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19 

STATE OF TEXAS 
TAX I.D. # 

SIGNATURE OF 
AGENT 

State Lease Number 

M- 1. 
For GLO Use Only 

APRIL 4 , 2006 

MINERAL LEASE BID APPLICATION 

I agree, if awarded a lease on the referenced tract, to comply with all terms 
and conditions of said lease and with all applicable laws that so govern said 
lease, and as those laws may be amended. 

Name: Craig L. Blair 

Address: P.O. Box 2476 

City: Carlsbad State: NM Zip: 88221-2476 
(Include +4 Code) 

Telephone: (505)885-2502 

County(ies): Culberson Survey/Area: PSL 
(If Applicable) 

Block[Isp.: 113 Section[Iract: 4 Acres: 640.00 
(If Applicable) 

(A) Bonus Amount ($)135,040.00 

One Hundred Thirty Five Thousand Forty and No/100 
(type/print above) 

(B) Sales Fee Amount ($)2,025.60 

Two Thousand Twenty-five and 60/100 
(type/print above) 

This Sales Fee is 1112% of the cash bonus as provided in Section 32.110 of the 
Natural Resources Code as amended. 

APPLICANT NAME 

Mark Slate 
(same as above) 

BONUS AMOUNT ONLY (A) 
( Do Not include sa les feeD 

~)13S,o4o.oo 0'0.Js 
:;<;' 

:.( 

(must be an 11-digit number) 

(signature) 

Mark Slate 
(type/print name) 
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Luse Form 
Re' lstd I 0/99 

urH ) Cd chool L and 

~ustin, ~exa.s 

O IL AND GA LEA E 
NO . •' 1- 106303 

W II EnEAS, pursuant to the Texas Natural Resources Code Chapters 32, 33. 51, and Chapter 52, Subehapters A·D and I!, (saod Code beong hereonafter referred to as N R.C.), and subJeCt to all 
rules and regulations promulgated by the Commissioner of the General Land Office and/or the School Land Board pursuant thereto, and a ll other applicable statutes and amendments to said 
N.R.C .. the following area, to-wit. 

S ECT ION 4, llLOC K 11 3, PUII LI C C IIOOL LAND U!WEY, C Lll ERSON COU TY, TEXA , CONTA I• INC AI' I'ROX!i\IATELY 6-10 AC R E , A S !!OWN ON H IE 
OFFIC IAL l\IAP Of' C ULBERSO COU 'TY, TEXAS OW 0 F IL E IN T !!E T EXAS GENERAL LAND OF FIC E, A STIN, TEXJ\ , 

was, after beong duly advertised. offered for lease on the 4'" d•) or April, 2006, at 10:00 o'clocla.on. by tltc Conunossioner of the General Land Office of the State ofTe<as and the School Land 
Board of the State ofTexas. for the sole and only purpose ofprospecung and dnlhng for. and producong ooland!or gas that = Y be found and produced from the above descnbed area, and 

W II EREA • after all bids and remuwnces Y.htch \\Crt reccl\ed up to saod ume have been duly considered by the Commissioner of the General Land Office and the School Land Board at a 
regular meeting thereof in the General Land Office, on the 4'" d•) or Apr il , 2006, heremafter the "effecme date" and u \\as found and detcntllned that C RAIG L. llLAIR "ho>e address is P.O. 
!lOX 2476, CARLS BAD, ' EW l\I EX ICO 88221-2476 had offered the htghes t and best bid for a lease of the area abo,·e descnbed and os, therefore, entotled to receove a lease thereon· 

OW, T il EllEFORE, I, Jerry E. Patterson, Commissioner of the General Land Office of the State ofTc>las. heremafter sometimes referred to as "Lessor," whose address is Austin, Teus, by 
virtue of the authority vested in me and in cooosideration of tloe payment by the hereinafter designated I essce, the sum of One !lund red Thlri) -Fh e T housand For ty And 0011 00 Dollars 
(S 135,0-10.00), receipt of which os hereby acknowledged and of the ro)'altoes, covenants, supulauons and conditions contained and hereby agreed to be paid, obse" ed and performed by Lessee. 
do hereby demise. grant. lease and let umo the abo,·e menuoncd boddcr the e~chtsl\e right to prospect for. produce and take 011 and/or gas from the aforesa1d area upon the follo,.ong term') and 
condouons. to-\\ u. 

I. llESERVATI0:-1· There ts hereby o.ccpted and rese"cd to lessor the full use of the property co,cred hereb~ and all nghts "1th respect 10 the surface and sub;urface thercorror any and 
all purposes e<ecpt those granted and to the e~tent herein granted to le.-ee. together with the nghts of mgress and egress and use of sa Ill lands by lessor and ots nt1neral lessees, for pwposes o f 
explonng for and producing the mmerals "Inch are not co,·ered. or" hoch may not be co,·ered in the future. wider the term') ofthts lease, but "hoch IT13) be located "1thon the surface boundanes 
of the leased area. All of the rights on and to the leased premises retaoncd by Lessor and all of the nghts on and to the leased prellllscs granted to Lessee hereon shall be e.crcised on such a rmnncr 
that ncothcr shall wtduly interfere woth the operauons of the other 

l . T ERl\1: Subject to the other pro\'isoon.s hereof, thiS lease shall be for a tcnn of five (5) years from the cffcctl\'e date hercof(hcn:m called "pnnury tcml'') and as long thereafter as oil or 
gas os produced on paying quantuies from saod area. 

3. DELAY llE TA l : If no \\tilts corrunenced on 1hc land hereby lea~ed on or before the aoumersal') date of this lease. thos lease shall tcm11nate as to both parties w1less the lessee on or 
before saod date shall pay or tender to the C'onunissioner of the General Land Office of the St.ltc ofTe~as at AU>ton. Texas. the arrount specofied 111 the follo"mg >chedule multiplied by the 
number ofaeres in the preomscs, whoch shall operate as a rental and CO\'er the pri,ilege of defemng the commencement of a \\ell for r" eh c ( 12) months from satd date. In like nunner and upon 
payments or tenders of amounts set out on the follo\\ing schedule, the commencement of a \\tll=y be further deferred for alike period of the same number of months 

Anru,crsary Date Delay Rental oer Acre 
first S 5.00 
Second S 5.00 
Thord 525.00 
f o un h $25.00 

4. PRO DUCTION RO YAL T l F. SubJeCt to the pro,;soons for ro) ahy reducuons set out 111 subparagraph (E) ofthos paragraph 4. upon producuon of 011 and.'or gas, the t cssec agrees to pay 
or cause to be paid to the Conunissioncr of the General Land Office 111 Auston, Texas, for the use and benefit o f the State of Texas. during the tem1 hereof 

(A) O IL As a ro)alt) on ool. "Inch is defined as mcludmg all h~drocarbons produced on a hquod fomt at the mouth of tloe \\ell and abo all condensate, dosullate, and other hqwd 
hydrocarbons reco•ered from ool or gas run through a separator or other cquopment. as heremafter prov1ded, 11-1 part of the gross prodocuon or the ltl3rk.et \'alue thereof, at the option of the 
Lessor, such value to be detemtoncd by I) the hoghcst pos1ed pnce, plus prcn11un1. 1f any, offered or paod for ool, condensate. disullate, or other liquid h)drocarbons, rcspecti,tl)·, of a hle type and 
gra\1ty 111 I he general area "here produced and "hen run, or 2) the hogheslltl3rket price thereof offered or paod m the general area "here produced and "hen run, or 3) the gross proceeds of the 
sale thereof. whichever is the greater Lessee agrees that before any gas produced from the land hereby leased os sold, used or processed on a plan~ ot "ill be run free of co>t to I essor through an 
ndequale oil and gas separator of conventional type or other equopment at leas t as efficient to the end that all hquid hydrocarbons recoverable from the gas by such means will be reco,·ered. Upon 
wri tten coooscnt of Lessor, the rcquoremcnt that such gas be run through such a separator or other equopment may be waived upon such tenns and conditions as prescribed by Lessor 

(B) 0 -PROC ESSED GA As a royalty on any gas (oncludong nared gas), which is defined as all hydrocarbons and gaseous sub>tances not defined as ool on subparagraph (A) above, 
produced from any well on saod land (uccpt as pro,ided herem w1th respect to gas processed 111 a plant for the exuacuon of gasohne. hqwd h)drocarbons or other products) Il-l part o f the gross 
producuon or the ltl30:et value thereof. at the option of the Lc.sor, such .alue to be based on the highest =rket price paid or offered for gas of comparable quahty 111 the general area \\bere 
produced and when run. or the gross pnce paod or offered to the producer. "hoche,·er is greater provided that the ma"<imum pressure base in measwmg the gas under this lease contract shall not at 
any time exceed 1-1.65 pounds per square onch absolute, and the s tandard base ttll1>Crature shall be suty (60) degrees Fahrenheit. correcuon to be ltl3de for pressure accordong to Boyle's Law. 
and for spec1fic gravity accordmg to test ltl3de by the Balance Method or by the most approved method of tesung being used by the 1ndustty at the ume oftesllllg. 



(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, .!1:!. pan of the residue gas and the 
liquid hydrocarbons exrracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100%) of the total plant production of residue 
gas attnoutablc to gas produced from this lease, and on fitly percent (500/o) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid hydrocarbons, 
attnbutablc to the gas produced from this lease; pro,ided that if liquid hydrocarbons are reco,·ered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an 
interes~ then the percentage applicable to liquid hydrocarbons shall be fitly percent (500/o) or the highest percent accruing to a third pany processing gas through such plant under a processing 
agreemem negotiated at arms' length (or if there is no such third pany, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The 
respecli\C royalt1es on residue gas and on liquid h)drocarbons shall be detemlined by I) the hlghestlll3rket price pa1d 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 Wlder this paragraph be less than the royalties" hich would have been due had the gas not been processed. 

(D) OTHER PROD UCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be 
"casmghead," "dry" or any other gas, by fractionating, burning or any other processing, 114 pan of gross production of such products. or the market value thereof, at the option of Lessor, such 
market value to be detemtincd as follo\\s: 

( I) On the basis of the highest market price of each produc~ during the same month in "hich 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. 

(E) VAIU AIJLE ROYA LTY: (i) Subject to the other pro\isions of this lease, it is hereby provided that mthe event producuonm paying qu:uni ties IS established pursuant to the temtS of 
this lease and such production is brought on line and sales thereof are commenced within eighteen (I S) months of the effective date hereof. the royalty rate pro\ided herein shall be reduced to 
200/o, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Pro\idcd that. if during such eighteen (IS) month term during which Lessee may eam a 
reduced royalty rate of 20% as herein provided, Lessee should drill in good fanh and complete the first "ell as a dry hole on the land covered by this lease, Lessee may receive a three (3) month 
extension of the term in which to earn a reduced royalty rate by giving not1ce to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the 
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established 
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period. 

(ii) In the event production in pa)ing quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced afler the expiration 
of eighteen (18) months from the effective date hereof but prior to the expiration o f twenty-four (24) months from the effective date hereof, the royalty rate pro\ided herein shall be reduced to 
22.5% and shall apply 10 each subsequent well drilled and produced on the land covered by this lease. Pro\ided tha~ if during such six (6) month tem1 during which Lessee may cam a reduced 
royalty rate of 22.5'/e as herein pro\ided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may recei,·e a three (3) month 
extension of the term in which to earn a reduced royalty rate by giving notice to the Conunissioner of the General Land Office. conunencing drilling operations on an additional well prior to the 
Cll.piration of such three (3) month period and prosecuting diligently and in good faith the dnlling of such addiuonal well and completing same so that production in paying quantities is established 
and so that such production is brought on line and sales thereof are commenced prior to the e~piration of such three (3) month extension period. 

(f) NO DEDUCTIONS: Lessee agrees that all royalties accruing to Lessor wlder this lease shall be" ithout deduction for the cost of producing, trnnsponing, and otherwise making the oil, 
gas and other products produced herew1der ready for sale or usc. 

(G) ROYALTY IN KIND: Notwithstanding anything contained herein to the comrary, Lessor may, at its option, upon not less than 60 days notice to Lessee, require at any time or fro m 
time to time that payment of all or any royalties accruing to Lessor under this lease be made in kind without deduction for the cost of producing. gathering, storing, separating, treating, 
dehydrating, compressing, processing, transporting and otherwise makmg tl1e oil, gas and other products produced hereunder ready for sale or use. Lessor's right to take its royal ty in kind shall not 
diminish or negate Lessor's rights or Lessee's obligations, whether express or implied. under this lease. 

