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PAID UOP
OIL AND GAS LEASE

ﬂﬂSAGREEN@Tumadcmdenmmmm 17 dayof 1|ll]¥ 19_98 ,mm:s::uof’rcxu.mgbymdﬂunughm

agent,_MNorothy F. Richardsaon, a widow of C. F. Rich
of 830 QOntario

Shreveport, TA 71106 said agent
(Give Permanent Address)
herein referred to as the owner of the soil (whether one or more), and an
R WaTl ]l Siiks {00 of

Midland, Tx 79701
(Give Permanent Address)

hereinafter called Lesses,

1. GRANTING CLAUSE. For:ndmmnsldu-monofmemmmmdbduwndof:hemmdmulnbcpud.kmmdmmw
L:seermdcrdmtme,lheSmofTuaumgbyandthmughmeuwwofm:mmhﬁymlmmdlesmmmhmemlemdonjypmgf
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telephone lines and other souctures
thereon, 1o produce, save, take care of, treat and transport said products of the lease, the following lands situated in County, State
BUREREREE Block 100, Public School Land Survey '

Section 18: All
Section 19: All
Section 20: - All
Section 21: All

containing___ 2, 560 acres, more or less. The bonus consideration paid for this lease is as follows:

Tothe Stae of Texas:__ Twn Thonsand Eight Hnndred Seventy-nine and 82/100--
Dollars (S 2,879 82 )

To the owner of the soil: TWO Thousand Eight Hundred Seventy-nine and 82/100--
Dollars (S 2.879,.82 )

Totul bonus consideration: _Five Thonsand Seven Hundred Fiftv-nine and 64/100-—

Doilars (5 R,759. .64 )
Thctnulbonusconsmeﬁnonpmdr:pr:sgnuabonnsof Fifty—four and NO/IOO -----------------
Fha e Dollars (S 54.00 ) perace,0n 1 06 . 6 Bnetaces.

o 2 TERM. Subject to the other provisions in this lease, this lease shall be for a term of Five (5) vear from this date

('he:t!h uﬂed primary term™) and as long thereafter as oil and gas, or cither of them, is produced in paying quantities fom said land.
As ustd in thu lease, the term *produced in paying quantities® means that the recsipts fom the sale or other authorized commercial use of the substanca(s) coverzd

*St;xé %ﬁkm "Aswatpf:na%gé?nforn%ggﬁa Delay Rental Provision shmm as Paragraph #40.

the*@tMfidczment of a well for one (1) year from said

To the owner of the soil:
Dollars ($
To the State of Texas:
Dollars (S
Total Rental:
Dollars (S

ud.s of one (1) year cach during
af this lease, and may be

ofor® the rental paying date. If the bank designatzd in this paragraph (or its successor bank) should cease to exist, suspend busi liquidae, fail or
d oy another ba.nk, or for any reason fml or refuse to acszpt rental, L:.xs:e shall not bc held in defmlt for fmlu.re to make such pay-mems or tehd

In a like manner and upen like pa




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

(A) OIL. Royalty payabie on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and alsp a5 all

condensate, distillatz, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, shall be
3/18 part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land Offics, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general arca 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 procseds of the sale thereof, whichever is the greater. Lessee agress that before any gas produced from the
leased premises is scld, used or processed in a plant, it will be run fres of cost to the royaity owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recovered. The requirement that such gas be run
through a separator or other cquipment may be waived in writing by the royalty owners upen such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances ot defineq
as oil in subparagraph (A) above, producsd from any well on said land (except as provided herein with respect to zas processed in a piaat for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/16 part of the gross production or the market value thereot, at the option of the
ownmer of the soil or the Commissioner of the General Land Offics, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where producsd and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shail not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahreaheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balancz Method or by the
most approved method of testing being used by the industry at the time of testing. :

(%] PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissicner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas amributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lesses, whichever is the greater, of the
toral plant production of liquid hydrocarbons anributable to the gas produced from this lease; provided that if liquid hydrocarbons are recoversd ffom gas processed
in a plant in which Lzsses (or its parent, subsidiary or affiliatz) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party procsssing gas through such plant under a procsssing agreement negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the induswry), whichever is the greater. The respective royalties on residue zas
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 pricz 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 payabie under this paragraph 3¢ less than the royalties which would have besn due had the gas not
been processed.

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

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
paid under this lease in no svent shall be less than an amount equal to the total annual delay rental herzin provided; otherwise, thers shail be due and payablg,on,or
befors the last day of the month succseding the anniversary date of this lease a sum equal to the otal annual rental less the amount of royaltes paid during ig°® , *
preceding year. If Paragraph 3 of this leass does not specify a delay rental amount, then for the purposes of this paragraph, the delay reatal amount shall beope |
dollar (51.00) per acre. -

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Comm.iss:.oner
of the General Land Offics may, at the option of =ither, upcn not less than sixty (60) days notics to the holder of the lease, require that the payment of a.n}brcﬂlﬁss_
accruing to such royaity owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Offics’s right to take it royﬁﬂ:y in
xind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express !'.W:‘id‘

under this lease.
= L ]

7. NO DEDUCTIONS. Lesses agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for grecen of
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, Tansporting, and otherwise making the oil, gas and other producty e e e’
herzunder ready for saie or use. Lesses agrees to computz and pay royalties on the gross value ressived, including any reimbursements for severancs mc:s.agf"
production related costs. s,
used to

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel il

process zas producsd hersunder in any processing plant. Notwithstanding any other provision of this lease, and subject to the written consent of the owner of &€
and the Commissioner of the General Land Office, Lesses may recycle gas for gas lift purposes on the leased premises or for injection into any oil or gas producing
formation underlying the leased premises after the liquid hydrocarbons contained in the gas have besn removed; no royalties shall be payable on the recycled gas
until it is produced and sold or used by Lesses in a manner which entitles the royalty owners to a royalty under this [ease.

