, BLOCK 57, T-3, Tand P R.R.

18,376.50 $

548550 §

576150 $

24960.00 $

548550 §

96,000.00 $

100.00 $

100.00 $

100.00 $

100.00 $

100.00 $

1,100.00 $

GLO Checks-050406
Page 2 of 2

2500 %

2500 $

2500 $

2500 %

2500 §

27500 %

18,501.50

5,610.50

5,886.50

25,085.00

5,610.50

97,375.00

122.62

36.58

38.42

166.40

36.58

640.06

122.52

36.58

38.42

166.40

36.58

640.06

18,624.02

5,647.08

5,924.92

25,251.40

5,647.08

98,015.06
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JACK E. BLAKE, JR. \/
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Darlene H. Goodspeed OGL

1/27/2006

P,
@

O 7

.

T

4122

166.40

166.40



JACK E. BLAKE, JR.v"~
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Houston Goodspeed OGL

4119
1/27/2006 .
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122.52



JACK E. BLAKE, JR. V'
State of Texas

.

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Terry Fortune OGL

1/27/2006

4116

51.20



JACK E. BLAKE, JR. t—
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Grace E. Atkinson OGL

1/27/2006

38.42



JACK E. BLAKE, JR. ./~
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Tobi Stepan OGL

4115
1/27/2006
\[ 38.40
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JACK E. BLAKE, JR. /
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Linda F. Spires OGL

1/27/2006

38.40



JACK E. BLAKE, JR.

State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Gayle Walker OGL

4114
1/27/2006

38.40

38.40



JACK E. BLAKE, JR.
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Pecos Bend Royalties, Inc. OGL

4123

1/27/2006
36.58
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JACK E. BLAKE, JR.
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Doyle Foster Goodspeed, Jr., OGL

1/27/2006

36.58



JACK E. BLAKE, JR. v~

4118
State of Texas 1/27/2006
Pre-paid Delay Rentals, Reeves Co.TX 36.58
Joe Bayne Goodspeed OGL
LR
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Wells Fargo -JEB,JR-B

36.58



JACK E. BLAKE, JR. /
State of Texas

Wells Fargo -JEB,JR-B

Pre-paid Delay Rentals, Reeves Co.TX
Mary Jane Rogers OGL

1/27/2006

36.58
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JACK E. BLAKE, JR.

State of Texas

Wells Fargo -JEB,JR-B

v/

1/27/2006

Darlene H. Goodspeed Lease Bonus, Reeves Co.TX

Processing Fee
Filing Fee

4111

r

g 24,960.00
-~ ~100.00
Z 0 50
- 1 E )

f ﬂo
\;_?/\f R

0
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MEEK A

S(l 25,085.00



JACK E. BLAKE, JR. 7

State of Texas

Wells Fargo -JEB,JR-B

Houston Goodspeed Lease Bonus, Reeves Co.TX

Processing Fee
Filing Fee

1/27/2006

4108

18,376.50
o 100.00
" 792500

v 18,501.50



JACK E. BLAKE, JR. ./

State of Texas

Wells Fargo -JEB,JR-B

Terry Fortune Lease Bonus, Reeves Co.TX

Processing Fee
Filing Fee

P

1/27/2006

~\E

4105

7,680.00



JACK E. BLAKE, JR.

State of Texas

Wells Fargo -JEB,JR-B

; 1/27/2006
Grace E. Atkinson Lease Bonus, Reeves Co.TX

Processing Fee
Filing Fee

pa—tY

4110
5,761.50
100.00
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JACK E. BLAKE, JR. ¥~

State of Texas

Wells Fargo -JEB,JR-B

Ga\}le Walker Lease Bonus, Reeves Co.TX

Processing Fee
Filing Fee

1/27/2006

4103

5,760.00
100.00
=5 25.00
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JACK E. BLAKE, JR. V'

State of Texas

Wells Fargo -JEB,JR-B

Linda F. Spires Lease Bonus, Reeves Co.TX

Processing Fee
Filing Fee

1/27/2006

T

4102

5,760.00
100.00
25.00
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\( 5,885.00



JACK E. BLAKE, JR. /
State of Texas

Wells Fargo -JEB,JR-B

Tobi Stepffan Lease Bonus, Reeves Co.TX
Processing Fee

Filing Fee

4104
1/27/2006

5,760.00
o ~5——3100.00
T T 112500



JACK E. BLAKE, JR. ™

State of Texas

Wells Fargo -JEB,JR-B

Mafy Jane Rogers Lease Bonus, Reeves Co.TX

Processing Fee
Filing Fee

1/27/2006 ©

|l



JACK E. BLAKE, JR. \/ 4107

State of Texas ) 1/27/2006
Joe Bayne Goodspeed Lease Bonus, Reeves Co.TX 5,485.50
Processing Fee o 100.00
Filing Fee Fay O 25,00
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Wells Fargo -JEB,JR-B X 5,610.50



JACK E. BLAKE, JR. /

4106
State of Texas ] 1/27/2006
Doyle Foster Goodspeed, Jr. Lease Bonus, Reeves Co 5,485.50
Processing Fee 100.00
Filing Fee 25.00
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JACK E. BLAKE, JR. v~ 4112

State of Texas : 1/27/2006
- Pecos Bend Royalties, Inc. Lease Bonus, Reeves Co.T 5,485.50
Processing Fee r o 100.00
Filing Fee = O 9500
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Wells Fargo -JEB,JR-B 4 31 LT e 5,610.50
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FILE# 5359

General Land Office |
Relinquishment Act Lease Form {
Re_visecl, September 1997 !

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__Qctober, 2005 , between the State of Texas,
acting by and through its agent, Darlene H. Goodspeed, whose address is 2202 Harrison, Apt. 156
Wichita Falls, Texas 76308, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

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 Reeves County, State of Texas, to-wit:

Block 57, T-3, T&P R.R. Co. Survey
Section 4: All, 640 acres, more or less. |
Reeves County, Texas

coes Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:
- To the State of Texas: -FOUR TH R ** Dol
5 ($24,960.00)
s To the owner of the soil: -F R N ** Dol
. * LA
Total bonus consideration: -NINE ND N HUNDRED ** Dol
$49,920.00)
.
2% . The total bonus consideration paid represents a bonus of THREE HUNDRED AND NO/100** Dollars ( $300.00) per acre,
L on __166.40 net acres.

2, TERM. Subject to the other provisions in this lease, this lease shall be for a term of E[%E_YEAB; from
this date (herein called primary term") and as long thereafter as oil and gas, or either of them, is produced in pafying
uantities from said land. As used in this lease, the term "produced in ct)ayirag uantities" means that the receipts from
e sale or other authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for
t’{le six months last past.

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 Bank, at , or its successors (which shall continue
as the depository regardless of changes in the ownership of said land), the amoungl_'s_reciﬁed below; in addition, Lessee
shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,

, a like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the
rivile%e of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall
t

e in the following amounts:
To the owner of the soil: - D2 i *** Doll ( $83.20)
To the State of Texas: = 100** Dollars *** Doll ( $83.20)
Total Rental: N N -SIX AND ** Dollars *** ( $166.40) **

(** See attached Amended Delay Rental Provision)

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 assignee of this lease, and may be delivered on or before the

His

True and Correct |
copy of
Original filed in
Reeves County
("'“".\rks OHLCB -
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rental paying date. If the bank designated in this ggragraph (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 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
soll 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, Lesssee agrees to pay or cause to be paid
one-half (1/2) of the royalgl 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 soilz

A) OIL. Rogalty payable on oil, which is defined as Includln%daﬂ hydrocarbons produced in a liquid form at
the mouth of the well and also as all condensate, distillate, and other liquid hydrocrbons recovered from oil or gas run
through a separator or other equipment, as hereinafter provided, shall be TWE - d?a of the
gross groduction or the market value thereof, at the option of owner of the or 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, of a like type and gravity In the general area where
produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and
when run, or 3) the gross proceeds of the sale thereof, whichever s the greater. Lessee agrees that before any gas
produced from 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 sepgator 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 gndudlng flared gas), which is defined as all rr\'lgclrf.acarbt:»ns
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
producls') shall be ENTY-FIVE PERCENT part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest
market 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; providedl that the maximum pressure base in
measuring 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 Fahrenheit, correction to be made ffor pressure accordlng to Boyle's Law,

and for specific gravity according to tests made by the Balance Method or by the nnost approved me of testing being
used by the industry at the time of testing.

© PROCESSED GAS. Royalty on any gas processed in a gasoline t or other plant for the recovery of
ﬁasoline or other liquid hydrocarbons shall be = rt of the residue gas and the liquid
ydrocarbons extracted or the market value thereof, at the option o owner of the soil or the Commissioner of the

General Land Office, All royalties due herein shall be based on one hundred percemt imo%) of the total plant production
of residue gas attributable to gas produced from this lease, and on fifty percemt (50%), or that percent accruing to
Lessee, whichever is the g:eater of the total plant production of liquid hydrocarbons attributable to the gas produced
from this lease; provided that if I’iquld hydrocarbons are recovered from gas ’)romd in a plant in which (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 accruing to a third party processing gas tfwrough 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 industry), whichever is the greater. The respective royalties on residue gas and
on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the ﬁross ﬁrlce paid -or offered for such residue gas (or the
weighted average gross selling price for the respective grades of fiquid hydrocarbeons), 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.

OTHER PRODUCTS. Royalty on carbon black, sulphur or any othexr products produced or manufactured

(D
from gas 3e.xcepting liquid hydrocarbons) whether said gas be casinghead, "dry," or any other gas, :r fractionating,
buming or any other processing shall be mgu]xq?;g EEBQEI?ft (15?) rt of the gross uction of suc
products, or the market value thereof, at the option of the owner of the soll or 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 ZLon the basis of the average gyross 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 priimary term of this lease, if this lease is
maintained by production, the royalties paid under this lease in no event shall be Iess than an amount equal to the total
annual delay rental herein provided; otherwise, there shall be due and payable om or before the last day of the month
succeeding the anniversary date of this lease a sum egual to the total annual remtal less the amount of royalties paid
during the preceding e\rc-zar. If Paragraph 3 of this lease does not specify a delay remtal amount, then for the purposes of
this paragraph, the delay rental amount shall be one dollar ($1.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,

i

True and Correct
copy of
Qriginal filed in
Reeves County
Clerks Office
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the owner of the soil or the Commissioner of the General Land Office may, at the olption 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 Land Office's
rights or Lessee's obligations, whether express or implied, under this lease.

7 il 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 Processlng plant. Notwithstanding any
other provision of this lease, and subject to the written consent of the owner of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift purposes on the leased premises or for In[jection 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 of royalty on production of 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 production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by the General
Land Office and showfng the gross amount and disposition of all cil 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 gut into pipelines, tanks, or tHgols and gas lines or gas storage, and any other reports or records which the
General Land Office may require to verify gross production, disposition and market value. In all cases the authorit?t 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 being 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 rgzaltfy or $25.00, whichever is
greater. A royalty payment which is over thirty (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 accruing when the rO\(aIty is sixty (60) dags overdue. Affidavits and supporting 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 sugggrting documents were due. The Lessee shall bear all responsibility for payin? or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way
operate to prohibit the 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 ?Eply in cases of title 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 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, sale and marketing of the oil and gas produced on said premises, including
the books and accounts, receipts and discﬁargs 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 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-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 drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of ldentlfring wells, tank batteries 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
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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 expresslgaprovided for. Lessee shall have an electrical and/or
radioactivity survey made on the bore-hole section, from the base of the surface casing to the total depth of well, of all
wells drilled on the above described gremises 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 reports, 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 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 thereon, or if
during the primary term hereof and after the discovery and actual production of il or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling or
reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this
lease, 1If, during the last c{(ear of the primary term or within sixty (60) days prlor thereto, a dry hole be completed and
abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking 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 oregas 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in 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 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 force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling 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
andfor gas is produced in paying quantities from said land, or payment of shut-in oil or gas well royalties or
compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional drilling or reworking 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 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 premises in
paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory royalties is made as

rovided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d
ole, 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 @ workmanlike manner without interruptions totaling more than sixty
(Gggi (‘J:?_YS. Lessee shall 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, "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 term of a lease that, until being shut in, was being maintained in force and effect, a well capable
of producing oil or gas in paying t1uantities 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 shut-in 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. If Paragraph 3 of this lease does not sgecify 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: (1) the expiration of the primary term, (2) 60 days after the Lessee
ceases to produce oil or gas from the leased premises, or (35’ 60 days after Lessee completes a drilling or reworking
operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or ?as rcrxalty
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 facllities 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.
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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 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 m:g 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 (1/2? to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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 in 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 obli?ation 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 Commissioner'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 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 cFrnamlses, CEPT (1) 40 acres surrounding each
oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of Eroducing 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 52.151-52.153, 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 jurisdiction. If at an
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 of this lease as to a portion of the lands covered hereby, Lessee
shall nevertheless continue to have the right of inﬁress to and egress from the lands still subject to this lease for all
purposes described in Paragraph 1 hereof, together with easements and right-of-ways for existing roads, existing
Fipelines and other existing facilities on, over and across all the lands described in Paragraph 1 hereof ("the retained
ands"), 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.

(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
%hereinaﬂer "deeper depths") in each well located on acreage retained in Paragraph IG(Az above, unless on or before two
2) years after the primary or extended term Lessee pays an amount equal to one-half (I/2) of the bonus originally paid
as consideration for this lease (as specified on page 1 hereaf). 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 containin?_ 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
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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
u?tm the determination of the Commissioner of the General Land Office and with his written approval may the payment
0 r:r:mpensa!:ol;}_rI 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

vernment authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and
essee 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 reworking 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
n}alntain this lease in effect during the primary term in the absence of such drilling or reworking operations or production
of oil or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soll in the leased premises by paying any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

20. ()38.I 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 Commissioner 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 n 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 S;éagrments 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 and covered by this lease.

v ;5 8 USE OF WATER. Lessee shall have the right to use water produced on said land necessary for
operations under this lease excegt water from wells or tanks of the owner of the soil; provided, however, Lessee shall not
u?e h%otable wafter or wlater suitable for livestock or irrigation purposes for wateﬂlood operations without the prior consent
of the owner of the soil.

27 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
epth.

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper
safeguards to prevent pollution. Without limiting the foregoin?, pollution of coastal wetlands, natural waterways, rivers
and impounded water 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 esca

ydrocarbons 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 lnjurY; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of
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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, Lessee shall have the right to
remove machinery and fixtures glaced by Lessee on the leased Erernises, 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 soil
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 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 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 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 rei)resentatjves, 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
rlgfhts, 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) furnishes the Lessee with satisfactory written evidence of the an?]e in ownership, including
the original recorded muniments of title (or a certified cop\{ 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 discha:ge
Lessee of all subsequent obligations under this lease. If this lease is assigged in its entirety as to only part of 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 tendered; however, if 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 entire lease shall
terminate for failure to pa?r the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of 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 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 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 soil;

(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;

ES 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

(? 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 of 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 of all 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
of the recorded instrument certified by the County Clerk 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 accomggnied by the prescribed ﬂl[nghfee. If any such
assignment is not so filed, the rights acquired under this lease shall subject to forfeiture at 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 this instrument, including 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 %greernents concerning the development of oil and gas from the
leased premises which are not contained in this lease render this lease invalid.
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31. FIDUCIARY DUTY. The owner of 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 soll is obligated to put the State's interests before his personal interests.

32. FORFEITURE. If Lessee shall fail or refuse to make the anment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false return or false report concerni
production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in ﬁ‘md faith as required by law an
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner réquired by law or fail 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 fail or refuse to give correct information to
the proper aul oritr, 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 rights acquired under this lease shall be subject to forfeiture by
the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rig‘réts thereunder reinstated
before the rights of another intervene upon satisfactory evidence to the Commissioner of General Land Office of
fulture cﬁmpliance 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 3135 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 applicafnle statutory lien, an express contractual lien
on and security interest in all leased minerals in and extra: 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 lien and security Interest may be foreclosed with or without court
proceedings in the manner provided in the Title I, Chapter 9 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 arislng 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 declare this
lease forfeited as provided herein.

34, POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the
soil under this lease with any other leasehold or mineral interest for the exploration, devell%pment and production of oil or
g:s or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

neral Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural
Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 their 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 fosses and expenses which are caused by
the activities of Lessee, its officers, employees, and a%ﬁnts 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 strictly 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 in{u (including death), costs and exrenses or other harm for which recovery of damages is
sought, under any theory including tort, contract, or strict liability, Inc[uding attorneys' fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in Eaer‘?( 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 assfgnee of this A reement, or an interest therein,
agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soll,
their officers, employees, and agents in the same manner éarovlded 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 AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS
AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF
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EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR
ARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest 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 anr other environmental medium in, on, or under the leased
premises, by any waste, pollutant, 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 ATTORNEYS' FEES AND COURT COSTS) CAUSED BY
OR ARISING OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) 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 Relinquishment Act, and other applicable statutes and amendments thereto,
Iand if any provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknow[edged 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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM" attached hereto and made a part hereof.
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*x THIS IS A PAID-UP OIL AND GAS LEASE as to any rentals that may be paid on or before the 1% and 2™
anniversary date. If delay rentals are paid on or before the 3™ anniversary date, the total rental ggid shall be $33,280.00.

Of such amount, $16,640.00 is pa
of Texas as provided herein, and

JACKE.B E, JR.

BY: Jack E. Blake, Jr.
TITLE: Individually

pATE: Jf 72 -0

STATE OF TEXAS

b
BY: \“GFUL—QL\U H

ble to the owner of the soil as arovided herein and $16,640.
e rentals due on or before the 4

is payable to the State
anniversary date will be PAID-UP.

MICHAEK ], DANIE
T
Mic‘l:ael J. Daniel

Individually
oate: [/ /2 /2ec T

)

STATE OF TEXAS

Darlene H. Goodspeed

/0-25-3005

DATE:

THE STATE OF /fﬂa.a §
§

COUNTY OF hlz §

5 ‘%W BY:

DATE:

This instrument was acknowledged before me on this the _g?i day of Q A [‘-_EA— , 2005, by Darlene H.

Goodspeed, in the capacities herein stated.

IN WITNESS WHEREOQF, I have hereunto set my hand and affixed my notarial seal the day and year last above

written.

My commission expires:

03.23. 3008

T T e e 5

oA s

Notary Public Signatur

L4 Q(f\-: SHARON REYNOLDS
2 * Z Notsry Public, State of Texas
il ___-’ My Commindion Expires 03:23-2000
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THE STATE OF TEXAS §

- ' §

COUNTY OF MIDLAND  §
This instrument was acknowledged before me on this the éa,a day of A/L‘D@ﬂé@g‘ , 2005, by Jack E.

Blake, Jr., and Michael J. Daniel, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above

written.
My commission expires: /€ 1 ?' '
) [ Lila
S JAN R. DAVIS &Notary Public Signature
3+ MY COMMISSION EXPIRES
September 16, 2008
-11-
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' ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and between the State of Texas, acting by and through its agent
Darlene H. Goodspeed, and Jack E. Blake, Jr. and Michael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $166.40.
Of such amount, $83.20 is payable to the owner of the soil as provided herein and $83.20 is payable to the State of
Texas as provided herein.
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REEVES COUNTY, TEXAS
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Date Filed:

George P. Bush, Commissioner

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS
COUNTY OF REEVES
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FILE# 5354

General Land Office
Relinquishment Act Lease Form
Revised, September 1997
OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of between the State of Texas,
acting by and through its agent, Houston Goodspeed, a/k/a Houston Lowell Goodspeed, whose address is 2815
Valley View Lane, Suite 115
Dallas, Texas 75234, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

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 Reeves County, State of Texas, to-wit:

Block 57, T-3, T&P R.R. Co. Survey
Section 4: All, 640 acres, more or less.
Reeves County, Texas
Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas:
($18,376.50)

To the owner of the soil: 4 %
$18,376.50)

Total bonus consideration:
$36,753.00)

The total bonus consideration paid represents a bonus of THREE HUNDRED AND NO/100** Dollars ( $300.00) per acre,
on __122.51 net acres.

2. TERM. Subject to the other provisions in this lease, this lease shall be for a term of from
this date (herein called primary term") and as long thereafter as oil and gas, or either of them, is p n paying

g_‘u:ntju&s from said land. As used in this lease, the term "produced in paying quantities” means that the receipts from
sale or other authorized commercial use of the substance(s) covere(] out of pocket operational expenses for
the six months last past.

x

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 owner of the
soil or to his credit in the 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 addition, Lessee
shall pay or tender to the COMM ONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,
TEXAE, a like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the
grejvlle%e of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall

in the following amounts:

To the owner of the soil: *a wxa ( $61.26)
To the State of Texas: SIXTY-ONE AND 26/100** Dollars *** Dollars ( $61.26)
Total Rental: 5 *s wex ($12251) *=*

(** See attached Amended Delay Rental Provision)
In a like manner and upon like payments or tenders annually, the commencement of a well may be further deferred for
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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 assignee of this lease, and mar‘be delivered on or before the
rental paying date. If the bank designated in this g:ragmph (or its successor bank) should cease to exist, suspend
business, liquidate, fail or be succeeded by another bank, or for any reason fail or rel 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. U 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 Office of the State of
Texas, at Austin, Texas, and one-half (1/2) of such royalty to the owner of the soil:

@‘) 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 throcarbons recovered from oil or gas run
through a separator or other equipment, as hereinafter provided, shall be TWE - PERCEN rt of the
gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the General
Land gfﬁce, such value to be determined by 1) the highest posted price, plus premium, Iif any, offered or paid for oil,
condensate, distillate, or other liquid hydrocarbons, respectively, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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. requirement that such gas be run through
a sepagtor 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 rocarbons
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) shall be ng‘%-mg P:ERQEE[ {g%i part of the ?mss production or the market value thereof, at the
option of the owner o soil or Commissioner of the General Land Office, such value to be based on the highest
market 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 sgroducer, 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 square inch absolute, and the 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 the Balance Method or by the most approved methog of testing being
used by the industry at the time of testing.

© PROCESSED GAS. Royalty on anE as processed in a gasoline plant or other plant for the recovery of
ﬁasoline or other liquid hydrocarbons shall be = PE 0?art of the residue gas and the liquid
ydrocarbons extracted or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land Office. All royalties due herein shall be based on one hundred percent EIDO%) of the total plant production
of residue gas attributable 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 attributable to the gas produced
from this lease; provided that if liquid hydroca s are recovered from gas processed in a plant in which (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 acauirg to a third party processing t<};‘as 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 industry), whichever is the greater. The respective royalties on residue gas and
on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the i;ross Elﬂce paid or offered for such residue gas (or the
weighted average gross selling price for the respective grades of liquid gammrbons), 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.

(Dg 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 NTY-FIVE rt of the gross uction of s
products, or the market value thereof, at the option of owner soil or 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 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 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 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.

