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|
AUGUST 4, 1998 i
MINERAL LEASE BID APPLICATION |
Texas General Land Office ED - CA-040(8-93) i
APPLICANT I agree, if awarded a lease on the referenced tract, to comply with all terms '
AGREEMENT and conditions of said lease and with all applicable laws that so govern said
lease, as those laws may be amended.
APPLICANT Name TITAN RESOURCES, L.P.
IDENTIFICATION : ;
TO APPEAR ON  Address 500 W. TEXAS, SUITE 500
LEASE (t int -
M City MIDLAND gqe  TX 7, 79701

(Include +4 Code)
Telephone ( 913 498-8600

Reeves Public School Land
AREA County(ies) Survey/Area
. .. DESCRIPTION 59 28  (f Applicable) 640
T Block/Tsp. Section/Tract Acres
PR (If Applicable)
TN
.:l'
cece  BID (A) Cash Bonus Enclosed (§) (type/print amount below)
SUBMISSION
. $32,627.20
et (B) Sales Fee Attached (§) (type/print amount below)
$489.41
This Sales Fee is 1 - 1/2% of the cash bonus as provided in Section 32.110 of the
Natural Resources Code as amended.
MGL. NO. APPLICANT (same as above) BONUS AMOUNT ONLY (A)

36 TITAN RESOURCES, LP. (Do Not include sales fee)
axiny (D
TAX LD. #
SIGNATURE OF
AGENT %é?; % e
4,,)”

(type/print below) Vjohn E. Lodge

($) 32,627.20
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Augtin, Texas

———— o ——————

OIL AND GAS LEASE
NO, M-99631

mmnh'r“wmc&m32.33.Sl,MMﬂmmMK(ﬂMWMMh-NLC).MWhJ
mawwuumauwmomu-ﬂaumwmmumﬂmmwmumuﬂ
N.R.C, the following area, to-wit:

mnmnmmmmm.mm.mmmmmoxlmmvwAcnuus:mwnonmormn
MAP OF REEVES COUNTY ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 4th day of August, 1998, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School
Lﬂhﬂdh”dTﬂh&deﬂMmdMMmh,-ﬂMd-ﬂww&lmhhudndwnhodﬁmhmw-q-ﬂ

wmﬁﬂuaumm-uﬁmmdvdqu-ua-mb—mmwhcmauwmou-uummm”m
meeting thereof in the General Land Office, on the 4th day of August, 1998, hercinafier the "effective date” and it was found and determined that TITAN RESOURCES, L.P. whose address is
500 W. TEXAS, SUITE 500, MIDLAND, TX 79701 had offered the highest and best bid for & lease of the area above described and is, therefore, entitled to receive a lease thereon:

m.mLMMC@MthHOﬂNdMS&dTﬂMWWU.M]MMEMTun.byvh‘ud
uﬁmhudhmummwumwmu—dmmmmmwhumum
(32,627.20), receipt of which is hereby acknowledged and of the royaltics, covenants, stipulations and conditions contained and hereby agreed 1o be paid, cbserved and performed by Lessce, do
mmb‘gmuuumumwmummnmhmmwdmumuwumuwmd
conditions,

1. RESERVATION: Mhmynnqndﬂmvdbl.-wmhl_dhmwhwyﬂﬂﬂ#wﬁmmhu&udmw&-y-ﬁ
ﬂmwhpﬂd-ﬂhhmh&uﬂdbmwmhﬂ#dhﬂ-ﬂwﬂudmhﬁwm»ﬁuminuu.fumd
Mh-ﬂMh-ﬁ-ﬂ-Mnnotmﬁuwﬂdnymhemdhhmmhmdﬁhmummhhmdw&huﬁum%d
the leased area. Allnlﬁdﬂsh-duhl-dmmwm-dﬂdhdwhndbhk—dmwmmhﬂﬂﬂhuﬂdﬂdhuﬂlmh
neither shall unduly interfere with the operations of the other.

1, TERM: thwwﬁmhﬁmﬂ&h_*ﬂhhlmd‘lwﬂ)ymﬁwheﬂwﬁwhewmau‘nuﬂd'wim.yun')nd.laqﬂuuﬂnucﬂup
is produced in paying quantities from said area.

. 3 DELAY RENTALS: Hlowllbow-nmduhuwwuum‘umdﬂdﬂnm&hbﬁaﬂmhnubmpﬂu-ku!hl.muu‘
hﬁiﬂlﬂﬂna“ththMOﬂudh&ﬂdTauMT“ﬁmenDoﬂ.(Slm).pumMﬁliqﬂﬁ-uﬂ
and cover the privilege of deferring the commencement of a well for twelve (12) months from said date. In like manner and upon like pay or tenders the commencement of & well may be
further deferred for like periods of the same number of months successively during the primary term hereof.

4. PRODUCTION ROYALTIES: Sﬁjmlnhwvida-fnnwwMﬂﬂﬂhM(ﬂdﬁlMl.mMmddlmmhL-wwhm
or cause to be paid to the Commissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof:

(A) OIL: uumummum-mmwmh-mh-ummauwnd.uo.ummmmw
Mmdhdapmwawummmumm 1/5 part of the gross production or the market value thereof, at the option of the Lessor,
-ivﬁohhmbyI)bchi;hupoaadpda.ptupmniut.ifny.Mwﬂfwﬂam&.@hwmlimw&mwdy,dlﬂhwdm
hu_i-mm-dmmwz)humwwwmmumhhwummmmmus)mmmdhm
thereof, whichever is the greater. WWhmmmM&whuhﬁyhﬂthMuWhnphgnwﬂlhm&ndmhMWaﬂ
mddpwdw«uwumw-m-ﬂm»munmmw&mmﬁummmwmwﬁnum Upon
mmuw.hwmm.uummm.wammmuwmmmmmmmmmwbyuuu.

(B) NON-PROCESSED GAS: Mamump(mwpxuﬁdhﬂﬂduﬂmwﬂmmuﬂMuoﬂhW(A)M
pmbnulhnywdluddhld(mcpl-pwkhdh-—'ﬂm&pwhnﬂ-hhmwmdmmwmum“wm)gwdhm
m«hwmmnhoﬁudhlﬂw.mbw»hhuduhmmmﬁdaMbuquﬂMhﬂwpﬂinM
M-ﬂm:u.wlhm-phpddudhulhhm.thwuhmhnmhehmhmm&mmwnl
-yhl-uldNMMpumhﬂm-dha-hduwubcM(w)mPMMuthmm&;bﬂoﬂﬂm,d
for specific gravity according 1o test made bry the Balance Method or by the most approved method of testing being used by the industry at the time of testing.




(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/5 part of the residue gas and
the liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100%) of the total plant production of
residue gas sttributable 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
affiliste) 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 & processing agreement negotiated at arms’ 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: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
“casinghead,” "dry" or any other gas, by fractionating, burning or any other processing, 1/ part of gross production of such products, or the market value thereof, at the option of Lessor, such
market value to be determined as follows:

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

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

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

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

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

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

(1) MINIMUM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no 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 10 the total annual reatal less the amount of royalties paid during the preceding year.