9. ROYALTY PAYMENTS AND REPORTS. All rovalties not taken in kind shall be paid to the Commissioner of the General Land Offics at Austin,

Texas, in the following manner:

Payment of royalty on production of oil and gas shall be as provided in the rules sct forth in the Texas Register. Rules currently provide that royalty on oil |s:ﬂ=
and must be recsived in the General Land Offics on or befors the Sth day of the second month succeeding the month of production, and royaity on gas is due mfth:
must be received in the General Land Offics on or before the 15th day of the second month succzzding the month of production, accompanicd by the ;ﬂ‘:?avu 'c;icm »
owmer, manager or cther authorized agent, completed in the form and manner prescribed by the General Land Office and showing the zross amount a.nfi d‘sg?ss‘usition
all oil and gas produc=d and the market value of the oil and gas, together with a copy of all documents, records or reports confirming the gross production, di P



" and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into Pipelines,

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 ang
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Ethyﬂtypmmlu
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Office lease number the amount of royalty bej
paid on each lease. lfl.aseepny:hismyﬂtyonorbefcmmhq(30)d:ysaﬂa&:myﬂqmwmmmmimmﬂu"m“ﬂmwtyﬁm‘
525.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue 2 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 overdye.
AlTidavits and supporting documents which are not filed when due shall incur a penalty in an amcunt set by the General Land Office administrative rule which i
effective on the date whea the affidavits or supporting documents were dus. The Lesses shall bear 2l responsibility for paying or causing royalties o 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 |aw
nor act 1o postpone the date on which royalties were criginally due. The above penalty provisions shall not apply in cases of tile dispute a5 to the State’s portion of
the royalty or to that porticn of the royalty in dispute as to fair market value. . .

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall anmually fumnish the Commissioner of the General Land Office with
its best possible estimate of oil and gas reserves undertying 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 agresmems and amendments to such contracts within thirty (30) days after entering into or making such
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, reczipts and discharges of ail wells, tanks, pools, metzrs, and pipelines shall st all times be subject to inspection and
examination by the Commissioner of the General Land Offics, the Attomey General, the Govemncr, or the representative of amy of them. i

(B) PERMITS, DRILLING RECORDS. Writen notice of all operations oa this lease shall be submitied to the Commissioner of the General
Land Office by Lesses or operator five (5) days before spud date, workover, re<entry, temperary abandonment or plug and abandonment of amy well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submitted to the Texas Railroad Commission or any other governmental
agency shall include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying wells, tank bageries or other associated improvements to the land must also include the word "State.* Lessee shall supply the Geaeral Land Office with
any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the above-described premises, which may be
requested by the General Land Office, in addition to those herein expressly provided for. Lesses shall have an electrical and/or radioactivity survey made oa the
bore-hole section, from the base of the surface casing to the total depth of well, of ail wells drilled on the above described premises and shall ransmit a true copy of
the log of cach survey on each well 1o the General Land Office within fiteen (15) days after the making of said survey.

(C) PENALTIES. Lessee shall incur a penalty whenever reports, documents or other materials are not filed in the General Land Offics 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 materfals were due in the General

Land Office.

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary tzrm hereof and after the discovery and actual production of oil or
gas fom the leased premises such producticn thereof should cease from any cause, this lease shall ot 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 therson, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
completed and abandoned, or the production of oil or gas should cease for any cause, Lesses's rights shall remain in full forcs 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, Lesses may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
pmd:uign under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
pﬁmasp term hereof, Lessee may resume payment of the annual reatal in the same manner as provided herein on or before the rental paying date following the
expig¥ion of sixty (60) days from the dats of completion of such shut-in oil or gas well and upon the failure to make such paymeant, this lease shall ipso facto
tetpifatd If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, payments may be made in
accogdance with the shut-in provisions hersof

L LA
*.." 312 DRILLING AND REWORKING AT EXCPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
prodyced on said land, but Lessee is then sngaged in drilling or reworking operations thereon, this lease shall remain in force so long as operations on said well of for
d:ii!inggg reworking of any additional well are prosecutzd in good faith and in- workmanlike manner without interruptions totaling more than sixty (60) days during
any one such operation, and if they result in the production of oil and/or gas, so long thereafter as oil and/or gas is producsd in paying quantities from said land, or
payment of shut-in oil or gas well royalties or compensatory royalties is made as provided in this lease.