D
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6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,
the owner of the soil or the Commissioner of the | Land Office may, at the of either, upon not less than
sl:& (60) days notice to the holder of the lease, require that the payment of any roya acaruing 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, gasandomerpmducts 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 Ity shall be payable on any gas as may represent this lease's

proportionate share of any fuel used to process gas hereunder In any Prooessing plant. Notwithstanding any

other provision of this lease, and subject to the written consent of the owner of the soil and the Commissioner of the
General Land Office, Lessee may e gas for gas lift purposes on the leased premises or for injection into any oil or \

gas producing formation underlying 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 rovalty under this lease. |
|

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

PaymentofroyaltyonproductionofollandngasshanbeaspmvidedinmemlessetfommmeTsRegtster. 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 production, 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 production, accompanied by the

affidavit of the owner, manager or other authorized agent, completed in the form and manner 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 all documents, records or reports confirming the gross production, disposition and market |
value including gas meter readings, pipeline receipts, ?as line receipts and other checks or memoranda of amount !
produced and put into pipelines, tanks, or Is and gas lines or gas storage, and any other reports or records which the

General Land Office may require to verify gross production, di ition and market value. In all cases the authority of

a manager or agent to act for the Lessee herein must be filed in 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 being 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 roy, or $25.00, whichever is

greater. A royalty payment which is over thirty (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 accruing when the rorralty is sixty (60) days overdue. Affidavits and supporting 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 for 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 of forfeiture as provided by law nor act to postpone the date on which royalties were

originally due. The above penalty provisions shall not arﬁgiy in cases of title dispute as to the State's portion of the royalty

or to that portion of the royalty in dispute as to fair ma 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 undertying this lease or allocable to this
lease and shall fumnish 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, sale and marketing of the oil and gas produced on said premises, including
the books and accounts, receipts and discﬁarges 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 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-entry,
tem ry abandonment or plug and abandonment of any well or wells. 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 at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises

3
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for the purpose of identifying wells, tank batteries 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 casing to the total depth of well, of all
wells drill ontl'\eabovedescﬁbedgremises 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 reports, documents or other materials are not
filed in the General Land Office when due. The penalty for late filing shall be set the General Land Office
administrative rule which is effective on the date when the 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 thereon, or if
during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60)
days from date of completion of said dry hole or cessation of production Lessee commences adiditional drilling 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 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 for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking operations pursuant to Para?draph 13, usm the expiration of the e?rimary 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 term , Lessee may resume payment of the annual rental in
the same manner as pruvidega 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the
leased premises, payments may be made in acoorg(ance 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 uced on said land, but Lessee is then engaged in drilling or reworking
opera?ons thereon, this lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling 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 uced in paying quantities from said land, or payment of shut-in oil or gas well royalties or
compensatory royalties is made as provided In this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shail not terminate if
Lessee commences additional driliing or reworking operations within sixty (60) days after such cessation, and this lease
shall remain in full force and effect for so as such operations continue in good faith and in warkmanlike 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 a eﬁedforsobngasoilorgaslso})roduoedfromﬂ'leleasedpfemisesin
paying quantities or payment of shut-in oil or ﬁas well royalties or payment of compensatory royalties s made as
Rgov‘ ed herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a di

le, 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 a2 workmanlike manner without interruptions totaling more than sixty
(60) days. Lessee shall 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, "well" means any well that has been assigned a
well number by the state agency havir;gajuﬁsdlction over the production of oil and gas. If, at any time after the
expiration of the primary term of a lease that, until being shut 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 shut-in oil or gas royaltr an amount
equal to double the annual rental provided in the lease, but not less than $1,200 a r for each well capable of
producing oil or gas in paying quantities. If Paragraph 3 of this lease does not Dsgedfy 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: (1) the expiration of the primary term, EZ) 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 latest. Such payment shall be made one-half (//2) to
the Commissioner of the General Land Office and one-half (1/2) 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 easemror a
period of one year from the end of the primary term, or from the first day of the month following tte month in which
production ceased, and, after that, if no suitable pmduct!on 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
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before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in gffect-by payment of the shut-inv
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 oocurring, the

ight to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain
2 e for the remainder of the year for which the royalty has been pald. The Lessee may maintain the lease for four
more successive years by Lessee paying compensatory royaity 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. compensatory roya(l?v is to be paid monthly, one-half (1/2) to the
Commissionerof’ﬂmeGeneralLandOfﬁceandme—half(llZ)tomamner the soll, beginning on or before the day {
of the month following the month in which the oil or gas is produced from 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 in an amount less than 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 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 Commissioner'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 producing
or capable of producing oil or gas has been completed on the leased premises, Lessee shall exercise the dill of a
reasonably prudent operator in drilling such itional well or wells as may [)e 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
e oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of ucing in paying

.
sees quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lessee is then
saee engaged in continuous drilling or reworking operations, or (2) the number of acres included in a producing pooled unit
2 pursuant to Texas Natural Resources Code 52.151-52.153, or (3) such greater or lesser number of acres as may then be
e allocated for production purposes to a proration unit for each such ucing well under the rules and regulations of the
. Railroad Commission of Texas, or any successor agency. or other governmental authority having jurisdiction. If at an
os @ time after the effective date of the partial termination provisions hereof, the applicable field rules are changed or the well
LS 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 of this lease as to a portion of the lands covered hereby, Lessee
shall nevertheless continue to have right of ingress to and egress from the lands still subject to this kease for all
S purposes described in Paragraph 1 hereof, together with easements and right-of-ways for existing roads, existin
Epelines and other existingofadlIUes on, over and across all the lands described in Paragraph 1 hereof ("the retai

. nds"), for access to and from the retained lands and for the gathering or transportation of oil, gas and other minerals
L L produced from the retained lands.

(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(A2 above, unless on or before two
2) years after the primary or extended term Lessee pays an amount equal to one-half (I/2) 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.

© 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 description of the
acreage and/or depths not retained hereunder. The recorded release, or a cer‘rt:'%ed 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 nate 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 de%lh 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
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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 ucing 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 written a | may the payment
of compensa 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 oblmﬂon to comply with such covenant shall be suspended and
Lessee shall not be liable for damages for failure to comply such covenants; additionally, this lease shall be extended
while Lessee is prevented, by any such cause, from conducting drilling and reworking operations or from producing oil or
gas from the leased premises. However, nothing in this pa shall suspend the payment of delay rentals in order to
n}air:tain this lease in effect during the primary term in the of such drilling or reworking operations or production
of oil or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults In payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soil in the leased premises tgaying any mortgage, taxes or other liens on the Lased premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

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 tely reduced. However, before Lessee adjusts the
royalty or rental due to the Commissioner of the General Land , Lessee or his authorized representative must submit
to the Commissioner 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 uction cost allocable to such und interest. However, in no event
shall the Commissioner of the General Land 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 boundaries of a pooled unit that has 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 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 and covered by this lease.

21, USE OF WATER. Lessee shall have the right to use water produced on said land necessarr for
operations under this lease except water from wells or tanks of the owner of the soil; provided, however, Lessee shall not
ufsem%olable waftgr‘eorv_tlater suitable for livestock or irrigation purposes forwatecﬂooc{operauons without the prior consent
o owner o 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. by

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

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

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 wetlands, natural waterways, rivers
and impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or
ﬁround water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca

ydrocarbons 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 livestock against
loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
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and cellars and completely clean up the drillin% site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, botﬂa,faper cups or garbage, and upon completion of
operations shall restore the su 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, Lessee shall have the right to
remove machinery and fixtures by Lessee on the leased premises, including the right to draw and remove casing
within one hundred twenty (120) dazs after the expiration or termination of this lease unless the owner of the soil
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 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 soil
st.rt:_au become r:he owner of any machinery, fixtures, or casing which are not timely removed by Lessee under the terms of

is paragraph.

27, (A?EASSIGNMENTS. 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 sions of this lease
shall extend to and be binding upon their heirs, devrsees, legal reffaentau\res, 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, fmpair the effectiveness of any payment made by Lessee or impair the
effectiveness of any act performed by Lessee. And no change or division in ownershin of the land, rentals, o royaioes
shall bind Lessee for any purpcse until thirty (30) days after the owner of the_soil (or his heirs, devisees, legal
representatives or assigns) furnishes the Lessee with satisfactory written evidence of the change in ownership, including
the original recorded muniments of title (or a certified cop‘ of such original) when the ow ip 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 part of
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 [)art 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 of such assignment in the General Land Office before the next rental paying date, the entire lease shall
terminate for failure to pay the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of 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 uires this lease in whole or in part b¥ 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 power of the owner may be
forfeited by the Commissicner. An assignment will be treated as if it were made to owner of the soil if the assignee
is:

(1) a nominee of the owner of the soil;

(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;

25 a partner or employee in a partnership which is the ownar nf the snil: i

6) a fiduciary for the owner of the scil; induding but not limited to a guardian, trustee, executor,
administrator, receiver, or conservator for the owner of the soil; or

(7 aﬁof:mily 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 of 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 of all subsequent
obligations as to acreage su ered. 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 instrument, or a copy
of recorded instrument certified by the County Clerk 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 accomggnied by the prescribed ﬂling_lfee. If any such
assignment is not so filed, the rights acquired under this lease shall subject to forfeiture at 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 this instrument, including 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 agreements concemning the development of oil and gas from the
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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 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, 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 authorized agent should knowingly make any false retum or false report concernigg
production or drilling, or if Lessee shall fail or refuse to drill any well or wells in faith as required by law a
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 fail or refuse to give correct information to
the authority, or knowingly fail or refuse to fumish the General Land Office a correct log of any well, or if Lessee
shalrrk?'neoﬁln ly violate any of the material isions of this lease, or if this lease is assigned and the assignment is not
filed in the (?a'ueral Land Office as required by law, the rights acquired under this lease shall be subject to forfeiture by
the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder.” Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon satisfa evidence to the Commissioner of General Land Office of
%turecg;npllancewimmepmv!sionsofmelawando this lease and the rules and regulations that may be adopted

ative 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 appllcable statutory lien, an express contractual lien
on and security interest in all leased minerals in and exuact;] 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 lien and security interest may be foreclosed with or without court
pmceedig in the manner provided in the Title I, Chapter 9 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 necessana_'oto
acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arisi m
and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this lease. uld
the Commissioner at any time determine that this representation 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 unitize 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
%25 or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

neral Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural
Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 their respective successors and
assigns, of and from all and any actions and causes of action of every nature, or other harm, inchuding environmental
harm, for which recovery of damages is sought, including, but not limited to, all fosses 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 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 in 33; (including death), costs and expenses, or other harm for which recovery of damages is
sought, under any theory i ing tort, contract, or strict liability, lnciuding attorneys' fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in tae? way related to Lessee's failure to
comply with any and all environmental laws; those arising from or in any way refated 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 reement, or an interest therein,
agrees to be liable for, exonerate, indemnify, defersd 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 described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL
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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 INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards
to ent contamination or pollution of any environmental medium, induding soil, surface waters, groundwater
sediments, and surface or subsurface strata, ambient air or anr other environmental medium in, on, or under the leased
premises, by any waste, pollutant, 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"), t%xlg(eft ordinary products commonly used in connection
with oil and gas exploration and development operations and s 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 CU\IMS‘. DAMAGES, JUDGMENTS, PENALTIES,
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT COSTS) CAUSED BY
OR ARISINé OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE
RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISE'.%
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 Relinquishment Act, and other applicable statutes and amendments thereto,
Iand if any provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknowled 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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM" attached hereto and made a part hereof.
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" THIS IS A PAID-UP OIL AND GAS LEASE as to any rentals that may be paid on or before the 1% and 2™
anniversary date. If delay rentals are paid on or before the 3™ anniversary date, the total rental paid shall be $24,502.00.
Of such amount, $12,251.00 is payable to the owner of the soil asgovlded herein and $12,251.00 lsppayable to the State
of Texas as herein, and rentals due on or before the 4™ anniversary date will be PAID-UP.
JACK % mcu7 37’“'{"—/
! 2 / 7Ll
B¢, Jack i3 Dnalal |
:  JackE. Blake, Jr. M J. Daniel
TITLE: Individually Individually
oate: /24D DATE: _/Lé,éo_-L
Ll
™ .
(TR
sane
-
seee
-
sh_ = STATE OF TEXAS
- Ll
BY:
ell Goodspeed
-
':. # .E DATE:
THE STATE OF ) §
I ){ h §
COUNTY OF 4 §
This instrument was acknowledged before me on this the l l “ l day of ° ) /_, 2005, by Houston

Goodspeed, a/k/a Houston Lowell Goodspeed, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

My commission expires: ? )'l‘;f’lb(? 7 o8

S
Notary Public Signature

“\\nm n mu,”

A i,
SRMEHE
‘\. o 00'."'._

-10 -

True and Correct
copy of
Jrﬁp:aifHEUin
Reeves County

Clerks Office




THE STATE OF TEXAS §
§
COUNTY OF MIDLAND  §
This instrument was acknowledged before me on this meﬁht__ day ofﬂmy;ﬁ_, 2005, by Jack E,
Bl Mi iel, in the capacities herein stated.

written.

My commission expires:

JAN R. DAVIS
%] MY COMMISSION EXPIRES
Septemoer 16, 2008

Qo 2 s
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Oétary Public Signature

s
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.f OI IgH 1al
Reeves County

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above

iled in
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ADDENDUM attached to and made a part of that certain Qil and Gas Laase dated Octnber 1, 2005,
and between the State of Texas, acting by and throug
Houston Goodspeed a/k/a Houston Lowell Goodspeed, and E Blake Jr and M|d1ael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $122.51.

Of such amount, $61.26 is payable to the owner of the soil as provided herein and $61.26 Is payable to the State of :
Texas as provided herein.

-12- True andﬁijgggct
' copy of
Original filed in
Reeves County
Clerks Office
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= RN ANY PROVISION HEREIN N<iCr & w1675 1 SALE, RENTAL,
OR USE BF THE e 30h00 00 <O0TRTY SECAUSE OF COLDR
OR RACE (5 GeVALID Ani ONFLS ECIEBUE UNDER FRDERAL
FILE NO. 5354 -
FILED FOR RECORD ON THE _ 28TH DAY OF __ NOVEMBER A.D. 2005 10:14 Ax.
DULY RECORDED ON THE 30TH DAY OF NOVEMBER A.D. 2005 9:00 A. M.
BY: 7 (AL T { A/, DEPUTY DIANNE 0. FLOREZ, COUNTY CLERK

. REEVES COUNTY, TEXAS
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Date Filed: 9*[ 9*/ 0 (ﬂ

George P. Bush, Commissioner

By

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS
COUNTY OF REEVES

The above
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filed/recorded in the pub!

ecords of my office. found in VO
pAGE 571 THRU 582 DEED RECORDS
G, | hereby cerified on JANUARY 25,2006
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General Land Office
Relinquishment Act Lease Form
Revised, September 1997

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__October, 2005 , between the State of Texas,
acting by and through its agent, Terry Fortune, whose address is P.O. Box 150322
Fort Worth, Texas 76108, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

L 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

as lands situated in Reeves County, State of Texas, to-wit:
T —
e Section 4: All, 640 acres, more or less,
LB A L] Reeves County, Texas
L]
:' . .E ! Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:
To the State of Texas: N B
- To the owner of the soil: N N ED ** Doll
ol g e Total bonus consideration: El D N ** Doll :
. .o
The total bonus consideration paid represents a bonus of THREE HUNDRED AND NQ/100** Dollars ( $300.00) per acre,
on __51.20 net acres.

5 TERM. Subject to the other provisions in this lease, this lease shall be for a term of ﬂm’%g_gm from
this date (herein called primary term") and as long thereafter as oil and gas, or either of them, is produced in paying
uantities from said land. As used in this lease, the term "produced in paying quantities” means that the receipts from
e sale or other authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for

Ehe six months last past.

3. DELAY RENTALS. If no well is commenced on the leased premises on or before one ({% 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 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 addition, Lessee
shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,
ng, a like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the

rivilege of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall
| e in the following amounts:

To the owner of the soil: TWENTY-FIVE AND 60/100** Dollars *** Dollars ( $25.60)
To the State of Texas: -FIVE AN o *** Doll ( $25.60)
Total Rental: -ON 100** Dollars *** Doll ($51.20) **

(** See attached Amended Delay Rental Provision)

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 D?Kmens or tenders 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 ggragraph (or its successor bank) should cease to exist, suspend
business, liquidate, fail or be succee by another bank, or for any reason fail or refuse to accept rental, Lessee shall

wq
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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. U production of oil and/or gas, Lessee agrees to pay or cause to be paid
one-half (1/2) of the royalg provided for in this lease to the Commissioner of the Gemeral 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 cil, which is defined as including all h rbons 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 TWE - E rt of the
gross production or the market value thereof, at the option of the owner of the soil or mmissioner e 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, of a like type and gravity in the general area where {
produced and when run, or 2) the highest market price thereof 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 3
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 lesast as efficient, so that all liquid |
hydrocarbons recoverable from the gas by such means will be recovered. The requirement that such dgas be run through [
a sepqrbaétor 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 ﬁncludlng flared gas), whidh 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 in a plant for the extraction of gasoline, liquid hydrocarbons or other
productsr) shall be = part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest
market 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 square inch absolute, and the standard
base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure accorg:gg to Boyle's Law,
and for specific gravity according to tests made by the Balance Method or by the most approved me of testing being
used by the industry at the time of testing.

() PROCESSED GAS. Ror‘glty on any gas processed in a gasoline plant or other plant for the recovery of \
asoline or other liquid hydrocarbons shall be - 9 a?art off the residue gas and the liquid
ydrocarbons extracted or the market value thereof, at the option e owner of the soil or the Commissioner of the |

owi
General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant production {
of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to |
Lessee, whichever is the tghreater, of the total I%Ignt production of liquid hydrocarbons attributable to the gas produced

from this lease; provided that if liquid hydrocarbons are recovered from gas processed im 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 accruing‘ to a third party processing ‘?Ias through such plant under a processing
agreement negotiated at arm’s lent_?th (or if there is no such third party, the highest percent then 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 market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the gross gnce 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, shall the royalties payable under this paragraph be less than the royaltkes which would have been due

had the gas not been processed.

(Dg OTHER PRODUCTS. Royalty on carbon black, sulphur or any other prodiucts produced or manufactured
from gas (excepting liquid hydrocarbons) whether said gas be casinghead, "dry,” or amy other gas, by fractionating,
buming or any other processing shall be Mkﬁ_ﬁ_ﬂmfy%uﬂfﬂ tﬁ:rt of the gross procl.ncﬂon of su

products, or the market value thereof, at the option of owner of the soil or 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 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 after the expiration of the prima gmm-m of this lease, if this lease is
maintained by production, the Ities pa er this lease in no event shall be less 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 lesis the amount of royalties paid
during the preceding year. If Paragraph 3 of this lease does not specify a delay rental ammount, then for the purposes of
this paragraph, the delay rental amount shall be one dollar ($1.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,

the owner of the soil or the Commissioner of the | Land Office may, at the orﬁom 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
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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 '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, Fatherlng 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 of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift 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 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 of royalty on production of 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 Sth day of
the second month succeeding the month of production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized agent, completed in the form and manner 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 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 &Eﬁt into pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the
General Land Office may require to verify 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 being 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 rgzall? or $25.00, whichever is
greater. A royalty payment which is over thirty (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 accruing when the mralty is sixty (60) days overdue. Affidavits and supporting 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 sugggrting documents were due. The Lessee shall bear all responsibility for paying or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way
operate to prohibit the 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 title 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 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, sale and marketing of the oil and gas produced on said ggemlses including
the books and accounts, receipts and dlscﬁarges 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 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-entry,
temrorary 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 at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries 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 %y the
General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or
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radioactivity survey made on the bore-hole section, from the base of the surface casing to the total depth of well, of all
wells drilled on the above described S;:;remises 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 reports, 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 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 thereon, or if
during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling 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 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 for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking 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 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in 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 expiration of the
primag 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 force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling 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 shut-in oil or gas well royalties or
compensatory royalties is made as provided in this lease.

13; CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional drliling or reworking 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 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 premises in
paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory royalties is made as

rovided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d

ole, the lease will not terminate if the Lessee commences additional drilling or reworking operations within sixty (6{5
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 ogerations in good faith and in a workmanlike manner without interruptions totaling more than sixty
(603| c?jys' Lessee shall 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, "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 term of a lease that, until being shut in, was being maintained in force and effect, a well capable
of producing oil or gas in Faying uantities 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 shut-in 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. If Paragraph 3 of this lease does not sgecify 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 oll or gas royalty must be paid on or before: (1) the expiration of the primary term, 12) 60 days after the Lessee
ceases to produce oil or gas from the leased premises, or (3) 60 days after Lessee comﬁetes a drilling or reworking
operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) 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 primarr term, or from the first day of the month following the month in which
production ceased, and, after that, if no suitable productlon facilities or suitable market for the ol 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
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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 payin? the shut-in oil or gas royalty shall cease, but the lease shall remain
e%ective for the remainder of the year for which the royalty has been paid. The Lessee maJ 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 (1/2‘) to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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
comf)ensatory royalty paid in any 12-month period is in 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 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 Commissioner'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 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
primar?( or extended term, it shall then terminate as to all of the leased premises, EXCEPT (1) 40 acres surrounding each
s oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of Eroducing in paying
seee 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 52.151-52.153, or (3) such greater or lesser number of acres as may then be [
' e e allocated for production q_urposes to a proration unit for each such producing well under the rules and regulations of the {
LI Railroad Commission of Texas, or any successor agency. or other governmental authority having jurisdiction. If at an ‘
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 of this lease as to a portion of the lands covered hereby, Lessee |
L8 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 right-of-ways for existing roads, existin
ipelines and other existing facilities on, over and across all the lands described in Paragraph 1 hereof ("the retain
ands"), 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.

(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
ihereinafter "deeper depths") in each well located on acreage retained in Paragraph 16?[\8 above, unless on or before two
2) years after the primary or extended term Lessee pays an amount equal to one-half IIZP 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.

(©) 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 containin% 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 f
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 deFth 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
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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 written approval may the payment
of. compensatom 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 s 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 vaiid order, rule or regulation of

vernment authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and
essee 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 reworking 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
rr;air)ltain this lease in effect during the primary term in the absence of such drilling or reworking operations or production
of oil or gas.

19, WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soil in the leased premises by paying any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

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 Commissioner 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
soll 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 S%?jymenrs determined on a per acre basis under the terms of this
lease duringﬁthe 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 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 of the owner of the soil; provided, however, Lessee shall not
ufse potable wafter or w|ater suitable for livestock or irrigation purposes for watertiood 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.

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

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

25. POLLUTION. In developing this area, Lessee shall use the highest dgg;ee of care and all proper
safe?uards to prevent poliution. Without limiting the foregoing, pollution of coastal wetlands, natural waterways, rivers
and Impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or

round water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca

ydrocarbons 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 injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, 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.
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26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to
remove machinery and fixtures giaced by Lessee on the 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 soil

| 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 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 soil
shall becomehthe 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 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 the obligations of Lessee, diminish the

ﬂfgfhts, 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 a ur?ose until thirty (30) days after the owner of the soil (or his heirs, devisees, legal

representatives or assigns) furnishes the Lessee with satisfactory written evidence of the arns?le in ownership, including

the original recorded muniments of title (or a certified copy of such origlnal} when the ownership changed because of a

{ conveyance. A total or partial assignment of this lease shall, to the extent of the interest assigned, relleve and discharge

.. Lessee of all subsequent obligations under this lease. If this lease is asslglned in its entirety as to only part of the
e 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 Fart of
the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignee does not file a

terminate for failure to par the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
~ subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of 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 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 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 soll if the assignee
s:

.. (1) a nominee of the owner of the soil;

(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;

ES a partner or employee in a partnership which is the owner of the soil;

(ﬁ 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

(? p.:—(x. 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 of 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 of all 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 reco instrument, or a copy
of the recorded instrument certified by the County Clerk of the county in which the instrument s 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 shall subject to forfeiture at 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 this instrument, including 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 agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease render this lease invalid.

i 3. FIDUCIARY DUTY. The owner of 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
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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 anment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false return or false report concernin
E:oductlon or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in ﬁood faith as required by law an
e rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 fail or refuse to give correct information to
the proper authority, 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 materi:;crrovisions 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 Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon satisfactory evidence to the Commissioner of 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.

y 33.  LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all
oil and tias 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 applicaf:le 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 lien and secu interest may be foreclosed with or without court

roceedings in the manner provided in the Title I, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees

at 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 declare this
lease forfeited as provided herein.

34. POOLING. Lessee is hereby granted the right to pool or unitize 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

eneral Land Office for the pooling or unlﬂzin%hof the interest of the State under this lease pursuant to Texas Natural
Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 soll, 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, 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 strictly 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 in{u (including death), costs and expenses, or other harm for which mverY of damages is
sought, under any theory including tort, contract, or strict liability, incfudlng attorneys' fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in aery 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 A_?reement, 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 described 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
ARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
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SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable saf?uards
to prevent contamination or pollution of any environmental medium, including soil, surface waters, groundwater,
sediments, and surface or subsurface strata, ambient air or anr other environmental medium In, on, or under the leased
premises, by any waste, pollutant, 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 CU\IMS’ DAMAGES, JUDGMENTS, PENALTIES,
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT COSTS) CAUSED BY
OR ARISING OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE
RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISE!l»
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 Relinquishment Act, and other applicable statutes and amendments thereto,
?nd i anyI provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached “"ADDENDUM” attached hereto and made a part hereof.
i THIS IS A PAID-UP OIL AND GAS LEASE as to any rentals that may be paid on or before the 1% and 2™
anniversary date. If delay rentals are paid on or before the 3™ anniversary date, the total rental paid shall be $10,240.00.