(H) PLANT FUEl- AND RECYCLED GAS: No royalty shall be payable on any gas as may represent this lease's proponionate share of any fuel used to process gas produced herew1der 
in any processing plant. Notwithstanding anything contained herein to the contrary, and subject to the consent in writing of the Commissioner of the General Land Office, Lessee may recycle gas 
for gas lifl purposes on the leased premises afler the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled w1Lil such time as the 
same may thereafler be produced and sold or used by Lessee in such lll3mler as to enmle Lessor to a royalty thereon wtder the royalty provisions of this lease. 

( I) i\IINii\IUi\1 ROYALTY: During any year afler the expiration of the prilll3ry temt ofth1s lease, 1fthis lease is maintamed by productiOn, the royalties paid to Lessor in no event shall be 
less than an amount equal to $5.00 per acre, otherwise, there shall be due and payable on or before the last day of the month succeedmg the anniversary date of this lease a sum equal to SS.OO per 
acre less the amount of royalties paid during the preceding >ear. 

(J) IARG INA L PRODUCTI0:-1 ROYA LTY: Upon Lessee's wntten apphcation, the School Land Board =Y reduce the royalty rate set out in this paragraph andlor the minimum 
royalty set out in subparagraph 4 ( I) to extend the economic life of th1s lease and encourage reco,·ery of oil or gas that might othern ise remain unrecovered Any such royalty reduction must 
conform to the requirements of any School Land Board adnlinistrath·e rules on this subject Royalty nlly not be reduced below the applicable statutory minimum 

5. ROYALTY PA \~ 1 ENTS AND REPORTS: All royalties not taken m kind shall be paid to the Commissioner of the General Land Office at Austin, Texas, in the following manner. 
Payment of royalty on producuon of oil and gas shall be as pro\ided 111 the rules set fonh 111 the Te-as Register. Rules currently provide that royalty on o1l is due and must be receh·ed 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 momh succeeding the month of production, accompanied by the affidavit of tlte owner, lll3nager or other authorized agent, completed in the fonn and lll3nner prescribed by 
the General Land Office and showing the gross amount and disposition of all oil and gas produced and the lll3rket value of the oil and gas, together with a copy of all documems, records or repons 
conJim1ing the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda o f amount produced and put into 
pipelines, tanks. or pools and gas lines or gas storage, and any other repons or records which the General Land Office may require to verify the gross production, disposition and =rket value. In 
a ll cases the authority of a 1mnager 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 ad \ice 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 thiny (30) days af\er 
the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thiny (30) days la te shall accrue a penalty of I 0% 
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 accming when the royalty is sixty (60) 
days overdue. Affidavits and supponing documents which are not filed when due shall incur a penalty in an amount set by the General Land Office adminis trati,•e rule which is effective on the 
date when the affidavits or supponing docwnents were due. The Lessee shall bear all respo11Sibility for paying or causing royalties 10 be paid as prescribed by the due date pro\ided herein. 
Payment of the delinquency penalty shall in no way operate to prohibit the State's right of forfeiture as pro,ided by law nor act to postpone the date on which royalties were originally due. TI1e 
abo,·e penalty pro,isions shall not apply in cases of title dispute as to the State's ponion of the royalty or to that portion of the royalty in dispute as to fair market ' 'alue. 

6. (A) RESERV ES, CONTRACTS AND OTHER RECORDS: Lessee shall annually fum1sh the Commissioner of the General Land Office witl1 its best possible estimate of oil and gas 
reserves underlymg this lease or allocable 10 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 thiny (30) days afler entering into or nllking such conrracts, agreements or amendments. Such contracts and agreetnCnts when received by the General Land 
Office shall be held in confidence by the General Land Office wtless otherwise authorized by Lessee. All other conrracts and records penaining to the production, rransponation, sale and 
marketing of the oil and gas produced on said prenlises, 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 Govemor, or the representative of any of them 

(B) DRI LUNG RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land Office by Lessee or operator fi ve (5) days before spud 
date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such written notice 10 the General Land Office shall include copies of Railroad Commission 
forms for application to drill. Copies of well tests, completion repons and plugging repons shall be supplied to the General Land Office at the lime they are filed with the Texas Railroad 
Commission. Lessee shall supply the General Land Office with any records, memoranda, accowtts, repons, cuttings and cores, or other infonnation relative to the operation of the above-descn1led 
premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical andfor radioacti\ity 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 descn1led premises and shall transmit a true copy of the log of each survey on each well to the 
General Land Office within fif\een (I 5) days afler the making of said survey. 

2 



(C) PENA L TI ES: Lessee shall incur a penalty whenever repons. documentS or other rnatenals are not filed in the General Land Office "hen due "The pe11Jity for lote fihng shall be set by 
the General L>nd Office admmlstratl\e rule which is effective on the date "hen the matenals "ere due m the General Land Office. 

7. RET AI ' ED AC REAGE: Notwithstandmg any pronsion ofthlSiease to the contrary. al\tr a "ell producmg or capable ofproducmg 011 or gas has been COI11lleted on the leased premises. 
Lessee shall nercise the d1hgence of• reasonably prudent operatOr m dnlhng such add1t1onal well or "ells as llllY be reasonabl) necessary for the proper de,·elopment of the leased pmni>es and 
111 nurketmg the producuon thereon 

(A) VERTICA L. In the e\cnt thiS lease ts m force and ciTccttwo (2) )tars after the c~ptrauon date of the pnmary or extended tenn 11 shall then ternunatc as to all of the leased prenuses. 
EXCEPT (I) 40 acres surrowldmg each oil "ell capable ofproducmg tn paymg quanuucs and 320 acres surrounding each gas "ell capable ofproductng tn paymg quantmcs (1neludmg a shut-in 
0 11 or gas well as pro,idcd 111 Paragraph II hereof}, or a "ell upon which Lessee 15 then engaged tn contmuous dnlhng or reworkmg operauons. or (2) the number of acres mcluded m a productng 
pooled w>it pursualllto Natural Resources Code Sections 52.15 1-52.153. or (3) such greater or lesser number of acres as may then be allocated for producuon purposes to a prorauon umt for each 
such producing "ell under the rules and regulations of the Railroad Comnusston of Texas. or any successor agency, or other governmental authonty havmg JUnSdlction Withm 90 days of a 
parualtcnnination of tins lease in accordance with this subparagraph and upon payment of the minimum fihng fee set by General Land Office rules m eiTcct at the tunc of the part1alternunat10n, 
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the tenninatcd portion of the leased premises as may be reasonably necessary for the conunued operation of 
the portions of the lease rcm.1nting in force and eiTect. If Lessee fails to apply for a surface lease witlnn the 90 day period specified above, Lessee nuy apply for a surface lease from the Land 
Office. but the Land Commissioner has the discre tion to grant or deny such application and to set the fcc for such surface lease 

(0) IIO il i ZO TAL. In the event this lease is in force and eiTecttwo (2) years aficr the cxptrauon date oftlw: primary or extended tcm>ll shall further tcnmnatc as to all depths below 100 
feet below the total depth dnllcd (hereinafter "deeper depths") in each well located on acreage retamcd m Paragraph 7 (A) abo,e, unless on or before two (2) }tars after the pnnury or extended 
tenn Lessee pays an omount equal to one-half( l/2) of the bonus origmally pa1d as cons1dei"JllOn for tins lease (as spcc1fied on page I hereof} If such amount IS pa1d, th1s lease shall be m force 
and ciTect as to such deeper depths. and said tcrnunation shall be dela}ed for an add mona I penod of two (2) years and so long thereafter as 011 or gas ts produced m paytng quanuucs from such 
deeper deptlu co' cred by thts lease 

(C) IDENTIFIC,\ T ION A ' 0 Fl LI!'OG: The surface acreage reumcd hcrewldcr as to each well shall. as nearly as practica~ be m the fonn of a square" 1th the \\til located tn the center 
thereof. or such other shape as nuy be appro,ed by the School Land Board Withtn thtrty (30) da)'S after pantal tcrnunation of this lease as pro•idcd herem. Lessee shall execute and record a 
release or releases comammg a satisfactory legal description of the acreage a1ldior depths not rcta1ned herewldcr The recorded release. or a certified copy of SJnlt, shall be filed m the General 
Land Office. acco111>antcd by the filing fee prescnbcd by the General Land Office rules tn ciTcct on the date the release is filed. If Lessee fatls or refu.scs to execute and record such release or 
releases withm nmety (90) days after being requested to do so by the General Land Office, then the Comnuss10ner at his sole discretion llllY dcs1gnate by "nucn tnstrumcnt the acreage and/or 
depths to be released hereunder and record such instrument at Lessee's expense m the county or counucs where the lease IS located and m the offietal records of the General Land Office and such 
designauon shall be btnding upon Lessee for all purposes. If at any ume after the ciTcctl\e date o f the parttaltermination pro,isions hereof, the apphcablc field rules arc changed or the "ell or 
wells located thereon arc rcclass11ied so that less acreage IS thereafter allocated to sa1d "ell or \\ells for producuon purposes. tlus lease shall thereupon temunate as to all acreage not thereafter 
allocated to said "ell or wells for producuon purposes. 

8. OFFSET Wf:LLS: If o tl and/or gas should be produced in commcrctal quanuucs from a wclllocatcd on land pnvately owned or on State land leased at • lesser royalty, winch \\ell is within 
one thousand ( 1.000) feet of the a reo included herein, or which well is dranung the area covered by tins lease, tlte Lessee shall, withtn SUllY (60) days after such mil tal production from the dratning 
well or the well located Wlthm one thousand {1,000) feet from the area covered by tins lease begin in good faith and prosecute diligently the dnlhng of an offset "ell on the area covered by th1s 
lease. and such ofTset well shall be drilled to such depth as may be necessary to prevemthe undue drainage of the area covered by this lease, and the Lessee, llllnnger or dnller shall use all means 
necessary in u good fauh effort to nuke such oiTset well produce 011 and/or gas in commerctal quanttues. Only upon the detennina tion of the Comnussioner and wuh his wnuen approval. nuy the 
paymcm of a compensatory royalty satisfy the obligation to dnllan oiTsct \\ell or "ells requ1red under tins Paragraph 

9. DRY IIOLE.IC ESSAT ION OF PRODUCT ION DURING PR ii\IARY TEiu\1: If, during the prillllry tenn hereof and prior to disco, cry and producuon ofo1l or gas on said land, Lessee 
should dri ll a dry hole or holes thereon, or 1f dunng the primary tcnn hereof and aficr the discovery and actual production of oil or gas from the leased prcm1scs such producuon thereof should 
cease from any cause, this lease shall not tcrnunate if on or before the exptr.~uon of sixty (60) days from date of co111>lction of said dry hole or ccssat1on of producuon Lessee conuncnces 
addiuonal dnlling or re" orking operauons thereon, or pays or tenders the ne\t annual delay rental 111 the sanlt manner as pro,1dcd m thiS lease If, dunng the last )Car of the pnnury tenn or 
\\ 1th1n s.xty (60) days prior thereto. o dry hole be COI11lletcd and abandoned. or lite producuon of ool or gas should cease for any cause. Lessee's nghiS shall rema111 111 full force and ciTcct "-lthout 
funhcr operations unul the c~p1ra11on o f the pnmary tcnn; and if Lessee has not rcswncd productiOn tn paytng quantuies at the cxptr.~uon of the pnmary term. Lessee OIJY mamuin thts lease by 
conducung add111onal dnlhng or re"orkmg operations pursuant to Paragraph 10. u.smg the e•p1ra11on of the pnmary tcnn as the date of cessat10n of producuon unJcr Paragraph 10. Should the 
first \\CII or any subsequent \\CII dnllcd on the above descn'bcd land be completed as a shut·tn 011 or gas "ell \\lthtn the pnmary tcnn hereof. Lessee nuy reswne pl)ment of the annual rental m 
the same manner as pro,ided herem on or before the rental pa}ing date folio" mg the c~ptration of smy (60) days from the date of COI11llction of such shut-tn otl or gas "ell and upon the fa1lure to 
make such payn~tm. thas lease shall1pso facto tcrn>inatc. If at the cxp1rauon of the pnmary tern• or any ume thereafter a shut-tn oil or gas "elias located on the leased prenuscs payments may be 
llllde m accord.1nee \\llh the shut-111 provastons hereof. 

