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. PAID-UP
OIL AND GAS LEASE NO. M-97514
GENERAL LAND OFFICE
AUSTIN, TEXAS

THIS AGREEMENT made and entered into by and between the
Commissioner of the General Land Office of the State of Texas,
whose address is Stephen F. Austin Building, 1700 North Congress,
Austin, Texas, 78701, hereinafter called "Lessor", hereunto
authorized by the School Land Board, pursuant to the provisions of
Chapters 32 and 52 of the Natural Resources Code (hereinafter
called N.R.C.), and amendments thereto, and all applicable rules
promulgated by the School Land Board, and Ecco Petroleum, Inc.,
whose address is , 8140 Walnut Hill Lane, Suite 815, Dallas, Texas
75231 hereinafter called "Lessee".

1. Lessor, in consideration of Thirty Three and 00/100 Dollars
($33.00), receipt of which is hereby acknowledged, and of the
covenants and agreements of Lessee hereinafter contained, does
hereby grant, lease, and let unto Lessee the land covered hereby
for the purposes and with the exclusive right of exploring,
drilling, mining and operating for, producing and owning oil, gas,
and all other hydrocarbons, produced from the land covered hereby.
The land covered hereby, herein called "said land" is located in
the County of Brazos, State of Texas, and is described as follows:

3.25 acres of land, more or less, limited to rights from
surface to 8267 feet, situated in said Brazos County,
Texas, more particularly described in Exhibit "A"
attached hereto and made a part hereof together with a




plat, attached hereto as Exhibit "B", depicting said
right-of-way and surrounding area for purposes of
illustration only.

For the purpose of determining the amount of any bonus or other
payment hereunder, said land shall be deemed to contain 3.25 acres,
whether actually containing more or less, and the above recital of
acreage shall be deemed to be the true acreage thereof. Lessor
accepts the bonus as lump sum consideration for this lease and all
rights and options hereunder.

2. PRIMARY TERM: This lease, which is a "paid up" lease requiring
no rentals, shall remain in force tor a term of three (3) years
from September 3, 1996, hereinafter called "primary term", and as
long thereafter as operations, as hereinafter defined, are
conducted upon said land with no cessation for more than ninety
(90) consecutive days.

3. ROYALTIES: As royalty Lessee covenants and agrees:

(a) To deliver to the credit of Lessor, in the pipe line to which
Lessee may connect its well, the equal one eighth (1/8) part of all
0il produced and saved by Lessee from said land, or from time to
time, at the option of Lessee, to pay Lessor the average posted
market price of such one eighth (1/8) part of such oil at the wells
as of the day it is run to the pipe line or storage tanks, Lessor's
interest, in either case, to bear none of the cost of treating oil
to render it marketable pipe line oil;

(b) To pay Lessor on gas and casinghead gas produced from said
land (1) when sold by lessee, one eighth (1/8) of the amount
realized by Lessee, computed at the mouth of the well, or (2) when
used by Lessee off said land or in the manufacture of gasoline or
other products, the market value, at the mouth of the well, of one
eighth (1/8) of such gas and casinghead gas.

(c) 1If, at the expiration of the primary term or at any time or
times thereafter, there is any well on said land or on lands with
which said land or any portion thereof has been pooled, capable of
producing oil or gas, and all such wells are shut-in, this lease
shall, nevertheless, continue in force as though operations were
being conducted on said land for so long as said wells are shut-in,
and thereafter this lease may be continued in force as if no
shut-in had occurred.

(d) Lessee covenants and agrees to use reasonable diligence to
produce, utilize, or market the minerals capable of being produced
from said wells, but in the exercise of such diligence, Lessee
shall not be obligated to install or furnish facilities other than
well facilities and ordinary lease facilities of flow lines,
separator, and lease tank, and shall not be required to settle
labor trouble or to market gas upon terms unacceptable to Lessee.
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(e) If at any time or times after the expiration of the primary
term, all such wells are shut-in for a period of ninety consecutive
days, and during such time there are no operations on said land,
then at or before the expiration of said ninety day period, lessee
shall pay or tender, by check of lessee, as royalty, the sum of
$25.00. Lessee shall make like payments or tenders at or before the
end of each anniversary of the expiration of said ninety day period
if upon such anniversary this lease is being continued in force
solely by reason of the provisions of this paragraph. Each such
payment or tender shall be made to the parties who at the time of
payment would be entitled to receive the royalties which would be
paid under this lease if the wells were producing. Nothing herein
shall impair lessee’s right to release as provided in paragraph 5
hereof. 1In the event of assignment of this lease in whole or in
part, liability for payment hereunder shall rest exclusively on the
then owner or owners of this lease, severally as to acreage owned
by each.

(f) All royalties not taken in kind shall be paid to the
Commissioner of the General Land Office at Austin, Texas, in the
following manner:

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, disposition and market value. 1In 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, the Lessee owes a penalty of 5% on the royalty or $25.00,
whichever is greater. A royalty payment which is over thirty (30)
days late shall accrue a penalty of 10% of the royalty due or
$25.00, whichever is greater. In addition to a penalty, royalties
shall accrue interest at a rate of 12% per year; such interest will
begin accruing when the royalty is sixty (60) days overdue.
Affidavits and supporting documents which are not filed when due
shall incur a penalty in an amount set by the General Land Office
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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. The State shall have first lien
upon all oil and gas produced from the area covered by this lease
to secure the payment of all unpaid royalty and other sums of money
that may become due to the State hereunder.

4. POOLING: (a) Lessee is hereby granted the right, at its
option, to pool or unitize any land covered by this lease with any
other land covered by this lease, and/or with any other land,
lease, or leases, as to any or all minerals or horizons. Units
pooled for oil hereunder shall not exceed 160 acres each in area,
and units pooled for gas hereunder shall not exceed in area 640
acres each plus a tolerance of ten percent (10%) thereof, unless
oil or gas units of a greater size are allowed under or prescribed
by rules of the Railroad Commission of Texas. A unit established
hereunder shall be valid and effective for all purposes of this
lease even though there may be mineral, royalty, or leasehold
interests in lands within the unit which are not effectively pooled
or unitized. Any operations conducted on any part of such unitized
land shall be considered, for all purposes, except the payment of
royalty, as operations conducted upon said land under this lease.
There shall be allocated to the land covered by this lease within
each such unit (or to each separate tract within the unit if this
lease covers separate tracts within the unit) the proportion of the
total production of wunitized minerals from the unit, after
deducting any used in lease or unit operations, which the number of
surface acres in such land (or in each such separate tract) covered
by this lease within the unit bears to the total number of surface
acres in the unit, and the production so allocated shall be
considered for all purposes, including payment or delivery of
royalty, overriding royalty and any other payments out of
production, to be the entire production of unitized minerals from
the land to which allocated in the same manner as though produced
therefrom under the terms of this lease. The owner of the
reversionary estate of any term royalty or mineral estate agrees
that the accrual of royalties pursuant to this paragraph or of
shut-in royalties from a well on the unit shall satisfy any
limitation of term requiring production of o0il or gas. The
formation of any unit hereunder which includes land not covered by
this lease shall not have the effect of exchanging or transferring
any interest under this lease (including, without limitation, any
shut-in royalty which may become payable under this lease) between
parties owning interests in land covered by this lease and parties
owning interests in land not covered by this lease. Neither shall
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it impair the right of Lessee to release as provided in paragraph
5 hereof, except that Lessee may not so release as to lands within
a unit while there are operations thereon for unitized minerals
unless all pooled leases are released as to lands within the unit.
At any time while this lease is in force Lessee may dissolve any
unit established hereunder by filing for record in the public
office where this lease is recorded a declaration to that effect,
if at that time no operations are being conducted thereon for
unitized minerals. Subject to the provisions of this paragraph 4,
a unit once established hereunder shall remain in force for so long
as any lease subject thereto shall remain in force. If this lease
now or hereafter covers separate tracts, no pooling or unitization
of royalty interests as between any such separate tracts is
intended or shall be implied or result merely from the inclusion of
such separate tracts within this lease but Lessee shall
nevertheless have the right to pool or unitize as provided in this
paragraph 4 with consequent allocation of production as herein
provided. As used in this paragraph 4, the words "separate tract"
mean any tract with royalty ownership differing, now or hereafter,
either as to parties or amounts, from that as to any other part of
the leased premises.

(b) Neither unit production of o0il or gas, nor unit operations, nor
payment of shut-in royalties from a unit gas well, shall serve to
hold the lease in force as to any area outside the unit, regardless
of whether the production, maintenance of a shut-in gas well, or
operations are actually located on the State tract or not.

(c) Lessee agrees to file with the General Land Office a copy of
any unit designation which this lease is included within ninety
(90) days of such designation.

5. RELEASE: Lessee may relingquish the rights granted hereunder
to the State at any time by recording the relinquishment in the
county where this area is situated and filing the recorded
relinquishment or certified copy of same in the General Land Office
within ninety (90) days after its execution accompanied by the
prescribed filing fee. Such relinquishment will not have the
effect of releasing Lessee from any liability theretofore accrued
in favor of the State.

6. REWORK : If at any time or times during the primary term
operations are conducted on said land and if all operations are
discontinued, this lease shall thereafter terminate at the end of
the primary term or on the ninetieth day after discontinuance of
all operations, whichever is the later date, unless on such later
date either (1) Lessee is conducting operations or (2) the shut-in
well provisions of paragraph 3 or the provisions of paragraph 9 are
applicable. Whenever used in this lease the word "operations"
shall mean operations for and any of the following: drilling,
testing, completing, reworking, recompleting, deepening, plugging
back or repairing of a well in search for or in an endeavor to
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obtain production of o0il or gas, or production of o0il or gas in
paying quantities.

7. MINERAL USE: Lessee shall have the use, free from royalty, of
0il and gas produced from said land in all operations hereunder.

8. NOTICE: In the event Lessor considers that Lessee has not
complied with all its obligations hereunder, both express and
implied, Lessor shall notify Lessee in writing, setting out
specifically in what respects Lessee has breached this contract.
Lessee shall then have sixty (60) days after receipt of said notice
within which to meet or commence to meet all or any part of the
breaches alleged by Lessor. The service of said notice shall be
precedent to the bringing of any action by Lessor on said lease for
any cause, and no such action shall be brought until the lapse of
sixty (60) days after service of such notice on Lessee. Neither
the service of said notice nor the doing of any acts by Lessee
aimed to meet all or any of the alleged breaches shall be deemed an
admission or presumption that Lessee has failed to perform all its
obligations hereunder. If this lease is canceled for any cause, it
shall nevertheless remain in force and effect as to (1) sufficient
acreage around each well as to which there are operations to
constitute a drilling or maximum allowable unit under applicable
governmental regulations, (but in no event less than forty acres),
such acreage to be designated by Lessee as nearly as practicable in
the form of a square centered at the well, or in such shape as then
existing spacing rules require; and (2) any part of said land
included in a pooled unit on which there are operations.