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

5 ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid to the Commissioner of the General Land Office 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
Genersl Land Office on or before the 5th day of the second month succeeding the moath of production, and royalty on gas is due and must be received in the General Land Office on or before
the 15th day of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner
prescribed by the General Land Office and showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of all documents,
records or reports confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount
produced and put into pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production,
disposition and market value. In all cases the suthority of & 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 sccrue 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 sdministrative rule which is effective on the date when the affidavits or supporting documents were due. The Lessce shall bear all responsibility for paying or causing 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.

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




I

(B} DRILLING RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before
spud date, workover, re-entry, temporary sbandonment or plug and sbandonment of aay well or wells. Such written notice 1o the General Land Office shall include copies of Railroad
Commission forms for spplication to drill. Copies of well tests, completion reports and plugging repocts shall be supplied to the General Land Office at the time they are filed with the Texas
Railroad Commission. Lessee shall supply the General Land Office with any records, memoranda, sccounts, reports, cuttings and cores, or other information relative to the operation of the
sbove-described premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey
made on the bore-hole section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit & 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 & penalty whenever reports, documents oc other materials are not filed in the General Land Office when due. The penalty for late filing shall be set
wuwmmmmmuamuummumwmmhumundomu.

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after » well producing or capable of producing oil or gas has been completed on the leased
p-lsu.lmﬂmﬂehﬂmdamﬂymﬂmwh&iﬂh;wmmlawhumbemuuuhlymI«lbemdcvdopnmofhleued
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 o 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-
heluplndllpmﬂddhhrwllMaadmmamhmwhmﬁnmdﬂﬂiuuwwwﬁn;opalimw(l)ﬂunmbuofmimluddhu
Mpodduilw“hwm%mSZ.ISI—SI.153.«(3)mm«lmﬂ'mbeofmumyMMdlwﬁdfwMﬂmpmmlm
ﬂhnﬁudnpmthduwllmdwulundmuhﬁmorbchﬂmdwmﬁTﬁn.unymm.uﬂh«mmmm«ﬂyhuiuxijim. Within
NM‘.WMJ&MHmﬁﬁﬂwMwmdh-&hmﬂhfwmwwl‘dmmhdmlumdm
nﬁu-hdr-.l.mﬂmtcrl.;hbdnhu“hh“ﬂwudmhuﬂﬁwﬁmdhhﬂpﬂnuwhm“hh
continued operation of the portions of the lease remaining in force and effect. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a
surface lease from the Land Office, but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease.

(B) HORIZONTAL: In the event this lease is in 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 foet below the total depth drilled (hereinafter *deeper depths”) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years afler the primary or

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

be in foroe and effect as to such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafier as oil or gas is produced in paying quantitics
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 » square with the well located in the center
thereof, or such other shape as may be spproved by the School Land Board. Within thirty (30) days afier 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 Geaeral
Land Office, sccompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. If Lessoe fails or refuses o execute and record such release or
Mﬂmmmﬁwwnanwummmuhw-mm&mwmwmmuwu@
“bh““““ﬂ“ﬂ“wihmcmmhbﬂkbﬂdﬂdhhdﬁﬂm&dhmLandOﬂiulnd
such designation shall be binding upon Lessee for all purposes. If at any time after the effective date of the partial termination provisions hereof, the applicable field rules are changed or the
well or wells located thereon are reclassified 5o that less acreage is thereafter allocated 1o said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not
thereafier allocated to said well or wells for production purposes.

8. OFFSET WELLS: If oil snd/or gas should be produced in commercial quantities from & well located oa land privately owned or on State land leased at & lesser royalty, which well is
m—uamudhnwmcmm5hﬁuunwwmmummmm(mmmdmpmumgm
h“ﬂ.ﬁﬂhﬂw&m”(lﬂ)ﬁhhﬂmw&uhﬁhpodﬁhh-dmﬂmh&mh.dnm'ﬂuh“
Mbﬁl—.d-&.ﬁlﬂl-lh&uhﬁdﬂ-whm-yhmuwmahnmw&m-dlhl-lu.-—wu&ﬂlu
shall use all means nocessary in & good faith ffort 1o make such offset well produce oll and/or gas in commercial quantitics. Only upon the determination of the Commissioner and with his
quhwdlw—wym%hmhﬂ-uﬁudaﬂwwﬂsm

9. DRY HOLEACESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land,
l-wﬂliyhhciduﬁu.uﬂ'hh(ﬁeph-vl-WﬂﬁhMMMMdaﬂup&uhwmﬁpmﬁduw
ﬂ—hwnﬁh“m“luwmhqiﬁdixu(ﬁﬁ)mﬁuhdwdmﬂddhucumdmm
commences additionsl drilling or reworking operations thereon, or pays or tenders the next snnual delay reatal in the same manner as provided in this lease. If, during the last year of the
meu&mmmwml&yﬂnhwﬂwc&Md’eﬂuuMmhqmlﬂuﬂﬁ#Mmﬁhfdm
dﬁdwﬁoﬂh&wﬂuﬂﬂ.ﬂﬂmdummﬁumhanhmmthdﬁmnwm
ﬂuuummmcmmwuwto.“uwdumm-uudmdm-ﬁ
mmMhhﬂcw“ﬂ&ﬂduhmwubm-nmcﬂwp-wuumuph-yu-h-wf.l.-u-lyn-e
mdu—ddhh-.muWhﬁ--whmﬂm&m&w«dw«mmtﬂhhdwﬁd-ﬁﬂhaﬂ
or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. 1f af the expirstion of the primary term or any time thereafier a shut-in ofl or gas well is located oo
the leased premises payments may be made in sccordance with the shut-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: I, after the expiration of the primary term, production of oil or gas from the leased premises, after once obtained, should cease
nqmﬂuuumu_mmmammmm(w)mwﬁmuwmumﬁhm
foroe and effect for 8o loag as such operations continue in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days. If such drilling or reworking
q-ﬂ-“hhnhﬁna“luﬂ.&hﬁﬂI—hhMhwdﬁuhnm-dwmhpmdhhbdunhuhmwum_d
shut-in oll 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 & well
..hmuumumwumumwmummmm(w)mmuwaunﬂ-nmmdwm
Hmﬁhﬂanm-lﬂnﬂh‘m«mmhmﬂﬁhou«hﬂhwmmm“hdny(w)m Lessee
shall give written notice to the General Land Office within thirty (30) days of any cessation of production.

11 SHUT-IN ROYALTIES: P«mdﬂam'ﬂ'mqvﬂ“hhﬂ“ﬂdlﬂmhhhﬂawhﬁ;jﬁﬁdﬂmhpﬂﬁdﬂﬂd
and gas. If at any time after the expiration of the primary term of & lease that, until being shut in, was being maintained in force and effect, & well capable of producing oil or gas in paying
yﬂuhhﬂduhbﬂpﬂmhdwphaﬂb&gpﬂhudﬂhmmuudnmw&u—umn-umﬂup
m-“-ﬂh‘ﬂlhﬂllﬂWhhlmmhul-t-li)ﬂamhuﬁﬂqﬂudpmﬁ.oﬂcﬂhmm To be effective,
-ﬂhhhlMelcpmﬁ“hﬂncbﬁu(!)hnﬂﬁudﬁpﬁnnmwm&hlmmunmmaﬂﬁuhh-dp-hu.wﬂ)
60 days after Lessoe completes » drilling or reworking operation in accordance with the lease provisions; whichever date is latest. If the shut-in ofl or gas royalty is paid, the leasc shall be
wuhlwhﬂ-ﬂﬁm”-a-dh-dhh-hnwﬂd-mhhdiumnwhhhmdhﬂmu
ﬂhﬂmm-ﬂ.ﬁﬂﬂ.'nﬂﬁemWuﬂ--ﬂh“ﬂum““mmﬂh“hhmmwd
ooe (1) year by paying the same amount each year on or before the expiration of each shut-in year.