Of such amount, $5,120.00 is payable to the owner of the soil as provided herein and $5,120.00 is payable to the State of
Texas as provided herein, and the rentals due on or before the 4™ anniversary date will be PAID-UP.

AN ?
BY: Jack E. Blake, Jr. Michael J. Daniel
TITLE: Individually Individually
DATE: (2’2 - W ( DATE: /gzzg;- <<
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STATE OF TEXAS STATE OF TEXAS

B W@M i

Fortu

"
DATE: O/ ‘P (J/%’J? 17 200 S— DATE:

THE STATE OF | ¢ oS

2 §
e §
COUNTY OF ‘ Qo §

This instrument was acknowledged before me on this the ' day of ﬁémﬁa 2005, by Terry

Fortune, in the capacities herein stated.

IN WITNESS WHEREOQF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

My commission expires: ‘ﬁ;‘(’\m—,' Fi{\ y I
: P i D
Dreec. 37/ 200, 5 = ‘\_.

Notary Publlc Signatu e

TAMMEY LOIACAND
Noiary Puslic, Stata ¢/ Tc
My

cC. 27,0

THE STATE OF TEXAS §
§
COUNTY OF MIDLAND  §
This instrument was acknowledged before me on this theaZol day of A@UQMJQ& , 2005, by Jack E.
Blake, Jr., and Michael J. Daniel, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

My commission expires: A ﬁ 0<Q§LLU,O/

JAN R. DAVIS tary Public Signature

MY COMMISSION EXPIRES
September 16, 2008
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and between the State of Texas, actingrtg and throu%xalls agent
Terry Fortune, and Jack E. Blake, Jr. and Michael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $51.20.
Of such amount, $25.60 is payable to the owner of the soil as provided herein and $25.60 Is payable to the State of
Texas as provided herein.
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General Land Office
Relinquistiment Act Lease Form
Revised, September 1997

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__October, 2005 , between the State of Texas,
acting by and through its agent, Gracie E. Atkinson, whose address is 527 HCR 1414
Covington, Texas 76636, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

1 17 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 Reeves County, State of Texas, to-wit:

T= R

Section 4: All, 640 acres, more or less.
Reeves County, Texas

Containing £40.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: FIVE THOUSAND SEVEN HUNDRED SIXTY-ONE AND 50/100** Dollars
($5.761.50)
To the owner of the soil: A ** Dol
$5,761.50)
Total bonus consideration: N ENTY- e
$11,523.00)
The total bonus consideration paid represents a bonus of THREE HUNDRED AND NQ/100** Dollars ( $300.00) per acre,
on __38.41 net acres.

2. TERM. Subject to the other provisions in this lease, this lease shall be for a term of %EEEFE from
this date (herein called I_'A;orimary term") and as long thereafter as oil and gas, or either of them, is p in paggng
uantities from said land. As used in this lease, the term "produced in paying quantities” means that the receipts from
e sale or other authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for
Ehe six months last past.

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 Bank, at , or its successors (which shall continue
as the depository regardless of changes in the ownershlg of said land), the amount ified below; in 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

rivilegle of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall
in the following amounts:

To the owner of the soil: * ¥ Dol ($19.21)
To the State of Texas: s bl ($19.21)
Total Rental: - N i g ($38.41) **

(** See attached Amended Delay Rental Provision)

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 ?aﬂ):ments or tenders 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
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rental paying date. If the bank designated in this ggragraph (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 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 dseha“ deliver to Lessee a proper recordable instrument naming another bank as agent to receive such payments or
tenders.

4, PRODUCTION ROYALTIES. L'Jﬁon 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 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 throcarbons 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 %{gﬂ\%@gﬂw part of the
gross uction or the market value thereof, at the option of the owner soil or mmissioner 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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 , 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 rggggor or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they
p H

(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) shall be ]IﬁENH'EI!!E Ezgnggm'_ (g%{ part of the Fm&; production or the market value thereof, at the
option of the owner of the soil or Commissioner of the General Land Office, such value to be based on the highest
market 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 ucer, whichever is the greater; provided that the maxdmum pressure base in
measuring 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 Fahrenheit, correction to be made for pressure acacording to Boyle's Law,
and for specific gravity according to tests made by the Balance Method or by the most approved me! of testing being
used by the industry at the time of testing.

© PROCESSED GAS. Rgﬁgﬂy on any gas processed in a gasoline plant or other pllant for the recovery of

asoline or other liquid hydrocarbons shall be mgﬁ]x-gmﬁ PEB%% (253&% Part of the residue gas and the liquid

ydrocarbons extracted or the market value thereof, at the option e owner of the 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 attributable 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 attributabile 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 hydwocarbons shall be fifty
percent (50%) or the highest percent accruing to a third party processing gas through such pliant 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 industry), whichever is the greater. The respective royaiities on residue gas and
on liquid hydrocarbons shall be determined by 1) the highest market 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 tfnce for the respective grades of ﬂquid drocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragreph be less rhan the royalties whicih would have been due
had the gas not been processed.

(Da 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 arry other gas, fractionating,
burning or any other processing shall be mm;;;%n&c%rg@ rt of the gross uction of sxrjg'n
products, or the market value thereof, at the option of the owner of or Commissioneer 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 the basis of the average gross salie 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 rcgtalties 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 egual to the total annual rental less the ammount of royalties paid
during the preceding \fear. If Paragraph 3 of this lease does not specify a delay rental amount, tthen for the purposes of
this paragraph, the delay rental amount shall be one dollar ($1.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,
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the owner of the soil or the Commissioner of the General Land Office may, at the oPu'on of either, upon not less than
sixty (60) days notice to the holder of the lease, require that the payment of any ties accruing to such royalty owner
u this lease be made in kind. The owner of the soil's or the Commissioner of 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 r‘r)vta:‘yalty 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 of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift 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 sold or used by Lessee in @ 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 of royalty on production of 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 Sth day of
the second month succeeding the month of production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized agent, completed in the form and manner 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 all documents, records or reports confirming the gross production, disposition and market
value including gas meter readings, pipeline receipts, ?as line receipts and other checks or memoranda of amount
produced and put into pipelines, tanks, or s and gas lines or gas storage, and any other reports 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 being 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 penalty of Io%%o 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 accruing when the roralty is sixty (60) days overdue. Affidavits and supporting 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 su ing documents were due. The Lessee shall bear all responsibility for paying or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way
operate to prohibit the 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 title 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 this lease or allocable to this
lease and shall furnish said Commissioner with copies of all contracts under which 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, 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 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-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 drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries 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
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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 expr&sslnaprovided for. Lessee shall have an electrical and/or
radioactivity survey made on the bore-hole section, 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 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 reports, 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 materials were due in the General Land Office.

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereqf
and prior to discovery and production of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if
during the primary term hereof and after the di and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling 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 primary term or within sixty (60) days prior thereto, a dry hole be completed and
abandoned, or production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking 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 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the mm or any time thereafter a shut-in oil or gas well is located on the
leased premises, payments may be made in nce 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 en&g)?ged 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 well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than surtr
(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 shut-in oil or gas well royalties or
compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional drlliing or reworking 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 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 uced 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

rovided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d

ole, the lease will not terminate if the Lessee commences additional drilling or reworking operations within sixty (6{)‘
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 tions in good faith and in @ workmanlike manner without interruptions totaling more than sixty

(f;gzj ?:%ys. Lessee shall 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, "well" means any well that has been assigned a
well number by the state agency havirg jurisdiction over the production of oil and gas. If, at any time after the
expiration of the primary term of a lease that, until being shut 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 maJ\apay as a shut-in oil or gas royalty an amount
equal to double the annual rental provided in the lease, but not less than $1,200 %Jear for each well capable of
producing oil or gas in paying quantities. If Paragraph 3 of this lease does not s a delay rental amount, then for the
purposes of this pam?raph, 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: (1) the ration 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 latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or cl;as mmlty
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 prqduction facilities or suitable market for the oil or gas exists, Lessee
may extend the lease 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.
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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 occurring, the

ht to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain
el e for the remainder of the year for which the royalty has been paid. The Lessee meaJ 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 (1]22 to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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 in an amount less than 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 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 Commissioner'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 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 itional 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-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 52.151-52.153, 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 jurisdiction. If at an
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 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 still subject to this lease for all
purposes described in Paragraph 1 hereof, together with easements and right-of-ways for existing roads, existing
[}ipelines and other exisﬁnﬂnhcilitiﬁ on, over and across all the lands described in Paragraph 1 hereof ("the retained
ands"), 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.

(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
{hereinaﬁ:er "deeper depths") in each well located on acreage retained in Paragraph 16(A2 above, unless on or before two

2) years after the primary or extended term Lessee pays an amount equal to one-half (I/2) 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 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 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 ibed 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 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, feet of the leased
premises, or in any case where the leased premises is being drained b%producu‘on 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
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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 ucing 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 written a | may the payment
0 compensatm;I 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 reworking 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
rr;alntaln this lease in effect during the primary term in the absence of such drilling or reworking operations or production
of oll or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soil in the leased premises br paying any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

20. (Ar}u 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 Commissioner 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 prosl:o%rtionate 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 ugn 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 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 of the owner of the soil; provided, however, Lessee shall not
u?empotable wa;%';:r “glater suitable for livestock or irrigation purposes for watertiood operations without the prior consent
of the owner o 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.

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

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper
safec‘i;uards to prevent pollution. Without limiting the foregoing, pollution of coastal wetlands, natural waterways, rivers
and impounded water 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

ydrocarbons 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 injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
and cellars and mmgete{y clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of

~B=

True and Correct
copy of
Original filed in
Reeves County
Clerks Office

———— —— = s B S R T,




{

B0k 717 Pt 584

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, Lessee shall have the right to
remove machinery and fixtures glamd by Lessee on the leased premises, including the right to draw and remove casing,
within one hundred twenty (120) days after the expiration or termination of this lease unless the owner of the soil
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 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 soil
at;all become r::he owner of any machinery, fixtures, or casing which are not timely removed by Lessee under the terms of

is 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 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
ﬁ%hts, privileges and estates of Lessee, fmpair 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 an fﬁum until thirty (30) days after the owner of the soil (or his heirs, devisees, legal
representatives or assignsg rnishes the Lessee with satisfactory written evidence of the cha in ownership, including
the original recorded muniments of title (or a certified CODY 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 part of the
acreage, the right and option to pay rentals shall be apportioned as between 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 tendered; however, if 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 entire lease shall
terminate for failure to pa?r the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of 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 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 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 soil;

(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;

ES 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
(72 %gﬁmily member of the owner of the soil or related to the owner of the soil by marriage, blood, or

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 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 of all subsequent
obligations as to acreage surrengered. 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
assgle\ment or release must be recorded in the county where the land Is situated, and the instrument, or a copy
of the recorded instrument certified by the County Clerk 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 shall subject to forfeiture at 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 this instrument, including 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 agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease er this lease invalid.
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31. FIDUCIARY DUTY. The owner of 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 anment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false return or false report concerning
production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in faith as required by law and
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 fail or refuse to give correct information to
the proper authority, 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 materiragcfruvls!ons 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 ﬁ?hts acquired under this lease shall be subject to forfeiture by
the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon sah‘sfactor}; evidence to the Commissioner of General Land Office of
fu!ture cgmpliance 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 rc};\as 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 extra 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 processingl 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 lien and security interest may be foreclosed with or without court
proceedings in the manner provided in the Title I, Chapter 9 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 declare this
lease forfeited as provided herein.

34, POOLING. Lessee is hereby granted the right to pool or unitize 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

as or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

neral Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural

Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 their 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 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 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 reement, 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 described 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
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(EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR
PARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest 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 anr other environmental medium in, on, or under the leased
premises, by any waste, pollutant, 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 st 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 (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) 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 Relinquishment Act, and other applicable statutes and amendments thereto,
Fand it any provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

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 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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM" attached hereto and made a part hereof.
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x4 THIS IS A PAID-UP OIL AND GAS LEASE as to any, rentals that may be paid on or before the 1% and 2™
anniversary date. If delay rentals are paid on or before the 3" anniversary date, the total rental paid shall be $7,682.00.
Of such amount, $3,841.00 is payable to the owner of the soil as provided herein and $3,841.00 is payable to the State of
Texas as provided herein, and the rentals due on or before the 4” anniversary date will be PAID-UP.
JACKE. B MICHAE? J. DAMU
% I’/K
BY: . Blake, Jr. Mlchael J. Daniel
TITLE: Individually Individually
DATE: [[A-F2 G —7. /Q &S
L]
L]
LLE L)
ssne
seses
-
.h % STATE OF TEXAS STATE OF TEXAS
- LR

fé .z %Z
BY: : BY:

Gracie E. Atkinson

s ® / p -
o s DATE: [[2/( Zzzﬁﬂs DATE:

THE STATE OF V= §
7 T §
COUNTY OF O%ufa_)_ §

This instrument was acknowledged before me on this the / / day of ﬁ"m.—ms, by Gracie E.
Atkinson, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

e,

Notary Public Signature \TV
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THE STATE OF TEXAS § ‘
§
COUNTY OF MIDLAND  § |

This instrument was acknowledged before me on this the oInd day of Nodembﬂﬂ , 2005, by Jack E. \
Blake, Jr.. and Michael J. Daniel, in the capacities herein stated. '

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above ‘
written.

My commission expires:

. ey
" tary Public Signature
RERD r JAN R. DAVIS
] MY COMMISSION EXPIRES
a\'q_g_;, ﬁ Septemer 16,2008 :
. L]
. .
et ee
saee
YRR
-
.e -
. .
L] .
.
. .
L
. we

-11-

True and Correct
copy of
Original filed in
Reeves County L
Clerks Office ~




.

pook 717 e 994

ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and between the State of Texas, acting by and throu%h its agent
Gracie E. Atkinson, and Jack E. Blake, Jr. and Michael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $38.41.
Of such amount, $19.21 is payable to the owner of the soil as provided herein and $19.21 is payable to the State of
Texas as provided herein.
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General Land Office
Relinquishment Act Lease Form
Revised, September 1997

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__October, 2005 , between the State of Texas,
acting by and through its agent, Gayle Walker, whose address is P.O. Box 248
Valley View, Texas 76272, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

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 Reeves County, State of Texas, to-wit:

! T-3, T&P

Section 4: All, 640 acres, more or less.
Reeves County, Texas

Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: ** Doll

To the owner of the soil: ND N ** Doll

Total bonus consideration: N bk

$11,520.00)
The total bonus consideration paid represents a bonus of THREE HUNDRED AND NO/100** Dollars ( $300.00) per acre,
on __38.40 net acres.

e TERM. Subject to the other provisions In this lease, this lease shall be for a term of %ﬁg&gﬂs from
this date (herein called m!:rimary term") and as long thereafter as oil and gas, or either of them, is uced in paying
uantities from said land. As used in this lease, the term "produced in paying quantities" means that the receipts f¥om

e sale or other authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for
the six months last past.
*

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 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 addition, Lessee
shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,
TEXAg, a like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the
Bgvllet%e of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall

in the following amounts:
To the owner of the soil: i *=** Doll ( $19.20)
To the State of Texas: ** Dollars *** Doll ($19.20)
Total Rental: - ** Dollars *** Doll ($38.40) **

(** See attached Amended Delay Rental Provision)

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 assignee of this lease, and may be delivered on or before the
rental paying date. If the bank designated in this ggragraph (or its successor bank) should cease to exist, suspend
business, liquidate, fail or be su ed by another bank, or for any reason fail or refuse to accept rental, Lessee shall
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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 (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 thmrbons produced in a liguid 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 - PE rt of the ‘
gross uction or the market value thereof, at the option of owner of the soil or Commissioner 0 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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 sepq?étor 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) shall be m;gﬁ;%tﬁag%g_ﬁm_ﬂ&rpart of the ?ross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest
market 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 ucer, 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 square inch absolute, and the standard
base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure accorgigg to Boyle's Law,

and for specific gravity according to tests made by the Balance Method or by the most approved me of testing being
used by the industry at the time of testing.

(©) PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of
asoline or other liquid hydrocarbons shall be Mﬁn;ﬁ;_gm%e_g%umﬁ Part of the residue gas and the liquid
ydrocarbons extracted or the market value thereof, at option of owner of the 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 attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to
Lessee, whichever is the g_lreater, of the total plant production of liquid hydrocarbons attributable to the Eas 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 aca'uint?\eto a third party processing 3‘:5 through such plant under a processing
agreement negotiated at arm's Ien?th (or if there is no such third party, highest percent then 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 market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the ?ross ice 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, shall the royalties payable under this paragraph be less than the royalties which would have been due
had the gas not been processed.

(DZ 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 M?gi_tﬁﬂgﬁé%usﬁ?_\ rt of the gross production of su:

products, or the market value thereof, at the option of the owner of the soil 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 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 after the expiration of the primary term of this lease, if this lease is
maintained by production, the Ities 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 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.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,
the owner of the soil or the Commissioner of the eral 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
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; under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office's right to tak‘e
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, Igatheﬂng 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 of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift 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 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
hers the General Land Office at Austin, Texas, in the following manner:

seve Payment of royalty on production of 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

b the second month succeeding the month of production, 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 production, accompanied by the

ee o ! affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by the General

e e Land Office and showing the gross amount and disposition of all ol 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 %as 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 reports or records which the

. General Land Office may require to verify the gross production, disposition and market value. In all cases the authority of

ol . a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be

- e e accompanied by a check stub, schedule, summary or other remittance 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 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 penalty of 10% of the royalty due or $25.00

whichever is greater. In addition to a penalty, royaities shall accrue interest at a rate of 12* per year, such interest will

begin accruing when the roralty is sixty (60) days overdue. Affidavits and supporting 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 sugggrﬁng documents were due. The Lessee shall bear all responsibility for paying or causing

royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way

{ operate to prohibit the State's right of forfeiture as provided by law nor act to postpone the date on which royalties were

| oﬁglnaliy due. The above penalty provisions shall not ?Eply in cases of title 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 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, sale and marketing of the oil and gas produced on said premises, including
the books and accounts, receipts and discﬁarges of all wells, tanks, pools, meters, and pipelines shall at all times be

subject to inspection and examination l:l the Commissioner of the General Land Office, the Attorney General, the
Governor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS. Written 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-entry,
temrorary 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 at the time they are filed with the Texas Railroad
Commission. All applications, permits, rgPorts 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries 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
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radioactivity survey made on the bore-hole section, from the base of the surface casing to the total depth of well, of all
wells drilled on the above described é)remlses 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 reports, 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 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 thereon, or if
during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling or
reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this
lease. If, durint?I 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 for any cause, Lessee’s rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking 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 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in 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 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 force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than si
(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 shut-in oil or gas well royalties or
compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional drilling or reworking 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 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 premises in
paying quantities or payment of shut-in oil or Ig{as well royalties or payment of compensatory royalties is made as

rovided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d

ole, the lease will not terminate if the Lessee commences additional drilling or reworking operations within sixty (6(%
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 @ workmanlike manner without interruptions totaling more than sixty
(62‘)j days. Lessee shall 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, "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 term of a lease that, until being shut in, was being maintained in force and effect, a well capable
of producing oil or gas in Faying uantities 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 shut-in 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. If Paragraph 3 of this lease does not sgecify 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: (1) the expiration of the primary term, 12) 60 days after the Lessee
ceases to produce oil or gas from the leased premises, or (35’ 60 days after Lessee comgetes a drilling or reworking
operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) 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 procfuction 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
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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 (IIZR to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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 in 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 oP?hese 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 Commissioner'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 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 f§;as 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 52.151-52.153, 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 jurisdiction. If at an
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. Nolw[thstandlng] 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 still subject to this lease for all
purposes described in Paragraph 1 hereof, together with easements and right-of-ways for existing roads, existin
Fipellns and other existing facilities on, over and across all the lands described in Paragraph 1 hereof (“"the retai
ands"), 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.

(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 de&h drilled
iherelnafter "deeper depths") in each well located on acreage retained in Paragraph 16(AI above, unless on or before two

2) years after the primary or extended term Lessee pays an amount equal to one-half Ij?.) 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 deFths, 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 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 def)th 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
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satisfy the statutory offset obligation may subject this lease and the owner of the soil's agency rights to forfeiture. Only
uFon the determination of the Commissioner of the General Land Office and with his written a_l?provai may the payment
o cornpensator% 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 conductin%edrilling 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
Eovemment authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and |
essee 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 reworking 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
mfaln|tatn this lease in effect during the primary term in the absence of such drilling or reworking operations or production
of oil or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soil in the leased premises b¥ paying any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

20, (At)h 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 Commissioner 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 angfigroduction 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, duringethe 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 s%agments determined on a per acre basis under the terms of this
lease during the primary term shall be calculated ba uggn 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 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 excegt 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 watertlood 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.

decti 2% PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury its pipelines below plow
epth.

24, WELL LOCATION LIMIT, No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

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 wetlands, natural waterways, rivers
and impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or
ﬁround water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca

ydrocarbons 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 injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, 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.
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26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to
remove machinery and fixtures glaced by Lessee on the leased premises, incfudln%wthe right to draw and remove casing,
within one hundred twenty (120) days after the expiration or termination of this lease unless the owner of the soil
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 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 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 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 the obligations of Lessee, diminish the

ﬁﬁrhts, 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 asslgnsF urnishes the Lessee with satisfactory written evidence of the change in ownership, including

the original recorded muniments of title (or a certified copr of such origlna|¥ 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 asslg.'r;ed in its entirety as to only part of

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 tendered; however, if the assignor or assignee does not file a

certified cogy of such assignment in the General Land Office before the next rental paying date, the entire lease shall

: { terminate for failure to pay the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be

L1 subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of 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 acc*ulres 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 of assignment and the a&ency power of the owner may be
e Ifoarf.c.'lzed by the Commissioner. An assignment will be treated as if it were made to the owner of the soll if the assignee
S:
(1) a nominee of the owner of the soll;
. | (2) a corporation or subsidiary in which the owner of 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 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 soil; including but not limited to a guardian, trustee, executor,
administrator, receiver, or conservator for the owner of the soil; or
(? p% 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 of 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 of all 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
asstlﬁnment or release must be recorded in the county where the land Is situated, and the recorded instrument, or a copy
of the recorded instrument certified by the County Clerk 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 accomggnled by the prescribed ﬁtina.lfee. If any such
‘ assignment is not so filed, the rights acquired under this lease shall subject to forfeiture at 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 this instrument, including 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 agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease render this lease invalid.

3L FIDUCIARY DUTY. The owner of the soil owes the State a fiduciary dut¥ 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
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| 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 anment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false return or false report concerning
production or drilling, 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 regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
‘ in the manner required by law or fail 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 fail or refuse to give correct information to
| the Proper authority, 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 rights acquired under this lease shall be subject to forfeiture by
! the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon satisfactorr evidence to the Commissioner of the General Land Office of
fulture cgmpiiance 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 ?]as 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

esee secure payment of any damages or loss that Lessor may suffer by reason of Lessee's breach of any covenant or condition
ssse of this lease, whether express or implied. This lien and securitgr interest may be foreclosed with or without court
L2 g proceedings in the manner provided in the Title I, Chapter 9 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

Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the
execution requirements stated in Texas Natural Resources Code 52.152.

*s = and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this lease. Should
ol the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this
i lease forfeited as provided herein.
{ 34. POOLING. Lessee is hereby granted the right to pool or unitize 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
R ' %as or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the
e 5 eneral Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural
|

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, 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 strictly 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 in{u (including death), costs and expenses, or other harm for which recoverr of damages is
sought, under any theory including tort, contract, or strict liability, Incfuding 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,
quests, invitees, and their respective successors and assigns. Each ass{gnee of this Al reement, 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 described 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 INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE

..
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SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest 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 anrr other environmental medium in, on, or under the leased
premises, by any waste, pollutant, 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 ATTORNEYS' FEES AND COURT COSTS) CAUSED BY
OR ARISING OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) 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 Relinquishment Act, and other applicable statutes and amendments thereto,
|and it any provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM" attached hereto and made a part hereof.
**  THIS IS A PAID-UP OIL AND GAS LEASE as to any rentals that may be paid on or before the 1* and 2™
anniversary date. If delay rentals are paid on or before the 3" anniversary date, the total rental paid shall be $7,680.00.

