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Block 

Block Name 

Township 

Section/ Tract 

Land Part 

Part Description 

Acres 

Depth Below 
0 

Role 

Name 

Lessee Date 

Primary Term 

Bonus($) 

Rental($) 

Gas Decimal 

Oil Decimal 

Basefile 
101449 

MF107627 

County 
REEVES 

PUBLIC SCHOOL LAND 

59 

00 

9 

640 

Depth Above 
0 

LESSEE 

Depth Other 

PINNACLE LAND SERVICES, INC, 

12/15/2006 

5yrs 

$0,00 

$0,00 

0,125 

0,125 
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HAL REVIEW SHEET 

Transactim # 5454 

Lassor: Coates Energy Trust & Coates Energy Interests, Ltd. 

LBSSBB: Pinnacle Land Services, Inc. 

lfAIE IIICilfTION 

Comty PIN# Base Am No Part 

Geologist: R. Widmayer 

LaasoData: 9/28/2006 

A eras: 640 

Sac. BJIJd( Twp Survey 

u~ o 

REEVES f.,£(o .& 07-1 30614 101449 ALL 9 59 00 PUBLIC SCHOOL LAND 

Abst# 
2952 

TERMS OFHRfD 

Primarylll'nt 

Bonus/ Acre: 

Rantal/ Acre: 

Royalty: 

CIMPARIDNI 

MF# 

Fel)d.IV!j l 
J 

j4c. . 

5 years 

1/4 

L8SS88 

$325.00 

$1.00 

-p, f) ()qc, } e. J-o..,c:) s~Y"VICI"S 

TIRMI RECOMMENIID 

Primary T 11M11 

Bonus/Acre 

Rantal/ Aero 

Royalty 

Data 

S -30· 06 

Term 

5 years 

$325.00 

$1.00 

1/4 

Bonus/Ac. 

$3)5.oo 

COfiiiJIIltS: 4th year rental will be $325.00 per acre and will pay up the 5th year. 

ApprovOO: ? AR. jo to·oeo 

Tuesday, October 10, 2006 

Rill tal/ A c. Roy~ty Distan:a 
Last LB3S8 

'ly_ Adjacent SW 



RELINQTJISHMENT ACT LEASE APPLICATIO 

Texas General Land Office Jerry Patterson Commissioner 

TO: Jerry Patterson, Commissioner 

Larry Laine, Chief Clerk 

Bill Warnick, General Counsel 

Lou is Renaud, Deputy Commissioner 

FROM: Robert Hatter, Director of M ineral Leasing 

Peter Boone, Chief Geologist 

DATE: 

Applicant: Pinnacle Land Services, Inc. 

Prim. Term: 5 years Bonus/Acre 

Royalty: l/4 Rental/ Acre 

County: 

$325.00 

$ 1.00 

Consideration 

Recommended: fA~ 
Not Recommended: ----

Date: ,. I D IO·{J(o , 
Comments: 4th year rental will be $325.00 per acre and wi ll pay up the 5th year. 

k aseForm 

Recommended: ~ 
- --'--'-----

Not Recommended: ----
Comments: 

Loui s Renaud, Deputy Commissioner 

Recommended: 

Not Recommended: -----0..-

Bi ll Warnick, General Counsel 

Recommended: tJti/1 
Not Recommended: ----

Larry Laine, ChiefCierk 

Approved: -» 
ot Approved: ___ _ 

Date: __ l o_,/._t_~....:..../c_u..b _ _ 

Date: I I /J> /o G? 
I 

Date: 11/ra 
Date: /;Uo /CA-

I 

Date: / C /\..£() 0~ 

I 0-0ct-06 

REEVES 





Parks Land Management 
RESEARCH & ACQUISITION SPECIALISTS 

Doyle W. Parks, Ow ner 
Office: 432-399-4659, Toll Free: 866-764-837{ Cell: 432-264-8024, Fax: 432-399-4659 

11306 North CR 31 

Texas General Land Office 
Attention: Drew Reid 

Big Spring, TX 79721 

1700 N. Congress Avenue, Suite 600 
Austin, Texas 78701 

Dear Mr. Reid; 

December 12, 2006 

~~ ... ~~ 
lA,.,. .~ 

I am enclosing certified copies of two GLO lease forms, covering all of Section 40, 
A-2634, N/2 Section 45, A-2633, Block 56, and Section 9, A-2952, Block 59, PSL 
Survey, Reeves County, Texas. These leases cover a 1/6 interest in this acreage, 
the ownership of w hich belongs to Coates Energy Trust & Coates Energy 
Interests, LTD. I am also enclosing two lease bonus checks, one for Section 9 in 
the amount of $17,387.50 and one for Sections 40 & 45 in the amount of 
$26,000.00. The remaining 5/6 interest belongs to the Roberta Regan Trust which 
was leased and sent to you for filing earlier. Please do not hesitate to call if you 
have any questions. Thank you for your time and help. 

Att: 
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Parks laHb MaHa5m1m t 
RESEARCH & ACQ!I/SinON SPEOALISTS 

Doyle W. Parks, Owner 
Office: 432-399-4659, Toll Free: 866-764-8371, Cell: 432-264-8024, Fax: 432-399-4203 

11306North CR 31. 

Texas General Land Office 
Attention: Drew Reid 

Big Spring, TX 79721 

1700 N . Congress Avenue, Suite 600 
Austin, Texas 78701 

Dear Mr. Reid; 

February 23. 2007 

I have enclosed a filing fee check for $25.00 and the State's portion of the lease 
bonus for this Mineral Classified lease for $86,666.67. This is the ROBERTA 
REGAN TESTAMENTARY TRUST LEASE on SECTION 9, A-2952, BLOCK 59 
PSL SURVEY, dated December 15,2006, Reeves County, Texas . 

I am also including a $100.00 check for the approval of the leases on the 
attached ownership area. We have made the same offer of $325.00 per acre for 
5 years with a $325.00 option for years 4 and 5 with a 25% royalty as we have 
been offering to all the surface owners that were not already leased. 

sm~cuk 
Mary Parks 
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General und Office 
Rollnqufehment Act Le ... Form 
Rollfsed, Soplembtr 1887 

1. 78 

~usttn, 'Qt:exas 

OIL AND GAS LEASE 

THIS AGREEMENT is made and entered into this 15~ day ci December, 2006, between the State oC Texas, acting 

by and through its agent, ROBERTA M. REGAN TESTAMENTARY ffiUST BANK Of AMERICA. N.A.· ffiUSTEE 

o! P.O BOX 830308 DALLAS TEXAS 75283 

(GN&P81nre1Ad:te&s) 

sald agent herein relooed to as the owner a the SOil (whether one or more), and _.P_,IN"'Ne>:A;,a.o<w.E..alANo<ll..l.,Dc>oS"'ER ........ Y .... !C ... E.,.S"". I....,NC...._. ------ - - ---

of P.O BOX99! PLf.ASANJ'Q'II TEXA$78064 
(GM! Pemlcre-1 Ad:te&s) 

hereinafter called Lessee. 

1. GRANTING CLAUSE. For and in consideration a the amounts stated below and a the covenants and agreements to be paid, kept and 
performed by Lessee under thiS lease, the State of Texas acting by and throu:;~ •• he owner ol the soil, hereby grants, leases and lets unto Lessee, for 
the sole and only purpose ot prospectmg and driU1ng for ard producmg oil and gas, laying pipe fines, building tanks, storing oil and building power 
statlons, telephone Anes and other structures thereon. to produce, save, take care a, treat and transport said products a the lease, the following lands 
situated in~ County, State ol Texas, to-wit 

All a Section 9, A·2952. Block 59, PSL Sutvey. 

containing~ acres, more or less. The bonus consideration paid lor this lease is as follows: 

To the Stale of Texas: EIGHTY SIX THOUSAND SIX HUNDRED SIXTY SIX QOUARS AND 6Zl100 

Dollars ($86,666.67) 

To the owner ol the sal: EIGHTY SIX lliQUSAND SIX HUNDRED SIXTY SIX QOU.ARS AND 6&'100 

Dollars (S86,666.66) 

Total bonus COfiSideration. ONE HUNDRED SEVENTY THREE THOUSAND THREE HUNQREP THIRTY THREE QOUARS AND 3:Y100 

Dollars ($173,333.33) 

The total bonus consideration paid represents a bonus ,.of'-'THL!..!.LR,.,E..,E .... H..,U"'N,.Da.B,.,E,..Dw'NIL..LUE"'NTYll..l..J.E..LIVuE------ - ----------­

Oollars (S325.00) per acre, on 533 33334 net acres. 

2. TERM. Subject to the other provisions in this lease, thos lease shall be for a term ol FIVE years from 
this date (herein called 'primary term') and as long thereafter as oil and gas, or either o1 them, Is produced In paying quantities from sald land. As used 
in this lease, the term "produced In paying quantities" means that the receipts from the sale or other authorized commercial use ol the substance(s) 
covered exceed out ol pocket operational expenses for the six months tast past. 

l 
arid Correct 

l_----~----------------------------~---------;~~~--cro~pyof 
v 1g1nal filed in 
Reeves County 

C rks Off1ce 



•• • • • • •• 
•••• • • •••• 
• 

• •••••• • • 

• 
• • •• • • • • 

1 

BOGJ\ 7 56 PAGE 

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

unless on or before sUCh anniversary date Lessee shall pay or tender to the owner of the soil or to his credit In the -----------

Bank, at PAY DtRECTL Y TO QWNER OF THE SOIL , 
or its successors (which shall continue as the depository regardless of changes In the ownership ot said land), the amount specified below; In addition 
Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS, a hke s~.m on 
or before said date. Payments under this paragraph shall operate as a rental and shall cover tho privilege ot deferring the commencement ot a well for 
one ( 1) year from said date. Payments under this paragraph shall be In the following amounts: 

To the owner of the soli: SEE ADDENDUM PARAGRAPH #41 
Dollars($ ____ __, 

To the State ot Texas: SEE ADDENDUM PARAGRAPH #41 ---------------------

Dollars ($ -------' 

Total Delay Rental:--------------------- --------

Dollars (S ------1 
In a like manner and upon like payments or tenders annually, the commencement ot a well may be furlher deferred for successive periods ot one (1) 
year each during the primary term. All payments or tenders ot rental to the owner ot the soil may be made by check or sight draft ot Lessee, or any 
ass~gnee ot this tease, and may be delivered on or before the rental paying date. If the bank designated In this paragraph (or its successor bank) should 
cease to exist, suspend business, liquidate, fall or be succeeded by anolher bank, or for any reason fall or refuse to accept rental, Lessee shall not be 
held in default for failure to make such payments or tenders of rental unol thirty (30) days alter the owner of the soil shall deliver to Lessee a propel 
recordable instrument naming another bank as agent to receive such payments or tenders . 

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

(A) OIL Royalty payable on oil, which Is defined as including all hydrocarbons produced In a liquid form at the mouth ot the well and also as 
all condensate, distillate, and Olher liquid hydrocatbons recovered from oil or gas flXl through a separator or Olher equipment, as hereinafter provided, 
shall be~ __ part of the gross production or the market value thereat, at the opOon ot the owner ot the soil or the Commissioner ot the General 
Land Otfoce, such value to be determlrted by 1) the highest posted price, plus premium, ~any, offered or paid for oil, condensate, ~tilate, or Olher fiqvid 
hydrocart>ons, respectively, of a like type and gravity In the general area where produced and when run, or 2) the highest market price thereat offered or 
paid In the general area where produced and when run, or 3) the gross proceeds ot the sale thereof, Y.tllchever Is the greater. Lessee agrees that before 
any gas produced from the leased premises Is sold. used or processed in a plant, it will be run free ot cost to the royalty owners ttvough an adequate oil 
and gas separator of conventional type, or Olher equ1prnent at least as efficient, so that all liquid hydrocasbons recoverable from the gas by such means 
will be recovered. The requirement that such gas be run through a separator or other oqupment may be waived. In wnting, by the royalty owners upon 
such terms and conditions as they proscribe. 