10. CESS,\ T ION. DRILLING, AND REWORKING: If, after the e•p1rauon of the pnnury tern~ producuon of oil or gas from the leased prcnuscs. after on<c obu111cd. should cease from 
any cause. this lease shall not tcrnunate if Lessee commences add1uonal dnlhn~; or rt\\Ork1ng operouons "1th1n si•ty (60) days after such cessation. and thas lease shall rema111 m full force and 
eiTect for so long as such opera110115 conunue 111 good faith and in workmanlike nunner "uhout 111terrupt1ons totaling more than s ixty (60) days. If such drilling or reworkmg operations result 111 
the producuon of 0 11 o r gas, the lease shall remain in full force and ciTcct for so long as 011 or gas is produced from the leased premises in paymg quantitieS or pa)nw:nt of shut-in 011 or gas "ell 
royalties or payttw:nt of compensatory royalties is llllde as pro,·idcd herein or as provided by law. If the drilling or reworkmg operations result 111 the compleuon of a "ell as a dry hole, the lease 
wi ll nottenninate if the Lessee commences additional drilling or reworking operauons "1th1n si,.ty (60) days after the completion of the well as a dry hole, and this lease shall rellllin m ciTcct so 
long as Lessee continues drill ing or reworking operations in good faith and in a workn~1nlikc manner without interruptions totaling more than sixty (60) days Lessee shall g1ve wriucn notice to 
the General Land Office withinthiny (30) days of any cessation of production. 

II. SII UT -IN ROYA l, T IES: For purposes of this paragraph, "well" means any well that has been assigned a \\ell number by the state agency having JuriSdiCtiOn over the production ofo1l 
and gas. If at any time after the expiration of the prinury tern> of a lease tha~ wml being shut in, was be111g llllintained in force and ciTect, a "ell capable of producmg 011 or gas 111 paying 
quantities 15 located on the leased prcnuscs. but 011 or gas is not being produced for lack of sutuble producuon factliues or lack of a sui table nurkc~ then Lessee may pay as a shut-m otl or gas 
royalty an amount eqtc11to ~ I 0.00 per acre. but not less than S 1,200 a year for each "ell capable of producmg 011 or gas in paying quanuucs. To be ciTecll\·e. each 111111al shut-tn 011 or gas royal!)· 
must be paid on or before ( I) the cxptrauon of the pnnury tern~ (2) 60 days after the Lessee ceases to produce otl or gas from the leased premises. or (3) 60 days after Lessee con1Jictes a drilling 
or reworkmg operauon 111 accordance wuh tltc lease pro,isions, "hiche,cr date IS latcsl If the shut-111 011 or gas royalty 15 pa1d, the lease shall be considered to be a producmg lease and the 
paymem shall c~tcnd the tern> of the lease for • penod of one year from the end of the pnllllry term. or from the first day of the month follo"mg the month m \\hlch producuon ceased, and, after 
thattfno SUitable producuon fact hues or su1ublc nurkct for the 0 11 or gas naslS. Lessee may c•tcnd the lease for four more succcssl\c periods of one (I) year by paytng the same amount each 
year on or before the c~p1rauon of each shut-111 )ear. 

12. COi\1 PENSATOR Y ROYAL T l ES: If. during the period the lease 15 kept m ciTcct by payment o f the shut-tn otl or gas royalty, 011 or gas tS sold and dch\cred tn paytng quanurics from a 
"ell located within one thousand (1,000) feet of the leased premises and con1Jictcd m the same produc111g rcscr\otr, o r in any case m "htcb dratnage lS occumng. the nghtlO conunue 10 maintatn 
the lease by paytng the shut-In 011 or gas royalty shall cease, but the lease shall relllltn ciTecuvc for the rem:under of the )'Car for which the royalty has been pa1d "The Lessee may main tam the 
lease for four more success1ve years by Lessee paying coll1JCnsa tory royalty at the royalty rate provided m the lease of the market value of production from the \\CII cau.smg the dninage or which 
is completed in the same produc111g reservoir and within one thousand {1,000) feet of the leased premascs. The compensatory royalty 15 to be pa1d monthly to the CommiSSIOner begmning on or 
before the last day o f the month following the month in which the 011 or gas is produced from the "ell causing the drainage or that is con1Jieted m the same producmg reservoir and located within 
one thousand ( 1,000) feet of the leased premises; if the compensatory royalty pa1d 111 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 tlte d11Tcrencc witlt in thirty (30) days from the end of the 12-month period, and none of these provisions will relieve Lessee of the obligation of reasonable dcvc lopn~tnt nor the 
obligation to dri ll oiTsct \\ells as pro,idcd in N.R.C. Section 52.034; however, at the detcnnination of the Commissioner, and with the Comm1ssioncr's wnucn approval, lite payment of 
compensatory royalties shall satis fy the obligation to drill oiTset wells. Compensatory royalty payn>Cnts whteh are not timely pa1d will accrue penalty and interest in accord.1nce with Paragraph 5 
of this lease. 
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13. EXTE.'ISIONS: If. at the exp1rat10n of the prim:1ry tenn ofthts lease, production of 011 or gas has not been obtamed on the leased premises but drilling operations are being conducted 
thereon in good fa1th and in a good and workm:~nlike m:1nncr, Lessee may, on or before the exp1ration of the primary term. file an the General Land Office written application to the Conunissioner 
of the General Land Office for a th1rty (30) day extension of this lease, acco~anied by payment of Three Thousand Dollars (S3,000.00) if this lease covers six hundred forty (640) acres or less 
and Six Thousand Dollars (S6,000.00) 1f th1s lease covers more than six hundred fony (640) acres and the Commissioner shall, in writing. extend this lease for a thiny (30) day period from and 
after the expiration of the primary tenn and so long thereafter as 011 or gas is produced in paying quantities; provided further, that Lessee m:1y, so long as such drilling operations are being 
conducted make like application and payment during any th1ny (30) day e.~tended period for an additional c"eltsion of thiny (30) days and. upon receipt of such application and paymen~ the 
Conmussioner shall. in wnting, agam e~tend thts lease so that same shall remain in force for such additional thany (30) day penod and so long thereafter as oil or gas is produced in paying 
quantities; provided. howe,er. that this lease shall not be e.tcnded for more than a tot:ll of three hundred nmcty (390) days from and after the expiration of the primary tern• unless production in 
pa)1ng quanttues has been obtamed 

1~. U E O F' WATER; L RF' ACE: Lessee shall ha'e the nght to use water produced on satd land necessary for operations hereunder and solely upon the leased premises; provided, howe,·er. 
Lessee shall not use potable "ater or \\Jter sullable for Ji,·estock or tmgauon pwposes for \\ater flood operattotts without the pnor \\11tten consent of Lessor. Subject to its obligauon to pay 
surface damages, Lessee shall ha'e the nght to use so much of the surface of the land that nuy be reasonably necessary for dnlhng and operaung wells and transporting and markeung the 
producuon therefrom. such use to be conducted under conditions of lc•st mJury 10 the surface of the land Lessee shall p•y surface danuges m an amount set by the General Land Office fee 
schedule whach as cffecu'e on the date \\hen the activlly requmng the p3yn1Cnt of surface dam:1ges occurs 

IS. I'OLLUTION: In developing this area. Lessee sh•ll use the haghest degree of care and all proper safeguards to pre,·cnt pollution. Without limiting the foregoing, pollution of coastal 
wetlands, natural "atema)s. rivers and ampoundcd water shall be prc\cnted by the use of cont:lmmcnt facaliucs sufficient to prevent sp1llage, seepage or groWJd water contanunation. In the event 
ofpolluuon, Lessee shall usc all means at its disposal to recapture all escaped hydrocarbons or other pollutant and shall be responsable for all danuge to public and private properties. 

(A) PLA ' D : Lessee shall butld and mamtain fences •round its slush, sunlP, and dramage pats and t:lnk batttrits so as to protect livestock against loss, damage or injury; and upon 
completion or abandonn1ent of any well or wells. Lessee shall fill and level all slush pats •nd cellars •nd completely clc•n up the dnlltng site of •II rubbish thereon. 

(B) SUBi\1 ERG ED LANDS: No discharge of solid wastt or garbage shall be allowed into State waters from any dnlhng or support vessels, production platfonn. crew or supply boat. 
barge, jack-up rig or other tquapmcnt locattd on the leased area Sohd waste shall include but shall not be hrnited to cont•iners. eqUipment. rubbish, plastic, glass, and any other man-made non· 
biodegradable items. A sign must be displayed m 3 high traffic area on all vessels and nunned platfonns s tating. "Discharge of any solid w3ste or garbage into State Waters from I'Cssels or 
platforms is strictly prohibited and may subject a State ofTe~as lease to forfeiture." Such statement shall be t11 lettering of at least I" m size. 

(C) RIVERS: To the extent necessary to prevent pollution. the pro,isions found in subsections (a) and (b) of this paragraph shall also apply to rivers and riverbeds. 

(D) PENAL TV: Failure to comply "'th the requirements of this pro,ision nuy result in the m:1"mum penalty allowed by law including forfeiture of the least. Lessee shall be liable for the 
damages caused by such f3tlure and 3ny costs •nd e•penses tneurred m cleamng areas affected by the dtscharged waste. 

16. IDENTIF'ICA TION i\IARKERS: Lessee shall creeL at a dist:lnce not to exceed t\\enty·fi,e (25) feet from each "ell on the premises covered by this lease, a legible sign on "hich shall 
be stated the name of the operator. the lease destgnation and the -.ell number Where two or more wells on the same lease or where -.ells on two or more leases 3rt connected to the same tank 
battery, whether by tndl\'idualllo-. hne connections dtrectto the tank or t:lnks or by use of a multiple header S)'Stem, each line bel\\een each \\ell and such t:lnk or header shall be legibly identified 
at alltilllCs. either by a firmly attached tag or plate or an identification properly p3mted on such hne at a dtstance not to e~ceed three (3) feet from such tank or header connection Said sagos. tags, 
plates or other identification m:1rkers shall be m:ltlltained in a leg able condnion throughout the tenn of th•s lease 

17. ASS IGNMENTS: The lease m:1y be transferred at any tame; pro,·ided, howe,·cr, that the hab1hty of the transferor to properly discharge its obligation under the lease, including properly 
plugging abandoned \\CIIs. ren10' mg platfolll15 or pipelines, or remedtatton of contamination 3t dnll sncs shall pass to the transferee upon the prior written consent of the Commissioner of the 
General Land Office The Commissioner nuy require the transferee to demonstrate fin•ncial responsibahty and m:1y require a bond or other security. All transfers must reference the lease by the 
file number and must be recorded m the county" here the area ts located, and the recorded transfer or a copy centfitd to by tht County Clerk of the county " here the transfer is recorded must be 
filed 111 the General Land Office Mthm nmety (90) da}'S of the t\ecution date, as provided by N R.C Section 52.026, accompamed by the filing fee prescn'bed by the General Land O ffice rules in 
effect on the date of receapt b) the General Land Office of such transfer or cemfied copy thereof E'cry transferee shall succeed to all nghts and be subject to all obligations, liabilities, and 
penalues O\\ed to the St:lte by the origmallessee or any prior transferee of the lease. including any liabahues to the state for unp3td royalties. 

18. RELEASES: Lessee nuy rehnqutsh the rights granted hereunder to the State 3t any time by recordmg the relinqutshmcnt mthc coWJty -.here thts area IS situated 3nd filing the recorded 
relinquiShment or certified copy of s•me m the General Land Office wtthm nmety (90) days after tlS e<ecutlon accompanied by the fihng fee prescribed by the General Land Office rules in effect 
on the date of receipt by the General Land Office of such relinquishment or cenafied copy thereof. Such relinquishment will not have the effect of releasing Lessee from any liability theretofore 
accrued in favor of the State. 

19. Ll E : In 3ccordancc with N R.C. Section 52 136, the St:ltc shall have a first lien upon •II oil and gas produced from the area covered by this lease to secure payment of all unpaid royalty 
and other sums of amney that may become due under this lease. By acceptance of this lease, Lessee grants the State, m addiuon to the lien provided by N.R.C. Section 52.136 and •ny o~•er 
applicable statutory lien. an express contractual lien on and sccunty interestm all leased minerals in and extracted from the leased premises, all proceeds which nuy accrue to Lessee from the sale 
of such leased minerals, whether such proceeds arc held by lessee or by a third pany, and all fi~tures on and tn1Provcmcnts to tlte leased premises used in connection "ith ~>e production or 
proccssmg of such leased minerals 111 order to secure the payn>ent of all royalttes or other amounts due or to become due under this lease •nd to secure paynJent of •ny danuges or loss that Lessor 
m:1y suffer by reason of Lessee's breach of any co,enant or condttton of this lease, \\hether express or Implied. This lien and secunty interest m:1y be foreclosed \orith or \vithout coun proceedings 
in the manner pro' ided in the Title I, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the Conunissioncr troy requare Lessee to execute and record such instruments as 
nuy be reasonably necessary to acknowledge, att:lch or perfect this lien. Lessee hereby represents th•t there are no prior or superior liens arising from and relating to Lessee's activities upon the 
abo,·e-descn'bed property or from Lessee's ncqutsuion of thas lease. Should the Commissioner at any ume detennine that this rcprcsent:ltion is not true, then the Commissioner nuy declare this 
lease forfeited as provided herein. 