Of such amount, $3,840.00 is payable to the owner of the soil as provided herein and $3,840.00 is payable to the State of
Texas as provided herein, and the rentals due on or before the 4™ anniversary date will be PAID-UP.

. ; Z MICHAEL J ri% W/?
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[
BY: Jack E. Blake, Jr. Michael 1. Daniel
TITLE: Individually { Individually
Cog 453
DATE: Z/ /) DATE: _ //[2/Z%cs”
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STATE OF TEXAS

BY:

DATE: /0/ H{/ 0{ DATE:

THE STATE OF ?« g §
§
COUNTY OF §

This instrument was acknowledged before me on this the szi day of _@'é@_, 2005, by Gayle

Walker, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

ERIN ENGELHARDY
Notary Public, State of Texas
My Commissian Expires 01-11-08

T AN
“CappaY

THE STATE OF TEXAS §
§
COUNTY OF MIDLAND  §

This instrument was acknowledged before me on this thegﬂ;l_ day of _ﬂﬂ(&m@!ﬁ_, 2005, by Jack E.
Blake, Jr., and Michael J. Daniel, in the capacities herein stated.

IN WITNESS WHEREOQF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

My commission expires: Q\_Q/L/ 2} KQQLLLQ/'

JAN R. DAVIS otary Public Signature
] MY COMMISSION EXPIRES

Septemoer 16, 2008
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and between the State of Texas, acting by and through its agent
Gayle Walker, and Jack E. Blake, Jr. and Michael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $38.40.

Of such amount, $19.20 is payable to the owner of the soil as provided herein and $19.20 is payable to the State of
Texas as provided herein.

“4q.= |
!
| T I— S I T = R o - R—
r-— 7 Wmlgnmtﬂi:".'-' 8is 12U -'.-‘ WAL -l
OR USE B+ =0 o TR SECAUS |
O RACE i aVALL 2%l %00 S000RE CINOFR FFDERAL |
FILE 8O. 5055 w
FILED FOR RECORD ON THE 3RD DAY OF NOVEMBER A.D. 2005 8:36 A.mM.
DULY RECORDED ON THE _____ 4TH DAY OF NOVEMBER A.D. 2005 10:00 A.M.
BY: 7 K [\ ! & , DEPUTY
» ;

DIANNE O. FLOREZ, COUNTY CLERK
REEVES COUNTY, TEXAS
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George P. Bush, Commissioner

By

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing is a full. true and correct photographic copy of the
original record now in my lawlul custody and poSSession. as the 5inle 1]

SR 008 ORFGE Rl URLIC

,&‘;%"io, %, | hereby certified on ﬁO 1 125/2006
eﬁ-f\ 5
g»‘f ‘! mﬂNE 0 FLOREZ, OUNTY C)LERK
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FILE# 5356

General Land Office
Relinquishment Act Lease Form
kevised, tember 1997

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__October, 2005 , between the State of Texas,
acting by and through its agent, Linda F. Spires, whose address is 16301 Ledgemont, #106
Addison, Texas 75001, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and
agreements to be paid, kept and 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 Reeves County, State of Texas, to-wit:

Block 57, T-3, T&P R.R. Co. Survey

Section 4: All, 640 acres, more or less.
Reeves County, Texas

Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: E ** Doll

To the owner of the soil: had 7

Total bonus consideration: o

$11,520.00)
The total bonus consideration paid represents a bonus of THREE HUNDRED AND NOQ/100** Dollars ( $300.00) per acre,
on __38.40 net acres.

2 TERM. Subject to the other provisions in this lease, this lease shall be for a term ofp%ﬁ%ﬁﬂs from
this date (herein called (fﬁmary term") and as long thereafter as oil and gas, or either of them, is uced in pag:)ng
uantities from said land. As used in this lease, the term "produced in paying quantities” means that the receipts from

e sale or other authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for
the six months last past.
*

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 Bank, at , or its successors (which shall continue
as the depository regardless of cha in the ownership of said land), the amount specified below; in addition, Lessee
ST;I&IIAgay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,
T , a like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the

g;ivil e of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall
in following amounts:

To the owner of the soil: et i r ($19.20)
To the State of Texas: ND ** Dollars *** Dollar ( $19.20)
Total Rental: - had s ($38.40) **

(** See attached Amended Delay Rental Provision)

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 assignee of this lease, and may be delivered on or before the
rental paying date. If the bank designated in this Bgragraph (or its successor bank) should cease to exist, suspend
business, liquidate, fail or be succ by another bank, or for any reason fail or refuse to accept rental, Lessee shall

e

True and Correct
copy of
Original filed in
Reeves County
Clerks Office




sk 717 et DYb

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. U production of oil and/or gas, Lessee agrees to né)ag or cause to be paid |
one-half (1/2) of the royalga provided for in this lease to the Commissioner of the General La ffice 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 [ E! of the

soil or

ross production or the market value thereof, at the option of owner 0 mmissioner o ﬁ General
nd Bfﬁce, 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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 tg;e)e, or other equipment at least as efficient, so that all liquid
hydrocarbons recoverable from the gas by such means will be recovered. requirement that such be run through
a sepagtor 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 gndudlng flared gas), which is defined as all h rbons
and gaseous substances not defined as oll in subparagraph (A) above, produced from any well on said land (except as
provided herein with respect to gas sed in a plant for the extraction of gasoline, liquid hydrocarbons or other
products) shall be NTY-FIV E part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest
market 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 square inch absolute, and the 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 the Balance Method or by the most approved of testing being
used by the industry at the time of testing.

(€ PROCESSED GAS. Roszalty on any gas processed in a gasoline plant or other plant for the recovery of
ﬂasoline or other liquid hydrocarbons shall be D!E_F]]ﬂﬂm#gi_mg rt of the resadue gas and the liquid
ydrocarbons extracted or the market value thereof, at option o owner of the soil or the Commissioner of the
General Land Office. All royalties due herein shall be based on one hundred percent Eloo%) of the total plant production
of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to
Lessee, whichever is the g‘rgater, of the total plant production of liquid hydrocarbons attributable to thie gas produced
from this lease; provided that if liquid hydrocai are recovered from gas processed in a plant in which (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 accrulnt% to a third party processing 3:5 through such plant undler a processing
agreement negotiated at arm's th (or if there is no such third party, highest percent then 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 hlghest market 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, shall the royalties payable under this paragraph be less than the royalties which would have been due
had the gas not been processed.

(Dz 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, fractionating,
burning or any other processing shall be Mg]%%_ﬂi&;ﬁ%gﬁ%} rt of the grass production of suc
products, or the market value thereof, at the option owner 0 s0il or 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 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.

L 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 ut this lease in no event shall be less than an amount equal to the total
annual delay rental herein ; 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 royalties paid
during the preceding year. If Paragraph 3 of this lease 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.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,
the owner of the soil or the Commissioner of the eral 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

| -2
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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, Igathering 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 of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift purposes on the leased premises or for in?ection 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 of royalty on production of 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 production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized a?ent, completed in the form and manner 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 all documents, records or reports confirming the gross production, disposition and market
value including %as meter readings, pipeline receépts, as line receipts and other checks or memoranda of amount
produced and Su into pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the
General Land Office may require to verify the gross production, disposition and market value. In all cases the authoriv:r 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 being 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 ro)(al or $25.00, whichever is
greater. A royalty payment which is over thirty (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 accruing when the roYalty is sixty (60) days overdue. Affidavits and supporting 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 suggorting documents were due. The Lessee shall bear all responsibility for 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 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 title 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 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, sale and marketing of the oil and gas produced on said premises, including
the books and accounts, receipts and discﬁarges 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 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-entry,
tem?orary 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 at the time they are filed with the Texas Railroad
Commission. All applications, permits, re 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries 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
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radioactivity survey made on the bore-hole section, from the base of the surface casing to the total depth of well, of all
wells drilled on the above described gremlses 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 reports, 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 materials were due in the General Land Office.

i1y, 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 thereon, or if
during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling 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 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 for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
guantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking 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 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in 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 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 force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling 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 shut-in oil or gas well royalties or
compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional drliiing or reworking 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 more than sixty ( J 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 premises in
paying quantities or payment of shut-in oil or ﬁas well royalties or payment of compensatory royalties is made as

rovided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d
ole, 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
dri Ilng| or reworking ogerations in rﬁtwd faith and in @ workmanlike manner without interruptions totaling more than sixty
(6831 cg_ys. Lessee shall 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, "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 term of a lease that, until being shut 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 shut-in oil or gas royalty an amount
equal to double the annual rental provided in the lease, but not less than $1,200 a r for each well capable of
producing oil or gas in paying quantities. If Paragraph 3 of this lease does not sgecify 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: (1) the expiration of the primary term, $2) 60 days after the Lessee
ceases to produce oil or gas from the leased premises, or (3) 60 days after Lessee comgetes a drilling or reworking
operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) to
the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or ?as rozr;lly
is paid, the lease shall be considered to be a producing lease and the payment shall extend the term of the lease for a
period of one year from the end of the primary term, or from the first day of the month following the month in which
production ceased, andi$ after that, if no suitable proc[uction 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
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of the leased premises and completed in the same producing reservoir, or in any case in which drainage is occurring, the
ﬁght to. continue to maintain the lease by payin%_lthe 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 rovalg\ 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 (1/2? to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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 in 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 Paymems which are not timely paid will accrue penalty and interest in accordance with Pagﬁraph 9 of this lease.
None of these provisions will relieve Zessee 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 Commissioner'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 producing
or capable of producing oil or gas has been comdpleted 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) %(ears after the expiration date of the
primary or extended term, it shall then terminate as to all of the leased dpremis&s, CEPT (1) 40 acres surrounding each
oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of ﬁroducing 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 reworkingsoperations, or (2) the number of acres included in a producing pooled unit
pursuant to Texas Natural Resources Code 52.151-52.153, 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 authorlt( having jurisdiction. If at an
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 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 still subject to this lease for all
purposes described in Paragraph 1 hereof, together with easements and right-of-ways for existing roads, existi
l:ipelines and other existlngofacilities on, over and across all the lands described in Paragraph 1 hereof ("the retain
ands"), 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.

(B) HORIZONTAL. In the event this lease is in force and effect two (120) 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
fhereinafter "deeper depths") in each well located on acreage retained in Paragraph 16(AI above, unless on or before two
2) years after the primary or extended term Lessee pays an amount equal to one-half (I/2) 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 derms, 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 contalnin% 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 de?th 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 compieted within 1,000 feet of the
leased premises start producing in commercial quantities and shall prosecute such drilling with diligence. Failure to
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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 written approval may the payment
[ compensatom 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 exrress 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
vernment authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and
essee 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 reworking 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
rr;alnrtaln this lease in effect during the primary term in the absence of such drilling or reworking operations or production
of oil or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soil in the leased premises by paying any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

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 Frovlded 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 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 fﬁroductlon cost allocable to such undivided interest. However, in no event
shall the Commissioner of the General Land Office receive as a royal?r 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
soll 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 sge?(ments 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 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 of the owner of the soil; provided, however, Lessee shall not
ufsethpotabie waftg: or vrlater suitable for livestock or irrigation purposes for watertiood 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.

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

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

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 wetlands, natural waterways, rivers
and impounded water 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 esca

ydrocarbons 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 injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of
operations shall restore the surface of the land to as near fts original condition and contours as is practicable. Tanks and
equipment will be kept painted and presentable.
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26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to
remove machinery and fixtures glaced by Lessee on the leased tﬁgamlse's, including the right to draw and remove casing,
within one hundred twenty (120) dags after the expiration or termination of this lease unless the owner of the soil
grants Lessee an extension of this I20-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 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 soil
srrlulall become tEhe 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 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 the obligations of Lessee, diminish the
ri?fhts 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) furnishes the Lessee with satisfactory written evidence of the chal in ownership, including
the original recorded muniments of title (or a certified copr 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 part of 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 tendered; however, if 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 entire lease shall
terminate for failure to pay the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of the
lease, including any liabilities to the State for unpaid royalties.

(fé)1 ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of
the soil 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 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 soil;

(2) a corporation or subsidiary in which the owner of the soll 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 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 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 of 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 of all 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
of the recorded instrument certified by the County Clerk 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 shall subject to forfeiture at 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 this instrument, including 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 agreements 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 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
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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 anment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false return or false report concernin
production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in %ood faith as required bY law an
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 oﬁerations, or if Lessee or an authorized agent should knowingly fail or refuse to give correct information to
the proper aut orit?;, 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 Jarovislons 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 Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder.” Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of
fultuure cﬁmpgance 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 %as 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 extra 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 lien and securityr interest may be foreclosed with or without court

roceedings in the manner provided in the Title I, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees

at 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 declare this
lease forfeited as provided herein.

34, POOLING. Lessee is hereby granted the right to pool or unitize 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
%as or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

eneral Land Office for the Eooling or unltlz[n%_.of the interest of the State under this lease pursuant to Texas Natural
Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 their 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 fosses 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 strictly 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, Incfuding attorneys' fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in aergl 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 assfgnee 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 sail,
their officers, employees, and agents in the same manner 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 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

'ARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
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SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest 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 anr other environmental medium in, on, or under the leased
premises, by any waste, pollutant, 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 '-ECERCLA), 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 ATTORNEYS' FEES AND COURT COSTS) CAUSED BY I
OR ARISING OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) 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

i AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS
o PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING
bt A NOTICE FROM ANY GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY
LL AL AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE HEREUNDER SHALL SURVIVE THE
P EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT,
-
T 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,
s e and if any provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
lease provisions.
. 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
et Paragraph 39 of this lease have been satisfied, the effective date of this lease shall be the date found on Page 1.
. .o

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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM" attached hereto and made a part hereof.
*k THIS IS A PAID-UP OIL AND GAS LEASE as to any. rentals that may be paid on or before the 1% and 2™
anniversary date. If delay rentals are paid on or before the 3" anniversary date, the total rental paid shall be $7,680.00.

Of such amount, $3,840.00 is payable to the owner of the soil as provided herein and $3,840.00 is payable to the State of
Texas as provided herein, and the rentals due on or before the 4* anniversary date will be PAID-UP.

JACK E. MICHAEL J. DANIEL
[t

T A >

BY: Jack E. Blake, Jr. Michael 1. Daniel

TITLE: Individually Individually

DATE: [[ /&’é Z/f DATE: _///2[/ %S
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STATE OF TEXAS STATE OF TEXAS
BY: %LM Ci' %ﬂu BY:
Linda F. Spires
DATE: /'07/ {1 1/& oS DATE:
THE STATE OF Oxes §
§
COUNTY OF )L §

This instrument was acknowledged before me on this the \N day of D"«%\:’h , 2005, by Linda F.
Spires, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above

written.

My commission expires: 09-0§-09

-

i JESUS RODRIGUEZ
NOTARY PUBLIC
/=f STATE OF TEXAS

<Y My Comm. Exp. 08-08-09

X
r
!
.
~

OO OO OO OO XS
THE STATE OF TEXAS §

§
COUNTY OF MIDLAND  §

This instrument was acknowledged before me on this the DZACI day of M@@Qﬁ, 2005, by Jack E.
i in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

My commission expires: au /6 ; KQ_QUJ, Q

otary Public Signature
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and between the State of Texas, acting by and through its agent
Linda F. Spires, and Jack E. Blake, Jr. and Michael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $38.40.

Of such amount, $19.20 is payable to the owner of the soil as provided herein and $19.20 is payable to the State of
Texas as provided herein.

[

=" —&m;ﬂﬁ;ﬂbnﬂrufhg“. wale 20 wnll UL SALL, RENTAL »

OR USE 8% Wi i Sckeaey o 0 «2'TR"Y SECAUSE OF COLOR
08 RACE (5 5vALID &ni o000 S0 080 CNOFR FFUERAL
FILE NO. 5356 Low
FILED FOR RECORD ON THE _ 28TH DAY oF NOVEMBER A.D. 2005 10:14 A,

DULY RECORDED ON THE ~  30TH. DAY OF NOVEMBER
BY: f AL/ T} '!_i ', DEPUTY

A.p. 2005 9:00 A.

DIANNE O. FLOREZ, COUNTY CLERK
REEVES COUNTY, TEXAS
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File No. M \? -

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS
COUNTY OF REEVES
full, true and

The above and foregoing 1s @
original record now In My jawtul custody and possess!

g 603  OFIRiRl
01/25/2006

| hereby certified on
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on, as the same !s
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FILE#5056

General Land Office
Relinquishment Act Lease Form
Revised, September 1997

%' OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of _October, 2005 . between the State of Texas,
acting by and through its agent, Tobi Stephan, whose address is 301 Tammy Ct.
Collinsville, Texas 76233, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose

address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

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 Reeves County, State of Texas, to-wit:

Block 57, T-3, T&P R.R. Co. Survey

Section 4: All, 640 acres, more or less. i
Reeves County, Texas |

Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:

e To the State of Texas: EIVE THOUSAND SEVEN HUNDRED SIXTY AND NO/100** Dollars ($5,760.00)
vees’ To the owner of the soil: b 7
aee
oy Total bonus consideration: N TH ** Dol
. $11,520.00)
. :
Yae The total bonus consideration paid represents a bonus of THREE HUNDRED AND NO/100** Dollars ( $300.00) per acre,
on __38.40 net acres.
2. TERM. Subject to the other provisions in this lease, this lease shall be for a term of from
" this date (herein called c':rimary term") and as long thereafter as oil and gas, or either of them, is prod in paying
LI uantities from said land. As used in this lease, the term "produced in paying quantities" means that the receipts from
P e sale or other authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for

ihe six months last past.

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 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 addition, Lessee
?_hEa;(llAgay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,

=XAS, a like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the

ggvil e of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall
n the following amounts:

To the owner of the soil: ke *** Doll ( $19.20)
To the State of Texas: % **x Dol ( $19.20)
Total Rental: - ** Dollars *** Doll ($38.40) ==

(** See attached Amended Delay Rental Provision)

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 ?ayments or tenders 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 deeségnated in this Earagraph (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 accept rental, Lessee shall

=4

True and Correct
copy of
Original filed in
Raeves County
Clerks Office




© ak 716 et 210

not be held in default for failure to make such payments or tenders of rental until thirty (30) days after the owner of the
solldshall 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 (1/2) of the royalg( 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) QIL. 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 TW -FIVE P part of the
gross production or the market value thereof, at the option of the owner o soil or mmissioner 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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 sepqgtor 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) shall be mENﬂ-FIVE P!E%gg_lﬂ (;5%{ part of the gross production or the market value thereof, at the
option of the owner of the soil or mmissioner of the General Land Office, such value to be based on the highest
market 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 E‘mducer, 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 square inch absolute, and the standard
base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure accordigg 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 industry at the time of testing.

© PROCESSED GAS. Royalty on any gas processed in @ gasoline plant or other plant for the recovery of
g ltiasolme or other liquid hydrocarbons shall be w&%ﬂﬁg rt of the residue gas and the liquid
ydrocarbons extracted or the market value thereof, at the option of the owner of the 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 attributable 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 attributable to the gas produced
from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which (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 accminé;‘ to a third party processing &25 through such plant under a processing
agreement negotiated at arm's length (or if there is no such third party, highest percent then 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 market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the i;ross Erice 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, shall the royalties payable under this paragraph be less than the royalties which would have been due
had the gas not been processed.

(Dz 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,mlgr fractionating,
burning or any other processing shall be TWEN]'_‘(-];]Vg PERQElﬁ (;55?1 rt of the gross production of suc
products, or the market value thereof, at the option of the owner of the soil 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 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 after the expiration of the primary term of this lease, if this lease is
maintained by production, the %ﬁs 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 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.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,
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
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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. i

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, Igathering 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 of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift purposes on the leased premises or for in{'ecﬁon 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 of royalty on production of oil and 3as 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 production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized agent, completed in the form and manner 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 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 s and gas lines or gas storage, and any other reports or records which the

.o 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
o accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land
i . Office lease number the amount of royalty being paid on each lease. If Lessee pays his royalty on or before thirty (30)
esee 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 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
yoe e begin accruing when the ro'(alty is sixty (60) days overdue. Affidavits and supportlng 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 for paying or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way
- operate to prohibit the 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 title dispute as to the State's portion of the royalty
i lale 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 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, sale and marketing of the oil and gas produced on said premises, including
the books and accounts, receipts and dlscﬁarges 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 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-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 drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries or other associated improvements to the land must also include the
word "State." Lessee shal supfnly 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
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radioactivity survey made on the bore-hole section, 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 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 reports, 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 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 thereon, or if
during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling or
reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this
lease. If, dur‘tr}g 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 for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking 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 0;335 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in 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 expiration of the
prlmag term, neither oil nor gas is being produced on said land, but Lessee is then entgaged 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 well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than sixty
(60) days during w 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 shut-in oil or gas well royalties or
compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. 1If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional driliing or reworking 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 interrurtions totaling more than sixty ( J 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 premises in
paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory royalties is made as
Erovi ed herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d

ole, 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
(Gggl days. Lessee shall 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, "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 term of a lease that, until being shut in, was being maintained in force and effect, a well capable
of producing oil or gas in paying cluantltles 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 shut-in 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. If Paragraph 3 of this lease does not sgecify 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: (1) the expiration of the primary term, ﬁz) 60 days after the Lessee
ceases to produce oil or gas from the leased premises, or (3) 60 days after Lessee comﬁetes a drilling or reworking
operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in ol or fl.}as roraity
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 prod'uctlon 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. 1If, 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
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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. compensatory royalty is to be paid monthly, one-half (1/2? to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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 in 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 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 Commissioner’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 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
primar?( or extended term, it shall then terminate as to all of the leased Jaremises, CEPT (1) 40 acres surrounding each
oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of ﬁroducing in paying
quantities (including a shut-in 0il 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 52.151-52.153, or (3) sucrt;n)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 jurisdiction. If at an
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 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 still subject to this lease for all
purposes described in Paragraph 1 hereof, together with easements and right-of-ways for existing roads, existing

ipelines and other existing facilities on, over and across all the lands described in Paragraph 1 hereof (“"the retained
ands"), 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.

(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 (I/2) 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 |ease.

(@) 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 containin% 2 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.

12 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 335 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

srn

True and Correct
copy of
Original filed in
Reeves County
Cierks Office



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 written approval may the payment
of c:ampensatort\{l 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
Eovernment authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and

essee 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 reworking operations or from producing oil or
gas from the leased premfses. However, nothing in this paragraph shall suspend the payment of delay rentals in order to
rr;alnltain this lease in effect during the primary term in the absence of such drilling or reworking operations or production
of oil or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soll in the leased premises by paying any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soll under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

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 Commissioner 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 fﬁroduction 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, durlngethe 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 of acres outside the boundaries of a pooled
unit, or, if after 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 excegt water from wells or tanks of the owner of the soil; provided, however, Lessee shall not
u?t:h potable waftttarl; or \qqater suitable for livestock or irrigation purposes for watertiooc( 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.

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

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

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 wetlands, natural waterways, rivers
and impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or

round water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca

ydrocarbons 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 injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said rgremlses free of all rubbish, cans, bottles, 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.
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26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to
remove machinery and fixtures glaced by Lessee on the leased premises, including the right to draw and remove casing,
within one hundred twenty (120) days after the expiration or termination of this lease unless the owner of the soil
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 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 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 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 rei)resentatives, 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
rlghts_, privileges and estates of Lessee, fmpair 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 an ur?ose until thirty (30) days after the owner of the soil (or his heirs, devisees, legal
representatives or asslgnsF rnishes the Lessee with satisfactory written evidence of the change in ownership, including
the original recorded muniments of title (or a certified ccpr 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 dlschage
Lessee of all subsequent obligations under this lease. If this lease is assntghned in its entirety as to only part of 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 tendered; however, if 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 entire lease shall
terminate for failure to pay the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of 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 uires this lease in whole or in part b¥ 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 at%ency power of the owner may be
iforfeited by the Commissioner. An assignment will be treated as if it were made to the owner of the soil if the assignee
4

(1) a nominee of the owner of the soil;

(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;
ES‘} 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

(? 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 of 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 of all 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
of the recorded instrument certified by the County Clerk 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 accomggnied by the prescribed filing fee. If any such
assignment is not so filed, the rights acquired under this lease shall subject to forfeiture at 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 this instrument, including 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 agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease render this lease invalid.