9. FORCE MAJEURE: If, while this lease is in force, at, or after
the expiration of the primary term hereof, it is not being
continued in force by reason of the shut-in well provisions of
paragraph 3 hereof, and Lessee is not conducting operations on said
land by reason of (1) any law, order, rule or regulation, (whether
or not subsequently determined to be invalid) or (2) any other
cause, whether similar or dissimilar, (except financial) beyond the
reasonable control of Lessee, the primary term shall be extended
until the first anniversary date hereof occurring ninety (90) or
more days following the removal of such delaying cause, and this
lease may be extended thereafter by operations as if such delay had
not occurred.

10. LESSER ESTATE,CLAUSE: If this lease covers a less interest in
the oil or gas in all or any part of said land than the entire and
undivided fee simple estate (whether lessors interest is herein
specified or not), or no interest therein, then the royalties, and
other monies accruing from any part as to which this lease covers
less than such full interest, shall be paid only in the proportion
which the interest therein, if any, covered by this lease bears to
the whole and undivided fee simple estate therein.

11. ASSIGNMENTS: This lease may be transferred at any time. All
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transfers must reference the lease by file number and must be
recorded in the county where the land covered hereby is located,
and the recorded transfer or a copy certified to by the County
Clerk of the county where the transfer is recorded must be filed in
the General Land Office within ninety (90) days of the execution
date, as provided by N.R.C. Section 52.026, accompanied by the
prescribed filing fee. Every transferee 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
transferee of the lease, including any liabilities to the State for
unpaid royalties.

12. WELL INFORMATION: Lessee agrees to forthwith furnish Lessor,
upon written request, with copies of all drilling logs, electrical
logs, cores and core records and other information pertaining to
all wells drilled by lessee either on the leased premises or
acreage pooled therewith, when requested to do so. Said
information shall remain confidential as required by statute.

13. SURFACE: Notwithstanding anything herein to the contrary, it
is agreed that Lessee will not conduct any exploration or drilling
on the surface of the leased premises or use the surface in the
exercise of any rights herein granted. Any development of said
land shall be by means of a directional well located off the leased
premises, or by pooling of said land with other land, lease or
leases as hereinabove provided.

14. COMPENSATORY ROYALTY: Lessee shall pay a compensatory royalty
if this lease is not being held by production on the leased

premises, by production from a pooled unit, or by payment of
shut-in royalties in accordance with the terms of this lease, and
if oil or gas is sold or delivered in paying quantities from a well
located within 2500 feet of the leased premises and completed in a
producible reservoir underlying the area leased hereunder or in any
case in which drainage is occurring. Such compensatory royalty
shall be paid at the royalty rate provided in this lease based on
the value of production from the well as provided in the lease on
which such well is located. The compensatory royalty shall be paid
in the same proportion that the acreage of this lease has to the
acreage of the proration unit surrounding the draining well plus
the acreage of this lease. The compensatory royalty shall be paid
monthly to the Commissioner of the General Land Office on or before
the last day of the month after the month in which the oil or gas
is sold and delivered from the well causing the drainage or from
the well located within 2500 feet of the leased premises and
completed in a producible reservoir under this lease.
Notwithstanding anything herein to the contrary, compensatory
royalty payable hereunder shall be no less than an amount equal to
$50.00, and shall maintain this lease in effect for so long as such
payments are made as provided herein.

15. FORFEITURE: If Lessee shall fail or refuse to make payment of
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any sum within thirty (30) days after it becomes due, or if Lessee
or an authorized agent should knowingly make any false return or
false report concerning production or drilling, or if Lessee shall
fail or refuse to drill any offset well or wells in good faith as
required by law and the rules and regulations adopted by the
Commissioner of the General Land Office, or if Lessee should fail
to file reports in the manner required by law or fail to comply
with rules and regulations promulgated by the General Land Office,
or 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 this lease is pooled or assigned and
the unit designation or assignment is not filed in the General Land
Office as required by law, the rights acquired under this lease
shall be subject to forfeiture by the Commissioner, and he shall
forfeit same when sufficiently informed of the facts which
authorize a forfeiture, and when forfeited the area shall again be
subject to lease. However, nothing herein shall be construed as
waiving the automatic termination of this lease by operations of
law or by reason of any special limitation arising hereunder.
Forfeitures may be set aside and this lease and all rights
thereunder reinstated before the rights of another intervene upon
satisfactory evidence to the Commissioner of the General Land
Office of future compliance with the provisions of the law and of
this lease and the rules and regulations that may be adopted
relative hereto.

16. RAILROAD COMMISSION: No natural gas or casinghead gas,
including both associated and non-associated gas, produced from the
mineral estate subject to this lease may be sold or contracted for
sale to any person for ultimate use outside the State unless the
Railroad Commission of Texas, after notice and hearing as provided
in Title 3 of the N.R.C., finds that:

(a) the person, agency, or entity that executed the
lease in question does not require the natural gas or casinghead
gas to meet its own existing needs for fuel;

(b) no private or public hospital, nursing home, or
other similar health-care facility in this state requires the
natural gas or casinghead gas to meet its existing needs for fuel;

(c) no public or private school in this state that
provides elementary, secondary, or higher education requires the
natural gas or casinghead gas to meet its existing needs for fuel;

(d) no facility of the State or of any county,
municipality, or other political subdivision in this state requires
the natural gas or casinghead gas to meet its existing needs for
fuel;

(e) no producer of food and fiber requires the natural
gas or casinghead gas necessary to meet the existing needs of
irrigation pumps and other machinery directly related to this
production; and




(f) no person who resides in this state and who relies
on natural gas or casinghead gas to provide in whole or part his
existing needs for fuel or raw material requires the natural gas or
casinghead gas to meet those needs; provided, however, after notice
and hearing as provided in Title 3 of the N.R.C., the Railroad
Commission of Texas may grant exceptions to these provisions of
Subchapter H of Chapter 52 of the N.R.C. if it finds and determines
that enforcement of such provisions:

(1) would cause physical waste as defined in Title
3 af the NE:C:j or

(2) would unreasonably deny to the Lessee an
opportunity to produce economically hydrocarbons from the land
subject to this lease.

IN TESTIMONY WHEREOF, witness the signature of the Commissioner of
the General Land Office, under the seal of the General Land Office,
effective as of September 3, 1996.

GARRY MAURO
COMMISSIONER OF\THE GENERAL LAND OFFICE
OF THE STATE

Approved:
Energy: Exh
Executive: < —




FIELD NOTES
STATE OF TEXAS TRACTS
OLD SPANISH ROAD

3.25 acres, more or less, out of the D. Harvey Survey, A-125, Brazos County, Texas, being a part
of a 7.01 acre tract described in a deed to the State of Texas recorded in Volume 114 at Page 550
of the Deed Records of Brazos County, Texas. Said 3.25 acres is more particularly described by
metes and bounds in two tracts as follows:

Tract One

BEGINNING at a point in the west right-of-way of the O. S. R. Highway for the west
corner of said 7.01 acre tract and the west comer of the herein described tract, which
bears N 44° 09' 47" E, 2930.97 feet from a fence corner post found for the west corner of
a tract of land described by deed to Jerry W. Smith recorded in Volume 95 at Page 488.

THENCE, N 44° 09' 47" E, 153.93 feet along the northwest line of said 7.01 acre tract to
a point in the east right-of-way of said highway for the north corner of satd 7.01 acre tract
and the north corner of the herein described tract of land.

THENCE, S 07° 03' 29" E, 841.34 feet along the east right-of-way of said highway to a
point for the east corner of the herein described tract.

THENCE S 44° 09' 48" W, 153 .93 feet, severing said 7.01 acre tract, to a point in the
west right-of-way of said highway for the south corner of the herein described tract.

THENCE, N 07° 03' 29" W, 841.34 feet along the west right-of-way of said highway to
the PLACE OF BEGINNING, and containing 2.32 acres, more or less.

Tract Two

BEGINNING at a fence corner post found in the west right-of-way of the O. S. R.
Highway for the south corner of said 7.01 acre tract and the south corner of the herein

described tract.

THENCE N 11° 14' 31" E, 689.41 feet along the west right-of-way of said highway, to a
point for the west corner of the herein described tract.

THENCE severing said 7.01 tract, S 45° 50' 12" E 72.19 feet; S 11° 17" 41" W, 650.23
feet; and N 78° 42' 19" W, 60.00 feet to the PLACE OF BEGINNING and containing
0.93 acres, more or less.
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GENERAL LAND OFFICE

GARRY MAURO
COMMISSIONER MEMORANDUM

Docket # 281

DATE: August 28, 1996

11 8 3

From:

RE:

A)

B)

C)

D)

E)

F)

Linda Fisher / School Land Board
Drew Reid / Minerals Leasing

Application To Lease Highway Right-of-Way

Applicant - Scott 0Oils, Inc.

Description - 7.764 ac. along St. Hwy. 183, situated
in the Town of Gonzales Sur., A-25 in Gonzales Co.

Terms - $30.00/Ac. Bonus, 1/6 Royalty, 2 Years Paid-up

Applicant - Union Pacific Resources Co.
Description - 4.45 ac. along F.M. 389, situated

in the Issac Jamison Sur., A-67 in Washington Co.
Terms- $150/Ac. Bonus, 1/5 Roualty, 3 Years Paid-up

Applicant - Union Pacific Resources Co.
Description - .47 ac. along Co. Rd. 47, situated
in the James Cox Sur., A-36 in Washington Co.
Terms - $65.00/Ac. Bonus, 17.667% Royalty, 2 Years Paid-up

Applicant - Exxon Co., U.S.A.

Description - 36.81 ac. along U.S. 385, situated
in Sec. 15, 16, 21, 22, 27, 28, Blk. 42, TWP-1-8,
T&P RR. Co. Sur., in Ector Co.

Terms - $17.50/Ac. Bonus, 1/8 Royalty, 5 Years Paid-up

Applicant - Ecco Petroleum, Inc.
Description - 3.25 ac. along OSR Hwy., situated
in the D. Harvey Sur., A-125 in Brazos Co.
Terms - $10.00/Ac. Bonus, 1/8 Royalty, 3 Years Paid-up

Applicant - Calyton Williams Energy, Inc.

Description - 23.16 ac. along St. Hwy. 21, situated
in the Geo. Green Sur., A-126 and in the David Clark
Sur., A-11 in Burleson Co.

Terms - $50.00/Ac. Bonus, 1/6 Royalty, 3 Years Paid-up




G) Applicant - JAMEX, Inc.
Description - 16.08 ac. along St. Hwy. 90A, situated
in the James Earl Sur., A-189 in Colorado Co.
Terms - $75.00/Ac. Bonus, 3/16 Royalty, 3 Years paid-up

These applications have been reviewed by the Minerals Leasing
Division and approved by the Department of Transportation. These
applications comply with Subchapter F, Chapter 32 of the Texas
Natural Resources Code.
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l Texas Department of Transportation

P.O. BOX 5075 « AUSTIN, TEXAS 78763-5075 ¢ (512) 416-2801

August 27, 1996

Mr, Garry Mauro Contact: ROW
Commissioner

General Land Office

Petroleum and Mineral Division

1700 North Congress Avenuc

Austin, Texas 78701

Dear Commuissioner Mauro:

We have reviewed the proposed oil and gas lease applications and the following requests
for preferential leases are considered sufficiently documented to be presented to the Public
School Land Board for approval.