20. FORFEITURE: If Lessee shall f•il or refuse to nuke the pa)ment of any sum within thiny (30) d•ys after 11 becomes due. or if Lessee or an authorized agent should knowingly m:1ke any 
fJlse return or false report conceming production or drilling. or af Lessee shall f•il or refuse to dnllany offset "ell or "ells in good f3llh as requared by law and the rules and regulations adopted by 
the Conunissioner of the General Land Office. or tf Lessee should f3tl to file repons in the m:1nner rcquared by Ia" or fail to comply wath rules and regul•tions promulgated by the General Land 
Office, the School Land Board. or the Ratii'03d CommtsSion. or refuse the proper authoriry access to the records penammg to operations. or af Lessee or an authorized agent should kno\vingly fail 
or refuse to gi'e correct mfomutton to the proper •uthority, or l..noMngly fat I or refuse to furnish the General Land Office a correct log ofany well, or if Lessee shall knowingly viol3te any of the 
materi31 proV1Stons ofthts lease, or ifthaslease IS assigned and the asstgnlllCnt ts not filed m the General Land Office as requtred by law. the rights •cquired under 

this lease shall be subJect to forfeuure by the Commissioner. and he sh•ll forfen salllC when sufficaently mfom1ed of the facts -.hich authorize a forfeiture, and when forfeued the area shall again 
be subject to lease to the haghe>t bidder. under the same regulations controlling the original sale of leases Howe\'er, nothmg herem shall be construed as waiving the autom:1ttc termination of this 
le•sc by operation of law or by reason of any special limitation arising hereWJder. Forfeitures nuy be set aside and this lease and all rights thereunder reinstated before the rights of another 
intervene upon satisfactory e\idence to the Commissioner of the General Land Office of future compliance wuh the provisions of the law and of this lease and the rules and regulations that may be 
adopted rel3tiore hereto 

21. RIVERBED TRACTS: In the e'-ent this lease co,-ers a riverbed, Lessee is hereby specifically granted the right of eminent doaroin and condemn•tion as provided for in N.R.C. Secttons 
52.092·52.093. as a pan of the consideration movmg to Lessor for the covenants herein made by Lessee 

22. APPLICA BLE LAWS AND DRILLI G RESTRICTIONS: This lease shall be subject to all rules and regulations, and an>endments thereto, promulgated by the Commissioner of the 
General Land Office go,·eming drilhng and producing operations on Pemunent Free School Land (spectfically including any rules promulg3ted that relate to plans of operations), payn1ent of 
royalues, and auditing procedures, and shall be subject to all other valid statutes, rules, regulations, orders and ordinances that m:1y affect operations WJder the provisions of this lease. Without 
limiting the generality of the foregoing, Lessee hereby agrees, by the accept:lnce of this lease, to be bound by and subject to nil s tatutory and regulatory provisions relating to the General Land 
Office's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52. 135 
and 52.13 7 through 52.140. In ~te event this lease covers l•nd franchised or leased or otherwise used by a navigation district or by the United States for the pwpose of navigation or other pwpose 
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lllCidentto the operation of a pon. then Lessee shall not be enlllled to enter or possess such land wuhout pnor approval as provided under Section 61 117 of the Te~as Water Code, but Lessee shall 
be enmled to de,·elop such bnd for 011 and gas by d1recuonal dnlhng, pro,,ded, howe,er, that no surface dnlling locauon m:1y be nearer than 660 feet and spec1al permiSSIOn nom the 
Commissioner of the General Land Office IS necessary to m:~ke any surface locauon nearer than 2.160 feet measured at nght angles from the nearest bull.head line or nom the nearest dredged 
bonom edge of any channel, shp. or turning basin which has been authorized by the United Slates as a federal proJect for future eonslTUellon, wh1chever IS nearer. 

23. HE!IIOVAL OF EQUIP!\ I ENT: Upon the termination of tins lease for any cause, Lessee shall not, 111 any event, be penniued to remove the casing or any pan oft he eqwpmcnt from any 
producing. dry, or abandoned well or wells without the wrinen consent of the Comrrussioner of the General Land Office or h1s authonzed represenlatl\e, nor shall Lessee, wuhout the wriuen 
consent of said Commissioner or his authorized represenlatl\e remo'e from !he leased prem1ses the casmg or any other eqwpment, m:~terial. machmery. appliances or propeny owned by Lessee 
and used by Lessee in the development and production of oil or gas therefrom unulall dry or abandoned \\ells h3\e been plugged and unulall slush or ref~ p1ts ha,·e been properly filled and all 
broken or discarded lumber, machmery, or debns shall have been remo,ed from the premtses to the sausfaeuon of the sa1d CommiSSIOner or h1s aulhonzed representame 

24. FO HCE 1\I.AJE HE: Should Lessee be prevemed from complymg w1lh any express or 1mphcd co•enant of !his lease. from conducung dnlling operauons thereon, or from producmg 011 
and/or gas therefrom. after effon made 1n good fauh, by reason of\\ar, rebellion. riots. saikes, fires, acts of God or any order, rule or regulauon of go,emmentJI authonty, then \\h1le so prevented, 
Lessee's obligation to comply '"th such co,enam shall be suspended upon proper and satiSfactory proof presented 10 the CommiSSIOner of the General Land Office m suppon of Lessee's 
con lennon and Lessee shall not be liable for damages for failure to comply !here" 1lh (except 111 the event of lease operauons suspended as pro\1ded m the rules and regulatiOns adopted by the 
School Land Ooard); and th1s lease shall be extended wh1le and so long as Lessee is prevented, by any such cause, from drilling, reworkmg operations or producing oil and/or gas from tl1e leased 
prcnuscs: provided, however, that nothing herein shall be construed to suspend the payment of rental; durmg the prinury or c~tendcd tcnn. nor to abndgc Lessee's ri&ht to a su.o.penston w1dcr any 
applicable slatute of this Sute 

25. LEASE SEC RITY: Lessee shall lake the h1ghest degree of care and all proper safeguanls to protect sa1d prerruses and to prevent lhefi of 011. gas. and other hydrocarbons produced from 
sa1d lease. ThiS mcludes, but 1s not hmued to. the insullauon of all necessary eqwpmcnt, seals. loc~s. or other appropriate protecu'e de,·1ces on or at all access pomts at !he lease's production. 
gathcnng and storage systems where then of hydrocarbons can occur Lessee shall be liable for the loss ofany hydrocarbons resulung fromthefi and shall pay the Slate ofTe,as roy-alues thereon 
as provided herein on all 011, gas or otl1cr hy·drocarbons lost by reason of theft 

26. HEO CTION OF PAYMENT : If, dunng the pnnury term. a pon1on of the land co,ered by lh1s lease IS included w1lhm the boundanes of a pooled unulhat has been appro•ed by the 
School Land Board m accordance \\llh Natural Resources Code Sections 52 ISI·S2 153, or 1f, at any ume afler !he expiration of !he pnm:1ry tenn or the extended tem1. this lease coHrs a lesser 
number of acres than tl1c tolal an10w11 dcscnbed herein, payments that are nude on a per acre basiS herew1dcr 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 tcm\S of this lease during the prim:1ry term shall be calculated based upon the number of acres outside the boundaries 
of a pooled w1i~ or. if after the expirntion of the prinury term. the number of acres actually relaincd and covered by this lease. 

27. CCES OR AN O A ICN : The covenants, condtuons and agreen,.nts conlamed herem shall extend to and be btndmg upon the he1rs, e~ecutors. adnumstrntors. successors or 
ass1gns of Lessee herem 

28. ANTIQUITIES CODE: In the e\Cnt that any feature ofarcheolog1cal or h1storical1nterest on Pemunent School Fund Land IS encountered dunng the acU\'IlltS authonzed by thiS lease, 
Lessee w1ll immediately cease activities and w1ll inuHCdiatcly notify the General Land Office (ATTN Archaeologist. Asset Managtllltlll 01\1Sion, 1700 N Congress Ave, Ausun. Tnas 78701) 
and the Te~as I listorical Comrruss1on (P 0. Box 12276, Austin, TX 78711) so that adequate measures m:~y be undenaken 10 protect or reco•er such diseo,enes or findmgs. as appropriate. Lessee 
IS C\pressly placed on notice of the National Historical Presel\-ation Act of 1966 (PB-89-66, 80 Slatute 915, 16 U.SC.A -170) and the Antiqwties Code ofTexas. Chapter 191, Te~ Nat Code 
Ann (Vernon 1993 & Supp. 1998). On Slate-owned land not dedicated to the Pennanent School Fwld, lessee shall noufy the Texas lhstoncal Comrruss1on before brea~mg ground at a proJect 
locauon. An archaeological survey might be required by the comm1ss1on before construcuon of the proJect can commence. funhcr, 111 tl1e e•entthat any sue, obJect. location, amfaet or other 
fcat11rc of arehacologicnl, scientific, educational, cultural or historic interest is encountered d11ring the activities authonze by this lease. lessee will 1mn1Cdlatcly noufy lessor and the Texas 
I hs torical Commission so that adequnte n1easurcs nuy be undenaken 10 protect or recover such discovenes or findings, as appropriate 

29. VENUE: Lessor and lessee. includmg Jessee's successors and ass1gns. hereby agree that venue for any diSpute ansmg out of a pro' IS ton oflh1s lease, \\he !her e'press or tmphed. regarding 
mterpretJuon of this lease, or relatmg many \\ay to thiS lease or to applicable case law, statutes, or ailirurustrauve rules, shall bema coun of competent junsd1ction located m Tra•1s County. Slate 
of Texas 

30. LEASE FILING: Pursuant lo Chapter 9 of the Tcx Bus & Con• Code.tlns lease must be filed of record in the office of !he Cow11y Cler~ in any cowlly 10 \\Inch all or any pan of the 
leased premises is located, and cenified cop1es thereof must be filed 111 the Gcnernl Land Office The presenbcd fihng fee shall accompany tlte cemfied cop1es sent 10 the Gencrnl Land Office 
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e must be signed and acknowledged by the Lessee before 11 is filed of record in the cowuy records and in the General Land Office of the State of Texas. 

LES EE 

BY: __________________________ __ 

T ITLE:, ___________________________ _ 

DATE:, ___________________________ _ 

F, wi tness the sign3ture of the Comm1ssioner oft he General Land Office of the State ofTe~3s w1der the seal o f the General Land Office. 
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STATE OF ___________________ __ 

CO NTY OF _____________________ _ 

CO;\I~IIS lONER OF T ilE GENERAL LAND OFFIC E 
OF T il E STATE OFTEX-\ 

APPROVED 

Contents 
Legal 
DC 
E1tC 

(CORPORATION ACKNOWLEI>G;\IENT) 

BEFORE ME, the WJdcrsigned authority, on this day personally appeared ___________ ____ ____ ____ _ 

known to rne to be the person whose name is subsenDed to the foregomg utstrument, as. _____________ ___ ____ of 

---- ---------- - ------ - --------------•nd acknowledged to rne that he c'ecuted the same 

for the purpose> and consideration thcrem expressed. in the capacity stated. and as the act and deed ofsa1d corporation 

Given under my hand and seal of office this the. _ ___ __ day of _ ___ ___________ .20 _ ______ __ 

Notary Public m and for ______________ _ 

STATE OF _ ____________________ __ (INDIVIDUAL ACKNOWLEDGI\IENT) 

CO NTY OF ____________________ _ 

Before me, the WJdersigncd authority, on this day personally appeared _________________ ______ _ 

kno•m to me to be the persons "hose names are subsenbed to the foregomg ins trument. 3nd ad..now ledged to me that they executed the 
same for the purpo.es and constderauon therein expressed. 

G iven under my hand and seal o f office thiS the _ ___________ day of _ ________________ 20. ________ . 

