LeaseDate

May 04 1998
Oct 23 1998
May 04 1998
May 04 1998

Rentals: %g’ ‘

Lease
Admin!

Mineral
Maps:

Acres Status

57.7% ACTIVE
38.53 ACTIVE
14 .45 ACTIVE
14 .45 ACTIVE

STATE LEASE MF100099

CONTROL BASEFILE
07-104732 1500 — REEVES

SURVEY : PUBLIC SCHOOL LAND
BLOCK ¢ 58
TOWNSHIP y 100
SECTION/TRACT: 5

PART
ACRES 520.13 6\ 128. 28 et

DEPTH LIMITS : NO

LESSEE : JOHNSON, CLAY
LEASE DATE : May 04 1998
PRIMARY TERM : 5 yrs

BONUS (§) 2 40,00

RENTAL ($) : D

ROYALTY : 0.18750000
VAR ROYALTY :
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June 11, 1998

Mr. Drew Reid

Trran RESOURCES, L».

Texas General Land Office
Stephen F. Austin Building
1700 North Congress Avenue
Austin, Texas 78701

Re: Relinqui

shment Act Oil and Gas Lease

Lillie Mae McAdams

Agent fo

r the State of Texas, Lessor

Clay Johnson, Lessee

Reeves County, Texas

Paragon

Dear Mr. Reid:

Prospect

With reference to our previous conversations pertaining to the captioned Oil and Gas Lease, enclosed please find

the following for

1k

Please advise this
duly filed in your

your files and further handling:

Certified copy of Oil and Gas Lease dated May 4, 1998, between the State of Texas, acting by
and through its Agent, Lillie Mae McAdams, said Agent referred to as the owner of the soil, and
Clay Johnson, Lessee, covering Section 5, S&E the NW/4NW/4, S/2NE/4, Block 58, PSL.
containing 520.13 acres in Reeves County, Texas, which has been duly filed and recorded in the
Oil and Gas Lease Records of Reeves County, Texas. Titan Lease No. TX299-389-082-001-00.

Titan Resources, L.P. Check No. 1878 made payable to the order of Commissioner of the
General Land Office of the State of Texas in the amount of $390.10, representing payment in
full of lease bonus consideration (1/2 due the State of Texas) for the above mentioned Oil and
Gas Lease.

Titan Resources, L.P. Check No. 1877 made payable to the order of Commissioner of the
General Land Office of the State of Texas in the amount of $125.00, representing the required
processing and filing fee for handling this matter.

office of the assigned Mineral Number for the enclosed lease when it has been processed and
records. If additional information is required, please do not hesitate to contact the undersigned.

Thank you for your continued cooperation and courtesy in this matter.

/gm/wb
Enclosures

Very truly vours,

e

{ Robert Read
candman

Conkaet =1 @ég)
ti/mf“’“ —AEES
Qo — O

500 W. Texas

* Suite 500 + Midland, Texas 79701 » Fax: (915) 687-0192 « Office: (915) 682-6612



i 0 Y. - -
U

54 00087 ™™



June 11, 1998

Mr. Drew Reid

Trran RESOURCES, Lp.

Texas General Land Office
Stephen F. Austin Building
1700 North Congress Avenue
Austin, Texas 78701

Re: Relinquishment Act Oil and Gas Lease

John W.

Layfield and/or Sibyl Eaves Layfield

Agents for the State of Texas, Lessor
Clay Johnson, Lessee
Reeves County, Texas

Paragon Prospect

Dear Mr. Reid:

With reference to our previous conversations pertaining to the captioned Oil and Gas Lease, enclosed please find
the following for your files and further handling:

L.

Certified copy of Oil and Gas Lease dated May 4, 1998, between the State of Texas, acting by
and through its Agents, John W. Layfield and Sibyl Eaves Layfield, said Agents referred to as
the owners of the soil, and Clay Johnson, Lessee, covering Section 5, S&E the NW/4ANW/4,
S/2ZNE/4, Block 58, PSL., containing 520.13 acres in Reeves County, Texas, which has been duly
filed and recorded in the Oil and Gas Lease Records of Reeves County, Texas. Titan Lease No.
TX299-389-082-002-00.

Titan Resources, L.P. Check No. 1880 made payable to the order of Commissioner of the
General Land Office of the State of Texas in the amount of $1.560.38, representing payment in
full of lease bonus consideration (1/2 due the State of Texas) for the above mentioned Oil and
Gas Lease.

Titan Resources, L.P. Check No. 1879 made payable to the order of Commissioner of the
General Land Office of the State of Texas in the amount of $125.00, representing the required
processing and filing fee for handling this matter.

Please advise this office of the assigned Mineral Number for the enclosed lease when it has been processed and

duly filed in your

records. If additional information is required. please do not hesitate to contact the undersigned.

Thank you for your continued cooperation and courtesy in this matter.

/lgm/wh

Enclosures %/}

Very truly vours,

K ot

. Robert Read}
Landman

— /%6
—AYE A~

M_

500 W. Texas

« Suite 500 + Midland, Texas 79701 * Fax: (915) 687-0192 =« Office: (915) 682-6612
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ACQUISITIQN CHECKING
* EOI&MIgﬁ()NER OF THE GENERAL LAND OFFICE

898 001873

PARAGON#299:GL.O Filing & Processing Fees

Checking

TITAN RESOURCES, L.P.

GLO Filing and Processing Fees

Payment in full of the filing and
processing fees due the State

of Texas for Oil and Gas Lease dated
05/04/98 from the State of Texas by Agent,
John W. Layfield, and wife,

Sibyl Eaves Layfield, Lessors,

in favor of Clay Johnson, Lessee,
covering Section 5, S&E

the NW/4NW/4, S/2NE/4,

Block 58, PSL, Reeves

County, Texas.

98053828

125.00

)70

} 125.00

001873

ACQUISITIONGHESHIBRER OF THE GENERAL LAND OFFICE 6/8/98
PARAGON #299:GLO Filing & Processing Fees  Payment in full of the filing and 125.00
processing fees due the State
. oo of Texas for Oil and Gas Lease dated
L 05/04/98 from the State of Texas by Agent,
KITLN John W. Layfield, and wife,
se Sibyl Eaves Layfield, Lessors,
. in favor of Clay Johnson, Lessee,
e 9e covering Section 5, S&E
e the NW/4NW/4, S/2NE/4,
.:.a.E Block 58, PSL, Reeves
. County, Texas.
a®
. .
(L LR 4 __/_—/
48
YA~
Checking GLO Filing and Processing Fees 125.00
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ACQUISlTlggﬁDﬁ§§B§ER OF THE GENERAL LAND OFFICE 6/8/98

PARAGON #299:Lease Bonus
A -
Checking Lease Bonus

TITAN RESOURCES, L.P.

Payment in full of 1hé] asc,%onus
consideration due the State

of Texas for Oil and Gas Lease dated
05/04/98 from the State of Texas by Agent,
John W. Layfield, and wife,

Sibyl Eaves Layfield, Lessors,

in favor of Clay Johnson. Lessee,
covering Section 5, S&E

the NW/4ANW/4, S/2NE/4,

Block 58, PSL. Reeves

County, Texas.

38053823

ACQUISITISMUIMFSSBRER OF THE GENERAL LAND OFFICE 6/8/98

PARAGON #299:1.ease Bonus
. =
« 8 2
e oL
XL R
» [

Checking Lease Bonus

Payment in full of thé lc.asg.obonus
consideration due the State

of Texas for Oil and Gas Lease dated
05/04/98 from the State of Texas by Agent,
John W. Layfield, and wife,

Sibyl Eaves Layfield, Lessors,

in favor of Clay Johnson, Lessee,
covering Section 5, S&E

the NW/ANW/4, S/2NE/4,

Block 58, PSL, Reeves

County, Texas.

9 ¢ 87~

001880

1,560.38

e

>< 1.560.38
001880

1.560.38

1.560.38



PLEAUY NMLOWUIIvLD, L. ™

'?CQUIS'TISBI&%‘&&B&ER OF THE GENERAL LAND OFFICE 6/8/98
PARAGON #299:Lease Bonus ) Payment in full of the 1/2 of lease bonus
. 2 consideration due the State
< of Texas for Oil and Gas Lease dated

05/04/98 from the State of Texas by Agent,
Lillie Maec McAdams, Individually and
Independent Executrix of the Estate

of Victor J. McAdams, decd., Lessors,

in favor of Clay Johnson, Lessee,

covering Section 5, S&E the

NW/4ANW/4, S/2NE/4, Block 58,

PSL, Reeves County, Texas.

Checking Lease Bonus 9 8 O 5 3 8 9_ 7

TITAN RESOURCES, L.P.

ACQUISITIENANRSSIBRER OF THE GENERAL LAND OFFICE 6/8/98
PARAGON #299:1ease Bonus Payment in full of the 1/2 of lease bonus
consideration due the State
. of Texas for Oil and Gas Lease dated
:.:: 05/04/98 from the State of Texas by Agent,
B | Lillie Mae McAdams, Individually and
a Independent Executrix of the Estate
seew of Victor J. McAdams, decd., Lessors,
sese in favor of Clay Johnson, Lessee,
oo 3 covering Section 5, S&E the
s e NW/4NW/4, S/2NE/4, Block 58,
. PSL, Reeves County, Texas.
- e
oooo.

Checking Lease Bonus

001878

390.10

) 70

X 390.10

001878

390.10

390.10



PREAUY NMLOWU NI LT, L. ™

ACQUISITIgN CHECKI

NG
OMMISSIONER OF THE GENERAL LAND OFFICE 6/8/98

PARAGON #299:GLO Filing & Processing Fees

Checking

TITAN RESOURCES, L.P.

Payment in full of the filing and
processing fees due the State

of Texas for Oil and Gas Lease dated
05/04/98 from the State of Texas by Agent.
Lillie Mae McAdams. Individually and
Independent Executrix of the Estate

of Victor J. McAdams, decd., Lessors,
in favor of Clay Johnson, Lessee,
covering Section 5, S&E the
NW/4ANW/4, S/2NE/4, Block 58,

PSL. Reeves County. Texas.

38053826

GLO Filing and Processing Fees

ACQUISITICHTSSINRER OF THE GENERAL LAND OFFICE 6/8/98

PARAGON #299:GLO Filing & Processing Fees

Checking

Payment in full of the filing and
processing fees due the State

of Texas for Oil and Gas Lease dated
05/04/98 from the State of Texas by Agent,
Lillie Mae McAdams, Individually and
Independent Executrix of the Estate

of Victor J. McAdams, decd., Lessors,
in favor of Clay Johnson, Lessee,
covering Section 5, S&E the
NW/4ANW/4, S/2NE/4, Block 58,

PSL, Reeves County, Texas.

GLO Filing and Processing Fees

001877

125.00

A /70

X 125.00

001877

125.00

125.00
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FILE # 1609
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General Land OfMice
. Relinquishmat Act Lease Form
Revised, September 1997

PAID UP
OIL AND GAS LEASE
THIS AOREEMEN’T is made and entered Into this 4tD day or_MAY 19_98 , between the State of Texas, acting by and through its
agent, JOHN W, LA!SEELQ and wife SIEYL EAVES LAYFIELD
ﬂhr.'mp' wx'mnm sald agent

(Give Permanent Address

hereln referred 1o as the owner of the soll (whether one or more), and Y
203 W, Wall, gulte 800
Midland, TX 01

(Qive Permanent Address)

herelnafter called Lessee,

1. GRANTING CLAUSE. For and In consideration of the amounts stated below and of the covenants and sgreements to be pald, kept and performed by
Lessee under this lease, the State of Texas acting by and through the awner of the soll, hereby grants, leases and lets unto Lessee, for the gole and only purpose of
prospecting and drilling for and producing oll and gas, laying pipe lines, bullding tanks, storing oll and bullding power statlons, telephone lines and other structures
thereon, to produce, save, take care of, treat and transport sald products of the lease, the following lands situated in Resves County, State
of Texas, to-wit:

Scction 5, Save and Except the NW/4 NW/4, $/2 NEA of Section §, Block 58, PSL Survey. -
This is a PAID UP LEASE. Subject to the other provisions herein contained, this lease shall remain in force without rental payments
or further payments other than royaltics herein provided for a term of five (5) years from this date (called “primary term™), and so
long thereafter as oil or gas (cither or both) is produced from said land or land pooled therewith, or the lcase is otherwise maintained
as provided herein. The Depository Bank and amount listed in paragraph 3 below is in reference to the payment of minimum royalty
in accordance with paragraph 5 below.

Inl 520,13 acres, more or less. The bonus consideration paid for this lease Is as follows:

To the State of Texas; ONE THOUSAND FIVE HUNDRED SIXTY AND 38/100
Dollars (5 1,560,38 )

To the owner of the soll; ONE THOUSAND FIVE HUNDRED SIXTY AND 38/100
Dollars (S l . 55@;3_5__)

Total borus conslderation: RED AND 76/100
Dollars ($ 3,120,76 )

The total bonus consideration pald rep  bonus of_ FIFTY-FOUR AND NO/100
o Dollars ($ 54.00 ) peracre,on 57,792 net acres.
2. TERM. Subject to the other pmvlsiom In this lease, this lease shall be foratermof __five (5) years from this date

(herein called "primary term®) and as long thereafler as oil and gas, or either of them, Is produced In paying quantities from said land.
As used In this lease, the term *produced in paying quantities® means that the receipts from the sale or other authorized commerclal use of the substance(s) covered
exceed out of pocket operational expenses for the six months last past.

ms_mm bole Jd-dad B vy ihlae hahall aieatal and shall i Jasdd: L daferring
th : fl- T = :l.\-“l '": sald-date B - undesihl 2 ‘- I.rll bo-ln nl: foll 4 4 - g o
e e - Ty Y . e
To the owner of the soll; " TWENTY-EIGHT AND 89/100
Dollars (S 28.89
To the State of Texas: TWENTY-EIGHT AND 88/100
Dollars ($ 28 A8
Total Rental FIFTY-SEVEN AND 79/100
DO"II'! (s 521.79 )
In alike mumer-mlnpon like pay of tend ly, the of u well may be further deferred for successive periods of one (1) year each during
the primary term. All payments or tenders of rental to lhowmrol’lho soil may be made by check orll.h:dnﬂofl.mu.onnymlgnnormh Inu and may be
delivered on or before the rental paying date. If the bank designated In this paragraph (or Its successor bank) should ccase 1o exist, susp Idate, fall or

be succeeded by another bank, or for any reason fall or refuse to accept rental, Lesseo shall not be held In default for fallure to make such payments or tenders of
rental until thirty (30) days after the owner of the soll shall dellver to Lessee a proper recordable Instrument naming another bank as agent to recelve such payments
or lenders.

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




o B2 WY e iy f
BOUK e PAGE QUL

4, PRODUCTION ROYALTIES. Upon production of 0il and/or gas, Lessce agrees to pay or cause 1o be paid one-half (1/2) of the myahy
provided for in this lease to the Commissioner of the General Land Office orlhe State of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the owrer of
the soil:

(A) OIL, Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, distijlate, and other liquid hydrocarbons recovered from oil or gas run through a sey or other equip , as hereinafer provided, shall be

3/16 part of the gross productlon or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land OfTice, such value to be d ined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the gemml area where produced and when run, or 2) the highest market price thereof offered or paid in the
general area where produced and when run, or 3) the gross proceeds of the sale thercof, whichever is the greater. Lessee agrees that before any gas produced from the
leased premises is sold, used or processed In a plant, it will be run free of cost to the royalty owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquld hydrocarbons recoverable from the gas by such means will be recovered. The requirement that such gas be run
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe,

mn NON PROCESSED GAS. Royally on any gns (including Mared gas), which is defined as all hydrocarbons and gascous substances not defined
as oil in subpasagraph (A) above, produced from any well on said lm}{eleepl as provided hereln with respect (o gas processed In a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the g | aren where produced and when run, or the gross price paid or ofTered to the producer, whichever is the grenater; provided that the maximum pressure base
in mensuring the gas under this lease shall not at any time exceed 14.65 pounds per square Inch absolute, and the dard base temp shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Royle's Law, and for specific gravily according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing.

(%] PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soll or the Commissioner of the General Land Office. All royalties due hierein shall be based on one hundred percent (100%) of the total plant
production of residue gas atiributable 1o gas produced from this lease, and on fily percent (50%), or that percent accruing to Lessee, whichever is the greater, of the
total plant production of liquid hydrocarbons attributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or Its parent, subsidiary or afTiliate) owns an interest, then the pcmcnuge applicable to I|qu|d hydrocarbons shall be filty percent (50%) or
the highest percent accruing lo a third party processing gu through such plant under a pr 2 nt tiated at arm's length (or if there is no such third

party, the In],hcsl percent then being specified In or in the ludustry) whichever is the greater. The respective royalties on residue gas
and on lquid hyd bons shall be determined by 1) the Mglle!l mtket price paid or ofTered for any gas (or liquid hydroearbons) of comparable quality In the
general arca, or 2) the gross price paid or offered for such residue gas (or the welghted average gross selling price for the respective grades of liquid hydrocarbons),

whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or fi ed from gas (excepting liquid hydrocarbons)
whether said gas be “casinghead,” "dry,” or any other gas, by fractionating, burning or any other processing shall be /1‘6 part of the
gross production of such products, or the market value thereof, at the option of the owner of the soll or the Commissioner of the General Land OfTice, such market
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month in which such product Is produced, or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced; whichever is the greater,

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, If this lease Is maintained by production, the royaltics
paid urjder this lease in no event thlll be less than an amount equal to the total annual delay rental hereln provided; otherwise, there shall be due and payable on or
before the last day of the month lucceedln; the annlversary date of this lease a sum equal to the total annual rental less the amount of royalties paid during the

preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one
dollar (51.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time 1o time, the owner of the soil or the Commissioner
of the General Land Office may, at the optlon of either, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties
nccruing to such royalty owner under this lease be made in kind. The owner of the soll's or the Commissioner of the General Land Office's right (o take lis royalty In
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express or implied,
under this lease.

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

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

l PLANT FUEL AND RECYCLED QAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel used to
Juced h der In any pi g plant. Notwithstanding any other provision of this lease, and subject 1o the writlen consent of the owner of the soil
lnd the Curnmluloncr of the General Land Omu Lessee may recycle gas for gas lift purposes on the leased premises or for Injection Into any oll or gas producing
formation underlylng the leased premises afler the liqdid hydrocarbons contalned in the gas have been removed; no royalties shall be payable on the recycled gas
until it is produced and sold or used by Lessee in a manner which entitles the roysity owners to a royslly under this lease,

9. ROYALTY PAYMENTS AND REPORTS. All royalties not taken In kind shall be pald to the Commissioner of the General Land OfTice at Austin,
Texns, In the following manner:

Payment of royalty on production of oll and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil Is due
snd must be recelved in the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas is due and
must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production, accompanied by the afMidavit of the
owner, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office and showling the gross amount and disposition of
sll oil and gas produced and the market value of the oil and gas, together with a copy of all documents, records or reports confirming the gross production, disposition

N . TTue and correct
T copy of
Original filed in
Reeves County
Clerks Office
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wnd market value including gas meter readings, pipeline gas line ipts and other checks or memoranda of amount produced and put Into pipelines, tanks,
or poals and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be
accompanied by a check stub, schedule, y or other i advice showing by the assigned General Land Ofice lease number the amount of royalty being
paid on each lease. If Lessce pays his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or
$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greater
In addition to a penalty, royaltics shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue
Allidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
efective on the date when the afTidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royaltics to be paid as
prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State’s right of forfeiture as provided by law
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the Siate's portion of
the royalty or to that portion of the royalty in disputc as to fair market value

10, (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish the Commissioner of the General Land Oflice with
its best possible estimate of oil and gas reserves underlying this lease or allocable to this lease and shall fumish said Commissioner with copies of all contracts under
which gas is sold or pr d and all subseq agr and dments to such contracts within thirty (30) days after entering into or making such contracts,

or i Such contracts and sgreements when received by the General Land Office shall be held in confidence by the General Land OfTice unless
niherwue suthorized by Lessce. All other s and 4 ining to the production, transportation, sale and marketing of the oil and gas produced on said
premises, including the books and accounts, receipts and dlschuges of all wulls llnks. pools, meters, and pipelines shall at all times be subject to inspection and
examination by the Commissioner of the General Land Office, the Attorney General, the Govemor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS, Written notice of all operations on this lease shall be submitted to the Commissioner of the General
Land Office by Lessee or operator five (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such
wrillen notice 1o the General Land OfTice 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 Ofice at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submitted to the Texas Railroad Commission or any other governmental
agency shall include the word "State® in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying wells, tank t ies or other iated improvements to the land must also include the word "State.” Lessee shall supply the General Land Office with
any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the lbova-delaibcd 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 ivity survey made on the
bore-hole section, from the base of the surface casing 1o 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 efTective on the date when the materials were due in the General
Land Oflice.

1. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of vil 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 con 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

pleted and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and efTect without further operations
untll the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
primary term hereof, Lessee may resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the
expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to make such payment, this lease shall ipso facto

1 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.

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

13. CESSATION, DRILLING, AND REWORKING. If, afler the expiration of the primary term, production of oil or gas from the leased premises, aller
once obtained, should cease from any cause, this lease shall not i if Lessee dditional drilling or reworking operations within sixty (60) days
after such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in workmanlike manner without
interruptions totaling more than sixty (60) days. 1fsuch drilling or reworking operations result in the production of oil or gas, the lcase shall remain in full force and
ellect for so long as oil or gas is produced from the lcased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory
royalties is made as provided hercin or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days afler the completion of the well as a dry hole, and this lease
shall remain in efTect so long as Lessee continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more
than sixty (60) days. Lessee shall give written notice to the General Land Office within thirty (30) days of any cessation of production.

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

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shul-in oil or gas royalty, oil or gas is sold and
delivered in paying quantities l':am 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 drai is the right to i to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain efTective
for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more successive years by Lessee paying compensatory
royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1,000) feet of the leased premises. The r y royally Is to be paid monthly, one-half (172) to the Commissloner of the
General Land Office and one-hall (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas Is
produced from the well causing the drainage or that is completed in the same producing reservoir and | d within one th d (1.000) feet of the leased premises.
If the compensatory royalty paid in any 12-month period Is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an amount equal 1o the

difTerence within thirty (30) days from the end of the 12-month period. Comy y royalty pay which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relieve Lessee of the obligation of ble devel nor the obligation to drill offset
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the C issi and with the Commissioner's written spproval, the

payment of compensatory royaltics can satisfy the obligation to drill ofTset wells,

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has
been completed on the leased premises, Lessee shall exercise the diligence of a reasonably prudent operator in drilling such sdditional 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 efTect two (2) years after the expiration date of the primary or extended term it shall then terminate
as 1o all of the lcascd premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying q ities and 320 ac:es surrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereol), or a well upon which Lessee is then engaged in
continuous drilling or reworking operations, or (2) the ber of acres included in a producing pooled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be all d for production purp toap ion unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. If at any time after the efTective
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
thereafler allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for
production purposes. Notwithstanding the termination of this lease as (o a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragraph 1 hereof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof ("the retained lands®), for access to and from the
retained lands and for the gathering or transportation of vil, gas and other minerals produced from the retained lands.
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(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 thereol, or such other shape as may be approved by the Commissioner ol‘lhe General Land Office. Within thinty (30) days afler partial
termination of this lease as provided herein, Lessee shall execute and record a release or rel g 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 Gcncul Land Office, accompanied by the filing fee prescribed
by the General Land Office rules in efTect on the date the release s filed. If Lessee fails or refuses to execute and record such release or releases within ninety (90)
days aller 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 OfMice and such designation shall be binding upon Lessee for all purposes.