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

3



maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for which the royalty has beea paid. The Lessce may
“hhﬂel‘uhlmmymbymmwmuumﬂqmm&thMdMWduﬁmﬁmuwﬂlmu
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 mouthly to the
quﬂmhudﬂﬁh-ﬂm’h“&thnﬂumhmEmuwdim&nwu&lhmplﬂodhlhonne
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; and none of these provisions will relieve Lessee of the
obligation of reasonable development nor the obligation to drill offset wells as provided in NR.C. Section 52.034; however, at the determination of the Commissioner, and with the
Commissioner's written approval, the payment of compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalty payments which are not timely paid will accrue
penalty and interest in accordance with Paragraph § of this lease.

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

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

. 15 POU.UTION:hm&hmMwmhwmdmdﬂmﬂw&bmﬂmwmﬁmﬁn‘hwﬂﬂndw
- 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 respoasible for all damage to public and private properties.

(A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drainage pits and tank batteries 50 as 1o 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.

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

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

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

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

17. ASSIGNMENTS: The lease may be transferred at any time. All transfers must reference the lease by the file number and must be recorded in the county where the area is located, and
the recorded transfer or & copy certified to by the County Clerk of the county where the transfer is recorded must be filed in the General Land Office within ninety (90) days of the execution
date, as provided by N.R.C. Section 52.026, sccompanied by the filing fee prescribed by the General Land Office rules in effect on the date of receipt by the General Land Office of such
transfer or certified copy thereof. Every transferee shall succeed to all rights and be subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any prior
transferee of the lease, including any liabilities to the state for unpaid royalties.

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

19. LIEN: In sccordance with N.R.C. Section 52.136, the State shall have  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 moncy that may become due under this lease. By scoeptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any
other applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may sccrue to Lessee
from the sale of such leased minerals, whether such proceeds are beld by Lessee or by  third party, and all fixtures on and improvements o the leased premises used in connection with the
production or processing of such leased minerals in order 10 secure the payment of all royalties or other amounts due or 1o become due under this lease and to secure payment of any damages or
loss that Lessor may suffer by reason of Lessec'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. Lessco agrees that the Commissioner may require Lessee to execute
and record such instruments as may be reasonably necessary 1o acknowledge, sttach or perfoct this lien. Lessoc hereby represents that there are no prior or superior liens arising from and
relating to Lessee's activities upon the sbove-described property or from Lessee's scquisition of this lease. Should the Commissioner at any time determine that this representation is not true,
then the Commissioner may declare this lease forfeited as provided herein.

20. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days afier it becomes due, or if Lessee or an suthorized 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 1o file reports in the manner required by law or fail to comply with rules and regulations promulgated by the
General Land Office, the School Land Board, or the Railroad Commission, or refuse the proper suthority sccess to the records pertaining to operations, or if Lessee or an suthorized agent
should knowingly fail or refuse to give correct information to the proper muthority, or knowingly fadl or refuse 1o furnish the General Land Office a correct log of any well, or if Lessee shall

violste any of the material provisioas of this lease, or if this lease is nssigned and the assignment is not filed in the General Land Office as required by law, the rights soquired under
this lease ghall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall
again be subject 1o lease 1o the highest bidder, under the same regulations controlling the original sale of leases. 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 intervenc upon satisfactory evidence to the Commissioner of the General Land Office of future compliance with the provisions of the law and of this lease and the rules and
regulations that may be adopted relative hereto.
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21. PIVERBED TRACTS: In the event this lease covers a riverbed, Lessee is hereby specifically granted the right of eminent domain and condemnation as provided for in NRC
Sections 52.092-52.093, as a part of the consideration moving 1o Lessor for the covenants herein made by Lessee.

12, APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of
the General Land Office governing drilling and producing operations on Permanent Free School Land specifically including any rules promulgated that relate to plans of operations, payment of
royalties, and suditing procedures, and shall be subject 10 all other valid statutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease. Without
limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulatory provisions relating to the Land
Office’s audit billing notice and sudit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections §2.135

mnd 52.137 through 52.140. In the cvent this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation of other
purpose incident to the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but

Lessee shall be entitled to develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special permission from
the Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line or from the nearest
dredged bottom edge of any channel, slip, or turning basin which has been suthorized by the United States as a federal project for future construction, whichever is nearer.

13. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitied 1o remove the casing or any part of the equipment from
sny producing, dry, or sbandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the
written consent of said Commissioner or his suthorized representative remove from the leased premises the casing or any other equipment, material, machinery, appliances or property owned
by Lessee and used by Lessee in the development and production of oil or gas therefrom until all dry or abandoned wells have been plugged and until all slush or refuse pits have been properly
filled and all broken or discarded lumber, machinery, or debris shall have been removed from the premises to the satisfaction of the said Commissioner or his authorized representative.

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

25. LEASE SECURITY: Lessce shall take the highest degree of care and all proper safeguards 1o protect said premises and 1o prevent theft of oil, gas, and other hydrocarbons prodiiced
from said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices oo or at all access points at the leae's
production, gathering and storage systems where theft of hydrocarbons can occur, Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas
royalties thereon as provided herein on all oil, gas or other hydrocarbons lost by reason of thefl.

26. REDUCTION OF PAYMENTS: I, during the primary term, & portion of the land covered by this lease is included within the boundaries of a pooled unit that has been approved by
the School Land Board in accordance with Natural Resources Code Sections $2.151-52.153, or if, at any time after the expiration of the primary term or the extended term, this lease covers a
lesser number of acres than the total amount described herein, payments that are made on & per acre basis hereunder shall be reduced according to the number of scres pooled, released,
surrendered, or otherwise severed, so that payments determined on & 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 & pooled unit, or, if after the expiration of the primary term, the number of acres sctually retained and covered by this lease.

17. SUCCESSORS AND ASSIGNS: mmmdwm-dhﬁMMthMuwhmmeu
assigns of Lessee herein.

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

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

30. LEASE FILING: Pursuant lo Chapter 9 of the Tex. Bus. & Com. Code, this lease must be filed of record in the office of the County Clerk in any county in which all or any part of the
leased premises is located, and certifiod copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the certified copies sent to the General Land Office.
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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 instrument, as of

and acknowledged to me that he executed the same

hhm-ﬂcﬂnﬂumwhhmud-ﬁuﬂdwdﬂm

Given under my hand and seal of office this the day of , 19
Notary Public in and for '
STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

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

Mb-uhhm“mn%nhhﬂmumupdhuuwwu
same for the purposes and consideration therein expressed.