:-lotary Pubhc m and for _ ______ _ ____ _ _ _ 
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April 28, 2006 

Mr. Craig L. Blair 
P.O. Box 2476 
Carlsbad , New Mexico 88221-2476 

Dear Mr. Blair: 

j ERRY PATTERSO , C Of\L\1JSS10 'ER 

Thank you for participating in the General Land Office Oil and Gas Lease Sale held on April 4, 
2006. I am pleased to inform you that you were the high bidder on MGL. No. 19, which has been 
assigned the lease number M-1 06303. 

State Lease M-1 06303 is enclosed and serves as your receipt for your bid. This lease form must 
be fully executed by the lessee, and then recorded in the County Clerk's office of the county or 
counties in which lands covered by the lease are located. After signing and recording the lease, 
please submit a certified copy of the recorded lease to the attention of the undersigned. These 
requirements are material provisions of the lease; therefore, please return the certified copy at your 
earliest convenience. 

The lessee's other contractual and statutory responsibilities are outlined in the lease agreement, 
such as Section 6(B)., which requires submission of written notice for all drilling , production, and 
related activities. When forms are filed with the Texas Railroad Commission, they are required to 
submit copies of these forms to the General Land Office, such as Forms W-1 , Application to Drill ; 
W-2, Oil Well Completion Report and Log; G -1, Gas Well Completion Report and Log; W-3, 
Plugging Record ; G-5, Gas Well Classification Report; G-1 0, Gas Well Status Report; W-1 0, Oil 
Well Status Report; W-12, Inclination Report; Electric Logs; Directional Surveys. 

Please let me know if you have any questions or need any additional information. 

Sincerely, 

Robert B. Hatter, Director 
Mineral Leasing Division 

tephcn r. Austin Building • 1700 orth Conwcss Avenue • 1\u~ti n , Texas 78701-1495 

Post Ofticc Box 12873 • Au tin, Texas 78711-2873 

512-463-5001 • 800-998--tC LO 

www.glo.statc.tx.us 





Lease Form 
Revised 10/99 
Surveyed School Land 

~usttn , '<!Cexas 

OIL AND CAS LEA E 
o. 1\1-106303 

WII EREAS, pursuan1 10 1he Texas Na!Unl Resources Code Chap1ers 32, 33, 51, and Chapler 52, Subchap1ers A·D and H, (said Code being hereinafter referred 10 as N R.C.). and subjec110 all 
rules and regula lions promulga1ed by 1he Commissioner of lhe General Land Office and/or !he School Land Board pursuanl lhere1o, and all olher applicable Sl31ules and amendmentS 10 said 
N.R.C .. 1he following area, 1o-wi1. 

SECTION 4, BLOCK 113, PUBLIC SCHOOL LAND SU RVEY, C LBERSON COU TY, TEXAS, COo TAININC APPROXIMATELY 6~0 ACRES, AS SHO\ 
OFF ICIAL 1\lAP OF CULOERSO COUNTY, TEXAS OW ON FILE IN THE TEXAS CE ERAL LAND OFFICE, AUSTIN, TEXA , 

ON THE 

was, after being duly ad\'cnised. offered for lease on !he ~,. day of April, 2006, a1 10·00 o'clocl a nl, by !he CollVTliSSIOner of !he General Land Office of !he Su1e of Texas and !he School Land 
Boord of !he Suue of Texas, for !he sole and only purpose ofprospecung and dnlling for, and producong 011 and/or gas !hal may be found and produced from !he above dcscnbcd area, and 

WHEREAS. after all bids and reminances 11.hich were recei\'ed up 10 sa1d time ha\'C been duly considered by !he Commissioner of !he General Land Office and !he School Land Board ala 
regular meeling !hereof in !he General Land Office, on !he ~·· day of April, 2006. here1nafter !he "effccme dale" and 11 was found and de1ermined !hal C RAIG L. BLA IR 11.hose address is P.O. 
BOX 2476, CARLSBAD, NEW MEXICO 88221-2-176 had offered !he highesl and bes1 bod fora lease of1he area abo"e descnbcd and is,lherefore, enmled 10 rece1ve a lease !hereon· 

NOW, THEREFORE, I, Jerry E. Panerson, Conmissioner of !he General Land Office of lhe Su1e of Texas, hereinafter somenmes referred 10 as "Lessor." whose address is Austin, Texas, by 
vinuc of 1he aulhoril)' vesled in me and in coruideration of !he paymcnl by !he hereonafter des1gna1ed Lessee, !he swn of One Hundred Tbirry-Five Thousand Forry And 00/100 Dollars 
(SI3S,040.00), receipl of which is hereby acknowledged and of !he royahies. covenantS, s1ipulanons and conditioru conuined and hereby agreed 10 be paid, observed and performed by Lessee, 
do hereby demise, gran!. lease and let un10 1he above mcmioncd b1ddcr !he exclusi,·e ngh1 10 prospec1 for, produce and uke 011 and/or gas from !he aforesaid area upon !he following 1crms and 
condilioou, 10-wit 

I. RESERVATION: There IS hereby exceplcd and reserved 10 Lessor 1he full use of 1he propeny covered hereby and all rightS Mlh respcc110 lhc surface and subsurface !hereof for any and 
all purposes excep1 doose gran led and 10 1he ex1en1 herein gran1cd 10 Lessee. 10gelher "uh !he nghiS of mgress and egress and usc of sa1d lands by Lessor and liS rrunerallessces, for purposes of 
explonng for and producing !he minerals wh1ch are no1 covered. or"' hoch may 1101 be co,·ered on !he fulurc, under !he lerms of 1hos lease, bul wh1ch may be localed wilhin !he surface boundancs 
of !he leased area All of lhe rightS on and 10 !he leased prcnus<S reumcd by Lessor and all of !he nghiS 111 and 10 !he leased pre moses gramcd 10 Lessee hereon shall be c.crc1scd m such a maroner 
1ha1 nc11her shall unduly imerfcre wi1h lhc operations of 1he o1hcr 

Z. TERM: Subjcc1 10 !he olhcr pro,~sioru hereof. 1his lease shall be for a 1cm1 of fh c (S) yrars from 1he cffccu•e dale hereof (hcrcon called "prunary 1enn") and as long !hereafter as 011 or 
gas os produced m paying quanuucs from said area. 

3. 0 ELA Y RENTALS· If no well is commenced on lhe land hereby leased on or before !he ann1vcrsary dale of 1his lease. 1tus lease shall lcmunalc as 10 bolh pames unless !he Lessee on or 
before said dale shall pay or Lender to lhc Commissioner of 1he General Land Office of 1hc Sulc of Texas a1 A us lin. Texas. !he amoun1 specified in 1he following schedule muluplicd by !he 
nunlbcr of acres in 1he premises, which shall operale as a rcnul and CO\er !he pnvolcgc of defemng !he commenccmcnl of a well for n•eh e {IZ) monlhs from sa1d dale In like manner and upon 
pa>meniS or lenders of amouniS sci ou1 on !he following schedule, I he conuncnccmem of a \\CII may be funher deferred for a like period of1hc same number of monlhs 

Anniversarv Dale Delay RenYII ocr Acre 
Firs! S 5.00 
Second S 5.00 
Third S2S.OO 
Founh S25 00 

4. PRODUCTION ROYAL T l ES· Subjec110 !he provisioru for royal!)' reduclioru sci ou1 in subparagraph (E) of lh1s paragraph 4, upon producuon of 011 and/or gas, lhe Lessee agrees to pay 
or cause 10 be paid 10 !he Commissioner oflhe General Land Office on Ausun. Tcus, for !he usc and benefi1 of !he Sule ofTe~as. dWtng !he 1cnn hereof 

(A) OIL· As a royally on oil, which is defined a.s includmg all hydrocarboru produced on a liquid fonn a1 !he moulh of !he 11.cll and also all condcnsa1c, d1snlla!c, and olher hqwd 
hydrocarbons recovered from oil or gas run lhrough a scpara1or or other equopmenl. as hcrc1nafter proVIded. II~ pan of !he gross producuon or !he market value !hereof. a1 !he op1ion of !he 
Lessor, such value 10 be dclcmuned by I) !he highes1 pos1cd pncc, plus premiUITl if any, offered or paid for oil, condcnsa1e. dislillatc. or olhcr liqwd hydrocarbons, respectively, of a hkc type and 
gra'11y on the general area "'here produced and 11.hen run. or 2) lhc hoghcsl markcl pncc !hereof offered or paod in !he general area v..hcre produced and "hen run, or l) !he gross proceeds of !he 
sale !hereof, whichever is !he grea1cr. Lessee agrees !hal before any gas produced from !he land hereby leased IS sold, used or processed in a plant. 11 wtll be run free of cos110 Lessor lhrough an 
adcqua1e oil and gas scpara10r of conventional rypc or olher cqwpmenl a1leas1 as effocien110 !he end !hal all hquid hydrocarboru recoverable from !he gas by such mearu will be recovered Upon 
wnucn conscnl of Lessor, lhe rcquU"cmenl lhal such gas be run lhrough such a separaiOr or olher eqwpmenl may be waovcd upon such lcrms and cond11ooru as prescnbcd by Lessor 

(B) NO ·PROCESSED CAS: As a royal!)' on any gas (includmg flared gas), wtuch is defined as all hydrocarboru and gaseous subs1anccs 1101 defined as 011 on subparagraph (A) abo,'t, 
produced from any well on said land (excepl as pro•ided hereon 11.11h respect lo gas processed in a plan! for !he ex1r.1c1ion of gasoline, hquid hydrocarbons or olher productS) 1/4 pan of !he gross 
production or !he markcl value !hereof. a1 !he option of !he Lessor, such value 10 be based on !he highes1 markc1 price paid or offered for gas of co"1larablc qualil)' in !he general area where 
produced and when run, or !he gross price paid or offered 10 !he producer, whiche•-tr IS grcalcr provoded lha11he maximwn pressure base in measuring !he gas under this lea.se conlr.lcl shall 1101 a1 
any lime exceed 14.65 pounds per square inch absoluiC, and !he sundard base le01X'ralure shall be sutl)' (60) degrees Fahrcnheil. correction 10 be nude for pressure according to Boyle's Law, 
and for specific gravi1y according 10 lcsl made by the Balance Mcllood or by !he mosl approved melhod of 1es1ing being used by !he indusuy allhe lime ofiCsling 

IF IT 
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(C) PROCESSED GAS: As a roya lty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons.lli pan of the residue gas and the 
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent ( I 00%) of the total plant production of residue 
gas aunbulllble 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 affi liate) owns an 
interes~ then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third pany processing gas through such plant under a processing 
agreement negotiated at arms' length (or if there is no such third pany, the highest percent then being specified in processing agreements or contncts in the industry), whichever is the greater. The 
respective royalties on res idue gas and on liquid hydrocarbons shall be dctemuned by I) the highest market price paid or offered fo r 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 Wldcr this paragraph be less than the royalties which would have been due had the gas not been processed. 

(0) OTHER PROD UCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (e<ccpting liquid hydrocarbons) whether said gas be 
"casinghead," "dry" or any other gas, by fractionating, burning or any other processing, !L:! pan of gross production of such products, or the market value thereof. at the option of Lessor, such 
market value to be detemuncd as follows: 

( I) On the basis of the highest market price of each produc~ during the same month in which such productts produced, or 
(2) On the basis of the average gross sale price of each product for the same month in which such products arc produced; whichever is the greater. 

(E) VA RIADLE ROYALTY: (i) Subject to the other provisions of this lease, itts hereby provided that in the event production in paying quantities tS established pursuant to the tcmlS of 
this lease and such production is brought on line and sales thereof are commenced within eighteen ( 18) months of the effective date hereof. the royalty rate provided herein shall be reduced 10 
20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such eighteen ( 18) month term during which Lessee may cam a 
reduced royalty ra te of20% as herein provided, Lessee should drill in good faith and coll1'1cte tl1e first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month 
extension of the tem1 in which to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the 
expiration of such three (3) month period and prosecuting dil igently and in good fa ith the drill ing of such additional well and completing same so that production in paying quantities is established 
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period. 

