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LL AR
.

039597

AUGUST 4, 1998
MINERAL LEASE BID APPLICATION
Texas General Land Office ED - CA-040(8-93)

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

APPLICANT il TITAN RESOURCES, L.P.
IDENTIFICATION y
TO APPEAR ON Address 500 W. TEXAS, SUITE 500
LEASE (type/print)
(Include +4 Code)
Telephone (919  498-8600
Culbe Public School Land
AREA County(ies) wiberson Survey/Area
DESCRIPTION 42 39 (If Applicable) 640
Block/Tsp. Section/Tract Acres
(If Applicable)
BID (A) Cash Bonus Enclosed ($) _ (type/print amount below)
SUBMISSION
- $16,627.20 - -
ﬂ_!) Sales Fee Attached (§) (type/print amount below)
$249.41

This Sales Feeis 1 - 1/2% of the cash bonus as provided in Section 32.110 of the

Natural Resources Code as amended.

MGL. NO. APPLICANT (same as above) BONUS AMOUNT ONLY (A)
| TITAN RESOURCES, L.P. (Do Not include sales fec)

(s) 16,627.20

aine. *
TAXLD. #

SIGNATURE OF
AGENT

(type/print below)

John E. Lodge
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Lease Form
Revised 1097
G- v

Augtin, Texas

—— . ————

OIL AND GAS LEASE
NO. M-99597

mmmwnutummmmnn.ss,-dchp-nmmum(-umm.uﬁMMMw-medmmm
mﬁmwwumduwummmmuwp—m-u-umwmm-mmu-u
NR.C., the following area, to-wit:

slcnounmocxa.mcswom.ummv:v.mmsoucocm.mmmmmonmmvmamumwoum
OFFICIAL MAP OF CULBERSON COUNTY ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 4th day of August, 1998, at 10:00 o'clock am., by the Commissioner of the General Land Office of the State of Texas and the School
l.-d!omldﬁ”ﬂl‘mhhnh-duﬂydewdmgh.-dpnhdn;dluﬂapumhw-dmﬂmhmw“d

mumummmmmqnwummmwwmmdummomummsmdmm_n
uﬂr-ﬂhhﬂhuo—iumuhumdmlmmu'mu'-umm-dwummmmu.m
address is 500 W, TEXAS, SUITE 500, MIDLAND, TX MIMMQHMMHWRIIMdhm%dﬂﬁeﬂdhﬁcﬂnnﬂdﬂlbmlm
thereon:

conditions, to-wit:

1. RESERVATION: Mhhﬁym-dwulmhhﬂmdhmmwMﬂdﬁhwﬁmhhuﬁeﬂmﬂnﬂbm
ﬂdmw”;ﬂ“whmhﬁ,ﬁn“%ﬂhﬁﬂudmd“-dmdddhtbylmudhnhciIe-eu.hr
mdaﬁuﬁ(hﬂmﬂmMnmmd.uﬁﬁmmumhtmwhmﬂmmwm-:yhlomndwiﬂllh
surface boundaries of the leased area. Aﬂd‘hﬁﬂmhudhhludmmwMdﬂdud#hd»hmmﬂwmhﬂ-ﬂh
exercised in such a manner that neither shall unduly interfere with the operations of the other.

1. TERM: Whhﬂmwmmﬂhl«l“dh(ﬂm&uhdmmwmﬂ&ﬂd‘pﬁmmﬂﬂ-mm-dlor
gas is produced in paying quantities from said area.

3. DELAY RENTALS: Ihowdlhu-n-adonhHh*yhducbﬁthdmﬂdﬁmﬂmmm:hmmmﬁﬂMm
ci‘nﬂd““n-ﬂ.uhmdhmmmoﬂhhdhnﬂnAnlh.Tn..hmeuDdl.(!l.w).prmMMm-
dﬂmhﬁv&pd&!ﬁ;hmdnﬂlhmu!}mmnﬂu In like manner and upon like payments or tenders the commencement of a well
mhthmmdhmmwmmmumnm

4. PRODUCTION ROYALTIES: WhhmhmmuuhW(ﬂ)demhd.wMimddlndwmbclmwh
muuﬂhhpﬂdhhmdhwuoﬁ«hMTmthnthdhsdemMummw

(A) OIL: Mawy&a'uﬂ.wuﬂhwummhmwhalhddfmlhmuﬂdhwdlndﬂndlmmndmhw
wauenu..m-m.wammummEmammmaummw-mmdu
L-u.-ﬂvinuhduuhulbyI)hulhupmdpiu.ﬂupniu.ifm.dﬁnduMfmﬂmmumwmm.dlmw
ndml-hpmlumwmw-m.wnmmwmwmduwhmwnmwmmmaa)mmmu
the sale thereof, whichever is the greater. WWMWMFMMhHWMhMMGMthHWWhMhetfcndlnl.m
w-mwdpwdm&wummmmum;ﬁduhhmudllmdhyﬁoubmmablermmm;uhywwinh
recovered. Wﬂmmdw.hmnmnuuchmhmwm-wamaquipmunqybeniwdmmdnumndm&ﬁmum'bedhy
Lessor,

(B) NON-PROCESSED GAS: Mnmyﬂun-yulm'ﬁldpl).wuhd-ﬂnd-aﬂhm-dmmww.nﬂhwu)
MMﬂ_-yﬂﬂuﬂu(w-WhﬁmmupWh-ﬂnhhmdmwnym«o&awn&m)ﬁpﬁd
lhmp&duuh—h:vnlulnnd.-hqﬂud’hL-w.ﬂmhhuuhwmmﬂumfmpdmmwhyhhmﬂﬂ
MM-ﬂﬁ-muﬂnmmﬂaﬁﬂhmm,whmwuhmh-nmhmhmt‘m;themuhlﬁthuem
lulllmlnyli-lunndli.ﬁipﬂwmﬂmﬂhmmam“lhmq(w)mFMmebemfummhw
Boyh'll‘w.ndlwq’edﬂcmmummhmmm«whmmdmﬁoddm'bdnmwlluindtmyudutimoﬁuling.




-

(C) PROCESSED GAS: Asuvylkyw-ympmccnodinlmdhcﬂﬂﬂﬂﬁﬁﬂfu&:myﬁm«mwmmﬂmdmmm“
the liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100%) of the total plant production of
ﬁhpmﬂmﬂb&hpm&ulﬁhlﬂn,Muﬁﬂym(ﬂ%}wﬁ.mmﬁuulmu.wﬁubwuhﬁem,oﬂhhﬂp!mmmofw
MMNMQMMNsleue;prnﬂded&liﬂi@idkymnmed&mplpmdhlphmhwﬂdlmn(whmm.ya
M)m-mhhmwﬁdﬂehwwmmuﬁnym(M)uMNﬁdmw.ulﬁkdeprm
-hupueoaiumw:-rhuﬁ(wlﬂhethm-ﬂmm.hmmummdﬁdhmﬁ'wumhhmﬂ.
whichever is the greater, mwwmnmuﬂmwmmumw|)meummmwduoﬂmr«nym(uw
M)dmp-:ﬂeqnﬂityhhmﬂmul)hmﬁuﬂwoﬁuedfwwdnﬁnp(w&ewdﬂdwmlduumfwdutweeﬁnmnﬂiqﬁd
hydrocarbons), whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been
processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
“casinghead,” “dry" or any other gas, by fractionating, buming or any other processing, 1/S part of gross production of such products, or the market value thereof, at the option of Lessor, such
market value to be determined as follows:

(1) On the basis of the highest market price of each product, during the same moath in which such product is produced, or
(2) On the basis of the average gross sale price of each product for the same month in which such products are produced, whichever is the greater,

(E) VARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursuant to the terms
of this lease and such production is brought on line and sales thereof are commenced within twenty-four (24) months of the effective date hereof, the royalty rate provided herein shall be
reduced to 18.75%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such twenty-four (24) month term during which
Lessee may eamn a reduced royalty rate of 18.75% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may
receive a three (3) month extension of the term in which to eam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an
additional well prior to the expiration of such three (3) moath period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in
paying quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

(i) In the event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced after the
expiration of twenty-four (24) months from the effective date hereof but prior to the expiration of forty-eight (48) months from the effective date hereof, the royalty rate provided herein shall be
reduced to 19.375% and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such twenty-four (24) month term during which
Lessee may eam a reduced royalty rate of 19.375% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may
receive a three (3) month extension of the term in which to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an
additional well prior to the expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in
paying quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

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

(G) ROYALTY IN KIND: Notwithstanding anything contained herein 0 the contrary, Lessor may, st its option, upon not less than 60 days notice to Lessee, require at any time or from
time 1o time that payment of all or any royalties sccruing to Lessor under this lease be made in kind without deduction for the cost of producing, gathering, storing, separating, treating,
dehydrating, compressing, processing, transporting and otherwise making the oil, gas and other products produced hercunder ready for sale or use. Lessor's right to take its royalty in kind
shall not diminish or negate Lessor's rights or Lessee's obligations, whether express or implied, under this lease.