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which Is def1rted as all hydrocart>ons and gaseous substances not 
defined as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed In a plant for 
the extraction of gasoline, liquid hydrocatbons or Olher products) shall be~ __ part of the gross production or the market value thereof, at the 
option of the owner of the soil or the Commissioner of the General Land OffiCe, such value 10 be based on the highest market price paid or offered for 
gas of comparable quality In the general area where produced and when run, or the gross price paid or otfered to the producer, Y.tllchever Is the greater, 
provided that the maximum pressure base In measuring the gas under this lease shall not at any time exceed 14.65 pounds per square Inch absoiU1e, 
and the standard base temperature shall be sixty (60) degrees Fahrenheit, correction 10 be made for pressure accordng to Boyle's Law, and for specifiC 
graVIty according to tests made by the Balance Method or by the most approved method ot testing being used by the industry at the lime ot testing. 

(C) PROCESSED GAS. Royalty on any gas processed In a gasoline plant or other plant for the recovery of gasoline or other liquid 
hydrocarbons shall be~__ part ot the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the Option ol the owner 
ol the soil or the Commissioner of the General Land OffiCe. All royalties due herein shall be based on one hundred percent (1 00%) ot the total plant 
production ot residue gas attributable to gas produced from this lease, and on fifty percent (50%). or that percent accruing to Lessee, ....nichever Is the 
grealer, ol the total plant production of liquid hydrocart>ons attribU1able to the gas produced from this lease; provided that if liquid hydrocart>ons are 
recovered from gas processed in a plant In which Lessee (or its parent, slbskiary or aHiiate) owns an interes~ then the percentage applicable to liqJid 
hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through sUCh plant under a processing 
agreement negotJaled at arm's length (or if there Is no such third party, the highest percenl then being specified In processing agreements or contracts In 
the industry), whichever IS the greater. The respect1ve royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market 
price paid or offered for any gas (or liquid hydrocart>ons) 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 ot liquid hydrocarbons), whichever Is the greater. In no event, however, shall 
the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed. 

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any Olher products produced or manufactured from gas (excepting liquid 
hydrocatbons) whether said gas be "casifl!toead." "dry,· or any Olher gas, by fractionating, burning or any Olher processing shall be~ _ part ot 
the gross production ot such products, or the market value thereof, at the option ot the owner ot the s01l or the Convnissioner ot the G~ Land OffiCe, 
sUCh market value to be determined as follows: 1) on lhe basis ot the highest market price ot each product for the same month in which suctl product Is 
produced, or 2) on the basis of the average gross sale price ot each product for the same month In which such products are produced; whichever Is the 
greater. 

5. MINIMUM ROYALTY. During any year alter the expiration ot the primary term ot this lease, H this lease is malntairted by production, the 
royalties paid under this tease In no event shall be less than an arTlOIXlt equal to the total annual delay rental herein provided; Olherv.ise, there shall be 
due and payable on or before the last day ot the month succeeding the anniversary data ol this lease a sum equal to the total annual rental less the 
amount of royalties paid during the preceding year. If Paragraph 3 ot this lease does not specify a delay rental amount, then for the purposes of this 
paragraph, the delay rental amount shall be one dollar ($1.00) oer acre. 

179 
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6. ROYALTY IN KIND. Nolwlthstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the 
Commissioner cA the General land Otfoce may, at the opllon o1 either,~ not less than sixty (60) days notJce to the holder cA the lease, require that the 
payment of any royalties accruing to such royalty owner undar this lease be made In kind. The owner of the soil's or the Commissioner cA the General 
Land OffiCe's right to take its royalty in kind shall not diminish or negate the owner cA the soil's or the Convnlssioner ol the General land OffiCe's rights 
or Lessee's obligations • ....tlether express or Implied, under this lease. 

7. NO DEDUCTIONS. lessee agrees that all royalties accn.lng under this lease (Inducing those paid In kind) shall be v.ithoul deduction for 
the cost of producing, galhenng, storing, separating, treating, dehydrating, c:orJllressing, processing, transporting, and otherv.ise making the oil, gas and 
other products hereunder ready for sale or use. lessee agrees to compute and pay royalties on the gross value received, inctudng any reimbursements 
for severance taxes and production related costs. 

a PLANT FUa AND RECYCLED GAS. No royalty shal be payable on any gas as may represent this lease's proportionate share ol any fuel 
used to process gas produced hereunder In any processing plant. Notwithstandng any other provision ol this lease, and sl.tlject to the written consent o1 
the owner ol the soil and the Commsstoner ol the General Land OffiCe, Lessee may recycle gas for gas lilt purposes on the leased premises or for 
lnjectlon into any oil or gas producing formation unde~ying the leased premises aher the ~qo.id hydrocarbons contained in tha gas have been removed; 
no royalties shall be payable on the recycled gas until it is produced and sold or used by Lessee In a mamer which entitles the royalty owners to a 
royalty lnler this lease. 

g. ROYALTY PAYMENTS AND REPORTS. All royalijes not taken in kind shall be paid to the Commissioner cA the General land Office at 
Ausbn, Texas, in the following manner: 

Payment ol royalty on production o1 oil and gas shall be as provided in the rules set forth In the Texas Register. Rules currently provide that royalty on oil 
Is due and must be received in the General Land OffiCe on or before the 5th day olthe second month succeedng the month ol production, and royalty 
on gas Is due and must be recetved In the General Land Office on or before the 15th day of the second month succeeding the month ol production, 
accompanied by the affidavit ol the owner, manager or other authorized agent, completed In the lorm and mamer prescribed by the General Land OffiCe 
and shov.ing the gross amount and disposttion ol all od and gas produced and the marl\et value ol the oil and gas, together v.ith a copy ol all documents, 
records or reports confirming the gross production, disposition and marl\et value inc:ludng gas meter reacfngs, pipeline receipts, gas fine receipts and 
other checks or memorertda ol amount produced and put into pipelines, tanks, or pools and gas lines or gas storage, and any olher reports or records 
which the General Land OffiCe may require to verify the gross production, disposition and market value. In all casas the authority ol a manager or agent 
to act for the Lessee herein must be filed In the General Land OffiCe. Each royalty payment shall be accompanied by a check stub, schedule, St.m'T18rY 
or other remiltariCB advice shov.ing by the assigned General Land OffiCe lease number the amount of royalty being paid on each lease. If Lassee pays 
his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty o1 5% on the royalty or $25.00, whichever Is 
greater. A royalty payment which is over thirty (30) days late shall accrue a penalty o/10"/o otthe 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 .,.,;11 begin to accrue when the royalty is sixty (60) days overdue. 
Affidavits and supporting dccuments which are not filed when due shall incur a penalty in an amount set by lhe General Land OffiCe administrative rule 
which Is effectlve on the date ....tlen the alfidavils or supporting dccuments were due. The Lessee shall bear all responsibility for paying or causing 
royalties to be paid as prescribed by the due dale provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State's 
right of fooeiture as provided by law nor act to postpone the dale on which royalties were originally due. The above penalty provisions shall not apply In 
cases of title dispute as to the State's pOOion of the royalty or to that pOOion olthe royalty In dispute as to fair marl\el value. 

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually lumlsh the Commissioner of the General Land Office 
v.ith its best possible estimate ol oil and gas reserves underlying this lease or allocable to this lease and shall furnish said Commissioner .,.,;th copies of 
all contracts under which gas is sold or processed and all subsequent agreements and amendments to such contracts v.ithln thirty (30) days alter 
entering Into or making such contracts. agreements or amendments. Such contracts and agreements v.tlen received by the General Land OffiCe shall be 
held In confidence by the General Land Office unless other\lllse authorized by Lessee. All other contracts and records pertaining to the production, 
transportation, sale and marketing ollhe oil and gas produced on said premises, including the books and accounts, receipts and discharges of all wells, 
tanks, pools, meters, and pipelines shall at all times be subject to Inspection and examination by the Commissioner ot the General Land Office, the 
Attorney General, the Governor, or the representative of any of them. 

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitted to the Commissioner ol the General 
Land Office by Lessee or operator fiVe (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment ol any well or 
wells. Such written notice to the General Land OffiCe shall include copies of Railroad Commission forms for application to drill. Copies of well tests, 
completion rep00s and plugging repOOS shall be supplied to the General Land OffiCe at the lime they are filed with the Texas Railroad Commission. All 
applications, permits, rep00s or other filings that reference this lease or any specifiC well on the leased premises and that are submitted to the Texas 
Railroad Commission or any other governmental agency shall include the word 'State• In the tiUe. Adcftionally, In accordance v.ith Rairoad Convnlsslon 
rules, any signage on the leased premises for the purpose of identifying wells, tank batteries or other associated Improvements to the land must also 
include the word 'State.· Lessee shall supply the General Land OffiCe v.ith any records, memoranda, accounts, reports, cuttings and cores, or olher 
Information relative to the operation olthe above-described premises, ~ may be requested by the General Land Olftee, In addition to those herein 
expressly provided for. Lessee shall have an electOCal and'or radoactivity survey made on the bore-hole sectlon, from the base ol the sul1ace casing to 
the total depth ol well, of all wells drilled on the above described premises and shall transmit a true copy of the log of each survey on each well to the 
General Land Offtee within fiheen (15) days alter the making of said survey. 

(C) PENAL TIES. lessee shall Incur a penalty whenever reports, documents or other materials are not filed in the General Land OffiCe ....tlen 
due. The penalty for lata fding shall be set by the General land OffiCe administrative rule which is effective on the dale v.tlen the materials were due In 
the General Land Office. 

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and 
producijon of oil or gas on said land, Lessee should drin a dry hole or holes thereon, or n during the primary term hereof and after the discovery and 
actual production ol oil or gas from the leased premises such production thereof should cease from any cause, this lease shal not terminate n on or 
before the expiration of sixty (60) days from date of completion o1 said dry hole or cessation o1 production Lessee commBriCBS additional drilling or 
reworking operations thereon, or pays or landers the next annual delay rental in the same mamer as provided In this lease. n. during the last year ol the 
pnmary term or .,.,;thin sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production ol oil or gas should cease for any cause, 
Lessee's rights shall remain in full force and enect v.ithout further operations until the expiration of the primary term; and If Lessee has not resumed 
production in paying quantities at the expiration ol the primary term, Lessee may maintain this lease by conduocting additional dritnng or reworking 
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operations pursuant to Paragraph 13, using the expiration ollhe primary term as the dale of cessation of production under Paragraph 13. Should the first 
well or any subsequent well drilled on tho above described land be completed as a shut-In oil or gas well within the primary term herool, Lessee may 
resume payment of the annual rental in the same manner as provided herein on or before the rental paying dale following the expiration of sixty (60) 
days from the dale of completion of such shut-in oil or gas weU and upon the failure to make such payment, this lease shall ipso facio terminate. H at the 
expiration of the primary term or any time thereafter a shut-In ool or gas well is located on the leased premises. payments may be made In accordance 
With the shut-in provisions hereof. 