Primary Delay

County Nomipator Bonus Royalty Term Rental
Gounzales  Scotr Oils, Inc. $ 30.00 1/6 2 years Paid-up
Washington Union Pacific $150.00 1/5 3 years Paid-up
Resvurces Company
Ector Exxon $ 17.50 1/8 5 years Paid-up
Brazos Ecco Petroleum, Inc. $ 10.00 1/8 3 years Paid-up
Burleson Clayton Williams Energy § 50.00 1/6 3 years Paid-up
Colorado JAMEX, Inc. $ 7500 3/10 3 years Paid-up

If additional information is needcd, please contact Carlton Bernhard at 416-2879.

Sincerely,

//@ ;’ﬁ»ﬂ )/(3 7’@

Gary Bernethy, P.E.
Director of Right of Way

An Equal Opportunity Employer

@goo2
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Gary G. Wisener

ATTORNEY AND COUNSELOR
One Energy Square
Suite 900
4925 Greenville Avenue
Dallas, Texas 75206

Board Certified - Oil, Gas & Mineral Law Telephone (2!4; 692-5992
Texas Board of Legal Specialization Telecopier (214) 750-8424

April 30, 1996

DRILLING OPINION - Covering 194.005 acres, more or less, out of the David Harvey
Survey, A/125, Brazos County, Texas; said land being more particularly described in five tracts
on Exhibit "A" attached hereto and made a part hereof.

Ecco Petroleum, Inc.
8140 Walnut Hill Lane, Suite 815
Dallas, Texas 75231

Attn:  Mr. Lloyd D. Hanson
Re:  Penicka No. 1

Gentlemen:
We have examined the following:

MATERIAL EXAMINED

See Exhibit "B" attached hereto.

Based upon our examination of the foregoing and subject to the below comments and
requirements, we find title to the captioned land to be vested as follows and the same is hereby
approved for drilling purposes.

TRACT 1

J. W. Penicka, Life Estate with remainder to

Joe William Penicka and Robert Wayne Penicka, equally . ... .......... ALL
OVERRIDING ROYALTY

Marshall A. HOmell . . o v bis ddom e S ad® 5 i 5 66w R 5% of 8/8
Wanda C. Graham . ... .0 i v it ittt et nenneessnan .4325% of 8/8
Lorene CollinE BOWeS . . . o v oo v o v vwanissmsnmes i idgans .25% of 8/8
Richard A. Bowers, Jr. . . . . . . 0 i i e e e .083333% of 8/8
Bonnie Bowers Davis . . . . . o v vt i e e e e .083333% of 8/8
Sarah Bowers Symank . ................c00iun .083333% of 8/8
Omni Petroleum Corporation . . . ... .. ... ... ewan 3.9405% of 8/8
Keith D. Graham . . . ... 0 i it it et e e et et et e e s 1.2135% of 8/8
George R. Locker, Trustee of the

George R. Locker Living Trust . ... .................. .3371% of 8/8
Keith D, Grahnt. JB. s s s cnss samama b s d @& ns i 40 .3034% of 8/8
Kristie Graham . . . . ... . i ittt e e e A517% of 8/8
Jessie R. Pharis . . .. ... . e .0607% of 8/8
Jo D000 BB . i s hvnmn i s A SR E RS § R R e 0607% of 8/8

OIL & GAS LEASEHOLD ESTATE

P W T T e TR = T g



TRACT 2
Surface

No information furnished.

Minerals
Leasing Privileges, Bonus and Delay Rentals
Miidred Marie Bonjo, 8 WIHOW - .« icswssasssamasineneens 172
Tammy Kay Threadgill, as her Separate Property .. ............. 1/4
Mildred Marie Marske, as her Separate Property . . . .. ........... 1/4

Royalty
Mildred Marie Bonjo, a Widow . . ... ............... 22.939110%
ADNEHE SEDESIK : s i s cr s s s Fs R AR R A EREER 13.530445%
WIHHE TR & cvnmms s i ais i i e s SRE 5 b bWk s 3 13.530445%
Martha Hanus Regmund . . . ... ... ... ... ........ 13.530445 %
Millie WilBow : c s snsinssnwannisnasmns i sasEmsss 13.530445%
dammy Key Thresdghll. . o i oosvsssnssmas vinwusmes 11.469555%
Mildred Marie Marsk® . . soovsoiscamssssensssiai 11.469555%
NOTE: The above royalty ownership is subject to the terms and provisions

of that certain Royalty Communitization Agreement dated July 26,
1993, recorded in Volume 1880, Page 206, Official Records.
OVERRIDING ROYALTY
Braaos GOM LI, W8, « s o avnssmmwnsomm vy ne o 6w 65 5 5% of 8/8
D ESTAT
Ecco Petroleum, Inc. . .. ... ... . .. . . ALL of 80% NRI

NOTE: See Deed dated November 16, 1943, recorded in Volume 114,
Page 554, Deed Records from Joe Penicka, et ux to the State of
Texas covering 1.95 acres, more or less, of which 1.81 acres are
included in the Omni Petroleum Corporation-Penicka No. 1 Unit.

QOVERRIDING ROYALTY

Omnl Petroleum Corporation . : c s svssssssssns s anmunas 4.8708% of 8/8
BB D GO : o vivom s cposassimmmis s siimssmes s 1.5% of 8/8
George R. Locker, Trustee of the

Ceorge R. Locker Living Trust . .. ccossonvenassninsis 4167% of 8/8
Redu D OIrham, 8. oo v vanmarisomsmms sdisssss .3750% of 8/8
KESHE ORI o o v v oan s wib e i asaess e ssiesiss .1875% of 8/8
D o T R L T .0750% of 8/8
5 DOBRBOIE 5 5 o 5 v i 5o 58 5 S b R A A S .0750% of 8/8



QIL & GAS LEASEHOLD ESTATE

BeCO POoleum, INC. & ¢ v v s v v s a o ns s ham e wn bokwE s ALL of 80% NRI
TRACT 4
Surface and Minerals (including leasing privilege, bonus, delay rentals and royalty)

J. W. Penicka, Life Estate with
remainder to Joe William Penicka and
Robert Wayne Penicka, equally . . ... .................... ALL

OIL & GAS LEASEHOLD ESTATE

Ecco Petroleum, Inc. . . .. .. ... .. . . .. ... ALL of 87.5% NRI
(See Comment below)
TRACT §
Surface and Minerals (including leasing privilege, bonus, delay rentals and royalty)
Victoria Bank & Trust Company,
Bryan, Texas, Trustee of the Ollie Smith
Revocable Trust dated June 30, 1989 . . . .. .. .. .. ... .. .. ... ALL
OVERRIDING ROYALTY
ReWLTVE FIOGUCHON, INO. . s wvww s v s avpwins a ks e is s 8880 6% of 8/8
Flairtex Resources, InC. . .. ... ... .. ... 2.91666% of 8/8
United Oil Exploration Company, Inc. . ... .................. 2% of 8/8
M. J. Miller, Trustee, InC. . . . .. o v vt it e e e e e e 1.425% of 8/8
Federal Realty, a Partnership composed of
Leon Toubin, Melton Toubin and Sam Toubin . ........... 1.04166% of 8/8
Marshall A. Harrell . . .. ... ... ... . ... ... .. ....... 1.04166% of 8/8
Donald MacAskie, Trustee of the DGM Profit
BhaliB PIE o v o omumwwins sum e mim o h d e a S &N .63541% of 8/8
Kathryn S. MacAskie, Trustee of the KSM
POTUSEBEARE PIBR oo v vveivmmmmnesomemns o aiesnes .61458% of 8/8
Stephen H. Holifeld, Trustee . . ... .................... .450% of 8/8

Vonna Lee Kegley, Individually and as
Independent Executrix of the Estate of

John G. Kegley, Deceased . ......................... .375% of 8/8
A T Suhor L .375% of 8/8
Elloine M. Caldor . ... ... ... .. .. .3125% of 8/8
Robert E. W. Sinclair, Trustee of the

Sinclair Irrevocable Trust . . ... ... i it it i e e e 3125% of 8/8

OIL & GAS LEASEHOLD ESTATE
rf W 100 below | depth drilled in the Smith No.
Ecco Petroleum, Inc. . ... .. .. ... .. ... ....... ALL of 70% NRI
low 100’ below th drille mith |

James Anders, Trustee of the
Askew Creditor's Trust . . . .. . . . v v v i v e e e e e ALL of 70% NRI



Lease 1

Dated:
Recorded:
Lessor:

Lessee:
Primary Term:
Covers:

Delay Rentals:

Royalty:
Shut-in Gas Royalty:

Pooling Provision:

Depository:
Unusual Provisions:

Form:

NOTE:

September 29, 1976

Volume 24, Page 360, Deed Records

Joe Penicka and wife, Rosa Penicka

Keith D. Graham

Ten (10) years

A full mineral interest in Tract 1

Inapplicable; said lease being held by production from the Penicka
Unit No. 1. (See Comment below)

1/8 on oil and gas and other products as defined in said lease.

A net sum of $99.10 payable on or before ninety (90) day after the
date on which said well is shut-in and annually thereafter to the
owners of royalty or to their credit in the depository bank named
below.

80 acres on oil, plus a tolerance of 10%; 640 acres on gas, plus a
tolerance of 10%, if limited to one or more of the following:
(i) gas, other than casinghead gas, (ii) liquid hydrocarbons
(condensate) which are not liquids in the subsurface reservoir,
(iii) mineral produced from wells classified as gas wells by the
conservation agency having jurisdiction. Provided, however, if
larger units than those herein permitted, either at the time
established, or after enlargement, are permitted or prescribed
under any governmental rule or order, for the drilling or operation
of a well at a regular location, or for obtaining maximum
allowable from any well to be drilled, drilling, or already drilled,
any such unit may be established or enlarged to conform to the
size permitted or prescribed by such governmental order or rule.
First Bank and Trust Company of Bryan, Texas.

See Paragraphs 14 and 15 attached as an addendum to said lease.
Paragraph 14 (a) provides that prior to entering upon the leased
premises for drilling or re-drilling operations, Lessee agrees to pay
to Lessor a consideration of $2,500.00 representing payment in
advance for all normal and reasonable surface damages arising or
occurring as a result of Lessee's operations. Paragraph 15
provides that if at any time after February 7, 1995, a portion of
the land herein leased is pooled or unitized with other lands so as
to form a pooled unit or units, operation on or production from
such unit or units will maintain this lease in force only as to the
land included in such unit or units. All land not included within
a pooled unit on or after such date shall be automatically released,
and Lessee agrees to promptly execute and deliver to Lessor a
recordable Release of this lease insofar as it covers all acreage not
included in such unit or units.

Producers 88 (7-69) with 640 acre Pooling Provision by Pound
Printing & Stationery Company, Houston, Texas.