L . .
*®** |3. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or zas from the leased premises, after

ongg obwlned, should cease from any cause, this lease shall not terminate if Lessee commencas additional drilling or reworking operations within sixty (60) days
afte? such®cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in workemnanliks manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil or gas, the lease shall remain in full fores and
effect for so long as oil or gas is produced fom the leased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compeasatory
royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lesses commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease
shall remain in effect so long as Lesses continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling mors
than sixty (60) days. Lessee shall give written notice to the General Land Offics within thirty (30) days of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary texm of a lease that, until being shut in, was being mainmncd}n
force and effect, a well capable of producing oil or gas in paying quantitics is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lesses may pay as a shut-in oil or gas royalty an amount equal to double the’annual reqtal provided in the

lease, but not less than $1,200 a year for each well capable of producing cil or gas in paying quantities. If Paragraph 33!"31@%' at s?’% a'w
X Pt e ol 9 ad by
CULBEAION NTY. TEXAS

amount, then for the purposes of this parazraph, the de!ay rental amount shall be one dollar (51.00) per acre. To'be effecti

20 CY L il e




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 fom the leased premises, or (3) 60 days
after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) |
to the Commissioner of the General Land Office and one-balf (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered 1o B
a producing lease and the payment shall extend the term of the lease for a period of one year Srom the end of the primary term, or from the first day of the month
foilowing the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend u,,:
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of cach shut-in year.

) ) 15. (;OMPENSATORY 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 ang
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 i —
case in which dninaz:isoccun-ing_meﬁgh:mmnﬁnuemmizmhd::Iembyp:yingd!eshm-inoﬂagxmyﬂtyshaﬂm.mmlmemnme&m'
for the remainder of the year for which the royalty has been paid. The Lesses may maintain the lease for four more successive years by Lessee paying co
royaity at the royalty rate provided in the lease of the market value of producticn from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on o before the last day of the month following the month in which the oil or zas is
produced from the well causing the drainage or that is completed in the same producing reservoir and located within one thousand (1.000) fest of the leased premises.
If the compensatory royalty paid in any 12-meath period is in an amount less than the annual shut-in oil or gas royaity, Lesses shall pay an amount equal to the c
differsnce within thirty (30) days from the end of the 12-month period. Compeasatory royalty payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. Nooe of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offtey .
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner’s written approval, the

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

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

(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 terminare
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-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lesses is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pocled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor agency, or other governmestal authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicable field rules are changed or the well or wells located thereon ar= reclassified so that less acreage is
therzafter allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not thereafler allocatad to said well or wells for
production purposes. Norwithstanding the termination of this lease as to 1 portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress to and egress from the lands still subjecs to this lease for all purposes described in Paragraph 1 hereof, together with casements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph 1 hercof ("the retained lands”™), for access to and from the

retained lands and for the gathering or transportation of oil, gas and other minerals producsd fom the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the =xpiration dat= of the primary or extended term it shall further
terminate as to all depths below 100 feet below the total depth drilled (hereinafter "desper depths™) in each well located on acreage retained in Paragraph 16 (A)
above, unless on or before two (2) years after the primary or extended term Lesse= pays an amount squal to one-half (1/2) of the bonus originally paid as
consideration for this lease (as specified on pages 1 hereof). If such amount is paid, this lease shall be in force and effect as to such dezper depths, and said
termination shall be delayed for an additicnal period of two (2) years and so long thereaiter as oil or gas is produced in paying quandties Som such desper depths

covered by this lease.
. L

(C) IDENTIFICATION AND FILING. The surfacs acreage retained herzunder as to each well shall, as nearly as practical, be in the form of 2 squag gt
the well [ocated in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days aitfr fagijat
termination of this lease as provided herein, Lesses shall executs and record a release or releases containing a satisfactory lezal description of the acreage and/or,
depths not retained hercunder. The recorded release, or 1 certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee pregeribed
by the General Land Offics rules in effect on the date the release is filed. [f Lesses fails or refuses to exccute and record such release or releases within ninfﬂ%o;'
days after being requested to do so by the General Land Offics, then the Commissioner at his sole discretion may designate by written inscument the SanEny
depths w be released hersunder and record such insturnent at Lesses's expense in the county or counties whers the lease is located and in the official reco "Ofai.‘-

General Land Offics and such designaticn shall be binding upen Lesses for all purposes. "

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lesses of his obligation i fib&2%,
the oil and gas under the above-described land fom being drained. Lesses, sublesses, recziver or other agent in control of the leased premises shall driil as nfhy *
wells as the facts may justify and shall use appropriate means and drill to a depth necsssary to prevent undue drainage of oil and gas from the leased pmmisgs,_,fgl..
addition, if 0il and/or gas should be producsd in commercial quantities within 1,000 fest of the leased premises, or in any case where the leased premises isteinge
drained by production of oil or gas, the Lasses, sublesses, recziver or other agent in control of the leased premises shall in good faith begin the drilling of a well of
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 fest of the leased premises s@art producing
in commercial quantities and shall prosecute such drilling with diligeacs. Failure to satisfy the starutory offset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upon the determinaticn of the Commissioner of the General Land Officz and with his written approval may the payment of
compensatory royalty under applicabie stamutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.
ease, from
acts of God, or
ssses

18. FORCE MAJEURE. If, after a good faith effort, Lessee is prevented from complying with any express or implied covenant of this |
conducting drilling operations on the leased premises, or fom producing oil or gas from the leased premises by reasen of war, rebellion, riots, strikes,
any valid order, rule or regulation of government autherity, then while so prevented, Lesses's obligation to comply with such covenant shall be suspended and L
shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be extended while Lzsses is prevented, by any such cause,
from conducting drilling and rewcrking operations or from producing cil or gas from the leased premises. However, nothing in this paragraph shall su.Sp-cn_d the .
payment of delay rentals in order to maintain this lease in effect during the primary term in the absencs of such drilling or reworking operations or producticn of oi

or gas.