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to he paid, under this lease shall relieve Lessee of his obligation to protect
the oil and gas under the above-described land from being drained. Lessee, sublessee, receiver or other agent in control of the leased premises shall drill as many
wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of oil and gas from the leased premises. In
addition, if oil and/or gas should be produced in cial ities within 1,000 feet of the leased premises, or in any case where the leased premises is being

q

drained by production of oil or gas, the Lessee, sublessee, receiver or other agent in control of the leased premises shall in good faith begin the drilling of a well or
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing
in commerclal quantities and shall prosecute such drilling with diligence. Failure to satisfy the statutory ofTset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upon the d ination of the C issi of the General Land OfTice and with his written lppmvnl may the payment of
compensatory royalty under app Y P 3 satisfy the obligation to drill an ofTset well or wells required under this paragrap

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

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

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the above
described lund, whetlicr or not Lessce's Interest is specificd herein, then the royalties and rental herein provided to be paid to the owner of the soil shall be paid to him
in the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to the Commissioner of the
General Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessce adjusts the royalty or rental duc to the Commissioner of
the General Land Office, Lessce or his suthorized representative must submit to the Commissioner of the General Land Office a written statement which explains the
discrepancy between the interest purponiedly leased under this lease and the actual interest owned by the owner of the soil. The Commissioner of the General Land
Offfice sh.ll be paid the value of the whole production allocable to any undivided interest not covered by a lease, less the proportionate development and production
cost allocable to such undivided interest. However, in no event shall the Commissioner of the General Land Office receive as a royalty on the gross production
ullocable to the undivided interest not leased an amount less than the value of one-sixtcenth (1/16) of such gross production.

(B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundarics
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Natural Resources Code Sections 52.151-52.154, or
if, at any time afler 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 h der shall be reduced nccording to the ber 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 off a pooled unit, or, if afler the expiration of the primary term, the number of acres actually retained and covered by this lease.

. USE OF WATER. Lessec shall have the right to use water produced on sald land necessary for operations under this lease except water from wells or

lanks of me owner of the soil; provided, however, Lessce shall not use potable water or waler suitable for livestock or irrigation purp for P
without the prior consent of the owner of the soll.

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

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

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

25. POLLUTION. In developing this arca, Lessce shall use the highest degree of care and all proper safeguards to p llution. Without limiting the
foregoing, pollution of eo-sul wetlands, natural waterways, rivers and impounded water shall be prevented by the use nl’:onuinmcm I"u:llllliea sufTicient to prevent

spillage, seepage or g d water 4 hvd 5

inati In the event of pollution, Lessee shall use all means at its disposal to P all ped hy or other
pollutant and shall be responsible for all damage to public and private propertics. Lessce shall build and maintain fences around its slush, sump, and drainage pits
and tank balteries so as to protect livestock against loss, damage or injury; and upon pletion or aband of any well or wells, Lessee shall fill and level all
slush pits and cellars and completely clean up the drilling site of all rubbish thereon, Lessee shall, while conducting operations on the leased premises, keep said
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its-original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessce shall have the right to remove machinery and fixtures placed by
Lessce on the leased premises, Including the right 1o draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
lease unless the owner of the soil grants Lessee an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing oil
and gas in paying quantities. Additionally, Lessce may not draw and remove casing until after thirty (30) days writien notice to the Commissioner of the General
.and Office and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not limely removed by | essee

under the terms of this paragraph,

27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights ard estates of cither party to this
lease may be assigned, in whole or In pan, and the provisions of this lease shall extend 1o and be binding upon their heirs, devisces, icgal representatives, successors
wil wssigns. However, 4 change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lesscc, diminish the rights, privileges
und estates of Lessce, impalr the cllectiveness ol my payment inade by Lessee or lmpair the ellectiveness of any act performed by Lessee. And no change or
division in ownership of the land, rentals, or royalties shall bind |.essee for any purpose uniil thirty (30) days after the owner of the soil (or his heirs, devisees, legal

atives or assigns) fumishes the Lessce with satisfactory writien evidence of the change in ownership, including the original recorded munimenis of title (or a
ccnmcd copy of such original) when the ownership changed becsuse of a conveyance. A total or partial assignment of this lcase shall, to the extent of the interest
assigned, relieve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and
option to pay rentals shall be apportioned as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignee does not file 8
centified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due
under Paragraph 3. Every assignee shall succeed 1o all rights and be subject to all obligations, liabilitics, and penaltics owed to the State by the original lessec or any

prior assignec of the lease, including any liabilities to the State for unpald royalties.

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of the soil acquires this lease In whole or in part by
assignment without the prior written nppmvnl of the Commissioner of the General Land Office, this lease is void as of the time of assignment and the agency power
of the owner may be forfeited by the C Issi An assigl twill be treated as if it were made to the owner of the soil if the assignee Is:

(1) anominee of the owner of the soil; I
(2) a corporation or subsidiary in which the owner of the soil Is a principal stockholder or is an employee of such a corporation or subsidiary; |

(3) a pastnership in which the awner of the soil Is a partner or is an employce of such a partnership; |
(4) a principal stockholder or employee of the corporation which is the owner of the soil; |
(5) a partner or employee in a pannership which s the owner of the soil; |
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(6) a liduciary for the owner of the soil; including but not limited 1o a guardian, trustee, executor, adininistrator, receiver, or conservator for the

owner of the soil; or ’

(7) afamily member of the owner of the soil or related Io the owner of the soil by marriage, blood, or adoption

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessee may at any time execute and deliver to the owner of the soil

and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion or portions, and be
relieved of all subsequent obligations as to ge surrendered. 1T any part of this lease is-properly surrendered, the delay rental due under this lease shall be reduced
by the proportion that the surrendered acreage bears to the acreage which was covered by this lease immediately prior to such surrender; however, such release will
not relieve Lessee of any liabilities which may have accrued under this lease prior to the surrender of such acreage.

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

‘ a

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

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

32, FORFEITURE. If Lessee shall fall or refuse to make the payment of any sum within thinty days alter it becomes due, or i Lessce or nn muthorizred
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 regulati dopted by the C issi 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 OfTice, the School Land Board, or the Railroad Commission, or if
Lessee should refuse the proper asuthority access to the records pertaining to operations, or if Lessec or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fall or refuse to furnish the General Land Office a correct log of any well, or I Lessee shall knowingly
violate any of the material provisions of this lease, or il this lease is assigned and the assig 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 sufTiciently informed of the facts which authorize a
forfeiture, and when forfeited the area shall again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by operation of Iaw or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this
lease and all rights thereunder reinstated before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of finture
compliance with the provisions of the law and of this lease and the rules and regulations that may be adoplted relative hereto.

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a fiest lien upon all oil and gas produced from the area covered
by this lease Lo secure payment ol all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an express contractual lien on and security
interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale of such leased minerals, whether such
proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or processing of
such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or
loss that Lessor may sufTer 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 1, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the
C issi may require Lessee to and record such instr as may be bly necessary to acknowledge. attach or perfect this lien. Lessee hereby
represents that there are no prior or superior liens arising from and relating to Lessee’s activities upon the above-described property or from Lessee's acquisition of
this lease. Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this lease forfeited as provided
herein.

34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leaschold
or mineral interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under lhls lease pursuant to Texas Natural Resources
Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the ¢ qui stated in Texas Natural
Resources Code 52.152.

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, pariners, agents,
contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by the
activities of Lessee, Its officers, empioyees, and agents arising out of, Incidental to, or resulting from, the operations of or for Lessee on the leased premises
hereunder, or that may arise out of or be occasloned by Lessee's breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable
act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including attomeys® fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with any and all
environmental laws; those arising from or in any way related to Lessec's operations or any other of Lessee’s activitics on the leased premises; those arising from
Lessee's use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee, its directors, officers, employees, pariners, agents, contractors, subcontractors, guests, invitees, and their respective
successors and assigns. Each nssignee of this Agreement, or an interest therein, agrees to be linble for, exonerate, indemnify, defend and hold harmless the State of
‘Texns and the owner of the soil, their ofTicers, employees, and sgents in the same manner provided above in connection with the activities of Lessee, its ofTicers,
employees, and agents as described sbove. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
ANDVOR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETIHER SUCIH NEGLIGENCE BE SOLE, JOINT,
CONCURRENT, ACTIVE, OR PASSIVE.
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36. ENVIRONMENTAL HA.ZARDS Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or pollution of

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

37. APPLICABLE LAW. This lcase is Issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, ly known as the
Relinquishment Act, and other applicable statutes and amendments thereto, and If any provision in this lease does not conform to these statutes, the statutes will
prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Léssee before it is filed of record in the county records and in the
General Land Ofice of the State of Texas. Once the filing requirements found In Paragraph 39 of this lease have been satisficd, the effective date of this lease shall
be the date found on Page |.

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

Uy Toysn

LESSEE i
= BY: Clay Johnson

TITLE:

DATE: 520 (/)j

STATE OF TEXAS

HATZZV( ﬂ‘m

In ly and as qcnilgr the State of Fexas

BY:
Individually and as sgent for the State of Texas

Date:

STATE OF TEXAS

BY:
Individually and as agent for the State of Texas

Sibyl Eaw fiel
Date; Dmy = /&i}?y

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




(CORPORATION AL .NOWLEDGMENT)

W, ar d Al it

of

COUNTY OF,

STATE OF M

BEFORE ME, the undersigned authority, on this day personally

ans-
known to me 1o be the persomsWhose mmih subscribed to the for€going instrument, as

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 , 19

Notary Public in and for

STATE OF g (CORPORATION ACKNOWLEDGMENT) ‘
COUNTY OF

BEFORE ME, the undersigned suthority, on this day p Ily sppeared
known to me to be the person whose name is subscribed to the foregoing | as of

and acknowledged to m~ "hat 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 scal of office this the day of , 19

Notary Public in and for

STATE OF TEXAS

MIDLAND

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF,

Before me, the undersigned authority, on this day p Clay Johnson

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,

Given under my hand and seal of ofice this the ZQ 1 day of m % : 19_98 :

MONICA MARLOWE
Texas

1 4
ly app

NOTARY PUBLIC
Stats of Texas
Comm. Exp. 10-30-89

Notary Public in and for

STATE OF (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF

Before me, the undersigned authority, on this day personally appeared John W. Layfield and wife,

Sihyl Faves Tayfield
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.
/LIL day of M .19 98
Notary Public in and for \5j)1£"’ a"é 2 /

Given under my hand and seal of office this the

SHARON CRAWFORD
Notary Public
STATE OF TEXAS

My Comrm Sxp. 050472001
YRR IR R R E T ERERRERERY

I—————_.

True and Correct

copy of

Original filed in
Reeves County

Clerks Office
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
MAY 4, 1998, BY AND BETWEEN JOHN W. LAYFIELD AND WIFE, SIBYL EAVES LAYFIELD,
AS LESSORS, AND CLAY JOHNSON, AS LESSEE, AND COVERING SECTION 5, S&E NW/4
NW/4, §/2 NE/4, BLOCK 58, PSL SURVEY, REEVES COUNTY, TEXAS

If, at the expiration of the primary term hereof, this lease is being held by production or a shut-in
well pursuant to the terms hereof, or Lessee is then engaged in operations on said land or on lands pooled
therewith, or Lessee has completed a well as a dry hole or shall have commenced a well within 180 days
prior to the expiration of the primary term hereof, Lessee agrees to commence a continuous drilling
program on said lands, or on lands pooled therewith, within 180 days after the end of the primary term
hereof or within 180 days after the completion of drilling operations being conducted on said land, or lands
pooled therewith, at the end of the primary term hereof, whichever is the later date; and thereafter carry on
the continuous drilling program until all proration units have been drilled, allowing not more than 180 days
to elapse between the completion of one well and the commencement of the next succeeding well. Should
Lessee fail to commence the continuous drilling program or subsequently default in the performance
thereof, then in either event, this lease shall terminate as to all lands covered hereby, save and except for the
proration units surrounding each well then producing, capable of producing or upon which operations are
being conducted. The term "proration unit" as used in this paragraph means any acreage designated as a
drilling unit or production unit in accordance with the rules of the Railroad Commission of the State of
Texas. Further, the term "commencement” shall mean that point in time when the pertinent well is spudded
and the term "completion” shall mean the date upon which the initial potential test report is filed with the
Railroad Commission of the State of Texas, if a productive well, or the date of filing the plugging report
with the commission, if a dry hole. Notwithstanding the termination of this lease as to a portion of the
lands covered hereby, Lessee shall nevertheless continue to have the right of ingress to and egress from said
land still subject to this lease for purposes described in paragraph 1 hereof, together with easements and
rights of way for roads, pipelines and other facilitics on, over and across all of the lands still subject to this
lease and for the gathering or transportation of oil and gas produced from the retained lands. The sole
liability or penalty for the failure of Lessee to drill any well or wells required or permitted in this lease shall
be the termination or partial termination of Lessee's rights under the lease as provided above.

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time, if
any, saved between wells, beginning with the second well under this continuous drilling program. If one
well is commenced sooner than 180 days after the completion of the last preceding well, the portion of the
prescribed 180 day period not used may be carried forward and added to the period between subsequent
wells.

ohn W. Layfield

0

Bt Ky et

Sibyl Eayg# Layfield / &’

—-— e

ARY PROVISION HEREIN WHICH RESTRICTS THE SALE, RENTAL,

OR USE OF THE DESCRIBED PEA! PROPERTY QECAUSE OF COLOR

sad

FILE No._ 1609 = _ CE RACE 15 INVALID AND UNSNFOACEASLE LHDER FEDLSAL
LI A d
FILED FOR RECORD ON THE 9TH. DAY OF JUNE A.D. 1998 AT10:24 A M
DULY RECORDED ON THE 10TH. DAY OF - JUNE A.D. 1998 AT2:00 P M
BY:@ 12000 /)ﬂfgﬁl DEPUTY DIANNE 0, FLOREZ, COUNTY CLERK '
‘ ' REEVES COUNTY, TEXAS
CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS Lo g ; . : a
COUNTY OF REEVES L : ol ‘3 .
The above and foregoing is a full, true and correct photographic copy of the
original record now in my lawful custody and possession, as the same,is
filed/recorded in the public records of my office, found in VOLS & )
PAGE\‘iQ..L THAU »5/.3 True and Correct
; , | hereby certified on WY i’d = copy Of
% DIANNE Q. FLOREZ, COUNTY CLERK Original filed in
REEVES COUNTY, TEXAS Reeves County
Clerks Office

BY / —
DEPUTY
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kSee Exglibit "A" attached for Pd-Up Delay

General Land Office
Relinquishmnt Act Lease Form
Revised, September 1997

Paid-Up
OLL AND GAS LEASE

THIS AGREEMENT is made and entered into this_23_day of OCtOberis 98 .wusmofTem.n&n;bymdmmiu

agent,_Bill Whiteacre, dealing in his sole and separate property
of 513 Easy Street, Sherman, TX 75002

— said
(Give Permanent —
herein referred to as the owner of the soil (whether one or more), and CLAY JOHNSON
203 W..Wall, suite 800 X3k
Midland, TX 79701
(Give Permanent Address)

hereinafier called Lessee.

1. GRANTING CLAUSE. Formdinmid:raﬁonofﬂnmnudhbwmdofﬂzmﬂwcbbepﬁd.kmndm@by
Lessee under this lease, the State of Texas acting by and through the owner of the soil, bereby grants, leases and lets unto Lessee, for the sole and oaly purpose of
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telepbone lines and other structures
ll;_ﬂfrrw&mm“.mnkcmo(uumdmspmsﬁdpmdmofmelmmlbnowinglmdssimaedin_ Reeves —__County, State
of Texas, to-wit: 2

All of Section 5, save and except the NW/4 NW/4, S/2 NE/4 of

Section 5, Block 58, Public School Land Survey

containing__ 920.13 acres, more or less. The bonus consideration paid for this lease is as follows:

TotheState of Texas: One Thousand Forty and 26/100=-———————c e mm e -
Dollars (3 1,040.26 ) '

To the owner of the soil:_One Thousand Forty and 26/100-------————c—emmmeee—————
Dollars (3 1.040.26 )

Total bonus consideration: TWO Thousand Eighty and 52/100--—=—————— e
Dollars (S 2.080.52 ) ‘
The total bonus consideration paid represents a bonus of Fifty Four and 00/100 —————————————————
Dollars ($ 24.00 ) peracre,on _38 . D 3 net acres.
2 TERM. Subject to the other provisions in this lease, this lease shall be for a term of five (5) years fom thisdae

(herein called "primary term™) and as long thereafter as oil and gas, or either of them, is produced in paying quantities from said land.
As used in this lease, the term "produced in paying quantities® means that the receipts from the sale or other authorized commercial use of the substancs(s) covered
exceed out of pocket operational expenses for the six months last past.

Rental Provision shown as Paragraph #40.

Wmuivem date Leszee shall pay or tender to the owner of the soil or to his credit in
" the

Hank,
ar ) , or its successors (which shall continue as the depository regardless o ges in the ownership of
said land), the amount speci ow; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL FFICE OF THE STATE OF

TEXAS, AT AUSTIN, TEXAS, a like shall cover the privilege of deferring

or before said date. Payments under this paragraph shall operate as a
the commencement of a well for one (1) year i i :

d date. Payments under this paragraph shall be in the follo

To the owner of the soil:
Dollars (S i e )
To the State of Texas: =il
Dollars (S e i = )
Total Rental: / S
Dollars (S

In a like manner and upon like payme

be succeeded b

frue and Correct

N copy of
?ﬂr Qriginal filed in

Reeves County
Clerks Office



X 4. PRODUCTION ROYALTIES. Upen production of oil and/or gas, Lessee azrv:es to pay or causc to be paid one-half (1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the ownerof

the soil:

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also 25 al]

condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hercinafter provided, shall be
3/16 part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land Office, such value to be determined by l)zheh.ighes:posudpﬁac.pluspmnimifmy.oﬂercdapddforon.wndmsmdisdnm.ommnuquu
hyd.rmrbons.mpw&vdy,ohlike!ypemdmiryinzhe;cn.:nlmwhucpmduwdmdwbnmwnmehigh&mutupduﬂmmfowwpﬁdhmg
general area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the
lmcdpmisesissold,nsedorpwmdh;plam.hwﬂlhenmﬁuormmdmemwrymthmushmadeqnmoilmdwwofmmﬁmﬂmw
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recoversd. The requirement that such gas be run
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (ex as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/1 part of the gross production or the market value thereof, at the option of the

owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolutz, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, comrection to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing.

(o] PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residuc gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lesses, whichever is the greater, of the
total plant production of liquid hydrocarbons attributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a processing agreement negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area, or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
:‘hichever 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

en processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons)
whether said gas be "casinghead,” *dry,” or any other gas, by fractionating, burning or any other processing shall be 37 102 partof the
gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such market
value to be determined as follows: 1) on the basis of the highest markst price of each product for the same month in which such product is produced, or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced; whichever is the greater.

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or
before the last day of the month succeeding the anniversary date of this lease a sum cqual to the total annual rental less the amount of royalties paid during the
preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one

dollar ($1.00) per acre.

6. ROYALTY [N KIND. Notwithstanding any other provisioa in this lease, at any time or from time to time, the owner of the soil or the Commissioner
of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties
accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office's right to take its royalty in
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee’s obligations, whether express or implied.

under this lease.

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the cost of
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other products :
hereunder ready for sale or use. Lessec agrees to compute and pay royalties on the gross value received, including any reimbursements for severance taxes and
production related costs.

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

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

Payment of royalty on production of oil and gas shall be as provided in the rules st forth in the Texas Register. Rules currently provide that royalty on il is due
and must be reczived in the General Land Offics on or before the Sth day of the second month succesding the month of production, and royalty on gas is due_and
must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production, accompanied by the affidavit of the

owmer, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office and showing the gross amount and dispf:sitiqn_ of
Ejoduction. disposition

all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, records or reports confirming the gross
P frue and Correct
(TGN copy of

| af\) Original filed in
\>=%/ Reeves County
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and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines, tanks,
or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be
mommiedbylmnksmmddqmmwmmﬂmmﬁuﬂnﬁngwmwpdmlmdomulmcumbamemmofmyﬂ:ybﬁu
paid on each lease. If Lessee pays his royalty on or before thirty (30) days after the royalty paymeat 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 accruc a penalty of 10% of the royalty due or $25.00 whichever is greater,
In addition to a penalty, royalties shall accruc interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue.
AfTidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as
prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State’s right of forfeiture as provided by law
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the State’s portion of
the royalty or to that portion of the royalty in dispute as to fair market value. < .

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

(B) PERMITS, DRILLING RECORDS. Written notice of all operations oa this lease shall be submitted to the Commissioner of the General
Land Office by Lessee or operator five (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office ui the time they arc filed with the Texas Railroad Commission. Al applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submitted to the Texas Railroad Commission or any other govemmental
agency shall include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying wells, tank batteries or other associated improvements to the land must also include the word "State.” Lessee shall supply the Geaeral 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 cach well to the General Land Office within fifteen (15) days after the making of said survey.

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thercon, or if during the primary term hereof and after the discovery and actual production of cil or
gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lessee commences additional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without further operations
until the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
primary term hereof, Lessce may resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the
expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to make such payment, this lease shall ipso facto
terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, payments may be made in

accordance with the shut-in provisions hereof.

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

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantitics. If Paragraph 3 of this lease does not specify a delay rental
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar (§1.00) per acre. To be effective, cach initial shut-in oil or gas royalty
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must be paidonorbe.fore:(l)thee:pimionofmcprinmymn.Q)Wdaysanamel.aseeeussmpmduu:oil or gas from the leased premises, or (3) 60 days
after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2)
to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month
following the month in which production ceased, and, after that, if no suitable production facilities or svitable market for the oil or gas exists, Lessee may extend the
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

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

payment of compensatory royaltics can satisfy the obligation to drill offset wells.

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

(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 1o all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lessee is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pooled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. If at 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 thercupon terminate as to all acreage not thereafter allocated to said well or wells for
production purposes. Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragraph 1 hereof, together with casements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph 1 hereof ("the retained lands"), for access to and from the

retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.

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

General Land Office and such designation shall be binding upon Lessee for all purposes.

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

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

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

rental and royalties due the owner of the soil.

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

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

21. USE OF WATER. Lessce shall have the right to use water produced on said land necessary for operations under this lease except water from wells or
tanks of the owner of the soil; provided, however, Leszee shall not use potable water or water suitable for livestock or irrigation purposes for waterflood operations

without the prior consent of the owner of the soil.

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

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

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

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the
forcgoing, 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 watsr contamination. In the event of pollution, Lessce shall use all means at its disposal to recapture all escaped hydrocarbons or other
pollutant and shall be responsible for all damage to public and private properties.. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank batteries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all
slush pits and cellars and completely clean up the drilling site of all rubbish thercon. Lessce shall, while conducting operations on the leased premises, keep said
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

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

under the terms of this paragraph.

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

prior assignee of the lease, including any liabilities to the State for unpaid royalties.

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of the soil acquires this lease in whole or in part by
assignment without the prior written approval of the Commissioner of the General Land Office, this lease is void as of the time of assignment and the agency power

of the owner may be forfeited by the Commissioner. An assignment will be treated as if it were made to the owner of the soil if the assignee is:

(1) anominee of the owner of the soil; )
(2) acorporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsidiary;

(3) a partnership in which the owner of the soil is a partner or is an employee of such a partnership;

(4) a principal stockholder or employee of the corporation which is the owner of the soil;

(5) a partner or employee in a partnership which is the owner of the soil; _
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, administrator, receiver, or conservator for the
owner of the soil; or
(7) afamily member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessce may at any time exccute and deliver to the owner of the soil
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion or portions, and be
relieved of all subsequent obligations as to acreage surrendered. If any part of this lease is property surrendercd, the delay rental due under this lease shall be reduced
by the proportion that the surrendered acreage bears to the acreage which was covered by this lease immediately prior to such surrender; however, such release will

not relieve Lessee of any liabilities which may have accrued under this lease prior to the surrender of such acreage.

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

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

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

interests.

32. FORFEITURE. lt‘i.meshallfailormﬁuctom:kc!heptymemormymwilhhthiﬂydmaﬁﬂhbecnmdue.orifl.eseeonnnuthorized

agent should knowingly make any false return or false report conceming production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good
faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Office, the School Land Board, or the Railroad Commission, or if
Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to fumish 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 arca shall again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this
lease and all rights thereunder reinstated before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of future
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

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

34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leaschold
or mineral interest for the exploration, development and production of oil or gas or cither of them upon the same terms as shall be approved by the School Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources
Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
Resources Code 52.152.

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partmers, agents,
contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by the
activities of Lessee, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises
hereunder, or that may arise out of or be occasioncd by Lessee's breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable
act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including attorneys’ fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee's failure to comply with any and all
environmental laws; those arising from or in any way related to Lessee's operations or any other of Lessee’s activities on the leased premises; those arising from
Lessee’s use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee, its directors, officers, employees, parmers, agents, contractors, subcontractors, guests, invitees, and their respective
successors and assigns. Each assignee of this Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of
Texas and the owner of the soil, their officers, employees. and agents in the same manner provided above in connection with the activities of Lessee, its officers,
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,
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36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or pollution of
any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other eavironmental medium -
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term “Hazardous
Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic
substances under any federal, state, or local law or regulation (“Hazardous Materials™), except ordinary products commonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES,
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS® FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF MmaA
VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE’S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52.171 through 52.190: commonly known as the
Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conform to these starutes, the statutes will
prevail over any nonconforming lease provisions. ‘

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the
General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this lease shall

be the date found on Page 1.