See Amendment to Oil and Gas Lease dated January 8, 1994,
recorded in Volume 2050, Page 79, Official Records

Leases 2, 3 and 4, tabulated below, have the following terms in common:

Dated:

Lessee:
Royalty:

Delay Rentals:

Shut-in Gas Royalty:

June 1, 1993

Omni Petroleum Corporation

19.5% on oil and gas and other products as defined in said lease.
None; this being a paid-up lease and said lease is being held by
production from the Penicka Unit No. 1. (See Comment below)
A gross sum of $215.48 payable on or before ninety (90) days
after the date on which said well is shut-in and annually thereafter
directly to the owners of royalty. Notwithstanding any provision




Pooling Provision:

Unusual Provisions:

Form:

of this lease to the contrary, the provision in this lease covering
the situation permitting the payment of shut-in gas royalty or gas
from a gas well is not being sold or used, shall be applicable only
for a term not to exceed two years after the termination of the
primary term of this lease, or for shorter periods not to exceed two
years in the aggregate.

40 acres on oil; 640 acres on gas, plus a tolerance of 10%,
provided that should governmental authority having jurisdiction
prescribe or permit the creation of units larger than those
specified, for the drilling or operation of a well at a regular
location or for obtaining maximum allowable from any well to be
drilled, drilling, or already drilled, units thereafter created may
conform substantially in size with those prescribed or permitted by
governmental regulations. Notwithstanding any pooling authority
contained in this lease, it is expressly understood and agreed that
no strata or horizons under this lease shall be included in any unit
formed pursuant to that paragraph unless the entire unit so formed
shall include the same strata or horizon. Further, it is understood
and agreed that if any of the property which is the subject of this
lease is pooled and made a part of a production unit, all of said
property must be included in said production unit unless Lessor
gives express written permission to do otherwise.

See Paragraphs 11 through 34, attached as an addendum to said
lease. In this respect we would particularly call your attention to
Paragraph 20 which provides for a minimum royalty of $20.00 per
net mineral acre for each producing year. A production year, for
this lease, shall be deemed to commence on the first day of the
calendar month following the day on which production commences
and Lessee shall have sixty (60) days after the end of the
producing year in which to pay to Lessor the difference between
the amount of royalty paid to Lessor for production purposes and
the minimum royalty sum provided for herein. Failure to timely
pay any such minimum royalty shall not result in the termination
of this lease unless Lessee shall fail to pay the same upon thirty
(30) days written notice by Lessor that such minimum royalty is
required. Paragraph 33 provides that in the event this lease is
continued in force by production from the Austin Chalk
Formation, then this lease shall remain in force as to all depths and
horizons for a period of five (5) years after the expiration of the
primary term. After such five year period, Lessor may grant a
new lease on the herein leased premises to a third party covering
all rights below 100" below the base of the deepest formation
which has been drilled by Lessee. However, Lessor must first
notify Lessee in writing of the terms and conditions of such
bona fide third party offer to lease and Lessee shall have thirty
(30) days following receipt of such written notice in which to lease
such rights below the base of the deepest formation which has been
drilled by Lessee upon the same terms and conditions as were
contained in such third party offer. Furthermore, it is agreed that
upon the tenth anniversary of the expiration of the primary term,
this lease will terminate as to all depths and horizons below 100
below the base of the deepest formation which has been drilled by
Lessee and in the event Lessee has drilled to the Buda Formation,
then Lessee shall retain rights down to 100’ below the base of the
Georgetown Formation.

Producers 88 (4/76) Rev. Paid-up with 640 acres Pooling
Provision by Pound Printing & Stationery Company, Houston,
Texas.




Lease 2

Recorded:
Lessor:
Covers:

Shut-in Gas Royalty:

Lease 3

Recorded:
Lessor:
Covers:

Shut-in Gas Royalty:
Lease 4

Recorded:
Lessor:
Covers:

Shut-in Gas Royalty:

Lease §

Lease No.:
Dated:
Recorded:
Lessor:
Lessece:
Primary Term:
Covers:

Delay Rentals:

Royalty:
Shut-in Gas Royalty:

Pooling Provision:

Unusual Provisions:

Volume 1983, Page 235, Official Records

Tammy Kay Threadgill

Purports to cover a full mineral interest in Tract 2; actually covers
only a net 1/4 mineral interest.

A net sum of $53.87 payable as set forth above.

Volume 1983, Page 244, Official Records

Mildred E. Bonjo, a Widow

Purports to cover a full mineral interest in Tract 2; actually covers
only a net 1/2 mineral interest.

A net sum of $107.74 payable as set forth above.

Volume 1983, Page 253, Official Records

Mildred Marie Marske

Purports to cover a full mineral interest in Tract 2; actually covers
only a net 1/4 mineral interest.

A net sum of $53.87 payable as set forth above.

M-95203

February 2, 1993

Volume 1730, Page 201, Official Records

Commissioner of the General Land Office of the State of Texas
Omni Petroleum Corporation

Five (5) years

A full mineral interest in Tract 3.

None; this being a paid-up lease and said lease is being held by
production from the Penicka Unit No. 1. (See Comment below)
1/8 on oil and gas and other produces as defined in said lease.

A net sum of $1.81 payable on or before ninety (90) days
following the date on which said well is shut-in and annually
thereafter directly to the Commissioner of the General Land Office
at Austin, Texas.

160 acres on oil; 640 acres on gas, plus a tolerance of 10%, unless
oil or gas units of a greater size are allowed under or prescribed
by rules of the Railroad Commission of Texas. Neither unit
production of oil or gas, nor unit operations, nor payment of shut-
in royalties from a unit gas well, shall serve to hold this lease in
force as to any area outside the unit, regardless of whether the
production, maintenance of a shut-in gas well, or operations are
actually located on the State Tract or not. Further, Lessee agrees
to file with the General Land Office a copy of any unit designation
which this lease is included within ninety (90) days of such
designation.

Paragraph 13 provides that Lessee will not conduct any exploration
or drilling on the surface of the leased premises or use the surface
in the exercise of any rights herein granted. Any development of
said land shall be by means of a directional well located off the
leased premises, or by pooling of said land with other land, lease
or leases as hereinabove provided. Paragraph 14 provides for
compensatory royalty in the event oil or gas is sold or delivered in
paying quantities from a well located within 2500" of the leased
premises and completed in a producible reservoir underlying the
area leased hereunder, or in any case in which drainage is
occurring. Such compensatory royalty shall be paid at a royalty

(6)




Form:

Lease 6

Dated:
Recorded:

Lessor:
Lessee:

Primary Term:

Covers:

Delay Rentals:

Royalty:

Shut-in Gas Royalty:

Pooling Provision:

Unusual Provisions:

Form:

Lease 7

Dated:
Recorded:
Lessor:
Lessee:

Primary Term:

Covers:

Delay Rentals:

Royalty:

Shut-in Gas Royalty:

rate provided in this lease based on the value of production from
the well as provided in the lease on which such well is located.
Notwithstanding anything herein to the contrary, compensatory
royalty payable hereunder shall be no less than an amount equal to
$3.62 and shall maintain this lease in effect for so long as such
payments are made as provided herein.

HROW Lease Revised 10/89.

March 8, 1995

Instrument No. 603696, filed for record April 24, 1996 at
8:16 a.m.

J. W. Penicka

Ecco Petroleum, Inc.

Two (2) years

A full mineral interest in Tract 4 (see Comment below).

A net rental of $260.05 payable to Lessor or Lessor’s credit in the
First American Bank at Bryan, Texas.

1/8 on oil and gas and other products defined in said lease.

A net sum of $260.05 payable on or before ninety (90) days after
the date on which said well is shut-in and annually thereafter to the
owners of royalty or to their credit in the depository bank named
above.

80 acres on oil plus a tolerance of 10%; 640 acres on gas plus a
tolerance of 10%, if limited to one or more of the following:
(i) gas other than casinghead gas, (ii) liquid hydrocarbons
(condensate) which are not liquids in the subsurface reservoir and
(iii) mineral reduced from wells classified as gas wells by the
conservation agency having jurisdiction. If larger units than any
of those herein permitted, either at the time established, or after
enlargement, are required under any governmental rule or order,
for the drilling or operation of a well at a regular location, or for
obtaining maximum allowable from any well to be drilled, drilling,
or already drilled, any such unit may be established or enlarged to
conform to the size required by such governmental rule or order.
See Paragraphs 12 and 13 attached as an addendum to said lease.
In this regard we would call your attention to Paragraph 13 (a)
which requires that prior to entering upon the leased premises for
drilling or re-drilling operations, Lessee agrees to pay to Lessor a
consideration of $2,500.00 representing payment in advance for all
normal and reasonable surface damages arising or occurring as a
result of Lessee’s operations.

Producers 88 (7-69) with 640 acres Pooling Provision by Pound
Printing & Stationery, Houston, Texas.

October 25, 1976

Volume 24, Page 506, Deed Records

Jerry W. Smith and wife, Ollie Smith

Marshall A. Harrell

Ten (10) years

A full mineral interest in Tract 5.

Inapplicable; said lease being held by production from the Smith
No. 1 well located on the 77.83 acre tract out of the Alex
De La Garza League, A/18. (See Comment below)

1/8 on oil and gas and other products as defined in said lease.

A net sum of $192.82 payable on or before ninety (90) days
following the date on which said well is shut-in and annually
thereafter to the owners of royalty or to their credit in the City
National Bank at Bryan, Texas.



Pooling Provision: 80 acres on oil plus a tolerance of 10%; 640 acres on gas plus a

tolerance of 10%, if limited to one or more of the following:
(i) gas, other than casinghead gas, (ii) liquid hydrocarbons
(condensate) which are not liquids in the subsurface reservoir and
(iii) mineral produced from wells classified as gas wells by the
conservation agency having jurisdiction. If larger units than any
of those herein permitted, either at the time established, or after
enlargement, are required under any governmental rule or order,
for the drilling or operation of a well at a regular location, or for
obtaining maximum allowable from any well to be drilled, drilling,
or already drilled, any such unit may be established or enlarged to
conform to the size required by such governmental order or rule.

Unusual Provisions: See Paragraphs 12 through 14 attached as an addendum to said

Form:

lease.
Producers 88 (7-60) with 640 acres Pooling Provision by Pound
Printing & Stationery Company, Houston, Texas.

NOTE: WE HAVE NOT TABULATED ALL OF THE TERMS AND

PROVISIONS OF THE ABOVE LEASES AS WELL AS THE
MESNE ASSIGNMENTS OF SAID LEASES IN ORDER NOT
TO UNDULY LENGTHEN AND BURDEN THIS OPINION.
HOWEVER, PRIOR TO COMMENCING DRILLING
OPERATIONS, YOU SHOULD FAMILIARIZE YOURSELF
WITH SAID LEASES IN THEIR ENTIRETY AS MANY OF
THE UNUSUAL PROVISIONS DEAL WITH USE OF THE
SURFACE, SURFACE DAMAGES AND SURFACE
RESTORATION.

PATENT INFORMATION

No information furnished. However, the prior Title Opinions recite that the David Harvey
Survey, A/125 is located by virtue of a grant from George T. Woods to David Harvey dated
April 17, 1848, recorded in Volume 209, Page 545, Deed Records.