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

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the enl?n: undivided surface estate in the aboye
described land, whether or not Lessee's interest is specified herein, then the royalties and rental herein provided u:bepudmm:ma'rmoﬁhe soils_.lu.ll be paid to him
in the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to the Commissioner of the
Geaenal Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or.l'tnhl due to the Commissiener of
the General Land Office, Lesses or his authorized representative must submit to the Commissioner of the General Land Offics a written statement which explains the
discrepancy betwesn the interest purportedly leased under this lease and the acrual interest owned by the owner of the soil. The Commissioner of the General Lang
Office shall be paid the value of the whole production allocable to any undivided interest not covered by a lease, less the proportionate development and production
cost allocable to such undivided interest However, in no event shall the Commissioner of the General Land Office receive as a royaity on the gross production
ailocable to the undivided interest not leased an amount less than the value of one-sixteenth (1/16) of such gross production.

(B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land mmdby&isleasciﬁndude? within the boundaries
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Nanral Resources Code Sections S2.151-52.154, or
if, at any time after the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the total amount described herein,
payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, surreadered, or otherwise severed, 50 that
payments determined on a per acre basis under the terms of this lease during the primary term sh.nﬂbecalc:_ﬂmdbmdupon the n.nmbu'ofldtsoun:dc the,
boundaries of a pooled unit, or, if after the expiration of the primary term, the number of acres actually renined and covered by this lease.

21. USE OF WATER. Lessec shall have the right to use water produced on said land necessary for opermcm u:}d:r this lease except water ﬁula\!:glls or
tanks of the owner of the soil; provided, however, Lessee shall not use potable water or water suitable for livestock or irrigation purposes for waterflood operations

without the prior consent of the owner of the soil.

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

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

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

25. POLLUTION. In developing this area, Lesses shall use the highest degres of cares and all proper safeguards to prevent polh_n:-ion. Wid_:ou: limiting the
foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of contminment facilities sufficient to prevent
spiilage, sespage or ground water contamination. In the cvent of pollution, Lessce shall use all meaas at its dlsponl o r:capmn:.:ll escaped hydmcarbm.:s or 0(?1:1’
poilutant and shall be responsivie for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank bageries so as to protect livestock against loss, damage or injury; and upon completion or aby:dnmt.of any wc‘ll or wells, Lessee shaﬂ_ﬁll and Icvc! all
slush pits and cellars and completzly clean up the drilling site of ail rubbish thereon. Lessee shail, while conducting operations on the leased premises, k:cp said
premises free of all rubbish, cans, boales, paper cups or garbags, and upon completion of operations shall restors the surfacs of the land to as near its original
condition and contours as is practicable. Tanks and equipment will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesse= shall have the right to remove machinery and ﬁxmm't pI?ced by
Lessee on the leased premises, including the right 1o draw and remove casing, within one hundred twenty (120) days after the expiratica or the termination ofﬂ.us .
legse Mfess the owner of the soil grants Lesses an extension of this 120-day period. However, L:sse: may not remove casing from any w:.ll (_:apabl: of producing oi
andez: * paying quantities. Additionally, Lessee may not draw and remove casing until after r.hmy.(BO) days wrizen aotics to rhe Ccm:mgmner of the General
L-mdl@ﬂigc and to the owner of the soil. The owner of the soil shail become the owner of any machinery, fixturss, or casing which are not timely removed by Lesses
untes the terms of this paragraph.

. ! .
sese 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and ngr::p!: 29 of this !_lnsc: the rig'hu and estates a{cxmc.r party to tm.':rs
leag glay e assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisess, legal represenatives, suc;::sm
and ggsigng. However, a change or division in ownership of the land, rentals, or royalties will not snlarge the obligations of Lzssecs, diminish the rights, privilezess
an@ gsthgfof Lesses, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Le;sec. 4nd no change of :
divisign in ownership of the land, rentals, or royalties shall bind Lesse= for any purpose until uuny (30) dzys ::ﬁ:r the owner o_f t._he soil (or his heu_:. d:vxsc:i.u:;(:lr !
represgQives or assigns) fumishes the Lessee with satisfactory writien evidence of the change in ownership, including the original recorded mmxmc?; o'nu:est
cervificd ¢y of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the exteat 0 ih:c S aad
assigned, rglieve and discharge Lesses of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, o sh';lt of
optionse sty rentals shall be apportioned as betwezn the several owners ratably, according to the area of each, and filure by one or more of them to pay i
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignes does no‘:ﬂ e
certified copy of such assignment in the General Land Offics before the next rental paying da.u:._ th; entire lease shal_l terminate for failure to pay u:u:.znur: ren e
under Paragraph 3. Every assignes shall succeed to all rights and be subject to all obiigations, liabilities, and penalties owed to the State by the original lesses