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




September 17, 1998

Mr. John E. Lodge
Titan Resources, L.P.
50 W. Texas, Suite 500
Midland, TX 79701

Dear Mr. Lodge:

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

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

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

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

Sincerely,

Robert B. Hatter, Director
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OIL AND GAS LEASE
NO. M-929632
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NR.C,, the following area, to-wit:

SECTION 28, BLOCK %9, PUBLIC SCHOOL LAND SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 640 ACRES AS SHOWN ON THE OFFICIAL
MAP OF REEVES COUNTY ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 4th day of August, 1998, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School
LndeNSﬂdTn&hhmﬂmwdmﬂdﬂﬁu&mﬂmd{nﬂupﬂm:yberwndndpmdnodnmhmasm’hd-u;-d

W}mm“muandmmmmwummmb—mwwmmdmmum«uumwm-.w
meeting thereof in the General Land Office, on the 4th day of August, 1998, hereinafier the "effective date” and it was found and determined that TITAN RESOURCES, L.P. whose address is
500 W. TEXAS, SUITE 500, MIDLAND, TX 79701 had offered the highest and best bid for a lease of the area above described and is, therefore, entitled to receive a lease thereon:

NOW,MLMMWthundomud‘blSdemmmdundmnw.‘mehMTmbyvhnd
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conditions, to-wit:

1. RESERVATION: There is hereby excepted and reserved to Lessor the full use of the property covered hereby and all rights with respect to the surface and subsurface thereof for any and
lllmwﬂiﬂlM-dnmmhuhpudwmwmhﬁwdhm-dwmdwnhﬂhnhbyl..mndiunin-ilmeu.fapwpm-nf
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the leased area. Aildhdﬁhhnﬂb&clﬂdmmwlﬂdﬂldhdwhndblhlﬂndpmmhuuhdmu-uh:hshuhwinmdnmﬂﬂ
neither shall unduly interfere with the operations of the other,

1. TERM: hhjmn&eu&spmﬁmm%h-ﬂlhhlmdh(ﬂymﬁmhﬁxﬁwmwwmu‘mw')md-mmuoﬂup
is produced in paying quantities from said area.

3. DELAY RENTALS: If no well be commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as to both parties unless the Lessee on or
bch”dhﬂhﬂmu“hhmdhwwoﬁmn{hwdTm-AuﬁmemumnlOnDnn-(ll.w).ptrmuhkhihﬂlmuumﬂ
woverdhe privilege of deferring the commencement of a well for twelve (12) months from said date. In like manner and upon like payments or tenders the commencement of a well may be
it '@ferred for like periods of the same number of months successively during the primary term hereof.
LE X
s PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out in subparagraph (E) of this paragraph 4, upon production of oil and/or gas, the Lessee agrees to pay
or gause 10 be paid to the Commissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof:

: .n’OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid
%% &8carbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 1/8 part of the gross production or the market value thereof, at the option of the Lessor,
.n\mﬁahhmwl)blhi;hlpnﬂndp'loe.plupmimH'-ly.uﬁnduﬂfﬂﬂmﬂqﬂﬂh&mdﬁﬁwdmwy.dlﬂhwﬂm

“@oeral 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
whichever is the greater, Lesseé agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor through an
oil and gas separator of conventional type or other equipment at least as efficient to the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon

. of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by Lessor.

§8) NON-PROCESSED GAS: As a royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A) above,
.Wﬁmmnﬂcnnldhnd(u.mp!n]:vvichdM&MWhﬂWhnpmfuhumdpdmwwm«mMm)Epuloﬂhpm
production or the market value thereof, at the option of the Lessor, such value to be based on the highest market price paid or offered for gas of comparable quality in the general arca where
produced and when run, or the gross price paid or offered to the producer, whichever is greater provided that the maximum pressure base in measuring the gas under this lease contract shall not at
-:yﬁmcluuedl4.65ponbpumh:hm-¢&cmh'dbnnmp¢miunhﬁxty(ﬁﬂ)dumhhmhdnomuﬁwmbemtnmmmﬂn.hnoyw:m.-d
for specific gravity according to test made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing.

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




(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/5 part of the residue gas and
the liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (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
lﬂillle)owmmmmﬁmhmvﬂlubhtohquldhymM!bcﬁﬁypaml(iﬁ%)w&ehﬂ:ﬂlpmlmmnghn&udmprncuxmgmduoughmchplm
under a processing agreement negotiated st arms’ length (or if there is no such third party, the highest percent then being specified in pr g agr 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
hy&owbom)ofwupu‘hkqnlﬂyhhm‘llmuI)Ihalrnumupudmoﬂendfmnﬁmdum(alhw;medwmegmulellmlmeel'utbernpawwlndeiothmd
hydrocarb ich is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been
processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
*casinghead,” "dry” or any other gas, by fractionating, burning or any other processing, 1/5 part of gross production of such products, or the market value thereof, at the option of Lessor, such
market value to be determined as follows:

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

(E) VARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursuant 1o the terms
of this lease and such production is brought on line and sales thereof are commenced within twenty-four (24) months of the effective date hereof, the royalty rate provided herein shall be
reduced to 18.75%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such twenty-four (24) month term during which
Lessee may cam a reduced royalty rate of 18.75% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessce may
receive a three (3) month extension of the term in which to eam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an
additional well prior to the expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in
paying quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

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

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

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

(H) 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 anything contained herein to the contrary, and subject to the consent in writing of the Commissioner of the General Land Office, Lessee
may recycle gas for gas lift purposes on the leased premises after the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until
such time as the same may thereafier be produced and sold or used by Lessee in such manner as to entitle Lessor 1o a royalty thercon under the royalty provisions of this lease.

(1) MINIMUM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no 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.

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

5. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid to the Commissioner of the General Land Office at Austin, Texas, in the following manner:
Payment of royalty oa 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 Sth 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, of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other suthorized agent, completed in the form and manner
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,
reports confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount
Mdmbmm«muphupm-dmwmammhGuudlndOﬂummﬁuhwwmmpMm.
disposition”and market value. In all cases the authority of a manager or agent 1o act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be accompanied
by a Eheck 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
before thirty (30) days afier the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty
(90hedays late shall accrue » 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 accquing when the royalty is sixty (60) days overdue. Affidavits and supporting documents which are not filed when due shall incur & penalty in an amount set by the General Land
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 Hate 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
mruwwm
LT
6. (§) 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
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 agreements and
amendments to such contracts within thirty (30) days after entering into or making such contracts, agreements or dm Such and agr ts when received by the General
Land Office shall be held in confidence by the General Land Office unless otherwise suthorized by Lessee. mmmumwmgmwmmm-ﬁ
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 Attorney General, the Governor, or the representative of any of them.
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(B) DRILLING RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before
spud date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such written notice 1o the General Land Office shall include copies of Railroad
C ission forms for application 1o drill. Copies of well tests, completion reports and plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas
Railroad Commission. Lessee shall supply the General Land Office with any records, memoranda, 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 radicactivity 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 after the making of said survey

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

7. RETAINED ACREAGE: Nd\\ithllmdingnypmvidmo{milluulolbeomm,nﬂﬂlwellundudn;uuplbkofpm;nﬂu;uhubmmplﬂadmlhew
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 termihate as 10 all of the leased premises,
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres swrounding each gas well capable of producing in paying quantities (including a shut-
in oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a
producing pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration
unit for each such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. Within
90 days of a partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the
partial termination, Lessee shall have the right to obtain a surface lease for ingress and egress on and across the lerminated portion of the leased premises as may be reasonably necessary for the
continued operation of the portions of the lease remaining in force and cffect. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a
surface lease from the Land Office, but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease.