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

Dot/
LESSEE °~ / / /7
BY: CLAY JOHNSON

57

STATE OF TEXAS STATE OF TEXAS

sy Bl %dﬂwb BY:

Individually and as agent for the State of Texas R 11 Whiteacre Individually and as agent for the State of Texas

c
dealing in his sole and separate property
Dae:V {0 [30 ?3 Date:
ss#\/%

STATE OF TEXAS STATE OF TEXAS

BY:
Individually and as agent for the State of Texas

BY:
Individually and as agent for the State of Texas

Date:

Date:

=N

I

5L

:._T- &N\
7 )+

rrue and Correct
copy of

Original filed in

Reeves County

Clerks Qitice



STATE OF (CORPORATION ACKNOWLEDGMENT)

COUNTY OF

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

known to me to be the person whose name is subseribed to the fo:;ego!ng instrument, as of

and acknowledged 1o me that he executed the same :
for the purposes and consideration therein expressed, in the capacity stated, and as the act and deed of s3id corporation.

Given under my hand and seal of office this the day of ;19 .
i Notary Public in and for
STATEOF _TEXAS : (EERPORATION ACKNOWLEDGMENT)
INDIVIDUAL

COUNTY OF_GRAYSON

Bill Whiteacre, dealing in his
sole and separate property

known to me to be the person whose name is subscribed to the foregoing instrument, Bmm%mmk

AXXXXXX XXX XXX XXX XXX XXX XXX XX XX XX XX Xand acknowledged to me that he executed the same
for the purposes and consideration thersin expressed, in the capacity stated, and as the act and deed of said corporation.

S
Gives ndis my ond id sl G ollion Whia e iy of OC)(O\HA 1998

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

’\lotary Public
ATE OF TEXAS

STATE OF __|€)(0L5 \ ' 'ﬁ'f ??: nquwu,.,x

COUNTY OF G‘Y&u SUny

Before me, the undersigned authority, on this day pePyagally Bill Whiteacre, dealing in
his sole g separate property
known to me to be the persons whose names are subscribed to the foregoifginstrument, and acknowledged to me that they exescuted the same for the purposes and
consideration therein expressed.

Given under my hand and seal of office this the day of ;19

Notary Public ;mm\
™~

STATE OF TEXAS (INDIVIDUAL ACKNOWLEDGMENT)

COUNTYOF___MIDLAND

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

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

Given under my hand and seal of office this the q day of L]D VW 5 19 q 9 -
Notary Public in and for T:MO

e S Sl

MONICA MARLOWE §
NOTARY PUBLIC §
State of Texas  §
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
OCTOBER 23, 1998, BY AND BETWEEN BILL WHITEACRE, AS LESSOR, AND CLAY
JOHNSON, AS LESSEE, AND COVERING ALL OF SECTION 5, SAVE AND EXCEPT THE NW/4
NW/4, S/2 NE/4 OF SECTION 5, BLOCK 58, PUBLIC SCHOOL LAND SURVEY, REEVES
COUNTY, TEXAS.

40. Notwithstanding anything to the contrary indicated in Paragraph Three (3) herein this Lease for
all purposes shall be considered a fully Paid-Up Oil & Gas Lease. Said Delay Rentals have been paid in
full with the Bonus Consideration tendered herein. Delay Rental payment was based on a $1.00 per net
mineral acre per year for Four (4) Years. Concluding a $4.00 per acre Pd-Up Rental Payment was made
in advance for the Four (4) Year Period on the net mineral acres indicated in this Lease.

41. If, at the expiration of the primary term hereof, this lease is being held by production or a shut-in
well pursuant to the terms hereof, or Lessee is then engaged in operations on said land or on lands pooled
therewith, or Lessee has completed a well as a dry hole or shall have commenced a well within 180 days
prior to the expiration of the primary term hereof, Lessee agrees to commence a continuous drilling
program on said lands, or on lands pooled therewith, within 180 days after the end of the primary term
hereof or within 180 days after the completion of drilling operations being conducted on said land, or
lands pooled therewith, at the end of the primary term hereof, whichever is the later date; and thereafter
carry on the continuous drilling program until all proration units have been drilled, allowing not more
than 180 days to elapse between the completion of one well and the commencement of the next
succeeding well. Should Lessee fail to commence the continuous drilling program or subsequently default
in the performance thereof, then in either event, this lease shall terminate as to all lands covered hereby,
save and except for the proration units surrounding each well then producing, capable of producing or
upon which operations are being conducted. The term "proration unit" as used in this paragraph means
any acreage designated as a drilling unit or production unit in accordance with the rules of the Railroad
Commission of the State of Texas. Further, the term "commencement" shall mean that point in time when
the pertinent well is spudded and the term "completion" shall mean the date upon which the initial
potential test report is filed with the-Railroad Commission of the State of Texas, if a productive well, or
the date of filing the plugging report with the commission, if a dry hole. Notwithstanding the termination
of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the
right of ingress to and egress from said land still subject to this lease for purposes described in paragraph
1 hereof, together with easements and rights of way for roads, pipelines and other facilities on, over and
across all of the lands still subject to this lease and for the gathering or transportation of oil and gas
produced from the retained lands. The sole liability or penalty for the failure of Lessee to drill any well or
wells required or permitted in this lease shall be the termination or partial termination of Lessee's rights
under the lease as provided above.

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,
if any, saved between wells, beginning with the second well under this continuous drilling program. If
one well is commenced sooner than 180 days after the completion of the last preceding well, the portion

of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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FILE NO. 1605

General Land OfMce
Relinquishmnt Act Lease Form
Revised, September 1997

PAID UP
OIL AND GAS LEASE
THIS AGREEMENT Is made and d into this 4th dayor_ May 1998 b the State of Texas, acting by and through Its
agent, EDNA MARY MCADAMS, a wi
I, — - sald ngent

(Qive Permanent Address)

hereln ul‘cmd 10 a3 the owner of the soll (whether one or more), and CLAY JOHNSON
203 ~Suite 800
< Midland, TX 79701

(Give Permanent Address)

hereinafier called Lessee.
. » - g
Y g . - I. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements to be paid, kept and performed by
o » e o-cosce under this lease, the State of Texas acting by and through the owner of the soil, hereby grants, leases and lets unto Lessee, for the sole and only purpose of
» _+ prospecting and drilling for and producing oll and gas, laying pipe lines, building tanks, storing oil and bullding power stations, telephone lines and other structures
-y ereon, to produce, save, take care of, treat and transport said products of the lease, the following lands situated in Reeves County, State

®  of Texas, to-wit:

eeeesaScction 5, Save and Except the NW/4 NW/4, S12 NE/ of Section 5, Block 58, PSL Survey.
. *This is « PAID UP LEASE. Subject to the other provisions hercin contained, this lease shall remain in force without rental p'nments
o e sour further payments other than royalties herein provided for a term of five (5) years from this date (called “primary term”), and so
. O‘IunL thereafter as oil or gas (cither or both) is produced from said land or land pooled therewith, or the lease is otherwise maintained
. us provided herein. The Depository Bank and nmount listed in paragraph 3 below is in reference to the payment of minimum royalty
. in accordance with paragraph 5 below.
o *esamaining__ 520,13  acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: THREE HUNDRED NINETY AND 10/100
Dollars (S 390.10

To the owner of the soll: THREE HUNDRED NINETY AND 10/100
Dollars (§ 390,10 )

Total bonus conslderation:__ SEVEN HUNDRED EIGHTY AND 20/100
Dollars ($ 780.20 )

The total bonus consideration pald represents a bonus of, E EE:E%—EWR AND NO/100
Dollars ($ s ) peracre,on _1 4,448 net acres.

2, TERM. Subject to the other provislons In this lease, this lease shall be foratermof __five (5) years from this date
(herein called "primary term®) and as long thereafier as oll and gas, or elther of them, Is produced In paylng quantities from said land.
As used In this lease, the term "produced In paying quantitles® means that the receipts from the sale or other authorized commercial use of the substance(s) covered
exceed out of pocket operational expenses for the six months last past.
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the-commeneement-of a-wel-forone{H-yearfromrsaid-date. Payments under this paragraph shall be In the following amounts:
To the owner of the soll: SEVEN AND 22/100
Dollars (3, T.22 )
To the State of Texas: EEVEN AND 22/T00 '
Dollars (§
Total Rental: F(')UR'I‘F‘.FN AND 44/100
Dollars (§ 14 )

In & like manner and upon like payments or tenders annually, the commencement of a well may be further deferred for successive periods of one (1) year each during

the primary term. All payments or tenders of rental to the owner of the soll may be made by check or sight draft of Lessce, or any assignee of this lease, and may be
dellvered on or before the fental paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend business, liquidate, fall or

be succeeded by another bank, or for any reason fall or refuse to accept rental, Lessee shall not be held In default for fallure to make such payments or tenders of

rental until thirty (30) days after the owner of the soll shall deliver to Lessce a proper dable | Ing another bank as agent to recelve such payments

or tenders. |
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4. PRODUCTION ROYALTIES. Upon production of oil and/or gns, Lessee agrees to pay or cause ta be paid one-half (1/2) of the myi.w
provided for in this lease to the Commissioner of the General Land Office of Ihe State of Texas, al Austin, Texas, and one-halfl (1/2) of such royalty to the owner of
the soil:

(A) OlL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, distillate, and other liquid hydrocarbons recovered from oll or gas run through a separator or other equipment, as hereinafler provided. shall be
part of the gross production or the market value thereol, at the option of the owner of the soil or the Commissioner of the
General Land Office, such value to be determined by 1) the highest posted price, plus premium, if any, ofTered or pald for oil, condensate, distillate, or vther liquid
liydrocarbons, respectively, of a llke type and gravity In the general area where produced and when run, or 2) the highest markel price thereof offered or paid in the
general nrea where produced and when run, or 3) the gross proceeds of the sale thereol, whichever is the greater. Lessce agrees that before any gas produced from the
leased premises |s sold, used or processed In a plant, it will be run free of cost to the royalty I h an adeq oil and gas separator of conventional type, or
other equipment st least as eficient, so that all liquid hydrocarbons recaverable fiom the gas by such means will be recovered, The requirement that such gas be run
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

({1}] NON PROCESSED GAS. Royalty on any gas (Including flnred gas), which is defined as nll hydrocarbons and gascous substances not defined

s oll in subparagraph (A) above, produced from any well on 1al;hl7u|!dée:ce||l as provided hiereln with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of compasable quality in
the general area where produced and when run, or the gross price pald or offered to the producer, whichever Is the greater; provided that the maximum pressure base |
In mcnuriu; lhe ;u under this lease shall nol at any time exceed 14,65 pounds per square inch absolute, and the dard base temp shall be sixty (60)

grees F lon to be made for pressure according to Doyle's Law, and for specific gravity according to tesis made by the alance Method or hy the
most approved mellmd of testing being used by the Indusiry at the time of testing.

() PROCESSED OAS. Royaslty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
Juction of residue gas attributable to gas produced from this lease, and on (ifly percent (50%), or that percent nccruing to Lessee, whichever Is the greater, of the |
luul plant production of liquid hydrocarbons attributable 1o the gas pmlueed from this lease; provided that if liguid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or Its parent, subsidiary or afTiliate) owns an ir L, then the p tage applicable to Ilquld hydrocarbons shall be filty percent (50%) or
the highest percent accruing to a third party processing gas Ihrou;h such plant under ap i tiated at arm's length (or Iflhete Is no such third
party, the highest percent then being specified in pr ing or cont in tlle Imlusuy), whichever Is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the hi;hcsl market price paid or offercd for any gas (or liquid hydrocarbons) of comparable quality in the
gencral arca, or 2) tie gross price pald or ofTered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not
been processed

(D) OTHER PRODUCTS. Royalty on casbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons)
whetlier said gas be "casinghcad,” "dry,” or any other gas, by fractionating, buming or any other processing shall be 3/16 part of the
gross production of such products, or the market value thercol, at the option of the owner of the soil or the Commissioner of the General Land OfMice, such market
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month In which such product is produced, or 2) on the
basis of the average gross sale price of each product for the same month In which such products are produced; whichever is the greater.

5. MINIMUM ROYALTY. During any year afler the expiration of the primary term of this lease, If this lease is maintained by production, the royaltics
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or
before the last day of the month succeeding the annlversary date of this lease a sum equal (o the total annual rental less the amount of royalties paid during the
preceding year. 1f Paragraph 3 of this lease does not specily a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one
dollar ($1.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, st any time or from time to time, the owner of the soll or the Commnissioner
of the General Land OfTice may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties
accruing to such royalty owner under this lease be made in kind. The owner of the soll's or the Commissioner of the General Land OfTice's right to take Its royalty in
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express or implied,
under this lease.

7. NO DEDUCTIONS. Lessee agrees that all royalties lccmm; under Ihls lease (including those paid in kind) shall be without deduction for the cost of
producing, gathering, storing, separating, treating, dehydrating, ting, and otherwise maklng the oll, gas and other products
hereunder ready for sale or use. Lessce agrees to compute and pay royllllu on the ;wu value recclved, including any reimt for severance taxes and
productjon related costs,

8. PLANT FUEL AND RECYCLED QAS. Nu mynlty shall be payable on any gas as may represent this lease’s proportionate share of mny fuel used to '
process gas produced h der In any pr g plant. Notwl ding any other provision of this lease, and subject to the written consent of the owner of the soil
and the Commissioner of the General Land Office, Lessee may recycle gas for gas 1INt purposes on the leased premises or for injection into any oll or gas producing
formation underlying the leased premises afler the liquid hydrocarbons contained in the gas have been removed; no royaltics shall be payable on the recycled gas
until it Is produced and sold or used by Lessee in a manner which entitles the royalty owners to a royalty under this lease.

9. ROYALTY PAYMENTS AND REPORTS. All royalties not taken in kind shall be paid to the Commissioner of the General Land Office a1 Austin,
Texas, In the following manner:

Payment of royalty on production of oll and gas shall be as provided in the rules set forth in the Texas Register, Rules currently provide that royalty on oil Is doe
and must be received in the General Land OfTice on or before the 5th day of the second month succeeding the month of production, and royalty on gas is due and
must be recelved in the General Land OfTice on or before the | 5th day of the second month succeeding the month of production, accompanied by the afTidavit of the
owner, manager o other authorized agent, completed in the form and manner prescribed by the General Land Office and showing the gross amount and disposition of |
all ol and gas produced and the market value of the oil and gas, together with a copy of all documents, records or reports conlirming the gross production, disposition
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and market value i g gas meler r receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines, tanks,
of pools and gas lines or gas storage, and any oihcr reports or records which the General Land OfTice may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessce 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 OfTice lease number the amount of royalty being
paid on each lease. If Lessee pays his royalty on or before thirty (30) days afler the royalty payment was due, then Lessce owes a penalty of 5% on the royalty or
$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever Is greater
In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue.
Aflidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
efTective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as
prescribed by the due date provided herein. Payment of the delinquency penally 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 royaltics were originally due. The above penalty provisions shall not apply in cases of title dispute as to the State’s portion of
the royalty or to that portion of the royalty in dispute as to fair market value,

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessce shall annunlly fumnish the Commissioner of the General Land OfTice 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 pr d and all subseq agr and dments to such within thirty (30) days after entering into or making such contracts,

or d Such and ag) when received by the General Land Office shall be held in confidence by the General Land OfMice unless
mhenvise authorized by Lessee. All other contracts and records pertaining to the producti portation, sale and marketing of the oil and gas produced on said
premises, including the books and ipts and discharges ofl!l wells, tanks, pools, meters, and pipelines shall at all limcs be subject to inspection and

o e scxamination by the C issi of the General Ll.nd Oflice, the Attomey General, the Governor, or the representative of any of them.
»

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitted to the Commissioner of the General

. esse d Office by Lessee or operator five (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells, Such

-
L

itten notice to the General Land OfTice 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 OfMice at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or

L o

other filings that reference this lease or any specific well on the leased premises and that are submitted 1o the Texas Railroad Commission or any other governmental

. ..plcncy shall include the word "State” in the title, Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of

nufylng wells, I.ml: batteries or other associated improvements to the land must also include the word "State.” Lessee shall supply the General Land Office with

agy , [Cpons, ings and cores, or other information relative to the operation of the above-described premises, which may be

. requested I:y the General Land Oﬂ' ce, in lddiiioﬂ to those herein expressly provided for. Lessee shall have an clectrical and/or radioactivity survey made on the
%8re-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. Lessce shall incur a penalty whenever reports, df ts or other inls are not filed in the General Land Office when
® %8 The penalty for late filing shall be sct by the General Land Office administrative rule which is effective on the date when the materials were due in the General
Land Office.

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior o 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 afier 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 Lessce has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
primary term hereof, Lessee may resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the
expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to make such payment, this lease shall ipso facto
terminate. If at the expiration of the primary term or any time 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 hereol.

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

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well® means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time aller the expiration of the primary term of a lease that, until being shut in, was being maintained in
force and efTect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lessce may pay as a shut-in oil or gas royalty an amount equal to double the annual rentsl provided in the
lease, but not less than $1,200 a year for cach well capable of producing oil or gas in paying quantities. If Paragraph 3 of this lease does not specify a delay rental
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar ($1.00) per acre. To be efTective, each initial shut-in oil or gas royalty
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessce ceases to produce oil or gas from the leased premises, or (3) 60 days
afler Lessee completes a drilling or reworking operation in accordance with the lease provisions: whichever date is latest. Such payment shall be made one-half (1/2)
10 the Commissioner of the General Land OfTice and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered 1o 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 (rom the first day of the month
following the month in which production ceased. and. aller that, if no suitable p Tacilities or suitable market for the oil or gas exists. Lessee may extend the
lease for four more successive periods of Gne (1) year by paying the same amount each year on or before the expiration of each shut-in year

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and
1 delivered in paying quantitics from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any
case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain efTective
for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more successive years by Lessee paying compensatory
royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1.000) feet of the lcascd premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas Is
produced from the well ing the drainage or that is cc | in the same producing reservoir and | d within one th d (1.000) feet of the leased premises.
If the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an amount equal to the
dilTerence within thirty (30) days from the end of the 12-month period, Compensatory royalty payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relicve Lessee of the obligation of reasonable development nor the obligation to drill offset
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the
payment of compensatory royaltics can satisfy the obligation 1o drill ofTsct wells,

16. RETAINED ACREAGE. Nowwilhstanding any provision of this lcase to the contrary, afler a well producing or capable of prod: g oil or gas has
heen completed on the leased premises, Lessee shall ise the dilig: ofar y prudent op in drilling |u:h additional wcll or wclt: as may bc
reasonably necessary for the proper development of the leased premises and in marketing the produclion thercon.

(]

(A) VERTICAL. In the event this lease is in force and efTect two (2) years afler 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 p ing in paying quantities and 320 acres surrounding each gas well |
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereol), or a well upon which Lessee is then engaged in
continuous drilling or reworking operations, or (2) the ber of acres included in s p ing pooled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction, If at any time after the effective |
dale of the partial termination provisions hereof, the applicable ficld rules are changed or the well or wells located thereon are reclassified so that less acreage s
therealler allocated to said well or wells for production purposes, this lease shall thereupon terminate as (o all acreage not thereafter allocated to said well or wells for
production purposes. Notwithsianding the termination of this lcase as to a portion of the lands covered hereby, Lessee shall nevertheless continue (o have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragraph | hereof, logether with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof (“the retained lands®), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.
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(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as neasly as practical, be in the form of a square with
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land OfTice. Within thirty (30) days after partial
termination of this lease as provided herein, Lessee shall execute and record a release or releases containing a satisfactory legal description of the acreage and/or |
depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee prescribed I
by the General Land Office rules in efTect on the date the release is filed. If Lessee fails or refuses to execute and record such release or releases within ninety (90)
days afler being requested to do so by the General Land OfTice, 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 Ofice and such designation shall be binding upon Lessee for all purposes.

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relicve Lessee of his obligation to protect
the oil and gas under the above-described land from being drained. Lessee, sublessee. receiver or other agent in control of the leased premises shall drill as many
wells as the facts may justify and shall use appropriate muns and drill to a depth necessary to prevent undue drainage of oil and gas from the leased premises. In
addition, if oil and/or gas should be produced in ities within 1,000 feet of the lcased premises, or in any case where the leased premises is being
drained by production of oil or gas, the Lessee, sublessee, :ccelver or other agent In control of the leased premises shall in good faith begin the drilling of a well or 8
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the lcased premises start producing
in commercial quantities and shall prosecute such drilling with diligence. Failure 1o satisfy the statulory ofTset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upon the determination of the Commissioner of the General Land Office and with his writien approval may the payment of
compensalory royalty under applicable statutory parmneters satisfy the obligation to drill an ofTset well or wells required under this paragraph.

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

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

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the above
described land, whether or not |essee's interest is specified herein, then the royalties and rental herein provided to be paid to the owner of the soil shall be paid to him
in the proportion which his i bears 1o the entire undivided surface estate and the royaltics and rental hereln provided to be paid 1o the Commissioner of the

Cieneral Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or rental due 1o the Commissioner of
the General Land Office, Lessee or his authorized representative must submit to the Commissioner of the General Land OfTice a written statement which explains the
discrepancy between the Interest purponiedly leased under this lease and the actual Interest owned by the owner of the soil. The Commissioner of the General Land
Office shall be paid the value of the whole production allocsble to any undivided interest not covered by a lease, less the proportionate development and production
cost allocable to such undivided interest. However, in no event shall the Commissioner of the General Land Office receive as a royalty on the gross production
allocable to the undivided interest not leased an amount less than the value of one-sixicenth (1/16) of such gross production.

(B) RENUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundaries
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Natural Resources Code Sections 52.151-52.154, or
.il‘ at any time afler the expiration of the primary term or the ¢xlcnded term, this lease covers a lesser number of acres than the total amount described herein,
e  payments that are made on a per acre basis h der shall be r d sccording to the ber of acres pooled, released, surrendered, or otherwise severed, so that
' *® hayments determined on a per acre basis under the terms of this lease during l.he primary term shall be calculated based upon the number of acres outside the
. .: eboundaries of a pooled unit, or, if after the expiration of the primary term, the ber of acres ily ined and covered by this lease.
-

e 21, USE OF WATER. Lessce shall have the right to use water produced on said land necessary for operations under this lease except water from wells or

*  tanks of the owner of the soil; provided, however, Lessce shall not use potable water or water suitable for livestock or irrigation purposes for waterflood operations
without the prior consent of the owner of the soil.

seeses
.
22, AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by its operations to all personal property, improvements,
o* e IJvestock and crops on said land.
. l .
. 23, PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury its pipelines below plow depth.
: -2 - 24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premises without the

®  ®%8iien consent of the owner of the soil.

25. POLLUTION. In developing this area, l.essce 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, scepage or ground waler contamination. In the event of pollution, Lessee shall use all means at its disposal to recap all ped hydrocarbons or other
pollutant and shall be responsible for all damage to public and private propertics. 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 pletion or aband, of any well or wells, Lessee shall fill and level all
slush pits and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on the leased premises, keep sald
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land 1o as near its original

condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixtures placed by
l.esscc on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
lease unless the owner of the soil grants Lessce an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing oil
and gas in paying quantities. Additionally, Lessee may not draw and remove casing until after thirty (30) days written notice to the Commissioner of the General
L.and Office and 10 the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lessee
under the terms of this paragraph.