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be paysble on any gas as may represent this lease's proportionate share of any fuel used to process gas produced
bereunder in any processing plant. Notwithstanding anything contained herein to the contrary, and subject to the consent in writing of the Commissioner of the General Land Office, Lessee
may recycle gas for gas lift purposes on the leased premises afler the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until
such time as the same may thereafier be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thereon under the royalty provisions of this lease.

(1) MINIMUM ROYALTY: During any year after the expiration of the primary term of this bease, if this lease is maintained by production, the royalties paid to Lessor in no event shall
be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or before the last day of the month succeeding the anniversary date of
this lease a sum equal to the total annual rental less the amount of royalties paid during the preceding year.

(J) MARGINAL PRODUCTION ROYALTY: Upon Lessee's written application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimum
royaity set out in subparagraph 4 (I) to extend the economic life of this lease and encourage recovery of oil or gas that might otherwise remain unrecovered. Any such royalty reduction must
conform to the requirements of any School Land Board administrative rules on this subject. Royalty may not be reduced below the applicable statutory minimum,

5 ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid to the Commissioner of the General Land Office st Austin, Texas, in the following manner:
Payment of royalty on production of ofl snd gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due and must be received in the
General Land Office on or before the Sth day of the second moath succeeding the moath 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, sccompanied 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 coanfirming 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,
and market value, In all cases the suthority 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 afier the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty
(30) days late shall scorue & penalty of 10% of the royalty due or $25.00 whichever is greater. In addition to a penalty, royalties hall 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 & penalty in an amount set by the General Land
Office administrative rule which is effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all respoasibility 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 o the State's portion of the royalty or to that portion of the royalty in
dispute as to fair market value.

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall snnually furnish the Commissioner of the General Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments 1o such contracts within thirty (30) days after entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General
Land Office shall be held in confidence by the General Land Office unless otherwise suthorized by Lessee. All other contracts and records pertaining 1o the production, transportation, sale and
marketing of the oil and gas produced on said premises, including the books and sccounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to
inspection and examination by the Commissioner of the General Land Office, the Attorney General, the Governor, or the representative of any of them.




(B) DRILLING RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before
spud date, workover, re-entry, temporary sbandonment or plug and sbandonment of any well or wells. Such written notice to the General Land Office shall include copies of Railroad
Commission forms for application to drill. Copies of well tests, completion reports and plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas
Railroad Commission. Lessee shall supply the General Land Office with any records, memoranda, sccounts, reports, cuttings and cores, or other information relative o the operation of the
sbove-described premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey
made on the bore-hole section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log of each
survey on each well to the General Land Office within fifieen (15) days afier the making of said survey.

(C) PENALTIES: Lessec shall incur a penalty whenever reports, d ents or other materials are not filed in the General Land Office when due. The penalty for late filing shall be set
bhmwmmthﬁﬁwuhmmhMMhhﬂml.meR'we.

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has been completed on the leased
mMMMWMﬂmM.MMW&HﬂM“Ww&«%&mbemnm:ﬂymyfwhm&vdwa{&cw
premises and in marketing the production thereon.

(A) VERTICAL: In the event this lease is in foroe and effect two (2) years after the expiration date of the primary or extended term it shall then terminate as to all of the leased premises,
D(CEPT{I)me'mhoﬂdl@kdmmmwﬁudlmmwﬂmmwﬂm&edw&uﬂ;hptyin;qum&ﬁu{indudiullhm-
in oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a
producing pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration
unit for each such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. Within
Nmﬁlpﬂmdﬁsmhmﬂﬁ&hm.ﬂmwﬂhnﬁhuﬁ&ghnhwmmmhﬁwuﬂwmdﬂu
pnid-mh-umhwtnri#hahdllnh“hmm”mdmhmmmdmmmunqhmﬂwmhh
coatinued operation of the portions of the lease remaining in force and effect. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a
surface lease from the Land Office, but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease.

(B) HORIZONTAL: In the event this lease is in foroe and effect two (2) years after the expiration date of the primary or extended term it shall further terminate as to all depths below
100 foet below the total depth drilled (hercinafter "decper depths™) in each well located on screage retained in Paragraph 7 (A) above, unless on or before two (2) years afer the primary o
M-—lmm-“.ﬂuﬂfﬂﬂ)dh“dﬂlyﬂd-mfuﬁah-e(umdﬂdupqulhlnd). If such amount is paid, this lease shall
be in force and effect as to such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafier as oil or gas is produced in paying quantities
from such deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage retained hereunder as to cach well shall, as nearly as practical, be in the form of a square with the well located in the center
thereof, or such other shape as may be approved by the School Land Board. Within thirty (30) days after partial termination of this lease as provided herein, Lessee shall execute and record a
relcase or releases containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General
Land Office, sccompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. If Lessee fails or refuses to execute and record such release or
releases within ninety (90) days after being requested to do 50 by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or
Mhhdﬂd“dmﬂ-ﬂwuwlmhmeMMthwdhhMmﬁdhwumd
such designation shall be binding upon Lessee for all purposes. If st any time after the effective date of the partial termination provisions hereof, the applicable field rules are changed or the
well or wells located thereon are reclassified so that less acreage is thereafier allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not
thereafier allocated to said well or wells for production purposes.

8. OFFSET WELLS: HdﬂcphﬂhpﬂhﬂdhmﬂmﬁﬁuﬁuuwﬂlbﬂduMﬁvﬂywﬂwmmuwnlmw.w&nﬁlh
-ﬁmw(lmndumwmamwhmm“mwmmummmm(w)mmwwmgm
‘udﬁ.ﬂchﬂhﬂd*ﬂhwm—d(lﬂw}ﬁuﬁuhmmhwumhwadfdﬁ-dmﬂildyhtmmdueﬁu\nnuh-u
mhﬁl-l.-lﬂm-dlhﬂlhd-ﬂldu-d:dqﬁunlyhmuwhﬂtﬂpdhnmﬂhﬂh&ﬂh“wwm
shall use all means necessary in a good faith effort to make such offsct well produce oil and/or gas in commercial quantities. Qualy upon the determination of the Commissioner and with his
mmqumd-wmmu&uwﬁn»ﬁn-mwwwmwmmhw.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land,
wmmahmamm-umummwunumummddupmuwmmmw
Nﬂhqmﬂnﬂmmuuubﬁ'hmdﬁy(w)mmudmﬁndﬂh&umdpﬂﬁlﬂu
mﬂﬂ&hummkn.umuhdmhwwﬂqﬂhﬂummuwwiddhﬁhm If, during the last year of the
mmw-ﬁm(mmmm-hmmmummumumuuﬂupMmhqmw-mm_nhmm
dmmww-ﬂuwdhmm;uuwnummumm-mwah@nmm
Mwmwmmm-mmmuw1o..ﬁuuworummuumamofmw
Paragraph 10, Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof, Lessee may resume
mdh‘d_ﬂhh“-—tnwhﬁncmhrﬂmﬂﬂmu@mﬂﬁxy(w}m&mhmo{wd-ﬂm-ﬁd
or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. If at the expiration of the primary term or any time thereafler a shut-in oil or gas well is located on
the leased premises payments may be made in accordance with the shut-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the primary term, production of oil or gas from the leased premises, after once obtained, should cease
lo-qmmuﬂmmrummmummmm(w)mmummmumMﬁhw
hu-lldhahnh‘--ﬁmﬂthMMthMwmmMMM(ﬂ)dqy;. If such drilling or reworking
m_ﬂhthdcman“hﬁmmMcﬂuhnm-dwphpﬂmd&mhwp—lmhmwtiuumd
shut-in ol or gas well royalties or payment of compensatory royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well
-nhﬂgh“ﬂuhﬂﬁhb&nmdﬁmaﬂlin;umﬂn'mm-ithhiny(oo)dlnlﬂuummamﬂ-n&yiok.-ldlhhluu
uﬂhﬁ»m-mmmcmmhmmuhawmmmmmmm(w)m Lessce
ghall give written notice to the General Land Office within thirty (30) days of any cessation of production.