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

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of the soil acquires this lease in whole or in paﬂ:;
assignment without the prior written approval of the Commissioner of the General Land Offics, this lease is void as of the Lir_m_: of as.sig'nmcnt. and the agency po
of the owner may be forfeited by the Commissioner. An assignment will be treated as if it were made (o the owner of the soil if the assignes is:

(1) anomines of the owner of the seoil; - ' . bsidiary;
(2) acorporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or su

(3) aparmership in which the owner of the soil is a parter or is an employs= of such a parmership; A CERTIFIED COPY
(4) a principal stockholder or employes of the corporation which is the owner of the s0iliy 7 aeans 1 sex ZL) THE CQUINTY CLEBK
(5) a partner or employee in a parmership which is the owner of the soil; T / ~ )2(‘, __{;C(




(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, adminiszator, receiver, of conservator for the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lesses may at any time exzcute and deliver 1o the owner ofbesel
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion Of portioes, and be
relieved of all subsequent obligations as to acreage surrendered. Hanypmoftb.‘ulns:kprnpaiymdﬂed.ﬂz&hymﬂldmmdﬂdﬂsluushﬂlbem.
by&epmporﬁonﬁudummdmdmgebm:mlh:ma.gewﬁ:hwamdbymhmwtypﬁnrmmhmmde::howwu,m,ﬂm*m
pot relieve Lesses of any liabilities which may have accrued under this lease prior to the surrender of such acreage. ‘

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

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

31. FIDUCIARY DUTY. The owner of the soil owes the State a fiduciary duty and must fully disclose any facts affecting the State's interest in the leased
premises. When the interests of the owner of the scil conflict with those of the State, the owner of the soil is obligated t put the Stare’s interests before his personal

interests.

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lesses or an authorized
ageat should knowingly make any false return or false report conceming production or drilling, oe 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 Offics, or if Lesses should fail to file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Offics, the School Land Board, or the Railroad Commission, or if
Lesses should refuse the proper authority access to the records peraining to operations, or if Lesses or an anthorized agent should knowingly fail or refuse o give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lesses shal! ‘towingly
violatz any of the material provisions of this lease, or if this lease is assigned and the assignmeant is ot filed in the General Land Offics as required 3y law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeiture, and whea forfeited the area shail again be subject o lease under the terms of the Relinquishment Act. However, ncthing 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. Forfeimures may be set aside and this
lease and all rights thereunder reinstated before the rights of another intervene upon satisfactory evidencs to the Commissioner of the General Land Office of future
compiiance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordancs with Texas Namral Resources Code 52,136, the State shall have a first lien upen all oil and zas producsd from the area covered
by this lease to securs payment of all unpaid rovalty and other sums of money that may become due under this lease. By acceptance of this lease, Lesses grants the
Statz, in addition to the lien provided by T=xas Nartural Resources Cods 52.136 and any other applicable starutory lien, an express congactual lien on and security
interest in all leased minerals in and extract=d fom the leased premises, all proceeds which may accrue to Lesses fom the sale of such leased minerals, whether such
procesds are held by Lesses or by a third party, and all fixtures on and improvements to the leased premises used in connecticn with the production or processing of
such lcased minerals in order to secure the payment of all royalties or other amounts due or o becorme due under this lease and to securs payment of any damages or
loss that Lessor may suffer by reason of Lasses'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 proczedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commercs Code. Lessee agrees that the
Commissioner may require Lesses to executs and record such insguments as may be reasonably necessary to acknowledge, artach or perfect this lien. Lcss.n tgnb.y
represents that thers are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of
this lease. Should the Commissioner at any time determine that this represeatation is not true, thea the Commissioner may declars this lease forfeited as pn.:ﬁf% y

herzin, . se

.
34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty intersst of the owner of the soil under this Iease with any other legsgpgld
or mineral inter=st for the exploration, development and production of oil or gas or cither of them upon the same terms as shail be approved by the School Bat @
Board and the Commissioner of the General Land Offics for the peoling or unitizing of the interest of the State under this lease pursuant 1o Texas Natural Resources
Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requircments stated in Texas Nawral - e

Resources Code 52.152. .