(ii) In the event production in paying quantities is established pursuant to the temlS of tl1is lease and such production is brought on line and sales thereof are commenced after the expiration 
of eighteen ( 18) montllS from the effective date hereof but prior to the expiration of twenty-four (24) months from the effective date hereof, the royalty rate provided herein shall be reduced to 
22.5% and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such six (6) month term during which Lessee may earn a reduced 
royalty rote of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month 
extension of the term in which to earn a reduced royalty rate by giving notice to the Commissioner of the Genernl Land Offi ce, commencing drilling operations on an additional well prior to the 
expiration of such three (3) month period and prosecuting diligently and in good faith the dnlling of such additional well and completing same so that production in paying quantities is established 
and so tlla t s uch production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period 

(F) NO DEDUCTIONS: Lessee agrees that all royalties accruing to Lessor under this lease shall be without deduction for the cost of producing, traTlSponing, and otherwise making the oil, 
gas and other products produced hereunder ready for sale or use. 

(G) ROYALTY IN KINO: Notwithstanding anything conlllined herein to the contrary, Lessor may, at its option, upon not less than 60 days notice to Lessee, require at any time or from 
time to time that payment of all or any royalties accruing to Lessor under this lease be made in kind without deduction for the cost of producing, gathering, storing, separating, treating, 
dehydrating, compressing, processing, transponing and otherwise making the oil, gas and other products produced hereunder ready for sale or use. Lesso~s right to lllke its royalty in kind shall not 
diminish or negate Lesso~s rights or Lessee's obligations, whether express or implied, wtder this lease. 

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable on any gas as may represent this lease's proponionate share of any fuel used to process gas produced hereunder 
in any processing plant. NotwiUtStanding anyd1ing contained herein to the contrary, and subject to the consent in wri ting of the Commissioner of the General Land Office, Lessee may recycle gas 
for gas li ft purposes on the leased prenlises after the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until such time as the 
same may thereafter be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thereon under the royally provisions of this lease. 

(I) 1\II NII\IUI\1 ROYALTY: During any year after th• expiration of the primary tem1 of this lease. ifUtis lease is maintained by production, the royalties paid to Lessor in no event shall be 
less than an amount cqu.1l to $5.00 per acre; 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 S5 00 per 
acre less the amount of royalties paid during the preceding year. 

(J) MARC I AL PRODUCT ION ROYALTY: Upon Lessee's wrincn application. Ute School Land Board nuy reduce the royalty rate set out in this paragraph and/or the nlinimum 
royalty set out in subparagraph 4 (I) to extend the economic life of thts lease and encourage recovery of oil or gas that might otherwise remain unrecovered. Any such royalty reduction must 
confonnto the requirements of any School Land Board administrative rules on this subject Royalty nuy not be reduced below the applicable sta tutory minimum 

5. ROYALTY PA YI\IENTS AND REPORTS: All royalties not Ill ken in kind shall be paid to the Conunissioner 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 fonh in the Texas Register. Rules currently provide that royalty on otl is due and must be received in the 

General Land Office on or before the 5th day of the second month succeedmg the month of production, and royalty on gas is due and must be received in the General Land Office on or before the 
I 5th day of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other authorized agcn~ COI11lleted in the form and manner prescribed by 
the Gener:tl Land Office and showing the gross amowll and disposition of all oil and gas produced and the market value of the oil and gas, togetltcr with a copy of all documents, records or rcpons 
confimting the gross production, disposition and market value including gas meter readings. pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into 
pipelines, tanks, or pools and gas lines or gas storage. and any other repons or records which the General Land Office may require to 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 Gcner:tl Land Office. Each royal ry payment shall be accoll1'anied by a check stub, schedule, surnmary 
or other remillancc advice showing by the assigned General Land Office lease number the amount of royal ty being paid on each lease. If Lessee pays his royalty on or before thirty (JO) days after 
the royalty payment was due, then Lessee owes a penalty of 5'/, on the royalty or $25.00, wltichcver is greater. A royalty payment which is over thiny (30) days la te 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. Affida vits and supponing documents which arc not filed when due shall incur a penalty in an amount set by Ute General Land Office administrative rule which is effective on tlte 
date when the affidavits or supporring documents were due. The Lessee shall bear all responsibtlity 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 forfe iture as provided by law nor act to postpone lhe dale on which royalties were originally due. The 
above penalty provisions shall not apply in cases of ti tle dispute as to the St:tte's ponion of Ute royalty or to that porrion of the royalty in dispute as to Cair market value. 

6. (A) RESERVES, CONTRACTS AND OTIIER RECOR DS: Lessee shall annually furnish the Commissioner of the General Land Office with its best possible estimate of oil and gas 
reserves w1dcrlying 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 thiny (JO) 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 penaining to the production, transponation, sale and 
marketing of the oil and gas produced on said prenliscs, including the books and accounts, receiplS and discharges of all wells, lllnks, pools, meters, and pipelines shall at all times be subject to 
inspection and examination by the Commissioner of the General Land Office, the Allomey General, the Govemor, or the representative of any of Utem. 

••• • • • •• • 
• 

• • 
(13) DRJLLING RECO RDS: Wri11en notice of all operations on this lease shall be subrnined 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 wriuen notice to the General Land Office shall include copies of Railroad Commission • • • • 
fonns for application to drill. Copies of well tests, COI11lletion repons and plugging repons shall be supplied to the General Land Office at the time they are filed with the Texas Railroad • • 
Commission. Lessee shall supply the Gener:tl Land Office witlt any records, memoranda, accounts, repons, cuttings and cores, or other infomution relative to the operation of the above·descnbed • • • • 
premises, which may be requested by the Ge neral 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 s urface casing to the total depth of well. of all wells drilled on the above dcscnbed prcnlises 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. 
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(C) PENAL TIES: Lessee shall incur a penalty whenever repons. documents or other materials are not filed in !he General Land Office when due. The penalty for late filing shall be set by 
the General Land Office administrati,·e rule which is effective on !he date when !he IT13terials were due in !he General Land Office. 

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to !he contrary, after a well producing or capable of producing oil or gas has been COfl1lleted on the leased premises, 
Lessee shall exercise !he diligence of a reasonably prudent operator in dnll ing such additional well or wells as may be reasonably necessary for the proper development of !he leased premises and 
in marketing the production thereon. 

(A) VERTICAL: In !he event this lease is in force and effect two (2) years after !he expiration date of the primary or extended term it shall then temunate as to all of !he leased premises. 
EXCEPT (I) 40 acres surrow1ding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quanti ties (including a shut-in 
oil or gas well as provided in Paragnph I I hereof). or a well upon which Lessee is !hen engaged in continuous drilling or reworking operations, or (2) !he number of acres included in a producing 
pooled unit pursuant to Natural Resources Code Sections 52.15 1-52. 153, or (3) such greater or lesser number of acres as may !hen be allocated for production purposes to a proration unit for each 
such producing well under !he rules and regulations of lhe Railroad Commission of Texas, or any successor agency, or other governmental authority having Jurisdiction. Within 90 days of a 
partml temlination o f this lease in accordance with !his subparagraph and upon payment of lhe minimum filing fee set by General Land Office rules in effect at the time of the partial temlination, 
Lessee shall have the right to obtain a surface lease for ingress and egress on and across !he temlinated portion of !he leased premises as IT13Y be re3SOnably necessary for the continued operation of 
the portions of !he lease remaining m force and effecL If Lessee fails to apply for a surface lease within !he 90 day period specified abo,•e, Lessee may apply for a surface lease from the Land 
Office. but the Land Conmussioner has the discretion to grant or deny such application and to set !he fee for such surface lease. 

(B) HORIZONTAL: In !he event !his lease is in force and effect two (2) years after !he expiration date of !he primary or extended term it shall further temlinate as to all depths below 100 
feet below !he total depth dnlled (hereinafter "deeper depths") in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after !he pnmary or extended 
t<m1 Lessee pays an amount equal to one-half(l /2) of !he bonus originally paid as consideration for th1s lease (as specified on page I hereof). If such amount ts pa1d. !his lease shall be m force 
and effect as to such deeper depths, and said. temlination shall be delayed fo r an additional penod of two (2) years and so long !hereafter as 011 or gas is produced in pa)'lng 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 !he well located in !he center 
thereof, or such other shape as may be approved by the School Land Board. Within lhiny (JO) 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 !he acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in !he General 
Land Offi ce. acCOfl1lanicd by !he filing fee prescribed by the General Land Office rules in effect on !he date !he rekase 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 !he General Land Office. !hen !he Commissioner at his sole discretion may designate by wrinen instrument !he acreage and/or 
depths to be released hereunder and record such instrument at Lessee's expense in !he county or counties where !he lease is located and in lhe official records of !he General Land Office and such 
designation shall be binding upon Lessee for all purposes. If at any time after !he effective date of lhe partial temlination provisions hereof, !he applicable field rules are changed or the well or 
wells located !hereon are reclassified so that less acreage IS !hereafter allocated to said well or wells for production purposes. !his lease shall thereupon temlinate as to all acreage not !hereafter 
allocated to said well or wells for production purposes. 

8. OFFSET WELLS: If oil and/or gas should be produced in commercial quantities from a well located on land pnvately owned or on State land leased at a lesser royalty, which well is within 
one thousand (1,000) feet of !he area included herein, or which well is dratrung !he area covered by this lease. !he Lessee shall, Wllhm sL•ty (60) days after such innial producuon from !he draining 
well or !he well located within one thousand (1,000) feet from the area covered by !his lease begin in good faith and prosecute diligently the drilling of an offset well on !he area covered by this 
lease. and such offset well shall be drilled to such depth as may be necessary to prevent !he undue drainage of !he area covered by this lease, and the Lessee, manager or driller shall use all means 
necessary in a good faith effort to mak< such offset well produce oil and/or gas in commercial quantities. O nly upon !he detemlinauon of !he Commissioner and with his written approval, may the 
payment of a COfl1lCnsatory royalty satisfy !he obligation to dnll an offset well or wells required under this Paragraph. 

9. DRY HOLE/CESSATION Of PRODUCTION DURING PRJI\IARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land, Lessee 
should dri ll a dry hole or holes thereon, or if during the primary tem1 hereof and after !he discovery and actual production of oil or gas from the leased premises such production !hereof should 
cease from any cause, this lease shall not tenninate if on or before Ihe e~piration of siltty (60) days from date of coiJ1lletion of said dry hole or cessation of produciion Lessee commences 
additional drilling or reworking operations !hereon, or pays or t<nders !he next aru10al delay rental in !he same ma1mer as provided in this lease. If, during the last year of !he primary term or 
within sixty (60) days prior there10, a dry hole be COfl1lleted 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 unti l the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the exptration of the prim:~ry term. Lessee m:~y maintain this lease by 
conducting additional drilling or reworking operations pursuant to Paragraph 10, using !he expiration of !he primary term as !he date of cessation of production under Paragraph 10. Should the 
first well or any subsequent well drilled on the above descnl>ed land be COfl1lleted as a shut-in oil or gas well withm the pnmary term hereof, Lessee ll13Y resume payment of the annual rental in 
the same manner as provided hertin on or before the rental paying date following !he e.piration of sixty (60) days from !he date of COfl1llenon of such shut-in 01! or gas well and upon !he failure to 
make such paYJf>ent, this lease shall ipso facto temlinate. If at !he e<pira1ion of the primary term or any nme thereafter a shut-in 011 or gas well1s located on !he leased promises payments may be 
made in accordance with the shut-in provisions hereof. 

10. CESSATION, DRILL! G, AND REWORKJNG: If. after !he expiration of !he prim:1ry term. production of oil or gas fi'om !he leased prenlises. after once obtained, should cease from 
any cause, this lease shall not temlinate if Lessee commences additional drilling or reworking operations within sixty (60) days after such cessation. and th1s lease shall remam in full force and 
effect for so long as such operations continue in good fa ith and in workmanlike manner without interruptions totaling more than sixty (60) days. If such drilling or roworking 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 !he leased premises in paying quantities or payment of shut-in oil or gas well 
royalties or payment of COfl1lensatory royalties is made as provided herein or as provided by law. If U1e drilling or reworking operations result in the COfl1llCtion of a well as a dry hole, !he lease 
will not terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days after !he completion of lhe well as a dry hole, and !his lease shall remain in effect so 
long as Lessee continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more than sixty (60) days. Lessee shall give wrinen notice to 
the General Land Office within thirty (30) days of any cessation of production. 