1L, SHUT-IN ROYALTIES: hmdﬁsm%ﬂ'mmwﬂﬂhﬂhﬂm-wﬂmwwhmwynﬁ;wmhmﬁﬁ
and gas. Inmhﬂﬁ-ﬁﬂudhm-‘dllﬂcudﬂbﬁ;ﬁhwhh[-dﬂﬁndhfuu-ddhu.nwdlqﬁkdm:ﬂag-hm
Mum-ummuoﬂupuummuu«mmmuummmummmmu«wups
royalty an smount equal to double the annual rental provided in the lease, but not less than $1,200 & year for each well capable of producing ofl or gas in paying quantitics. To be effective,
-ﬁwM&ollupw“hﬂﬂum(l)hup&dmdhphqnﬂ)ﬂhys“hl.umbpﬂadlaph&-I-dpﬂlﬂ.aﬂ)
60 days afler Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. If the shut-in oil or gas royalty is paid, the lease shall be
wuu-mm&nmﬂmhlrlhdhlanhlnﬂdmmhhddhmnuﬁmhhhyﬁhmmh
-dhnﬂﬂmm&ﬂ&‘.ﬂnmm&ﬂiﬂﬂummhﬂoﬂwﬂmm“mbmtuhwWMMH
one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying quantities
from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any case in which drainage is ocourring, the right to continue to

3



maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may
maintain the lease for four more successive years by Lessee paying compensatory royalty st the royalty rate provided in the lease of the market value of production from the well causing the
drainage or which is completed in the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly to the
Commissioner beginning on or before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same
producing reservoir and located within one thousand (1,000) feet of the |cased premises; if the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in
oil or gas royalty, Lessee shall pay an amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the
obligation of reasonable development nor the obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the
Commissioner's written approval, the payment of compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalty payments which are not timely paid will accrue
penalty and interest in accordance with Paragraph 5 of this lease.

13. EXTENSIONS: If, at the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased premises but drilling operations are being conducted
thereon in good faith and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary term, file in the General Land Office written application to the
Commissioner of the General Land Office for a thirty (30) day extension of this lease, accompanied by payment of Three Thousand Dollars ($3,000,00) if this lease covers six hundred forty
(640) acres or less and Six Thousand Dollars ($6,000.00) if this lease covers more than six hundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30)
day period from and after the expiration of the primary term and so long thercafter as oil or gas is produced in paying quantities; provided further, that Lessee may, so long as such drilling
operations are being conducted make like application and payment during any thirty (30) day extended period for an additional extension of thirty (30) days and, upon receipt of such
application and payment, the Commissioner shall, in writing, again extend this lease so that same shall remain in force for such additional thirty (30) day period and so long thereafter as oil or
gas is produced in paying quantities; provided, however, that this lease shall not be extended for more than a total of three hundred ninety (390) days from and afler the expiration of the
primary term unless production in paying quantitics has been obtained.

14. USE OF WATER; SURFACE: Lessee shall have the right 1o use water produced on said land necessary for operations hereunder and solely upon the leased premises; provided,
however, Lessee shall not use potable water or water suitable for livestock or irrigation purposes for water flood operations without the prior written consent of Lessor. Subject to its obligation
to pay surface damages, Lessee shall have the right to use so much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marketing
the production therefrom, such use to be conducted under conditions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General Land Office
fee schedule which is effective on the date when the activity requiring the payment of surface damages occurs. ¢

15. POLLUTION: In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the foregoing, pollution of coastal
wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or ground water contamination. In the
mdpmwm.um-m&whmmmmwmmwmuwhmmwmmmm.

(A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon
completion or sbandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drilling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-made
non-biodegradable items. A sign must be displayed in a high traffic area on all vessels and manned platforms stating, “Discharge of any solid waste or garbage into State Waters from vessels
or platforms is strictly prohibited and may subject a State of Texas lease to forfeiture.” Such statement shall be in lettering of at least 1" in size.

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

(D) PENALTY: Failure to comply with the requirements of this provision may result in the maximum penalty allowed by law including forfeiture of the lease. Lessee shall be liable for
the damages caused by such failure and any costs and expenses incurred in cleaning arcas affected by the discharged waste,

16. IDENTIFICATION MARKERS: Lessee shall erect, at a distance not to exceed twenty-five (25) feet from each well on the premises covered by this lease, a legible sign on which
shall be stated the name of the operator, the lease designation and the well number, Where two or more wells on the same lease or where wells on two or more leases are connected to the same
tank battery, whether by individual flow line connections direct to the tank or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly
identified at all times, either by a firmly attached tag or plate or an identification properly painted on such line at a distance not to exceed three (3) feet from such tank or header connection.
Said signs, tags, plates or other identification markers shall be maintained in a legible condition throughout the term of this lease.

17. ASSIGNMENTS: The lease may be transferred at any time. All transfers must reference the lease by the file number and must be recorded in the county where the area 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 NR.C. Section 52.026, accompanied by the filing fee prescribed by the General Land Office rules in effect on the date of receipt by the General Land Office of such
transfer or certified copy thereof. Every transferee shall succeed 1o 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.

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

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

20. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days afler 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
sdopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner required by law or fail to comply with rules and regulations promulgated by the
General Land Office, the School Land Board, or the Railroad Commission, or refuse the proper authority sccess 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 fumnish the General Land Office a correct log of any well, or if Lessee shall
knowingly violate any of the material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under
this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall
again be subject 1o lease to the highest bidder, under the same regulations controlling the original sale of leascs. However, nothing hercin shall be construed as waiving the automatic
termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated before the
mdmwm-ﬁwmnmmmammwmawwmmumdmmuamuummm
regulations that may be adopted relative hereto.
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11. RIVERBED TRACTS: In the cvent this lease covers a rivesbed, Lessee is hereby specifically granted the right of emincat domain snd condemnation s provided for in NR C,
Sections 52.092-52.09, a3 a part of the consideration moving to Lessor for the covenants herein made by Lessee,

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thercto, promulgatad by the Commissioner of
the General Land Office goveming drilling and producing operations on Permanent Free School Land specifically including anty rules promulgated that relate to plans of operations, pryment of
royalties, and auditing procedures, and shall be subject to all other valid statutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease, Without

limiting the generality of the foregoing, Lessoe hereby agrees, by the scceptance of this lease, to be bound by and subject to all statutory and regulstory provisions relating to the General Land *

Office’s sudit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Adminisirative Code, Chapter 4, and Texas Natural Resources Code Sections 52,135
and 52,137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by » navigation district or by the United States for the purpose of navigation of other -

purpose incident to the operation of & port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but
Lessoe shall be entitled to develop such (and for ol sod gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 foct and special permission from
the Commissioner of the Genersl Land Office is necessary to make any surface Jocation nearer than 2,160 fedmunmdunyxlmgluﬁm&cmmhudhnea&mlhem
dredged bottom edge of any channel, slip, or tuming basin which has been authorized by the United States as a federal project for future construction, whichever is nearer.

:
i
J

23. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitied to remove the casing or any part of the equipment from
any producing, dry, or abandoned well or wells without the writtca consent of the Commissioner of the Genersl Land Office or his authorized representative; por shall Lessee, without the
written consent of said Commissioner or bis suthorized representative remove from the leased premises the casing or any other equipment, material, machinery, appliances or property gwned
by Lessoc and used by Lessee in the development and production of oil or gas therefrom until all dry or abandoned wells have been plugged and unti! all sfush or refuse pits have been properly
filled and all broken or discarded lumber, machinery, or debris shall have been removed from the premises ta the satisfaction of the said Commissioner or his authorized representative.