(B) HORIZONTAL: In the event this lease is in 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 (hereinafier "decper depths™) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years afier 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 thereafier as oil or gas is produced in paying quantities
from such deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with the well located in the center
thereof, or such other shape as may be approved by the School Land Board. Within thirty (30) days afler 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, sccompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. If Lessee fails or refuses to execute and record such release or
releases within ninety (90) days after being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or
depths 1o be released hereunder and record such instrument st Lessee's expense in the county or counties where the lease is located and in the official records of the General Land Office and
such designation shall be binding upon Lessee for all purposes. If at any time after the effective date of the partial termination provisions hereof, the applicable field rules are changed or the
well or wells located thereon are reclassified so that less acreage is thereafter allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not
thereafter allocated to said well or wells for production purposes.

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

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land,
Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such production thereof
should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee
commences additional drilling or reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. If, during the last year of the
whlymurwhhhdm[w)m;ﬂaml&yIlolchwﬂhhd.ﬁhmddwmwmhmmwldﬂ:ﬂmﬁhwm
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 pursusnt 1o Paragraph 10, using the expiration of the primary term as the date of cessation of production under
Paragraph 10. Should the first well or sy 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 reatal in the same manner as provided berein 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 thereafier  shut-in ofl or gas well is located on
hwmumqumhmﬂummm
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10. *CRSSATION, DRILLING, AND REWORKING: If, afler the expiration of the primary term, production of oil or gas from the leased premises, afler once obtained, should cease
frong, AfyScause, 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
hud for 80 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
operatigns result in the production of oil or gas, the lease shall remain in full force and effect for 30 long as ofl or gas is produced from the leased premises in paying quantities or payment of

gas well royalties or payment of compensatory royaltics is made as provided berein or as provided by law, If the drilling or reworking operations result in the completion of a well
m* the lease will not terminate if the Lessce commences additional drilling or reworking operations within sixty (60) days afier the completion of the well as a dry hole, and this lease

in effect 50 long as Lessee continues drilling or reworking operations in good faith and in » workmanlike manner without interruptions totaling more than sixty (60) days. Lessee
mmwmuummmmmm)mdqmdm.
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11s 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, 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
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
ﬁwmﬂbmhmmluwhhMumh&n!lm-yufwdweﬂmﬁcdmdudlwmhmm To be effective,
gl pijif shut-in oil or gas royalty must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3)
60 days witer Lessoe completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. If the shut-in oil or gas royalty is paid, the lease shall be
idered 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 ble 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.

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying quantities
from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any case in which drainage is occurring, the right to continue to
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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
mmm{mfwmnmdwymbylnmptyingommmyﬂtyuibemynltyruermwdcdiulheluunf&cmnvduofm&mmcwellm‘m
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 1o the
Commissioner beginning on or before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same
producing reservoir and located within one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any |2-month period is in an amount less than the annual shut-in
oil or gas royalty, Lessee shall pay an amount equal 1o the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the
obligation of reasonable development nor the obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the
Commissioner's written approval, the payment of compensatory royalties shall satisfy the obligation 1o drill offset wells. Compensatory royalty payments which are not timely paid will accrue
penalty and interest in accordance with Paragraph 5 of this lease.

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

14. USE OF WATER; SURFACE: Lessece shall have the right to use water produced on said land necessary for operations hereunder and solely upon the leased premises; provided,
however, Lessee shall not use potable water or water suitable for livestock or irrigation purposes for water flood operations without the prior written consent of Lessor. Subject to its obligation
to pay surface damages, Lessoe shall have the right to use so much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marketing
the production therefrom, such use to be conducted under conditions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General Land Off
fee schedule which is effective on the date when the activity requiring the payment of surface damages ocours. 3

. 15. POLLUTION: In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the foregoing, poliution 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, Lessce shall use all means at its disposal to recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage 1o public and private properties.

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

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leased area. Solid waste ghall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-made
items. A sign must be displayed in a high traffic area on all vessels and manned platforms stating, “Discharge of any solid waste or garbage into State Waters from vessels

or platforms is strictly prohibited and may subject a State of Texas lease to forfeiture.” Such statement shall be in lettering of at least 1 in size.

(C) RIVERS: To the extent necessary 1o prevent pollution, the provisions found in subsections (a) and (b) of this paragraph shall also apply to rivers and riverbeds.

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

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

17. ASSIGNMENTS: The lease may be transferred at any time. All transfers must reference the lease by the file number and must be recorded in the county where the arca is located, and
the recorded transfer or a copy certified to by the County Clerk of the county where the transfer is recorded must be filed in the General Land Office within ninety (90) days of the execution
date, as provided by N.R.C. Section 52.026, sccompanied by the filing fee prescribed by the General Land Office rules in effect o the date of receipt by the General Land Office of such
transfer or certified copy thereof. Every transferee shall succeed to all rights and be subject to all obligations, liabilities, and penalties owed 1o the State by the original lessee or any prioc
transferee of the lease, including any liabilities to the state for unpaid royalties.

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

QAEN: In accordance with N.R.C, Section 52.136, the State shall have a first lien upon all oil and gas produced from the area covered by this lease to secure payment of all unpaid
other sums of money that may become due under this lease. By acoeptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any
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
the mic 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
or processing of such leased minerals in order to secure the payment of all royalties or other amounts due or 10 become due under this lease and to secure payment of any damages or
lossYhat 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 o
MMhhHWhMMI,MCJhTumde Lessee agrees that the Commissioner may require Lessee to execute
andwcord such instruments as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee bereby represents that there are no prior or superior liens arising from and
m‘&-wumwumwmuhm-mduu.muw-qmmuuwhum
et ving may declare this lease forfeited as provided herein.
%0. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make
.mmwmmwmamuuwmwumnmmmmuﬂhmw-mﬁwmaumum
by the Commissioner of the General Land Office, or if Lessec should fail to file reports in the manner required by law or fail 1o comply with rules and regulations promulgated by the
Genery Land Office, the School Land Board, or the Railroad Commission, or refuse the proper authority access 1o the records pertaining to operations, or if Lessee or an authorized agent
'm@,ﬂlumhﬁnmhlmbhm.ﬂhﬂhy.uhowindrﬁﬂaufnubMﬂhMl&dOﬂunmhdwwﬂLwlﬂMﬂhﬂ
| 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
i this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when s1fficiently infarmed of the facts which authorizs a forfeiture, and when forfeited the area shall
again be subject to lease to the highest bidder, under the same regulations controlling the original sale of leases. However, nothing herein shall be construed as waiving the 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,
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11. RIVERBED TRACTS: In the event this lcase covers a riverbed, Lessee is hereby specifically granted the right of emi d and cond ion as provided for in N.R.C.
Sections 52.092-52.093, as a part of the consideration moving to Lessor for the covenants herein made by Lessee.

12. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of
the General Land Office governing drilling and producing operations on Permanent Free School Land specifically including any rules promulgated that relate to plans of operations, payment of
royalties, and auditing procedures, and shall be subject 1o all other valid tes, rules, regulati orders and ordi that may affect operations under the provisions of this lease, Without
l'midnglhegmlitynf&efm;mmbylmbyhmunfﬁlmmbewwwwhjdmmmmymdumﬂnaypcnﬁdmrﬂlﬁnglnlheww
Office’s audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52.135
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other
mhd@hhowﬁmdlmmmmdlmumﬁmwmwmmchlandwimoutpriclanlnpmvidodundaSecdmél.llToﬂhaTnnWmCodc.hu
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the Commissioner of the General Land Office is nocessary to make any surface location nearer than 2,160 feet measured t right angles from the nearest bulkhead line or from the nearest
ﬁd;dmdpdnych-ld.llip.uhningb-ainMMMMWMU&MSmulfMWMIGWmMwﬂchmilm.

13, REMOVAL OF EQUIPMENT: Upmhmhndmd&iﬂu-huymn,uﬂudﬂlmhnymbupamhdummunmwuyp-lo{uuqu!pmutﬁm
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24. FORCE MAJEURE: Mthmmﬁﬁmmemﬂdmmmm&mmmnrﬁmpm&ndu
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5. suspension under any applicable statute of this State.

15. LEASE SECURITY: memuuﬁumdmummmummm-dumMdﬂmumwm
from said lease. mmuhmwnmmdmmmmb&gammmmﬂuummmumw.
production, gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas
royalties thereon as provided herein on all oil, gas or other hydrocarbons lost by reason of theft.

26. REDUCTION OF PAYMENTS: !l,u-huheprhsymlmthMW&MhMMWMWd-M-ﬁM&Mwuwdby
hwl‘dwhmwﬁhwIlmnuCndlsm;ﬂ.lst-ﬂ.lﬂ.orif.atnyﬂnodh&cap’cﬂiun{ﬂupﬁmﬂy.nchmuddmﬂnhuumn
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outside the boundaries of & pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

17. SUCCESSORS AND ASSIGNS: NMMMMMWWMMthMWMMMMWG
assigns of Lessee herein.

28. ANTIQUITIES CODE: hunmumfmdwawmummmmmwmmmﬂwm
m-dwﬂlbdﬁdyldfyhouﬂwmdhfuwmnMMMMMuMhMUMﬁWB
findings, as sppropriate. whwmunﬁuduwwwmalmm.wmm;lous,cJummmmmm
Antiquities Code of Texas, Chapter 191, Natural Resources Code, as amended.

29. VENUE: l.mnr-dl-lu.hduﬁa;hm‘lmMnﬂmh&ywhﬂmfwmdﬂnﬁuﬂdnpﬁhdﬁhh&w&&nmww
n'-'&.WO{N:I-.GMInIlymhlhhhnewwMHW.Mumﬂdﬂ.MhhumdeWHTﬂﬁl
County, State of Texas.

30. LEASE FILING: wwmﬂd’ﬂuTmBu.&Cu@.Coda.mhluunuhaﬂldd'mdhm@ﬁhmm&hmmhmﬂumwdh
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the certified copies sent to the General Land Office.

LT
Sves

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




31, EXECUTION: ‘I‘hildlmd;,uluunms!bclignodandndmowled;edbyﬂmm;eebefmilisﬁledofmdinlhemmty records and in the General Land Office of the State of
Texas.

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

an P. Colwe
TITLE: Vice President - Land

September 25, 1998

DATE:

INT!‘SI'IMONYWH!ZRLDF.wimeuMﬁnmdmchminimaoﬂheﬁmcnlhndOﬂioeoflheSmeorTunmdutheualofltheunllmeﬂiu.

COMMISSIONER OF GENERAL LAND OFFICE

OF THE STATE OF
OVED
tents
Legal
DC
sD
Exec
S ATRE 1EA85 (CORPORATION ACKNOWLEDGMENT)
COUNTY OF___MIDLAND
BEFORE ME, the undersigned authority, on this day personally appeared___ 0/ P+ COLWELL )
known 1o me to be the person whose name is subscribed to the foregoing instrument, as___ V| CE PRESIDENT = LAND of TITAN RESOURCES I, INC.,
General Partner of TITAN RESOURCES, L.P. arislkrmei sl

r«mmumwwhmwmu-ummmamm‘

Given under my hand and seal of office this the 25th  gyor  September ,19 98
T

MARYLYN GIBBS
NOTARY PUBLIC
STATE OF TEXAS

.
ST‘“ OF (INDIVIDUAL ACKNOWLEDGMENT)

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

known uwhhmm-mnmu&eMMudw ne that executed the
o’..dggnp-unutuiu-ddrlhnn-mbeqwuud. ——

.‘ Given under my hand and seal of office this the day of 19
LET ]

...I.'

.....: i &

: : Notary Public in and for

True and Correct
copy of

Original filed in

Reeves County
Clerks Office
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Lease Number Book/Vol Page Entry County / Parish State
TX299-389-173~000-00 595 382 (0002892 REEVES TX
Lease Date 08/04 /98

Lease Name: | State of Texas

Legal Description

on the Official

Secticn 28, Block 59, Public School Land Survey. Reeves County, Texas, containing approximately 640 acres as shown
Map of Reeves County on file in the Texas General Land Office, Auastin, Texas

PROSPECT TX299 - PARAGON INDIAN/ST/FED LSE# M-99632

Amount

506)<64o.oo

Account Number

Payee (8)

State of Texas
General Land Office
1700 N. Congress Avenue
Austin, TX 78701

G b3 9
oy [dan Resources| LP |21

_T.":.-
Iﬂr} ‘Period Beg. 08/04/1999 DELAY RENTAL FHECK % 100445

@)
w
[ -

e e

lNSQﬂQﬂ}ﬁnﬁ TO DEPOSITORY: You have been designated as depository for the above described payment Please credit the proceeds

thereof to the parties named and in the amounts indicated Should any difficulty of any nature arise, DO NOT RETURN our check, but

umks‘ﬂa:aepouxt to the credit of the party named in a special account, and advise us as soon as possible for further instructions
. e

-
-
LR L]

e

100445






Texas General
Land Office

David Dewhurst
Commissioner

Stephen F. Austin Building

1700 Nerth
Congress Avenue

Austin, Texas
78701-1495

512-463-5001

August 18, 1999

Ms. Mary Kay Braseuel

Clay Johnson Oil & Gas Properties
20 West Wall, Suite 800

Midland, Texas 79701

Re:  Titan Resources
State Lease M-99632
Section 28, Block 59, PSL Survey
Reeves County, Texas

Dear Ms. Braseuel:

As per your prior letter and our conversation of this date, this is to
confirm that the General Land Office (GLO) agrees that the State no longer
owns the minerals under the N/2 NE/4 of Section 28 containing 80 acres.
The minerals were sold by the State under the Mining Act of 1895.

Accordingly, if Titan Resources will Release the subject 80 acres and
furnish our office with a certified copy of the Release filed in Reeves County
the GLO will issue a refund to Titan for the proportionate amount of bonus
and first years rental that was paid on said 80 acres.