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

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primal)' term, production of oil or gas from the leased 
premises, after once obtained, should cease from any cause. this lease shall not terminate If Lessee commences additional drilling or reworking 
operations within sixty (60) days alter such cessation, and this lease shall remain in lull force and effect for so long as such operations continue In good 
faith and In workmanlike manner without Interruptions totaiiOQ more than sixty (60) days. If such driiUng or reworking operations result in the production 
of oil or gas, the lease shall remain in full force and effect for so long as ool or gas is produced from the leased premises in paying quantities or payment 
of shut-in oil or gas well royalties or payment of compensatory royalties is made as provided herein or as provided by law. If the drilling or reworking 
operations result In the completion of a well as a dry hole, the lease will not terminate If the Lessee commences additional drilling or reworking 
operations within sixty (60) days alter the completion of the well as a dry hoie, and this lease shall remain In effect so long as Lessee continues drilling or 
reworking operations In good faith and in a workmanlike manner without interruptions totaling more than sixty (60) days. Lessee shal1 give written notice 
to the General Land Office within thirty (30) days of any cessation of production. 

14. SHUT-IN ROYAL TIES. For purposes of this paragraph, 'well" means any well that has been assigled a well number by the state agency 
having Jurisdiction over the production ol oil and gas. If, at any time alter the expiration ol the primary term of a lease that, until being shut In, was being 
maintained In force and effect, a well capable of producing oil or gas in paying quantities Is located on the leased premises, but oil or gas is not being 
produced for lack ot suitable production lacihlies or lack ot a suHable market. then Lessee may pay as a shut-In oil or gas royalty an amount equal to 
double the aMual rental provided In the lease, but not less than $1 ,200 a year for each well capable ol producing oil or gas In paying quantrties. If 
Paragraph 3 ot this lease does not speedy a delay rental amount, then for the purposes o1 this paragraph, the dolay rental arncM.r~t shall be one dollar 
($1.00) per acre. To be effective, each lnitlal shut-In ool orgas royally must be paid on or belore: (1) the expiration olthe primary term, (2) 60 days alter 
the Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days after Lessee completes a drilling or reworking operation in aocordance 
with the lease provisions; whichever date is latest. Such payment shall be made one-hal1 (112) to the Commissioner ol the General Land Office and one­
half (112) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be a producing lease and the payment shall 
extend the term ot the lease for a period ol one year from the end ol the pnmary term, or from the hrst day olthe month following the month In which 
production ceased, and, aher that, if no su1table production facilities or suitable market lor the oil or gas exists. Lessee may extend the lease lor four 
more successive periods ot one (1) year by paying the same amount each year on or before the eJil)iration ol each shut~n year. 

15. COMPENSATORY ROYALTIES. If, during the period the lease Is kept In effect by payment olthe shut-in oil or gas royally, oil orgas is 
sold and delivered in paying quantities from a well located within one thousand (1,000) feet olthe leased premises and completed In the same producing 
reservoir, or in any case in which drainage Is oocurring, the right to continue to maintain the lease by paying the shut-In oil or gas royalty shal1 cease. but 
the lease shall remain effectiVe lor the rema1nder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more 
successiVe years by Lessee paying compensatory royalty at the royalty rate provided in the lease olthe market value ol production from the well causing 
the drainage or which is completed in the same producing reservoir and within one thousand ( 1,000) I eel ol the leased premises. The compensatory 
royalty Is to be paid monthly, one-hall (112) to the Commissioner of the General Land Office and one-hall (112) to the owner of the soil, beginning on or 
before the last day olthe month following the month In which the oil or gas Is produced from the well causing the drainage or !halls completed In the 
same producing reservoir and located Within one thousand (1,000) feel ol the leased premises. II the compensatory royalty paid in any 12-monlh period 
is an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an amount equal to the difference within thirty (30) days from the end ol the 
12-monlh period. Compensalol)' royalty payments which are not timely paid will accrue penalty and Interest in accordance with Paragraph 9 olthls 
lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offset wells as provided in 
Texas Natural Resources COde 52.173; however, at the determination ollhe Commissioner, and with the Commlsslone(s written approval, the payment 
of compensatory royalties can satisly the obligation to drill offset wells. 

16. RETAINED ACREAGE. NotWithstanding any provision olthis lease to the contrary, alter a well prodUCing or capable ol producing oil or 
gas has been coompleled on the leased prermses, Lessee shall exercise the dligence ol a reasonably prudent operator in driiUng such additional well or 
wells as may be reasonably necess81)' lor the proper development olthe leased premiSes end in market1ng the production thereon. 

(A) VERTICAL In the event this lease is In force and effect two (2) years alter the expiration dale olthe primary or extended term k shall then 
ternnate as to all olllhe leased premises, EXCEPT ( 1) 40 acres surrounding each oil well capable ol producing In paying quantities and 320 acres 
surrounding each gas well capable of producing in paying quantities (Including a shut-in oil or gas well as provided In Paragtaph 14 herool), or a well 
upon which Lessee Is then engaged In continuous dril~ng or reworking operations, or (2) the nurrber ol acres Included In a producing pooled unit 
pursuant to Texas Natural Resources Code 52.151·52. 154, or (3) such greater or lesser number of acres as may then be allocated lor production 
purposes to a proration unit for each such producing well under the rules and regulations ot the Railroad Commission of Texas, or any successor 
agency, or other governmental authority hav~ng jurisdiction. II at any lime alter the effectiVe date of the partial termination provisions hereof, the 
applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage Is thereafter allocated to said well or wells lor 
production purposes, this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for production purposes. 
NOIWithstan<ing 1he termination ot 1hls lease as to a portion olthe lands covered hereby, Lessee shall nevertheless continue to have the right ol ingress 
to and egress from the lands still slbject to this lease for all purposes described in Paragraph 1 hereof, together with easements and rights-of-way for 
existing roads, existing pipelines and other eXJSUng facifities on, over and across all the lands described In Paragraph 1 hereof ("the retained lands1, for 
access to and from the retained lands and lor the gathering or transportation of oil, gas and Olher minetals produced I rom the retained lands. 
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(B) HORIZONTAL In the event this tease is In force and effect two (2) years after the expiration date of the primary or extended term It shall 
further terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths") In each well located on acreage retained In 
Paragraph 16 (A) above, unless on or before two (2) years after the primary or extended term Lessee pays an amount equal to one-half (112) of the 
bonus originally paid as consideration for this lease (as specified on page 1 hereol). If such amount Is paid, this lease shall be in force and effect as to 
such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long therealfer as oil or gas is produced in 
paying quantities from such deeper depths covered by this lease. 

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

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

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

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

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

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

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

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

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

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premises without 
the wntten consent ol the owner of the soil. 
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25. POllUTION. In developing this area. Lessee shall use the lighest degree ol care and an proper safeguards to prevent pollution. Without 

limiting the foregoing, pollutoon ol coastal wetlands, natural waterways, rivers and Impounded water shall be prevented by the use of containment 
facilities sufficient to prevent spoUage, seepage or ground water contamination. In the event ol pollution, Lessee shall use all means at its cisposal to 
recapture all escaped hydrocarbons or other pollutant and shaD be responsible lor all damage to public and private properties. Lessee shall build and 
maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss, damage or Injury; and upon 
completion or abandonment ol any well or wels, Lessee shall foil and level aD slush pits and celars and COf'llllelely dean up lhe dnlling sne ol aU nbbish 
thereon. Lessee shaD, while conducting operations on lhe leased premises, keep said premises free ol an nbbish, cans, boltles, paper cups or gatbage, 
and upon completion ol operations shall restore the surface olthe land to as near its original condition and contours as Is practicable. Tanks and 
equoprnent ...;11 be kept painted and presentable. 

26. REMOVAL OF EQUIPMENT. Slqect to limrtations on INs paragraph, Lessee shal have lhe right to remove machinery and fixlures placed 
by Lessee on the leased premises, including the right to draw and remove casing, wtlhon one hundred twenty (120) days alter the expiration or the 
termination ol this lease unless the owner ol the sod grants Lessee an extension ol INs 12(}0ay period. However, Lessee may not remove casing from 
any well capable ol produong ool and gas In payong quantJties. AddnionaHy, Lessee may not draw and remove casing lrtil after thirty (30) days written 
notice to the Commissioner of the General Land Offoce and to the owner of the sool. The owner ol the soil shall become the 0Win8r ol any machinery, 
fiXtures, or casing which are not timely removed by Lessee under the tenns ol INs paragraph. 

?:1. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 ol this lease, the nghts and estates ol enher 
party to thos lease may be assogned. on whole or on part, and the provisions olths lease shaD extend to and be binding upon their heirs, deYtsees, legal 
representatives, successors and assigns. However, a change or division in ownership olthe land, rentals, or royalties ...;11 not enlarge the obligations ol 
Lessee, diminish the rights, privileges and estates ol Lessee, ~r the etlectiveness ol any payment made by Lessee or Impair the etlectlveness of any 
act performed by Lessee. And no change or division In ownership of lhe land, rentals, or royalties shall bind Lessee lor any purpose until thirty (30) days 
alter the owner of the soil (or his heirs, deiiiSees, legal representatives or assigns) furnishes the Lessee wnh satisfactory written evidence of the change 
in ownership, Including the original recorded munlments ol title (or a certllied copy of such original) when the ownership changed because of a 
conveyance. A total or partial assignment of this lease shall, to the extent of lhe Interest assigned, relieve and discharge Lessee of all subsequent 
obligations under this lease. II this lease os assigned In Its entirely as to orty part ollhe acreage, lhe right and option to pay rentals shall be appoltioned 
as between the several owners ratably, aocording to the area of each, and failure by one or more olthem to pay his share of the rental shall not atlect 
this lease on the pan of the land upon which pro rata rentals are timely paid or tendered; however, lllhe assignor or assignee does not file a cer1ilied 
copy of such asslgnmenlln the General Land Offoce before the next rental payong dale, the entire lease shall terminate lor faiure to pay the entire rental 
due under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obllgatlons, llabllttlas, and penanles owed to the State by the 
original lessee or any prior assignee of the lease, Including any liabilities to tha Stale lor unpaid royalties. 

(B) ASSIGNMENT UMITATION. NOI...;thstanding any provision In Paragraph 27(a), W the owner olthe soil acquires this lease In whole or In 
part by assignment ...;thout the prior written approval of the Commissioner olthe General Land Olflce, this lease is void as ollhe time o1 assignment and 
the agency power of the owner may be forfeited by tho Commissioner. An assignment ...;11 be treated as If It were made to the owner of the soil if the 
assognee Is: 

(1) a nominee or the owner ollhe soil; 
(2) a corporation or subsidiary In which the owner olthe soil is a principal stockholder or Is an employee of such a corporation or subsidiary; 
(3) a partnership In which the owner olthe soil is a partner or Is an employee of such a partnership; 
(4) a principal stockholder or empjoyee ol the corporation which is the owner ol the soil; 
(5) a partner or empjoyee in a partnership which is lhe owner ol the soil; 
(6) a fiduciary for the owner of the soil; Including but not limited to a guardian, trustee, executor, administrator, receiver, or conservator for the 
owner of the soil; or 
(7) a family member of the owner of the soil or related to the owner o1 the soil by marriage, blood, or adoption. 