3%, FIDUCIARY DUTY. The owner of 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
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State, the owner of the soll is obligated to put the State's interests before his personal interests.

32, FORFEITURE. If Lessee shall fail or refuse to make the anment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false return or false report concerning
production or drilling, 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 regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 fail or refuse to give correct information to
the proper aul orit(, or knowinﬁly fail or refuse to furnish the General Land Office a correct log of any well, or if Lessee
shalrknowin ly violate any of the material CFrovisions 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 Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder.” Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of
future cgmpl‘rance with the provisions of the law and of this lease and the rules and regulations that may be adopted
relative hereto.

i 33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all

o o oil and %as produced from the area covered by this lease to secure payment of all unpaid royalty and other sums of

"8R8 money that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the

sece lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an express contractual lien

lswae 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 processingl 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

« es 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 lien and security interest may be foreclosed with or without court

proceedings in the manner provided in the Title I, Chapter 9 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

T and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this lease. Should |
e Yas the Commissioner at any time determine that this representation 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 unitize 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 {
%as or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

eneral Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural
Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 their 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 strictly 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 in‘}u (including death), costs and expenses, or other harm for which recovery of damages is [
sought, under any theory including tort, contract, or strict liability, lncfudlng attorneys' fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in ngr 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 w
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 A_?reement, 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 described 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 INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
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SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards
to prevent contamination or pollution of any environmental medium, including soll, 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 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"), exc?t 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 ATTORNEYS' FEES AND COURT COSTS) CAUSED BY
OR ARISING OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) 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 Relinguishment Act, and other applicable statutes and amendments thereto,
Iand i anyl provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM” attached hereto and made a part hereof.
e THIS IS A PAID-UP OIL AND GAS LEASE as to any rentals that may be paid on or before the 1% and 2™
anniversary date. If delay rentals are paid on or before the 3™ anniversary date, the total rental paid shall be $7,680.00.

Of such amount, $3,840.00 is payable to the owner of the soil as provided herein and $3,840.00 is payable to the State of
Texas as provided herein, and the rentals due on or before the 4™ anniversary date will be PAID-UP.

JACKE, B MICHAEL J. DANIEL ; y
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STATE OF TEXAS STATE OF TEXAS

BY: BY:

Tobi Stephan

DATE: /e//J:J/&{ DATE:

THE STATE OF QY/—_”& §
& g ; §
COUNTY OF §

This instrument was acknowledged before me on this the _ / 5’ day of %‘_‘, 2005, by Tobi
Step\an, in the capacities herein stated.
.%‘%4

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

My commission expires: /- 2 —0 7
1

Notary Public Signature

BONITA D, HOOK
MY COMMISSION EXPIRES
_JuLY 2, 2007

THE STATE OF TEXAS §

5

COUNTY OF MIDLAND  §
This instrument was acknowledged before me on this theOan. day of A/ad_!zb,hm , 2005, by Jack E.

in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

| My commission expires: , %ﬁ) '
= /6 OCQCLLLLG/

: JAN R. DAVIS tary Public Signature
_,-‘ MY COMMISSION EXPIRES

September 16, 2008
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and betwegn the State of Texas, acting by and mrou%h its agent !
Tobi Stepkan, and Jack E. Blake, Jr. and Michael . Daniel. }

3 ]
40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $38.40.

Of such amount, $19.20 is payable to the owner of the soil as provided herein and $19.20 is payable to the State of
Texas as provided herein.

-11-
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FILE# 5361

General Land Office
Relinquishment Act Lease Form
Revised, September 1997

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__Qctober, 2005 ., between the State of Texas,
acting by and through its agent, Doyle Foster Goodspeed, Jr., whose address is 933 Ray Andra Drive
De Soto, Texas 75115, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

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 Reeves County, State of Texas, to-wit:

Block 57, T-3, T&P R.R. Co. Survey
Section 4: All, 640 acres, more or less.
Reeves County, Texas

Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: N - *x

($5,485.50)

To the owner of the soil: FIV! N - ** Duoll

$5.485.50)

Total bonus consideration: - hing

$10,971.00)
The total bonus consideration paid represents a bonus of THREE HUNDRED AND NQ/100** Dollars ( $300.00) per acre,
on __36.57 net acres.

Z TERM. Subject to the other provisions in this lease, this lease shall be for a term of %ﬁ_cg%gs from

this date (herein called Jxlmary term") and as long thereafter as oil and gas, or either of them, is p n paying

uantities from said land. As used in this lease, the term "produced in paying quantities" means that the receipts from

sale or other authorized commercial use of the substance(s) coverecl exceed out of pocket operational expenses for
l*he six months last past.

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
soll or to his credit in the Bank, at , or its successors (which shall continue
as the depository regardless of cha in the ownership of said land), the amount ified below; in addition, Lessee
shall pay or tender to the COMM ONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,
. a like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the
vilege of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall

in the following amounts:

To the owner of the soil: % e ($18.29)
To the State of Texas: x i ($18.29)
Total Rental: THIRTY-SIX AND 57/100** Dollars *** Dollars ( $36.57) **

(** See attached Amended Delay Rental Provision)
In a like manner and upon like payments or tenders annually, the commencement of a well may be furtheer deferred for

successive periods of one (1) year each during the primary term. All Pad!ments or tenders 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
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rental paying date. If the bank designated in this ggragraph (or its successor bank) should cease to exist, suspend
business, liquidate, fail or be sucoeed%d by ancther bank, or for any reason fail or se 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. U 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 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 f- N part of the

e soil or

ross production or the market value thereof, at the option of the owner of missioner of the General
nd 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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 gasofine, liquid hydrocarbons or other
products) shall be ENTY-FIVE P E part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest
market 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 ucer, 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 square inch absolute, and the 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 the Balance Method or by the most approved me of testing being
used by the industry at the time of testing.

© PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of
gasolfne or other liquid hydrocarbons shall be MEPH-FE ggggENi (155&? ?artt of the residue gas and the liquid
ydrocarbons extracted or the market value thereof, at the option o owner of the soil or the Commissioner of the

General Land Office. All royalties due herein shall be based on one hundred percent Elm%) of the total plant production
of residue gas attributable 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: attributable to the gas produced
from this lease; provided that if liquid hydrocarbons are recovered from gas essed| in a plant in which or its
parent, subsidiary or affiliate) owns an interest, then the percentage applicable to fiquid hydrocarbons shall be fifty
percent (50%) or the highest percent acuuirgé_oea third party processing g_.aes through such plant under a processing
agreement negotiated at arm's Ien?th (or If is no such third party, highest percent then 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 market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the gross price paid or offfered for such residue gas (or the
weighted average gross selling price for the respective grades of liquid ﬁydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would been due
had the gas not been processed.

(De OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured

from gas (excepting liquid hydrocarbons) whether said gas be casiru?head, "dry,” or any other gas, by fractionating,
burning or any other processing shall be -FIVE rt of the gross production of su
products, or the market value thereof, at the option owner of the soil or 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 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.

% MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is
maintained by production, the Ities 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 fess the amount of royalties paid
during the preceding year. If Paragraph 3 of this lease 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.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,

.
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the owner of the soil or the Commissioner of the General Land Office may, at the Of)tion of either, upon not less than

ixty (60) days notice to the holder of the lease, require that the payment of any ties accruing to such royalty owner
under this lease be made in kind. The owner of the soil's or the Commissioner of 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 Prccessing plant. Notwithstanding any
other provision of this lease, and subject to the written consent of the owner of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift 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 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 of royalty on production of oil and 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 Sth day of
the second month succeeding the month of production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized agent, completed in the form and manner 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 all documents, records or reports confirming the gross production, disposition and market
value including gas meter readings, pipeline rececirls, ?as line receipts and other checks or memoranda of amount
produced and put into pipelines, tanks, or s and gas lines or gas storage, and any other reports 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 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 being 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 al?r or $25.00, whichever is
greater. A royalty payment which is over thirty (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 accruing when the roralty is sixty (60) s overdue. Affidavits and supporting 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 for paying or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way
operate to prohibit the State's right of forfeiture as provided by law nor act to postpone the date on which royaities were
originally due. The above penalty provisions shall not apply in cases of title 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 ible estimate of oil and gas reserves underlying this lease or allocable to this
lease and shall fumish 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee, All other contracts and records
pertaining to the production, transportation, 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 Attomey General, the
Governor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS. Written 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-entry,
tem ry 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 apéalimhon to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries 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
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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
rad jvity survey made on the bore-hole section, from the 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 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 reports, 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 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 thereon, or if
during the primary term hereof and after the disooverYegnd actual production of oil or gas the leased premises such
production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of (60)
days from date of completion of said dry or cessation of production Lessee commences additional drilling or
reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in th
lease. If, durlng‘eu'le last year of the primary term or within sixty (60) days pdor thereto, a dry hole be completed and
abandoned, or production of oil or gas should cease for any cause, Lessee’s rights shali remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking operations pursuant to Para?draph 13, usga the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first or any subsequent well drilled on the above described land be
completed as a shut-in oil or well within the primary term f, Lessee may resume payment of the annual renta
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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the prlmaz term or any time thereafter a shut-in oil or gas well is located on the

the

@
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leased premises, payments may be made in nce with the shut-in provisions hereof.

12 DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of
prima tem'l,nelmeroilnorgasisbeing’mduoedonsaidland,buthseelsUmm in drilling or reworking
opera thereon, this lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than Sbtaf
(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 uced in paying quantities from said land, or payment of shut-in oll or gas well royalties or
compensatory royalties is ma£ as provided In this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional drilfing or reworking operations within sixty (60) days after such cessation, and this lease
shall remain in full force and effect for so as such operations continue in good faith and in workmanlike manner
without interru s totaling more than sixty (nc? 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 Produoed from the leased premises in
paying quantities or payment of shut-in oil or ﬂas well royalties or payment of compensatory royalties is made as
m&herelnoraspmvidedbylaw. If the drilling or reworking operations result in the completion of a well as a d

, the lease will not terminate if the Lessee commences addi | 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 tions m faith and in a workmanlike manner without interru s totaling more than sixty
gg&ucﬁys. Lessee shall give n notice to the General Land Office within thirty (30) days of any cessation of

on.

14, SHUT-IN ROYALTIES. For purposes of 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 term of a lease that, until being shut in, was being maintained in force and effect, a well capable
of producing oil or gas in Faying uantities is located on the leased premises, but oil or gas is not being produced for lack
of suitable production facilities or of a suitable market, then Lessee ma payasashut—lnollargasmyaltranamount
equal to double the annual rental provided in the lease Bs&lansl,zm%dfarformm capable of
producing oil or gas in paying quantities. If Paragraph 3 of this lease does not 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: (1) the exs:lrauon of mary term, (2) 60 days after the Lessee
ceases to produce oil or gas from the leased premises, or (3) 60 days after Lessee com a drilling or reworking
operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or Ity
is paid, the lease shall be considered to be a producing lease and the shallextendthetermofﬂ'egs?ﬁa
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 suita pmducﬂon fadilities 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

the expiration of each shut-in year.
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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 occurring, the
"ﬁht to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain
e 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 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 t()\1\]2? to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the [ast day
of the month following the month in which the oil or gas is produced from 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
com tory royalty paid in any 12-month period is in an amount less than 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 acarue 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 Commissioner'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 producing
or capable of producing oil or gas has been com on the leased premises, Lessee shall exercise the diligence of a
reasonably prudent operator in drilling such itional well or wells as may be reasonably necessary for 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) after the expiration date of the
pﬁmarr 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 well ca of ﬁroducing 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 52.151-52.153, or (3) such greater or lesser number of acres as may then
allocated for production purposes to a proration unit for each such progucing well under the rules and regulations of the
Railroad Commission of Texas, or any successor agency. or other governmental authority having jurisdiction. If at an
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 of this lease as to a portion of the lands covered hereby, Lessee
shall nevertheless continue to have right gfgec%_ss to and egress from the lands still subject to this lease for all
purposes described in Paragraph 1 hereof, with easements and right-of-ways for existing roads, adsﬁgg
[;;ipelins and other exisﬂngofadlides on, over and across all the lands described in Paragraph 1 hereof ("the retai

nds"), 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.

(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
Eherelnafter "deeper depths”) in each well located on acreage retained in Paragraph 1 Aa above, unless on or two

2) years after the primary or extended term Lessee pays an amount equal to 1/2) of the bonus originally paid
as consideration for this lease (as specified on page 1 . If such amount is m this lease shall be in force and
effect as to such deeper defsms, and said termination shall be delayed for an addi i 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.

(©) 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 contalnln% 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 nate by
written Instmmnttheau'ea?zf:ndjor depths to be released hereunder and record such instrument at Le&'.ee'sg?ense
in the county or counties w 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 beased premises shall drill as many wells as the facts may justify and
shall use appropriate means and drill to a de?dm necessary to prevent undue drainage of oil and gas from the leased
premises. In addition, If oil and/or gas should be uced in commercial quantities within 1, feet of the leased
premises, or in any case where the leased premises is being drained b'ya 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
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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 ucing in. commercial quantities and shall prosecute such drilling with diligence. Failure to
satisfy the statutory of obligation may subject this lease and the owner of the soil's agency rights to forfeiture. Only
ui the determination of the Commissioner of the General Land Office and with his written a; may the payment
ogoc%mpensa 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

overnment authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and
Eessee 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 reworking 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
g}ainltain this lease in effect during the primary term in the absence of such drilling or reworking operations or production
oil or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee margredeem the rights of the
owner of the soil in the leased premises b¥ tgayln? any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soll under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

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 Raid 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 tely 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 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 pro')onmnate development and uction 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&eREDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease
is included within boundaries of a pooled unit mathasgemappmved 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 u 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 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 exceg}ewater from wells or tanks of the owner of the soil; provided, however, Lessee shall not
ou.fse m%otable w:ft%r‘e or vgllater suitable for livestock or irrigation purposes for watertiood operations without the prior consent

owner 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. w

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

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barm now on said premises without the written consent of the owner of the soll.

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 wetlands, natural waterways, rivers
and impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or
ﬁround water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca

ydrocarbons 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 injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all sl pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of
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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, Lessee shall have the right to
remove machinery and fixtures glaced by Lessee on the leased premises, including the right to draw and remove casing,
within one hundred twenty (120) days after the expiration or termination of this lease unless the owner of the soil
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 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 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 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 isions of this lease
shall extend to and be binding upon their heirs, devisees, legal tatives, 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

ights, 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 an gur‘)ose until thirty (30) days after the owner of the soil (or his heirs, devisees, legal
representatives or asslgnsg mishes the Lessee with satisfactory written evidence of the e in ownership, including
the original recorded muniments of title (or a certified oopr of such original) when the owne:'&ip changed because of a
conveyance. A total or partial assignment of this lease shall, to the extent of the interest assigned, reliewe and dischage
Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of 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 tendered; however, if the assignor or assignee does not file a
certified copy of such assignment in the General Land Office before the next rental paying date, entire lease shall
terminate for failure to pay the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of the
lease, including any liabilities to the State for unpaid royalties.

(Ia?' ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of
the soil acctuires is lease in whole pr‘:&gart b¥ assignment without the prior written approval of the Commissioner of
the General Land Office, this lease is as of the time of assignment and the power of the owner may be
forfeited by the Commissioner. An assignment will be treated as if it were made to owner of the soil if the assignee
1S:

(1) a nominee of the owner of the soil;
(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;
2.‘3 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 % 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 of the soil and of record a release or releases covering any portion or portions of
the leased premises, and thereby surrender this as to such portion or portions, and be relieved of all subsequent
obligations as to acreage surre . If any part of this lease is properly surrendered, the delay rental due under this
leasemailbereduced%fyme jon 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 instrument, or a copy
of the recorded instrument certified by the County 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 mmgnied by the prescribed ﬁling:eee‘ If any such
assignment is not so filed, the rights acquired under this lease shall subject to forfeiture at option of the
Commissioner of the General Land gfﬁce

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land have been
included in this instrument, including 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 agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease rend%r this lease invalid.
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31. FIDUCIARY DUTY. The owner of 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 authorized agent should knowlgrg make any false return or false report conoeming
production or drilling, or If Lessee shall fail or refuse to drill any offset well or wells in good faith as required by law an
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fall to file reports
in the manner required by law or fail 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 tions, or if Lessee or an authorized agent should ly fail or refuse to give correct information to ‘
meixoperau(t)np%,wmmwfanwmmgmmmishmewmlu Office a correct log of any well, or if Lessee {
shall knowingly violate any of material provisions of this lease, or if this lease is assigned and the assignment is not
filed in the General Land Office as regul by law, the rights acquired under this lease shall be subject to forfeiture by
the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon sati evidence to the Commissioner of General Land Office of
ﬁrém;recgmpltancevdﬂ\ the provisions of the law and of this lease and the rules and regulations that may be adopted

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 royalty and other sums of
money l%at 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 52.13m other appllcable statutory lien, an express contractual lien
on and security interest in all leased minerals in and 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 procsslnaof 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 lien and security interest may be foreclosed with or without court
proceedings in the manner provided in the Title I, Chapter 9 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 aﬁslngho m
and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this lease. uld
the Commissioner at any time determine that this representation 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 unitize the royalty interest of the owner of the

soil under this lease with any other leasehold or mineral interest for the exploration, develo t and production of oil or

as or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

neral Land Office for the gooling or unitizing of the interest of the State under this lease pursuant to Texas Natural

Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 soll, their
officers, emplncc‘reeS. 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, incduding 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 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 soill, their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses,
damages, actions, personal I!‘rgu (including death), costs and expenses, or other harm for which recover* of damages is
sought, under any theory | ing tort, contract, or strict liability, Includlng attormeys' fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in naa? 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 described 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
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SEXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR
ARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest 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 anr other environmental medium in, on, or u the leased
premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any
asbestos containing materials, ives, 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”), ordinary products commonly used in connection
with oil and gas exploration and development o tions a in the usual manner and quantities. LESSEE'S
VIOLATION OF THE FOREGOING PROHI ON 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 (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) 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 Relinquishment Act, and other applicable statutes and amendments thereto,
Iand i am,'i s?rovision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknow by the Lessee before it is filed of
record in the county records and in the General Land Office of 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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
it recites the actual and true consideration paid or promised for execution of this kease. The bonus due the State and the
prescribed filing fee shall accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM” attached hereto and made a part hereof.
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¥ THIS IS A PAID-UP OIL AND GAS LEASE as to any, rentals that may be paid on or a
anniversary date. If rentals are paid on or before the 3™ anniversary date, the total rental paid shall be $7,314.
Ofsuchamountécfl Is payable meownerofmesoﬂavprovidedhereinand 3,657.00 is payable to the State of
Texas as provid reln,andmerentalsdueonorbeforeme4 anniversary date will be PAID-UP.

BY:  Jack E. Blake, Jr. J. Danlel
TITLE: Individually Individually
DATE: P f DATE: 2/2ec

wee
s STATE OF TEXAS
-. >

(L]

| BY:

L]
s DATE: DATE:
. o0

THE STATE OF T [~ nS §
COUNTY OF Drilps §

This instrument was acknowledged before me on this the lﬁ day m& 2005, by Doyle Foster
Goodspeed, Jr., in the capacities herein stated.

IN WITNESS WHEREOQF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

R R %d&%

Notary Public Signature”

Notary Public
State of Texas
w7/ Comm. Expires 10-21-2006

‘@ CARLA SPRADLING
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THE STATE OF

COUNTY OF

TEXAS g
MIDLAND  §

3
‘I‘hlslnstr*..nmta:ntwasac:kmwlet:igen:lI:vefc'remeonti1istl'ubigc:iavofﬁ[ﬁw/l}b‘?‘g2{:|(J5,by;p_ag;_ﬁl

Blake, Jr., and Michael J, Daniel, in the capacities herein stated.

written.

My commission expires:

JAN R. DAVIS

*] MY COMMISSION EXPIRES

Saptembar 16, 2008

-1 -

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,

ndbetwemtheStateofTexas,acti

Foster Goodspeed, Jr., and Jack E. Bla

, Jr. and M

and th h its agent

J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $36.57.
Of such amount, $18.29 is payable to the owner of the soil as provided herein and $18.29 is payable to the State of

Texas as provided herein.
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STATE OF TEXAS

COUNTY OF REEVES
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FILE# 5358

General Land Office
Relinquishment Act Lease Form
* Revised, September 1997

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of _October, 2005 , between the State of Texas, I
acting by and through its agent, Joe Bayne Goodspeed, whose address is 419 Oakhill Drive {
Conroe, Texas 77304, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose \

address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

: 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 Reeves County, State of Texas, to-wit:

=

Block 57, T-3, T&P R.R. Co. Survey
Section 4: All, 640 acres, more or less.
Reeves County, Texas

Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: = hisd
($5,485.50)
. e To the owner of the soil: - i
ravse
seee Total bonus consideration: TEN THOUSAND NINE HUNDRED SEVENTY-ONE AND NO/100** Dollars
. $10,971.00)
(1] . :
.« se The total bonus consideration paid represents a bonus of THREE HUNDRED AND NQ/100** Dollars ( $300.00) per acre,
on __36.57 net acres.
2 TERM. Subject to the other provisions in this lease, this lease shall be for a term of %Eﬁ,&gs from
5 this date (herein called ncFrimary term") and as long thereafter as oil and gas, or either of them, is p in pa'ying
o0 o uantities from said land. As used in this lease, the term "produced in paying quantities" means that the receipts from
.« e e sale or other authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for

the six months last past.
*

3. DELAY RENTALS. If no well is commenced on the leased premises on or before one W@Y'Mr%‘ilg
date, this lease shall terminate, unless on or before such anniversary date Lessee shall pay or tender owner 0

or to his credit in the Bank, at 413 ®eh Nitt  Cewnes, TV 72304 , or its successors (which shall continue
as the depository regardless of changes in the ownership of said land), the amount specified below; in 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
ggvll e c%f I?!eferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall

in ollowing amounts:

To the owner of the soil: e 2% ( $18.29)
To the State of Texas: e e ($18.29)
Total Rental: - b i ($36.57) **

(** See attached Amended Delay Rental Provision)

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 assignee of this lease, and may be delivered on or before the
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rental paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend
business, liquidate, fail or be si ed by another bank, or for any reason fail or 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 or cause to be paid
one-half (1/2) of the royar:? 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 sha E - part of the
gross uction or the market value thereof, at the option of the owner o soil or 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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 , or other equipment at least as efficient, so that all liquid
hydrocarbons recoverable from the gas by such means will be recovered. 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 ﬁncluding 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 in a plant for the extraction of gasoline, liquid hydrocarbons or other
products) shall be TWE -FIVE PER part of the gross production or the market value thereof, at the
option of the owner e soil or mmissioner of the General Land Office, such walue to be based on the highest
market 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 ucer, 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 square inch absolute, and the standard
base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for peressure aomrdlgg to Boyle's Law,
and for specific gravity according to tests made by the Balance Method or by the most approved of testing being
used by the industry at the time of testing.

(C) PROCESSED GAS. Rozalty on any gas processed in a gasoline plant or other plant for the recovery of
asoline or other liquid hydrocarbons shall be mEP]]ﬂ!ngFﬁ_(ﬁﬁs rt of the residue gas and the liquid

ydrocarbons or the market value thereof, at option owner of the soil or the Commissioner of the
General Land Office. All royalties due herein shall be based on one hundred percent Elm%) of the total plant production
of residue gas attributable 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 attributable to the gas produced
from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which Egssee (or its
parent, subsidiary or affiliate) owns an interest, then the percentage applicable to lkquid hydrocarbons shall be fifty
percent (50%) or the highest percent accruin'% to a third party processing t?‘aes through such plant under a processing
agreement negotiated at arm's length (or if there is no such third party, highest: percent then 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 market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the ?mss ﬁnce paid or offfered 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, shall the royalties payable under this paragraph be less than the royalties which would have been due
had the gas not been processed.