Thank you for your assistance with this matter, please let me know if
you have any questions or if I may be of further assistance,

Sincerely,

otk

J. Daryl Morgan, CP
(512) 305- 9106
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Texas General
Land Office

David Dewhurst
Commissioner

Stephen F. Austin Building

1700 North
Congress Avenue

Austin, Texas
78701-1495

512-463-5001

August 18, 1999

Ms. Mary Kay Braseuel

Clay Johnson Qil & Gas Properties
20 West Wall, Suite 800

Midland, Texas 79701

Re:  Titan Resources
State Lease M-99632
Section 28, Block 59, PSL Survey
Reeves County, Texas

Dear Ms. Braseuel:

As per your prior letter and our conversation of this date, this 1s to
confirm that the General Land Office (GLO) agrees that the State no longer
owns the minerals under the N/2 NE/4 of Section 28 containing 80 acres.
The minerals were sold by the State under the Mining Act of 1895.

Accordingly, if Titan Resources will Release the subject 80 acres and
fumnish our office with a certified copy of the Release filed in Reeves County
the GLO will issue a refund to Titan for the proportionate amount of bonus
and first years rental that was paid on said 80 acres.

Thank you for your assistance with this matter, please let me know if
you have any questions or if I may be of further assistance.

Sincerely,

0 20

I. Daryl Morgan, CP
(512) 305- 9106




@FﬂeNo. ??433"“
Letter”

Date Filed: 859

Darid Dewhurst, Commlissioner

By

Sewe
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ﬂ Trran RESOURCES, L».

September 30, 1999 VIA FEDERAL EXPRESS

Mr. J. Daryl Morgan, CPL

Texas General Land Office -
Stephen F. Austin Building

1700 North Congress Avenue

Austin, Texas 78701-1495

Re: Section 28, Block 59, PSL Survey, Reeves County, Texas
Titan Lease Number: TX299-389-173-000-00 . )
State Lease Number: M-99632 =~~~ T ™

Paragon Prospect
Dear Mr. Morgan: |

With reference to your letter dated August 18, 1999 addressed to Ms. Mary Kay Braseuel, enclosed I
herewith please find the following:

s s 1. Certified Copy of Partial Release of Oil and Gas Lease executed on September 9, 1999 by Titan
e Resources, L.P. releasing all right, title and interest in Oil and Gas Lease dated August 4, 1998
sise by and between the Commissioner of the General Land Office of the State of Texas, Lessor, and
sese Titan Resources, L.P., Lessee, insofar and only insofar as to the N/2 of the NE/4 of Section 28,
Block 59, PSL Survey, Reeves County, Texas, containing 80 acres, more or less..
,:,. 2 Titan Resources, L.P. Check Number 3393 made payable to the Commissioner of the General ‘
T Land Office of the State of Texas in the amount of $25.00 to cover the required filing fees for |
— the above Partial Release of Oil and Gas Lease.

I
|
In this connection, Titan will look to the State of Texas to tender a refund on the bonus and first year ‘
rentals paid on the above 80 acre tract in the following amounts: |

Bonus: 80 acres X $50.98/acre= $4,078.40 |

Rentals: 80 acres X $1.00/ acre=$___80.00
Total Due: $4,158.40

Should you have any questions or concerns, please do not hesitate to contact the undersigned. Thank you

for your cooperation and courtesy in this matter.
K
—
Kobor

?wﬁ(’f’ '
Wonen (24, 158-
cc: Mr. Drew Reid qul u\ ’& AU Qrt, M

\
500 W. Texas <« Suite 200 + Midland, Texas 79701 « Fax: (915) 687-0192 « Office: (915) 498-8600 |
|

Yours very truly,

WIB/dss
Enclosures




", "’ TITAN RESOURCES, L.P.

ACQUISITION CHECKING
P.O. BOX 11227
MIDLAND, TEXAS 79702

AY TO THE

CHASE BANK OF TEXAS
301 WEST BEAUREGARD
SAN ANGELO, TEXAS 76903

RDER OF COMMISSIONER OF THE GENERAL LAND OFFICE

TWCHW”FiV‘: Bl'ld 0(),"00."“.0"‘t..t.'#'."0.t.."‘..‘.“.‘.‘.“..'t“‘..‘“CO‘.‘..‘..t..t..‘.'..."l...t..t‘..

COMMISSIONER OF THE GENERAL LAND OFFICE

OF THE STATE OF TEXAS
Stephen F. Austin Building
1700 North Congress
Austin, Texas 78701

EMO GLO Filing Fees

*003393w

ITAN RESOURCES, L.P.
CQUISITION CHECKING

A

003393

DOLLARS

COMMISSIONER OF THE GENERAL LAND OFFICE 9/29/99

PARAGON #299:GLO Filing Fee

LA R R ]

L

LA LR ]
-

asse
L]

.

LA LR LR

. L]
Checking GLO Filing Fees

ITAN RESOURCES, L.P.
{CQUISITION CHECKING

Payment in full of filing fees due the Stawe of Texas

in connection with Partial Release of Oil and Gas Lease
excecuted on September 9, 1999 by Titan Resources, L.P.,
as Lessee, relcasing all right, title and interest insofar

and only insofar as to the North One-half of the Northeast
Quarter (N/2 NE/4) of Section 28, Block 59, PSL

Survey, Reeves County, Texas.

COMMISSIONER OF THE GENERAL LAND OFFICE 9/29/99

PARAGON #299:GLO Filing Fee

Checking GLO Filing Fees

Payment in full of filing fees due the State of Texas

in connection with Partial Release of Oil and Gas Lease
excecuted on September 9, 1999 by Titan Resources, L.P.,
as Lessee, releasing all right, title and interest insofar

and only insofar as to the North One-half of the Northeast
Quarter (N/2 NE/4) of Section 28, Block 59, PSL

Survey, Reeves County, Texas.

L
AUTHORIZED S

r{mumr

003333

25.00

25.00

003333

25.00

25.00




@ FileNo.___ 77632 .

Date Filed: G-30-99

David Dewhurst, Commissloner

By
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FILE # 2110
THE STATE OF TEXAS §
COUNTY OF REEVES §

ELEA

KNOW ALL MEN BY THESE PRESENTS:

THAT, the undersigned does hercby release, relinquish, surrender and forever quitclaim unto the
hereinafter named Lessor, their heirs, successors and assigns, as their interest may appear of
record, any and all right, title and interest whatsoever owned by the undersigned, insofar and
only insofar as to the lands described below, in and to the following described Oil and Gas
Lease, to-wit:

Oil and Gas Lease dated August 4, 1998, by and between the Commissioner of
the General Land Office of the State of Texas, as Lessor, and Titan Resources,
L.P., as Lessee, recorded in Volume 595, Page 3382, Official Public Records,
Reeves County, Texas,

INSOFAR AND ONLY INSQFAR as the above described Oil and Gas Lease covers the
following lands:

The North One-half of the Northeast Quarter (N/2 NE/4) of Section 28,
Block 59, Public School Land Survey,

Reeves County, Texas,

containing 80 acres, more or less.