28. RELEASES. Under the conditions contained In thos paragraph and Paragraph 29, Lessee may at any time executa and deliver to the 
owner of the soil and place of record a release or releases covering any portion or portions o1 the leased premises, and thereby surrender this lease as 
to such portion or portions, and be relieved ol all subsequent obligations as to acreage surrendered. H any part ol INs lease is property surrendered, the 
delay rental due under this lease shall be reduced by the propoltion that the surrendered acreage bears to the acreage which was covered by this lease 
imrnedately prior to such surrender, however, such release ...;1 not relieve Lessee o1 any liabilities which may have accrued ~this lease prior to the 
surrender ol such acreage. 

29. FlUNG OF ASSIGNMENTS AND RELEASES. If all or any part of INs lease los assigned or released, such asslgrvnent or release must be 
recorded In the county where the land is situated, and lhe recorded instrumenl or a copy ol the recorded lnstnment C8l1ified by the County Clerk ol the 
county In which the Instrument is recorded, must be hied In the General Land Otlice within 90 days ol the last execution date accompanied by the 
prescribed filing fee. II any such assognment ls not so toted, the rights acquired under this lease shall be subjecl to lorfetture at the option of the 
Commissioner of lhe General Land Otlice. 

:n DISCLOSURE CLAUSE. All provosions pertaining to the lease of the above-described land have been Included In this Instrument, 
including the statement of the true consideratlon to be paid lor the execution of this lease and the rights and dutias olthe partias. Any collateral 
agreements concerning lhe development ol oil and gas from lhe leased premises v.t1ICh ere not contained in INs lease render INs lease invalid. 

31. FIDUCIARY DUTY. The owner ol the soil owes the State a fiduciary~ and must fUiy disclose any facts atlecting the State's interest in 
the leased premises. When the interests of the owner of the soil conflict With those ol the State, the owner ol the soil is obligated to put the State's 
onterests before his personal int8fests. 

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum ...;thin thirty days altern becomes due, or~ Lessee or an 
authonzed agent should kno...;ngly make any false retum or false report concerning production or driiUng, or W Lessee shall fall or refuse to drill any 
otlset well or wells In good faith as required by law and the rules and regulations adopted by the Commissioner ol the General Land Offoce, or W Lessee 
should fail to file reports in the mamer required by law or fail to comply ...;th rules and regulations promulgated by the General Land Otlice, the School 
Land Board, or the Railroad CommiSSion, or ~ Lessee should refuse the proper authority access to lhe records pertalnlng to opetlllions, or~ Lessee or 
an authorized agent should kno...;ngly !ail or refuse to give correct information to the proper authority, or knowingly fall or refuse to furnish the General 
Land Otloce a correct log of any well, or H Lessee shall knowingly violate any of the material provisions ol this lease, or H this tease Is assigned and the 
assignment is not flied In the General Land Olllco as required by law, the rights acquired under this tease shall be subject to forfeiture by the 

r a and Correct 
copy of 

0 gmal filed in 
ves County 
rks Offrce 



•• • • • • •• 
•••• • • •••• 
• 

• •••••• • • 

• 
•• •• • • • • • 

,, 

800K 7 5 b PAGE 

Commissioner, and he shall forfeit same when sulfldenUy lnlonned o1 the facts IM1ich authorize a forfeiture, and when forfeited the area shall again be 
subject to lease under the terms olthe Relinquishment Act However, nothing herein shall be construed es waMng the automatic termination ol this 
lease by operation ollaw or by reason ol any special limitation arising hereunder. Forfeitures may be sel aside and this lease and a! rights thereoodef 
reinslaled before lhe righls ol anolher lnlervene upon satisfactory evidence to tN! Cornrr<ssioner ol the General land Office ol future compliance with 
the provisions of the law and of this lease and the rules and regulations lhat may be adopted relative hereto. 

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the 
area covered by this lease to secure payment ol all unpaid royalty and other sums ol money that may become due under this lease. By acceptJince ol 
this lease, Lessee grants the State, in adcition to the Den prolllded by Texas Natural Resources Code 52.1 36 and any other applicable staMory lien, an 
express contractual lien on and secunty interest in all leased minerals In and extracted I rom the leased premises, an proceeds which may accrue to 
Lessee from the sale ol such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and Improvements lo the 
leased premises used in connection with the production or processing ol such leased minerals in order to secure the payment of all royalties or other 
amounts due or to become due under lhis lease and to secure payment of any damages or loss that Lessor may suffer by reason ol Lessee's b<each of 
any covenant or condition of this lease, whether express or ~led. This lien and security interest may be loreclosed with or without court proceedngs In 
the manner provided In the Title 1, Chap. 9 of the Texas Business and Commerce Code. Lessee agrees that the Cornrr<ssloner may require Lessee to 
execute and record such Instruments es may be reasonably necessary to acknowledge, attach or per1ect this lien. Lessee hereby represents that there 
are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or from Lessee's acquis~ion of this lease . 
Should the Commissioner at any time determine that this representallon Is not tNe, then the Commissioner may declare this lease forfeited as provided 
herein 

34. POOLING. Lessee Is hereby granted the right to pool or unitize the royalty Interest ol the owner ol the soill61der this lease with any other 
leasehold or mineral interest for the exploration, development and production o1 oil or gas or either ol them upon the same terms as shall be approved 
by the School Land Board and the Commissioner of the General Land Office for the pooling or unitizing of the Interest ol the State under this lease 
pursuant to Texas Natural Resources Code 52.151-52.154. The owner of the soil agrees that the inclusion ol this provision In this lease satisfies the 
execution requirements staled in Texas Natural Resources Code 52.152 . 

35. INDEMNITY. Lessee hereby releases and <fiSCharges the State ol Texas and the owner ol the soil, their olficers, employees, partners, 
agents, contractors, subcontractors, guests, invitees, and their respective suocessors and assigns, ol and from aJ and any actions and causes ol action 
o1 every nature, or other harm, Including environmental harm, for which recovery of damages Is sought, including, but nollimited to, all losses and 
expenses which are caused by the activities ol Lessee, ~ officers, employees, and agents arising out ol, Incidental to, or resultlng from, the operations 
ol or for Lessee on the leased premises hereunder, or that may arise out ol or be occasioned by Lessee's breach ol any ol the terms or provisions ol this 
Agreement, or by any other negligent or striclly liable act or omission ol Lessee. Further, Lessee hereby agrees to be liable for, exonerate, Indemnify, 
defend and hold harmless the State of Texas and the owner ol the soil, their offiCers, employees and agents, their successors or assigns, against any 
and a! daims, rlabllities, losses, damages, actions, personal injury (111Cfuding death), costs and expenses, or other harm f()( which recovery of damages 
is sought, under any theory including torf, contract, or strict liability, Including anomeys' fees and other legal expenses, Including those related to 
environmental hazards, on the leased premises or in any way related to Lessee's failure to comply with any and aU environmental laws; those arising 
from or in any way related to Lessee's operations or any other of Lessee's activities on the teased premises; those arising from Lessee's usa of the 
sur1ace of the leased premises, and those that may arise 0u1 ol or be occasioned by Lessee's breach ol any ol the terms or provisions ol this Agreement 
or any other act or omlssoon ol Lessee, its directors, officers, employees, partners, agents, contractors, subcontractors, guesrs, Invitees, and their 
respective successors and assigns. Each assignee ol this Agreement, or an interest therein, agrees to be liable for, exonerate, Indemnify, del end and 
hold harmless the State ol Texas and the owner ol the son, their offiCers, employees, and agents In the same ll\8IVler prolllded above In connection Yo1th 
the activities ol Lessee, ~ officers, employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF 
THE INDEMNITY OBUGA TIONS ANOOR LIABILffiES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WfTHOUT UMfTS AND 
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE 
NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGUGENCE 
BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE. 

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable ufeguarda to prevent contamination or 
pollution of any environmental medium, Including soli, surface waters, groundwater, sediments, and surface or subsurface .trail!, ambient air or any 
other environmental medium In, on, or under, the leased pnwnlses, by anywa.ta, pollutant, or contaminant t...a. shall not bring or permH to r.maln on 
the leased preml-any aabostos conlllintng materials, explosives, toxic matwtala, or subatancee regulated aa ~ waatM, hazardous matwtala, 
hazardous substances (aa the term "Hazardous Substance" Ia dellned In the Comprahenllw EnvtronrntnlaJ RleponM, Compenutlon and Uablllty Act 
(CERCLA), 42 U.S. C. Sections 9601 , et seq.), or toxic substances under any federal, state, or local taw or regulation ("Hazardous Materlala1, except 
ordinary products oommonly used In connection with oil and gaa exploration and developrnant operat1ona and stored In the usual manner and quantltlee. 
LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTtTUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND 
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND TliE OWNER OF TliE SOIL FROM AND AGAINST 
ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABIUTIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT 
COSTS) CAUSED BY OR ARISING OUT OF (1) A VIOLATION OF THE FOREGOING PROHIBITION OR (2) THE PRESENCE, RELEASE, OR 
DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR 
CONTROL OF THE LEASED PREMISES. LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER 
CONTAMINATtON AND DAMAGE CAUSED BY TliE PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT 
THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE Willi THE REQUIREMENTS OF 
APPLICABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE 
ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTMER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY 
GIVE THE STATE OF TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS 
PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTtCE FROM ANY 
GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT TliE LEASED PREMISES. TliE OBUGATIONS 
OF LESSEE HEREUNDER SHALL SURVIVE TliE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF nilS AGREEMENT. 

37. APPLICABLE LAW. This lease is issued under the provisions ol Texas Natural Resources Code 52.111 through 52.190, commonly 
i<no'olln as the Relinquishment AcJ., and other appi'ICallle statutes and amendmenls thereto, and ~ any provision In this lease does not conform to these 
staMes, the staMes wiJ prevail over any nonconforming lease provisions. 
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38. EXECUTION. This oi and gas lease must be s.gned and ackr1<7Medged by the Lessee before ~Is tiled ol record in the county records and 
in the General Land Offce ol the State ol Texas. Once the filing requirements fOUld in Paregraph 39 ollllis lease have been satisfied, the effective date 
ollhis lease shall be the date found on Page 1. 

39. LEASE FILING. Pursuant to Chapter 9 ol the Texas Business and Commerce Code, this lease must be filed ol r8()()(d in the office ol the 
County Cieri< in any county in which all or any part of the leased premises Is located, and certified copies thereof must be filed In the General Land 
Office. This lease is not effective until a certified copy of this lease (which Is made and certified by the County Cieri< from his r8()()(ds) Is filed in the 
General Land Of1lce In accordance with Texas Natural Resources Code 52.183. Addltlonally, this lease shall not be binding upon the State unless h 
recites the actual and true Consideration paid or promised for execution of this lease. The bonus due the State and the prescribed filing fee shall 
accompany such certified copy to the General Land Olf!Ce. 

ADDENDUM PROVISIONS - #40 thru #52 

40. CONTINUOUS DEVELOPMENT. Aher the expiration ol the primary term, and not'Mthstanding paragraphs 16 (A) and 16 (B) above and 
any other provision In this lease to the contrary, no portion ollrls lease wiU terminate H Lessee continues to drill a well (()( wells) a~re on the leased 
premises with no more than 160 days between the release o1 the drilling rig on one well and the commencement o1 actual driiUng operations on a 
subsequent well (hareinatter referred to as "continuous driUing"). Upon the cessation ol continuous driUing this lease shaU terminate In accordance with 
the other relevant provisions herein. If, however, Lessee has filed with the Texas RaUroad Commission, no later than 60 days prior to the expiration ol 
the said 18(}(1ay period, au requisile applications to dril the next well in the continuous driiUng program, and Lessee is unable to proceed with driiUng 
pendng authorization by the Texas R&Uroad Commission, then Lessee shaU be allowed such additional time as may be reasonably necessary to obtain 
the authorization and thereafter spud the subsequent well. 