(Dz OTHER PRODUCTS. Royalty on carbon black, sulphur or any other praducts produced or manufactured
from gas (excepting liquid hydrocarbons) whether said gas be casinghead, "dry," or any other gas, fractionating,
burning or any other processing shall be ]ﬂﬂ]&#ﬁﬂ&ﬁﬁﬁﬂﬂl’ﬂ rt of the gross production of su

products, or the market value thereof, at the option of the owner of the soil or Commissioner of the General Land
Office, such market value to be determined as follows: 1) on the basis of the highest:-magket 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 uct for the
same month in which such products are produced; whichever is the greater. - prod

5. MINIMUM ROYALTY. Durin arr'mg year after the expiration of the primary term of this lease, if this lease is
maintained by production, the rtgalﬁes 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 a3 sum eggaém the total annual rental less the amount of royalties paid
during the preceding year. If Paragraph 3 of this lease 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.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,
D
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the owner of the soil or the Commissioner of the General Land Office may, at the ortion of either, upon not less than
9:%{(60) days notice to the holder of the lease, require that the payment of any ng;bes accruing to such royalty owner
ul 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 of the owner of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift 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 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 of royalty on production of 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 production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized agent, completed in the form and manner 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 all documents, records or reports confirming the gross production, disposition and market
value including gas meter readings, pipeline rE%eiJ)tS, line receipts and other checks or memoranda of amount
produced and put into pipelines, tanks, or s and gas lines or gas storage, and any other reports or records which the
General Land Office may require to verify the gross production, di?osiuon 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 being 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 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 accruing when the royalty is sixty (60) days overdue. Affidavits and supporting 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 sug%rting documents were due. The Lessee shall bear all responsibility for paying or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way
operate to prohibit the State's right of forfeiture as provided by law nor act to postpone the date on which Ities were
originally due. The above penalty provisions shall not apply in cases of title 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 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 wi received by the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, 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 % the Commissioner of the General Land Office, the Attorney General, the
Governor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS. Written 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-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 drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad
Commission. All applications, permits, r 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries 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
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' radioactivity survey made on the bore-hole section, from the

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 expresslnaprovlded for. Lessee shall have an electrical and/or

( se 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 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 reports, 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 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 thereon, or if
during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling 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 primary term or within sixty (60) days prior thereto, a dry hole be completed and
abandoned, or tgle production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking 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 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 well and upon the failure to make such payment, this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in 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 expiration of the
primary term, neither oil nor gas is being produced on said land, but Lessee is then enf%aged 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 well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than sixty
(6(2 days during z:)rgr one such operation, and if they result in the production of oil and/or gas, so long thereafter as oil
andfor gas is produced in paying quantities from said land, or payment of shut-in oil or gas well royalties or
compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. 1If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional dn‘lllng or reworking 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 interruFtions 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 uced from the leased premises in
payi?g quantities or payment of shut-in oil or gas well royalties or payment of compensatory royalties is made as

rovided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d

ole, the lease will not terminate if the Lessee commences additional drilling or reworking operations within sixty (6{5
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
(Grgzj days. Lessee shall 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, "well" means any well that has been assigned a
well number by the state agency havirgajuﬁsdicﬁon over the production of oil and gas. If, at any time after the
expiration of the primary term of a lease that, until being shut 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 shut-in oil or gas royalty an amount
equal to double the annual rental provided in the lease, but not less than $1,200 a r for each well capable of
producing oil or gas in paying quantities. If Paragraph 3 of this lease does not ify a delay rental amount, then for the
purposes of this para?raph, 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: (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 latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) 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 sem}{m 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 prociucﬂon 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
bef‘o(re the expiration of each shut-in year. r
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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 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

‘ective 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 royrafgil at the royalty rate provided in the lease of the market
value of production from the well causing the drai or which is completed in the same producing reservoir and within
one thousand (1,000) feet of the leased premises. compensatory royalty is to be paid monthly, one-half (1/2? to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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 in an amount less than 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 Paymenls 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 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 Commissioner'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 producing
or capable of producing oil or gas has been completed on the leased premises, Lessee shall exercise the dili e 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) Eg?ars 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 E_).roducing 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 52.151-52.153, 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 jurisdiction. If at an
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 of this lease as to a portion of the lands covered hereby, Lessee
shall nevertheless continue to have 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 right-of-ways for existing roads, existing
Fipelines and other e_xisﬁngofadliﬁes on, over and across all the lands described in Paragraph 1 hereof ("the retained
ands"), 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.

(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
Ehereinafter "deeper depths") in each well located on acreage retained in Paragraph IS(Az above, unless on or before two

2) years after the primary or extended term Lessee pazs an amount equal to one-half (I/2) 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.

ctfga) 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 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 a
shall use appropriate means and drill to a th 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 b?r 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
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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 ucing 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
u the determination of the Commissioner of the General Land Office and with his written approval may the payment
0 compensato% 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 reworking operations or from producing oil or
gas from the leased premises. However, nothing in this L'|'::grac_‘;raph shall suspend the payment of delay rentals in order to
n}air_}tain this lease in effect during the primary term in absence of such drilling or reworking operations or production
of oil or gas.

19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee mar redeem the rights of the
owner of the soil in the leased premises by paying any mortgage, taxes or other liens on the leased premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

20. (Ag_. 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 n to be paid to the Commissioner of the
General Land Office of the State of Texas shall be likewise progonjonate y 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 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 prorortionate development and uction 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 of acres outside the boundaries of a pooled
unit, or, if after 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 excegt water from wells or tanks of the owner of the soil; provided, however, Lessee shall not
u?empotable waft?;n or V\i.vlater suitable for livestock or irrigation purposes for watertlood 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.

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

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

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 wetlands, natural waterways, rivers
and impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or

round water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca

ydrocarbons 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 injurY; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of

i

True and Correct
sopy-of _
Original filed in
F.eéwes County
Clerks Office




~BOOK 717 pacE 623

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, Lessee shall have the right to
remove machinery and fixtures glaced by Lessee on the leased tgrc-:mlses, 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 soil
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 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 soil
fnall become tEhe owner of any machinery, fixtures, or casing which are not timely removed by Lessee under the terms of

is 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 part, and the isions of this lease
shall extend to and be binding upon their heirs, devisees, legal r ntatives, 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

ights, 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 asslgns? rnishes the Lessee with satisfactory written evidence of the chglr_ge in ownership, including
the original recorded muniments of title (or a certified cop\{ 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 discha{ﬁe
Lessee of all subsequent obligations under this lease. If this lease is assl?hned in its entirety as to only part of 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 tendered; however, if the assignor or assignee does not file a
certified copy of such assignment in the General Land Office before the next rental paying date, entire lease shall
terminate for failure to pa?( the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of the
lease, including any liabilities to the State for unpaid royalties.

(2 ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of
the soil 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 of assignment and the at?lency 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 soil;
(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;

ES 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 tﬁe owner of the soll; or

(Q 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 of the soil and 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 of all subsequent

obligations as to acreage surrendered. If any part of this lease is properly surrendered, the delay rental due under this I
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
ass‘lggment or release must be recorded in the county where the land is situated, and the instrument, or a copy
of instrument certified by the County Clerk 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 shall subject to forfeiture at 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 this instrument, including 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 agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease this lease invalid.
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31 FIDUCIARY DUTY. The owner of 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, 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 authorized agent should knowingly make any false return or false report conceming
production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in ?ood faith as required by law and
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 knowirr:gly fail or refuse to give correct information to
the proper authority, 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 rights acquired under this lease shall be subject to forfeiture by
the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of
fu%re cro‘{enrpliance with the provisions of the law and of this lease and the rules and regulations that may be adopted
relative hereto.

a3, 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 t?uat 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 appllca[:le statutory lien, an express contractual lien
on and security interest in all leased minerals in and extra 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 lien and security interest may be foreclosed with or without court
proceedings in the manner provided in the Title I, Chapter 9 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 a bed property or from Lessee's acquisition of this lease. Id

bove-descri
the Commissioner at any time determine that this representation 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 unitize 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

as or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

neral Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural

Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the
execution requirements stated in Texas Natural Resources Code 52.152.

3s. INDEMNITY, Lessee hereby releases and discharges the State of Texas and the owner of the sail, 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, 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 strictly 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 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 tagay 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 A reement, 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 described 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
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(EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR
PARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE

" SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest 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 anr other environmental medium in, on, or under the leased
premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any
asbestos containing materials, losives, 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;), exrgc?t 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 ATTORNEYS' FEES AND COURT COSTS) CAUSED BY
OR ARISING OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) 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.

3/ 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,
iand if any provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM” attached hereto and made a part hereof.
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- annivérsary date. If delay rentals are paid on or before the 3

% THIS IS A PAID-UP OIL AND GAS LEASE as to any, rentals that may be paid on or before the 1% and 2™

anniversary date, the total rental paid shall be $7,314.00.
Of such amount, $3,657.00 is payable to the owner of the soil as herein and $3,657.00 is payable to the State of
Texas as provided herein, and the rentals due on or before the 4™ anniversary date will be PAID-UP.,

JACK E. KE, JR. MICHA? J. DA ¢ EL J
/
= A W LIT
L/ e ¥ T

BY: JackE. Blake, Jr, Michael J, Daniel

TITLE: Individually Individually

DATE: _//-2-2X5 DATE: _a[_z,ALf

STATE OF TEXAS STATE OF TEXAS
BY: e K oefiga R BY:
Bayne aoodspeed 1
DATE:__{ 8/ ¢ ?L/ o5 DATE:
= ¥
THE STATE OF Lty §
§
COUNTY OF O §

This instrument was acknowledged before me on this the \C[ day of a“{"‘bc /__, 2005, by Joe Bayne
Goodspeed, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

LLLLETT
\\\‘\“ prtt
My commission expires: = R P — ‘A i)
S WN R . i (4 ] P [
N ~  Notary Puﬁic Signature ;
'Ou-':‘.- \\\\
8-9—0 N
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THE STATE OF TEXAS

COUNTY OF MIDLAND

This instrument was acknowledged before me on this the 0,5)/10 day of f/ Wi’h@, 2005, by Jack E.
Blake, Jr., and Michael J. Daniel, in the capacities herein stated.

written.

My commission expires:

§
§
§

Sy £. 2Qau,

L/ Notary Public Signature
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IN WITNESS WHEREOF, 1 have hereunto set my hand and affixed my notarial seal the day and year last above
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and between the State of Texas, acting by and through its agent
Joe Bayne Goodspeed, and Jack E. Blake, Jr. and Michael 1. Daniel.
40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $36.57.
Of such amount, $18.29 is payable to the owner of the soil as provided herein and $18.29 is payable to the State of
Texas as provided herein.
.
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County

(€ase T

-

Date Filed: 2 | 2 [O &

George P. Bush, Commissioner

By

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing is @

original record now In my lawful custody

filed/recorded in the public recards of my office. found in VOL.
628  OFF

PAGE 17 . THRU IJ'E'HTC

| hereby certified on 01/25 2006

full true and correct photographic copy of the
and possession. as the same is
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FILE# 5353

General Land Office
Relinquishment Act Lease Form
Revised, September 1997

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__October, 2005 , between the State of Texas,
acting by and through its agent, Mary Jane Rogers, whose address is 1502 Austrian Road
Grand Prairie, Texas 75050, said agent herein referred to as the owner of the soil (whether one or more), and

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael J. Daniel, whose
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

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 sail, hereby grants, leases and lets unto Lessee, for the sole and only purpoase of prospecting and drilling for
and producing oil and gas, laying pipe lines, building tanks, storlng oil and buubs:"? power Stations, telephone lines and
other Structures thereon, to produce, save, take care of, treat and transport products of the lease, the following
lands situated in Reeves County, State of Texas, to-wit:

Block 57, T-3, T&P R.R. Co. Survey

Section 4: All, 640 acres, more or less.
Reeves County, Texas

Containing 640.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: 2 ** Dol
($5.,485.50)

To the owner of the soil: A *x
$5,485.50)

Total bonus consideration: TEN THOUSAND NINE HUNDRED SEVENTY-ONE AND NO/100** Dollars
$10,971.00)

The total bonus consideration paid represents a bonus of THREE HUNDRED AND NQ/100** Dollars ( $300.00) per acre,
on __36.57 net acres.

2 TERM. Subject to the other provisions in this lease, this lease shall be for a term of%%&a&i from

this date (herein called J)nrnary term”) and as long thereafter as oil and gas, or either of them, is in pa ng
uantities from said land. As used in this lease, the term "produced u;JJaylng quantities” means that the receipts

the sale or ?hme‘; authorized commercial use of the substance(s) covered exceed out of pocket operational expenses for
e six months last past.

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 Bank, at , Or its successors (which shall continue
as the depository regardless of chars\g es in the ownership of said land), the amount specified below; in addition, Lessee
shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,
TEXAgaa like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the
ggwlegr_ of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall

in the following amounts:

To the owner of the sail: adh **% Dol ( $18.29)
To the State of Texas: ** Dollars *** Dol ( $18.29)
Total Rental: THIRTY-SIX AND 57/100** Dollars *** Dollars ( $36.57) **

(** See attached Amended Delay Rental Provision)

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 Fayments or tenders 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
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rental paying date. If the bank designated in this g:ragraph (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 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 (1/2) of the royalty provided for in tﬁg 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 throcarbons produced in a liguid 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 %Eiﬁ'ﬂyiﬁl%w_) part of the
gross production or the market value thereof, at the option of the owner of the 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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 dgas. be run through

co

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) shall be NTY-FIVE P! part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest
market 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 square inch absolute, and the standard
base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure accordﬁ_igg to Boyle's Law,

and for specific gravity according to tests made by the Balance Method or by the most approved me of testing being
used by the industry at the time of testing.

© PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of
ﬁasollne or other liquid hydrocarbons shall be ]_W__EFI!-E{!: nggFlt\_IhI (gmﬁ ?art of the residue gas and the liquid
ydrocarbons extracted or the market value thereof, at the option of the owner of the soil or the Commissioner of the
General Land Office. All royalties due herein shall be based on one hundred percent iloo%) of the total plant production
of residue gas attributable 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 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 accruing to a third party processing aas 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 industry), whichever is the greater. The respective royalties on residue gas and
on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the ﬁross ice 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, shall the royalties payable under this paragraph be less than the royalties which would have been due
had the gas not been processed.

(Dz 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 TWENTY-FIVE PERCENT 1_2_5%@1 rt of the gross production of such
products, or the market value thereof, at the option of the owner of the soil or 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 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 after the expiration of the primary term of this lease, if this lease is
maintained by production, the rcgreaclltles 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 egual 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.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,
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the owner of the soil or the Commissioner of the General Land Office may, at the o,:b‘on of either, upon not less than
sixty (60) days notice to the holder of the lease, require that the payment of any ties accruing to such royalty owner
under this lease be made in kind. The owner of the soil's or the Commissioner of 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, Igathezﬂng, storing, separating, treating, dehydrating, compressing,
processing, transpom;lr‘ljg, 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 pm?iyu?:ed hereus in any processing plant. Notwithstanding any

other provision of this lease, and subject to the written consent of the owner of the soil and the Commissioner of the
General Land Office, Lessee may recycle gas for gas lift 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 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 of royalty on production of 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 production, 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 production, accompanied by the
affidavit of the owner, manager or other 2uthorized age:.l, completed in the form and manner prescribed by the General
Land Office and showfng the gross amount and disposition of all oil ana gas produced and the markel value of the &ii 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 rec:g:ts, s line receipts and other checks or memoranda of amount
produced and put into pipelines, tanks, or and gas lines or gas storage, and any other reports or records which the
General Land 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 being 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 rgzal or $25.00, whichever is
greater. A royalty payment which is over thirty (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 accruing when the royalty is sixty (60) days overdue. Affidavits and supporting 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 for paying or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penalty shall in no way
operate to prohibit the State's right of forfeiture as provided by law nor act to postpone the date on which royaities were
originally due. The above penalty provisions shall not apply in cases of title 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 this lease or allocable to this
lease and shall fumnish 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, 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 er the Commissioner of the General Land Office, the Attomey General, the
Governor, or the representative of any of I

(B) PERMITS, DRILLING RECORDS. Written 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-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 drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises
for the purpose of identifying wells, tank batteries or other associated improvements to the land mnust also include the
word "State." Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and
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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 casing 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 reports, 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 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 thereon, or if
during the primary term hereof and after the di and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 driling or
reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this
lease. If, durint?)eme 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 for any cause, Lessee’s rights shall remain in full force and effect
without further operations until the expiration of the primary term; and if Lessee has not resumed production in Euaying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or

.o reworking operations pursuant to Para?raph 13, u the expiration of the primary term as the date of cessation of

> production under Paragraph 13. Should the first or any subsequent well drilled on the above described land be

completed as a shut-in oil or gas well within the primary term f, Lessee may resume payment of the annual rental in

reas. the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from

T the date of completion of such shut-in oil or gas well and upon the failure to make such Ipawrnent, this lease shall ipso

. facto terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the
leased premises, payments may be made in nce with the shut-in provisions hereof.

-

. o 12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the
primagr 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 force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than slxgr

. (60) days during '%lg’ one such operation, and if they result in the production of oil and/or gas, so long thereafter as oil

e ® and/or gas is produced in paying quantities from said land, or payment of shut-in oil or gas well royalties or

Sk e compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional dri!fing or reworking operations within sixty (60) days after such cessation, and this lease
shall remain in full force and effect for so fongqoas such operations continue in good faith and in workmanlike manner
without interruptions totaling more than sixty ( nc? days. If such drilling or reworking operations result in the production of
oil c|:r gas, the lease shall rernginfln [:ull forcel Ia eﬁet.‘;t'el f?r S0 k')ng as oil or gas is uced from the Ie?sed premaaisgs in
paying quantities or payment of shut-in oil or gas royalties or payment of compensatory royalties is mi as

roviged herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a di
ole, the lease will not terminate if the Lessee commences additional drilling or reworking operations within sixty (60
dars 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
{(Srg():I c'!:%\((,s. Lessee shall 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, "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 term of a lease that, until being shut in, was being maintained in force and effect, a well capable
of producing oil or gas in ing 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 mmpay as a shut-in 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. If Paragraph 3 of this lease does not Osgedfy 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 mitial
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 reworking
operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) 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 asemg' a
period of one year from the end of the primary term, or from the first da};aof 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
m%rgxtend the lease for four more successive periods of one (1) year by paying the same amount each year on or
be the expiration of each shut-in year.
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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 Iin 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 provi 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. compensatory royalty is to be paid monthly, one-half 1/2? to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day
of the month following the month in which the oil or gas is produced from 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 in an amount less than annual shut-in oil or gas royaity, 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 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 Commissioner's written approval, the payment of compensatory royalties can satisfy the obligation to drill offset wells.

16. RETAINED ACREAGE. Notwithstanding any prowision of this lease to the contrary, after a well producing
or capable of producing oil or gas has been comé)leted on the leased premises, Lessee shall exercise the diligence of a
reasonably prudent operator in drilling such additional well or wells as ma be reasonably necessary for 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) rs 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 well capable of groducing 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 umit
pursuant to Texas Natural Resources Code 52.151-52.153, or (3) such greater or lesser number of acres as may then be
allocated for production purposes to a proration unit for each such prog:cmg well under the rules and regulations of the
Railroad Commission of Texas, or any successor agency. or other governmental authority having jurisdiction. If at w
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 of this lease as to a portion of the lands covered hereby, Lessee
shall nevertheless continue to have 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 right-of-ways for existing roads, existing
Flpelines and other existinfgmfacillties on, over and across all the lands described in Paragraph 1 hereof (“the retained
ands"), 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.

(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
Eherelnafter "deeper depths”) in each well located on acreage retained in Paragraph 1 A() above, unless on or before two

2) years after the primary or extended term Lessee pays an amount equal to one-half (I/2) of the bonus originally paid
as consideration for this lease (as specified on page 1 K'sereof). 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 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 biy 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 re[eased 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.

1718 OFFSET WELLS. Neither the bonus, delay rentails, 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 premiises 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 im 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
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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 written a | may the payment

compensa 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 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 reworking 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. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee may redeem the rights of the
owner of the soil in the leased premises b}r ying any mortgage, taxes or other liens on the premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soil.

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 n i to be paid to the Commissioner of the
General Land Office of the State of Texas shall be likewise tely reduced. However, before Lessee adjusts the
royalty or rental due to the Commissioner of the General Land , Lessee or his authorized representative must submit

to the Commissioner 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 uction cost allocable to such undivided interest. However, in no event
shall the Commissioner of the General Land O 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.

(831 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 u 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 and covered by this lease.

21. USE OF WATER. Lessee shall have the right to use water produced on said land necessarr for
operations under this lease excegfewater from wells or tanks of the owner of the soil; provided, however, Lessee shall not
u?ethpotable \.-\rarteur.l or s(\;a"ater suitable for livestock or irrigation purposes for watertiood 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

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

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 wetlands, natural waterways, rivers
and impounded water shall be prevented by the use of containment fadilities sufficient to prevent spillage, seepage or
I?.mund water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca
ydrocarbons 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 ﬁ;:'rotect livestock against
loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slugla pits
and cellars and com ly clean up the drillin% site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of
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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, Lessee shall have the right to
remove machinery and fixtures glaced by Lessee on the leased premises, including the right to draw and remove casing
within one hundred twenty (120) days after the expiration or termination of this lease unless the owner of the soil
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 after thirty (30)
days written notice to the Commissioner of the General Land Office and to the owner of the sail. 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 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 rerresemaﬂves, 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) furnishes the Lessee with satisfactory written evidence of the change in ownership, including
the original recorded muniments of title (or a certified copr 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 discharhae
Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the
acreage, the right and option to pay rentals shall be apportioned as between 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 tendered; however, if 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 entire lease shall
terminate for failure to par the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of 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 uires 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 of assignment and the agency power of the owner may be
iforfeited by the Commissioner. An assignment will be treated as if it were made to owner of the soil If the assignee
S:

(1) a nominee of the owner of the soil;
(2) a corporation or subsidiary in which the owner of 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 of the corporation which is the owner of the soil;
8 a partner or employee in a partnership which is the owner of the soil;
6) a fiduciary for the owner of the sail; including but not limited to a guardian, trustee, executor,
administrator, receiver, or conservator for ntle owner of the soil; or
(7 % family member of the owner of the soil or related to the owner of the soil by marriage, blood, or
ption.

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 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 of all 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 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 oounz where the land is situated, and the instrument, or a copy
of the recorded instrument certified by the County 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 amom@mad by the prescribed filing fee. If any such
assignment is not so filed, the rights acquired under this lease shall subject to forfeiture at 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 this instrument, including 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 agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease rencier this lease invalid.

=
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31. FIDUCIARY DUTY. The owner of 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 gayment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false retum or false report concemmg
production or drilling, or if Lessee shall fail or refuse to drill any t well or wells in faith as required by law an
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 fail or refuse to give correct information to
the Proper authority, 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 d?‘:lts acquired under this lease shall be subject to forfeiture by
the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon sati evidence to the Commissioner of the General Land Office of
frgltuﬂre cgg:pliance with the provisions of the law and of this lease and the rules and regulations that may be adopted

ative hereto.

33. LIEN. In accordance with Texas Natural Resouices 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 applicaﬁre statutory lien, an express contractual lien
on and security interest in all leased minerals in and am-actg 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 lien and security interest may be foreclosed with or without court
proceedings in the manner provided in the Title I, Chapter 9 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. uld
the Commissioner at any time determine that this representation 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 unitize the royalty interest of the owner of the

soil under this lease with any other leasehold or mineral interest for the exploration, devel:gmwnt and production of oil or

as or either of them upon the same terms as shall be approved by the School Land Board and the Commissioner of the

neral Land Office for the goollng or unitizing of the interest of the State under this lease pursuant to Texas Natural

Resources Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision 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 their respective successors and
assigns, of 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 strictly 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 sail, their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses,
damages, actions, personal ln{ﬂg (including death), costs and expenses, or other harm for which of damages is
sought, under any theory including tort, contract, or strict liability, inciuding 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 A_?reement, 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, emplo , and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL
OF THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF ’|‘HIS
AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF
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EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR
ARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards
to prevent contamination or poliution of any environmental medium, incduding soil, surface waters, grou ter,
sediments, and surface or subsurface strata, ambient air or anr other environmental medium in, on, or under the leased
premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any
asbestos containing materials, ves, 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 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 (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE
RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISEé
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 PREMISEé 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 SHALE SURVIVE THE
EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

32 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.