27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lcase, the rights and estates of either party to this
lease may be assigned, in whole or in part, and the provisions of this lcase shall extend to and be binding upon their heirs, devisees, legal representatives, successors
wind wssigns. |lowever, u change or division in ownership of the land, rentals, or royaltles will not enlarge the obligations of Lessce, diminish the rights, privileges
and estates of Lessee, Impair the effectiveness of uny payment made by |.essee or impair the eflectiveness of any act performed by Lessee. And no change or
division in ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thiny (30) days after the owner of the scil (or his heirs, devisces, legal

ives or assigns) fumishes the Lessee with satisfactory written evidence of the change in o hip, including the original ded Iments of title (or a ‘
u:mn:d copy of such original) when the ownership changed because of a conveyance. A total or partial assignment ol' this lease shall, 1o the extent of the interest |
assigned, relicve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirery as to only part of the acreage, the right and ‘
option to pay rentals shall be apportioned as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of |
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignee does not file a
certificd copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due |
under Paragraph 3. Every assignee shall succeed 1o all rights and be subject to all obligations, liabilities, and penaltics owed 1o the State by the original lessee or any

prior assignee of the lease, including any liabilities to the State for unpaid royalties.

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

(1) anominee of the owner of the soil;

(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or Is an employce of such a corporation or subsidiary;
(3) a pantnership in which the owner of the soil is a partner or is an employee of such a partnership;

(4) a principal stockholder or employee of the corporation which is the owner of the soil;

(5) a partner or employee in a partnership which is the owner of the soil;
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trusiee, executor, administrator, receiver. or conservator lis the
owner of the soil; or
(7) afamily member of the owner of the soil or related \o the owner of the so0il by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this parsgraph and Pasagraph 29, Lessee may at any time execute and deliver to the owner of the soil
and place of record a release or releases covering any portion or portions of the leased premises. and thereby surrender this lease as to such portion or portions, nnd he
relieved of all subsequent obiigtllom as o acreage surrendered. If any past of this lease is properly surrendered, the delay rental due under this lease shall be reduced
by the proportion that the surrend ge bears to the acreage which was covered by this lease immediately prior to such surrender; however, such release will
not rel l:ve Lessee of any liabilities which may have accrued under this lease prior to the surrender of such acreage.

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

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

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

32. FORFEITURLE, If Lessee shall fail or refuse to make the payiment of any sum within thisty days afler it becomes due, or il Lessee or nn authorized
agent should knowingly make any [alse return or false report conceming production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good
faith as required by law and the rules and regulations adopted by the Commiissioner of the General Land Office, or if l.essee should fail to file reports in the manner
required by Inw or fail to comply with rules and regulations promulgated by the General Land Office, the School Land Board, or the Railroad Commission, or if

Lessee should refuse the proper authority access to the d ining to operati ot if Lessee or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuu 10 furnish the General Land OfTice a correct log of any well, or if Lessee shall knowingly
violate any of the material provisions of this lease, or Il this lease is assigned and the assi 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 rorreu same when sufTiciently informed of the facts which authorize a
forfeiture, and when forfeited the area shall again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the 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 before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land OfTice of future
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopled relative hereto.

33. LIEN. In accordance with Texas Natura! Resources Code 52,136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an express contractual lien on and security
interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale of such leased minerals, whether such
proceeds are held by Lessce 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 lo secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or
loss that Lessor may suffer by reason of Lessee's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be
foreclosed with or without court proceedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the

C issi may require Lessee to and record such i as may be r bly necessary to acknowledge. attach or perfect this lien. Lessee hereby
represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of
this lease. Should the C issioner at any time determine that this repr lation is not true, then the Commissioner may declare this lease forfeited as provided
herein.

34, POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leaschold
or mineral interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources

Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
Resources Code 52,152,

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partners, agents,
contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or ather
harm, including environmental harm, for which recovery of damages Is sought, including, but not limited to, all losses and expenses which are caused by the
activities of Lessee, its ofTicers, employees, and agents arising out of, Incidental to, or resulting from, the operations of or for Lessee on the leased premises
hereunder, or that may arise out of or be occasloned by Lessee’s breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable
act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify, defend and hold harmless thc State of Texas and the owner of the soil,
their ofTicers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, d I injury (incl g death),
costs and expenses, or other harm for which recovery of damsges is sought, under any theory including tort, :onum. or strict n-mmy. including attorneys' fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with any and all
environmenial laws; those arising from or in any way related to Lessee's operations or any other of Lessee’s activities on the leased premises; those arising from
Lessee's use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee, Its directors, officers, employees, partners, agents, contractors, subcontractors, guests, invitees, and their respective

and assigns. Each assignee of this Ag t, or an interest therein, agrees 1o be liable for, exonerate, indemnify, defend and hold harmless the State of
Texas and the owner of the soil, their ofTicers, employees, and agents in the same manner provided above in connection with the activities of Lessee, its oficers,
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF TIE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,
CONCURRENT, ACTIVE, OR PASSIVE.
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36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or pollution of |
any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other environmental medium
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos

containing materials, explosives, toxic materials, or sub gulated as hazardous wastes, hazardous materials, hazardous substances (as the term “Hazardous
Sub " is defined in the Comprehensive Envi | Response, Comp ion and Liability Act (CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic
substances under any federal, state, or local law or regulation (“Hazardous Materials™), except ordinary prod nly used in lon with oil and gas

exploration and development operations and stored In the usual manner and quantities. LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND |
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, |
LIABILITIES, AND COSTS INCLUDING REASONABLE ATTORNEYS' FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (I) A
VIOLATION OF THE FOREGOING PROHIBITION OR (1I) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES, LESSEE SHALL
CLEAN UP, REMOYE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE ‘
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF

o ool EXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON

| e o DEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL

l * *%\GENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE

. . 0' 4IEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW, This lease Is lssued under the provisions of Texas Natural Resources Code 52.171 through 52.190, commonly known as the
Relinquishment Act, and other applicabl and d thereto, and if any provision in this lease does not conform to these statutes, the statutes will
. RQHH over any nonconforming lease provisions.
L]

LA A
.
38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the
. ar . Ganeul Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lcase have been satisfied, the effective date of this lease shall
®  B&the date found on Page |.
-
39. LEASE FILING. Pursuant to Chapler 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the County
: * o Clerk in any county in which all or any part of the leased premises Is located, and certified coples thereof must be filed in the General Land Office. This lease is not
e ®gkctive until a certified copy of this lease (which is made and certified by the County Clerk from his records) is filed In the General Land Office in accordance with
Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless it recites the actual and true ideration pald or promised
for execution of this lease. The bonus due the State and the prescribed filing fee shall accompany such centified copy to the General Land Office.

Tt

‘ LESSEE '/
BY: Clay Johnson
TITLE: ] |
DATE: \@73/ |
|
STATE OF TEXAS STATE OF TEXAS - ’Pg
- vy Py N U e et — |
Individually and as agent for the State of Texas Individually and as agent for the Sthte of Texas
Edna McA a w}dpw
Date; Date: — gy CQ
S5
STATE OF TEXAS STATE OF TEXAS
BY: BY:
Individually and as agent for the State of Texas Individually and as agent for the State of Texas
Date: Date:
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STATE OF (CORPORATION ACKNOWLEDGMENT)

COUNTY OF

BEFORE ME, the undersigned authority, on this day p Ily appeared

known to me to be the person whose name is subscribed 1o the foregoing i as, of

Tod

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

ged to me that he executed the same

Given under my hand and scal of office thls the day of % |

Notary Public In and for

STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

BEFORE ME, the undersigned authority, on this day p Iy appeared

known o me to be the person whose name is subscribed to the foregoing i L, 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 scal of office this the day of » 19,

Notary Public in and for

STATE OF TEXAS (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF MIDLAND

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

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.

Given under my hand and scal of office this the 22 day of m a"’) a9 98

asna Honic—7?lantkeor<
NOTARY PUBLIC § TXfes
N ! Notary Public in and f
State of Texas  § - o
Comm. Exp. 10-30-89 ¢
STATE OF ey (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF.
Before me, the undersigned authority, on this day personally appeared Edna Mary McAdams
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
ideration therein exp d
Given under my hand and seal of office this the day of L1998

Notary Public in and for
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
MAY 4, 1998, BY AND BETWEEN EDNA MARY MCADAMS, A WIDOW, AS LESSOR, AND
CLAY JOHNSON, AS LESSEE, AND COVERING SECTION 3, S&E NW/4 NW/4, §/2 NE/4, BLOCK
58, PSL SURVEY, REEVES COUNTY, TEXAS

If, at the expiration of the primary term hereof, this lease is being held by production or a shut-in
well pursuant to the terms hereof, or Lessce is then engaged in operations on said land or on lands pooled
therewith, or Lessee has completed a well as a dry hole or shall have commenced a well within 180 days
prior to the expiration of the primary term hereof, Lessee agrees to commence a continuous drilling
program on said lands, or on lands pooled therewith, within 180 days after the end of the primary term
hereof or within 180 days after the completion of drilling operations being conducted on said land, or lands
pooled therewith, at the end of the primary term hereof, whichever is the later date; and thereafter carry on
the continuous drilling program until all proration units have been drilled, allowing not more than 180 days
to elapse between the completion of one well and the commencement of the next succeeding well. Should
Lessee fail to commence the continuous drilling program or subsequently default in the performance
thereof, then in either event, this lease shall terminate as to all lands covered hereby, save and except for the
proration units surrounding each well then producing, capable of producing or upon which operations are
being conducted. The term "proration unit" as used in this paragraph means any acreage designated as a
drilling unit or production unit in accordance with the rules of the Railroad Comnussion of the State of
Texas. Further, the term "commencement" shall mean that point in time when the pertinent well is spudded
and the term "completion" shall mean the date upon which the initial potential test report is filed with the
Railroad Commission of the State of Texas, if a productive well, or the date of filing the plugging report
with the commission, if a dry hole. Notwithstanding the termination of this lease as to a portion of the
lands covered hereby, Lessee shall nevertheless continue to have the right of ingress to and egress from said
land still subject to this lease for purposes described in paragraph 1 hercof. together with easements and
rights of way for roads, pipelines and other facilities on, over and across all of the lands still subject to this
lease and for the gathering or transportation of oil and gas produced from the retained lands. The sole
liability or penalty for the failure of Lessee to drill any well or wells required or permitted in this lease shall
be the termination or partial termination of Lessee's rights under the lease as provided above.

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time, if
any, saved between wells, beginning with the second well under this continuous drilling program. If one
well is commenced sooner than 180 days after the completion of the last preceding well, the portion of the
prescribed 180 day period not used may be carried forward and added to the period between subsequent
wells.

ﬁ 23 : 2? = X
; 3y Ve 4 o ’JQM
Edna Mary McAdanfs] a widow
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CALIFORNIA

ALL-PURPOSE

ACKNOWLEDGEMENT

STATE OF CALIFORNIA

COUNTY OF -P (@ 0C

on_ %~ IFS'OM before me,

DATE NAME, TITLE OF OFFICER [ E.G., "JANE DOB, NOTARY PUBLIC"

personally appeared, F C{lf\ﬁl W‘d)’ H me Mﬁ.hﬂ,\ S

personally known to me (or proved to me on the basis of satisfactory evidence) to be the person(s)
whose name(s) is/grptsubscribed to the within instrument and acknowledged to me thatfe/she/
they executed the same in His/her/théin authorized capacity(ies), and that by His/her/irair
signature(s) on the instrument the person(s), or the entity upon behalf of which the person(s) acted,

executed the instrument.

UREN HERD

WITNESS my hand and official seal. ™ ﬁ'—ﬂ  LAUREH e
NOTARY PUBLIC- CALIFORNIA%

£ iy PLACER COUNTY
LI COMM. EXP. JAN. 12, 20023
AASAL \
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. General Land OMee

Relinquishmnt Act Lease Form
Revised, September 1997

PAID UP
OIL AND GAS LEASE

dinto this 4t day or__ M2 19_98 , between the State of Texas, act

EXEX X O pe Esia

sald agent

(Glve Permanent Address)

hereln referred to as the owner of the soil (whether one or more), and, %;} %I IC mm% m
W, Wall, Suite of

Midland, TX 79701
(Give Permanent Address)

hereinafter called Lessee,

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

Scetion 5, Save and Except the NW/4 NW/4, S/2 NE/4 of Section 5, Block 58, PSL Survey.

This is a PAID UP LEASE. Subjcct to.the other provisions hercin contained, this lease shall remain in force without rental payments
or further payments other than royalties herein provided for a term of five (5) years from this date (called “primary term™), and so
long thereafter as oil or gas (cither or both) is produced from said land or land pooled therewith, or the lease is otherwise maintained
as provided herein. The Depository Bank and amount listed in paragraph 3 below is in reference to the payment of minimum royalty
in accordance with paragraph 5 below. ;

containing, . acres, more or less. The bonus consideration paid for this lease Is as follows: .

To the State of Texas: THREE HUNDRED NINETY AND 10/100
Dollars ($ 390,10 )

To the owner of the soll; THREE HUNDRED NINETY AND 10/100
Dollars (§, 390,10 )

Total bonus conslderatl SEVEN HUNDRED EIGHTY AND 20/100
Dollars (S, 780.20 )

The total bonus consideration pald represents a bonus of____ FIFTY-FOUR AND NO/100
Dollars ($__ 54,00 ) peracre,on 14,448 netacres.
2 TERM. Subject to the other provisions In this Insa., this lease shall be foratermof _five (5) years from this date

(herein called "primary term®) and as long thereafter as oll and gas, or either of them, is produced in paying quantities from sald land.
As used In this lease, the term "produced in paying quantitles® means that the receipts from the sale or other authorized commercial use of the substance(s) covered
exceed out of pocket operational expenses for the six months last past.

1) BEEAY-RENTALS—Hne-well-ls-commenced-onthe-leascd-premises-onror beforcone{H-yearfrom-thisdete-this-tenreshat-termimateuntess
da Ir
the B _STATE S TRAT Fold D X 7908« Bank,
at FoOo R x 4 ,orftrsuccessors-{which-shatt-continue-as the-depository regardtessof changes trtheowmershipof.
said-and)theamount specified-belowsinaddition, tesseeshattpay-ortemder o the COMM S SIONER O THE OPNERAL TAND OFFICE UF THESTATE OF
FEXRASATAUSTINGFEXAS 2 | ke-sumron-or-before-seid-date—Payments-under (his paragraph shatt-operate asarentat-and-shatt-cover theprivitegeofideferring
the ofe-well-fer-one (Hryear from-said-date—Paymenis-under this paragraph-shall be Inthe followingamounts:
To the owner of the soll: "SEVEN AND 22/100
Dollars (§. 1.22 )
To the State of Texas: SEVEN AND 227100
Dollars ($ L. 22 )
Total Rental: FOURTEEN AND 447100
Dollars (§ 14 .44 )

In a like manner and upon llke payments or tenders annually, the commencement of & well may be further deferred for successive periods of onc (1) year each during
the primary term. All payments or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assignea of this lease, and may be
delivered on or before the fontal paying date. If the bank designated In this paragraph (or Its successor bank) should cease to exlst, suspend business, liquidate, fall or
be succeeded by another bank, or for any reason fail or refuse 1o accept rental, Lessee shall not be held in default for fallure to make such payments or tenders of
rental until thirty (30) days after the owner of the soll shall deliver to Lessee a proper recordable Instrument naming another bank as agent to recelve such payments
or tenders.
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4. PRODUCTION ROYALTIES. Upon production of oil and/or gas, Lessee agrees to pay or cause to be paid one-half (1/2) of the mynlly
provided for in this lease to the Commissioner of the General Land Office ol’lhe State of Texas, at Austin, Texas, and onc-half (1/2) of such royalty to thc-owmr of
the soil:

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

[{1}] NON PROCESSED GAS. Royalty on any gas (including Mared gas), which is defined ns all hyd b and gascous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction ol
gasoline, liquid hydrocarbons or other products) shall be }1 6 part of the gross production or the market value thereol, at the option of the
owner of the soll or the Commissioner of the General Land OfTice, such value to be based on the highest masket price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the grenter; provided that the maximum pressure base
In meuurlug lhe gu under this lease shall not st any time exceed 14.65 pounds per square Inch absolute, and the standard base temperature shall be sixty (60)

£ Fal fon to be made for pressure according to Doyle's Law, and for specific gravity according to tesis made by the Dalance Method or by the

most approved method of testing being used by the industry at the time of testing.

[(&} PROCESSED GAS. Royalty on any gas processed In a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the |
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant ‘

Juction of residue gas aliributable to gas produced from this lease, and on filly percent (50%), or that percent accruing to Lessee, whichever is the greater, of the
wtal plant production of liquid hyd:ocubum stiributable to the gas produced from this lease; pravided that if liquid hydrocarbons are recovered from gas processed '

in a plant in which Lessee (or its parent, subsidiary or afTiliate) owns an interest, then the perccnllg: applicable to liquid hydrocarbons shall be fity percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a p gotiated at arm's length (or Il there is no such third
party, the highest percent then being specified in processing agreemients or contracts in lhc Induslry) whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or ofTered for any gas (or liquid hydrocarbons) of comparable quality In the
general area, or 2) the gross price paid or offered for such residue gas (or the welghted average gross sclling price for the respective grades of liquid hydrocarbons),
whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulpliur or any other prod duced or I d from gas (excepting liquid hydrocarbons)
whether said gas be "casinghead,” "dry,” or any other gas, by fractionating, buming or any ol.h:t processing shall be 3/16 part of the
gross production of such products, or the market value thercof, at the option of the owner of the soll or the Commissloner of the General Land OfTice, such market
value to be determined as follows: 1) on the basls of the highest market price of each product for the same month in which such product is produced. or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced; whichever is the greater,

5. MINIMUM ROYALTY. During any year aller the expiration of the primary term of this lease, If this lease Is maintained by production, the royalties
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or
before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the amount of royalties paid during the
preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one
dollar ($1.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Commissioner
of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties f
accruing lo such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land OfTice's right 1o take lts royalty in
kind shall not diminish or negate the owner of the solil's or the Commissioner of the General Land OfTice's rights or Lessee's obligations, whether express or implied,
under this lease,

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the cost of
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, ransporting, and otherwise making the oll, gas and other products
hereunder ready for sale or use. Lessce agrees Lo compule and pay royalties on the gross value received, including any reimbursements for severance taxes and
production related costs.

8. PLANT FUEL AND RECYCLED QAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel used to
gas produced h der In any p g plant. Notwlthstanding any other provision of this lease, and subject to the written consent of the owner of the soil
and the Commlssioner of the General Land Omu Lessce may recycle gas for gas liNt purposes on the leased premises or for injection into any oil or gas producing
formation underlying the leased premises after the ligaid hydrocarbons contained In the gas have been removed; no royalties shall be payable on the recycled gas
until it is produced and sold or used by Lessce In a manner which entitles the royalty owners to a royalty under this lease.

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

Payment of royalty on production of oil and gas shall be as provided in the rules sct forth in the Texas Register. Rules currently provide that royalty on oil is due
and must be recelved In the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas, is due and
must be received in the General Land Ofice on or before the 15th day of the second month succeeding the month of production, accompanied by the afTidavit of the
owner, manager or other authorized agent, completed in the form and manner prescribed by the General Land OfTice and showing the gross amount and disposition of 1
all oll and gas produced and the market value of the oil and gas, together with a copy of all documents, records or reports confirming the gross production, dispesition
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and market value including lIS meter readi ipeli ipts, gas line ipts and other checks or memoranda of amount produced and put into pipelines, tanks,
or pools and gas lines or gas storage, and any y other reports or reumls which the General Land Office may require to verify the gross production, disposition and

: market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land OfTice. Each royalty payment shall be

accampanied 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 afler the myu]ly 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 accruc a penalty of 10% of the royalty due or $25.00 whichever is greater.
In addition to a penalty, royaltics shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue
AlTidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
effective on the date when the afTidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties 1o be paid as
prescribed by the due date provided herein, Payment of the delinquency penalty shall in no way operate to prohibit the State's right of forfeiture as provided by law
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the State's portion of
the royalty or to that portion of the royalty in dispute as to fair market value.

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessce shall annually furnish the Commissioner of the General Land Office with
its best possible estimate of oil and gas reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of all contracts under
which gas is sold or p d and all subsequent agr and dments to such within thirty (30) days afler entering into or making such contracts,

ts or d Such contracts and agreements when received by the General Land Office shall be held in confidence by the General Land Office unless
nthcrwue authorized by Lessee. All other contracts and records 1 ining to the producti portation, sale and marketing of the oil and gas produced on said
premises, including the books and accounts, receipts and dlscharges of all w:l1s. tanks, pools, meters, and pipelines shall at all times be subject 10 inspection and
examination hy the Commissioner of the General Land Olflice, the Attomey General, the Governor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitted to the Commissioner of the General
Land OfMice by l.essee or operator five (5) days before spud date, workover, re-entry, temporary aband: it or plug and abandonment of any well or wells, Such
written notice to the General Land Offlice shall include copics of Railroad Commission forms for application to drill. Copies of well 1ests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submiited to the Texas Railroad Commission or any other governmental
agency shall include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
ulcum‘ylng wells, tank batteries or other associated improvements to the land must also include the word "State.” Lessee shall supply the General Land Office with
any d 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 nddallun to those herein expressly provided for. Lessee shall have an electrical and/or radioactivily 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 afler 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 OfTice when
due. ‘The penalty for late filing shall be sct by the General Land Office administrative rule which [s efTective on the date when the materials were due in the General
Land Office.

1. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
ol oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and afler 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 (he expiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lessee dditional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. [f, 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 Lessce has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
Icase by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be leted as a shut-in oil or gas well within the
primary term hereof, Lessce may resume payment of the annual rentsl 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 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 hercof.

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

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well® means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time alter the expiration of the primary term of a lease that, until being shut in, was being maintained in
furce and efTect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack of suitabl
production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in the
lease, but not less than $1,200 a year for cach well capable of producing oil or gas in paying quantities. If Paragraph J of this lease does not specify a delay rental
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar ($1.00) per acre. To be effective, each initial shut-in oil or gas royalty
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days afler the Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days
afler Lessee completes a drilling or reworking operation in accordance with the lease provisions: whichever date is latest. Such payment shall be made one-Ralf (1/2)
to the Commissioner of the General Land OfTice and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term. or from the first day of the month :
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the
Iease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in elTect 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
casc in which drainage is occurring, the right 1o continue to maintain the lease by paying the shut-in oil or gas royaity 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
royally at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1,000) cct of the leased p ises. The pensalory royalty is to be pald monthly, one-half (1/2) to the Conunissioner of the
General Land Oflice and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas is
produced from the well ing the drainage or that is pleted in the same producing reservoir and | d within one t d (1,000) feet of the lcascd premiscs
Il 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
dilference within thirty (30) days from the end of the 12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill ofTset
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the
payment of compensatory royaltics can satisfy the obligation 1o drill ofTset wells

16. RETAINED ACREAGE. Notwilhstanding any provision of this lease to the contrary, afler 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 Icasc is in force and cfTect two (2) ycars after the expiration date of the primary or extended term it shall then terminate
as 1o all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding cach gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or & well upon which Lessee is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pooled unit pursuant to Texas Natural Resources Code  52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes 1o 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. Ifat any time after the efTective
date of the partial termination provisions hereof, the applicable ficld rules are changed or the well or wells located thereon are reclassified so that less acreage is
thercafler allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for
production purposes. Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue 1o have the right of
ingress to and cgress from the lands still subject to this lease for all purposes described in Paragraph | hereol, together with easements end rights-of-way for existing
roads, existing pipelines and other existing facilitics on, over and across all the lands described in Paragraph | hereof ("the retained lands®), for access to and from the |
retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands. |

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with |
the well located in the center thereof, or such other shape as may be approved by the Commissioner ofthe General Land Office. WIlhin thirty (30) days afler partial
termination of this lease as provided herein, Lessee shall execute and record a release or ining a satisfi y 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 Gcnenl 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 aller being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or
depths to be released hereunder and record such instrument at Lessee's expense in the county or counties where the lease is located and in the official records of the
General Land Office and such designation shall be binding upon Lessee for all purposes.

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royslties paid, or to be paid, under this lease shall relicve Lessee of his obligation to protect
the oil and gas under the above-described land from being drained. Lessee, sublessee, receiver or other agent in control of the leased premises shall drill as many
wells as the facts may justify and shall use appropriate means and drill to 2 depth necessary to prevent undue drainage of oll and gas from the leased premises. In
addition, if oil and/or gas should be produced in cial g ities within 1,000 feet of the leased premises, or in any case where the leased premises Is being
drained by production of oil or gas, the Lessee, sublessee, receiver or other agent in control of the leased premises shall in good faith begin the drilling of a well or
wells upon the Icased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing
in commercial quantities and shall prosecute such drilling with diligence. Failure to satisfy the statutory offset obligation may subject Uis lease and the owner of the
soil's agency rights to forfeiture. Only upon the d ination of the C issioner of the General L.and OfTice and with his writien approval may the payment of
compensatory royalty under applicabl Y P satlsfy the obligation 1o drill an ofTset well or wells required under this paragraph.