41 .DELAY RENTALS. As stipulated in Paragraph 113 of this lease, the rentalS for this lease hava been PAI().UP for the second (2"') and 
third (3~ years of the prlmaty term hereof. Lessee or Its assigns shall have the right to keep this lease in focce and effect foc the fourth (4') and fifth (5') years of 
the primary term provided for herein by tendering a payment of three hundred twenty five dollars ($325.00) per net acre prior to December 15, 2009, as to 
any acreage oovered hereby and not otherwise being mantalned by any other provision herein at such time . 

42. Upon the cessation of drillng at each weU location. the abandomlent of said lease 0< sooender thereof, Lessee, Its successors 0< assigns, shall 
then level aU drilling pits and other excavations and shaft repair au damage done, oc cause to be done, to buildings, fences, roads, C!Jverts, turf. water wells 
and/or other improvements and to restore same to their original condition, as reasonably practical. withn 90 days aher the cessation o1 ectivity. No drilling mud 
shall be spread on surface lands of Lesso< Wllhout elCp(ess written oonsent o1 Lessor. 

43. Lessee's r1g1t to use water from the leased premises sllaU not Include the right to use fresh water from any fresh water sands 0< strata 
underlying the leased premises for any secondary recovery operations that may be conducted on the leased premises. Lessee shall have the right to use fresh 
water from Lessor'& exlstlng weUs oc surface impoundments onty with the elCp<essed permission o1 the Lessor . 

44. AI operauons of Lessee sllal be conducted so as to mnmlze the arTIOUlt ol s~ace land used oc damaged by Lessee and Lessee agrees to 
construct not more than one road 10 each locatJon on the leased premiSes and to oonfrl41 d travel incident to the drilling and production ot such wei to the 
single road. All roads oonsii\Jeted by Lessee sllal be ol good quality and suitable foc al-weather use. The routes foc al roads shal be m<Auely agreed upon 
between Lessor and Lessee befoce the commencement of any road construction. Lessee agrees to makllafl aD roads used by Lessee on the leased premises 
in good condition and repair during the period of Lessee's operations on the lease premises. The s~ace owner shall have the right to use all roads on the 
leased premises. 

45. It Is ooderstood and agreed that this lease does not cover 0< Include any right 0< privilege of hoo~ with firearms and/0< with dogs 0< otherwise 
on the leased premises 0< fiShing on the leased premises: al such hoo~ and fishing rights being expressly resetVed, and Lessee agrees that none ol the 
Lessee's offiCBrs, agents, employees or representatives Will bring any dogs andloc firearms upon the leased premises. and that any one so doing shal be 
trespassers and s~ to prosecution as such. 

46. Prior to erecting new storage larl<s, pipelines compressor stations or other usual facilities required by Lessee foc prcdJcing oil and gas and 
operating this lease, Lessee shalf advise Lessoc ol Lessee's Intention. Lessoc and Lessee v.lU then mutually select a she 0< shes foc locating such eql.ipment 
and pipelines taking into consideration the ranching and farming operation o1 Lessoc and Lessee's needs in conducting~ operations I.Klder the terms ol this 
lease In a reasonable manner. 

47. Lessee prior to the construction ol any nf!IN road oc the cutting, ahering and remoYal ot any existing fence on the leased premises, oc the 
cutting 0< remoYal o1 any tree on the leased premises shal notify Lessoc ol such intention and shaU be governed by the Lessor's v.lshes. Lessee shall 
dspose of all brush, trees, trash and debris away from the property. Under no circunstances ....;u trash. gatbage oc debris be buried oc M1ped on the 
property oc ad')8Cerlt lands ol Lessoc. Brush and trees may be buried oc burned on the property oriy with written permission from owner oc tis 
representative. 

46. Lessee agrees to protect, deland, indemnify and hold harmless Lessor, the owners ol the surface ol the Leased Premises, and their 
respective agents, employees and tenants, from and against all liabilities, losses, expenses, claims, demands, and causes a action ol every kind and 
character, whether foc death oc personal injury to persons Oncluding agents and employees ol Lessee and Lessee's subconltactO<S) loc loss oc damage to 
property, in any way and at any time arising out ol, Incident to, 0< In comection with this Lease, operations conducted by Lessee on the Leased Premises, 
oc breach o1 the terms hereof. 

49. Each drill she location shall be conslrucled so as to reslit in the least Inter! --.co with suface usage as reasonably prectlcabte IXlder the 
arcumstances. AU pits shal be constructed and Uned so as not to poiUe the a~nlng land at the prior written reqJOSt ol lassO<. Lessee shaD take all 
reasonable precautlons necessaty to prevent land. air and water pollution, inctodng pollution to a1 undergro..wld fresh water zones. Lessee shal collect all 
trash which BCCU'TlUiates in connection with his operations and remoYe such trash from the Leased Premises. Lessee shaU take al reasonable precautions 
to prevent blowouts from occurring on the Leased Premises. Lessee shall U~Uize oriy such erea around each producing well as Is reasonably necessary foc 
such purposes, and Lessee shall restoce the remainder ol such dril she to its original condition as neas1y as practicallllithin a reasonable time after the 
completion ol operations on each dril she where no producing well is located, Lessee shal clear the locallon, remove al eQiipment placed upon the dril s~e 
by the Lessee, clean out and back Iii all pits, and retum the sutace o1 the dril s~e to lis original condlion as neas1y as pracdcal. Lessee shal construct and 
maintaln gates at all places where any roads used by Lessee cross throu!tl fences on the Leased Premises, and Lessee shall keep such gales locked 
when not actualy passing ttvough such gales. Upon terminabon ol Lessee's ope<atlons on the Leased Premises, Lessee shal restoce the surface ol al 
lands utilized by Lessee, and not therelolore restored, to their anginal condition as neas1y as pradical. Wl1tin six (6) morchs after the temina!ion a this 
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lease, lessee shan remove any and all property placed by lessee on the leased Premises or lessor shall cause same to be removed al Lessee's 
expense. 

50. Lessee Is to comply l'.ith an Federal and State regulations. 

lease. 
51. Lessee shall pay market value, on the day olthe event, for any and allivestock lost as a cirect resUI ol Lessee's operations under this 

52. AI pipeUnes are to be buried 36 inches below the ground, which \'AI be from the top ol the pipe to the surface ol the ground. Only crude oil 
and natural gas (no other derivatives) ~'An be allowed to be transported through any popelines located on the Property . 

IN WITNESS WHEREOF, this instrument is executed on the dale first above written . 

LESSEE 

PINNACLE LAND SERVICES, INC . 

~~HA6 BY: CINDYQM 

Tille: PRESIDENT 

Onte: .Q. · rz. 0 1 

ROBERTA M. REGAN 
TESTAMENTARY TRUST 

BY: H. GREG HOLCOMB 

SENIOR VICE-PRESIDENT 

Individually and as agent for the Stale of 

Texas 

Date: I :2.)1 s-) 0 C. 
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STATE OF TEXAS 

COUNTY OF DALLAS 

BOO.K 7 ~ 6 Pi\GE 

BEFORE ME, the undersigned authority, on this day personally appeared H. Greg Holcomb, known to me to be the person whose name Is 

subscribed to the foregoing instruments as Senior Vice-President of Bank of America, N.A. and acknowledged to me that he executed the 

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

Given under my hand and seal of office this the / g17f day of December, 2006 

STATE OF TEXAS 

COUNTY OF ATASCOSA 

ANNIS HAWKINS 

BEFORE ME, the undersigned authority, on this day personally appeared Cindy G. Mercer, known to me to be the person whose name is 

subscribed to the foregoing Instruments as President of Pinnacle Land Services, Inc., and acknowledged to me that she executed the same 

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

l='~r1A4t~ "t.eo'l <(! 
Given under my hand and seal of office this the~ day of flectlllb61 , 4lb6. 4t 

FTI.E N0 . _ _ 6_1_3 __ _ 

PATRICK CHARlfS HURL£Y, JR. 
~Pubk,SillllloiToxa 

My Comml$$1on Elq);ru 
Ftbrulry 18. 2010 

lltr PROm10N HBI£1H WHICH RES'TR!m TME SAlE, ~ 
OR US£ If THE DfSCRfBED REAL PROPERTY B£CAUS£ ~COUll 
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Gcne·al land ~ffice 
Relinquishment Act Lease Form 
Revised, September 1997 

~usttn, UI:exas 
K - 1 2' t- SvZ 
OIL AND G~ LEASE 

THIS AGREEMENT is made and entered into this 28th day of September, 2006, between the State of Texas, acting 

by and through its agent, COATES ENERGY TRUST and COATES ENERGY INTERESTS. LTD .. P.O. BOX 90569. SAN ANTONIO. TEXAS 78209 

(Give PerrralentMiess) 

said agent herein referred to as the owner of the soil (whether one or more), and ..:.P....:I:....:N:....:N'-'A~C""L=E_,LAN<....:..;"'D'-'S~E:.:.R..:.:V::..:.IC=E"'S'"'I""'N"'C"-. ---- ------ --

of P.O. BOX 99 1. PLEASANTON, TEXAS 78064 

(Give Perrrnnent Miess) 

hercinaller called Lessee. 

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

All of Section 9, A-2952, Block 59, PSL Survey. 

containing 640.00 acres, more or less. The bonus consideration paid for thi!: 'ease is as follows: 

To the Slale of Texas: SEVENTEEN THOUSAND THREE HUNDRED EIGHTY SEVEN DOLLARS AND 50/100 

Dollars ($17,387.50) 

To the owner of the soil: SEVENTEEN THOUSAND THREE t-lUNDRED EIGHTY SEVEN DOLLARS AND 50/100 

Dollars ($17,387.50) 

Total bonus consideration. THIRTY FOUR THOUSAND SEVEN HUNDRED SEVENTY FIVE DOLLARS AND 00/100 

Dollars ($34,775.00) 

The total bonus consideration paid represents a bonus ~of!....T~H-"-R.!.!E:.!E:...!..!H~U~N~D:!..;R!.!:Eo.!::D!....TW~-=E!-'N~TY..!_!.F-'-IV!..!E=--------------------­

Dollars ($325.00) per acre, on 107.00 net acres. 

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

unless on or before such anniversary date Lessee shall pay or tender to the ownP.r of the soil or to h1s credit 1n the -------------

Bank, at PAY DIRECTLY TO OWNER OF THE SOIL , 
or its successors (which shall continue as the depository regardless of changes in the ownership of said land), the amount specified below; in addition 
Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS, a like sum on 

. or before said date. Payments under this paragraph shall operate as a rental and shall cover the privilege of deferring the commencement of a well for 
one (1) year from said date. Payments under this paragraph shall be in the following amounts: 

To the owner of the soil: SEE ADDENDUM PARAGRAPH #41 
Dollars ($ _ _ ___ _] 

To the State ofTexas: SEE ADDENDUM PARAGRAPH #41 -------------------------

Dollars($ _____ _. 