RIGHTS-OF-WAY AND EASEMENTS

TRACIS 1 & 5

)

09

3)

(D

()

The State of Texas acquired the Fee Title to 1.95 acres, more or less, adjacent
to the southeast boundary line of Tract 1 for roadway purposes of which
1.81 acres is included in the Penicka Unit No. 1.

Ferguson Crossing Pipeline Company and Fairview Smetana Water Supply
Corporation acquired pipeline rights-of-way across a portion of Tracts 1 and 5.

The City of Bryan, Texas acquired electric transmission line rights-of-way across
a portion of Tracts 1 and 5.

The State of Texas acquired the Fee Title to 1.75 acres, more or less, adjacent
to the southeast boundary line of Tract 2 for roadway purposes.

Ferguson Crossing Pipeline Company acquired a pipeline right-of-way across a
portion of Tract 2.

LIENS AND ENCUMBRANCES

The Houston National Bank acquired a Deed of Trust Lien dated June 1, 1995, recorded in

Volume 2409,

Page 1, Official Records from Flairtex Resources, Inc. securing it in the payment

of one promissory note of even date in the principal sum of $150,000.00; said Deed of Trust
Lien being an extension and renewal of that certain Deed of Trust Lien dated June 25, 1993,




recorded in Volume 2316, Page 232, Official Records, covering and affecting the overriding
royalty interest in Tract §, listed above.

TAXES
No information furnished.
1ENT:
1.

We have been furnished no information regarding possession of the land under examination and
should a tenant occupy all or any portion of the same, you should obtain your normal Tenant’s
Consent Agreement. Further, prior to commencing drilling operations, you should enter into
an agreement with the owner of the surface and/or surface tenant with respect to damages which

.may occur as a result of your proposed drilling operations and in this respect we would call your

attention to the "Unusual Provisions" contained in the Oil and Gas Leases, tabulated above.
2.

You should satisfy yourself that all ad valorem taxes assessed against the captioned land have
been paid to date.
&

It appears from the materials examined that delay rentals have been correctly and timely paid
under the provisions of Lease 6, tabulated above, through March 8, 1997.

4,

We have assumed for the purpose of this opinion that (a) Leases 1 through 4, tabulated above,
have been perpetuated to date by production in commercial quantities from the Penicka Unit
No. 1 and (b) that Lease 7, tabulated above, has been perpetuated to date by production in
commercial quantities from the Smith No. | well located on that certain 77.83 acre tract out of
the Alex De La Garza League, A/18 and you should satisfy yourself in the above respects.

5.

We would call your attention to the pooling clause contained in Leases 6 and 7, tabulated above,
which provide, in part, as follows:

"4, Lessee is hereby granted the right, at its option, to pool or unitize any land
covered by this lease with any other land covered by this lease, and/or with any
other land, lease, or leases, as to any or all minerals or horizons, so as to
establish units containing not more than 80 surface acres, plus 10 percent acreage
tolerance; provided, however, units may be established as to any one or more
horizons, or existing units may be enlarged as to any one or more horizons, so
as to contain not more than 640 surface acres, plus 10 percent acreage tolerance,
if limited to one or more of the following: (i) gas, other than casinghead gas,
(ii) liquid hydrocarbons (condensate) which are not liquids in the subsurface
reservoir, and (iii) minerals produced from wells classified as gas wells by the
conservation agency having jurisdiction. If larger units than any of those herein
permitted, either at the time established, or after enlargement, are required under
any governmental rule or order, for the drilling or operation of a well at a regular
location, or for obtaining maximum allowable from any well to be drilled,
drilling, or already drilled, any such unit may be established or enlarged to
conform to the size required by such governmental order or rule ...."

The Railroad Commission of Texas, Rule 86, which is the state-wide rule for horizontal wells,
requires only that the horizontal wellbore be produced under the existing rules for vertical wells
in the field and allows the assignment of additional acreage to a horizontal well on an optional
basis only. Under Rule 86, the greater the distance drilled horizontally in the producing zone
(the "horizontal drainhole displacement"), the greater the number of acres that may be assigned




to the well for allowable purposes, however, the language of Rule 86 "permits" the allocation
of additional acreage for maximum allowable purposes as opposed to "requiring" the additional
acreage to be allocated to the horizontal well. It is our opinion that the language contained in
the above tabulated leases providing that a unit may be established or enlarged if required "for
obtaining maximum allowable" should give you the authority to create larger units than the unit
size permitted under the terms of said leases. However, we know of no cases that have
interpreted the pooling clause as stated in the above tabulaled leases as to horizontal wells.

Requirement. Leases 6 and 7, tabulated above, should be amended to substitute the
words "prescribed or permitted” for the word "required” as to that portion of the
pooling provision recited above and said lease amendments should be recorded in the
office of the County Clerk of Brazos County, Texas.

6.

.Rosa Penicka owned the Fee Title to Tract 4 prior to her death on July 4, 1994, The will of

Rosa Penicka, Deceased was probated as a Muniment of Title in Cause No. 9612 in the County
Court At Law No. 2 of Brazos County, Texas. Rosa Penicka's husband, Joe Penicka,
predeceased her in 1993 and left his entire estate to her as his sole heir and devisee. Rosa
Penicka’s Will bequeathed to her son, J. W. Penicka, a Life Estate with remainder to Joe
William Penicka and Robert Wayne Penicka, equally, in and to a 98.77 acres tract of land, more
or less, located nine miles west of Bryan, Texas on the old San Antonio Road in the D. Harvey
League. I have assumed for the purpose of this opinion that the aforementioned tract is one and
the same as a 99 acre tract described in Deed from Rosa De Stefano to Joe Penicka dated
October 23, 1941, recorded in Volume 108, Page 37, Deed Records which includes Tract 4 of
the land under examination. Lease 6, tabulated above, covering Tract 4 is executed only by
J. W. Penicka.

Requirement. Lease 6, tabulated above, should be ratified by Joe William Penicka and
Robert Wayne Penicka as Remaindermen under the Will of Rosa Penicka, Deceased and
following our examination, said Ratification should be recorded in the office of the
County Clerk of Brazos County, Texas.

7.

The prior Title Opinion covering Tract 2 indicates there are three old oil and gas leases covering
all or a portion of Tract 2 which remain unreleased of record although the primary terms of the
same have expired; said leases are as follows:

(1) Dated: March 28, 1952
Recorded: Volume 11, Page 309, Oil & Gas Lease Records
Lessor: Joe Bonjo and wife, Maude Bonjo
Lessee: W. P. Powers

(2) Dated: March 28, 1952
Recorded: Volume 11, Page 311, Oil & Gas Lease Records
Lessor: Bennie Bonjo and wife, Edwina Bonjo
Lessee: W. P. Powers

3) Dated: December 14, 1976
Recorded: Volume 25, Page 49, Oil & Gas Lease Records
Lessor: Mildred Bonjo, et al
Lessee: Amoco Production Company

It appears that the prior title examiner examined two causes of action pending in the District
Court of Brazos County, Texas styled, Annette Sebesta, et al vs. William B, Hill, et al, the
same being Causes No. 35465 and 37156-85 in which the Plaintiffs were seeking a declaration
that Lease 3, in addition to other leases not the subject of this examination, had expired due to
a lapse in production from the captioned land or land pooled therewith. It further appears that
Tract 2 was the subject of a Declaration of Unit dated December 3, 1986, recorded in
Volume 934, Page 1, Deed Records filed by T. M. Energy, Inc.
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Requirement. You should satisfy yourself that the aforementioned litigation has been
resolved in favor of the owners of the mineral estate in Tract 2 and with regard to
Leases 1 and 2, listed above, you should submit for our examination an Affidavit of
Non-Development and Non-Production, in recordable form, which establishes that there
has been no production from the lands covered by these leases or lands pooled therewith
which would have perpetuated said leases and that the same have expired under their own
terms. Following our examination, said requested curative material should be recorded
in the office of the County Clerk of Brazos County, Texas.

8.

I would call your attention to Exhibit "C" attached hereto which depicts the 80 acres out of
122 acres, more or less, covered by Lease 7 which is dedicated to the Smith No. 2 well for
proration purposes. It is my understanding that you intend to include this 80 acre tract in your
proposed unit for the horizontal well to be drilled on the captioned acreage. In this respect, I
.would further call your attention to that certain Deed dated November 16, 1943, recorded in
Volume 114, Page 550, Deed Records from J. W. Smith, et ux to the State of Texas covering
7.01 acres, more or less, for highway purposes. You will notice on Exhibit "C" that a portion
of the aforementioned 7.01 acre tract is included in the 80 acres dedicated to the Smith No. 2
well.

Requirement. In the event you intend to pool the 80 acres depicted on Exhibit "C* for
your proposed horizontal well it will be necessary to obtain a lease from the State of
Texas (General Land Office, Austin, Texas) as to that portion of the above referenced
7.01 acres that lies within said 80 acre tract and following our examination, said lease
should be recorded in the office of the County Clerk of Brazos County, Texas.

9.

This is not a complete title opinion it being based upon the opinions of other attorneys and the
uncertified run sheets prepared by Steven E. DeCell, the correctness and accuracy of which you
must be willing to accept.

10.

Subject to the above Comments and Requirements, the captioned land is hereby approved for
drilling purposes.

We do not cover herein questions of boundary, area, excesses, conflicts with adjacent tracts or
surveys, unrecorded production purchase contracts, unpaid bills for labor or materials that may
ripen into mechanic's or materialman’s liens, rights of persons in possession, if any, nor any
other matters not covered by the materials examined.

Very truly yours,

Gary G. Wisener

GGW:sh




EXHIBIT "A"

TRACT 1

43.095 acres, more or less; said land being more particularly described as Tract 1 in that
certain Declaration of Pooled Unit dated December 9, 1993, recorded in Volume 1996,
Page 225, Official Records covering the Omni Petroleum Corporation-Penicka Unit
No. 1.

TRACT 2

43.095 acres, more or less; said land being more particularly described as Tract 2 in that
certain Declaration of Pooled Unit dated December 9, 1993, recorded in Volume 1996,
Page 225, Official Records covering the Omni Petroleum Corporation-Penicka Unit
No. 1.

TRACT J

1.81 acres, more or less; said land being more particularly described as Tract 3 in that
certain Declaration of Pooled Unit dated December 9, 1993, recorded in Volume 1996,
Page 225, Official Records covering the Omni Petroleum Corporation-Penicka Unit
No. 1.

TRACT 4

26.005 acres, more or less; said land being more particularly described as that portion
of 99.1 acres, more or less, described in Deed dated October 23, 1941, recorded in
Volume 108, Page 37, Deed Records from Rosa De Stefano to Joe Penicka, save and
except for 43.095 acres, more or less, described as Tract 1 above and 30 acres, more or
less, described as Tract 9 in that certain Declaration of Pooled Unit dated February 3,
1993, recorded in Volume 1805, Page 316, Official Records covering the Omni
Petroleum Corporation-Little River No. 1 Unit.