18. FORCE MAJEURE. If, afler a good faith effort, Lessece is prevented from complying with any express or implicd covenant of this lease, from
conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, strikes, acts of God, or |
any valid order, rule or regulation of government authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and lLessee |
shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be extended while Lessee is prevented, by any such cause,
from conducting drilling and reworking operations or from producing oil or gas from the lcased premises. However, nothing in this paragraph shall suspend the |
paymient of delay rentals in order to maintain this lcase in effect during the primary term in the absence of such drilling or reworking operations or production of oil |
or gas.
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19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises. If the owner of the soil defaults in
payments owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mortgage, taxes or other liens
on the leased premises. If Lessce makes payments on behalf of the owner of the soil under this paragraph, Lessce may recover the cost of these payments from the
rental and royalties due the owner of the soil.

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

(B) REDUCTION OF PAYMENTS, If, during the primary term, a portion of the land covered by this lease is included within the boundarics
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Natural Resources Code Sections 52.151-52.154, or
if, at any time afer the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the tota! 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 afier the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

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

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

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premises wilhoul the
written consent of the owner of the soil.

25. POLLUTION. In developing this area, L.essce shall use the highest degree of care and all proper safeguards to prevent pollution, Without limiting the
foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent
spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to pture all ped hyd bons or other
pollutant and shall be responsiblc for all damage to public and private propertics. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and 1ank batteries so as to protect livestock against loss, damage or Injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all
slush pits and cellars and completely clean up the drilling site of all rubbish thercon, Lessce shall, while conducting operations on the leased premises, keep sald
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

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

under the terms of this paragraph.

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

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of the soil acquires this lease in whole or in part by
assignment without the prior written approval of the Commissioner of the General Land Office, this lease is void as of the time of assignment and the agency power
of the owner may be forfeited by the Cc issl . An assig 1t will be treated as if it were made to the owner of the soil if the assignee is:

(1) anominee of the owner of the soil;

(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsldhry,
(3) apartnership in which the owner of the soil is a partner or is an employee of such a partnership; =

(4) aprincipal stockholder or employee of the corporation which is the owner of the soil;

(5) apartner or employee in a partnership which is the owner of the soil;
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(6) a fiduciary for the owner of the soil; including but not limited 1o a guardian, trustee, executor, adiministrator, receiver. or conservaior lor the
owner of the soil; or
(7) a family member of the owner of the soil or related tb the owner of the soil by marringe, blood, or adoption.

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

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

30. DISCLOSURE CLAUSE. All provisions pertaining 1o the lease of the above-described land have been included in this instrument, including the
of the true ideration to be paid for the execution of this lease and the rights and duties of the parties. Any collateral agreements concerning the
development of oil and gas from the leased premises which are not contained in this lease render this lease invalid®

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

32. FORFEITURE. If Lessee shall fail or refuse to make the paynient of any sum within thitty days nfler it becomes due, or il Lessee or an authotized
agent should knowingly make any false return or false report concering production or drilling, or if Lessee shall fail or refuse to drill any ofTset well or wells in good
faith as required by law and the rules and regulations adopted by the Ci 158} of the General Land OfTice, or if Lessce should fail to file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land OfTice, the School Land Board, or the Railroad Commission, or if
Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land OfTice a correct log of any well, or if Lessee shall knowingly
violate any of the material provisions of this lease, or Il this lease is assigned and the assig is not filed in the General Land OfTice as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufTiciently informed of the facts which authorize a
forfeiture, and when forfeited the area shall again be subject to lease under the terms of the Relinquishment Act. Iiow:ver nothing herein shall be construed as
waiving the automatic termination of this lease by operation of law or by reason of any special limitation arising b Forfei may be set aside and this
lease and all rights thereunder reinstated before the rights of another intervene upon ul:sl’nctuly evidence to the Commuslencr of the General Land Ofice of future
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Natural Resources Code 52,136, the Stale shall have a first lien upon all oll and gas produced from the aren covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lcase. By acceptance of this lease, Lessee grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an express contractual lien on and security
interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale of such leased minerals, whether such
proceeds are held by Lessee or by a third party, and all fi on and imp to the leased premises used in connection with the production or processing of
such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or
loss that Lessor may sufler 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 1, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the

Ci issioner may require Lessee to and record such | as may be bly Y lo acknowledge. attach or perfect this lien, Lessee hereby
represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of
this lease. Should the Commissioner at any time d ine that this repr ion is not true, then the Commissioner may declare this lease forfeited as provided
herein,

34. POOLING. Lessee Is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
or mineral interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources
Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
Resources Code 52.152.

35. INDEMNITY. Lessce hereby releases and discharges the State of Texas aEd the owner of the soil. their ofTicers, employees, panners, agents,

b guests, invilees, and their respecti and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages Is sought, including, but not limited 1o, all losses and expenses which are caused by the
activities of Lessee, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises
hereunder, or that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable
act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil,
their officers, employees and agents, their or assigns, against any and all claims, liabilitics, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including attomeys’ fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with any and all
environmental Inaws; those arising from or in any way related to Lessee’s operations or any other of Lessee's activities on the leased premises; those arising from
Lessee's use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this
Agreement or any other act or omisslon of Lessee, its directors, officers, employees, partners, agents, contractors, subcontractors, guests, invitees, and their respective

s and assigns. Each assignee of this Ag t, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of
Texas and the owner of the soil, their ofTicers, employees, and agents in the same manner provided above in connection with the activities of Lessee, its ofTicers,
employees, and agents as described above. EXCEPT AS OTHHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
ANDVOR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SIHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCIHI NEGLIGENCE BE SOLE, JOINT,
CONCURRENT, ACTIVE, OR PASSIVE.
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36, ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or pollution of
any environmental medium, Including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other environmental medium
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term “Hazardous
Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic
substances under any federal, state, or local law or regulation (*Hazardous Materlals™), except ordinary products commonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES,
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (I) A
VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES, LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITII THE REQUIREMENTS OF APPLICABLE LAW. THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAFPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT,

37. APPLICABLE LAW. This lease Is Issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, ly known as the
Relinquishment Act, and other applicabl and d thereto, and If any provision in this lease does not conform to these statutes, the statutes will
prevail over any nonconforming lease provisions,

38, EXECUTION, This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the
General Land Office of the State of Texas. Once the filing requirements found In Paragraph 39 of this lease have been satisfied, the effective date of this lease shall
be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapler 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the County
Clerk in any county in which all or any past of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This lease is not
effective untll a certified copy of this lease (which Is made and certified by the County Clerk from his records) is filed in the General Land Office in accordance with
Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless it recites the actual and true ideration paid or p
for execution of this lease. The bonus due the State and the prescribed filing fee shall accompany such certified copy to the General Land Office.
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Individually and as agent for the State of Texas Indlvidually and as agent for the State of Texas
Lillie Mae McAdams, Individually
Date: and Independent Executrix of the
Estate of Victor J. McAdams, dec'd.
STATE OF TEXAS Date:_ 5 -//-9F
BY:

Individually and as agent for the State of Texas ’

Date:
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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 i L, 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 sald corporation.

Given under my hand and seal of office this the day of 5A9
Notary Public in and for
STATE OF _ (CORPORATION ACKNOWLEDGMENT)
COUNTY OF
BEFORE ME, the undersigned authority, on this day p Ily sppeared
known to me to be the person whose name is subscribed to the foregoing | as of
and ack ledged 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 219

Notary Public in and for

STATE OF TEXAS

SHERMAN

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

Lillie Mae McAdams, in the capacities

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

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
ideration therein exp d.

Given under my hand and seal of office this the // d day of

‘7)144]4\ 1998

St

s Wty b puotary Public in and ﬁ“M
fH, Commession Experes 12 31.98

i A g i e —
Before me, the undersigned authority, on this day p

STATE OF TEXAS

MIDLAND

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

ly sppeared Clay Johnson

known to me to be the persom whose names are subscribed to the foregoing Instrument, and acknowledged to me that they execuled the same for the purposes and

ideration therein exp ) / 5.,% /77&/(4 1998

Given under my hand and seal of office this the W
Notary Public in and for / W

day of

MONICA MARLOWE
NOTARY PUBLIC
State of Texas
Comm. Exp. 10-30-99
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FILE No. 1610 - - OR RACE IS 1N ALID

EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
MAY 4, 1998, BY AND BETWEEN LILLIE MAE MCADAMS, INDV. & IND. EXEC. OF THE
ESTATE OF VICTOR J. MCADAMS, DEC'D., AS LESSOR, AND CLAY JOHNSON, AS LESSEE,
AND COVERING SECTION 5, S&E NW/4 NW/4, S§/2 NE/4, BLOCK 58, PSL SURVEY, REEVES
COUNTY, TEXAS

If, at the expiration of the primary term hercof, this Icase is being held by production or a shut-in
well pursuant to the terms hereof, or Lessce is then engaged in operations on said land or on lands pooled
therewith, or Lessee has completed a well as a dry hole or shall have commenced a well within 180 days
prior to the expiration of the primary term hereof, Lessec agrees to commence a continuous drilling
program on said lands, or on lands pooled therewith, within 180 days after the end of the primary term
hereof or within 180 days after the completion of drilling operations being conducted on said land, or lands
pooled therewith, at the end of the primary term hereof, whichever is the later date; and therealter carry on
the continuous drilling program until all proration units have been drilled, allowing not more than 180 days
to elapse between the completion of one well and the commencement of the next succeeding well. Should
Lessce fail to commence the continuous drilling program or subscquently default m the performance
thereof, then in either event, this lease shall terminate as to all lands covered hereby, save and except for the
proration units surrounding each well then producing, capable of producing or upon which operations are
being conducted. The term "proration unit” as used in this paragraph means any acrcage designated as a
drilling unit or production unit in accordance with the rules of the Railroad Commission of the State of
Texas. Further, the term "commencement” shall mean that point in time when the pertinent well is spudded
and the term "completion" shall mean the date upon which the initial potential test report is filed with the
Railroad Commission of the State of Texas, if a productive well, or the date of filing the plugging report
with the commission, if a dry hole. Notwithstanding the termination of this lease as to a portion of the
lands covered hereby, Lessee shall nevertheless continue to have the right of ingress to and egress from said
land still subject to this lease for purposes described i paragraph | hercof, together with easements and
rights of way for roads, pipelines and other facilitics on, over and across all of the lands still subject to this
lease and for the gathering or transportation of oil and gas produced from the retained lands. The sole
liability or penalty for the failurc of Lessee to drill any well or wells required or permitted in this lease shall
be the termination or partial termination of Lessce's rights under the Icasc as provided above

In conducting such continuous drilling program, Lessce shall be entitled to accumulate and later use time, if
any, saved between wells, beginning with the second well under this continuous drilling program. If one
well is commenced sooner than 180 davs after the completion of the last preceding well. the portion of the
prescribed 180 day period not used may be carried forward and added to the period between subsequent
wells.

|

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS
COUNTY OF REEVES

The above and foregoing is a full, true and corret photegraphic copy of the

original record now in my lawful custoah

y @nd possession, as the same s

filed/recorded ,1 the public records of
s 1 pule s my office, foun? in VoL.= 59,

OF%, | hareby cerlfied on o=/t -F

REEVES COU

ARY PROVISION HEREIN WHICH RESTRICTS THE SALE, RENTAL,
OR USE OF THE DESE | PRECERTY CENAUSE OF COLOR

A
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FILED FOR RECORD ON THE 9TH. DAY OF JUNE A.D. 1998 AT 10:24 AM

DULY RECORDED ON THE 10TH. DAY OF JUNE A.D. 1998 AT 2:00 Py

i . REEVES COUNTY, TEXAS

DIANNE O, FLOREZ, COUNTY CLERK

% DIANNE 0. FLOREZ, coum‘_CLEnk
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ACQUISIT@SI\%WSQ%&ER OF THE GENERAL LAND OFFICE 7/15/98 U 0 2 O 3 Z

¢ JARAGON #299:Lease Bonus Payment in full of the 1/2 of lease bonus 390.10
$ e consideration due the State of Texas

Pt for Paid-up Oil and Gas Lease dated 05/04/98
ae Ll

from the State of Texas by Agent,

& Edna Mary McAdams, a widow, Lessor,
oo -.E in favor of Clay Johnson, Lessee,
Al .2 covering Section 5, Save and Except the
5 v NW/4 NW/4, S/2 NE/4 of Section 5,
5 Block 58, PSL Survey, Reeves

% County, Texas. 7 3
. -
L] (XY ] , /
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Checking LLease Bonus X 390.10

TITAN RESQURCES, L.P 002032
ACQUISITIONTIISSIBINER OF THE GENERAL LAND OFFICE 7/15/98
PARAGON #299:Lease Bonus Payment in full of the 1/2 of lease bonus 390.10

consideration due the State of Texas
for Paid-up Oil and Gas Lease dated 05/04/98
from the State of Texas by Agent,
Edna Mary McAdams, a widow, Lessor,
in favor of Clay Johnson, Lessee,
covering Section 3, Save and Except the
NW/4 NW/4, S/2 NE/4 of Section 5,
Block 58, PSL Survey, Reeves
¢ County, Texas.

Checking ) Lease Bonus 390.10
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TEXAS GENERAL LAND OFFICE

GARRY MAURO
COMMISSIONER MEMORANDUM
DATE 04-Aug-98
TO: Garry Mauro, Commissioner

Spencer Reid, Senior Deputy Commissioner

FROM: Robert Hatter, Director of Mineral Leasing m _ /000 ﬁ ?
Peter Boone, Chief Geologist

RE: Relinquishment Act Lease

Applicant:  Clay Johnson

County: REEVES Base File #: 0
Section: 5 Block: 58 Abstract: 5801
Survey: PUBLIC SCHOOL LAND
Prim. Term: 5 years Bonus/Acre $50.00
Royalty: 3/16 Rental/Acre $1.00
Consideration
Recommended: *

Not Recommended:
Comments:

Lease Form
Recommended: /J.) i< (48
Not Recommended:

Comments:

Spencer Reid, Senior Deputy Date: £/’ '7/ 98

Recommended: ﬁ&

Not Recommended:

Garry Mauro, Commissioner Date:

Approved:
Not Approved:



. RAL REVIEW SHEET

Transaction # 2702 Geologist: L. Collier
Lessor McAdams, Edna Mary Leass Date: 5/4/98 |3
Lesses: Clay Johnson Acres: 520.13
LEASE DESCRIPTION
County BasaFlaNo Part Sec. Block Twp Survey Abst#
REEVES 150077  ALL /& 5 58 00 PUBLIC SCHOOL LAND 5536
REEVES _ 147739 ALL 5 58 00 PUBLIC SCHOOL LAND 5290
REEVES — 151884  ALL 5 58 00 PUBLIC SCHOOL LAND 5803
TERMS OFFERED TERMS RECOMMENDED
PrimaryTerm: ~ Syears | PrimaryTerm 5 years
Bonus/Acrg: $50.00 | Bonus/Acrs $50.00
Rental/Acre: | $1.00 Rental/Acrs $1.00
Royaity: 3/16 Royalty 3/16
COMPARISONS
MF # Lassen Date Term  Bonus/Ac.  Rental/Ac.  Royalty  Distance
| L | | | [ Last Leasa

Comments: |Paid up rental. Continued from property inventory: Sec. 5 save & except NW/4 NW/4, S/2 NE/4.

mm_ )J‘ ; 2.4 .,95

Tuesday, August 04, 1998
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Trran RESOURCES, L.».

December 2, 1998 VIA FEDERAL EXPRESS

Mr. Drew Reid

Texas General Land Office
Stephen F. Austin Building
1700 North Congress Avenue
Austin, Texas 78701

o8
Reé: Relinquishment Act O1l and Gas Lease N\ \60

covering land in Reeves County, Texas
Paragon Prospect

Dear Mr. Reid:

With reference to the following described Oil and Gas Lease covering land in Reeves County, Texas,
enclosed herewith please find the following:

L Certified copy of Paid-Up Oil and Gas Lease dated October 23, 1998, between the State of
Texas, acting by and through its agent, Bill Whiteacre, referred to as owner of the soil, and
Clay Johnson, Lessee, covering all of Section 5 save & except the NW/4 of the NW/4 &
the S/2 of the NE/4, Block 58, PSL Survey, Reeves County, Texas.

With regard to payment of the lease bonus consideration (1/2 due the State of Texas) and required filing fee
for the above lease, enclosed please find our request for credit by letter dated September 22, 1998, accepted
by the Texas General Land Office on September 30, 1998. Per the terms of this agreement, we would like
to apply the $1.,040.26 lease bonus consideration and the $25.00 filing fee to our outstanding balance thereby
leaving a $3,847.36 credit for future items.

In addition to the above referenced lease and request for credit by letter, enclosed 1s a copy of request for
approval of the lease by letter dated November 10, 1998, accepted by the Texas General Land Office on
November 13, 1998. As soon as the lease transmitted herewith has been approved and filed, please advise
this office of the assigned Mineral File Number. If additional information is required, please do not hesitate
to contact the undersigned. Thank you for your continued cooperation and courtesy in this matter.

Very truly yours,

{ Robert Ready,

andman
WIB/dss

Enclosures

500 W. Texas = Suite 500 = Midland, Texas 79701 + Fax: (915) 687-0192 + Office: (915) 682-6612



\u\\»\\u\ —

J&u\\k
B 7 J

250077 Sy ™™



Texas General
Land Office

David Dewhurst
Commissioner

Stephen F. Austin Building

1700 North
Congress Avenue

Austin, Texas
78701-1495

512-463-5001

August 11, 1999

Attn: J. Robert Ready
Titan Resources, L.P.
500 W. Texas, Suite 500
Midland, Texas 79701

Re: RELINQUISHMENT ACT LEASE NO. M-100099
Save and except NW/4, NW/4, S/2, NE/4 of Sec. 5, BIk. 58, PSL Sur.
520.13 gross ac. 125.218 net ac.
Reeves County

Dear Mr. Ready:

The certified copy of the Relinquishment Act Lease covering the above
referenced tract has been approved and filed in our records under mineral file
number M-100099. Please refer to this number in all future correspondence
concerning the lease.

Your remittance of $3,880.84, has been applied as the state's portion of the
bonus, the processing fee and the filing fee. Please let me know if you
should have any questions.

Sincerely,

s R

Drew Reid
Minerals Leasing
Energy Resources
(512) 475-1534

DR:MS:mrg
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ACQUISITIONGIASISRER OF THE GENERAL LAND OFFICE 1/19701

PARAGON #299:GLC Filing Fee Filing Fee due the State of Texas for Paid-Up Oil and Gas

' Lease dated December 11, 2000, by and between the
State of Texas by Agent, Catherine Olive McAdams Lammey,
a married woman dealing in her sole and seperate property,
Lessor, and Clay Johnson, Lessee, covering all of Section 5,
Save and Except the NW/4 NW/4 and the S/2 NE/4,
Block 58. Public School Land Survey, Reeves County, Texas.

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

Ottnn: _/
. .

®eee
. .‘.tl ~
Checking Filing Fee
tese

. L
e .

PURE REBOURCES, L.P.
ACdU'S’T‘@UI\%ﬁ%UﬁER OF THE GENERAL LAND OFFICE 1/19/01

o PARAGON #299:GLO Filing Fee Filing Fee due the State of Xexas for Paid-Up Oil and Gas
**% Lease dated December WA, 2000, by and between the

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

Checking Filing Fee

{z

%E§284
0

<:J
%,

25.00

005084

25.00

25.00



runNnoc NCovunNnwco, L.r. "
1/19/01 005085

ACQUISITIOINAHFSSDIRER OF THE GENERAL LAND OFFICE

PARAGON #299:Lease Bonus Payment in full of 1/2 lease bonus consideration due the 69.53
State of Texas for execution of Paid-Up Oil and Gas Lease

dated December 11, 2000, by and between the State of
Texas by Agent Catherine Olive McAdams Lammey, a 5
married woman dealing in her sole and seperate property, O_Z 0 N -
Lessor, and Clay Johnson, Lessee, covering all of Section d
5, Save and Except the NW/4 NW/4 and the S/2 NE/4,

': e :
o > Block 58. Public School Land Survey, Reeves County,
e : : Texas. \
YT (This lease covers lands in the Mcllvain Prospect No. 681 \ 9
g carved out of the Paragon Prospect.) '
L] .
- e
. ce
L)
LEEE T : -
. .
Checking Lease Bonus Consideration 69.53

PURE RESOURCES, L.P.

ACQUISITIGNFSSHRER OF THE GENERAL LAND OFFICE 1/19/01 005085

PARAGON #299:Lease Bonus Payment in full of 1/2"lease bonus consideration due the 69.53

Leggor, and Clay Johnson, Lessee, covering all of Section
~ Save and Except the NW/4 NW/4 and the S/2 NE/4,
Block 58, Public School Land Survey, Reeves County,
Texas.

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

Checking Lease Bonus Consideration 69.53



T Ui NLovuinueLo, L.r. .
1

ACQUISTHEHRINSSIIRER OF THE GENERAL LAND OFFICE 1/19/01

PARAGON #299:GLO Filing Fee

«Glnckgng Filing Fee

sane
LA LR ]

PURE*RESOURCES, L.P.

ACQUASHIGINTIIFSSINRER OF THE GENERAL LAND OFFICE

. PAEAGON #299:GLO Filing Fee
L]

L] .

L] e
L

.

Seevae

L] -

Checking Filing Fee

Filing Fee due the State of Texas for Paid-Up Oil and Gas
Lease dated November 16, 2000, by and between The

State of Texas by Agent Cynthia Ann Warren Mecks, a widow,
Lessor, and Clay Johnson, Lessee, covering all of Section

5, save and except the NW/4 NW/4 and the S/2 NE/4, Block

005078

25.00

030“
58, Public School Land Survey, Reeves County, Texas. < \3, c,)
%

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

1/19/'01
Filing Fee due the State of Texas for Paid-Up Oil and Gas
Lease dated November Y6, 2000, by and between The

State of Texas by Agegdt Cynthia Ann Warren Meeks, a widow,

Lessor, and Clay Jojhson, Lessee, covering all of Section
5, save and except fhe NW/4 NW/4 and the S/2 NE/4, Block
58, Public School Land Survey, Reeves County, Texas.

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

Ica

25.00

005078

25.00

25.00



v’ runc nNncCowvunuco, L.r.
ACQUISITIBNGNRSKINRER OF THE GENERAL LAND OFFICE 1/19/01 005079
PARAGON #299:Lease Bonus Payment in full of 1/2 lease bonus consideration due the 253.63 A

State of Texas for execution of Paid-Up Oil and Gas Lease
. dated November 16, 2000, by and between Cynthia
}\/ Ann Warren Meeks, a widow, Lessor, and Clay Johnson,
Lessee, covering all of Section 3, Save and Except the
NW/4 NW/4 and S/2 NE/4, Block 58, Public School

Land Survey, Reeves County, Texas. & o .
<I-
‘ (This lease covers lands in the Mcllvain Prospect No. 681 : C) 9
e carved out of the Paragon Prospect.) \j)
LEL R
LR ]
LE LS ]
L
L] .
LR .
L
- LA
Checkihe Lease Bonus Consideration 253.63
L] L]

PURE RESOURCES, L.P.
ACQUISITIOYMINASKINRER OF THE GENERAL LAND OFFICE 1/19/01 005079
PARAGON #299:Lease Bonus Payment in full of 1/2 lease bonus gonsideration due the 253.63

State of Texas for execution of Ddid-Up Oil and Gas Lease

dated November 16, 2000, by dnd between Cynthia

Ann Warren Meeks, a widoy, Lessor, and Clay Johnson,

Lessee, covering all of Section 5, Save and Except the

NW/4 NW/4 and S/2 NE/4, Block 58, Public School

Land Survey, Reeves County, Texas.

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

e

- ade 10
. iy r.’\\il\\
cnig W 0°
- T -t

l;xl\\;j.# =

Checking Lease Bonus Consideration 253.63
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ACQUISITIENAIASSIBRER OF THE GENERAL LAND OFFICE 1/19/01
PARAGON #299:GLO Filing Fee Filing Fee due the State of Texas for Paid-Up Oil and Gas
Lease dated December 11, 2000, by and between The
State of Texas by Agent The Baptist Foundation of Oklahoma,
Lessor, and Clay Johnson, Lessee, covering all of Section
5, save and except the NW/4 NW/4 and the S/2 NE/4, Block
58. Public School Land Survey, Reeves County, Texas.