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, parmers, agengl®*°®,
contractors, subcontractors, guests, invitess, and their respective successors and assigns, of and from all and any actions and causes of action of every naturedSther
harm, including snvironmental harm, for which recovery of damages is sought, including, but oot limited to, all losses and expeases which are caused by Uy 4 04
activities of Lesses, its officers, employess, and agents arising out of, incidental o, or resulting fom, the operations of or for Lesses on the leased premises® ¢
hereunder, or that may arise out of or be oczasioned by Lessee’s breach of any of the terms or provisions of this Agresment, or by any other negligeat or strictly hab_l:
act or omission of Lessee. Further, Lesses hersby agress to be liable for, exonerats, indemnify, defead and hold harmless the Stazz of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including :!:uh).
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including atomeys fees and
other legal expenses, including those relat=d to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply wu.h' any and all
environmental laws; those arising from or in any way related to Lesses’s operations or any other of Lesses’s activities on the leased premises; t.hosle. arising ﬁ_ﬂm
L=sses's use of the surface of the leased premises; and those that may arise out of or be occasioned by Lesses’s breach of any of the terms or provisicns cf' this .
Agreement or any other act or omission of Lesses, its directors, officers, employess, parmers, agents, Conwractors, subconmraciors, guests, invitzes, and their rcspec'-;'f
successors and assigns. Each assignes of this Agreement, or an interzst therein, agress to be liable for, exonerats, indemnify, defead and hold harmlr_.ss the Sl:nle o
Texas and the owner of the soil, their officers, employees. and agents in the same manner provided above in connection with the activities of Lessee, its oﬂ'xc-‘:-ﬁs-
employszs, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIO.O
AND'OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD e STY
THE CAUSE OR CAUSES THERE OF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PA
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



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

37. APPLICABLE LAW. This leasc is issued under the provisions of Texas Narural Resources Code 52,171 through 52.190, commonly known as the
Relinquishment Act, and other applicable stanstes and amendments thereto, and if any provision in this lease does not conform o these stanutes, the starutes will
prevail over any nonconforming lease provisions, -

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

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commercs Code, this lease must be filed of record in the offics of the County
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This leasz is not
effective undl a centified copy of this lease (which is made and centified by the County Clerk Som his records) is filed in the General Land Offics in accordancs with
Texas Narural Resources Code 52.133. Additionally, this lease shall not be binding upen the Star= unless it recites the actual and Tue censideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fes shail accompany such certified copy to the General Land Offics. ]

;/\’Z%éfm/

Clay Johnson

LESSEE
BY:

TITLE:

DATE: j r; ?‘%
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SRATH OF TEXAS &u STATE OF TEXAS
.e L] -
B\sj.m / W BY:

Indiyidpally and a5 ageny fpr the Stats of Texas . Individually and as agent for the State of Texas
Dg.po-tLy Fl élc‘%ar son, a widow of C. E. Richardson, deceased SS—

Dyg: Ro:.)(:fr’( 1\, \GQ4K Daze:
STATE OF TEXAS STATE OF TEXAS
BY:2"" BY:

IWUW:H}' and as agent for the State of Texas Individuaily and as agent for the State of Texas
. L .

Date:

Date:
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STATE OF (CORPORATION ACKNOWLEDGL{ENT)

COUNTY OF

BEFORE ME, the undersigned amthority, on this day personally appearcd i i__
knewn to me to be the person whese name is subscribed to the foregoing instrument, s of
amuﬂdmumhwmm'f
for the purposes and consideration therein expressed, in the capacity stated, and as the act and deed of said corporation. . )
Givenlmdemy'handmdsalo{oﬁamislhe day of ; 19, -
Nouryfuhﬁcinndﬁr
STATE OF - (CORPORATION ACKNOWLEDGMENT) "
COUNTY OF, :

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

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

and acknowledged to me that he exscuted the same
for the purposes and consideration therein expressed, in the capacity stated, and as the act and de=d of said corporation.

Given under my hand and seal of office this the day of 319

Notary Pubiic in and for

STATECF L, [SIGAY S!\ aNh & (INDIVIDUAL ACKNOWLEDCMENT)

COUNTY OF Par\d »)

Before me, the undersigned authority, on this day personally appearsd__Dorothy F, Richardson. a widow

of C. E. Richardson, deceased
known to me o be the persons whese names are subscribed to the foregoing insTumeat, and acknowledged 0 me that they exscuted the same for the ?wsfﬁmd

consideration therein expressed. o
c L

Given under my hand and scal of offics this the “ L day of HU CXUS'\ 19 q \’5. seen
- L]

LS .
(MCU“SL gg - mm > %\" .
v RYLAND E. MOOLI{E, JR., Notary PUREE «
Taddo rarsn, Lousmana o
My Commission is for Life e .

STATE OF W (INDIVIDUAL ACKNOWLEDGMENT)

~ ssee
cowrror____MidAamal
Clam JduSa_ ;
Befors me, the undersigned authority, on this day perscnally appeared \ g s saeeee

known to me to be the persons whose names ars subscrived o the forsgoing instument, and acknowledged to me that they executed the same for the purposss and
Given under my hand and seal of offics this the 2 L{ day of

consideration therein expressed.
19 ?g
=
s . TN

LOWE ? .
< /’:‘0\3@‘ l:\;%“}iAR‘?‘;TJBUC 4 Nctary Public in and for, WM

i¥Xi otateof Texas ¢
Comm. Exp. 10-30-99

Notary Public in and for,




EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN DOROTHY F. RICHARDSON, A WIDOW OF C. E. RICHARDSON,
DECEASED, AS LESSOR, AND CLAY JOHNSON, AS LESSEE, AND COVERING 106.66 NET
MINERAL ACRES, MORE OR LESS, ALL IN CULBERSON COUNTY, TEXAS.