Total Delay Rental·------- ---------------- ---- - ----

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

4. PRODUCTION ROYAL TIES. Upon production of oil and/or gas, Lessee agrees to pay or cause to be pa1d one-half (1/2) of the royalty 
provided for in this lease to the Commissioner of the General Land Office of the State ofTexas, at Austin, Texas, and one-half (1/2) of such royalty to the 
owner of the soil: 

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as 
all condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 
shall be __1M __ part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the General 
Land Office, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid 
hydrocarbons, respectively, of a like type and gravity in the general area where produced and when run, or 2) the highest market price thereof offered or 
paid in the general area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lessee agrees that before 
any gas produced from the leased premises is sold, used or processed in a olant, it will be run free of cost to the royalty owners through an adequate oil 
and gas separator of conventional type, or other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means 
will be recovered. The requirement that such gas be run through a separator or other equipment may be waived, in writing, by the royalty owners upon 
such terms and conditions as they prescribe. 

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not 
defined as oil1n subparagraph (A) above, produced from any well on said land (except as provided herein With respect to gas processed 1n a plant for 
the extraction of gasoline, liquid hydrocarbons or other products) shall be__111 _ _ part of the gross production or the market value thereof, at the 
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for 
gas of comparable quality in the general area where produced and when run, or the gross price paid or offe;ed to the producer, whichever is the greater, 
provided that the maximum pressure base in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, 
and the standard base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressLre according to Boyle's Law, and for specific 
gravity according to tests made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing. 

(C) PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant fo1 the recovery of gasoline or other liquid 
hydrocarbons shall be___ll1 __ part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the owner 
of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant 
production of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lessee, whichever is the 
greater, of the total plant production of liquid hydrocarbons attributable to the gas produced from this lease; provided that if liquid hydrocarbons are 
recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid 
hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing 
agreement negotiated at arm's length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in 
the industry), whichever is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market 
price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the general area, or 2) the gross price paid or offered for such res1due 
gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no event, however, shall 
the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed. 

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid 
hydrocarbons) whether said gas be "casinghead," "dry," or any other gas, by fract1onat1ng, burn1ng or any other processing shall be____ll1 _ _ part of 
the gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, 
such market value to be determined as follows: 1) on the basis of the highest market pnce of each product for the same month 1n which such product is 
produced, or 2) on the basis of the average gross sale price of each product for the same month 1n which such products are produced, whichever 1s the 
greater 

5. MINIMUM ROYALTY During any year after the expiration of the pnmary term of th1s lease, if this lease 1s maintained by production, the 
royalties paid under this lease in no event shall be less than an amount equal to the total annual delay rental herem provided; otherwise, there shall be 
due and payable on or before the last day of the month succeeding the anniversary date of this lease a st..m equal to the total YP.Ili:!P!Hf8te~\l;ya 
amount of royalties paid during the preceding year. If Paragraph 3 of this lease does !"lot specify a delay rental a ~ n for tile RUffi.osefc)t\nis 
paragraph, the delay rental amount shall be one dollar ($1 .00) oer acre. tt~ "' copy 0 
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6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the 
Commissio:o-er of the General Land Office may, at the option of e~her, upon not less than sixty (60) days notice to the holder of the lease, require that the 
payment of any royalties accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General 
Land Office's right to take its royalty in kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's ng hts 
or Lessee's obligations, whether express or implied, under this lease. 

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for 
. the cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and 

other products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, including any reimbursements 
for severance taxes and production related costs. 

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

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil 
is due and must be received in the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty 
on gas is due and must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production, 
accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office 
and showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, 
records or reports confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and 
other checks or memoranda of amount produced and put into pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records 
which the General Land Office may require to verify the gross production, dispos~ion and market value. In all cases the authority of a manager or agent 
to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be accompanied by a check stub, schedule, summary 
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being paid on each lease. If Lessee pays 
his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is 
greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greater. In addition 
to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin to accrue when the royalty is sixty (60) days overdue. 
Affidavits and supporting documents which are not fi led when due shall incur a penalty in an amount set by the General Land Office administratiVe rule 
which is effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing 
royalties to be paid as prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State's 
right of forfeiture as provided by law nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in 
cases of title dispute as to the State's portion of the royalty or to that portion of the royalty in dispute as to fair market value. 

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually fum ish the Commissioner of the General Land Office 
with its best possible estimate of oil and gas reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of 
all contracts under which gas is sold or processed and all subsequent agreements and amendments to such contracts within thirty (30) days after 
entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land Office shall be 
held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records pertaining to the production, 
transportation, sale and marketing of the oil and gas produced on said premises, including the books and accounts, receipts and 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! and Office, the 
Attorney General, the Governor, or the representative of any of them. 

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

(C) PENAL TIES. Lessee shall incur a penalty whenever reports, documents or other materials are not filed in the General Land Office when 
due. The penalty for late filing shall be set by the General Land Office administrative rule which is effective on the date when the materials were due in 
the General Land Office. 

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and 
production of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and 
actual production of oil or gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or 
before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences additional drilling or 
reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. If, during the last year of the 
primary term or within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of oil or gas should cease for any cause, 
Lessee's rights shall remai~ .in full force a~d ~ffect withou~ further operations until the ~xpi.ratio.n of the primary te~;_),l1;··~sse~. ll'!li:rmtl!t(i)~9ct 
production in paying quant1t1es at the exp1rat1on of the pnmary term, Lessee may ma1nta1n th1s lease by conducll ._~)< ~~ I dnlllng etr~-r~flng 

~ ': Original filed in 
• • • • •:• .. : •:• ~ ~ Reeves County 

: : : : • • ~ • : c Cle k Off' • ~ • • • : • • • : • • • r s 1ce . . . 



operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under Paragraph 13. Should the first 
well or any subsequent well drilled on the above desaibed land be completed as a shut-in oil or gas well within the primary term hereof, Lessee may 

· resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) 
days from the date of completion of such shut-in oil or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. If at the 
expiration of the primary term or any lime thereafter a shut-in oil or gas well is located on the leased premises, payments may be made in accordance 

· with the shut-in provisions hereof. 

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

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

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

15. COMPENSATORY ROYAL TIES. If, during the period the lease is kept in effect by payment of the shut-tn oil or gas royalty, oil or gas is 
sold and delivered in paying quantities from a well located within one thousand (1 ,000) feet of the leased premises and completed in the same producing 
reservoir, or in any case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but 
the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more 
successive years by Lessee paying compensatory royalty at the royalty rate provided in the lease of the market value of production from the well causing 
the drainage or which is completed in the same producing reservoir and withtn one thousand (1,000) feet of the leased premises. The compensatory 
royalty is to be paid monthly, one-half (1/2) to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil, beginning on or 
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the 
same producing reservoir and located within one thousand (1 ,000) feet of the leased premises. If the compensatory royalty paid in any 12-month period 
is an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an amount equal to the difference within thirty (30) days from the end of the 
12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph 9 of this 
lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offset wells as provided in 
Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the payment 
of compensatory royalties can satisfy the obligation to drill offset wells. 

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

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

. paying quantities from such deeper depths covered by this lease. 

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

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

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

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

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

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

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

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

23. PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury its pipelines below plow depth . 
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25 POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without 
limiting the ioregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment 
facilities sufficient to prevent spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to 

. recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and 
maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon 
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely dean up the drilling site of all rubbish 
thereon. Lessee shall, while conducting operations on the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, 

· and upon completion of operations shall restore the surface of the land to as near its original condition and contours as is practicable. Tanks and 
equipment will be kept painted and presentable. 

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

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

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

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

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

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

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

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

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lessee or an 
authorized agent should knowingly make any false return or false report concerning production or drilling, or if Lessee shall fail or refuse to drill any 
offset well or wells in good faith as required by law and the rules and regulallons adopted by the Commissioner of the General Land Office. or if Lessee 
should fail to file reports in the manner required by law or fail to comply with rules and regulations promulgated by the General Land Office, the School 
Land Board, or the Railroad Commission, or if Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or 
an authorized agent should knowingly fail or refuse to give correct information to the proper authority, or knowingly fail or refuse to furnish the General 
Land Office a correct log of any well , or if Lessee shall knowingly violate any of the material provisions of this lease, or if this l~iJIRe.j~~,. ~A.R+ld the 
assignment is not filed in the General Land Office as required by law, the rights acquired under this le ~ e sLtlfecf't'o'fo 1 t.rr~by the 
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· Cornmissior.er, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again be 
subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as waiving the automatic termination of this 
lease by operation of Jaw or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder 

• reinstated before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of future compliance with 
the provisions of the Jaw and of this lease and the rules and regulations that may be adopted relative hereto. 

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the 
area covered by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of 
this lease, Lessee grants the State, in addition to the lien prov1ded by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an 
express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to 
Lessee from the sale of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the 
leased premises used in connection with the production or processing of such leased minerals in order to secure the payment of all royalties or other 
amounts due or to become due under this lease and to secure payment of any damages or loss that Lessor may suffer by reason of Lessee's breach of 
any covenant or condition of this lease, whether express or implied. This lien and security interest may be foreclosed with or without court proceedings in 
the manner provided in the Tille 1, Chap. 9 of the Texas Business and Commerce Code. Lessee agrees that the Commissioner may require Lessee to 
execute and record such instruments as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there 
are no prior or superior liens arising from and relating to Lessee's activities upon the above-<lescribed property or from Lessee's acquisition of this lease. 
Should the Commissioner at any time determine that this representation is not true. then the Commissioner may declare this lease forfeited as provided 
herein. 

34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other 
leasehold or mineral interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved 
by the School Land Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease 
pursuant to Texas Natural Resources Code 52.151-52.154. The owner of the soil agrees that the inclusion of this provision 1n this lease satisfies the 
execution requirements stated in Texas Natural Resources Code 52.152. 

35. INDEMNITY. Lessee hereby releases and discharges the State ofTexas and the owner of the soil, their officers, employees. partners. 
agents, contractors. subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action 
of every nature, or other harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and 
expenses which are caused by the activities of Lessee, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations 
of or for Lessee on the leased premises hereunder, or that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this 
Agreement, or by any other negligent or strictly liable act or omission of Lessee. Further, Lessee hereby agrees to be liable tor, exonerate, indemnify, 
defend and hold harmless the State of Texas and the owner of the soil, their officers, employees and agents, their successors or ass1gns, against any 
and all claims, liabilities, losses, damages, actions, personal injury (including death), costs and expenses, or other harm for which recovery of damages 
is sought, under any theory including tort, contract. or strict liability, including attorneys' fees and other legal expenses. including those related to 
environmental hazards, on the leased premises or in any way related to Lessee's failure to comply with any and all environmental laws; those arising 
from or in any way related to Lessee's operations or any other of Lessee's activities on the leased premises; those arising from Lessee's use of the 
surface of the leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement 
or any other act or omission of Lessee, its directors, officers, employees, partners, agents, contractors, subcontractors, guests. invitees. and their 
respective successors and assigns. Each assignee of this Agreement. or an interest therein, agrees to be liable for, exonerate, indemnify, defend and 
hold harmless the State ofTexas and the owner of the soil. their officers. employees, and agents in the same manner provided above in connection with 
the activities of Lessee, its officers, employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF 
THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND 
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRI CT LIABILITY. OR THE 
NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE 
BE SOLE, JOINT, CONCURRENT. ACTIVE, OR PASSIVE. 

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

37. APPLICABLE LAW. This lease is issued under the provisions ofTexas Natural Resources Code 52.171 through 52.190, commonly 
known as the Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does .not conform to these 
statutes, the statutes will prevail over any nonconforming lease provisions. ,.._~OF ,.~ 'L c: and Correct 
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38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and 
in the General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date 
of this lease shall be the date found on Page 1. 