24, FORCE MAJEURE: Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling operations thereon, or from producing
ol anct/or gas therefrom, after effort made in good faith, by reason of war, rebellion, riots, strikes, fires, acts of God oc any order, rule or regulation of governmental authocity, then while so
prevented, Lessec’s obligation to comply with such covenant shall be suspended upoa proper and satisfactory proof presented 1o the Commissioner of the General Land Office in support of
Lessor's conteation and Lessee ghall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations
adopted by the School Land Board); and this Jease shall be extended while and 30 long as Lessee is prevented, by any such cause, from drilling, reworking operations o¢ producing oil snd/or
gus from the leased premises; provided, however, that nothing herein-shall be coastrued o suspend the payment of rentals during &emmuyorextmdedlam,notmlhdgem:ngﬂwl
suspension under umy spplicable statute of this State,

25, LEASE SECURITY: lnluthaﬂhkclhchighendcpuol’mmdlllpwernfcpnrdﬂopruoﬂnidpmisumdhmlthd\ofoﬂ,ps.mdothuhydrou‘bon:pm&léed
from maid lease. This includes, but is st limited to, the installstion of all becessary equipment, seals, locks, or other appropriate protective devices on oc at all access points at the Jezae's
production, gathering and storage systems where theR of hydrocarbons can oocur, Lessee shall be Liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas
royalties thereon as provided herein on all oil, gas or other hydrocarbons lost by reason of theft.

26. REDUCTION OF PAYMENTS: I, during the primary term, s portion of the tand covered by this lease is included within the boundaries of 8 pooted unit that has been approved by
the Schoot Lend Board in accordsnce with Natura) Resourees Code Soctions 52.151-52.153, or if, st any time after the expiration of the primary term or the extended term, this lease covers a
letser pumber of acres than the total amount described herein, payments that sre made on & per scre basis herexmder shall be reduced according to the number of acres pooled, released,
surrendered, or otherwise severed, 2o that peyments determined on a per scre basis under the terms of this lease during the primary torm shall be calculated based upon the number of acres
octside the boundaries of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease,

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

28. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest is encountered during the activities suthorized by this lease, Lessee will immediately cease
activities and will immediately notify the General Land Office and the Texas Historical Commission so that adequate measures mxy be undertaken o0 protect or recover such discoverics or
findings, 83 appropriate. Lexsoe Is expressly placed oa sotice of the National Historical Prescrvation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470). Lessee shall comply with the
Antiquities Code of Texas, Chapter 191, Natural Resources Code, as smended.

19. VENUE: Lessor and lessee, including lessee's sucoessors and assigns, hereby agree that venue for any dispute arising out of a provixion of this lease, whether express or implied,
reganding interpretation of this lease, or relating in any wuy to this lease or 1o applicable case law, statutes, or administrative rules, shall be in a court of competent jurisdiction located in Travis
County, Stxte of Texas.

36. LEASE FILING: Pursuant t0 Chapter 9 of the Tex. Bus. & Com. Code, this lease must be filed of record in the office of the County Clerk in any county in which all or any part of the
leased premises is Jocated, and certified copies thereol must be filed in the General Land Office. The prescribed filing foe shall accompany the certified copies sent to the General Land Office.
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31. EXECUTION: This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the General Land Office of the State of

Texas.
LESSEE
BY:
g
m < TITLE:
S1? DATE:
>
G,
rd
g T‘TESTIMONY WHEREOF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office.
g <
(&)
2 &
5 &
STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

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

known to me to be the person whose name is subscribed to the foregoing instrument, as of

and acknowledged to me that he executed the same

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

Given under my hand and seal of office this the day of 519
Notary Public in and for
STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

Before me, the undersigned authority, on this day personally appeared

known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they executed the
same for the purposes and consideration therein expressed.
, 19

Given under my hand and scal of office this the day of




September 17, 1998

Mr. John E. Lodge

Titan Resources, L.P. L
50 W. Texas, Suite 500 vy

Midland, TX 79701
Dear Mr. Lodge:

Thank you for participating in the State of Texas Oil and Gas Lease Sale held on August 4, 1998.
I am pleased to inform you that the William Herbert Hunt Trust Estate was the high bidder on
MGL. NOS. 1-36 which have been assigned the lease number M-98598 through M-99632.

The lease agreements are enclosed and will serve as your receipt for the amount of your bid.
These Jeases must be signed and acknowledged by the lessee, and then recorded in the County
Clerk's office of the county or counties in which lands covered by the lease are located. After
signing and recording the leases, please submit a certified copy of the recorded leases to the
attention of Kristin Anderson-Davis at the Texas General Land Office. These requirements are
material provisions of the lease; therefore, please return the certified copies at your earliest
convenience.

The lessee's other contractual and statutory responsibilities are outlined in the lease agreement,
such as Section 6(B), which requires operators to submit written notice of all drilling, production,
and related activities. When lessees file specific forms with the Texas Railroad Commission,
they are required to submit copies of these forms to the Texas General Land Office. Examples of
these forms are: W-1, Application to Drill, Deepen, or Plug Back; W-2, Oil Well Potential Test,
Completion or Recompletion Report and Log; W-3, Plugging Record; G -1, Gas Well Back
Pressure Test, Completion/ Recompletion Report and Log; G-5, Gas Well Classification Report;
G-10, Gas Well Status Report; W-10, Oil Well Status Report; W-12, Inclination Report;
Electrical Logs (any scale and within fifteen (15) days after they are made); Directional Surveys.

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

Sincerely,

Robert B. Hatter, Director

-
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Austin, Texas , s/ ?6

— . ————

OIL AND GAS LEASE
NO. M-99597

WHEREAS, pursuant to the Texas Natural Resources Code Chapters 32, 33, 51, and Chapter 52, Subchapters A-D and H, (said Code being hereinafter referred to as N.R.C.), and subject to all
rules and regulations promulgated by the Commissioner of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable statutes and amendments to said
N.R.C,, the following area, to-wit:

SECTION 39, BLOCK 42, PUBLIC SCHOOL LAND SURVEY, CULBERSON COUNTY, TEXAS, CONTAINING APPROXIMATELY 640 ACRES AS SHOWN ON THE
OFFICIAL MAP OF CULBERSON COUNTY ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 4th day of August, 1998, at 10:00 o'clock am., by the Commissioner of the General Land Office of the State of Texas and the School
Land Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 4th day of August, 1998, hereinafter the "effective date” and it was found and determined that TITAN RESOURCES, L.P. whose
address is 500 W. TEXAS, SUITE 500, MIDLAND, TX 79701 had offered the highest and best bid for a lease of the area above described and is, therefore, entitled to receive a lease
thereon:

NOW, THEREFORE, I, Garry Mauro, Commissioner of the General Land Office of the State of Texas, hereinafter sometimes referred to as "Lessor,” whose address is Austin, Texas, by virtue
of the authority vested in me and in consideration of the payment by the bereinafler designated Lessee, the sum of Sixteen Thousand Six Hundred Twenty Seven and 20/100 Dollars
($16,627.20), receipt of which is bereby acknowledged and of the royalties, covenants, stipulations and conditions contained and hereby agreed 10 be paid, observed and performed by Lessee,
do hereby demise, grant, lease and let unto the above mentioned bidder the exclusive right to prospect for, produce and take oil and/or gas from the aforesaid area upon the following terms and
conditions, to-wit:

1. RESERVATION: There is hereby excepted and reserved to Lessor the full use of the property covered hereby and all rights with respect to the surface and subsurface thereof for any
and all purposes except those granted and to the extent herein granted to Lessee, together with the rights of ingress and egress and use of said lands by Lessor and its mineral lessees, for
purpases of exploring for and producing the minerals which are not covered, or which may not be covered in the future, under the terms of this lease, but which may be located within the
surface boundaries of the leased area. All of the rights in and to the leased premises retained by Lessor and all of the rights in and to the leased premises granted to Lessee herein shall be
exercised in such a manner that neither shall unduly interfere with the operations of the other.

1. TERM: Subject to the other provisions hereof, this lease shall be for a term of five (5) years from the effective date hereof (herein called "primary term®) and as long thereafier as oil or
gas is produced in paying quantities from said area.