It is exprassly understood and agreed that this is only a Partial Release of the above described Oil
and Gas Lease, and this release shail in no way release or impair Lessee's ownership and rights
in and to said lease as to any and all lands covered by said lease which are not specifically
described above,

IN WITNESS WHEREQF, this instrument is executed this Ed day of September, 1999.
TITAN RESOURCES, L.P.,

BY ITS GENERAL PARTNER,
TITAN RESOURCES I, INC.

st

Dan P. Colwell, Vice President - Land

ACKNOWLEDGMENT
THE STATE OF TEXAS §
CQUNTY OF MIDLAND §

This instrument was acknowledged before me this f% day of September, 1999, by Dan P,
Colwell, as Vice President - Land of Titan Resources I, Ine, General Partner of Titan Resourees,
L.P., on behalf of said partnership. '

P PUPGPw U e el

AT, MARYLYN GIBBS
L7 A5 NOTARY PUBLIC

U STATE OF TEXAS
s My Comm. Exp. 12-15-2000

oo

PP PPTTU PO T Oy
O O A

ke . - ———— - e e

;ﬁé

Yrue and Corract
. copy of
Origlnal filed in
Reeves County
Clerks Offica

..A‘NY'PRO'VISIOH HENTH YHICH RESTRICTS THE SALE RENIM,
OR USE OF THE DESCR:4LD 214 PROPERTY PECAUSE OF COLOR
E: RACE IS INVALID AND UNENFGRCEASLE UNDER FEDERAL

W

FILE NO. _2110

nr.t".n rbR RECORD ON THE 14TH " DAY OF SEPTEMBER

17TH . ‘DAY OF SEPTEMBER
5L P I
i)

A.D, 1999 AT 3:44 Py,

DULY RECORDED ON A.D. 1999 AT 9:00 Ay,

BY: DEPUTY DIARNE O, FLOREZ, COUNTY CLERK

REEVES ‘COUNTY, TEXAS
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By

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS

COUNTY OF REEVES
The above ang foregaing is a full trug and correcl photographic copy ol he
original record now

in my lawlyl custody and possession, ag Iheéame is
ﬁledireczﬁd in the pubtic fecords: of my offica,; toung n VOL 2 ,
PAGE 4Y _ THal —_— .

e, | hereby cerilied on _Zch_SEEI._IS_QQ




Texas General
Land Office

David Dewhurst
Commissioner

Stephen F. Austin Building

1700 North
Congress Avenue

Austin, Texas
78701-1495

512-463-5001

October 19, 1999

Attn: J. Robert Ready
Titan Resources, L.P.
500 W. Texas, Suite 200
Midland, Texas 79701

RE: Partial Release - M-099632

Dear Mr. Ready :

The General Land Office received the following instrument on October 4,
1999, filed it in the mineral file as stated above.

Partial Release, dated September 9, 1999, recorded in Reeves County,
Texas.

Your remittance of $25.00, has been applied as the state’s portion of the
filing fee.

If you have any questions, please do not hesitate to contact me.

Sincerely,

gz‘&.ﬂ‘\—)
Mary Helen Silva

Lease Administration
Energy Resources

MHS/mhs



/192
File No. G732

M&/

DateFiled: /2 ¥7-7

David Dewhurst, Commissioner
By




Check # 101257

" Droperty 1d / MMS Eff. Date ~Recording Information State ~ County/Parish
TX299-389-173-000-00 08/04/1998 | 10/12/98 BK 595 PG 382 ENTRY 0002892 TEXAS Reeves
M-99632
Property Name / Lessor

Commissioner of the General Land Office of the State of Texas

Property Legal Description
All of Section 28, Save and Except the North One-Half of the Northeast Quarter (N/2 NE/4) of Section 28, Block 59, Public School Land Survey, Reeves
County, Texas, containing approximately 560 acres as shown on the Official Map of Reeves County on file in the Texas General Land Office, Austin, Texas

00 61388

Payee Name & Address SSN/Tax Id Number
State of Texas, acting by and through the ]
Commissioner of the General Land Office Federal Tax Withheld
1700 N. Congress Avenue 0.00 T
Austin, TX 76701 Account Numnber
Total Bank Charges
B 0.00
‘ | Period Payment Amount Bank Service Property Property
Duq (in months) Description Due Charges Sub-Type Sub-Id
08/ (v a0 12 Delay Rental 560.00 0.00
-
LT
I [ [ 0.00] 0.00] |
. .:.
| [ [ 0.00] 0.00 | ]
. 8 -
77| | [ 0.00] 0.00] [
/1] [ | 0.00] 0.00] |

Instructions to depository: you have been designated as depository for the above described payment(s). Please credit the proceeds thereof to the parties
named and in the amounts indicated. Should any difficulty arise, make the deposit in a special account, and contact us tmmedlatetN 0 1 O 1 2 5 7
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Check # 102590

[ Property Id / MMS Eff. Date Recording Information State County/Parish
TX299-389-173-000-00 08/04/1998 | 10/12/98 BK 595 PG 382 ENTRY (R102892 P o4 o8 Texas Reeves
99632 IR AR I B
i : IR S
L] - LR
Property Name / Lessor
Commissioner of the General Land Office of the State of Texas
Property Legal Description

All of Section 28, Save and Except the North One-Half of the Northeast Quarter (N/2 NE/4) of Section 28, Block 59, Public School Land Survey, Reeves
County, Texas, containing approximately 560 acres as shown on the Official Map of Reeves County on file in the Texas General Land Office, Austin, Texas

Payee Name & Address ~ SSN/Tax Id Number |
State of Texas, acting by and through the Commissioner of the General Land Office
1700 N. Congress Avenue Federal Tax
Austin, TX 78701 0.00

VZ ES Q l Total
? Mre VQ&M L&J . ~0.00
Payment | Period Payment Amount Bank Service Property
Due Date | (in months) Description Due Charges Sub-Type Sub-Id
08/04/2001 12 DELAY RENTAL 560.00 0.00
i | 0.00] 0.00] [
/1] 0.00] 0.00] [
/1| 0.00] 0.00] [
A1nAQE i
11 1 0.00] 0.00] UuUsH o000

Instructions to depository: you have been designated as depository for the above described payment(s). Please credit the proceeds thereof to the parties
named and in the amounts indicated. Should any difficulty arise, make the deposit in a special account, and contact us immedlateN 0 1 O 2 5 g 0




22,
File No. M F: MQé 3&

E)ate Flled: 71/ é?oy

?@wﬁum, Commissioner
By i




Check #9901494

TX299-389-173-000-00° | 08/04/1998 | 10/12/98 BK 595 PG 382 ENTRY 0902892 Lo et 2 o Teas Reeves
M-99632 : o B2
L LY
Property Name / Lessor
Commissioner of the General Land Office of the State of Texas
Description -

All of Section 28, Save and Except the North One-Half of the Northeast Quarter
County, Texas, containing approximately 560 acres as shown on the Official Map of Reeves County on file in the Texas General Land Office, Austin, Texas

02042300

(N/2 NE/4) of Section 28, Block 59, Public School Land Survey, Reeves

Payee Name & Address

1700 N. Congress Avenue
Austin, TX 78701

State of Texas, acting by and through the Commissioner of the General Land Office

2

Period Payment Amount Bank Service
08/04/2002 [ - 12 DELAY RENTAL 560.00 0.00
1 | = [ 0.00] 0.00] [
Lfesl ) : | 0.00] 0.00] |
=] 0
/1T o T 0.00] 0.00] | P 4
¥ I 0.00] 0.00] [ 7 <

Instructions to depository: you have been designated as depository for the above described payment(s). Please credit the proceeds
named and in the amounts indicated. Should any difficulty arise, make the deposit in a special account, and contact us immediately.

"GYU1YG 4