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

ADDENDUM PROVISIONS - #40 thru #52 

40. CONTINUOUS DEVELOPMENT. After the expiration of the primary term, and notwithstanding paragraphs 16 (A) and 16 (B) above and 
any other provision in this lease to the contrary, no portion of this lease will temmnate if Lessee continues to drill a well (or wells} anywhere on the leased 
premises with no more than 180 days between the release of the drilling rig on one well and the commencement of actual drilling operations on a 
subsequent well (hereinafter referred to as "continuous drilling"). Upon the cessation of continuous drilling this lease shall terminate in accordance with 
the other relevant provisions herein. If, however, Lessee has filed with the Texas Railroad Commission, no later than 60 days pnor to the expiration of 
the said 180-day period, all requisite applications to drill the next well in the continuous drilling program, and Lessee is unable to proceed with drilling 
pending authorization by the Texas Railroad Commission, then Lessee shall be allowed such additional time as may be reasonably necessary to obtain 
the authorization and thereafter spud the subsequent well. 

41 .DELAY RENTALS. As stipulated in Paragraph #3 of this tease, the rentals for this lease have been PAID-UP for the second (2nd) and 
third (3">) years of the primary term hereof. Lessee or its assigns shall have the right to keep this lease in force and effect for the fourth (4"') and fifth (5"') years of 
the primary term provided for herein by tendering a payment of three hundred twenty five dollars ($325.00) per net acre prior to September 28, 2009, as to 
any acreage covered hereby and not otherwise being maintained by any other provision herein at such lime. 

42. Upon the cessation of drilling at each welllocallon, the abandonment of said lease or surrender thereof, Lessee, its successors or assigns, shall 
then level all drilling pits and other excavations and shall repair all damage done, or cause to be done. to buildings, fences, roads. culverts, turf, water wells 
and/or other improvements and to restore same to their original condition, as reasonably practical, within 90 days after the cessation of activity. No drilling mud 
shall be spread on surface lands of Lessor without express written consent of Lessor. 

43. Lessee's right to use water from the leased premises shall not include the right to use fresh water from any fresh water sands or strata 
underlying the leased premises for any secondary recovery operations that may be conducted on the leased premises. Lessee shall have the right to use fresh 
water from Lessor's existing wells or surface impoundments only with the expressed permission of the Lessor. 

44. All operations of Lessee shall be conducted so as to minimize the amount of surface land used or damaged by Lessee and Lessee agrees to 
construct not more than one road to each location on the leased premises and to confine all travel incident to the drilling and production of such well to the 
single road. All roads constructed by Lessee shall be of good quality and suitable for all-weather use. The routes for all roads shall be mutually agreed upon 
between Lessor and Lessee before the commencement of any road construction. Lessee agrees to maintain all roads used by Lessee on the teased premises 
in good condition and repair during the period of Lessee's operations on the lease premises. The surface owner shall have the right to use all roads on the 
leased premises. 

45. It is understood and agreed that this lease does not cover or include any right or privilege of hunting with firearms and/or with dogs or otherwise 
on the leased premises or fishing on the leased premises: all such hunting and fishing rights being expressly reserved. and Lessee agrees that none of the 
Lessee's officers, agents, employees or representatives will bring any dogs and/or firearms upon the leased premises, and that any one so doing shall be 
trespassers and subject to prosecution as such. 

46. Prior to erecting new storage tanks, pipelines compressor stations or other usual facilities required by Lessee for producing oil and gas and 
operating this lease, Lessee shall advise Lessor of Lessee's intention. Lessor and Lessee will then mutually select a site or sites for locating such equipment 
and pipelines taking into consideration the ranching and farming operation of Lessor and Lessee's needs in conducting its operations under the terms of this 
lease in a reasonable manner. 

47. Lessee prior to the construction of any new road or the cutting, altering and removal of any exisbng fence on the leased premises, or the 
cutting or removal of any tree on the leased premises shall notify Lessor of such intention and shall be governed by the Lessor's wishes. Lessee shall 
dispose of all brush, trees, trash and debris away from the property. Under no circumstances will trash, garbage or debris be buried or dumped on the 
property or adjacent lands of Lessor. Brush and trees may be buried or burned on the property only with written permission from owner or his 
representative. 

48. Lessee agrees to protect, defend, indemnify and hold harmless Lessor, the owners of the surface of the Leased Premises, and their 
respective agents. employees and tenants. from and against all liabilities, losses, expenses. claims. demands. and causes of action of every kind and 
character, whether for death or personal injury to persons (including agents and employees of Lessee and Lessee's subcontractors) for loss or damage to 
property, in any way and at any time arising out of, incident to, or in connection with this Lease, operations conducted by Lessee on the Leased Premises, 
or breach of the terms hereof. 

49. Each drill site location shall be constructed so as to result in the least interference with surface usage as reasonably practicable under the 
circumstances. All pits shall be constructed and lined so as not to pollute the adjoining land at the prior written request of Lessor Lessee shall take all 
reasonable precautions necessary to prevent land, air and water pollution, including pollution to all underground fresh water zones. Lessee shall collect all 
trash which accumulates in connection with his operations and remove such trash from the Leased Premises. Lessee shall take all reasonable precautions 
to prevent blowouts from occurring on the Leased Premises. Lessee shall utilize only such area around each producing well as is reasonably necessary for 
such purposes, and Lessee shall restore the remainder of such drill site to its original condition as nearly as practical with1n a reasonable time after the 
completion of operations on each drill site where no producing well is located, Lessee shall clear the location, remove all equipment placed upon the drill site 
by the Lessee, clean out and back fill all pits, and return the surface of the drill site to its original condition as nearly as practical. Lessee shall construct and 
maintain gates at all places where any roads used by Lessee cross through fences on the Leased Premises. and Lessee shall keep such gates locked 
when not actually passing through such gates. Upon termination of Lessee's operations on the Leased Premises, Lessee shall restore ~ surface of all 
lands utilized by Lessee, and not theretofore restored, to their original condition as nearly as practical. Within · nths \:Jitef· tflel~~of this 

t;~~+.c :opy of 
• • •• •. • •• •:• ••: ·:· ~\.~- C ·,grnal filed in 
• •: : : • • •: :. • : •. : "-.liS~ Reeves County 
•• • ••• • • :• r.,_....., .,."'-LL:, __ 



lease, Lessee shall remove any and all property placed by Lessee on the Leased Premises or Lessor shall cause same to be removed at Lessee's 
expense. 

50. Lessee is to comply with all Federal and State regulations. 

51. Lessee shall pay market value, on the day of the event, for any and all livestock lost as a direct result of Lessee's operations under this 
lease. 

52. All pipelines are to be buried 36 inches below the ground, which will be from the top of the pipe to the surface of the ground. Only crude oil 
and natural gas (no other derivatives) will be allowed to be transported through any pipelines located on the property. 

53. Lessee agrees to furnish to owner of the soil copies of all applications filed with the Texas Railroad Commission, induding one copy of all 
well logs, daily drilling reports and completion reports. Such information is to be provided to the attention of: Coates Energy, attention Colette Van Hom, 
P.O. Box 90569, San Antonio, Texas 78209, phone 210-820-0113, ext 100, fax 210-820-0160, e-mail cvanhom@coatesenergy.com. It is understood that 
the information to be provided shall not contain any interpreted data, well cuttings, or core. The owner of the soil agrees that it shall keep all information 
provided to it by Lessee in strict confidence during the term of this lease. 

IN WITNESS WHEREOF, this instrument is executed on the date first above written. 

LESSEE 

PINNACLE lAND SERVICES, INC. 

/2~~~/&R'--b.u £!. A / 

Title: PRESIDENT 

Date: /d. · q. OL 

STATE OF TEXAS 

COATES ENERGY TRUST, on its own 
behalf, and COATES EN ERGY 
INTERESTS, LTD., acting by and 
through its General Partner, Coates 
Energy, L.L.C., acting by and through its 
Manager, Coates Ener y Trus t 

BY: BAR 
TRUSTEE 

(rJjJ;£~/aJ) 
BY: G EORGE L. STIEREN, TRUSTEE 

Individually and as agent for the State of 

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

••• • •• ••• • • • • • • • • • • • • • • • • . . . 
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STATE OF TEXAS 

COUNTY OF ATASCOSA } 

BEFORE ME, the undersigned authority, on this day personally appeared CINDY G. MERCER, known to me to be the person whose name is 
subscribed to the foregoing instruments as President of Pinnacle Land Services, Inc. and acknowledged to me that she executed the same for 
the purposes and consideration therein expressed, in the capacity stated, and as ~ct and deed of said corporation. 

Given under my hand and seal of office this the t( 7]! day of ..;1/we~ , 2006. 

STATE OF TEXAS 

COUNTY OF BEXAR 

})<SL(S" M {3en_ 

~1.f.::~4YY 
~/Ck Ortt(l(es d/U£'t, :J"~ 
Typed or Printed Name of Notary I 

Commission Expires: P /6 , 2.0 /0 

.;/L 
This instrument was acknowledged before me on the /f day of (Jdo~ , 2006, by BARRY COATES ROBERTS and 
GEORGE L. STIEREN, each as Trustee of Coates Energy Trust, on its own behalf and in its capacity as Manager of Coates Energy, L.L.C., a 
limited liability company, in its capacity as General Partner of Coates Energy Interests, Ltd., a limited partnership. 

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

••• • •• • • • • • • • •• • • . • 

••• • • • 
· ~ • 

c0i.tWh \ J2r-J 
Notary Public, State of Texas 

Typed or Printed Name of Notary 

Commission Expires: ~ /U -~OJl 
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Reeves County 

Clerks Office 



\ 

~ 

u.. 

THE STATE OF TEXAS 
C..OO.:>ITV OF 'll " VlrS l , Dianne 0 . Florez, Cleric of tbe County Court in and /J 5lllod County a,~tc " hereby ccrtlfy that the !'lf!I!Oip.&...is ~an~~ 
'd f., <:;:,p aA> eaM~ dar.ed~Pu.rh 

fl ied for ljiCOrd in my office this U'~ da~/Jl In/ at 

11. bq~,uJ!JJJ/uf£ifff{[bJ!/i; . tobereconledintbe 

:JJJ:'roc~~mF ... ~-. 
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G ENEJR i~L lLJ1.. "TD OF' JF'~[ ·CE 

March 22, 2007 

Attn: Cindy G. Mercer, President 
Pinnacle Land Services, Inc. 
P.O. Box 991 
Pleasanton, Texas 78064 

Re: Relinquishment Act Lease MF-1 07627 
640.0 acres out of Section 9, Blk. 59, A-2952 
Reeves County, Texas 

Dear Ms. Mercer: 

jERRY PATTERSO:\', COMMISSIONER 

The ce11ified copy of the Relinquishment Act lease covering the above referenced tracts has been 
approved and filed in our records under Mineral File number M-107627. Please refer to this 
number when making payments to the State and in all future correspondence concerning the 
lease. Failure to include the mineral fil e number may delay processing of any payments 
towards the lease. 

Your remittance of$104,179.17 has been applied as the state's portion of the cash bonus 
$104,054.17 along with a processing and filing fee in the amount of$125.00. Please let me know if 
you should have any questions. 