TRACT §

80 acres, more or less; said land being more particularly described as that certain 80
acres dedicated to the J. W. Smith No. 2 well and being out of that certain 122 acres,
more or less, described in Deed dated November 5, 1937, recorded in Volume 95,
Page 489, Deed Records from Mrs. Alice Smith Cunningham, et al to Jerry W. Smith
and being more particularly described by metes and bounds on Exhibit "C" attached
hereto.



(a)

()

()

(d)

EXHIBIT "B"

PRIOR TITLE OPINIONS

Original Title Opinion dated May 10, 1985 prepared by the firm of Scott, Robins,
McKay, Smith & Rigsby (Janis L. Scott), addressed to BSE Production covering
title to Tract 1 in addition to other land not the subject of this examination from
Sovereignty to April 1, 1985 at 8:00 a.m.

Supplemental Title Opinion dated October 18, 1985 by the same firm, addressed
to Producers Engineering covering title to Tract 1 in addition to other land not
the subject of this examination from April 1, 1985 at 8:00 a.m. to October 2,
1985 at 7:00 a.m.

Supplemental Title Opinion dated January 12, 1993 prepared by J. Don Reese,
addressed to Omni Petroleum Corporation covering title to Tract | in addition to
other land not the subject of this examination from October 2, 1985 at 7:00 a.m.
to June 18, 1992 at 7:00 a.m.

Division Order Title Opinion dated January 6, 1994 prepared by J. Don Reese,

addressed to Omni Petroleum Corporation, et al covering title to the Penicka Unit
No. 1 from June 18, 1992 at 7:00 a.m. to October 20, 1993 at 5:00 p.m.

SEARCH OF COUNTY RECORDS

Uncertified runsheet prepared by Steven E. DeCell, CPL covering filings in the offices of the
County and District Clerk of Brazos County, Texas in the interval from October 20, 1993 at
5:00 p.m. to April 17, 1996 at 12:00 noon.

TRACT 2

(a)

(b)

PRIOR TITLE OPINIONS

Acquisition Opinion dated January 26, 1993 prepared by the firm of McCall,
O'Connell & McCall (David B. McCall), addressed to Omni Petroleum
Corporation covering title to the minerals only in Tract 2 in addition to other land
not the subject of this examination from September 1, 1894 to December 31,
1992 at 5:00 p.m.

Division Order Title Opinion dated January 6, 1994 by J. Don Reese, addressed

to Omni Petroleum Corporation, et al covering title to the Penicka Unit No. |
from December 31, 1992 at 5:00 p.m. to October 20, 1993 at 5:00 p.m.

SEARCH OF COUNTY RECORDS

Uncertified runsheet prepared by Steven E. DeCell, CPL covering filings in the offices of the
County and District Clerk of Brazos County, Texas in the interval from October 20, 1993 at
5:00 p.m. to April 17, 1996 at 12:00 noon.

INSTRUMENTS

Royalty Communitization Agreement dated July 26, 1993, recorded in Volume 1880, Page 206,
Official Records, executed by Mildred Bonjo, et al.




TRACT 3
PRIOR TITLE OPINION

Division Order Title Opinion dated January 6, 1994 prepared by J. Don Reese, addressed to
Omni Petroleum Corporation, et al covering title to the Penicka Unit No. | from an
undetermined date to October 20, 1993 at 5:00 p.m.

SEARCH OF COUNTY RECORDS

Uncertified runsheet prepared by Steven E. DeCell, CPL covering filings in the offices of the
County and District Clerk of Brazos County, Texas in the interval from October 20, 1993 at
5:00 p.m.

TRACT 4
PRIOR TITLE OPINIONS

“(a) Original Title Opinion dated May 10, 1985 prepared by the firm of Scott, Robins,
McKay, Smith & Rigsby (Janis L. Scott), addressed to BSE Production covering title to
Tract 4 in addition to other land not the subject of this examination from Sovereignty to
April 1, 1985 at 8:00 a.m.

(b)  Supplemental Title Opinion dated October 18, 1985 by the same firm, addressed to
Producers Engineering covering title to Tract 4 in addition to other land not the subject
of this examination from April 1, 1985 at 8:00 a.m. to October 2, 1985 at 7:00 a.m.

(c)  Supplemental Title Opinion dated January 12, 1993 prepared by J. Don Reese, addressed
to Omni Petroleum Corporation covering title to Tract 4 in addition to other land not the
subject of this examination from October 2, 1985 at 7:00 a.m. to June 18, 1992 at
7:00 a.m.

SEARCH OF COUNTY RECORDS

Examination of the indices in the office of the County Clerk of Brazos County, Texas by the
undersigned as to filings covering Tract 4 in the interval from June 18, 1992 at 7:00 a.m. to
April 23, 1996 at 5:00 p.m.

INSTRUMENTS

(a)  Copy of cancelled check endorsed by J. W. Penicka and stamped February 14, 1996
covering the 1996 delay rental payment under Lease 6, tabulated above.

(b) Affidavit dated August 23, 1995, recorded in Volume 2439, Page 252, Official Records
executed by Paul L. Dudake, et ux regarding the Estates of Joe Penicka, Deceased and
Rosa Penicka, Deceased.

(c) Probate proceedings in the Estate of Rosa Penicka, Deceased the same being Cause No.
9612 in the County Court at Law No. 2 of Brazos County, Texas and being recorded in
Volume 255, Page 305, Probate records.

TRACT §
PRIOR TITLE OPINJONS

(@)  Division Order Title Opinion dated November 6, 1985 prepared by the firm of Reaser
& Wall (Robert Carl Bedgood) , addressed to T&T Production Company, et al covering
title to Tract 5 in addition to other land not the subject of this examination from 1883 to
September 25, 1985 at 5:00 p.m.

(b)  Amended Division Order Title Opinion dated January 6, 1986 by the same firm
addressed to the same entities.
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Uncertified runsheet prepared by Steven E. DeCell, CPL covering filings in the offices of the
County and District Clerks of Brazos County, Texas in the interval from September 23, 1985
at 5:00 p.m. to Aprl 17, 1996 at 12:00 p.m.
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‘ 2\9_( Shepherd-Owens Land Services

( 10801-B Pinehurst Drive e —
s Austin, Texas 78747

Telephone §12-280-7410

Fax 612-280-7407 ;
| +
August 15, 1996 Qj”"'
‘ . (D'*G Jek . L;\
KK " “oud™ 2

Mr. Drew Reid )
General Land Office O.» Per Ac,
[ 700 North Congress Avenue \{8 e
Austin, Texas 78701-1495 7

3 Yt o~ *-*(

Re: Highway Lease Application

Gentlemen:

“cco Petroleum, Ingd hereby makes application to lease the state owned minerals underlying the
portion of Old Spanish Rpad in Brazos County which is outlined on the attached plat. In regard to
such application, enclosed are the following:

1 Ecco’s check for the $100 processing fee 3 2 50

. 50

2 Plat _@

3 Affidavit of consideration paid

4, Title Opinion dated Apnl 30, 1996, rendered by Gary G. Wisener. (See Comment and
Requirement #8 on Page 11.)

o Certified copies of the adjacent lease.
6 Field notes for the two subject right-of-way tracts
The adjacent mineral owner on both sides of the 2 32 acre Tract One is the applicant, Ecco
. . —__——-— . - ~ - -
Petroleum, Inc. The adjacent mineral owner on the northwest side of the .93 acre Tract Two is
Ecco. Since Tract Two goes to the center line of the Old Spanish Road, the d@djacent mineral
owner on the Southeast side is the State of Texas. Ecco’s address and phone #’s are:
Ecco Petroleum, Inc. / 4l
8140 Walnut Hill Lane, Suite 815 5'?-5
Dallas, Texas 75231
214-691-6979

Fax 691-9313



General Land Office
Application to Lease
August 15, 1996
Page 2

The right-of-way is not located on Relinquishment Act Lands. As set forth on the attached unit
plat, Ecco is planning a horizontal well and is therefore not including an affidavit of
nonproduction.

Also, since Ecco is the sole adjoining mineral owner, a waiver of right to receive statutory notice
of intent to lease is not being included with this application.

As set forth on page 3 of the enclosed title opinion, Ecco is the adjacent mineral owner only from
the surface to 100 feet below the depth drilled in the Smith #2 well. Since the Smith #2 well was
drilled to a depth of 8167 feet, this application to lease is limited tqrights from surface to 8267

e

feet. N g

Thank you in advance for your consideration of our application. Should you have questions, wish
to discuss anything, or need additional information, please call me

Very truly yours,

Don K. Shepherd

Enclosures
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AFFIDAVIT

STATE OF TEXAS §
KNOW ALL MEN BY THESE PRESENTS:

COUNTY OF VICTORIA  §

BEFORE ME, the undersigned authority, on this 15th day of August, 1996, personally
appeared Don K. Shepherd, who made the following sworn statement:

My name is Don K. Shepherd, and I am a landman working on contract with Ecco
Petroleum, Inc. I have spoken with Marshall A. Harrell’s office in Caldwell, Texas and was
informed that the bonus consideration paid for the below described oil and gas lease was $10 per
acre.

Oil and gas lease dated October 25, 1976, from Jerry W. Smith et ux, to Marshall A
Harrell, covering 192 82 acres, more or less, out of the Alex de la Garza League, A-18,
and the D. Harvey League, A-125, and recorded in Volume 24 at Page 506 of the Oil and
Gas Lease Records of Brazos County, Texas.

RS, e

Don K. Shephefd

Subscribed to and sworn before me by Don K. Shepherd on this /224 day of August, 1996

/ ),

/ :4' L > ‘& oA
Notary Public, State of Texas

STATE OF TEXAS §

COUNTY OF TRAVIS §

This instrument was acknowledged before me on this | c# day of August, 1996, by Don
K. Shepherd.