I I. 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 O\'er !he production of oil 
and gas. If at any time after !he e~piration of !he primary tem1 of a lease tha~ until being shut in, was being maintained in force and effec~ a v.ell capable of producing oil or gas 111 pa)'lng 
quantities is located on !he leased premises, but oil or gas is not being produced for lack of suitable production facilities or lack of a suitable marke~ then Lessee may pay as a shut-in oil or gas 
royalty an amount equal to SIO.OO per acre, but not less than Sl ,200 a year for each well capable of producing 01! or gas in paying quantities. To be effecti,·c, each initial shuHn 011 or gas royalty 
must be paid on or before: (I) !he e~pira t ion of the primary term. (2) 60 days after !he Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days after Lessee COIJ1lletes a drilling 
or reworking operation in accordance with the lease provisions; whichever date is latesL If !he shut-in oil or gas royalty is paid, the lease shall be considered to be a producing lease and !he 
payment shall extend the term of the lease for a period of one year from !he end of !he primary term. or from the first day of !he month following !he month in which production ceased, and, after 
that, if no suitable production facilities or suitable market for lhe oil or gas exists, Lessee may extend the lease for four more successive periods of one ( I) year by paying !he same amount each 
year on or before the expiration of each shut-in year. 

12. COMPENSATORY ROYAL Tl ES: If, during !he period !he 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 COfl1lleted in the same producing reservoir, or in any ease in which drainage is occurring, !he right to continue to maintain 
!he lease by paying the shut-in oil or gas royalty shall cease. but !he lease shall remain effective for the remainder of the year for which !he royalty has been paid. The Lessee may maintain !he 
lease for four more successive years by Lessee paying COIJ1lensatory royalty at lhe royalty rate provided in the lease of the market value of production from the well causing !he drainage or which 
is COIJ1lleted in the same producing reservoir and within one thousand ( 1,000) feet of !he leased premises. The COfl1lensatory royalty is to be paid monthly to !he Commissioner beginning on or 
before the last day of the month following the month in which the oil or gas is produced from !he well causing !he drainage or !hat is cOfl1lleted in !he same producing reservoir and located within 
one thousand (1,000) feet of !he leased premises; if !he COfl1ltnsatory royalty paid in any 12-monlh period is in an amount less !han !he annual shut-in oil or gas royalty, Lessee shall pay a.n 
amount equal to !he difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of !he obligation of reasonable development nor !he 
obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at !he detemlination of !he Commissioner, and with the Commissioner's wrinen approval, !he payment of 
COfl1ltnsatory royalties shall satisfy !he obligation to drill offset wells. Cofl1lCnsatory royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph 5 
of this lease. 
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I l. EXTENSIONS: If. at lhe expin1ion of the primary lerm of this lease, production of 011 or gas has no1 been obtamed on lhe leased prenllses bul dnll ing opera nons are being conducted 
thereon in good faith and in a good and workmanlike manner, Lessee may. on or before the expiration of 1he primary 1enn. file in the General und Office wrinen application 10 the CoiMlissioner 
of lhe General Land Office for a thirty (30) day extension of this lease. acco111>anied by payment of Three Thousand Dollars (S3.000.00) if this lease covers su hundred forty (640) acres or less 
and Six Thousand Dollars (S6,000.00) if this lease covers more than SIX hundred forty (640) acres and the Commissioner shall. in wnnng. extend th1s lease for a thuty (30) day penod ITom and 
after lhe expintion of the primary renn and so long !hereafter as oil or gas is produced in paying quanti1ies; pro•ided further. !hal Lessee may. so long as such drilling operations are being 
conduc1ed make like application and paymenl during any 1hirty (30) day exlended penod for an additional n1ension of lhin y (30) days and. upon receipl of such •pplicanon and paymcn~ the 
Commissioner shall. m writing, again exlend this lease so thai same shall rellllm 1n fon:e for such adduionalthlrt) (30) da) penod and so long thereafter as 011 or gas is produced in p•ying 
qll!lnlllies; provided. ho"'e~er. !hal this lease shall nol be exlendcd for more than a totll of three hundred nmety (J90) da)S ITom and after lhe exp1ranon o f the pnmary term unless production in 
pa)ing qll!lntities has been obtained. 

14. USE OF WATER; SURFAC E: Lessee shall have the right to use water produced on sa1~ land necessary for operanons hereunder and solely upon the leased pn:Ollses. pro•ided. however. 
Lessee shall not use potable 1\ater or water suitabl< for lhestock or inigation pwposes for "'ater flood opera nons 10.1thout the pnor "'Tlnen consent of Lessor SubjeCt to its obligatiOn to pay 
surface damages. Lcss<c shall have the right to usc so much of the surface of ~1e land that may be reasonabl) necessary for drilhng and opcranng "'ells and tnnspornng and nurkcMg the 
proJucnon therefrom. such use 10 be conducted under conditions of least mjury 10 the surface of the land lessee shall pa) surface damages m an amount set by the General land Office fee 
,chcJul< " htch is efTecu• c on the dat< "'h<n the actl\i ty requiring the p3)11lCnt of surface Januges occurs. 

IS. POLLUTION: In de, doping this area. Lesse< shall usc the highest degree of n rc and all proper safeguards to pn:•ent pollution \\'nhout hmiung the forcgo mg, polluuon of co:utal 
"~tlanJs, na1ural "' atCNa)S. m crs and unpounde~ " ater shall be pre' ente~ by the use of contamment facthues suffincnt to prc,cnt sptlllge. seepage or growtd "atcr contanunation In !he c-.nt 
of polluuon, Lessee shall usc all means at its disposal to recapture all escaped h)drocarbons or other pollutant and shall be responstblo for all damage to public and pnvate propen1cs 

(A) PLANDS: Lessee shall bwld and maintain fences around its slush, SW!1>. and dramagc p1ts and tank batteries so as to protect h• cstock agamst loss, damage or tnjut} . and upon 
con1)1ction or abandonment of any well or "''ells. Lessee shall fill and level all slush p1ts and cellars and con11lctcly clean up the dnllmg site of all rubbtsh thereon 

(8) SUBMERGED LANDS: No dtschorgc o f solid waste or garbage sholl b< allowed 1nto State waters from any dnlhng or support •csscls. producnon platfonn. crew or supply boa~ 
barge. jack· up rig or othtr eqwpment located on !he leased area. Sohd wasre shall include but shall not be ltnll ted to contamers. cqwpmen~ rubbtsh. plasnc. glass. and any other lllln-madc non· 
biodegradable items. A sign must b< diSplayed in a high traffic area on all vessels and manned platforms staring, "Discharge o f any solid "'aste or garbage 1nto Stare Waters ITom \'tsscls or 
piJtforms is sttictly proh1b11ed and may subject a Stare of Texas lease to forfeuwe." Such stuement shall be m lettering of at least I" m SIZe 

(C) RIVERS: To the <xtcnt nectssary to prc•cnt pollution, !he provisions found in subsections (a) and (b) of thts p•ragraph shall also apply to n•crs and mcrbeds 

(D) PE:'IAL TV: Failurt to co111>IY with the requirements of this pro• is ion may result m the maxtmurn penalty allowed by law mcludmg forft~rurc of the lease. Lessee shall be habit for !he 
damat~es caused by such fa1lure and any costs and expenses incwrcd m clcanmg areas affected by the diSCharged wasre 

16. IDENTIFICATION I\IARK£RS: Lessee shall erec~ at a diStance not to exceed twcnty·fi• c (25) feet ITom each wtll on the prenllses CO\ ered by !Ius l<ase. a legible Sign on which shall 
be statod the namc of the apcrator. lhe lease designation and lhe well nwnbcr Whore two or more wells on the sam• lease or where wells on ""o or more leases are cormecred to !he same tank 
battery. whether by Individual Oow line connections direct 10 lhe tank or tanks or by use of a mulnplc header sysrem. each hnc between each v.cll and such tank or huder sholl b< legibly identified 
at all times. either by a firmly attached tag 01' plate or an identifteation properly pamted on such hne at a dtstancc not to exceed three (3) feet from such tank or header connection Said s1gns, tags. 
plates or other identification nurkcrs shall be maintained tn a legible condition throughout lhe term ofthts lease 

17. ASSIGNi\IENTS: The lease may be transferred at any time; provided. howc,-cr. that lhe liability of the tnnsferor to properly discharge its obligation under lhe lease. includtng properly 
plugging abandoned wells. removing platforms or pipelines. or rerncdiauon of contaminanon at dnll sues shall pass to the transferee upon !he prior wnnen cons<nt of the ComnliSsioner of !he 
Gcnoral Land Office. Th< Commissioner may require the tnnsferee to dcrnonstnlc financ1al rosponsib1hty and may require a bond or other secunty All tnnsfers must reference the lease by the 
filo number and must be recorded in the county where the area is located. and the recorded tnnsfer or a copy certified to by the County Clerk of the county wh<rt the transfer IS recorded must be 
riled in the General Land O ffice within ninety (90) days of the execution date. as provided by N R.C. Section 52.026. acco111>an1ed by the filing fcc prescribed by the General Land Office rules in 
effect on the date of receipt by the General Land Offi ce of such tnnsfer or certified copy thcr<of Every tnnsferee shall succeed to all rights and be subject 10 all obligauons. liabilities, and 
pcnalucs ow<d to the State by the origmallcssee or any prior tnnsferee of the lease, includmg any hab1hues to the state for unpa1d ro)alt1cs 

18. RELEASES: Lcsse• may rel inquish the rights gr.10ttd her<w1dcr to the State at any ume by recording the rcl inquishmcnt in the county where th1s area IS SIIU!Itcd and filing the recorded 
rehnqu1shmen1 or certified copy of same in the General Land Office withm nmcty (90) days after its exccutton acco!T1lamed by the fih ng fee prcscnbcd by the General Land Office rules 1n effect 
on the dare of receipt by the General Land Office of such rehnqutshmcnt or ccmfied copy thereof. Such rehnqutshmcnt wtll not h.-·e the effect o freleasmg Lessee from any liab1hty there10fore 
accrued in fa vor of the State 

19. LIE.'I': In accordance 10.1th N R.C. Sccnon 52 136.thc State shall hl•·c a fust hen upon all 01land gas produced from the area co, cred by~ lease to secure pa)rnent of all unpatd royalry 
and olhcr sums of money that may become due under th1s lease. By acceptanc< of th1s lease. Lessee grants the State. m addmon 10 !he hen provtded by N R C Sccnon S2 136 and any other 
applicable starutory hen. an <'<Press contractual lien on and sccunty mteres1m all leased ffilncrals m and extncted from the leased pr<nli><S. all proceeds "'luch may accrue to Lessee ITom !he sale 
of such leased nlln<rals. "'hether such proceeds are held by Lessee or by a thtrd patty, and all fixrurcs on and t"1>ro"ements 10 the leased prenllses used m coMccuon 10.1th th< production or 
proccssmg of such leased ffilncrals m order to secure the payment ofall royalues or other amounts due or 10 become due under this leose and to secure payment of any damages or loss !hot Lessor 
may suffer by reason of Lessee's breach of any covenant or condition of this lease, whelhcr express or 1111>licd. This hen and security mter<st nuy be foreclosed "'1th or Without coun proceedings 
1n the manner provided in the Tnle I, Chapter 9 of the Tcus Business and Comrnen:e Code Lessee agrees that the ConllfUssioncr may requiTe Lessee 10 e•ccutc and record such 1ns1JUmcnts as 
may b< rea.sonably necessary to acknowledge. attach or perfect this lien. Lessee hereby represents that !here arc no pnor or superior hens arising from and rclanng 10 Lessee's acth·ines upon the 
above·descnbcd property or from Lessee's acquisnion of this lease. Should the Convniss1oner at any lime determine that th1s representation IS not tnJe. then the COffilfUSSioncr may declare this 
lease forfeited as provided herein. 

ZO. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after 11 beconlCs due, or if Lessee or an authorized agent should knowingly make any 
false rctun1 or fal se repon concerning production or drilling. or if Lessee shall fail or refuse to dnll any offset well or wells in good fallh as required by law and ~tc rules and regulations adopted by 
the Commissioner of the General Land Office. or if l essee should fail to file reportS in the nuMer required by Ia"" or fall to COit1liY with rules and regulations promulgated by the General Land 
Office, the School Land Board, or the Railroad Commission, or refuse the proper authority access to the records penaming to operations, or if Lessee or an authonzed agent should knowingly fa il 
or refuse to gi,·e correct inform:~tion 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 knowmgly ~iolate any of !he 
matenal provisions of this leas<. or if this lease is assigned and the assignment tS not filed m the General Land Office as required by law, the nghts acqutred wtdcr 

this lease shall be subjeCt to forfeiture by the Commissioner, and he shall forfe11 same whtn sufficiently tnforrned of the facts which authonzc a forfenun. 3nd "'hen forfcned lhe area shall again 
l>c subject 10 lease to lhe highest bidder, under lhe sanlC regulations controllmg the origtnal sale of leases. Ho"'e• er. oothmg herein shall be construed as watving the au10ma1ic termination of this 
lease by operation of law or by reason of any s~cial limitation ansing hereunder. Forfeitures may be set aside and this lease and all nghts thereunder retnstaled b<fore lhe rights of another 
intervene upon satisfactory evidence 10 the Commissioner of !he General Land Office of future COI!1>1iancc w11h the provisions of the law and o f th1s leas< and the rules and regula nons that may be 
adopted relati\'c hereto. 