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

'(:Hm&ng Filing Fee

PURE’RESOURCES, L.P.

ACCRASFICHMNRSSINRER OF THE GENERAL LAND OFFICE 1/19/01
..PA?AGON #299:GLO Filing Fee Filing Fee due the Statg/of Texas for Paid-Up Oil and Gas
R e Lease dated Decempér 11, 2000, by and between The
o State of Texas by“Agent The Baptist Foundation of Oklahoma,

Lessor, and (Aay Johnson, Lessee, covering all of Section
5, save except the NW/4 NW/4 and the 5/2 NE/4, Block
58, Pubslic School Land Survey, Reeves County, Texas,

i L4
Savese
L] L]

his lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

Checking Filing Fee

005076

25.00

0,
0=
<’3,
<9
Q

7/

25.00

005076

25.00

25.00
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ACQUISITIQMGHFSKIYRER OF THE GENERAL LAND OFFICE 1/19/01

PARAGON #299:Leasé¢ Bonus Payment in full of 1/2 lease bonus consideration due
the State of Texas for execution of Paid-Up Oil and Gas Lease
dated December 11, 2000, by and between the State of
Texas by Agent The Baptist Foundation of Oklahoma, Lessor,
and Clay Johnson, Lessee, covering all of Section 5.
save and except the NW/4 NW/4 and the S/2 NE/4,

I Block 58, Public School Land Survey, Reeves County, Texas.
- L]
:::: (This lease covers lands in the Mcllvain Prospect No. 681
. carved out of the Paragon Prospect.)
LELE ]
L] L ]
LE .
- -
. . e
L] o
L
<88 -0:
.
Checking Lease Bonus Consideration

PURE RESOURCES, L.P.
ACQUISITIGHNIRSSINRER OF THE GENERAL LAND OFFICE
PARAGON #299:Lease Bonus Payment in full of 1/2 lease bonus consideration due

the State of Texas for execution of Paid-Up Oil and Gas Lease
dated December 11, 2000, by and between the State of
Texas by Agent The Baptist Foundation of Oklahoma, Lessor,
and Clay Johnson, Lessee, covering all of Section 5.
save and except the NW/4 NW/4 and the S/2 NE/4,
Block 58, Public School Land Survey, Reeves County, Texas.

1/19/'01

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

Checking Lease Bonus Consideration

<’n,
J <_)9‘Z

2,225.00

005077

2,225.00

2,225.00
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January 19, 2001 VIA FEDERAL EXPRESS

Mr. Drew Reid

Texas General Land Office
Stephen F. Austin Building
1700 North Congress Avenue
Austin, Texas 78701

Re:

Relinquishment Act Oil and Gas Lease dated December 11, 2000 by and
between The State of Texas by Agent Catherine Olive McAdams Lammey, a
married woman dealing in her sole and separate property, Lessor, and Clay
Johnson, Lessee, covering all of Section 5, Save and Except the NW/4 NW/4 and
S/2 NE/4, Block 58, Public School Land Survey, Reeves County, Texas.
Prospect No. 299 (Mcllvain Prospect No. 681)

Mineral File No. 100099

Dear Mr. Reid:

With reference to our previous conversations pertaining to the captioned Oil and Gas Lease,
enclosed please find the following for your files and further handling:

1.

Certified copy of Oil and Gas Lease dated December 11, 2000,by and between
the State of Texas, acting by and through its Agent, Catherine Olive McAdams
Lammey, a married woman dealing in her sole and separate property, Lessor,
and Clay Johnson, Lessee, covering the captioned lands in Reeves County,
Texas, which has been duly filed under Clerk’s File No. 133 to be recorded in
the Official Public Records of Reeves County, Texas.

Pure Resources, L.P. Check No. 5085 made payable to the order of
Commissioner of the General Land Office of the State of Texas in the amount
of $69.53, representing payment in full of lease bonus consideration (1/2 due the
State of Texas) for the above mentioned Oil and Gas Lease.

Pure Resources, L.P. Check No. 5084 made payable to the order of

Commissioner of the General Land Office of the State of Texas in the amount
of $25.00, representing the required filing fee for handling this matter.

500 West lllinois ~ Midland, Texas 79701  office: 915.498.8600 web: www.pureresources.com



Texas General Land Office
Mr. Drew Reid

Page -2

January 19,2001

Approval of the terms and provisions in leases covering the captioned lands was given on
August 11, 1999, under Mineral File No. M-100099.

Please acknowledge receipt of this letter and enclosures by signing, dating and returning one
(1) copy of this letter in the self addressed and stamped envelope. If additional information
is required, please do not hesitate to contact the undersigned. Thank you for your continued

cooperation and courtesy in this matter.

Very truly yours,
g,
K ],

obert Read//

and Director

/dw
Enclosures

RECEIVED THIS DAY OF
TEXAS GENERAL LAND OFFICE

, 2001.

BY

Drew Reid
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January 19, 2001 VIA FEDERAL EXPRESS

Mr. Drew Reid

Texas General Land Office
Stephen F. Austin Building
1700 North Congress Avenue
Austin, Texas 78701

Re:

Relinquishment Act Oil and Gas Lease dated November 16, 2000 by and between The
State of Texas by Agent Cynthia Ann Warren Meeks, a widow, Lessor, and Clay
Johnson, Lessee, covering all of Section 5, Save and Except the NW/4 NW/4 and S/2
NE/4, Block 58, Public School Land Survey, Reeves County, Texas.

Paragon Prospect No. 299 (Mcllvain Prospect No. 681)

Mineral File No. 100099

Dear Mr. Reid:

With reference to our previous conversations pertaining to the captioned Oil and Gas Lease,
enclosed please find the following for your files and further handling:

Certified copy of Oil and Gas Lease dated November 16, 2000,by and between
the State of Texas, acting by and through its Agent, Cynthia Ann Warren
Meeks, a widow, Lessor, and Clay Johnson, Lessee, covering the captioned
lands in Reeves County, Texas, which has been duly filed under Clerk’s File No.
136 to be recorded in the Official Public Records of Reeves County, Texas.

Pure Resources, L.P. Check No. 5079 made payable to the order of
Commissioner of the General Land Office of the State of Texas in the amount
of $253.63, representing payment in full of lease bonus consideration (1/2 due
the State of Texas) for the above mentioned Oil and Gas Lease.

Pure Resources, L.P. Check No. 5078 made payable to the order of
Commissioner of the General Land Office of the State of Texas in the amount
of $25.00, representing the required filing fee for handling this matter.

500 West lllinais  Midland, Texas 79701  office: 915.498.8600 web: www.pureresources.com



Texas General Land Office
Mr. Drew Reid

Page -2

January 19, 2001

Approval of the terms and provisions in leases covering the captioned lands was given on
August 11, 1999, under Mineral File No. M-100099.

Please acknowledge receipt of this letter and enclosures by signing, dating and returning one
(1) copy of this letter in the self addressed and stamped envelope. If additional information
is required, please do not hesitate to contact the undersigned. Thank you for your continued
cooperation and courtesy in this matter.

Very truly yours,
Vet

¥ Robert Reaﬁ/

Land Director

/dw
Enclosures

RECEIVED THIS DAY OF , 2001.
TEXAS GENERAL LAND OFFICE

BY

Drew Reid
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January 19, 2001 VIA FEDERAL EXPRESS

Mr. Drew Reid

Texas General Land Office
Stephen F. Austin Building
1700 North Congress Avenue
Austin, Texas 78701

Re:

Relinquishment Act Oil and Gas Lease dated December 11, 2000 by and between The
State of Texas by Agent The Baptist Foundation of Oklahoma, Lessor, and Clay
Johnson, Lessee, covering all of Section 5, Save and Except the NW/4 NW/4 and S/2
NE/4, Block 58, Public School Land Survey, Reeves County, Texas.

Paragon Prospect No. 299 (Mcllvain Prospect No. 681)

Mineral File No. 100099

Dear Mr. Reid:

With reference to our previous conversations pertaining to the captioned Oil and Gas Lease,
enclosed please find the following for your files and further handling:

Certified copy of Oil and Gas Lease dated December 11, 2000,by and between
the State of Texas, acting by and through its Agent, The Baptist Foundation,
Lessor, and Clay Johnson, Lessee, covering the captioned lands in Reeves
County, Texas, which has been duly filed under Clerk’s File No. 137 to be
recorded in the Official Public Records of Reeves County, Texas.

Pure Resources, L.P. Check No. 5077 made payable to the order of
Commissioner of the General Land Office of the State of Texas in the amount
of $2,225.00, representing payment in full of lease bonus consideration (1/2 due
the State of Texas) for the above mentioned Oil and Gas Lease.

Pure Resources, L.P. Check No. 5076 made payable to the order of

Commissioner of the General Land Office of the State of Texas in the amount
of $25.00, representing the required filing fee for handling this matter.

500 West lllinois ~ Midland, Texas 79701  office: 915.498.8600 web: www.pureresources.com
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Texas General Land Office
Mr. Drew Reid

Page -2

January 19, 2001

Approval of the terms and provisions in leases covering the captioned lands was given on
August 11, 1999, under Mineral File No. M-100099.

Please acknowledge receipt of this letter and enclosures by signing, dating and returning one
(1) copy of this letter in the self addressed and stamped envelope. If additional information
is required, please do not hesitate to contact the undersigned. Thank you for your continued
cooperation and courtesy in this matter.

Very truly yours,
4. Robert Re%
and Direct

/dw
Enclosures

RECEIVED THIS DAY OF , 2001.
TEXAS GENERAL LAND OFFICE

BY

Drew Reid
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General Land Office
Relinquishmnt Act Lease Form
Revised, September 1997

PAID-UP
OIL AND GAS LEASE

%2000 perween the State of Texas, acting by and through its

THIS AGREEMENT is made and entered into this_1 1 _day of D€C.
The Baptist Foundation of OLlahoma
3800 North Mav

agent,

Oklahoma City Oklahoma 7211? said agent
(Give PerETent Ad‘djes?l
herein referred to as the owner of the soil (whether one or more), and ay Johnson
203 W, Wall, Suite 800 of

Midland, Texas 79701

(Give Permanent Address)

hereinafter called Lessee.

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

All of Section 5, save and except the NW/4 NW/4 and the S/2 NE/4,
Block 58, Public School Land Survey

520.13

containing

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

To the State of Texas:

Two Thousand Two Hundred Twenty-

five and No/100---—--

Dollars(S___ 2,225.00 )

To the owner of the soil:

Two Thousand Two Hundred Twenty-five and No/100--—---

Dollars ($ 2,225_!!!] )

Total bonus consideration: Four Thousand Four Hundred Fi

fty and No/100--———-—-

Dollars(S____4,450.00 )

The total bonus consideration paid represents a bonus of Seventy-seven and No/100

Dollars (5___77 .00 ) peracre,on XXXXXXOXXKX 57.7922 net acres.

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

Three (3) years fom this date

*Sé%'%xh

u(hnn called "primary term") and as long thereafter as oil and gas, or either of them, is produced in paying quantities from said land.
“As used in this lease, the term "produced in paying quantities” means that the receipts from the sale or other authorized commercial use of the substance(s) covered
« "&%2ad out of pocket operational expenses for the six months last past.

ibit "A" _ached for”Pd_U{

« " 3 before such anniversary dau: Lessee shall pay or tender to the owner of the 50[| orto h|s cred:t in

.mc .

B , or its successors (which shall continue as the depository regardless of

*sai® land), the amount specified below; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL
FTEXAS, AT AUSTIN, TEXAS, a like sum on or before said date. Payments under this paragraph shall operate as a ren

¢ cemmencement of a well for one (1) year from said date. Payments under this paragraph shall be in the followi

To the owner of the soil:

Dela_ Rental Prov1s1on shown as paragraph 40.

Dollars (S =l )
To the State of Texas: et

Dollars ($ el )
Total Rental: el

Dollars (S il 3

In a like manner and upon like paymen nders annually, the commencement of a well may be further deferred for successive periods of one (1) year each during
the primary term. All payments Tders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assignee of this lease, and may be
delivered on or before
be succccdcd b er bank, or for any reason fail or refuse to accept rental, Lessee shall not be held in default for failure to make such payments or tenders of
irty (30) days after the owner of the soil shall deliver to Lessee a proper recordable instrument naming another bank as agent to receive such payments

true and Oorrest
copy of
Ongmalmedin
Reeves County
Clerks Office

tal paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend business, liquidate, fail or



4. PRODUCTION ROYALTIES. Upon production of oil and/or gas, Lessec agrees to pay or cause (0 be paid one-half (1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the owner of
the soil:

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, shall be

1/5th part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the
General Land Office, such value to be determined by 1) the highest posted price, plus premium, if any, offéred 6r paid for oil, condensat, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the
general area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the
leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recovered. The requirement that such gas be run
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 1/5th part of the gross production or the market value thereof, at the option of the

owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing.

(©) PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 1/5th part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lessee, whichever is the greater, of the
total plant production of liquid hydrocarbons attributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a processing agreement negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area, or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from 5|as (cxceﬂting liquid hydrocarbons)
whether said gas be "casinghead,” "dry,” or any other gas, by fractionating, burning or any other processing shall be /5t part of the
gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such market
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month in which such product is produced, or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced; whichever is the greater.

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or
before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the amount of royalties paid during the
preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one
dollar (Sl.Og) per acre.

LA R L X )

* 6 ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Commissioner
of the"Génsal Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties
accmﬁlﬁw such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office's right to take its royalty in
kind shlll not diminish or negate the owner of the soil's or the Commissioner of the General Land Office’s rights or Lessee's obligations, whether express or implied,

undgrtA$ Tgase.
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«"®» 1 NODEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the cost of
produting® Rathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other products
hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, including any reimbursements for severance taxes and

proguction gelated costs.

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

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

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

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually fumish 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 agreemems and amendments to such contracts within thirty (30) days after entering into or making such contracts,
agreements or amendments. Such contracts and agreements when received by the General Land Office shall be held in confidence by the General Land Office unless
otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and marketing of the oil and gas produced on said
premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to inspection and
examination by the Commissioner of the General Land Office, the Attomey General, the Governor, or the representative of any of them.

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

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If. during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or
gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lessee commences additional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without further operations
until the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
primary term hereof, Lessee may resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the
axPwalan 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
tefminat?. 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
2 t3MAgce with the shut-in provisions hereof.

anee
- 12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
Rrodgerd on said land, but Lessee is then engaged in drilling or reworking operations thereon. this lease shall remain in force so long as operations on said well or for
dréi#ing #r reworking of any additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days during
one puch operation, and if they result in the production of oil and/or gas, so long thereafter as oil and/or gas is produced in paying quantities from said land, or
payrnemof shut-in oil or gas well royalties or compensatory royalties is made as provided in this lease.
-
« 13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas from the leased premises, aiter
Oct Ohdained, should cease from any cause. this lease shall not terminate if Lessee commences additional drilling or reworking operations within sixty (60) days
nﬂer such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in workmanlike manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil or gas, the lease shall remain in full force and
effect for so long as oil or gas is produced from the leased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory
royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease
shall remain in effect so long as Lessee continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more
than sixty (60) days. Lessee shall give written notice to the General Land Office within thirty (30) days of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well" means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but 0il or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 of this lease does not specify a delay rental
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar ($1.00) per acre/ To bc eﬂ'ccuVﬂ eacheinigal Sharrcoil or gas royalty
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. must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days
after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2)
to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month
following the month in which production ceased. and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the

lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect bv payment of the shut-in 0il or gas rovalty, oil or gas is sold and
delivered in paying quantities from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any
case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective
for the remainder of the year for which the royaity has been paid. The Lessee may maintain the lease for four more successive years by Lessee paying compensatory
royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas is
produced from the well causing the drainage or that is completed in the same producing reservoir and located within one thousand (1,000) feet of the leased premises.
If the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an amount equal to the
difference within thirty (30) days from the end of the 12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offset
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the
payment of compensatory royalties can satisfy the obligation to drill offset wells.

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

(A) VERTICAL. In the event this lease is in force and effect two (2) years after the expiration date of the 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 cach gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lessee is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pooled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is
thereafter allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for
production purposes. Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragraph 1 hereof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof ("the retained lands"), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall further
terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths”) in each well located on acreage retained in Paragraph 16 (A)
above, unless on or before two (2) years after the primary or extended term Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as
consideration for this lease (as specified on page 1 hereof). If such amount is paid, this lease shall be in force and effect as to such deeper depths, and said
termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities from such deeper depths
covered by this lease.

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days after partial
termination gf this lease as provided herein, Lessee shall execute and record a release or releases containing a satisfactory legal description of the acreage and/or
dept®gMA *@ained hereunder. The recorded release, or a certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee prescribed
by the Ggngral 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)
dayseafter 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.

L L
** 1% OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lessee of his obligation to protect
the ail"and ghs under the above-described land from being drained. Lessee, sublessee, receiver or other agent in control of the leased premises shall drill as many
wells 3s th€ Tacts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of oi! and gas from the leased premises. In
additiorf, if oil and/or gas should be produced in commercial quantities within 1,000 feet of the leased premises, or in any case where the leased premises is being
draigeg hyafoduction of oil or gas, the Lessee, sublessee, receiver or other agent in control of the leased premises shall in good faith begin the drilling of a well or
wells ipon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing
in commercial quantities and shall prosecute such drilling with diligence. Failure to satisfy the statutory offset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upon the determination of the Commissioner of the General Land Office and with his written approval may the payment of
compensatory royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.

18. FORCE MAJEURE. If, after a good faith effort, Lessee is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, strikes, acts of God, or
any valid order, rule or regulation of government authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and Lessee
shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be extended while Lessee is prevented, by any such cause,
from conducting drilling and reworking operations or from producing oil or gas from the leased premises. However, nothing in this paragraph shall suspend the
payment of delay rentals in order to maintain this lease in effect during the primary term in the absence of such drilling or reworking operations or production of oil
or gas.
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19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises. If the owner of the soil defaults in
payments owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mortgage, taxes or other liens
on the leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments from the
rental and royalties due the owner of the soil.

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

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

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

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

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

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

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the
foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent
spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other
pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank batteries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all
slush pits and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on the leased premises, keep said
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixtures placed by
Lessee on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
lease unless the owner of the soil grants Lessee an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing oil
a.;tg fas m paying quantities. Additionally, Lessee may not draw and remove casing until after thirty (30) days written notice to the Commissioner of the General
L'aad Ofkce and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lessce
u::dwke. terms of this paragraph.
LA LR ]

- 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of either party to this
leasg gnay be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisees, legal representatives, successors
ahg a8sidns. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges
ang gstates of Lessee, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lessee. And no change or
diyisidg 3n ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty (30) days after the owner of the soil (or his heirs, devisees, legal
reprgsentatives or assigns) funishes the Lessee with satisfactory written evidence of the change in ownership, including the original recorded muniments of title (or 2
certified copy of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the extent of the interest
asgigmods relieve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and
option to pay rentals shall be apportioned as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignee does not file a
certified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any
prior assignee of the lease, including any liabilities to the State for unpaid royaities.

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of the s0il acquires this lease in whole or in part by
assignment without the prior written approval of the Commissioner of the General Land Office, this lease is void as of the time of assignment and the agency power
of the owner may be forfeited by the Commissioner. An assignment will be treated as if it were made to the owner of the soil if the assignee is:

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

(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsidiary;
(3) a partnership in which the owner of the soil is a parmer or is an employee of such a partmership;

(4) a principal stockholder or employee of the corporation which is the owner of the soil;

(5) a partner or employee in a partnership which is the owner of the soil; True and Corre
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, administrator, receiver. or conservator for the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

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

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

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

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

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

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

L]

*2°**34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
or mmd interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Bodrd esd the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources
Code «52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
Rcs.ourfs Code 52.152.

-

- L]
s 5. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partners, agents,

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

COUNTY OF ____ (D[ A HOm A~

BEFORE ME, the undersigned authority, on this day personally appeared Robert L. Ross
known to me to be the person whose name is subscribed to the foregoing instrument, as President of
The Baptist Foundation of Oklahoma 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.

. e
Given under my hand and seal of office this the, ij day of #ﬁﬁm& , ¥~ 200/
M K /ot

Notary Public in and for

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 , 19

Notary Public in and for

STATE OF TEXAS (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF MIDLAND
Before me. the undersigned authority, on this day personally appeared Clay Johnson

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.

Given under my hand and seal of office this the 7% day of I&ULLQ&,; e ﬁ Q { -
L. $hre0., 4
'::::‘ M. K. BRASUEL Notary Public in and for ]ézg S

. : #*3 MY COMMISSION EXPIRES
sees &= October 19, 2004
STATE OF - (INDIVIDUAL ACKNOWLEDGMENT)
..
Q! OF
. Before me, the undersigned authority, on this day personally appeared
LA XL E)

known 10 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.

Given under my hand and seal of office this the day of ,19

Notary Public in and for

True and Correct
copy of

Original filed in

Reeves County
Clerks Offic2




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

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natwral Resources Code 52.171 through 52.190, coramonly known as the
Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conform to these statutes, the statutes will
prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the
General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this lease shall
be the date found on Page 1.

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

é%cfﬂ%w

LESSEE
BY: Clay Johnson

TITLE:;

DATE: / = 7‘ O/

.
STA] STATE OF TEXAS
BY: q BY: .
Individuslby and as agent for the State of Texas Robert L. Ross, Individually and as agent for the State of Tex:
President of The Baptist Foundation of Oklahoma
Datc:s s {/0 S04 Date:
. . e ¥
rax, 75
.
STATE OF ,TEXAS STATE OF TEXAS
Sesenee
- -
BY: BY:
Individually and as agent for the State of Texas Individually and as agent for the State of Texas
Date: Date:
rue and Correci
copy of

Reaves County
Clarles
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OKLAHOMA

STATE OF (CORPORATION ACKNOWLEDGMENT)

COUNTY OF____ (D¥ /A HOm A~

BEFORE ME, the undersigned authority, on this day personally appeared Robert L. Ross
Knuwii 1o e 1 be the person whose name is subscribed to the foregoing instrument, as President of
The Baptist Foundation of Oklahoma 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.
. A~
Given under my hand and seal of office this the :Sf day of ¥95- 200/

Notary Public in and for

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 , 19

Notary Public in and for

STATE OF TEXAS (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF MIDLAND
Before me. the undersigned authority, on this day personally appeared Clay Johnson

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.

Siven under my hand and seal of office this the 7 ‘ day of j&wuﬁ,&,’: 1 203 ‘
LA R L L N ]
L] L
LA LR ] = l'
- L]
e Notary Public in and for 1 ;‘_’,KQ S
. & % M. K. BRASUEL ‘

eeee JIEUPRLE MY COMMISSION EXPIRES
" ik & October 19, 2004
STATE OF e 7

COUNTEDE
.

(INDIVIDUAL ACKNOWLEDGMENT)

» o0 oo Pefore 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.

Given under my hand and seal of office this the day of , 19

Notary Public in and for

True and Correct
(SR copy of
7= Original filed in
N/  Reeves County
ey Clerks Office



EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
DECEMBER 11 22, 2000, BY AND BETWEEN THE BAPTIST FOUNDATION OF OKLAHOMA, AS
LESSOR, AND CLAY JOHNSON, AS LESSEE, AND COVERING ALL OF SECTION 5, SAVE AND
EXCEPT THE NW/4 NW/4 AND THE S/2 NE/4, BLOCK 58, PSL SURVEY, REEVES COUNTY,

TEXAS.

40. Notwithstanding anything to the contrary contained in Paragraph Three (3) of this Lease, for all
purposes this lease shall be a fully Paid-Up Oil & Gas Lease. Delay Rentals have been paid in full with
the Bonus Consideration tendered herein. Delay Rental payment was based on a $1.00 per net mineral
acre per year for Two (2) Years. Concluding a $2.00 per acre Pd-Up Rental Payment was made in
advance for the Two (2) Year Period on the net mineral acres indicated in this Lease.