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

41. If, at the expiration of the primary term hereof, this lease is being held by production or a shut-in
well pursuant to the terms hereof, or Lessee is then engaged in operations on said land or on lands pooled
therewith, or Lessee has completed a well as a dry hole or shall have commenced a well within 180 days
prior to the expiration of the primary term hereof, Lessee agrees to commence a continuous drilling
program on said lands, or on lands pooled therewith, within 180 days after the end of the primary term
hereof or within 180 days after the completion of drilling operations being conducted on said land, or
lands pooled therewith, at the end of the primary term hereof, whichever is the later date; and thereafter
carry on the continuous drilling program until all proration units have been drilled, allowing not more
than 180 days to elapse between the completion of one well and the commencement of the next
succeeding well. Should Lessee fail to commence the continuous drilling program or subsequently default
in the performance thereof, then in either event, this lease shall terminate as to all lands covered hereby,
save and except for the proration units surrounding each well then producing, capable of producing or
upon which operations are being conducted. The term "proration unit" as used in this paragraph means
any acreage designated as a drilling unit or production unit in accordance with the rules of the Railroad
Commission of the State of Texas. Further, the term "commencement" shall mean that point in time when
the pertinent well is spudded and the term "completion” shall mean the date upon which the initial
potential test report is filed with the Railroad Commission of the State of Texas, if a productive well, or

. the date of filing the plugging report with the commission, if a dry hole. Notwithstanding the termination

of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the

+ right of ingress to and egress from said land still subject to this lease for purposes described in paragraph

1 hereof, together with easements and rights of way for roads, pipelines and other facilities on, over and
across all of the lands still subject to this lease and for the gathering or transportation of oil and gas
produced from the retained lands. The sole liability or penalty for the failure of Lessee to dnll any well or
wells required or permitted in this lease shall be the termination or partial termination of Lessee's rights
under the lease as provided above.

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,

: if any, saved between wells, beginning with the second well under this continuous drilling program. If

one well is commenced sooner than 180 days after the completion of the last preceding well, the portion
of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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HHTAN REDSUQUHLED, L.F.A7

ACQUBIT@BI\%REEHBQER OF THE GENERAL LAND OFFICE 10/21/98 99;8§ 9 7
- PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due 879,

the State of Texas for Paid-Up Oil & Gas Lease

dated 07/17/98 from the State of Texas by Agent

Dorothy F. Richardson, a widow of C.E. Richardson,

dec'd., Lessor, in favor of Clay Johnson, Lessee,
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. :PAOI?\GON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due 2,879.82
the State of Texas for Paid-Up Qil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
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*See**Exhibit "A" attached for Pd-Up Delay Rental Provision shown as Par
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General Land Office

Relinguishmnt Act Lease Form LINDA -’ggo-'*f\m. COUNTY CLERK
Revised, September 1997 / /A;Z% W
PAID UP e .
BY >
OIL AND GAS LEASE
THIS AGREEMENT is made and entered into this 17 day of, 19 between the State of Texas, acting by and through its
agent, Daniel L. Laird, dealing in his goIe and separate property
of 133 West Mistletoe Ave.
San Antonio., TX 78212 said agent
(Give Permanent Address) :
herein referred to as the owner of the soil (whether one or more), and Clay Johnson
203" W Wall, Snite 800 of
Midland, Ty 79701
(Give Permanent Address)
hereinafter called Lessee.

1. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements to be paid, kept and performed by
Lessee under this lease, the State of Texas acting by and through the owner of the soil, hereby grants, leases and lets unto Lessee, for the sole and only purpose of
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telephone lines and other soructures
thereon, to produce, save, take care of, treat and transport said products of the lease, the following lands situated in Culberson County, State
of Texas, to-wit: = %
o Block 100, Public School. Land Survey
Section 18: All
Section 19: All
Section 20: - All
Section 21: All

conuining_ 2,560  acres, more or less. The bonus consideration paid for this lease is as follows:
Tothe State of Texas:  Two Thousand Eight Hundred seventy-nine and 82/100

Dollars($___ 2 , 879,82 )
To the owner of the soil: TWo Thousand Eight Hundred Seventy-nine and 82/100
Dollars (3 2,879 .87 )

Total bonus consideration: F1ive Thousand Seven Hundred Fifty-nine and 64/100
Dollars (S 5,759.64 )

The total bonus consideration paid representsabonusof __ Fiftv-four and No/100-—-———-eeeee————o——
ATa e Dollars (S 5400 ) peracre,on 1 06 , 66 netacres.

s Yot TERM. Subject to the other provisions in this lease, this lease shall be for a term of Five (5) years from this date
(hereit calted "primary term™) and as long thereafter as oil and gas, or cither of them, is produced in paying quantities from said land.
As used in this lease, the term "produced in paying quantities” means that the receipts from the sale or other authorized commercial use of the substance(s) covered
exceed pa of pocket operational expenses for the six months last past.