3. DELAY RENTALS: If no well be commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as to both parties unless the Lessee on
or before said date shall pay or tender to the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the sum of One Dollar ($1.00), per acre, which shall operate as
rental and cover the privilege of deferring the commencement of a well for twelve (12) months from said date. In like manner and upon like payments or tenders the commencement of a well
may be further deferred for like periods of the same number of month ively during the primary term hereof.

o of. "BRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out in subparagraph (E) of this paragraph 4, upon production of oil and/or gas, the Lessce agrees to

Pay*® cause to be paid to the Commissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof:

LR LR

®ee’ (3) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid

hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 1/ part of the gross production or the market value thereof, at the option of the

Lessor, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type

alGe¥Vity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 3) the gross proceeds of

® ## Sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor

.lhmu an adequate oil and gas separator of conventional type or other equipment at least as efficient to the end that all liquid hydrocarbons recoverable from the gas by such means will be
Upon written consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by

‘ «***°®) NON-PROCESSED GAS: As a royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A)
8 produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of gasoline, liquid hydrocarbons or other products) 1S part of
.!ha&‘?tproduﬁmwmmvﬂumf.uthcopﬁonoflhaLum.suchvﬂmmbﬁb&udmtbuh;hdmu&ﬂwiupﬁdwuﬁutdtuplofmpu-.bleqmﬁlyimhcpnuﬂm

b ‘nducadlndudmnmn.orth-pnnpdo-p-idaruﬁ'andmtbepmduca.whichmumumﬁdﬁ&nmmmmmhmm;mep:undwlhislmemnm
shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure according to

Boyle's Law, and for specific gravity according to test made by the Balance Method or by the most approved method of testing being Mbymmnn%mmpv

IF IT BEARS THE SEAL OF THE COUNTY CLERK
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& LINDA McDONALD, COUNTY CLERK
i b CULBERS OUNTY, TEXAS
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{C) PROCESSED GAS: As 3 royalty on any gas processed in a gasoling plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/5 part of the resjdue m'md
the liquid bydrocarbous extracted or the market value thereof, st the option of the Lessor. Allmyalﬁuducbcreinshallbebasodononehundredpacm:(lm'/o)of:hcbu]phmpmducﬁmof
msiducp.sam'bumblcmgasproducedﬁomﬂ:islca.se.mdonﬁﬁypemm:(so‘/.)cnh.upcn:entwu'uingtoL&ee,whichcvwisthepmer,ofthemhlptmtpmducﬁmorﬁqdd
hydrnwbons,ﬂu-ibutablemmcga:pmdueedﬁ'omlhislnse;pmvidedthaiﬂiqddhydmcubonsmmvaedﬁomguprocssediuap!minwhichhmee(aiupmt,mwdiuyw
lﬁ]iuc)ownslnintaesgthmﬂ;epamugelppﬁahlelnﬁquidhydmcarbonssbaubeﬁﬂypcrecm(io%)oﬂhehighmpamtminglnlﬂlﬁdpﬁtyptooesﬁngm&mughmchplmg
mdanptwusiugagmmtnegoﬁuedumlcugth(orifmmismuthpmy.d:ehig!mtpumﬂ:mbdngspedﬁedinprooaﬁngmmtsorconminmeinmm)_
whichever is the grester, 'l'herupedivemylltiuontuiduegumdonliqtﬁdhydrombms;hﬂbedduminedbyl)thchigimtmukdpﬁeepaidoroﬂ'uedfotmygas(ur[iqﬁd
hydrowbons)ofcompmblequalityinlhcgmenluuorZ)theg;’osptioepuidoroﬂ'aedfwwchmsidu;u(ortheweighbedwmgemuﬂingpﬁuforlﬁcmpwﬁwmduofquuid
hydrocarbons), whichever is the greater. lnnomt.howevu'.Mmemydﬁumwlcmdumhpaamhbelmmmemyﬂﬁuwhichwmﬂdhavebeenduehndﬂ:cgasnmbm
processed.

(D) OTHER PRODUCTS: As a royalty co carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
“casinghead,” "dry® or amy other gas, by fractionating, buming or any other processing, /5 part of gross production of such products, or the market value thereof, at the option of Lessor, such
market value to be determined as follows:

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

(E) VARIABLE ROYALTY: (i} Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursuant to the terms
of this lease and such production is brought on line snd sales thereof are commenced within twenty-four (24) months of the effective date hereof, the royalty rate provided berein shall be
reduced to 13.75%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such tweaty-four (24) month term during which
Lessee may carn a reduced royalty rate of 13.75% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lassee may
receive a three (3) month extension of the term in which to eam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an
additional well prior to the expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in
paying quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

(i) In the event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced after the
expiration of twenty-four (24) months from the effective date hereof but prior to the expiration of forty-cight (48) months from the effoctive date hereof, the royalty rate provided hereio shall be
reduced to 19.375% and shall xpply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such twenty-four (24) mooth term during which
Lessee may eamn 1 reduced royalty rate of 19-375% as herein provided, Lessee should drill in good faith and complete the first well as 2 dry bole on the land covered by this lease, Lessee may
receive o three (3) month extension of the term in which to eam & reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an
additional well prior to the expiration of such thres (3) mouth period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in
paying quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

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

(G) ROYALTY IN KIND: Nomithstmdingmyﬂﬂnseonuinedbuu‘.nwﬂaemuwy.lﬁwrmly,niuopﬁon,uponnotlmﬂ:méodaysnnﬁcclol.esue.mq\dnnmyﬁlﬁeorﬁ-nm
time to time that payment of all or any royalties sceruing to Lessor under this lesse be made in kind without deduction for the cost of producing, gathering, storing, scparating, treating,
dehydnting, compressing, processing, transporting and otherwise making the oil, gas end other products produced herzunder ready for sale or use. Lessor's right to take its royalty in kind
shall not diminish or negate Lessor's rights or Lessee's obligations, whether express or implied, under this lease,

(A) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable oo any gas as may represent this lease's proportionate share of any fuel used to process gas produced
b der tn any pre ing plant. Notwithstanding snything contained herein to the contrary, and subject 10 the consent in writing of the Commissioner of the General Land Office, Lesses
may recycle gas for gas lift purposes on the leased premises after the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas $0 recycled until
such time as the same may thereafier be produced and sold or used by Lessee in such manner a4 to entitle Lessor to a royalty thereon under the royalty provisions of this lease.

(M MINIMUM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no eveat shall
be less than an amount equal to the total annmal detay rental hevein provided; otherwise, there shall be due and payable on or before the last day of the month succesding the anniversary date of
this lcase a sum equal to the total annual rental less the amount of royalties paid during the preceding year,

(7) MARGINAL PRODUCTION ROYALTY: Upoa Lessee's writtcu spplication, the Schoot Land Board may reduce the royalty rate set out in this paragraph and/or the minimum
myaltynetominmbpangr:ph-l(Dmmmdmewmomicﬁfcefthislusemdmgcmofoﬂorguthazmightod:uwiscmninummvued.hymchmyﬂtymdueﬁonmuﬂ_
conform to the requirements of any School Land Board sdministrative rules on this subject. Royalty may not be reduced below the applicable statutory minimum.

5 ROYALTY PAYMENTS AND REPORTS: All royalties ot taken in kind shall b paid to the Commissioner of the General Land Gifice at Austin, Texas, in the following manner:

Payment of royalty oa production of oil and gas shall be as provided in the rules st forth in the Texas Register. Rules currently peovide that royalty on oil is due and must be received in the
General Land Office on or before the $th day of the second month succeeding the month of production, and royalty oa gas is due and must be received in the Genera] Land Qffice on or befoce
the 15th day of the second month succeeding the month of production, sccompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner
ptum‘bedbylhcﬁmuﬂhndOﬁoemds-bowingihemmmmddisposiﬁonohﬂollmdga.upmducedmdﬂ:emn-kuvﬂueoflheoilmdgas,toge&u‘wiﬂ:aoopyof:ﬂdammmﬁ.
records of reports confirming the gross production, disposition and matket value including gas meter readingy, pipcline receipts, gas line receipts and other checks or memoranda of amount
pmducedlndputintopipelinu,mks,otpoollmdpslincsorgumge,mdmyothenepomotmordswhich!hchnmlhndOﬂicemayrequimtoverifyﬂ:egrosspmdlgcgi
disposition and market vafue. In all cases the authority of a manager or agent to sct for the Lessee herein must be filed in the General Land Office. Eachmydtypaymmtshdlbemgmao
by & 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 Lesses pay? bit
royalty oa or before thirty (30) days after the royalty payment was duc, then Lessee owes s penalty of 5% oa the rayalty or $25.00, whichever is greater, A royalty payment which is
(30) days late shall accrue 2 penalty of 10% of the royalty due or $25.00 whichever is greater. In sddition to a penalty, royalties shall accrue interest at a rate of 12% per year; such intovest will
begin sccruing when the royalty is sixty (60) days overduc. Affidavits and supporting documents which are not filed when duc shall incur a penalty in an amount set by the Geaeral Lapd
Office administrative rule which is effective on the date when the affidavits or supporting documents were due. The Lessce shall bear all responsibility for paying or causing royaltieg te be
paid a3 prescribed by the due date provided herein. Pryment of the delinquency penalty hall in no way operate to prohibit the State's right of forfeiture as provided by law nor act to posiponc
the date on which royalties were originally due. The above penalty provisions shall not apply in cascs of title dispute as to the State's porticn of the royalty or to that portion of the royafyP®
dispute &s to fair market value. ’ .