True and Correcl

5T copy of
o AN\ Original filed In
(A ) County
\ AW _“.‘ D\ee\fes [ : J
LNE Clerks Office
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General Land OfTice
Relinquishmat Act Lease Form
Revised, September 1997

PAID-UP
OIL AND GAS LEASE

S AGREEMENT 11 4ayor Dec. 2000Qrween the Spate of Texas, b
sene_RALRLING Olive MOAdAMS amy”'a————émarrl S Woman Ao AT heY B

separate propert

00 ay, ’ [©] UZZB said agent
(Give Permanent Address)
herein referred to as the owner of the soil (whether one or more), and Clay Johnson
203 W, Wall, Suite 800 of

Midland, Texas 79701
(Give Permanent Address)

hereinafter called Lessee.

l. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements (0 be paid, kept and performed by
Lessee under this lease, the State of Texas acting by and through the owner of the soil. hereby grants, leases and lets unto Lesses, for the sole and only purpose of
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telephone lines and other structures
thereon, to produce, save, take care of, treat and transport said products of the lease, the following lands situated in Reeves County, Stare
of Texas, to-wit;

All of Section 5, SAVE AND EXCEPT the NW/4 NW/4 and the S/2 NE/4,
Block 58, Public School Land Survey

containing__ 520,13 acres, more or less. The bonus consideration paid for this lease is as follows:
Tothe Stateof Texas:__ Sixtv-nine and 53/100 - o e e e e
Dollars ($ £9 513 )
Totheownerofthesoil: Sixtv-nine and 53/100-ccceccecceccecccccmc—c e ——————
Dollars (S 69.53 )
Total bonus considerarion: ONe Hundred Thirty-nine and 06/100--------——coc————
Dollars(S__139.06 )
.. LR .
Thc total bonus consideration paid represents a bonus of_S€Venty-seven and No/100---=----c-cco—
'""0 Dollars(S___77.00 ) peracre,on _I_. 80 0 netacres.
* 2. TERM. Subject 1o the other provisions in this lease, this lease shall be for a term of Three (3) years fom this date

o " * Ylesein called " primary term") and as long thereafter as oil and gas, or ¢ither of them. is produced in paying quantities from said land.
Tes As'lised in this lcase, the term "produced in paying quantities” means that the receipts from the sale or other authorized commercial use of the substance(s) covered

o *® gxgeed out of pocket operational expenses for the six months last past.
*Seé'Exhibit "t attached for Pd Up Delay Rental Prov151on shown as

paragraph 4C

ose “mr before such anniversary da.tc Lesscc shall pay or tendcr to the owner of the soil or to hts cmdtt in

at , or its successors (which shall continue as the depository regardless of Ses in the ownership of
said land), the amount specxﬁed below; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL FICE OF THE STATE OF
TEXAS, AT AUSTIN, TEXAS, a like sum on or before said date. Payments under this paragraph shalil operate as a ren shall cover the privilege of deferring

the commencement of a well for one (1) year from said date. Payments under this paragraph shall be in the followiagamounts:

To the owner of the soil:

Dollars (S il )
To the State of Texas: —
Dollars (S e )
Total Rental: il
Dollars (S e )
In a like manner and upon like paymen enders annually, the commencement of a well may be further deferred for successive periods of one (1) year each during
the primary term. All paymen nders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assignes of this lease, and may be

ntal paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend business, liquidate, fail or
Giher bank, or for any reason fail or refuse to accept rental, Lesses shall not be held in default for failure to make such payments or tenders of

copy ©f




' R b PRODUCTION ROYALTIES. Upon production of oil and/or gas, Lessee agress to pay or cause to be paid one-half (1/2) of the mva!ty
provided ‘or in this lease to the Commissicner of the General Land Office of the State of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the owner of
the soil:

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, disjilla.u:. and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, shall be
6ths part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land Office, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the
general area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lesses agress that before any gas produced from the
leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recovered. The requirement that such gas be run *
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/16ths part of the gross production or the market value thereof, at the option of the

owner of the soil or the Commissioner of the General Land Office, such value o be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shail not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing.

(© PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16ths part of the residue gas and the liquid hydrocarbons extracted or the market value thereof. at the option of the
owner of the soil or the Commissioner of the General Land Office. All royaities due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas artributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing o Lessee. whichever is the greater, of the
total plant production of liquid hydrocarbons arributable to the gas produced from this lease; provided thar if liquid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest. then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a processing agreement negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area. or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever is the greater. In no event, however, shall the royaities pavable under this paragraph be less than the rovaities which would have been due had the gas not
been processed.

(D) OTHER PRODUCTS. Rovalty 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 procsssing shall be 3/16ths part of the
gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office. such market
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month in which such product is produced. or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced: whichever is the greater.

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
paid unger this lease in no event shall be less than an amount equal to the total annual delay rental herein provided: otherwise, there shall be due and payable on or
B3BP"Be 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
pe¥sding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one

Holqr,(81.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Commissioner
'b.f :Jve @eneral Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties
accrum.g to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office’s right to take its rovaity-in
-k.umstgll not diminish or negate the owner of the soil's or the Commissioner of the General Land Office’s rights or Lessee's obligations. whether express or implied.
underthis lease.

seeees 7. NODEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the cost of
Broduding, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other products
hereunder ready for sale or use. Lessee agress to compute and pay rovalties on the gross value received, including any reimbursements for severance taxes and
production related costs.

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

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due
and must be received in the General Land Office on or before the 5th day of the second month succeeding the month of production, and rovalry on gas is due and
must be received in the General Land Office on or before the | 5th day of the second month succeeding the month of :T ﬂ‘m I:hc affidavit of the
owner, manager or other authorized agent. completed in the form and manner prescribed by the General Lagd Qffice ‘Qﬁ ﬁ?ss amount and disposition of
all oil and gas produced and the market value of the oil and gas. together with a copy of all documenty{3feerdiion reports confRARY thélgross production, disposition
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+  and'market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines, tanks
or pools'and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being
paid on cach lease. If Lessee pays his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or
$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greaer,
In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue.
Affidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as
prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State's right of forfeiture as provided by law
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the Stare's portion of
the royalty or to that portion of the royalty in dispute as to fair market value. ‘

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually fumnish the Commissioner of the General Land Office with
its best possible estimate of oil and gas reserves underlying this lease or allocable to this lease and shall fumish said Commissioner with copies of all contracts under
which gas is sold or processed and all subsequent agreemerms and amendments to such contracts within thirty (30) days after entering into or making such contracts,
agreements or amendments. Such contracts and agreements when received by the General Land Office shall be held in confidence by the General Land Office unless
otherwise authorized by Lesses. All other contracts and records pertaining to the production, transportation, sale and marketing of the oil and gas produced on said
premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject t0 inspection and
examination by the Commissioner of the General Land Office, the Artomey General, the Governor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submited to the Commissioner of the General
Land Office by Lessee or operator five (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for application to drill. Copies of well tests. completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and thar are submitzed to the Texas Railroad Commission or any other governmental
agency shall include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying wells, tank batteries or other associated improvements to the land must also include the word "State.” Lessee shall supply the General Land Offics 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.

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If. during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or
gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lessee commences additional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. [f, 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 shouid cease for any cause, Lessee’s rights shall remain in full force and effect without further operations
u‘nm il.e::xpiration 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
lemse by eonducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
p.rodl;u'on under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
pramany ferm 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 0il or gas well and upon the failure to make such payment, this lease shall ipso facto
tegnipate. 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
fegerlarde with the shut-in provisions hereof.

*.%,$ 12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If. at the expiration of the primary term, neither oil nor gas is being
proguced on said land. but Lessee is then engaged in drilling or reworking operations thereon, this lease shall remain in force 50 long as operations on said well or for
drilling or reworking of any additional weil are prosecuted in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days during

m:uch operation, and if they result in the production of 0il and/or gas. so long thereafter as oil and/or gas is produced in paying quantities from said land, or
payment of shut-in oil or gas well royaities or compensatory royalties is made as provided in this lease.

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that. until being shut in, was being maintained in
force and effect. a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitabie market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rc:ua] provided in the
lease, but not less than $1.200 a year for sach well capable of producing oil or gas in paying quantities. If Paragraph 3 of Lh{ff,ﬁ,? @gﬂ&)ﬁ}ﬁ@@ﬁ:lay rental
amount, then for the purposes of this paragraph. the delay rental amount shall be one dollar ($1.00) per acre. T ective. eac E%?Mﬂ oil or gas royalty
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, must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises. or (3) 60 days
after Lessge completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made onc-half(la)
‘to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term. or from the first day of the month
following the month in which production ceased. and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and
delivered in paying quantities from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any
case in which drainage is occurring, the right 1o continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective
for the remainder of the year for which the royalty has been paid. The Lessec may maintain the lease for four more successive years by Lessee paying compensatory
royaity at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1.000) feet of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the il or 2as is
produced from the well causing the drainage or that is completed in the same producing reservoir and located within one thousand (1.000) feet of the leased premises.
If the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lesses shall pay an amount equal o the
difference within thirty (30) days from the end of the 12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relieve Lesses of the obligation of reasonable development nor the obligation to drill offset
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the
payment of compensatory royalties can satisfy the obligation to drill offset wells.

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

(A) VERTICAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminate
as to all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lessee is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pooled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is
thereafter allocated to said well or wells for production purposes. this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for
production purposes. Notwithstanding the termination of this iease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragraph | hereof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof ("the retained lands®), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) vears after the expiration date of the primary or extended term it shall further
terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths") in each well located on acreage retained in Paragraph 16 (A)
above, unless on or before two (2) vears 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 deeper depths, and said
termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities from such dezper depths
covered by this lease.
shase :

eves (C) [DENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with
meweIl.l eated in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days after partial
lermingnon of this lease as provided herein. Lessee shall execute and record a release or releases containing a satisfactory legal description of the acreage and/or
depths not retained hereunder. The recorded release. or a certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee prescribed
by he Ueheral 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'ahcr eeing 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
depiffs®tp b§ released hereunder and record such instrument at Lesses's expense in the county or counties where the lease is located and in the official records of the
Genctal [%hd Office and such designation shall be binding upon Lessee for all purposes.

.

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

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

or gas. True and Correct
57 copy of
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She 19. WARRANTY CLAUSE. The owner of the soil warrants and agrees 1o defend title to the leased premises. If the owner of the soil defaults in
payments owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mongage, taxes or other lie
on the leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lesses may recover the cost of these payments from the
rental and royalties due the owner of the soil.

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

(B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundaries
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Namral Resources Code Sections 52.151-32.154, or
if, at any time after the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the total amount described herein,
payments that are made on a per acre basis hercunder shall be reduced according to the number of acres pooled, released, surrendered, or otherwise severed, so thar
payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the
boundaries of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

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

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

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

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards wo prevent pollution. Without limiting the
foregoing, pollution of coastal wetlands. natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent
spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other
pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank batteries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all
slush pits and cellars and compietely clean up the dniling site of all rubbish thereon. Lessee shall, while conducting operations on the leased premises, keep said
premises free of all rubbish, cans, bortles, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

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

~ TR 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of either party (o this

*, %58c may be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisees, legal representatives, successors
and assigns. However, a change or division in ownership of the land. rentals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges
amz estates of Lessee, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lessee. And no change or

tse div:sion in ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty (30) days after the owner of the soil (or his heirs, devisees, legal
representatives or assigns) furnishes the Lessee with satisfactory written evidence of the change in ownership, including the original recorded muniments of title (or a
certified copy of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the extent of the interest
assigned, relieve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and
option to pay rentals shall be apportioned as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignee does not file a
centified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure o pay the entire rental due
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligations, liabilities, and penalties owed to the State by the original lessee or an¥
prior assignes of the lease, including any liabilities to the State for unpaid royalties.

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

(1) a nominee of the owner of the soil; »
(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an emploves of such a corporation or subsidiary;

(3) a partnership in which the owner of the soil is a parmer or is an employes of such a partnership;
(4) a principal stockholder or employee of the corporation which is the owner of the soil:
(5) apartner or employes in a parmership which is the owner of the soil;




(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, administrator, receiver. or consgrvator for,the

owner of the soil; or

(7) a family member of the owner of the 50il or related to the owner of the soil by marriage, blood, or adoption.
28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessee may at any time execute and deliver to the owner of the soil
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion or portions, and be
relieved of all subsequent obligations as to acreage surrendersd. If any part of this lease is properly surrendered, the delay rental due under this lease shall be reduced
by the proportion that the surrendered acreage bears to the acreage which was covered by this lease immediately prior to such surrender harvaver sl rolease will
not relieve Lesses of any liabilities which may have accrued under this lease prior to the surrender of such acreage.

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

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

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

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lesses or an authorized
agent should knowingly make any faise return or false report concerning production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good
faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Office, the School Land Board. or the Railroad Commission, or if
Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to fumish 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 Offics as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeiture, and when forfeited the area shall again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this
lease and all rights thereunder reinstated before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of future
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and zas 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, Lesses grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable starutory lien, an express contractual lien on and security
interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale of such leased minerals, whether such
proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or processing of
such leased minerals in order to secure the payment of all rovalties or other amounts due or o become due under this lease and to secure payment of any damages or
loss that Lessor may suffer by reason of Lessez'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 Tite 1, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the
Commigsioner may require Lesses to execute and record such instruments as may be reasonably necessary to acknowledge, arach or perfect this lien. Lessee hereby

that there are no prior or superior liens arising from and relating to Lessee’s activities upon the above-described property or from Lessee's acquisition of

34, POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
&f Mertegal interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Bb%rd dhd the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resourcss
&b $2.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
Resotles Code 52.152.

L]

vesees 3. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil. their officers, employees, parmers. agents,
centractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by the
activities of Lesses, its officers, employees. and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises
hereunder, or that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable
act or omission of Lessee. Further, Lesses hereby agress to be liable for. exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil.
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract. or strict liability, including amomeys’ fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with any and all
environmental laws; those arising from or in any way related to Lessee’s operations or any other of Lessee’s activities on the leased premises; those arising from
Lessee’s use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee. its directors. officers, employees, parmers, agents, contractors, subcontractors, guests, invitess, and their respective
successors and assigns. Each assignee of this Agreement. or an interest therein. agrees 1o be liable for, exonerate, indemnify, defend and hold harmiess the State of
Texas and the owner of the soil, their officars, employees. and agents in the same manner provided above in connection with the activities of Lesses, its officers,
emplovees. and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY. OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE. JOINT,
CONCURRENT, ACTIVE, OR PASSIVE. True and Corre ct

copy of
Original filed in
Reeves County

Clerks Office




EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
DECEMBER 11 22, 2000, BY AND BETWEEN KATHRINE OLIVE McADAMS, AS LESSOR, AND
CLAY JOHNSON, AS LESSEE, AND COVERING ALL OF SECTION 5, SAVE AND EXCEPT THE
NW/4 NW/4 AND S/2 NE/4, BLOCK 58, PSL SURVEY, REEVES COUNTY, TEXAS.

40. Notwithstanding anything to the contrary contained in Paragraph Three (3) of this Lease, for all
purposes this lease shall be a fully Paid-Up Oil & Gas Lease. Delay Rentals have been paid in full with
the Bonus Consideration tendered herein. Delay Rental payment was based on a $1.00 per net mineral
acre per year for Two (2) Years. Concluding a $2.00 per acre Pd-Up Rental Payment was made in
advance for the two (2) Year Period on the net mineral acres indicated in this Lease.

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




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

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 32.171 through 52.190. commonly known as the
Relinquishment Act. and other applicable starutes and amendments thereto. and if any provision in this lease does not conform to these starutes, the statutes will
prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lesses before it is filed of record in the county records and in the
General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied. the effective date of this lease shall
be the date found on Page |.

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

ﬁm?%%/
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- STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

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

known to me 1o be the person whose name is subscribed o 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 19,

Notary Public in and for

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 instument, as of

and acknowledged to me ma: 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 , 19

Notary Public in and for

stateoF COLORADO (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF ﬂdﬁ NS

Before Lheundcrs:gnéi rity. onmtsdaypersonailva.ipea:cd %ath:i ne Olive Mg%dams Lammey,
a marrle woman ealing 1n her so Separate propertcy

* $9®%Y 1o me to'be the persons whose names are subscribed 1o the foregoing instrument. and acknowiedged to me that they executed the same for the purposes and
cgnglderauon therein expressed.

0. + ! 7)
" i Given under my’ hand and seal of office this the 3?‘/ dayof )& cern }Jlf - s 2000 (Y

.
.‘:. ‘l\\.
an

L)
L3

ase oo

«oJTAZE OF TEXAS (INDIVIDUAL ACKNOWLEDGMENT)
L .

COUNTY OF MIDLAND

Before me. the undersigned authority, on this day personaily appeared Clavy Johnson

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

Given under my hand and seal of office this the j{l day of \)-a “ . !'9 m {

Notary Public in and for, _re AL RS

M. K. BRASUEL

MY COMMISSION EXPIRES

True and Correct
copy of
Original filed in
Reeves County

Clerks Office .




General Land Office 6
Relinquishmnt Act Lease Form

Revised, September 1997
PAID-UP
OIL AND GAS LEASE
THIS AGREEMENT is made and entered into this_1 0 _dayof NOV. %2000 perween the State of Texas, acting by and through its
agent Cynthia Ann Warren Meeks, a widow
3;0‘ Marquette of
Dallas, TX 75225-5128 said agent

(Give Permanent Address)
herein referred to as the owner of the soil (whether one or more), and Clay Johnson

203 West Wall, Ste,, 800 of
Midland, TX 79701
(Give Permanent Address)

hereinafter called Lessee.

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

All of Section 5, Save and Except the NW/4 NW/4 and
S/2 NE/4, Block 58, PSL Survey

containing 520.13 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas:_Two Hundred Fifty Three and 63/100----——--—-———---cc-—-——
Dollars (5__253. 63 )
To the ownerof the soil: TWO Hundred Fifty Three and 63/100-----—————ceeemeee-
Dollars (§_253,63 )
Tortal bonus consideration: FiVe Hundred Seven and 26 / 1 0 0 _______________________
Dollars (5__507,26 )
The total bonus consideration paid represents abonus of __Seventy Nine and No/100--—=——ccommmm oo
Dollars(5___79.00 ) peracre,on® . 4271  net acres.
¥ ) TERM. Subject to the other provisions in this lease, this lease shall be foratermof __Five (5) years from this date

(heseig §3led "primary term™) and as long thereafter as oil and gas, or either of them, is produced in paying quantities from said land.
As%sed if this lease, the term "produced in paying quantities” means that the receipts from the sale or other authorized commercial use of the substance(s) covered

exte8 8yt of pocket operational expenses for the six months last past.
LA LA

L]
on nbofore such anniversary date Lessee sha.ll pay or tender to the owner of the soil or to his credit in
l,he. . . 4
Aes o __, orits successors (which shall continue as the depository regardless anges in the ownership of
sdid laT':d; the amount specified below; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL OFFICE OF THE STATE OF
TEXAS, AT AUSTIN, TEXAS, a like sum on or before said date. Payments under this paragraph shall operate as a re d shall cover the privilege of deferring

To the owner of the soil:

Dollars ($ . )
To the State of Texas: S

Dollars (S s )
Total Rental: il

Dollars ($ il )

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

True and Correct
copy of
Original filed in
Reeves Couﬂ ¥
( lﬁl S (_J |L G




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

(A) OIL. Rbyalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hercinafter provided, shall be
ths part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land Office, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the”
general area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the
leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquid hydroca.rbons recoverable from the gas by such means will be recovered. The requirement that such gas be un
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 71 6 tl?l part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing.

(C) PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3 /16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commlss:oncr of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lessee, whichever is the greater, of the
total plant production of liquid hydrocarbons attributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a processing agreement negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area, or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured &07 %as s;xceptmg liquid hydrocarbons)
whether said gas be "casinghead,” "dry," or any other gas, by fractionating, buming or any other processing shall be part of the
gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such market
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month in which such product is produced, or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced; whichever is the greater.

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or
before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the amount of royalties paid during the
preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one
dollar ($1.00) per acre.

ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Commissioner
of th§ Cﬁﬁ&ﬂ Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties
accnygg W such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office's right to take its royalty in
kin@ ghaJifot diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express or implied.
under this lease.

': . ! NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the cost of
prodycing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other products
hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, including any reimbursements for severance taxes and
produc-uon related costs.

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

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due
and must be received in the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas is due and
must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production, accompanied by the affidavit of the
owner, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office and showing the gross amount and disposition of
all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, records or reports conﬁrmmg the E@G{q@ﬁhn. disposition




and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines, tanks,
or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being
paid on each lease. If Lessee pays his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or
$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greater.
In addition to a penalty, royalties shall accrue interest at a rate of 12% per year: such interest will begin accruing when the royalty is sixty (60) days overdue.
Affidavits and supportiig documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as
prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to pmhibil‘. the State’s right of forfeiture as provided by law
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the State's portion ot‘
the royalty or to that portion of the royalty in dispute as to fair market value.

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

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

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If. during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or
gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lessee commences additional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
completed and abandoned, or the production of oil or gas should cease for any cause, Lessee’s rights shall remain in full force and effect without further operations
until the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
primary term hereof, Lessee may resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the
cxpi_rglj'%@' 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. ¥ 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
accgtim Jith the shut-in provisions hereof.

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

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well" means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for Iack of suitable

production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual d in the

lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 of thi oaé h& a delay rental

amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar ($1.00) per acre. T}b‘am:{uve each mle@p\j :I or gas royalty
(N _]g\na\ ll'lo .
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days

after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2)

to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be

a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month \
following the month in which production ceased. and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the

lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year. -

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

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

(A) VERTICAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminate
as to all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lessee is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pocled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other govenmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is
thereafter allocated to said well or wells for production purposes. this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for
production purposes. Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragraph | hereof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof ("the retained lands"), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall further
terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths") in each well located on acreage retained in Paragraph 16 (A)
above, unless on or before two (2) vears 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 deeper depths, and said
termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities from such decper depths
covered by this lease.

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days after partial
termingyea @fthis lease as provided herein, Lessee shall execute and record a release or releases containing a satisfactory legal description of the acreage and/or
depths ot retdined hereunder. The recorded release, or a certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee prescribed
by the (Jeh®] 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 aft®®®ng 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 e 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
Genergltqa pﬂ'lcc and such designation shall be binding upon Lessee for all purposes.

ee17. 2OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lessee of his obligation to protect
the oil and g gmnder the above-described land from being drained. Lessee, sublessee, receiver or other agent in control of the leased premises shall drill as many
wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue dra.lna.gc of oil and gas from the leased prcmiscs In
addition, if oiland/or gas should be produced in commercial quarmues within 1,000 feet of the leased premises, or in any case where the leased premises is being
drained 8y $fbdluction of oil or gas, the Lessee, sublessee, receiver or other agent in control of the leased premises shall in good faith begin the drilling of a well or
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing
in commercial quantities and shall prosecute such drilling with diligence. Failure to satisfy the statutory offset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upon the determination of the Commissioner of the General Land Office and with his written approval may the payment of
compensatory royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.

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

or gas. 5 co py 01
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19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises. If the owner of the soil defaults in
payments owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mortgage, taxes or other liens
on the leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments from the
rental and royalties due the owner of the soil.

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

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

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

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

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

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

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the
foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent
spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other
pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank batteries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all
slush pits and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations on the leased premises, keep said
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

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

. -

®%** 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of either party to this
lease Tay be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisees, legal representatives, successors
ang B8%dhs. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges
and $8ate® of Lessee, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lessee. And no change or
diyi#ieg iffownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty (30) days after the owner of the soil (or his heirs, devisees, legal
représentifives or assigns) furnishes the Lessee with satisfactory written evidence of the change in ownership, including the original recorded muniments of title (or a
certified copy of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the extent of the interest
asy'g:teg.!.!lievc and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and
optien to pay rentals shall be apportioned as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignee does not file a
certified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any
prior assignee of the lease, including any liabilities to the State for unpaid royalties.

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

(1) anominee of the owner of the soil;
(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsidiary,
(3) apartnership in which the owner of the soil is a partner or is an employee of such a partnership,;
(4) a principal stockholder or employee of the corporation which is the owner of the soil; ) ) i
(5) apartner or employee in a partnership which is the owner of the soil; e True and Correct
: copy of
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, administrator, receiver, or conservator for the
owner of the soil; or
(7) afamily member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

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

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

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

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

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

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicabie statutory lien, an express contractual lien on and security
interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale of such leased minerals, whether such
proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or processing of
such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or
loss that Lessor may suffer by reason of Lessee's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be
foreclosed with or without court proceedings in the manner provided in the 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 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

n.

hcrc . .l.:
it 34 POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
or rninn?ihg:rest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Board soethe Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources
Code 53.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
Resoursasesode 52.152.