Sincerely, 

))11. ~ i?.e.cl ~1 vU.s-
Drew Reid 
Minerals Leasing 
Energy Resources 
(5 12) 475-1534 

MS/DR 

Stephen F. Austin Building • 1700 orth Congress Avenue • Austin. Texas 78701-1495 

Post Office Box 12873 · Austin, Texas 7871 1-2873 

512-463-5001 • 800-998-4G LO 

vvvvvv.glo.statc.tx.us 
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October 5, 2009 

Chesapeake Exploration Limited Partnership 
P. 0. Box 18496 
Oklahoma City, Oklahoma 73 154-0496 

RE: Oil and Gas Lease dated 9/28/2006 between the State of Texas, acting by and 
through its agent, Coates Energy Trust and Coates Energy Interests, Ltd. , as 
Lessor, to Pinnacle Land Services nc. , as -4ssep_cov ing 960 acres of land, 
more or less, being all of Section 4 A-2634~ Block 56 Survey, and the 

/2 of Section 45, A-2633, 'Block 56, PSL Survey, eeves Coun , Texas, and 
recorded in Volume 751, Page 173, Official Publ ic Recor s of Reeves County, 
Texas 

~ 
..lr Oil and Gas Lease dated 9/28/2006 between the State of Texas, acting by and 

through its agent, Coates Energy Trust and Coates Energy Interests, Ltd., as rvf lblW • f.. 
Lessor, to Pinnacle Land Servjces~c. as Lessee covering 640 acres of land 
more or less, being all of Section\ 9? -2952 lock 59, PSL Survey, Reeves 
County, Texas, and recorded in Volume 751, Page 183, Official Public Records of 
Reeves County, Texas 

Gentlemen: 

The records of Coates Energy Trust and Coates Energy Interests, Ltd. ("Coates 
Energy") reflect that the above Oil and Gas Leases were ~ssigned to Chesapea~e 
Exploration Limited Partnership ("Chesapeake") on December 7, 2006. Our records also 
reflect that as per the provisions of Paragragh 4 1 of each of the leases, in order to 
maintain the leases in force for the fourth and fifth years of the primary term, a payment 
of $325.00 per net acre prior to September 28, 2009 was to be made. We do not have any 
record of receiving such payment for the delay rentals under these two leases. 
Accordingly, it appears these two leases have terminated due to non-payment of the 
rentals due for the fourth and fifth years of the pnmary term. 

GO A T ES E N E R GY 

Quarry He1g hts Buildmg 
F'e Box 3858!1 

7373 Broadway, SUite 406 
San Anton1o. Texas 78209 

Tel 210 820 0113 Fax 210 820 0160 
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, I 

Chesapeake Exploration Limited Partnership 
October 5, 2009 
Page 2 

We would apprec iate Chesapeake advising in writing if Coates Energy's 
information is correct and, if so, we would also appreciate Chesapeake preparing and 
recording a fu ll release of these two leases and then filing a copy of the recorded release 
with the General Land Office as provided under Paragraph 29 of the lease and also 
furnish ing a copy of the recorded release of these two leases to Coates Energy at your 
earliest convenience . 

Your ea rly reply to this inquiry would be greatly apprec iated . 

Yours very truly, 

COATES ENERGY 

d~Lv:P~ 
Sherrie Green, CPL 
Land Manager 

cc: /commissioner of the General Land 0 ftice 
1700 N. Congress Ave., Suite 935 
Austin, Texas 7870 l-1495 



••• • • • • • • • • •• • •• • • • • 
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Dare Filed: _ _.;_·o~-=5-- _t1-'r'-------
Jerry E. Pattersg~ommissioner 

By ~ ~(lY/ 



January 26, 2010 

VIA OVERNIGHT COURIER 

Ms. Beverly Boyd 
Texas General Land Office 
1700 N. Congress Ave. 
Suite 935 
Austin , Texas 78701-1495 

Re: Filing of Release of Leases 

Permian Land Department 

MF 106989, Sections 40 and 45, Block 56, PSL Survey- rerc.n·J · r 
_MF 107627, Section 9, Block 59 , PSL Survey - A-o '"IE. ~~(} 1~ " ",( 

Reeves County, Texas 

Dear Ms. Boyd : 

Enclosed please find certified copies of the above mentioned Release of Leases 
("Releases") located in Reeves County, Texas. Chesapeake Exploration , L.L.C. 
("Chesapeake") desires to file these Releases with the General Land Office. 

Also enclosed, is Chesapeake's check number 1234712 in the amount of $50.00 and 
which represents the required filing fee of $25.00 per Release. 

Should you have any questions in this regard , please call me at (405) 935-4344. 

Sincerely, 

I 
Enclosures 

Chesapeake Energy Corporation 
P.O. Box 18496 • Oklahoma City, OK 73 154-0496 • 6 100 . Wesrcrn Avenue • Oklahoma ( •ry, OK 7.1 11 8 

405.935.8000 • fax 405.935.425 1 



Chesapeake Operaring, Inc. 

008019 TX GENERAL LAND OFFICE 
10704062 

No. 1234 7 12 

VOUCHER INVOICE INVOICE DESCRIPTION OR NET AMOUNT 
NUM BER DATE NUMBER GROSS AMOUNT DISCOUNT 

458268 01 /1 2/10 011210 BALMORHEA PROSP FILLING FEE v 50 .00 

/1 

\c) (p 

Total fo r check $50.00 
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STATE OF TEXAS 

COUNTY OF REEVES 

RELEASE OF OIL AND GAS LEASE 

) 
) ss 
) 

CHESAPEAKE EXPLORATION, L.L.C., successor by merger to Chesapeake 

Exploration Limited Partnership, whose address is P. 0 . Box 18496, Oklahoma City, 

Oklahoma, 73154-0496, does hereby release, relinquish and surrender all its right, title 

and interest in and to that certain Oil and Gas Lease located in Reeves County, Texas, 

and described as follows: 

LESSOR: Coates Energy Trust and Coates Energy Interests, L TO. 
LESSEE: Pinnacle Land Services, Inc. 
DATE: September 28, 2006 
RECORDED: Vol. 751, Pg. 183 
DESCRIPTION: Block 59, Public School Land Survey, A-2952 

Section 9: ALL 
STATE LEASE#: MF-107627 

IN WITNESS WHEREOF, the undersigned owner and Lessee has signed this 

instrument this \2, ~ day of 1\J'V\}Uy'\ bee , 2009 

CHESAPEAKE EXPLO ION, L.L.C., 

By: ________ ~~--~~--------------­
Henry J. Hood, Se · r Vice President -
Land and Legal & General Counsel ~ 

STATE OF OKLAHOMA 
ss: 

COUNTY OF OKLAHOMA 

This instrument was acknowledged before me on this ~ day of 
(\ )n.J..eJ'y\ 'c.e-< , 2009, by Henry J. Hood, as Senior Vice Pres·dent - Land and Legal 
& General Counsel of Chesapeake Exploration, L.L.C on beh f said li ited liability 
company. 

My Commission Expires: _Jl_._,~·-1.,_· 1"-A=...:>r­
Commission Number: ----=ci~o"""-'\_,_\ .:::D~$.....,._,\0 __ 

W ·IJ>ermian_Southllevescy\ReleasesiTX3230258-001 .doc 

FILE# 3731 

.4.1 P1«MS1C* Ht1D1 W1tDi ~TIE 00. F9lJil.. 
011 liS( If THf.llEliOliBEll R£AL I'I!OI'ERTY IIEl:AlJ!£ If caDI 
OIIIW:f. t'\ llflltllf) '*' t tllffN>IlliH,._f INO£JI FltlS~. 

t.-::-

-

FILED FOR RECORD ON THE 7TH DAY OF DECEMllER A.D. 2009 1:52 p. M. 

D~~fiDED ON TII~E ~7~ DAY OF_--=D:..=E::..=C:..=EMB='-=E=R"-----------A. D. 2009 1 : 00 P. H. 

B~QC ~j ~ ) ,DEPUTY DIANNE 0. FLOREZ, COUNTY CLERK 
"""" ( - REEVES COUNTY, TEXAS 
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE 
STATE OF TEXAS 
COUNTY OF REEVES 
The above and foregoing is a full, true and correct photographic copy or lhe 
orig1nal record now 1n my lawful custody and possession, as the same IS 

flied/recorded 1n !he public records of m~ office,,.round in VOL.~ 
PAGEl_O_L, THRU X:XXXX . OFF .1.CIAL PunL.l.v 

RECORDS 
_.<1l"~._ lherebycertifiedon ___l2 /17/ 2 009 __ 

~· '> · ·~ ~~---
(~~.1 ;t,\ DIANNE 0. FLOREZ, COUNTY CLERK 

" ~Pr't'N'NTYS' ..J ~ ~ ~DEPUTY 
D I NDO 



January 28, 20 I 0 

Ms. Rebecca Young 
C hesapeake Energy Corp. 
PO Box 18496 
Oklahoma Ci ty, OK 73 154 

Re: Release of State of Texas Lease- MF I 06989, MF I 07267 Reeves County 

Dear Ms. Young, 

The General Land Office received the following instrument on January 27, 20 I 0. Said 
instrument has been filed in the mineral file stated above. 

The release is effective November 12th, 2009 recorded in Reeves Co. Vol. 833, P. 102. 
and Vo l. 833, P. I 0 I. The $50.00 ti ling fee has been noted in the tile. 

Best regards, 

Beverl y Boyd 
Energy Resources 
Mineral Leasing 

Stephen F. Aus tin Building · 1700 orth Congress Avenue · Austin, Texas 78701-1 495 

Po~l O ffi.:c Box 12873 • t\ u~t in, Texas 78711 -2873 

512- 463-5001 • 800-998-4G LO 

www.glo.stJ tC. rx.us 
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File No._____Lb_F I 0](;, d- 7 

fZuJ 1&:,.-~=.!==----
Date Filed . /- Z g-;o 

Jerry E. Panerson, Commissioner 

By b~J 



[{12/14/2009) Carl Bonn- FW: MF107627 Reeves County- Due to terminate 12/15/09 if no[ rentalpaid 

From: 
To : 
CC: 
Date: 
Subject: 
Attachments : 

Ray Rice <ray.rice@chk.com> 
Victoria Adams <victoria.adams@chk.com>, Heather Anderson <heather.ander. .. 
'Carl Bonn' <Cari.Bonn@GLO.STATE.TX.US> 
12/10/2009 3:30PM 
FW: MF1 07627 Reeves County - Due to terminate 12/15/09 if no rentalpaid 
Carl Bonn. vcf 

I rece1ved this from Carl from the Texas General Land Office. It deals with a lease in your area. Thanks 

-----Original Message-----
From Carl Bonn (mailto:Cari.Bonn@GLO.STATE.TX.US] 
Sent: Thursday, December 10, 2009 2:50PM 
To: Ray R1ce 
Subject· MF1 07627 Reeves County - Due to terminate 12/15/09 if no rental paid 

Jay, 

Thanks for helping out on the other day with my questions. Got another one for you, being our 
MF1 07627 covering 5/6ths of Sec 9, A-2952, Blk 59, PSL Survey, Reeves County. Rental payment 
needs to be in our office by the referenced date per terms of the lease. 

Coates indicated that you missed the September 2009 rental on the 1/6th interest and just wanted to 
make sure you were aware of the situation. 

Thanks, 

Carl Bonn, CPL 
Landman 
Energy Resources 
Texas General Land Office 
PO Box 12873 Austin , TX 78711 
(512) 463-5407- Office (512) 475-1543- Fax 

This email (and attachments if any) is intended only for the use of the individual or entity to which it is 
addressed, and may contain information that is privileged, confidential and exempt from disclosure under 
applicable law. If the reader of this email is not the intended recipient, or the employee or agent 
responsible for delivering this message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly prohibited. If you have received this 
communication in error, please notify the sender immediately by return email and destroy all copies of the 
email (and attachments if any). 
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