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall annually furnish the Commissioner of the Geaeral Laad Office with its best possible estimate of oil and gas
mavumdu-lyingmisluseurllloublemthillemmd:ha.llﬁlmishﬂidCom.misimurWithoopiuohﬂcoandauhichgui.lmldorprooesscdmdn.llmbwqumtmmgﬂd
amendments 1o such cootracts within thirty (30) days afler entering into or making such contracts, agreements or amendments. Such contracts and agreements whea reccived by th ecals
Land Office shall be beld in confidence by the General Land Office unless otherwise authorized by Lesses. Aﬂo&ummmdmﬂsminingmthepmdncﬁm,mspauﬁm.tﬁsm
marketing of the oil and gas produced on said premi ,inc!udingtheboolcslndmnu.meeipulnddiuhugqofuﬂwcl[:,hnb,poolx,mmmdpipcﬁnulhallulllﬁmnbe@lgjﬁ'.o.
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inspection and examination by the Commissioner of the General Land Office, the Attomey General, the Governor, or the representative of any of them.



(B) DRILLING RECORDS: WriﬂmnoﬁoeofnlqunﬂomwlhhlunnhﬂlbemhminedmlheCommhdmauﬂthmuﬂhndOfﬁocbymemmﬁw(S)dtylhd'm
spud date, workover, re-entry, temporary sbandonment or plug and abandonment of any well or wells. Such written notice to the General Land Office shall include copies of Railroad
Commission forms for application to drill. Copies of well tests, completion reports and plugging reports shall be supplied 1o the General Land Office at the time they are filed with the Texas
Railroad Commission. Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the
above-described premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey
made on the bore-hole section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log of each
survey on each well to the General Land Office within fifteen (15) days after the making of said survey.

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

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

(A) VERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminate as to all of the leased premises,
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quantities (including a shut-
in oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a
producing pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration
unit for each such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. Within
90 days of a partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the
partial termination, Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably necessary for the
continued operation of the portions of the lease remaining in force and effect. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a
surface lease from the Land Office, but the Land C. issi has the di ion to grant or deny such application and to set the fee for such surface lease.

(B) HORIZONTAL: In the cvent this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall further terminate as to all depths below

100 feet below the total depth drilled (hereinafter "deeper depths™) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or

| extended term Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as consideration for this lease (as specified on page | hereof). If such amount is paid, this lease shall

| be in force and effect as to such decper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities
from such deeper depths covered by this lease.

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

8. OFFSET WELLS: If oil and/or gas should be produced in commercial quantities from a well located on land privately owned or on State land leased at a lesser royalty, which well is
within one thousand (1,000) feet of the area included herein, or which well is draining the area covered by this lease, the Lessee shall, within sixty (60) days after such initial production from
the draining well or the well located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset well on the area
covered by this lease, and such offset well shall be drilled to such depth as may be necessary to prevent the undue drainage of the area covered by this lease, and the Lessee, manager or driller
shall use all means necessary in a good faith effort to make such offset well produce oil and/or gas in commercial quantities. Only upon the determination of the Commissioner and with his
written approval, may the payment of a compensatory royalty satisfy the obligation to drill an offset well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land,
Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such production thereof
should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee
commences additional drilling or reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. If, during the last year of the
primary term or within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force
and effect without further operations until the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may
maintain this lease by conducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under
Paragraph 10. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof, Lessee may resume
payment of the annual rental in the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil
or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on
the leased premises payments may be made in accordance with the shut-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the primary term, production of oil or gas from the leased premises, after once obtained, should cease
from any cause, this lease shall not terminate if Lessee commences additional drilling or reworking operations within sixty (60) days after such cessation, and this lease shall remain in full
fi effect for so long as such operations continue in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days. If such drilling or reworking

result in the production of oil or gas, the lease shall remain in full force and effect for so long as oil or gas is produced from the leased premises in paying quantities or payment of
%ﬂawwﬂlmyﬁﬂuummﬁmmwﬂﬁhmndcupmvidedhﬂdnuupmﬁtbdbyhm If the drilling or reworking operations result in the completion of a well
asa *slc.mtmﬁﬂmmﬂmemmmd&ﬁm&illm;«uwﬁnwmwit!:in:my(m)dnysuﬂulhampledonof&wwellu-dryhole.nd&illuu
lﬁﬂmﬂhﬁﬂn“umﬂmhm&imwmlmﬁmingnodflilhmdinlwmtmmlihmmwilhminmupﬁm:toulhummlhmx'uiy(ﬁO)d.lyl. Lessee
shal give written notice to the General Land Office within thirty (30) days of any cessation of production.

sese
«old 8 SHUT-IN ROYALTIES: For purposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having jurisdiction over the production of oil
and gas. Jf at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying

located on the leased premises, but oil or gas is not being produced for lack of suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas

ty an t equal to double the | rental provided in the lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. To be effective,

eact initial shut-in oil or gas royalty must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3)

mlmwmglm a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. If the shut-in oil or gas royalty is paid, the lease shall be

1 to be a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the

month in hich production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four more successive periods of
q(»!’bypryia.meunuuntw:hywonwbal‘mlheupiuﬁmofuchshm-inyw.

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold angd y g quantities
from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any cafe/nfWhidh AriiaRsl Cocenmriogha v tinue to
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maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lcase shall remain effestive for the remainder of the year fior which the royalty has been paid. The Lessee may
maintain the lease for four more successive years by Lessee paying compensatory royalty at the royalty mte provided in the lease of the market value of production from the well causing the
drainage or which is completed in the same producing reservoir and within one thousand (1,000) feet of the leascd premises. The compensatory royalty is to be paid monthly to the
Commissioeer beginning o or before the last day of the moath following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same
producing reservoir and located within onc thousand (1,000) feet of the leased premiscs; if the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in
oil o¢ gas royalty, Lessee shall pay an amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the
obligation of reasonable development nor the obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the
Commissioner’s written approval, the payment of compensatory royalties shall satisfy the obligation to drill offsct wells, Compensatory foyalty payments which are not timely paid will accrue
penalty and interest in accordance with Paragraph 5 of this lease. .

13. EXTENSIONS: If, at the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased premises but drilling operations are being conducted
thereon in good faith and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary term, file in the General Land Office written application to the
Commissioner of the General Land Office for a thirty (30) day extension of this Jease, accompanied by payment of Three Thousand Dollars ($3,000,00) if this lease covers six bundred forty
{640) acres or less and Six Thousand Dellars ($5,000,00) if this lease covers more than six hundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30}
day period from and after the expiration of the primary term and so long thereafter as oil or gas is produced in paying quantities; provided further, that Lessee may, so loog as such drilling
operations are being conducted make like application and payment during any thirty (30) day extended period for an sdditional extension of thirty (30) days and, upon receipt of such
application nd payment, the Commissioner shall, in writing, again extend this lease 5o that same shall remain in force for such additiona? thirty (30) day period and so long thereafier as oil or
gas is produced in paying quantities; provided, however, that this lease shall not be extended for more than & total of three hundred ninety (350) days from and after the expiration of the
primary term unless production in paying quantities has been obtained.

14. USE OF WATER; SURFACE: Lessce shall have the right to use water produced on said land neeessary for operations hereunder and solely upon the leased premises; provided,
however, Lessee shall not use potable water or water suitable for livestock or imigation purposes for water flood operations without the prior writien consent of Lessor. Subject to its obligation
to pay surface damages, Lessee shall have the right to use so much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marketing
the production therefrom, such use to be conducted under conditions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General Land Office
fee schedule which is effective on the date when the activity requiring the payment of surface damages occurs. ) .