38. EXECUTION. This oil and gas lease must be sgréed and acknowl 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 Clerk in any county in which all or any part of the leased mises 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 Clerk from his records) is filed in the Genesal Land Office in
accordance with Texas Natural Resources Code 52.183. Additionally, 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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM" attached hereto and made a part hereof.
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** THIS IS A PAID-UP OIL AND GAS LEASE as to any, rentals that may be paid on or before the 1% and 2™
anniversary date. If delay rentals are paid on or before the 3™ anniversary date, the total rental paid shall be $7,314.00.
Of such amount, $3,657.00 is payable to the owner of the soil as I‘pmvided I"lereln and $3,657.00 is ble to the State of

Texas as herein, and the rentals due on or before the 4™ anniversary date will be PAID-UP.
/ /) Wn."‘;}.]? X
7 (e 7
BY: Jack E. Blake, Jr. Michael J. Daniel

TITLE: Individually + Individually
DATE: .(CM DATE: _LALLS_

STATE OF C@/M) STATE OF TEXAS
BY: BY:
[

Mary Jane

DATE: / 7/ Sgas_ DATE:

THE STATE OF L i §

i §

COUNTY OF VAl §
This instrument was acknowledged before me on this the _]j__ day of -E"[ftﬂ)(’\é‘ A, 2005, by Mary Jane

Rogers, in the capacities herein stated.

IN WITNESS WHEREOQF, I have hereunto set my hand and affixed my notarial seal the day and year last above
written.

My commission expires: 7 CWackelte B
Qs Muslelie Slpnse

Notary Public Signature ’
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THE STATE OF TEXAS §
§
COUNTY OF MIDLAND  §

B0OK 717 e - 569

This instrument was acknowledged before me on this theai)d day of[LU_lQm, ){A , 2005, by Jack E.
Blake, Jr., and Michael J. Daniel, in the capacities herein stated.

written.

My commission expires:

JAN R. DAVIS
=1 MY COMMISSION EXPIRES
September 16, 2008

Q’élluﬂ aiio

/Momw Public Signature

1% =

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,

by and between the State of Texas

acting by and through its agent

Mary Jane Rogers, and Jack E. Biake, Jr. and Michael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby

recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $36.57.

Of such amount, $18.29 is payable to the owner of the soil as provided herein and $18.29 is payable to the State of

Texas as provided herein.
e
. L]
iae®
et e
-
pons
-
oo. :
) .e
L]
(1] .
» -
. L1
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- copy of
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OR USE B il o i 2t CAUSE OF COLDR
OR RACE i3 ciobAs L B3 NELs SO0 aes (nDFR HRDERAL
FILE NO. 5353 o
. FILED FOR RECORD ON THE 28TH DAY OF NOVEMBER A.D. 2005 10:14 A.m,
. DULY RECORDED ON THE, 30TH DAY OF NOVEMBER A.D. 2005 9:00 A. y,
| BY: LS AT A/ |, pEPOTY DIANNE 0. FLOREZ, COUNTY CLERK

REEVES COUNTY, TEXAS
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County

(ease N

212 (ot

Date Filed:

George P. Bush, Commissioner

By

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing is a full, true and correct phatographic copy of the

original record now in my lawful custody and possession, as the _same 1s

filed/recorded in the public records of my office, found in VOL. .

PAGE 559 THRU_570-— DEED RECORDS
s | hereby certifed on _JANUARY 25,2006
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FILE# 5360

General Land Office
Relinquishment Act Lease Form
Revised, September 1997
OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__1st day of__October, 2005 . between the State of Texas, |
acting by and through its agent, Pecos Bend Royalties, Inc., whose address is P.0. Box 2802 ‘
Midland, Texas 79702, said agent herein referred to as the owner of the soil (whether one or more), and \

Jack E. Blake, Jr., whose address is P.O. Box 10184, Midland, Texas 79702, and Michael 1. Daniel, whose \
address is 201 W. Wall St., Suite 201, Midland, Texas 79701, in equal shares, hereinafter called Lessee (whether
one or more).

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 bull;rﬁ 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:

Block 57, T-3, T&P R.R. Co. Survey

Section 4: All, 640 acres, more or less.
Reeves County, Texas

Containing §40.00 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: 3y =
($5,485.50)
To the owner of the soil: A e
$5,485.50)
Total bonus consideration: *x
| $10,971.00)
The total bonus consideration paid represents a bonus of THREE HUNDRED AND NO/100** Dollars ( $300.00) per acre,
on __36.57 net acres.

A TERM. Subjedtnﬂmeoﬁmerprovisionsinmblease,misleaseshallbeforalrrmof%%mmm
this date (herein called primary term"”) and as long thereafter as oil and gas, or either of them, is inp%nrg
uantities from said land. As used in this lease, the term "produced in paying quantities” means that the receipts
e sale or other authorized commercial use of the substance(s) ooverec‘ exceeé out of pocket operational expenses for
Ehe six months last past.

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 Bank, at , of Its successors (which shall continue
as the depository regardless of dmgg_!s in the ownership of said land), the amount specified below; in addition, Lessee
shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN,
TEXAg,aa like sum on or before said date. Payments under this paragraph shall operate as a rental and shall cover the

rivilege of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall
in the following amounts:

To the owner of the soil: b e ( $18.29)
To the State of Texas: s b ( $18.29)
Total Rental: THIRTY-SIX AND 57/100** Dollars *** Dollars ( $36.57) **
(** See attached Amended Delay Rental Provision) N

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. AIIOPa ts or tenders of rental to the owner of the
soil may be made by check or sight draft of Lessee, or any assignee is lease, and may be delivered on
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rental paying date. If the bank designated in this Bgtagraph (or its successor bank) should cease to exist, suspend
business, liquidate, fail or be succeeded by another bank, or for any reason fail or re 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. U production of oil and/or gas, Lessee agrees to ngag or cause to be paid
one-half (1/2) of the myalgy provided for in this lease to the Commissioner of the General La ffice 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 h rbons 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 - T part of the
ross production or the market value thereof, at the option of the owner of the soil or mmissioner of the General
nd 8fﬁce, 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, of a like type and gravity in the general area where
produced and when run, or 2) the highest market price thereof 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. requirement that such gas be run through
a sepagtor 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 any well on said land (except as
provided herein with respect to %as processed in a plant for the extraction of gasoline, liquid hydrocarbons or other
products) shall be - PERCE part of the Fross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest
market price paid or offered for gas of comparable quality in the general area wihere 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 square inch absolute, and the standard
base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure according to Boyle's Law,
and for sgledﬁc gravity according to tests made by the Balance Method or by the most approved m of testing being
used by the industry at the time of testing.

((w] PROCESSED GAS. Royalty on any gas processed in a gasoline pkant or other plant for the recovery of
gasoline or other liquid hydrocarbons shall be W of the residue gas and the liquid

ydrocarbons extracted or the market value thereof, at the option of the owner of the 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 ?as attributable to gas produced from this lease, and on fifty 50%), or that percent accruing to

percentt
Lessee, whichever is the tg.!"eater, of the total plant production of liquid hydrocarbsons attributable to the gas produced
from this lease; provided that if liquid hydroca are recovered from gas in a plant in which (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 accruing to a third party processi thaough such plant under a processi
agreeme(nt ne)gotlated at arm's length (or if is no such third part?? t?\? higihest peroen?aﬂsen being speczﬁedr:g
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 market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the ?russ mid or offered for such residue gas (or the
weighted average gross selling price for the respective grades of liquid rbons), 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 othesr products produced or manufactured
from gas (excepting liquid hydrocarbons) whether said gas be casinghead, "dry,” or any other gas, fractionating,
burnlngsor any other processing shall be - of the gross uction of su
products, or the market value thereof, at the option of the owner of the soil or Commissioner of the General Land
Office, such market value to be determined as follows: 1) on the basis of the highestt market 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 after the expiration of the primary term of this lease, if this lease s
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 ; otherwise, there shall be due and payable om: or before the last day of the month
‘sju%ceedgg the ar;niversarynggge of ﬂ;;\séea?emal slum ual to the toitf:;l ar‘\jnelual renmll less the %lnw%r of royalties paid

uring the precedin B 3 of this lease not a delay rental amoun the purposes of
this paragraph, the 3e§$ rental ar?ngount shall be one dollar (51.00% acre. ¥ t’ e

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time,

B

True and Correct
copy of
Original filed in

Reeves County

clerks Office
B 1t B e A P S VAN RO W . - il Tk o T e —— - e e
- L LR R} LA R
* 8 & @ . .
.« " 8 o .
ee * * 8 @ LI
LI ) LI LI



Book 717 poe 643

the owner of the soil or the Commissioner of the General Land Office may, at the orﬁon of either, upon not less than
six? (60) days notice to the holder of the lease, require that the payment of any rotnaeﬂﬁ accruing to such royalty owner
under this lease be made in kind. The owner of the soil's or the Commissioner of 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. i

y 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 pro?'uaced hereunder in any processing plant. Notwithstanding any

other provision of this lease, and subject to the written consent of the owner of the soil and the Commissioner of the

General Land Office, Lessee may recycle gas for gas lift 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 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 of royalty on production of 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 production, 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 production, accompanied by the
affidavit of the owner, manager or other authorized agent, completed in the form and manner 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 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 gas lines or gas storage, and any other reports or records which the
General Land Office may require to verify 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 being 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 rgdtoty or $25.00, whichever is
greater. A royalty payment which is over thirty (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 accruing when the roralty is sixty (60) days overdue. Affidavits and supporting 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 su%rting documents were due. The Lessee shall bear all responsibility for paying or causing
royalties to be paid as prescri by the due date provided herein. Payment of the delinquency penaity shall in no way
operate to prohibit the 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 title 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 fumnish the Commissioner of
the General Land Office with 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 the General Land Office shall
be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records
pertaining to the production, transportation, sale and marketing of the oil and gas produced on said premises, including
the books and accounts, receipts and discﬁargs 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 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-entry,
ternPorary 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 at the time they are filed with 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 title. Additionally, in accordance with Railroad Commission rules, any sigmage on the leased premises
for the purpose of identifying wells, tank batteries 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
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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 casing to the total depth of well, of all
wells drilled on the above described ises and shall transmit a true copy of the log of each survey on each well to the
General Land Office within ﬁfteenug;daysafteru'semaklng of said survey.

(C) PENALTIES. Lessee shall incur a penalty whenever reports, documents or other materials are not
filed in the General Land Office when due. The penalty for late filing shall be set the General Land Office
administrative rule which is effective on the date when the 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 thereon, or if
during the primary term hereof and after the di and actual production of oil or gas from the leased premises such
production thereof should cease from any cause, this lease shall not terminate 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 drilling or
rewoddn? operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this
lease. If, duri t:heIastyearofmepﬁmarytermorwm-linsbcty(ﬁO)daysPdortheretn a dry hole be completed and
abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect
without further operations until the expiration of the primary term; and Iif Lessee has not resumed production in paying
quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or
reworking operations pursuant to Pam?draph 13, um the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first or any subsequent well drilled on the above described land be
completed as a shut-in oil or gas well within the primary term f, Lessee may resume payment of the annual rental in
lhesarnemannerasprovideghereinonorbefuremermtalpayingdamfol ng the expiration of sixty (60) days from
the date of completion of such shut-in oil or gas well and upon the failure to make such ?a this lease shall ipso
facto terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the
leased premises, payments may be made in nce 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 force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling 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
andfor gas Is uced in paying quantities from said land, or payment of shut-in oil or gas well royalties or
compensatory royalties is as provided in this lease.

3. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil
or gas from the leased premises, after once obtained, should cease from any cause, this lease shall not terminate if
Lessee commences additional drllllng or reworking operations within sixty (60) days after such cessation, and this lease
shall remain in full force and effect for so 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 uced 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
Rrovi herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a d

ole, 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 Eood faith and in a workmanlike manner without interruptions totaling more than sixty
(60) days. Lessee shall give wi notice to the General Land Office within thirty (30) days of any cessation of

production.

14. SHUT-IN ROYALTIES. For purposes of 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 term of a lease that, until being shut in, was being maintained in force and effect, a well capable
of producing oil or gas In ing quantities is located on the leased premises, but oil or gas is not being produced for lack
of suitable production facilities or 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 $1,200 wear for each well capable of
producing oil or gas in paying quantities. If Paragraph 3 of this lease does not (%edfy a delay rental amount, then for the
purposes of this para?mph, 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: (1) the exs:urauon of the primary term, (2) 60 days after the Lessee
ceases to produce oil or from the leased premises, or (3) 60 days after Lessee completes a drilling or reworking
operation in accordance the lease provisions; whichever date is latest. Such payment shall be made one-half (I/2) to
the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas Ity
is paid, the lease shall be considered to be a producing lease and the payment shall extend the term of the asem}gr 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 proc[ucuon facilities or suitable market for the oil or gas exists, Lessee
m%ree:xtend the lease for four more successive periods of one (1) year by paying the same amount each year on or
bel the expiration of each shut-in year.
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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 occurring, the

ht to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain
e e 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 i in the lease of the market
value of production from the well causing the dral or wi is completed in the same producing reservoir and within
one thousand (1,000) feet of the leased premises. compensatory royalty is to be paid monthly, one-half glézém the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or before st day
of the month following the month in which the oil or gas is produced from 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
comrensaboty royalty paid in any 12-month period is in an amount less than 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 Payrnems which are not timely paid will accrue penalty and interest in accordance with Para«_?raph 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 Commissioner'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 producing
or capable of producing oil or gas has been completed on the leased premises, Lessee shall exercise the dili of a
reasonably prudent operator in drilling such itional well or wells as may be reasonably necessary for 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) &ears after the expiration date of the
primary or extended term, it shall then terminate as to all of the leased ises, EXCEPT (1) 40 acres surrounding each
oil well capable of producing in paying quantities and 320 acres surmounding each well ca of ucing in paying
quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon w 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 52.151-52.153, or (3) such greater or lesser number of acres as may then be
allocated for production purposes to a proration unit for each such ucing well under the rules and regulations of the
Railroad Commission of Texas, or any successor agency. or other governmental authority having jurisdiction. If at an
time after the effective date of the partial termination provisions hereof, the anlicsze 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 of this lease as to a portion of the lands covered hereby, Lessee
shall nevertheless continue to have the right of l%‘& to and egress from the lands still subject to this lkease for all
purposes described in Paragraph 1 hereof, toge with easements and right-of-ways for existing roads, existing
I:;ipeﬂnes and other m(lsﬁngohdltﬁes on, over and acoss all the lands described in Paragraph 1 hereof ("the retained
ands"), for access to and from the retained lands and for the gathering or transportation of oil, gas and othwer minerals
produced from the retained lands.

(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 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 (I/2) of the bonus originally paid
as consideration for this lease (as specified on page 1 . 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.

céC) 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

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 containin%ead 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 nate by
written instrument the e and/or depths to be released hereunder and record such Instrument at Lessee's ﬁxmse
in the county or counties wi 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 a
shall use appropriate means and drill to a de?dm necessary to prevent undue drainage of oil and 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
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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 ﬁggducing in commercial quantities and shall prosecute such drilling with diligence. Failure to
satisfy the statutory o obligation may subject this lease and the owner of the soil's agency rights to forfeiture. Only
u the determination of the Commissioner of the General Land Office and with his written 3, | may the payment
0 ::ompensat«or‘xI 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 or
implied covenant of this lease, from conducﬁnge(‘:lﬁlling 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
govemnment authority, then while so prevented, Lessee'soblvlé;ation 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 reworking 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
n}alr}tain this lease in effect during the primary term in the absence of such drilling or reworking operations or production
of oil or gas.

19, WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises.
If the owner of the soil defaults in payments owed on the leased premises, then Lessee redeem the rights of the
owner of the soll in the leased premises b¥ tgayig any mortgage, taxes or other liens on the premises. If Lessee
makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments
from the rental and royalties due the owner of the soll.

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 beg:rigitohlm in the proportion which his interest bears to

n

the entire undivided surface estate and the royalties and rental to be paid to the Commissioner of the
General Land Office of the State of Texas shall be likewise proj reduced. However, before Lessee adjusts the
royalty or rental due to the Commissioner of the General Land , Lessee or his authorized representative must submit

to the Commissioner 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 te development angfgmdmﬁonoostalloabletosuchund interest. However, in no event
shall the Commi er of the General Land cereoefveasamyal?wonmegrospmducuonalbcabletnéteundivided
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 u 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 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 of the owner of the soil; provided, however, Lessee shall not
u?e t‘_';:ec:tzsble wgfteﬁr‘e or s't;v«r"ater suitable for livestock or irrigation purposes for watertiood operations without the prior consent
Ol owner 5

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. ad

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

24, WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or
barn now on said premises without the written consent of the owner of the soil.

25, POLLUTION. In developing this area, Lessee shall use the highest dﬁgree 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 of containment facilities sufficient to prevent spillage, seepage or
gmund water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all esca

ydrocarbons or other pollutant and shall be responsible for all damage to public and private properties. Lessee Il
build and maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against
loss, damage or injury; and upon completion or abandonment o any well or wells, Lessee shall fill and level all slush pits
and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on
the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of
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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, Lessee shall have the right to
remove machinery and fixtures by Lessee on the leased premises, including the right to draw and remove casing,
within one hundred twenty (120) da atter the expiration or termination of this lease unless the owner of the soil

grants Lessee an extension of this 120-day period. However, Lessee may not remove casing from any well capable of
pmducing oil and gas in paying quantities Additionally, Lessee may not draw and remove casing until after thirty (302
days written notice to the Commissioner of the Genera ‘Land Office and to the owner of the soil. The owner of the soil
‘s&r‘llall becomephme owner of any machinery, fixtures, or casing which are not timely removed by Lessee under the terms of
s paragra

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 part, and the isions of this lease
shall extend to and be binding upon their heirs, devisees, legal r tatives, 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
e ectiveness of any act performed by Lessee. And no change or division in ownership of the land, rentals, or royalties
shall bind Lessee for an faurpose untjl thirty (30) days after the owner of the soil (or his helrs. devisees, legal
representatives or assigns) furnishes the Lessee with satisfactory written evidence of the change in ownership, incuding
the original recorded muniments 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 discha e
Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of
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 tendered; however, if 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 entire lease shall
terminate for failure to pa r the entire rental due under Paragraph 3. Every assignee shall succeed to all rights and be
subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior assignee of the
lease, including any liabilities to the State for unpaid royalties.

3)1 ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of
the soil 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 of assignment and the power of the owner may be
iforfeuted by the Commissioner. An assignment will be treated as if it were made to owner of the soil if the assignee
S:
(1) a nominee of the owner of the soil;
(2) a corporation or subsidiary in which the owner of the soil is a prindpal 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 of the corporation which is the owner of the soil;
8 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,
ministrator, receiver, or conservator for the owner of the soil; or
('9 5'3] family member of the owner of the soil or related to the owner of the soil by marriage, blood, or
option.

RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessee may at any time
execute and deliver to the owner of 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 relleved of all subsequent
obligations as to acreage surrendered. If any part of this lease is properly sumrendered, 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

asségnment or release must be recorded in the county where the land is situated, and the recorded instrument, or a copy

e recorded instrument certified by the County 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 accomggnied by the prescribed ﬁlin?hfee. If any such

assignment is not so filed, the rights acquired under this lease shall subject to forfeiture at 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 this instrument, including the statement of the true oonsfdemtton to be paid for the execution of this lease
and the rights and duties of the parties. Any collateral agreements concerning the development of oil and gas from the
leased premises which are not contained in this lease render this lease invalid.
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copy of
Jriginal filed in

3vas (

iarks QUitice

- . LA R LL R ]
LI . .
. ® @ 0 . .

s & & & @ L

e & @ L L

) r\:\_.

True and Correct



gook 717 et 648

31, FIDUCIARY DUTY. The owner of 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. ‘

3z FORFEITURE. If Lessee shall fall or refuse to make the payment of any sum within thirty days after it
becomes due, or if Lessee or an authorized agent should knowingly make any false retumn or false report concemi
production or drilling, or if Lessee shall fail or refuse to drill any of well or wells in faith as required by law an
the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports
in the manner required by law or fail 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 |
pedainingtomﬁons,oriuesseeoranaumoﬁzedagentshouldknowi:glyfailorremsetogtveoorrectmformamnto ‘
the f)roper a , or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lessee [
shall knowi%[y violate any of the material ions of this lease, or If this lease is assigned and the assignment is not [
filed in the eral Land Office as required by law, the rights acquired under this lease shall be subject to forfeiture by
the Commissioner, and he shall forfeit same when 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 this lease by operation of law or by reason of any
special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated
before the rights of another intervene upon sati evidence to the Commissioner of General Land Office of
mthyurse cg?glgnoe with the provisions of the law and of this lease and the rules and regulations that may be adopted
re reto.

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all
oil and ‘?‘as 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 applk:able statutory lien, an express contractual lien
on and security interest in all leased minerals in and extractet; 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 lien and security interest may be foreclosed with or without court
proceedings in the manner provided in the Title I, Chapter 9 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 arlslngmuzom
and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this lease. Id
the Commissioner at any time determine that this representation 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 unitize royalty interest of the owner of the
soll under this lease with any other leasehold or mineral interest for the exploration, develo and production of oil or
g?;'orelmerofmem upon the same terms as shall be approved by the School Land Board and the Commissioner of the

eral Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural
Resources Code 52.151-52.153. The owner of the soll agrees that the inclusion of this provision 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 their 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 su-ictfnaliabie act or omission of Lessee. Further,
Lessee 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 [rgﬁ? (including death), costs and ses, or other harm for which of damages is
sought, under any theory including tort, contract, or strict liability, lnciuding attomeys' fees and other ‘egal expenses,
including those related to environmental hazards, on the leased premises or in &'3' 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 A reement, 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 described 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
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EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR
ARTIES (INCLUDING THE NEGLIGENCE OF THE INDENINIFIED PARTY), WHETHER SUCH NEGLIGENCE BE
SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE. ‘ : .

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest 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 waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any
asbestos containing materials, ives, 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 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 ARISINé OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE
RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISE§
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 PREMISEé 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,
?nd if any provision in this lease does not conform to these statutes, the statutes will prevail over any nonconforming
ease provisions.

38. EXECUTION. This oil and gas lease must be sgr;ed and acknowled by the Lessee before it is filed of
record in the county records and in the General Land Office of 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 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 effective until a certified copy of
this lease (which is made and certified by the County Clerk 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
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 accompany such certified copy to the General Land Office.

40. See attached "ADDENDUM" attached hereto and made a part hereof.
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5 “THIS IS A PAID-UP OIL AND GAS LEASE as to any, rentals that may be paid on or before the
anniversary date. If lx".]renlzllsaﬂe paid on or before the 3

is payable to the owner of the soil as
n,andﬁ‘lerentalsdueonorbeforeﬂﬁ4 annrversfydatewil be PAID-U

Of such amount,
Texas as

7
BY: Jack
TITLE: Individually
DATE:

. Blake, Jr.

STATE OF TEXAS

PECOS (m;lun}o/ﬁms, INC.

1‘
anniversary date, the total rental paid shall be $7,314.
,657.00 is ppay'able to the State of

Tt

Individually
DATE: _// [;[:;oa‘f

STATE OF TEXAS

BY:

¥,
DATE: /&/()'U'//’ 1
[

THE STATE OF T EXAS
COUNTY OF MIDLAND

§
§
§

DATE:

This instrument was acknowledged before me this <2Y_day of &2fites , 2005, by . A 'ﬁ"*ﬂ*{
[A%2esent of Pecos Bend Rovalties, Inc., on behalf of said corporation.

IN WITNESS WHEREOQF, I have hereunto set my hand and affixed my notarial seal the day and year last above

written.