I

j,-f v d f//'/--'r( i }“’ eLéL

Notary Public, State of Texas
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OIL, GAS AND MINERAL LEASE

. THIS AGREEMENT made this ... 25th day of........ OctobeT

i

|

| ...Jerry W. Smith and wife, Ollie Smith, .. ... . BN ..
| i

| S UBATE RCEOR “.En'ﬁff?f?lfjf;‘jﬁff.jjjjlﬁ'""'""'"Zﬁﬁff.'fj]fﬁﬁ'ﬁflﬁfiﬂﬁﬁﬁﬁfﬁi‘j.l.fﬂfﬁlﬁﬁg'ﬁifi.fi?fi.;' """"""""

i L+]

whether one or more), whose address lny . wo MR,
: s Marshall A. Harrell, P, O. Box 56, Caldwell, Texas 77836

Lassor, In conalderntion of Ten lnd NO/ 100'- i " Dollnrs, recelpt

cknow , and of the covenants and agreements of lesses hereinafter contained, does hereby grant, leass and let unto lesses
go'll:ln'dh :;v.:::h:o::t;wul.‘:::dpurwul and with the exclusive right of exploring, drilling, mining and operating ‘or. producing and owning oll, gas,
sulphur and nll other minerals (whether or not similar.to those mentloned), together with the right to make surveys on sald land, Iny pipe lines,
eatablish and utllize (acilitien for surface or subsurface dlsposal of salt water, construct roads md‘ bridges, dig canals, bulld tanks, power stations,
telephone lines, employee houses and other structures on sald land, necesadry or useful In lessee’s operations In exploring, drilling for, producing,
treating, sturlng and transporting minernls produced from the Innd covered hereby or any other land adjncent thersto, The land covered hereby,

heruin ealled “sald land”, ls locuted In the County of BPGZOS NI LLT I - ,,Texas - « and lo deseribed ma follows:
FIRST TRACT: 77.83 acres of land, more or less, out of the Alex de la Garza League,
Abstract No, 18, In Brazos County, Texas, and being the same land described in a deed
from Roy Robinson and wife, Zula Robinson, to Jerry W, Smith, said deed dated December
28, 1936, and recorded in Volume 92, Page 425, of the Deed Records of Brazos County,
Texas; :

SECOND TRACT: 122 acres of land, more or less, out of the David Harvey League, Abstract
No, 125, and out of the Horace D, Taylor Survey, Abstract No, 230, and being the same
land described in a Deed from Mrs, Alice Smith Cunningham to Jerry W, Smith, said Deed
dated November, 1937, and recorded in Volume 95, Page 489, of the Deed Records of
Brazos County, Texas, LESS, IIOWEVER, out of said 122 acres, 7,01 acres of land, more
or less, and being the same tract described in a deed from J, W, Smith and wife, Ollie
Wallin Smith, to The State of Texas, said deed dated November 16, 1943, and recorded
in Volume 114, Page 550, of the Deed Records of Brazos County, Texas.

=506 .
‘,fﬁ..ﬂ “:”R_C i s et Tound Printing & Btatlonery Co,, Houston, Texan
9 lwr inl

+ lessss, WITNESSETH:

This lense niso covers and Includes, In addition to that above described, all land, If any, eontiguous or adlacent to or sdjoining the land above de
scribed and (s) owned or claimed Ly lessor by limitation, preseription, possession, reversion or unrecorded |nstrument or (b) as to which lessor has &
preference right of aequisition, Lessor nurces to executs any supplemental Instrument requested by lessse for a more mm&llﬂo or accurate description
of sald land, For the purpose of determining the amount of any bonus, delay rental or other payment hereunder, sald land shall be deemed 1o

contaln 192 . 82 acres, whether actually contalning more or less, and the above recital of acreage In any tract shall be desmed to be th
trus ur;w- tl‘;ornl'. Lewsor mcoepts the bonus and agrees to mccept the delay rental ss lump sum considerations for this lease nnd all rights an
options hereunder.

3. Unless sooner terminated or longer kept In force under other provislons hereof, this lease shall remaln In fores for a term of ten (10) years
from the date hervol, hevelnufier culled “primary term", and ns long thereafter as mrlt‘onl. ne hereinafter defined, mre conducted upon sald iand
with no cessation for more than ninety (90) consecutive days,

3. A« royalty, leascs covenunta and axrees: (a) To deliver to the eredit of lessor, In the pips line o which lessss mny connect Its walls, the
equal one-eighth part of all oll produred and saved by lesses from sald land, or from time to time, at the option of lessee, 10 pay lessor the
average posted market price of such onsselghth part of sueh oll at the wells as of the day It is run io the pipe line or storawe tanks, lessor's Interest,
In elther enne, 10 Loar onewighth of the cust of treating oll to render It marketable pipe line oll; (b) To pay lessor on was and enninghend gas pro.
dueced from sanld lnnd l\{ when sold hy leases, oneelyhth of the amount realized by lesses, computed at the mouth of the well, or (2) when used by
lesses off anld lund or In the manufucture of gnsoline or other products, the market value, at the mouth of the well, of one-elghth of such gan
wnd ensinhend wnni (e) To pay lessor un il other minerals mined and marketed or utllized by leases from sald Innd, one-tenth either In kind or
value at l&- well or mine at lessce's wlection, axcept that on sulphur mined and marketed the royaity shall be one dolinr ($1.00) per long ton. If, at
the expiration of the primary term or at any \me or times thereafter, there Is any well on sald land or on lands with which snid Iand or any portion
lhuwr hns beon pouled, enpable of produging ofl or gns, and nll such wells are shut:in, this lease shall, nevertheless, continus In force as thouih
operations were beiny eonducted on sald land for so long as suid wells are shut-in, and thereafter this lense mny be continued In force ae If no shut.ln
hnd occurrel, Leasew covennnts and ayrees to use rensannble dillence ta produce, utllise, or market the minerals oapahile of being produeed from sald
welle, but In the vaerclse of such dilluence, lesses shall not bo ollignted 1o install or furnish facllitles other than well faelllties and ordinnry lenss
facllitien of fluw lines, separator, and lenne tank, and shall not be required to settls Inbor troubls or tu mnrkel was upon terma unscceptnbld lo
lemseo, If, ny any time or times after the expirntion of the mlmarn term, all such wells are shuleln for a period of ninety canseoutive days, and durin
such time there nre na operntions an sald land, then st or hefore the exniration of sald ninety day perlod, lesses shall m\z or tender, by check or draft
of lessee, me royalty, n sum equnl 1o the kmount of wnnunl delny rental provided for In this l‘:ut Lenses ahall make like payments or tenders at or
before the end of ench unniversary of the expiration of sald ninety day period If upon such anhiversary this lense Is belng continued In force solely by
renson of the provislans of this paragraph, hnrh such !mymcnl or tender shall be mnde to the parties who at the time of payment would be entitied
to recelve the roynities which would be yald under this lease If the wella were producing, and may be dlromod In_a deposltory bank provided for
bhelow. Nothing herein shall impalr lessee’'s rlght to relense aa nrovld.d In paragraph 8 hereof, In event of amalgnmént of this lease In whole or in
pary, Hnbllity for puyment hereunder shull rest sxclusively on the then owner or owners of this lense, severally ns to nerenge owned by each.

4, Lasses In hu-ul.f wranted the rluht, at [ts option, to pool or unitize any land covered by this lense with any other land coversd by this lenss,
and/ur with any other land, lenso, or leases, as to any or all minerals or horizons, so as to uluh'rllh units containing not more than B0 surfnce ncres,
plus 107 neronwe twivrnnce; provided, however, units may be established as to nny one or more horlzons, or exlsting units muy be enlarged na to any
one or more harlrons, mo ns to contnin not more than 640 surface ncres Rlu. 109% mcreage tolerance, If limited to one or more of the following: (1)
wnn, other than casinghend wns, (2) lquid hydroesrbons (eondensnte) which are not llquida In the subsurfnce reservolr, (3) minerals produced from
wells elnnaifiod nn wiun wolla hy the conservation aweney having Jurlsdietion, If Inrger units than any of thuse herein permitted. either nt the time
established, ur wfter enlargement, are required under any guvernmental rule or order, for the drilling or operntion of a well at a regular location
or for obtalnink maximum nllowable from any well to be drilled, drilling, or nlready drilled, any such unit may be estnblished or enlarg
to confurm to the slxe redqulred by aueh wovernmental order or rule, Lesscs shall exercine anld option as to ench dealred unit by exccuting an Instru.
ment ldentifyinu wuch unit nnd filing It for record In the public office In which this leass Is recorded, Ench of snld options mny be exerclsed by
lesses nt any time and from time Lo time while this lense Is In force, and whether hefore or after production has been estahlished either on snid
Iand, or on the partlon of snld land Ineluded In the un!\.ner on other land unitized therewlth, A unit estnblished hereunder shall be valld nnd effees
tve for all pairposes of this lease even thouyh there may mineral, royalty, or lensehold Interests In lands within the unit which nre not effectively
pooled or unitized. Any operntions eonducted on any part of such unitived Iand shall be conaldered, for all purposes, except the payment of royalty,
operations eonducted upan salid Innd under this lease. There shall be allorated to the land covered by this lenss within each such unit (or to each
separate tract within the unit If thin leans covers separnte tracts within the unit) that proportlon of the total production of unitized minerals from
the unlt, after deducting mny used in lense or unit operations, which the number of surface acres In such land (or In ench such separate tract) cov-
lense within the unit bears to the total number of surface meres In the unit, and the production so allocated shall be considered for all
luding payment or dellvcr; of royalty, overriding royalty and nnq other payments out of production, to he the entlre production of

rals from Lhe Iand to which nllocated In the anme manner as though produced therefrom under the terms of this lease, The owner of the
estnte of any term raynlty or mineral estate agrees that the acerual of royaltles pursuant to this paragraph or of ahutln royalties

unit shall satisfy any limitation of term requiring production of oll or gas, The formation of any unit hereunder which Ineludes lan not
In leane nhall not have the effect of exchanging or tranaferring an{ Interest under this lease (including, without limitaton, any delay rental
oyiity which may become payable under this lease) between partles owning Interests In land ecovered by this lense and parties owning
and not coversd hy this lease. Nelther shall 1t impalr the right of lesses to relenss s rnvld-d In paragraph 8 hereof, axcept that lesses

m n elenss as Lo Innds within & unit while there are operations thereon for unitizsed minerals unless nll pooled lenses are relensed as to landa
. withng It, AL any time while this lease Ia In force lesses may dissolve any unit established hereunder by flling for recard In the publle offiee
whers, t an 18 rocarded n deelnration 1o that effest, If at that time no operations are being conducted thereon for unitized minerals, Bubjest to the
B g roviglos of this paeneraph 4, & unit onee estabilshed hereunder shall remain In force #o lonk as ny leane subjoct thereto shall remaln In foree,
e i v 1. &ne now or herenfter eovers aeparnte tracts, no poaling or unitieation of royaity Interests ns betwoen any such senarste traets s Intended or
iy #hall MeUinnileil or resull merely from the Inelusion of auch separte tracts within this lense hut lesses shall nevertheloxs have tha right to pool or
: b-\-“"‘_!u ny provided In this parageaph ¢ with consequent mlloeatlon of production as hersin provided, As used In this paragraph &, the words “sepas
Yoo ¢ :;:.Jg”s ;T::t" any tract with royalty ownership differing, now or herealter, either as to parties or amounts, from that ns o any other part of
x ire LI0 N

y 1t operntions are not conducted on aald land on or befors the first anniveraary date hersof, this lense shall terminate as to both pariles,

lessre an or hefors snld date shall, subject to the further provislons hereof, pay or tender o lewsor or (o lessor's eredit In the . .