15, POLLUTION: Tn developing this area, Lessce shall use the highest degree of care and al! proper safeguards to prevent pollution. Without limiting the foregoing, pollution of coastal
weilands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficicnt to prevent spillage, secpage or ground water contamipation. In the
event of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrotarbons or other poftutant and shall be responsible for all damage to public and private properties,

{A) UPLANDS: Lessee shall build and maintain fences around its sfush, sump, and drainage pits and tank batteries 50 as to protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill a:;d level all slush pits and ¢ellars and completely clean up the drilling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-made
non-biodegradable items. A sign must be displayed in & high traffic arca oo all vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vessels
or platforms is strictly prohibited and may subject a State of Texas lease to forfeiture.” Such statement shall be in lettering of at least 1" in size.

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

(D) PENALTY; Failure to comply with the requirements of this provision may result in the maximum pen'ally altowed by [aw including forfeiture of the lease. Lessee shall be liable for
the damages caused by such fzilure and any costs and expenses incurred in cleaning areas affected by the discharged waste.

16. IDENTIFICATION MARKERS: Lesses shall crect, at a distance not to exceed twenty-five (25) fect from each well on the premises cavered by this lease, & legible sign on which
shall be stated the name of the operator, the Jease designation and the well number. Where two or more wells on the same lease or where wells on two or more leases are connected to the same
tank battery, whether by individual flow line connections direct to the tank or tanks or by use of & multiple header system, each line between each well and such tank or header shall be legibly
identified at all times, either by a Grmly attached tag or plate or an identification properly painted on such line at a distince not to exceed three (3) feet from such tank or header coanection.
Said signs, tags, plates or other identification markers shall be maintained in 2 legible condition throughout the term of this Iease.

17. ASSIGNMENTS: The lease may be transferred at any time. All transfers must reference the lease by the file number and must be recorded in the county whert the arca is located, and
the recorded transfer or & 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 {50) days of the execution
date, a3 provided by N.R.C, Section $2.026, accompanied by the filing foe prescribed by the General Land Office rules in effect on the date of receipt by the General Land Offics of such
transfer or certified copy thereof, Every transferse 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 lcase, including any Liabilities to the state for unpaid royaltics.

18, RELEASES: Lessee may release the rights granted hereunder to the State at any time by recording the release in the county whers this area is situated and filing the recorded release or
certified copy of same in the Genera! Land Office within nincty (90) days after its exccution accompanied by the filing fee prescribed by the Geneval Land Office rules in effect on the date of
receipt by the General Land Office of such release or certified copy thereof. Such release will not have the effect of releasing Lesses from any liability theretofore accrued in favor of the State.

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all oil and ges produced from the area covered by this lease to secure payment of all unpaid
royalty and other sums of moncy that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any
other applicable statutory licn, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee
from the sale of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the
production or processing of such leased minerals in order 1o secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any lﬂg L
loss that Lessor may suffer by reason of Lessee's breach of any covenant or condition of this lease, whether ¢xpress of implied. This lien and security interest may be foreclosed widh or
without court proceedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commerce Code. Lessee agress that the Commissioner may require Lessec to gggilp
and record such instruments as may be reasonably necessary to acknowledge, attach o perfect this licn. Lessco bereby represents that there are no prior or superior licns arising M.‘-‘;‘b
relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this lease. Should the Commissioner at any time determine that this representation is not true,
then the Commissioner may declare this lease forfeited as provided herein. .

L1 Xl

20. FORFEITURE: I Lessce shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowinglyuh
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 ragulations
adopted by the Commissioner of the General Land Office, or if Lessce should fail to file reports in the manaer required by law or faif to comply with rules and regulations promulga @8 Byhe
Generat Land Office, the School Land Board, or the Railroad Commission, o refuss the proper authority access to the records pertaining to operations, of if Lessee or an authorized agent
should knowingly fail or refuse to give correct information to the praper authority, or lmowingly fail or refuse to furnish the General Land Office a comrect log of any well, or if Lessee
knowingly viclate any of the material provisions of this lease, or if this leasc is assigned and the assignment is not filed in the Geacral Land Office as required by law, the rights lcqugdﬂm
this Jease shall be subject to forfeiture by the Commissioner, and be shall forfeit same when sufficiently informed of the facts which suthorize a forfeiture, and when forfeited the sms
agzin be subject to lease to the highest bidder, under the same regulations controlling the original sale of leases. However, nothing herein shall be construed as waiving the sutomatic
termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated $88 $o
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.
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21. RIVERBED TRACTS: In the event this lease covers a riverbed, Lessec is hereby specifically granted the right of eminent domain and cond ion as provided for in NR.C.
Sections 52.092-52.093, as a part of the consideration moving to Lessor for the covenants herein made by Lessee.

22. APPLICABLE LAWS AND DRILLING R!'.":TR.ICT!ONS This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of
the General Land Office governing drilling and prod on Per Free School Land specifically including any rules promulgated that relate to plans of operations, payment of
mﬂmmdmnngmmdlhauhambjmlnlllol.huvalidmla.ndu.uwhnmmmmcﬂmdmyaﬂ'enopumwudutbemoﬂhulm Without
limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulatory provisions relating to the General Land
Office's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections $2.135
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other
purpose incident to the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but
Lessee shall be entitled to develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special permission from
the Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line or from the nearest
dredged bottom edge of any channel, slip, or turning basin which has been authorized by the United States as a federal project for future construction, whichever is nearer.

13. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitted to remove the casing or any part of the equipment from
any producing, dry, or abandoned well or wells without the written of the Commissi oftheGmfﬂlmeﬂiumhnmthmmdwunve.lelm without the
written consent of said Commissioner or his authorized representative remove from the leased premises the casing or any other equi t, m hi or property owned

by Lessee and used by Lessee in the develog t and prod --—ofmlotplmuuﬁunannlalldryotahtndmmdwdlthuwbeeuplunedmdtmn]dldulhanﬁ:uplnhmboen;mpaiy
filled and all broken or discarded lumber, machinery, otdehm shall have been removed from the premises to the satisfaction of the said Commissioner or his authorized representative.

24. FORCE MAJEURE: Should Lessee be prevented from complying with any exp or implied t of this lease, from conducting drilling operations thereon, or from producing
oil and/or gas therefrom, after effort made in good faith, by reason of war, rebellion, riots, strikes, fires, acts of God or any order, rule or regulation of governmental authority, then while so
prevented, Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfactory proof presented to the Commissioner of the General Land Office in support of
Lessee's contention and Lessee shall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations
adopted by the School Land Board); and this lease shall be extended while and 3o long as Lessee is prevented, by any such cause, from drilling, reworking operations or producing oil and/or
gas from the leased premises; provided, however, that nothing herein-shall be construed to suspend the payment of rentals during the primary or extended term, nor to abridge Lessee's right to a
suspension under any applicable statute of this State.

25. LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced
from said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's
production, gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas
royalties thereon as provided herein on all oil, gas or other hydrocarbons lost by reason of theft.

16. REDUCTION OF PAYMENTS: If, during the primary term, a portion of the land covered by this lease is included within the boundaries of a pooled unit that has been approved by
the School Land Board in accordance with Natural Resources Code Sections 52.151-52.153, or if, at any time after the expiration of the primary term or the extended term, this lease covers a
lesser number of acres than the total amount described herein, payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released,
surrendered, or otherwise severed, so that payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres
outside the boundaries of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

18, ANTIQUITIES CODE: In the event that any feature of archeological or historical interest is encountered during the activities authorized by this lease, Lessee will immediately cease
activities and will immediately notify the General Land Office and the Texas Historical Commission so that adequate measures may be undertaken to protect or recover such discoveries or
findings, as appropriate. Lessee is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470). Lessee shall comply with the
Antiquities Code of Texas, Chapter 191, Natural Resources Code, as amended.

29, VENUE: Lessor and lessee, including lessee's successors and assigns, hereby agree that venue for any dispute arising out of a provision of this lease, whether express or implied,
regarding interpretation of this lease, or relating in any way to this lease or to applicable case law, statutes, or administrative rules, shall be in a court of competent jurisdiction located in Travis
County, State of Texas.

30. LEASE FILING: Pursuant to Chapter 9 of the Tex. Bus. & Com. Code, this lease must be filed of record in the office of the County Clerk in any county in which all or any part of the
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the certified copics sent to the General Land Office.
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31. EXECUTION: This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the General Land Office of the State of
Texas,

TITAN RESQCURCES, L.P., By and Through Its
General Partner, TITAN RESOURCES I, INC.