My commission expires:

SR B

’*‘ % LUNELLE ZFECK
ﬁ o] Notary Putic State of Tewas

\(tfr ‘e‘f-* My Commiss:on Expirss 07-12-08

Lo

M%WL

Notary Public Signature?’
-10-
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THE STATE OF TEXAS §
§
COUNTY OF MIDLAND §

This instrument was acknowledged before me on this theand__ day of/_\/_Q(Lemb.u, 2005, by Jack E.

Blake, Jr., and Michael J. Daniel, in the capacities herein stated.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year last above ‘
written.

My commission expires: N .
: o q{m} £ Ao
C/ /Nélary Public Signature
JAN R. DAVIS
*1 MY COMMISSION EXPIRES
September 16, 2008

w Y fi
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ADDENDUM attached to and made a part of that certain Oil and Gas Lease dated October 1, 2005,
by and between the State of Texas, acting by and through its agent
Pecos Bend Royalties, Inc., and Jack E. Blake, Jr. and Michael J. Daniel.

40. Notwithstanding anything herein to the contrary, Paragraph 5 (minimum royalty) and Paragraph 14 (shut-in
royalty) refer to their computation to the delay rentals provided in Paragraph 3 herein. The undersigned do hereby
recognize and acknowledge that minimum royalty and shut-in royalties due herein are payable in the amount of $36.57.

Of such amount, $18.29 is payable to the owner of the soll as provided herein and $18.29 is payable to the State of
Texas as provided herein.

-2 -
True and C'FFFPCI
copy of
Original filed in
Reeves County
| Clerks Office
|
|
| e - RN PROVISION HERUN 10 < 1E1% 14 SALL, RENTAL,
OR USE BF 15} 5 300 v MR SECAUSE OF COLDR
] OR RACE (5 HaVALID ANE UNTLE FCEE81E UNDFR FFDERAL
[ FILE NOo. 5360 -
! FILED FOR RECORD ON THE _ 28TH DAY OF NOVEMBER A.D. 2005 10:15 Ay,
‘ DULY RECORDED ON THE 30TH DAY OF NOVEMBER A.D. 2005 9:00 A.m.
;af _ { , DEPUTY DIANNE 0. FLOREZ, COUNTY CLERK

REEVES COUNTY, TEXAS
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Date File

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing is a full, true and correct photographic copy of the
onginal record now in my lawful custody and possession. as the same is
filed/recorded in the public records of my office, found in VOLZ 17
PAGE 641 THAU 652 - DEED RECORDS

thereny centfied on __ JANUARY 25,2006
~

PUTY



TEXAS GENERAL LAND OFFICE

JERRY PATTERSON, COMMISSIONER

June 13, 2006

Attn: Jack E. Blake, Jr.
Navigator Oil & Minerals, Inc.
P.O. Box 10184

Midland, Texas 79702

Re:  RELINQUISHMENT ACT LEASE No. M-106048
640 acres in Section 4, Blk. 57, T&P Ry Co. Survey
Reeves County, Texas

Dear Mr. Blake:

The certified copy of the Relinquishment Act lease covering the above referenced tracts has been
approved and filed in our records under Mineral File number M-106048. Please refer to this
number in all future correspondence concerning the lease.

Your remittance of $96,125.00, has been applied as the state's portion of the cash bonus
$96,000.00, along with a processing and filing fee in the amount of $125.00. Please let me know if
you should have any questions.

Sincerely,

Do Zect

Drew Reid N WS —
Minerals Leasing

Energy Resources

(512) 475-1534

MS/DR

Stephen F. Austin Building * 1700 North Congress Avenue * Austin, Texas 78701-1495
Post Office Box 12873 = Austin, Texas 78711-2873
512-463-5001 = 800-998-4GLO

www.glo.state.tx.us
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) CHESAPEAKE OPERATING, INC. PO. BOX 18496 OKLAHOMA CITY, OK 73154
R LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SEPTEMBER 5, 2008 TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $16,640.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM

102008 TO 1012010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RR CO SVY

PAYMENT OPTION TO EXTEND

LEASE NUMBER TX2330053-005 LEASE DATE: 10/1/2005 PROSPECT: DIXIE LAND
RECORDED: BOOK 717 PAGE 829 ENTRY NUMBER: 005359 COUNTY/PARISH REEVES STATE TX
“OR CREDIT OF: AMOUNT: .ot.
aeee
017397 COMMISSIONER OF THE GENERAL LAND .
OFFICE OF THE STATE OF TEXAS Acct 16,640.00
STEPHEN F. AUSTIN BUILDING $16,640 EACH FOR ADD'L 2 YRS
1700 NORTH CONGRESS, SUITE 600 . s
AUSTIN, TX 78701 “etee’
-
anse e
- -

W\[’ IDUOU(E“ (R ) COPY FOR Sy

YOUR RECORDS

IMPORTANT o
he attached check is for th (s) d above. Please dat e
e attached check is for the person(s) named above. Please date, sign )
ind return the attached receipts on the day you receive it. If directed to Date Received gﬁzﬁégg\%i{
| bank, please deposit the amount to the credit fo the person(s) named 0.00
|bove and date, sign and return the receipt on the day you receive it. If Sign Here ( ‘( ”2¥ E[ )R Grand Total 16.640.00
orrespondence required, please make reference to lease number. 1 :
By EZQ!I}‘\ RE:E:[)IEI)E‘ Check No. 36734
. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 3673 4
DELAY RENTAL ACCOUNT
PO. BOX 18496 _ ;
OKLAHOMA CITY, OK 73154
405/848-8000
DATE AMOUNT
srwhsmmarmirnsren i 6 640 *DOLLARS * 00 " CENTS 09/05/2008 $16,640.00

PAY

TO COMMISSIONER OF THE GENERAL LAND

THE OFFICE OF THE STATE OF TEXAS

ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 ; 2 CHESAPEAKE OP?HNG*INC'
|} = 174




CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154

WE HAVE THIS DAY SEPTEMBER 5, 2008
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $12,251.00

LEASE OBLIGATION DEPOSIT RECEIPT

TENDERED TO

DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW

IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM

10112008 1O 10/1/2010

COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:

Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RR CO SVY

PAYMENT OPTION TO EXTEND
LEASE NUMBER TX2330053-008 LEASE DATE: 10/1/2005 PROSPECT: DIXIE LAND
RECORDED: BOOK 717 PAGE 571 ENTRY NUMBER: 005354 COUNTY/PARISH REEVES STATE TX
“OR CREDIT OF: AMOUNT
L e
017397 COMMISSIONER OF THE GENERAL LAND fetes”
OFFICE OF THE STATE OF TEXAS Acct 12,251.00 .
STEPHEN F, AUSTIN BUILDING $12,251 EACH FOR ADD'L 2 YRS
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 . se
-
-
l LR .
. LL] .
. &
w10 COPY FOR
YOUR RECORDS
IMPORTANT St
S 12,251.00
“he attached check is for the person(s) named above. Please date, sign )
wnd return the attached receipts on the day you receive it. If directed to Date Received Eﬁﬁiﬁcs?év'“ 0.00
1 bank, please deposit the amount to the credit fo the person(s) named OR ’
ibove and date, sign and return the receipt on the day you receive it. If Sigrl Here COPY F Grand Total 12.251.00
:orrespondence required, please make reference to lease number. T RS
By YOUR REC ORDS Check No. P
Title

CHESAPEAKE OPERATING, INC.
DELAY RENTAL ACCOUNT
PO. BOX 18496
OKLAHOMA CITY, OK 73154
405/848-8000

* DOLLARS *

RWRRRIRAAARRRENRN] D 51
1

00 *CENTS

PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600

AUSTIN, TX 78701

*O36 ?7LONe

DATE
09/05/2008

BANK OF OKLAHOMA, N.A.
OKLAHOMA CITY, OK

36740

AMOUNT
$12,251.00

a CHESAPEAKE OPEH%
4 U




CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SEPTEMBER 5, 2008
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $5,120.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM

101/2008 TO 1012000 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RR CO SVY

TENDERED TO

AYMENT OPTION TO EXTEND

.EASE NUMBER  TX2330053-004 LEASE DATE: 10/1/2005 PROSPECT: DIXIE LAND
{ECORDED: BOOK 717 PAGE 606 ENTRY NUMBER: 005357 COUNTY/PARISH REEVES STATE TX
‘OR CREDIT OF: AMOUNTS .**,
eeee
017397 COMMISSIONER OF THE GENERAL LAND .
OFFICE OF THE STATE OF TEXAS Acct: 5,120.00

STEPHEN F. AUSTIN BUILDING $5120 EACH FOR ADD'L 2 YRS
1700 NORTH CONGRESS, SUITE 600 . e
AUSTIN, TX 78701

. ®
LR LA

nf O0Ho(e) oo =

YOUR RECORDS

IMPORTANT
Subtotal
5,120.00

he attached check is for the person(s) named above. Please date, sign ) BANK SERVICE
nd return the attached receipts on the day you receive it. If directed to Date Received | CHARGE $ 0.00
bank, please deposit the amount to the credit fo the person(s) named _ COP ? Fi ) R i
bove and date, sign and return the receipt on the day you receive it. If Sign Here Grand Total 5.120.00
orrespondence required, please make reference to lease number. TR RECOUKDS '

By YO[ R -\ Check No. 36732

Titie

£ OF THIS DOCUMENT HAS A COLORED BACKGROUND WITH VOID PANTOGRAPH

. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 36732
DELAY RENTAL ACCOUNT o
RO. BOX 18496 .
OKLAHOMA CITY, OK 73154 L%
405/848-8000
DATE AMOUNT
sewsarapkrasasssneg 190 * DOLLARS * 00 * CENTS 09/05/2008 $5,120.00
PAY
T0 COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600

AUSTIN, TX 78701 CHESAPEAKE OPERATING; INC.




; ‘ CHESAPEAKE OPERATING, INC. PO. BOX 18496 OKLAHOMA CITY, OK 73154
) LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SEPTEMBER 5, 2008 - TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $3,841.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
101112008 TO  1or2010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL

SAYMENT OPTION TO EXTEND

-EASE NUMBER TX2330053-011 LEASE DATE: 10/1/2005 PROSPECT: DIXIE LAND
RECORDED: BOOK 717 PAGE 583 ENTRY NUMBER: 5355 COUNTY/PARISH REEVES STATE TX
“OR CREDIT OF: AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS Acct 3.841.00 , L.
STEPHEN F. AUSTIN BUILDING $3841.00 EACH FOR ADD'L 2 YRS snsat
1700 NORTH CONGRESS, SUITE 600 :
AUSTIN, TX 78701
L
Ll .
LE LN ]
) L
s Wuod2 (D)
COPY FOR iy
YOUR RECORDS
IMPORTANT —
ubtota 3,841.00
‘he attached check is for the person(s) named above. Please date, sign )
ind return the attached receipts on the day you receive it. If directed to Date Recewed—eﬂ-[;-\LFﬁ-R— %ﬁ'}'\’é (?E%VICE P
1 bank, please deposit the amount to the credit fo the person(s) named ’\ :

ibove and date, sign and return the receipt on the day you receive it. If Sign Here - ~ 1 Grand Total 3.841.00
:orrespondence required, please make reference to lease number. .

By . Check No. 36746
Titie
. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 3 6 7 4 A
DELAY RENTAL ACCOUNT
PO. BOX 18496
OKLAHOMA CITY, OK 73154 e 2
405/848-8000
DATE AMOUNT
bbbttt W V-6 B DOLLARS * Q0 * CENTS 09/05/2008 $3,841.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 CHESAPEAKE OFElATINe, IN




CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154

. %v LEASE OBLIGATION DEPOSIT RECEIPT
WE HAVE THIS DAY  gepTEMBER 5, 2008 ; TENDERED TO
COMMISSIONER OF THE GENERAL LAND
THE SUM OF 840,00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW

$3
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
102008 7O 1012010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:

Survey: T&P RR Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RR CO SVY

SAYMENT OPTION TO EXTEND

-EASE NUMBER  1x2330053-002 LEASE DATE:  10/1/2005 PROSPECT:  pIXIE LAND
3ECORDED: BOOK 746 PAGE 193 ENTRY NUMBER: gos055 COUNTY/PARISH RgevEs STATE TX oo
“OR CREDIT OF: AMOUNT “esse "
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS Acct 3.840.00
STEPHEN F. AUSTIN BUILDING $3840 EACH FOR ADD'L 2 YRS o s
1700 NORTH CONGRESS, SUITE 600 “eees’
AUSTIN, TX 78701 .
LA L A
- -
LA LR}
. .. L]
W 00D (E)
YOUR RECORDS
IMPORTANT "
‘he attached check is for the person(s) named above. Please date, sign B
nd return the attached receipts on the day you receive it. If directed to Date Received gﬁ%gE%VICE
bank, please deposit the amount to the credit fo the person(s) named COPY FOR 0.00
bove and date, sign and return the receipt on the day you receive it. If Sign Here - Grand Total 3 840.00
orrespondence required, please make reference to lease number. 3 7 \ .
By YO UR R },CO RDS Check No. 36728
. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 36728
DELAY RENTAL ACCOUNT -
PO. BOX 18496
OKLAHOMA CITY, OK 73154 —
405/848-8000
DATE AMOUNT
swwssmmeanassennsd 840 * DOLLARS *+ 00 " CENTS 09/05/2008 $3,840.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 CHESAPEAKE OPERATING, INC.

IR =————



CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
ge W LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SEPTEMBER 5, 2008 TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $3,840.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW

IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM

10i1/2008 TO 10112010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RY CO SVY

PAYMENT OPTION TO EXTEND

LEASE NUMBER TX2330053-001 LEASE DATE: 10/1/2005 PROSPECT: DIXIE LAND
RECORDED: BOOK 717 PAGE 595 ENTRY NUMBER: 005356 COUNTY/PARISH REEVES STATE Tf e
“OR CREDIT OF: ) ) AMOUNT eeee
L
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS Acct 3,840.00
STEPHEN F. AUSTIN BUILDING $3840 EACH FOR ADD'L 2 YRS . s
1700 NORTH CONGRESS, SUITE 600 “eces’
AUSTIN, TX 78701 -
ases
- L ]
LR LR ]
s »
- -
COPY FOR s
iile \DWDW)LF) YOUR RECORDS
IMPORTANT
Subtotal 3.840.00
‘he attached check is for the person(s) named above. Please date, sign X
ind retum the attached receipts on the day you receive it. If directed to Date Received COPY FOR CHARGE S °° 0.00
| bank, please deposit the amount to the credit fo the person(s) named - ’
ibove and date, sign and return the receipt on the day you receive it. If Sign Here Y ! H E 8 I‘g ( 18 i !.S Grand Total 3.840.00
‘orrespondence required, please make reference to lease number. A ;
: BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 3 6 7 2 [N
DELAY RENTAL ACCOUNT
PO. BOX 18496 .
OKLAHOMA CITY, OK 73154 T
*405/848-8000
DATE AMOUNT
whAERR I aaae] B4 () *DOLLARS *' 00 * CENTS 09/05/2008 $3,840.00
PAY
T0 COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 g 2 HESAPEAKE OPERATING_.’ INC.
v "f ’:5 U

0 VIEW



CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
T LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SgpTEMBER 5. 2008 ‘ TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $3,840.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM

sori2008 TO 1012010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RR CO SVY

SAYMENT OPTION TO EXTEND

LEASE NUMBER TX2330053-003 LEASE DATE: 10/1/2005 PROSPECT: DIXIE LAND
3ECORDED: BOOK 718 PAGE 209 ENTRY NUMBER: 005056 COUNTY/PARISH REEVES STATE TX _ee_
“OR CREDIT OF: AMOUNT eeee
L]
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS Acct: 3,840.00
STEPHEN F. AUSTIN BUILDING $3840 EACH FOR ADD'L 2 YRS L
1700 NORTH CONGRESS, SUITE 600 “esee”
AUSTIN, TX 78701 .
eases
3 LA LN ]
. @
L] LN
C LE N
YO! JOPY .
ol L ‘R R! I
IMPORTANT N
h hed check is for tt (s) d above. Pl d 3.840.00
‘he attached check is for the person(s) named above. Please date, sign )
ind return the attached receipts on the day you receive it. If directed to Date Received 3ﬁ§§§§§V'CE
| bank, please deposit the amount to the credit fo the person(s) named ( l ’ P Y Fi jR 0.00
bove and date, sign and return the receipt on the day you receive it. If Sign Here Grand Total 3 840.00
orrespondence required, please make reference to lease number, > DS c ! :
By = heck No. 36730

. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 3 6 7 3 O
DELAY RENTAL ACCOUNT -
PO. BOX 18496 _ :
OKLAHOMA CITY, OK 73154
405/848-8000
DATE AMOUNT
ssssmasmesenssionns g40  * DOLLARS * 00 * CENTS 09/05/2008 $3,840.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF LLOSOTTS Br;HTg%F:GRESS' BUITE000 CHESAPEAKE OPERATING, INC.

erﬁam. Greatleoy
L, B e S TR 4
ro3s730r (A




CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
2 T LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY  sepTEMBER 5, 2008 | | TENDERED TO
COMMISSIONER OF THE GENERAL LAND
THE SUM OF $3,657.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW

IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
sorz00s 7O 1012010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:

Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RR CO SVY

JAYMENT OPTION TO EXTEND

.EASE NUMBER TX2330053-006 LEASE DATE: 10/1/2005 PROSPECT:  DIXIE LAND
{ECORDED: BOOK 747 PAGE gs3 ENTRY NUMBER: (gs361 COUNTY/PARISH REEVES STATE 7%
‘OR CREDIT OF: AMOUNT. .
* l: .o
017397 COMMISSIONER OF THE GENERAL LAND .
OFFICE OF THE STATE OF TEXAS Acct: 3,657.00
STEPHEN F. AUSTIN BUILDING $3657 EACH FOR ADD'L 2 YRS
1700 NORTH CONGRESS, SUITE 600 . s
AUSTIN, TX 78701 R B
.
aeee
L]
esee
.e @
- L
COPY FOR eete’
, YOUR RECORDS
: ) i
ME 10L0%O (H)
IMPORTANT Sulitonsl
he attached check is for the person(s) named above. Please date, sign e e
B - =
nd return the attached receipts on the day you receive it. If directed to Date Received EQ%GSEF%VICE
bank, please deposit the amount to the credit fo the person(s) named ' COPY FOR 0.00
bove and date, sign and return the receipt on the day you receive it. It Slgn Here Grand Total 65700
orrespondence required, please make reference to lease number. YO[ I R Rr C ORDS Chackiis 3,657.
By : i ’ 36736
Title

. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 36738
DELAY RENTAL ACCOUNT 2
PO. BOX 18496
OKLAHOMA CITY, OK 73154 i
4 48-8000
05/848-800 DATE AMOUNT
sewwaiwkasnanrsany 657 * DOLLARS */ 00 % CENTS 09/05/2008 $3,657.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUSTIN. TX 78701 CHESAPEAKE OPERATING, INC.




CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SEPTEMBER 5, 2008 TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $3,657.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
1011/2008 TO  10/2010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BLK 57, T&P RR CO SVY

PAYMENT OPTION TO EXTEND

LEASE NUMBER  TX2330053-007 LEASE DATE: 10/1/2005 PROSPECT:  DIXIE LAND
3IECORDED: BOOK 717 PAGE 617 ENTRY NUMBER: 005358 COUNTY/PARISH REEVES STATE TX
ZOR CREDIT OF: . AMOUNT
- .e
017397 COMMISSIONER OF THE GENERAL LAND Tetes’
OFFICE OF THE STATE OF TEXAS Acct 365700
STEPHEN F. AUSTIN BUILDING $3657 EACH FOR ADD'L 2 YRS
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 i e
e " ®
a8
seee
L ]
LELE]
.... =
. COPY FOR wee
N ICUM(U (I) YOUR RECORDS
IMPORTANT
oo 3,657.00

he attached check is for the person(s) named above. Please date, sign ) BANK SERVICE

ind return the attached receipts on the day you receive it. If directed to Date Hecewed_@@?%“:e{{i CHARGE § 0.00
1 bank, please deposit the amount to the credit fo the person(s) named ) ; L
ibove and date, sign and return the receipt on the day you receive it. If Slgn Here 2 Grand Total 3,657.00
:orrespondence required, please make reference to lease number. ) i ;

By Check No. 36738
; BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 36738
DELAY RENTAL ACCOUNT
PO. BOX 18496
OKLAHOMA CITY, OK 73154 Gy,
405/848-8000
DATE AMOUNT
sssssmasamseasneeag 657 " DOLLARS * 00 " CENTS 09/05/2008 $3,657.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 CHESAPEAKE OPERATING, INC.




CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
L LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SepTEMBER 5, 2008 . ¢ TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $3,657.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM

102008 TO  10m2010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BK 57, T&P RR CO SVY

PAYMENT OPTION TO EXTEND

LEASE NUMBER  TX2330053-009 LEASE DATE:  10/1/2005 PROSPECT:  DIXIE LAND
RECORDED: BOOK 717 PAGE 559 ENTRY NUMBER: 005353 COUNTY/PARISH REEVES STATE Tx
FOR CREDIT OF: AMOUNT
L] .e
017397 COMMISSIONER OF THE GENERAL LAND fatedt
OFFICE OF THE STATE OF TEXAS Acct: 3657.00 ¢
STEPHEN F. AUSTIN BUILDING $3,657 EACH FOR ADDL 2 YRS
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 o oo
= .:l. =

L0 (T) YO%%PEE%OORRDS K i

IMPORTANT Subtotal

3,657.00
he attached check is for the person(s) named above. Please date, sign BANK SERVICE
ind return the attached receipts on the day you receive it. If directed to A

Date Received CHARGE §
1 bank, please deposit the amount to the credit fo the person(s) named COPY OR 0.00
ibove and date, sign and return the receipt on the day you receive it. If Sign Here — Grand Total 3 657.00
;orrespondence required, please make reference to lease number. Y l f l R R LE 8 { E B S s ;

By Check No.

36742
Title
. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 3 6 7 4 ?
DELAY RENTAL ACCOUNT 4
PO. BOX 18496 -
OKLAHOMA CITY, OK 73154 -
405/848-8000
DATE AMOUNT
swxmssamsaaressensdy 657 * DOLLARS * 0 *CENTS 09/05/2008 $3,657.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUST]N. Tx 78701 CHESAPEAKE OPERATlNE. |NC.
% 2 v 7 u”



CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY SEPTEMBER 5, 2008 TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $3,657.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
101/2008 1O  4qo//2010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 57 Section: 4 Short Desc: ALL OF SEC 4, BK 57, T7P RR CO SVY

PAYMENT RENTAL

LEASE NUMBER TX2330053-010 LEASE DATE: 10/1/2005 PROSPECT. DIXIE LAND
IECORDED: BOOK PAGE ENTRY NUMBER: COUNTY/PARISH REEVES STATE TX
=OR CREDIT OF: : AMOUNT.
017397 COMMISSIONER OF THE GENERAL LAND etest
OFFICE OF THE STATE OF TEXAS Acct: 3,657.00 .
STEPHEN F. AUSTIN BUILDING $3657 EACH FOR ADD'L 2 YRS

1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701

- L L]
- ® -
seew
.
asee
L]
sees
en »
COPY FOR g
o LE N J
\ b COR R
\N\%\QUC‘J&(@LK) YOUR RECORDS
IMPORTANT
Subtotal 3657.00
"he attached check is for the person(s) named above. Please date, sign . :
ind return the attached receipts on the day you receive it. If directed to Date Received gﬁugégr;wCE 0.00
1 bank, please deposit the amount to the credit fo the person(s) named .
bove and date, sign and return the receipt on the day you receive it. If Sign Here cOpry FOR Grand Total 3.657.00
:orrespondence required, please make reference to lease number. ST R
By vOUR RECORDS Chagk-H. 36744
T Tie
CE OF THiS DOCUMENT HAS A COLORED BACKGROUND WITH VOID PANTOGHRAPH =
. BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY, OK 3 6 7 4 A
DELAY RENTAL ACCOUNT )
PO. BOX 18496 .
OKLAHOMA CITY, OK 73154 -
405/848-8000
DATE AMOUNT
swxsmessmsaasaieaa3 657 * DOLLARS * 00 * CENTS 09/05/2008 $3,657.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701 CHESAPEAKE OPERATING, INC.
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