"
:& City National

: v Bank atPy. 0, BOX 913, Bryan, Texas 77801 .y

i'g which shall eontinue aa the depoaltory, regardless of changes In nership of delay rental, royaltles, or other moneys, the sum of
g’ 82 + which shall operate as delay rental ana cover the privilege of deferring operations for one year from aald
2 In like manner and upon llke payments or Lenders, operations may ba further deferred for like periods of one year sach during the primary

term. 10 at any tinie that lessss pays or Lenders delay rental, royulties, or other moneys, two or more parties are, or clalm to be, entitled to
recelve same, lesses may, In lleu of any other method of payment herein provided, pay or tender such rental, royalties, or other monays, In the
| manner hereln specifiod, sither jointly to such parties or m,-auulr to ench In accordance with thelr respective ownerships thereof, as lesses may

sleet. Any payment herounder may be made by check or draft of lesses deposited In the mall or dellvered Lo lessor of to & depository bank on or

bafore the last date for payment, Sald delny rental shall be apportionable as (o sald land on an acresge basis, and & fallure to mnke proper pay.
ment or tender of l’.h‘ rental as ta any portion of sald land or ae to any Interest thereln shall not affect this leass a8 o any portion of said land
or & Lo any Interemt thersin as to which proper payment or tender Is mads, Any payment or tender which [s made In an attempt to make proper
npayment, but which s srroneous in whale or In nart &a to parties, amounts, or depository shall neverthsless be sufficlent to prevent termination
of this leasa and ta extend the time within which oparations may be conducled In the same manner ma thouxh m proper payment had been made |
provided, hm-uv-r' lexses ahall eorrect wuch error within thirty (30) days after lesses has recelved writlen notlee mm!' f’mm lessor, Lesses may
At any time and from time o time sxecuts and dellver o lessor or flle for record a ‘relense or releases of this leass as to an part or all of sald
Iand or of any mineral or harlson thereunder, and thareby be relleved of all obligations as to the relensed nerense 3 Interest, If thin lenss [0 8o re.

lensed an to all minsrals and horlre il
oo By e B S B rrnmﬂi::; :l,:\. er & portion of sald land, the delay rental and other payments computed In nceordance therewlth shall

t the nerenge relensed henrs to the acrenwe which was rovered by thin lense Immediately prior to such releans,
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6 If wt wny time or times during the primary term rations are eonducted on sald land and If all operations are discontinued, this lease
shull thereniter tarminite on Its Annlversiry dats next following the minwtieth '
b orpegsingyel s Mgy B By 14 “I' e At B, th. day after such discontinuance uniess on or befors such anniversary

e payment or tender of delay rental; provided, however, If such wnniversar
date ls at the end of the primary term, or I thers s no further anniversary date of the primary u‘fm. this lease shall tarminate at thnn end of lue‘
term or on the ninetleth day after discontinuance of all operations, whichevar |s the Iater date, unless on such Inter date elther (1) leases Ia sonduecte
e up-rmlo"m or () the shutsin well provisions of paragraph 3 or the provisions of paragraph 11 are applicabls, Whenever used In this lease the word
‘operations’ shnll menn operutions for and any of the following: drilling, testing, completing, reworking, reeomploting, despening, plukging baek
or repmicing of a well In senreh for or In an endeavor to obinin production of oll, was, sulphur or other mlnnruln, excavallng & mine, produetion of
oll, wnw, sulphur ur other mineral, whether or not In paylng quantities.

T Lessew shull Kave the use, free from royalty, of water, other than from lessor's water wells, and of oll and gas produced from sald land In
nll wperations hereunder, Lusses Ih

all have the right at any time to remove all mnachinery and fixtures placed on sald land, Including the right te
draw wnd remove casing. No well shall be drilled nearer than 100 feet Lo the house or barn now on sald land withoul the consent of the lessor. Lesses
shill piny fue dumiges cuused by lts operntions to growing cropa and timber on aald land,

K. The rights und estate of any purty heroto may Le assigned from Lime to time In whole or In part and as to any minersl or horlson, All of
\he covenants, wbllgntions, nnd cunalderutions of this lewse shall extend to and be binding upon the parties hareto, thelr helrs, successors, assigna,

wid wuccesslve ussigne, No chunge or division in the ownership of sald Iand, royalties, deiny rental, or other moneys, or any part thereof, howsos
ever eflevial, shall inerease the ohligations or diminlsh the righta of lessss, Includin

¥, but not limited to, the locatlon und drilling of wells and the
mensurviient of production, Notwithatunding any other actusl or eonstrucilve hrmwloJ

ke or notlce thereof of or 1o lessse, its auccessors or assigns,
o chunge ur divislon In the ownarship of aald land or of the royalties, delay rental, or other moneys, or the right 10 recelve the same, howsoever

elfvcted, whull be binding upon the then record owner of this lease untll thirty (40) days nfter there has bean furnished 10 such record owner at his
vr it prlneipnl place of business by lessur or lessor's helrs, successors, or asslgns, notlce of such change or division, supported by elther orlginals
ur duly certified coples of the instruments whieh have been properly illld {or record and which evidence such chanye or division, and of such court
recurils and proceslings, transeripie, or other documents as shall be necessary in the opinlon of such record owner to estublish the validity of such
chunge ur dllvislon, If uny such chunge In vwnership occurs by reason of the

ealh of the owner, lesses may, nevertheless Mf or tender auch roynls
tiew, deluy rentul, or other moneys, or part thereof, to the credit of the decedent In a depoaitory bank provided for above. In the svent of nssiyn.

ment ol this lense ns o uny part thothor divided or undivided) of sald land, the delay rental payuble hersunder shall be apportionable ns between
the severnl lensehuld owners, rutubily wecurding to the surfuce nren or undivided Interests of each, and defuult In delay rental puyment by one shall
not wifect the right of vther leusshold owners hersunder,

%, In the event lessor conslders that lesnea has not complied with all Ita obligations hereunder, both express and Implied, leasor shall notify
lewwee In wrltlni, setting out speciflenlly In what respects lesses hus bronched this contract, Lessee shull then huve sixty (60) days nfter recelpt of
sild nutlee within which to meet or cummencs to mest all or any part of the breaches allewed by lessor, The service of aald notlce shall be precedent
tu the bringing of any metion by lessor on sald lense for any cnuse, and no such aetlon shall be brought untll the lapse of sixty (60) days after ser-
view ul such nulice on lessce, Nelther the service of sald notles nor the doing of any acta by leases nimed to meet all or any of the nllexed breaches
shill he deemed mn sdmissiun or presumption that lessee haa falled to perform all Its obligations hereunder, If thls lense s cancelled for any caune,

It shin!l nevertheless remnin in force and effect an to (1) sufllclent acreage around ench waell as to which there are operations 10 constitute a drilling
ur maximum silowable unit under npplieable governmental regulntions, (but in no event less than I‘ortf scres), such acrenwe Lo be designated by lesser
A nrnrlr ne practicable In the form of n square centered at the wall, or In such shape as then exiat

|

spacing rules require ! and (4 any part of
sild land Included In n pooled unit on which there are operations, Lessce shall also have such sasements on aald land ne wre necessary to operstions
un the nerenpe so retidned,

10, Lessur horeby wareants and agreen to defend title to sald land agalnst the elaima of all persons whomsoever. Lessor's righis and Interests
herevnder shull be churxed primarily with any mortgages, taxes or other llens, or Interest and other charges on sald land, but lessor agrees that lessee
shinl! hnve the right at uny time to pay or reduce same for leasor, either befora or after maturity, and be subrogated to the rights of the holder thereol
and to deduct umuunts so pald from royalties or other payments payable or which may become payable to lessor and/or asslgns under this lense, 1f
thin lense cuvers u less Interest In the oll, gas, sulphur, or other minerals In all or any part of sald land than the entire and undivided fee simple
eslite (whether lessur's Interoat (s hereln specified or not), or no interest therein, then the royaitiss, ""f. rental, nnd other moneys acerulng from
nny part us to which this lense covers Iass than such full Intereat, shall be pald onlf In the proportion which the Interest therein, I any, covered
by this lease, bears to the whole and undivided fes aimple estata tharein. All royaity Interest covered by this lense (whether or not owned by lessor)

shill be pald out pf the roynity hereln provided. This lease shall be binding upon each party who executes it without regard to whether it I axecuted
by nll thuse named herein an lessor,

11, If, while this lease I8 In force, at, or after the expiration of the primary term hereof, It ls not being continued In force by reason of the
shut-in well provisions of paragraph 3 hereof, and lesses Is not conducting operations on sald land by reason of (1) any Iaw, order, rule or regu.
Intion, (whether or not subsequently determined to be Invalld) or (2) any other causs, whether almilar or dissimiine, (except financial) beyond the
rensonsbile control of lesses, the primnry term and the delny rental provisions hereal shall be extended untll the first anniversnry date hereol orcurring

ninety (10) or mure days following the removal of such delaying cause, and this lease may be extended therenfier by operations as If such delay had
not oceurred,

N WITNESS WHENEOR - this Jaatrumant. la_axecutad an. tha date Lol atbows_writien

12, Notwithstanding any other clause or provisions herein to the contrary,
it is understood and agreed by and between Lessor and Lessec that, with reference
to the payment of annual delay rentals, as provided in Paragraph No, 5 above,
the total annual delay rental to extend the term of this lease that will be due on
or before the 25th day of October , 1981, shall be $1,928,20

and Lessee shall pay or tender to Lessor or to the credit of Lessor in the depository

bank named above said sum, Except for such annual delay rental payment to be made

on or before October 25 , 1981, the provisions as to payments of annual

delay rentals, as provided in Paragraph 5 above, shall remain in full force and
effect for the entire term of this lease,

13, It is understood and agreed that this lease covers oil, gas, and sulphur
only (including, with vil and gas, all the constituent elements thereof and all
other liquid or liquefiable hydrocarbons and products of every kind or character
derived therefrom and produced therewith). Excepted herefrom and reserved to
Lessor are coal, lignite, uranium and all other hard or rock minerals, together
with any and all minerals that require strip miping or open-pit mining as their
means of excavation,

14, Lessee agrees and by acceptance of this lease binds and obligates himself,
his heirs and assigns, to backfill all slush pits as soon as practicable after
each drilling operation and to restore the premises to the condition same were
prior to operations thereon as nearly as is practicable so to do. Lessee shall
pay for all damages to growing crops, roads, and fences on same land caused by
the operations of Lessee conducted hereunder,

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

Jgﬁ;tm Ma,z»—s-cf 7/ p Qe oy
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THE STATE OF TEXAS )

508

irezfatl.m e
COUNTY OF BRAZOS 1

BEFORE ME, the undersigned authority, on this day personally appeared
JERRY W, SMITH’ , known to
me to be the person whose name 1S (@aolX subscr:bed to the foregoing instrument,
and acknowledged to me that he executed the same as his free act and deed
for the purposes and consideration therein expressed.
GIVEN UNDER MY HAND AND'SEAL OF OFFICE this /7 day of At b | 1976,

sz}waétfax. 25 (flt

Notary Public in and for Brazos
,County, Texas,

THE STATE OF TEXAS ] : .

I
COUNTY OF BRAZOS I

BEFORE ME, the undersigned authority, on this day personally appeared
OLLIE SMITH known to

me to be the person  whose name is fmxx) subscribed to the foregoing instrument,
and acknowledged to me thet o executed the same as her free act and deed
for the purposes and co sideration therein expressed,

GIVEN UNDER MY HAND AND SEAL OF OFFICE this /7 day of JJugemdee _, 1976,

Notary Public in and for Brazos
County, Texas.

5TATE OF TEXAS N

COUNTY OF BRAZOS
i Toregoing ia & true lmd cnmcl copy I.l‘ '
e Nme aprears on 1l
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Thereby centif

‘G unty Cletk
bu..*nwunty,‘rm
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