% .l. :

oo 35 INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partners, agents,
contrdtgor?, gBbcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, ingJuding environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by the
activities of Lgssee, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises
hercurtdh?, 4%t $hat may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liabie
act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including attorneys’ fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with any and all
environmental laws; those arising from or in any way related to Lessee's operations or any other of Lessee’s activities on the leased premises; those arising from
Lessee’s use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee, its directors, officers, employees, partners, agents, contractors, subcontractors, guests, invitees, and their respective
successors and assigns. Each assignee of this Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of
Texas and the owner of the soil, their officers, employees, and agents in the same manner provided above in connection with the activities of Lessee, its officers,
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND W %mmm
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR-FHE NEGL C’EN‘{Q@ NY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NE GENCGE BE SOLE,J & R
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36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or pollution of
any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other environmental medium
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term “Hazardous
Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic
substances under any federal, state, or local law or regulation (“Hazardous Matarials™); exeept ordinary products commonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES,
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (I) A
VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER. OR ABOUT THE LEASED PREMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, commonly known as the
Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conform to these statutes, the statutes will
prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the
General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this lease shall
be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the County
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This lease is not
effective until a certified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the General Land Office in accordance with
Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless it recites the actal and true consideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fee shall accompany such certified copy to the General Land Office.
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LESSEE
BY: lay Johnson
TITLE:
DATE: / - 7’ d /
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Individually and as agent for the State of Texas Cyn thia Ann Warren Individually and as agent for the State of Texas
Meg2kys, a widow

Date;2® % Date:

STATE*OF TEXAS STATE OF TEXAS
LE LK ] .:
BY:_e . BY:
Individually and as agent for the State of Texas Individually and as agent for the State of Texas

Date: ' Date:




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 , 19

Notary Public in and for

STATE OF TEXAS (CORRORAXIRIX ACKNOWLEDGMENT)
INDIVIDUAL

COUNTY OF__MIDLAND

BEFORE ME, the undersigned authority, on this day personally appeared Clay Johnson
known to me to be the person whose name is subscribed to the foregoing instrument, X X X X X X XX XXX XX K X XXX XXX KX KKK X XKk

XXX XXXXXXXXXXXXXX X X and acknowledged to me that he executed the same

for the purposes and consideration therein expressed, XX DabaRit{ MaEH AN I N M A K MO HICHRRKE X

Given under my hand and seal of office this the__/ dayof __January 1K 2001

Notary Public in and for Texas

STATE OF_ L EXAS (INDIVIDUAL ACKNOWLEDGMENT)

conrvord Jelln 2

Before ncilc the undersigned authority, on this day personally appeared__ Cynthia Ann Warren Meeks,
a widow

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.

Given under my hand and seal of office this the %ﬂ ﬁ {Z + _ dayof

JAN';E YOUNG Public in and for
Notary Public. State of Texas

i x5
.::;% s My Commission Expires 07-20-04
)
STATE OF, P (INDIVIDUAL ACKNOWLEDGMENT)

7 o

-
coum'r.éf@m___
. :Eof.oic me, the undersigned authority, on this day personally appeared { W/ m@mmm

known to mie 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

:onsidertli@hlhirein expressed.
-
Given under my hand and seal of office this the MM day of W - R

Notary Public in and for,

e and Correet
copy 91 ,
Original filed In
Reeves County
Cl%fks Office

Tru




EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED NOVEMBER 16, 2000, BY
AND BETWEEN CYNTHIA ANN WARREN MEEKS, A WIDOW, LESSOR, AND CLAY JOHNSON, AS LESSEE, AND
COVERING ALL OF SECTION 5, SAVE AND EXCEPT THE NW/4 NW/4 AND THE S/2 NE/4, BLOCK 58, PSL SURVEY,
REEVES COUNTY, TEXAS.

40. Notwithstanding anything to the contrary contained in Paragraph Three (3) of this Lease, for all purposes
this lease shall be a fully Paid-Up Oil & Gas Lease. Delay Rentals have been paid in full with the Bonus
Consideration tendered herein. Delay Rental payment was based on a $1.00 per net mineral acre per year for Four
(4) Years. Concluding a $4.00 per acre Pd-Up Rental Payment was made in advance for the four (4) Year Period on
the net mineral acres indicated in this Lease.
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runc ncouwunuvco, L.r. L

ACQUISITEWNAAFSSIIRER OF THE GENERAL LAND OFFICE 3/6/2001 UUSbb3

PARAGON #299:Lease Bonus Payment in full of 1/2 lease bonus consideration due the

State of Texas for execution of Paid-Up Oil and Gas

Lease dated December 11, 2000. by and between The State
of Texas by Agent Caroline Louise Walton, dealing in her
sole and separate property, Lessor, and Clay Johnson,
Lessee, covering all of Section 5, Save and Except the
NW/4 NW/4 and the S/2 NE/4, Block 58, Public School
Land Survey. Reeves County, Texas.

69.53

(This lease covers lands in the Mcllvain Prospect No. 681

carved out of the Paragon Prospect.) Ol O 3 O

Checking Lease Bonus Consideration 69.53

PURE RESOURCES, L.P.
ACQUISITEANAAFSSIYRER OF THE GENERAL LAND OFFICE

3/6/2001 0 9;5 36 6 3
PARAGON #299:Lease Bonus Payment in full of 1/2 |¢ase bonus consideration due the ,

State of Texas for ex€cution of Paid-Up Oil and Gas
Lease dated Decepfber 11, 200d. by and between The State
of Texas by Aggnt Caroline Louise Walton, dealing in her
. sole and sepayate property, Lessor, and Clay Johnson,
"3 Lessee, covering all of Section 5, Save and Except the
= NW/4 NW/4 and the S/2 NE/4, Block 58, Public School
- Land Survey, Reeves County, Texas.

carved out of the Paragon Prospect.)

-~

iy (This lease covers lands in the Mcllvain Prospect No. 681 J 03048
: 8

Checking Lease Bonus Consideration * . . e 69.53
L -
-



FURC RnEDUURLUED, L. \/ MES:
ACQUISITEONIMESHDIRER OF THE GENERAL LAND OFFICE 3/6/2001 UUsbb4
PARAGON #299:GLO Filing Fee Filing Fee due the State of Texas for Paid-Up Oil and Gas 25.00

Lease dated December 11, 2000, by and between

The State of Texas by Agent Caroline Louise Walton, dealing in
her sole and separate property, Lessor, and Clay Johnson,
Lessee, covering all of Section 5, Save and Except the

NW/4 NW/4 and the 5/2 NE/4, Block 58, Public School

Land Survey, Reeves County, Texas.

(This lease covers lands in the Mcllvain Prospect No. 681 O l O 3 O 4 8 7

carved out of the Paragon Prospect.)

| 2\

Checking GLO Filing Fees 25.00

PURE RESOURCES, L.P.
ACQUISITEANAFSSIRER OF THE GENERAL LAND OFFICE 3/6/2001 0 Q % ﬁ 64
o

PARAGON #299:GLO Filing Fee Filing Fee due the State of Texas for Paid-Up ©il and Gas

Lessee, covering all of Section &, Save and Except the
NW/4 NW/4 and the S/2 N4, Block 58, Public School
Land Survey, Reeves Codnty, Texas.

(This lease covers lands in the Mcllvain Prospect No. 681
carved out of the Paragon Prospect.)

Checking GLO Filing Fees . . 25.00



Z_ PURE

RESOURCES, L.E

March 9, 2001 VIA FEDERAL EXPRESS

Mr. Drew Reid

Texas General Land Office
Stephen F. Austin Building
1700 North Congress Avenue
Austin, Texas 78701

Re: Relinquishment Act Oil and Gas Lease dated December 11, 2000, by and between The
State of Texas by Agent Caroline Louise Walton, dealing in her sole and separate
property, Lessor, and Clay Johnson, Lessee, covering all of Section 5, Save and Except
the NW/4 NW/4 and the S/2 NE/4, Block 58, Public School Land Survey, Reeves
County, Texas.

Paragon Pr 0. cl)ln Prospect No. 681)
Mine ile No. 100099
i

Dear Mr. Reid:

With reference to our previous correspondence pertaining to the acreage covered by the
captioned Oil and Gas Lease, enclosed please find the following for your files and further
handling:

1. Certified copy of Oil and Gas Lease dated December 11, 2000, by and between
the State of Texas, acting by and through its Agent, Caroline Louise Walton,
dealing in her sole and separate property, referred to as the owner of the soil,
Lessor, and Clay Johnson, Lessee, covering the captioned lands in Reeves
County, Texas, which has been duly filed under Clerk’s File No. 0553 to be
recorded in the OQil and Gas Lease Records of Reeves County, Texas.

2 Pure Resources, L.P. Check No. 5663 made payable to the order of
Commissioner of the General Land Office of the State of Texas in the amount
0f $69.53, representing payment in full of lease bonus consideration (1/2 due the
State of Texas) for the above mentioned Oil and Gas Lease.

3. Pure Resources, L.P. Check No. 5664 made payable to the order of
Commissioner of the General Land Office of the State of Texas in the amount
of $25.00, representing the required filing fee for handling this matter.

Approval of the terms and provisions in leases covering the captioned lands was given on
August 11, 1999, under Mineral File No. M-100099.

see g l:: 'E' H .
« o @ ° e o ®

500 West lllinois  Midland, Texas 79701  office: 915.498.8600 web: www.purdasour .<?Gm » 80 e
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Texas General Land Office
Mr. Drew Reid

Page-2

March 9, 2001

Please acknowledge receipt of this letter and enclosures by signing, dating and returning one
(1) copy of this letter in the self addresses and stamped envelope. If additional information is

required, please do not hesitate to contact the undersigned. Thank you for your continued
cooperation and courtesy in this matter.

Very truly yours,

WJIB/dw
Enclosures

RECEIVED THIS DAY OF , 2001.
TEXAS GENERAL LAND OFFICE

BY

Drew Reid
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General Land Office
Relinquishmat Act Lease Form
Revised, September 1997

PAID-UP
OIL AND GAS LEASE
THIS AGREEMENT is made and enered into this_| 1 _dayof D€C.  1&200Q rween the Stare of Tegas r]a:g
agen,_Caroline Louise Walton, dealing in HEr sole an Separate OE
Leonard Lane of
Northglenn, Colorado 80233 PriT e
(Give Permanent Address)
herein referred to as the owner of the soil (whether one or more), and Clay Johnson
4 203 W, Wall, Suite 800 of

Midland, Texas 79701
(Give Permanent Address)

hereinafter called Lessee.

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

of Texas, w-wit:

All of Section 5, SAVE AND EXCEPT the NW/4 NW/4 and the S/2 NE/4,
Block 58, Public School Land Survey

containing_ 520.13 acres, more or less. The bonus consideration paid for this lease is as follows:
Tothé Statsof Texisi._ Sixtv-nine sand 53/100-——— o o e v e
Dollars (S_ £9 8513 )
Tothsownerofthesoll: Sixtv-nine and 53/100===ccc— oo oo e
Dollars (S 69.53 )
Totl bonus consideration: ON€ Hundred Thirty-nine and 06/100----——-—cceeeuuen
Dollars(S____ 139,06 )
The total bonus consideration paid represents a bonus of_S€venty-seven and NOo/100----c-cecmmmmm o
Dollars(S___ /7 /7.00 ) peracre,on _| . 800 net acres.
2 TERM. Subject to the other provisions in this lease, this lease shall be for a term of Three (3) years fom thisdae

(herein called "primary term”) and as long thereafter as oil and gas, or either of them. is produced in paying quantities from said land.
As used in this lease, the term "produced in paying quamin‘es" means that the receipts from the sale or other authorized commercial use of the substance(s) covered
exceed out of pocket operational expenses for the six months last past.

*See Exhibit “A" attached for Pd U-

on or before such anniversary datc Lcssee shaJl pay or tcrldcr to the owner of me so:l or to his credit in

the
at , Or its successors (which shall continue as the depository regardless of

said land), the amount specified below; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL
TEXAS, AT AUSTIN, TEXAS, a like sum on or before said date. Payments under this paragraph shall operate as aren

Dela Rental PrOV151on shown as paragraph 40

Bes in the ownership of

the commencement of a well for one (1) year from said date. Payments under this paragraph shall be in the follo amounts
To the owner of the soil:
Dollars (S _— )
To the State of Texas: e
Dollars (S il )
Total Rental: i
Dollars (S _— )

Gther bank, or for any reason fail or refuse to accept rental, Lessee shall not be held in default for failure to make such payments or tenders of

irty (30) days after the owner of the soil shall deliver to Lessee a proper recordable instrument naming another bank as agent 0 rec:we such pavments
Ttug aRd ORkke

eoe copy of

L S Y Original filed in

et & 2t Reeves County
% ¢ . Sie Clerks Office



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

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, dlS)l]laI.C and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, shall be
‘-’1 S —part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land Office, such value to be determined by 1) the highest posted prics, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the
general area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the
leased premises is sold, used or processed in a plant, it will be run free of cost o the royalty owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recovered. The requirement that such gas be run
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, producsd from any well on said land (except as provided herein with respect 10 gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3 / 16ths part of the gross production or the market value thereof, at the option of the

owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run. or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industy at the time of testing. »

(o] PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16ths part of the residue gas and the liquid hydrocarbons extracted or the market value thereof. at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas artributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lessee, whichever is the greater, of the
total plant production of liquid hydrocarbons atributabie to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest. then the percentage applicablie to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a processing agresment negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area, or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever is the greater. In no event, however, shall the royaities payable under this paragraph be less than the rovalties which would have Se=n due had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon biack. 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 procsssing shall be 3/16ths part of the
gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office. such market
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month in which such product is produced. or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced: whichever is the greater.

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided: otherwise, there shall be due and pavable 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. [f Paragraph 3 of this lease does not specify a deiay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one
dollar ($1.00) per acre.

6. ROYALTY [N KIND. Nortwithstanding any other provision in this lease, at any time or from time to time, the owner of the so0il or the Commissioner
of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the pavment of any royalties
accruing to such royalty owner under this lease be made in kind. The owner of the soii's or the Commissioner of the General Land Office's right to take its royalty in
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express or implied.
under this lease.

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the cost of
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other products
hereunder ready for sale or use. Lessee agrees 10 compute and pay royalties on the gross value received, including any reimbursements for severance taxes and
production related costs.

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

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royaity on oil is due
and must be received in the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas is due and
must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production. accompanied by the affidavit of the
owner, manager or other authorized agent. completed in the form and manner prescribed by the General Land Offics and showing the gross ::.moun d dns &:on of
all oil and gas produced and the market va.]EE of the oil and gas. together with a copy of all documents. records or repors nf‘rm:ngftlit.g#caﬁ sition

g pAn o copy of .
Fei®t, . Original filed in
. . ge :.. \—L 3 Reeves County

Clerks Office



and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines, tanks
or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being
paid on cach lease. If Lesses pays his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or
$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greatar.
In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue.
Affidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as
prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State’s right of forfeiture as provided by law
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the State's portion-of
the royaity or to that portion of the royalty in dispute as to fair market value. :

'y

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually fumnish the Commissioner of the General Land Office with
its best possible estimare 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 agreemems and amendments to such contracts within thirty (30) days after entering into or making such contracts,
agreements or amendments. Such contracts and agreements when received by the General Land Office shall be held in confidence by the General Land Office unless
otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and marketing of the oil and gas produced on said
premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall ar all times be subject to inspection and
examination by the Commissioner of the General Land Offics, the Atomey General, the Govemor, or the representative of any of them.

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

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or
gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixtv (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. [f, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
completed and abandoned, or the producton of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without further operations
until the expiration of the primary term: and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
production under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
primary term hereof, Lessee may resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the
expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to make such payment, this lease shall ipso facto
terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, pavments may be made in
accordance with the shut-in provisions hereof.

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

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

14, SHUT-IN ROYALTIES. For purposes of this paragraph, "well" means any well that has been assigned a well number by the state agency haviﬂ_g
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that. until being shut in, was being maintained in
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in the

leasc, but not less than $1.200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 of this | cﬁﬂqa@@r'ﬂ y rental
amount, then for the purposes of this parig.raph. the delay rental amount shall be one dollar ($1.00) per acre. To, {ve. eac :mzicé%xyhb? or gas royalty
- -
. *ee see 3 e . '
BEE IR Original filed in
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises. or (3) 60 days
after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2)
to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term. or from the first day of the month
following the month in which production ceased. and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the
lease for four mere successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year. ’

1Z. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and
delivered in paying quantities from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any
case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective
for the remainder of the year for which the royalty has been paid. The Lesses may maintain the lease for four more successive years by Lesses paying compensatory
royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1.000) feet of the leased premises. The compensatory royaity is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gasis
produced from the well causing the drainage or that is completed in the same producing reservoir and located within one thousand (1.000) feet of the leased premises.
If the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lesses shall pay an amount equal to the
difference within thirty (30) days from the end of the 12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offset
wells as provided in Texas Narural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the
payment of compensatory royalties can satisfy the obligation to drill offset wells.

16. RETAINED ACREAGE. Nowwithstanding any provision of this lease 1o the conuary, 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 quantitics and 320 acres surrounding cach gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lesses is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pooled unit pursuant to Texas Narural Resources Code  52.151-
52.133, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is
thereafter allocated to said well or wells for production purposes. this lease shall thereupon terminare as to all acreage not thereafter allocated to said well or wells for
production purposes. Norwithstanding the termination of this lease as to a portion of the lands covered hereby, Lesses shail nevertheless continue to have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragraph | hereof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof ("the retained lands”), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shail further
terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths®) in each well located on acreage retained in Paragraph 16 (A)
above, unless on or before two (2) vears after the primary or extended term Lessee pays an amount equal to one-haif (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 w0 such desper 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 desper depths
covered by this lease.

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

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

18. FORCE MAJEURE. If, after a good faith effort, Lessee is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots. strikes, acts of God, or
any valid order, rule or regulation of government authority, then while 5o prevented, Lessee's obligation to comply with such covenant shall be suspended and Lesses
shall not be liable for damages for failure 1o compiy with such covenants; additionally, this lease shall be extended while Lesses is prevented. by any such cause,
from conducting drilling and reworking operations or from producing oil or gas from the leased premises. However, nothing in this paragraph shall suspead the
payment of delay rentals in order to maintain this lease in effect during the primary term in the absence of such drilling or reworking operations or production of oil
or gas.
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19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises. If the owner of the soil defaults in
payments owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any morigage, taxes or other liens
on the leased premises. If Lessec makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments from the
rental and royalties due the owner of the soil.

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

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

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

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

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

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

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the
foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent
spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other
pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank batteries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all
slush pits and ceilars and completely clean up the drilling site of all rubbish thercon. Lessee shall, while conducting operations on the leased premises, keep said
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixtures placed by
Lesses on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
lease unless the owner of the soil grants Lessee an extension of this [20-day period. However, Lessee may not remove casing from any well capable of producing oil
and gas in paying quantities. Additionally, Lesses may not draw and remove casing until after thirty (30) days written notice to the Commissioner of the General
Land Office and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lessee
under the terms of this paragraph.

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

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

(1) anominee of the owner of the soil;

(2) a corporation or subsidiary in which the owner of the sail is a principal stockholder or is an employee of such a corporation or subsidiary;
(3) a parmership in which the owner of the soil is a parmer or is an employee of such a parmership;

(4) a principal stockholder or employee of the corporation which is the owner of the soil;

(5) a partner or employez in a partership which is the owner of the soil; True and 60”’@6{
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, adminiszator, receiver, or conservator for the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

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

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

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

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

32. FORFEITURE. If Lesses shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lesses or an authorized
agent should knowingly make any false return or false report conceming production or drilling, or if Lesses shail fail or refuse to drill any offset well or wells in good
faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner
required by law or fail to comply with rules and regulations promuigated by the General Land Office, the School Land Board. or the Railroad Commission, or if
Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well. or if Lessee shall knowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeiture, and when forfeited the area shall again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automnatic termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this
lease and all rights thereunder reinstated before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of future
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Narural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lesses grants the
State. in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien. an express contractual lien on and security
interest in all leased minerals in and extracied from the leased premises, all proceeds which may accrue to Lesses 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 rovalties or other amounts due or 10 become due under this lease and to secure payment of any damages or
loss that Lessor may suffer by reason of Lesses'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 Titde 1, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the
Commissioner may require Lesses to execute and record such instruments as may be reasonably necessary to acknowledge, artach or perfect this lien. Lessee hereby
represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of
this lease. Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this lease forfeited as provided
herein.

34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
or mineral interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources
Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
Resources Code 52.152.

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil. their officers, employees, partners. agents,
contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nawure, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by the
activities of Lessee, its officers, employees. and agents arising out of, incidental 1o, or resulting from, the operations of or for Lessee on the leased premises
hercunder, or that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement, or by any other negligent or swrictly liable
act or omission of Lesses. Further, Lesses hereby agrees to be liable for, exonerate, indemnify, defend and hold harmiess the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract. or strict liability, including attorneys’ fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee's failure to comply with any and all
environmental laws; those arising from or in any way related to Lessee's operations or any other of Lessee's activities on the leased premises; those arising from
Lessee’s use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this
Agreement or any other act or omission of Lesses, its directors. officers, employees, parmers, agents. contractors, subcontractors, guests, invitees, and their respective
successors and assigns. Each assignes of this Agreement, or an interest therein. agrees o be liable for. exonerate, indemnify, defend and hold harmless the State of
Texas and the owner of the soil, their officers, employess, and agents in the same manner provided above in connection with the activities of Lesses, its officers,
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,
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36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or pollution of
any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other environmental medium
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term *Hazardous
Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic
substances under any federal, state, or local law or regulation (“Hazardous Materials™), except ordinary products commonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE’S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDEK AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES,
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS’ FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (I) A
VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE’S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW, THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This ease is issued under the provisions of Texas iNatural Resources Code 52.171 through 52.190, commonly known as the
Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conform to these statutes, the statutes will
prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the
General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this lease shall

be the date found on Page 1.

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

/ﬂxﬁ/

LESSEE
é{;y Johnson

T; 7-20-0)

STATE OF TEXAS STATE OF TEXAS

BY: BY:
Individually and as agent for the State of Texas Caroline Louise Individually and as agent for the State of Texas

Walton, de?llng in her sole and separate property

SS#

STATE OF TEXAS STATE OF TEXAS

BY: BY:

Individually and as agent for the State of Texas Individually and as agent for the State of Texas
Date: Date:
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. STATEOF (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 , 19

Notary Public in and for

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 ; 18

Notary Public in and for

STATEOF COLORADO (INDIVIDUAL ACKNOWLEDGMENT)

coutaryor_ QL o

Before me, the undersigned authority, on this day personally appeared Caroline Louise Walton

dealing in her sole and separate property P
known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they exgeln A e erposes and
Sl A

consideration therein expressed. f?

Given under my hand and seal of office this the 9 day of

STATEOF___ T'EXAS
COUNTY OF_ MIDLAND

on Bxpies

Ny (ommiss!

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

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.

Given under my hand and seal of office this the QO ‘LA day of FQ ﬁaw - 2 fX) I .
YN L Baand
Notary Public in and for 7—@5\’ 1688

M. K. BRASUEL
MY COMMISSION EXPIRES

Qctober 19, 2004

true and Caorract
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
DECEMBER 11 22, 2000, BY AND BETWEEN CAROLINE LOUISE WALTON, AS LESSOR, AND
CLAY JOHNSON, AS LESSEE, AND COVERING ALL OF SECTION 5, SAVE AND EXCEPT THE
NW/4 NW/4 AND S/2 NE/4, BLOCK 58, PSL SURVEY, REEVES COUNTY, TEXAS.

40. Notwithstanding anything to the contrary contained in Paragraph Three (3) of this Lease, for all
purposes this lease shall be a fully Paid-Up Oil & Gas Lease. Delay Rentals have been paid in full with
the Bonus Consideration tendered herein. Delay Rental payment was based on a $1.00 per net mineral
acre per year for Two (2) Years. Concluding a $2.00 per acre Pd-Up Rental Payment was made in
advance for the two (2) Year Period on the net mineral acres indicated in this Lease.
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