Zl. RIVERBED TRACTS: In lhe c•-cnt this leas< covers a riverbed. U:ssce IS hereby specifically granted the right of eminent donuin and condemnation as pro'1ded for m N.R.C. Sections 
52.092·52.093. as a pan of the consideration mo\ing to Lessor for the covenants herein made by Lessee. 

ZZ. APPLICA BLE LAWS AND DRILLING RESTRJCTIONS: This lease shall be subject to •II rules and regulanons. and amendments thereto. promulgated by !he CoffilfUSSioncr of !he 
General und Office governing dnlling and producing operations on Perm:1nent Free School Land (specifi cally including any rules promulgated that relate 10 plans of operations). payment of 
royalties. and auditing procedwes. and shall be subject 10 all other valid stallJtes. rules, regulations. orders and ordinances that may affect operations under the provisions of this luse. Without 
limiting the generality of thc foregoing. lessee hereby agrees. by the acccp12ncc of tlus lease. to be bound by and subject 10 all staruiOry and regulatory provisions relating 10 the General Land 
Office's audit billing notice and audit hearings proceduns. Said provisions arc currently found at 31 Texas Admimstrative Code. Chapter 4, and Texas Natural Resources Code Sections 52. 135 
and 52.13 7 through 52.140. In the event this lease covers land franchised or leastd or otherwise used by a navtgation district or by the Uruted States for the pwpose of navigation or o ther purpose 
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incident to the operation of a port, then Lessee shall not be entilled to enter or possess such land without prior approval as pro,~ded under Section 61. 117 of the Texas Water Code, but Ltssee shall 
be entitled to develop such land for oil and gas by directional drilling; provided, however. tha t no surface dri ll ing location may be nearer than 660 feet and special permission from the 
Commissioner of the General Land O ffice is necessary to make any surface location nearer than 2,160 fee t measured at right angles from the nearest bulkhead line or from the nearest dredged 
bottom edge of any channel. slip, or turning basin which has been authorized by the United States as a federal project for future cons lJ'Uction. whichever is nearer. 

23. REMOVAL OF EQUIPMENT : Upon the termination of this lease for any cause, Lessee shall not, in any even~ be penniued to remove the casing or any pan of the equipment from any 
producing. dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written 
consent of said Commissioner or his authorized representative remove from the leased premises the casing or any other equipment, material, machinery. appliances or propeny owned by Lessee 
and used by Lessee in the development and produc tion o f oil or gas therefrom until all dry or abandoned wells have been plugged and until all slush or refuse pi ts have been properly filled and all 
broken or discarded lumber, machinery, or debris shall have been removed from the premises to the satisfaction of the said Commissioner or his authorized representa tive. 

24. FORC E i\IAJEURE: Should Lessee be prevented from corrq>lying with any express or irrq>licd covenant o f this lease, from conducting drilhng operations !hereon. or from producing oil 
and! or gas th<refrom. after effon made in good faith. by reason of war, rebellio n, riots, strikes, fires. acts of God or any order, rule or regulation of governmental authority. !hen while so prevented, 
Lessee's obligation to corrq>ly with such co,·enant shall be suspended upon proper and satisfactory proof presented 10 lhe Corrunissioner of lhe General Land Offi ce in suppon of Lessee's 
contention and Lessee shall not be liable for damages for failure to corrq>ly therewi th {except in the event of lease operations suspended as provided m the rules and regulations adopted by ihe 
School Land Board); and this lease shall be extended while and so long as Lessee is prevented. by any such cause. from drilling. reworking operations or producing oil andlor gas from the leased 
premises; provided. however, that nothing herein shall be conslJ'Ued to suspend the payment o f renuls dunng the primary or extended tenn. nor to abridge Lessee's nght to a suspension under any 
applicable statute of this State. 

25. LEASE SECU RITY: Lessee shall uke the highest degree of care and all proper safeguards to protect said premises and to prevent theft of 0 11. gas, and other hydrocarbons produced from 
S3id lease. TI1is includes, but is not limited to, the installation of 311 necessary equipment, seals, locks, or other ap~mpriate protective devices on or 3t all access points at the lease's production, 
gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting fro m theft and shall pay the State of Texas royalties thereon 
as provided herein on all o il. gas or other hydrocarbons lost by reason of theft. 

26. REDUCTION OF PAYMENTS: If, during the primary tenn, a ponion of the land covered by this lease is included within lhe boundaries of a pooled unit that has been approved by the 
School Land Board in accordance with Natural Resources Code Sections 52.15 1·52.153, or if, at any time a fter the expiration of the primary tem1 or the extended tenn. this lease covers a lesser 
number of acres than the total amount descnbed herein, payments that are made on a (leT acre basis hereunder shall be reduced according 10 lhe number of acres pooled, released, surrendered, or 
otherwise severed, so that payments determined on a per acre basis under the tenns o f this lease during the primary term shall be calculated based upon lhe number of acres outs ide the boundaries 
of a pooled uni~ or. if afte r lhe expiration of the primary tenn. the number of acres acrua!ly ret.ained and covered by this lease. 

27. SUCCESSORS AND ASSIGNS: The covenants, conditions and agreements cont.ained herein shall extend to and be binding upon the heirs. executors. administrators, successors or 
assigns of Lessee herein. 

28. ANT IQ UITIES CODE: In the event that any feature of archeological or historical interest on Petmanent School Fund Land is encountered during the activities authorized by this lease. 
Lessee will immediately cease ac tivities and will immediately notify the General Land Office (A1TN. Archaeologist, Asset Management Divisoon, 1700 N. Congress Ave., Austin, Teu.s 78701) 
and the Texas Historical Commission (P.O. Box 12276, Austin. TX 78711 ) so that adequate measures may be undcnaken to protec t or recover such discoveries or fmd ings, as appropriate. Lessee 
is expressly placed on notice of the National Historica l Preservation Act of 1966 (PB-89-66, 80 Sta tute 9 15; 16 U.S.C.A. 470) and the Antiquities Code o f Texas. Chapter 19 1, Tex. NaL Code 
Ann. (Vernon 1993 & Supp. 1998). On s tate-{)wned land not dedicated to the Permanent School Fund, lessee shall notify the Texas Historical Commission before breaking ground at a projec t 
location. A n archaeological s urvey might be required by the commissio n before construction of the projec t can commence. Further, in the event that any site, object, location, an1fact or o ther 
feature of archaeological, scientific, educational, cultural or historic interest is encountered during the activities authorize by this lease. lessee will immediately notify lessor and lhe Texas 
Historical Commission so that adequate measures may be undenaken 10 protect or recover such discoveries or findings, as appropriate. 

29. VEN UE: Lessor and lessee, including lessee's successors and assigns, hereby agree that venue for any d ispute arising o ut of a provision of this lease, whether express or irrq>lied. regarding 
interpre tation of this lease, or relating in any way to this lease or to applicable case law, st.atutes, or administrative rules, shall be in a coun of corrq>etent junsdic tion located in Travis County, St.ate 
of Texas. 

30. LEASE Fl LING: Pursuant to Chapter 9 of the Tex. Bus. & Com. Code.this lease must be filed of record in the o ffice of the Cowuy Clerk in any county in which all or any pan of the 
leased premises is located. 3nd cen itied copies thereof must be fil ed in the General Land Office. The prescribed fihng fee shall accorrq>any the cenified copies sent 10 the General Land Offi ce. 
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3 1. EXECUTI ON .,.hrs oil and gu lease must be s rgned and acknowledged by the Lessee before urs filed of record in lhc eounly records and in lhe General und Office of lhc S!.>te of Texas. 

I. TESTI.\10 ,'1 ' 

STATE O F __________ _ 

COUNTY O F __________ _ 

LESSE E /.7 
BY: ~ Y-~ 
Tl fLE'----,------------

DATE:__._f:..L; _ ..t..._/ -=.2_ -......:t)---=:;6 __ _ 

•. - l 

. ~ I 
c • ~. '~ 
("" ~ 

lhe S1.11e of Teus und<r lhe seal of lhe General und Office 

(CORPORATION AC KNOWLEDGMENT) 

BEFORE ME. lhc Wldersrgned aulhonl)l, on !his day personally app<areJ 

kno-.nlo me lobe the person "hose name is subscnbed 10 lhe forcgomg ms lnlmenr. u ------------of 

and acknowledged lome !hat he executed lhe same 

for the pwposes and consrdention therem e<pressed. rn the capat ll) surcJ. and as rhe • • 1 •rid Jced oJl urd corpora non 

Gr-cn under my hand and seal of office thrs !he ___ _ ----------' 20. _ _ _ _ 

Noury Pubhc rn and for ________ _____ _ 

STATE 0'~ (ONDOV>OUAL ACfu'0 "UDGMENl] 

COUNTYO~ /) ~/ _L/_1~ . 
Before me, the undersigned authorily, on thiS day personally >ppcarcd_(, '.1di!J . ~ V 

known 10 me 10 be the persons whose names arc subscnbed 10 lhe foregorng rrmrumenL and ad. edged lome !hal !hey executed the 

same for lhe pwposes and considera tion !herein expressed. j'-'} -0 day of cl ~~u~ 
Given under my hand and seal of office !his the_,,-'--"'.&_ _____ . ~ 

••• • • • •• • 
• 

• • •••••• • 
•••• • • •••• 

MARY E. anus 
Notary Public, State of Texas 

My Commiuion Expires 
July 09, 2007 

MGi l Instrument back to 
SJ.,; ·.:; Land SeNices 

6 P. 0 3ox 550 
FIT BEARS 

ATIE~:-~~~~~~~~~~~~~~ 

® 
• 

~· . ... ,~c.s 79721-0550 
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE 
STATE OF TEXAS 
COUNTY OF CULBERSON 



vCAPITAN ENERGY INC. - P. 0 . BOX 2476- CARLSBAD~~d~~t_i,\j-~476 

To: .,Commissioner of the General Land Offic COMGLA 

Invoice# Invoice Amt 
22607 3,200.00 
delay rentals/lse covering Sec. 4, Blk 113, 
PSL Surv., Culberson County, Texas 640 
a c. 

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

Check Date 
02/26/2007 

tt~~ Amount 
~200.00 

c~@@~6 
3325 



File No. Jl1 E- /Z> ~ 3t?,.} • 

~I#)~ 
Date Filed: ,3 If~:, /2& Z> r 

Jerry E. Pa t/rso;lcommissioner 

8~ f: 

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



TE X A§ GE~lE1{11. L 

June 23, 2009 

Mr. Craig L. Blai r 
P. 0. Box 2476 
Carlsbad, New Mexico 88221-2476 

RE: MF-106302: N/2 of Section 3, Block 113 
MF- 1 06303: Section 4, Block 11 3 
MF- 106304: Section 11 , Block 113 
MF-106305: Section 18, Block 11 3 
Culberson County, Texas 

Dear Mr. Blair: 

Certified Mail # 7007 0710 0000 5379 5146 

Our records indicate that the captioned leases have terminated for fa ilure to pay the delay rentals 
due April 4, 2009. 

Any well on these tracts should be plugged and abandoned in accordance with Railroad 
Commission Rules and Regulations. The General Land Office will acti vely oppose any action to 
avoid or postpone compliance with these requirements. Pursuant to the Texas Administrative 
Code, a recorded o riginal or certifi ed copy of a Release of the State Oil and Gas Lease must be 
fi led with our office within 90 days along with a processing fee of $25.00 sent to the attention of 
Beverly Boyd. 

If you have any questions regarding this assessment you may contact me at 5 12-475-1 579 or 
Deborah Cantu at 512-305-8598. 

~~ 
Kerrie Eubanks 
Mineral Leasing, Energy Resources 
Phone: (512) 475- 1579 
Fax: (5 12) 475- 1543 
kerrie.eubanks@glo.state.tx.us 

Stephen F. Austin Building · 1700 orrh Congress Avenue · Austin, Texas 78701-1495 

Post OHicc Box 12873 • Austin, Texas 78711 -2873 

512- 463-5001 • 800-998-<tCLO 

www.glo.state.tx.us 
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