LESSEE %
BY: =

an F., (olwe i
TITLE: Vice President = Land

DATE: September 25, 1998

IN TESTIMONY WHEREOF, witness the signature of the Commissioner of the General Land Office of the State of Texas umder the scal of the General Land Office.

COMMISSIONER O GENERAL LAND OFFICE
OF THE STATE OF/TEXAS

APPROVED

Contents 47\/

Legal
D
SD
Exec

STATE OF TEXAS . , . . .. (CORPORATION ACKNOWLEDGMENT)

COUNTY OF MIDLAND

DAN P. COLWELL
VICE PRESIDENT - LAND of TITAN RESOURCES I, INC.,

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

knowa to me to be the person whose name is subscribed 10 the foregoing instrument, as
Ceneral Partner of TITAN RESOURCES, L.P. and acknowledged to me that he cxccuted the same

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

Given under my hand and seal of office thisthe____ 25th day of September
MARYLYN GIBBS
NOTARY PUBLIC
STATE OF TEXAS
My Comm. Exp. 12-18-2000
STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF "%
L1 B )
Before me, the undersigned authority, on this day personally sppeared o3,
- *e
known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they executed the .
same for the purposes and consideration therein expressed. csee
-»
Given under my hand and seal of office this the day of e shee
: LI YR T)
» [ ]
Notary Public in and for e : .
* *e .‘l *
L
tseene
- [ ]




1% STATE OF TEXAS % e .
- 89 . "
* 0. CUUNTY OF CULBERSON 1 L Linds Urias, Clerk of the Covty Cort fn oendd

conse fur sa1d County and State doh byeert-ymnthafmulng:l‘almnd?.:tz‘(_
.... . mr&gwuf.&i{!’_Mﬂ—dM i
e .
.... f . filed mrdinwoﬂleeihh.ﬁ_dnd#—-
*e 1:<_2u=_£&£.z_ M., under Clerk’s File Na. < LL +inbe

sece r curded in the 2 { L= ) Records of Ctlberson County,

-
aesese Texas,
L L]

f TOCERTIFY WHICH, Witness my hand and ofticisl weal at Van Hoen, this
. _ day of _ébl ! .
.

21‘ e LINTA URIAS, COUNTY CLERK
. Lrkgets 28 5 yputy. CULIERSON COUNTY, TEYAS.



gsVT1 40 X400 QALIIINIO

® L
et L bbb _\ic./_



County / Parish State

Lease Number Boak/Vol Page

CULBERSON X

TX299-109-138-000-00 78 332 |5119%9

Lease Date 08/04/98

Lease Name: State of Texas

Legal Description

Section 39, Block 42, Public School Land Survey, Culberson County, Texas, containing approximately 640 acres as shown on the
Austin Texas

Official Map of Culberaon C 1 file in the Texas General Land
QNRR 4L
93905644
L
LR
LE LR
- LI

L) L]
PROSPECT TX299 - PARAGON INDIAN/ST/FED LSE# M-99597

ae we
.. .
. .
Payﬁ (84 Account Number Amount
PPV

. LA
State of Texas HC X640.00

Geflgral Land Office
1700°°N. Congress Avenue

Austin, TX 78701 él(
~Tdan Kesources LF /

RN - Period Beg. 08/04/1999 DELAY RENTAL

“HECK # 100410

INSTRUCTIONS TO DEPOSITORY: You have been designated as tdepository for the above described payment Please credit the proceeds
should/ any-difficulty of any nature arise, DO NOT RETURN our check, but
and advise us as soon as possible for further instructions

in the amounts indicated
/ named; Ln 3 gpeclal account, and

thereof to the parties named and
make the deposit to the credit of the party

100410
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Lure Kesources L. P { R ] |

Check #101222

Property Id / MMS | Eff. Date ~ Recording Information State County/Parish
TX299-109-138-000-00 | 08/04/1998 | 11/21/98 BK 78 PG 332 ENTRY 51199 TEXAS Culberson
M-99597 ‘
Property Name / Lessor

Commissioner of the General Land Office of the State of Texas

Property Legal Description
Section 39, Block 42, Public School Land Survey, Culberson County, Texas, containing approximately 640 acres as shown on the Official Map of Culberson

County on file in the Texas General Land Office, Austin, Texas
462 ,
X[c/ ¢ 61054

~ Payee Name & Address SSN/Tax1d Number |
State of Texas, acting by and through the v U LUNEY
Commissioner of the General Land Office Federal Tax Withheld
1700 N. Congress Avenue 0.00
Austin, TX 78701 ‘Account Number
Total Bank Charges
0.00
| Pa " Period Payment Amount Bank Service Property Property
| Due (in months) Description Due Charges Sub-Type Sub-Id
| 08/042000 12 7 Delay Rental 640.00 0.00
* o :
RNt bl =] [ 0.00] 0.00] |
s oe <
: - .. ; - i .;
o Is = [ 0.00 ] 0.00] |
: tes | = ;
[l §= = [ [ 0.00] 0.00] [
b
77 [ [ 0.00] 0.00] |

Instructions to depository: you have been designated as depository for the above described payment(s). Please credit the proceeds thereof to the parties
named and in the amounts indicated. Should any difficulty arise, make the deposit in a special account, and contact us tmmedlatelyN 0 1 0 1 2 2 2
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Check # 102555

Property Id / MMS Eff. Date Recording Information State County/Parish
TX299-109-138-000-00 08/04/1998 | 11/21/98 BK 78 PG 332 ENTRY 51199 Texas Culberson
‘M-99597

Property Name / Lessor

Commissioner of the General Land Office of the State of Texas

Property Legal Description

Section 39, Block 42, Public School Land Survey, Culberson County, Texas, containing approximately 640 acres as shown on the Official Map of Culberson
County on file in the Texas General Land Office, Austin, Texas

Payee Name & Address SSN/Tax Id Number
State of Texas, acting by and through the Commissioner of the General Land Office
1700 N. Congiess Avenue Federal Tax Withneid
Austin, TX 78701 - 0.00
R Account Number
PW@ QLSGLJCL-S ._ﬁit, uuln;:om
Payment | Period Payment Amount Bank Service Property
Due Date | (In months) Description Due Charges Sub-Type Sub-Id
08/04/2001 12 DELAY RENTAL 640.00 0.00
/1] | [ 0.00] 0.00] I
731
7] I | 0.00] 0.00] |t PP .
viludds/ ‘
N | | 0.00] 0.00] | =)
s ¥ 17 I n e’ 3
11| i 0.00] 0.00] Y oMY .
¥R TR TN
'OO.
Instructions to depository: you have been designated as depository for the above described payment(s). Please credit the proceeds thereof to the died.

named and in the amounts indicated. Should any difficulty arise, make the deposit in a special account, and contact us mmediateN 0 1 0 2 5 5 "




Fila No. _M P ﬁ?q -51 97

Date Flled: -2/5, /0 /
D

WUM. Commissiongy
By
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‘ Check #9901459

| TX299-109:138-000-00 | 08/04/1998 | 11/21/98 BK 78 PG 332 ENTRY 51199 "¢ o*e| ot Jexas Culberson
M-99597 ¥ ° IO LI S
. . o e @
_ ® . e
Property Name / Lessor
Commissioner of the General Land Office of the State of Texas
Property Legal Description
Section 39, Block 42, Public School Land Survey, Culberson County, Texas, containing approximately 640 acres as shown on the Official Map of Culberson
County on file in the Texas General Land Office, Austin, Texas
= T
020472296
I
Payee Name & Address SSN/Tax Id Number |
| State of Texas, acting by and through the Commissioner of the General Land Office
1700 N. Congress Avenue Federal Tax Withheld
Austin, TX 78701 ) 0.00
| ) 9 Account Number
|
Total Bank Charges
= 0.00
Due Date | (In months) Description Due Charges Sub-Type Sub-1d
08/04/2002 12 DELAY RENTAL 640.00 0.00
|
- [ | 0.00] 0.00] [
0
L 8 = ) | 0.00] 0.00] [
s Y
LY
o -
[/ ] 1 | 0.00 0.00 [ y 1 10)
' y U
(7 I = l 0.00 | 0.00] I A\
‘ - 7

Instructions to depository: you have been designated as depository for the above described payment(s). Please credit the proceeds megcét
named and in the amounts indicated. Should any difficulty arise, make the deposit in a special account, and contact us immediately. z g 9
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File No/? @qe’/é ,7

> = { b '
Date Filed: j 72/ ~
David D , Commissioner
By
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