2 LT s ~ STarterTm S

on s befere such amsi ersary date Lessee shall pay or tender to the owner of the soil or to his credit in
the__ o
3A__geee \

said Jand), the amount specified below; m
thetPhthichcement of a well for one (1) year from said

To the owner of the soil:

Dollars (S
To the State of Texas:
Dollars (S
Total Rental:
Dollars (S il )
In a like manner and upon like pa s or tenders annually, the commencement of a well may be further deferred for successive pedods of one (1) year cach during
the primary term. All pa or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assigne=-of this lease, and may be

agraph #40



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

the soil:

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

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

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

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
Fhe general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing. 3

© PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residuc gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lessee, whichever is the greater, of the
Enml plant production of liquid hydrocarbons artributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a processing agreement negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market prics paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
genﬁra] 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 besn due had the gas not

been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons)
whether said gas be "casinghead,” "dry,” or any other gas, by fractionating, burning or any other processing shall be - 3/186 part of the
gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such market
value to be determined as follows: 1) on the basis of the highest market price of cach product for the same month in which such product is produced, or 2) on the
basis of the average gross sale price of each product for the same month in which such products are produced; whichever is the greater. \

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shail be due and payableson 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 thee® o *
preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be anig e o

L L]

dollar ($1.00) per acre. ¢ oo

.

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

under this |ease.
L ]

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the 285t ¥§

producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other products ****

herzunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value recsived, including any reimbursements for severance taxes §3d 4 o o
L .

production related costs.

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

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due
and must be received in the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas is d“‘_‘“d
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 a.ﬂ'uilav:l pf 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 cil 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, AR



and market value including gas meter readings, pipeline receipts, gas line reczipts and other checks or memoranda of amount produced and put into pipelines, tanks_
or pools and gas lines or gas storage, and any other reperts or records which the Geaeral Land Office may require to verify the gross production, disposition ang
market value. In all cases the autherity of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Eachmyzlrrptymemshube
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Office lease number the amount of royalty bein,
paid on each lease. If Lesscs pays his royalty on or before thirty (30) days after the royalty paymeat was due, then Lesses owes a penalty of 5% on the royalty of .
525.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or 525.00 whichever is grearer
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. y
AfTidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office adminiszrative rule which j5
effective on the date when the affidavits or supporting documents were due. The Lesses shall bear all responsibility for paying or causing royalties 1o be paid as
prescribed by the due date provided herein. Payment of the delinquency peaalty shall in no way operate to prohibit the State's right of forfeitre as provided by Jaw
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title disputz as to the State’s portion of
the royalty or to that portion of the royalty in dispute as to fair market value. . ®

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furish the Commissioner of the General Land Office wity
its best possible estimate of oil and gas reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of all contracts under
which gas is sold or processed and all subsequent agreemems and amendments o such contracts within thirty (30) days after entering into or making such
agreements or amendments. Such contracts and agreements when reczived by the General Land Offics shall be bheld in confidence by the General Land Offics unless
otherwise authorized by Lesses. All other contracss and records pertaining to the production, transportation, sale and mark=ting of the oil and gas produced on said
premises, including the books and accounts, recsipts 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 Offics, the Aftomey General, the Governer, or the representative of amy of them. g

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitted 1o the Commissioner of the General
Land Office by Lesses or operator five (5) days before spud date, workover, re-enfry, temporary abandonment or plug and abandonment of any well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for applicaticn to drill. Copies of well tests; completion repors and
plugging reponts shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submiaed to the Texas Railroad Commission or any other governmental
agency shall include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying weils, tank batteries or other associated improvements to the land must also include the word "State.® Lessee shall supply the Geaeral Land Office with
any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the above-described premises, which may be
requested by the General Land Office, in addition to those herein expressly provided for. Lesses shall have an clectrical and/cr radioactivity survey made oa 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 shail transmit a true copy of
the log of cach survey on each well to the General Land Offics within fifteen (15) days after the making of said survey.

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

11. DRY EOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hercof and prier 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 fom
date of completica of said dry hole or cessation of production Lesses commences additional drilling or rewerking operations thereon, or pays or tenders the next
annual delay rentl in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
complzted and abandoned, or the producticn of oil or gas should czase for any cause, Lesses's rights shall remain in full forcs 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, Lesses may maintain this
lease by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
proglugtjon under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
prémqary ®rm hereof, L2ssee may resume payment of the annual reatal in the same manner as provided herein on or befors the rental paying datz following the
Cxp."}g‘gn of sixty (60) days from the datz of completion of such shut-in oil or gas well and upon the failurs to make such payment, this lease shall ipso fa.:_tn
tewmipmics 1f &t the expiration of the primary term or any time thersafter a shut-in oil or gas well is located on the leased premises, payments may be made ia
acco:dance with the shut-in provisions hersof.

«**%%¢ 12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
proffc=d®n said land, but Lesses is then engaged in drilling or reworking operations therzon, this lease shall remain in forcs so long as operations on said well or for
drfifig of reworking of any additional well are prosecuted in good faith and in-workmanlike manner without interruptions totaling more than sixty (60) days during
any*one%tch operation, and if they result in the production of oil and/cr gas, so long thereafter as oil and/or gas is preduced in paying quantities from said land, or
payntent of shut-in oil or gas well royalties or compensatory royalties is made as provided in this lcase.

LR

“eees’ 13, CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of il or gas from the leased premises, aRer
once obtained, should czase from any cause, this lease shall not terminate if Lesses commences additional drilling or reworking operations within sixty (60) days
af%§ $hecessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in woricnanliks manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil or gas, the lease shall remain in full forcs and
efTect for so long as oil or gas is produced from the leased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compeasatory
royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lzsse= commencss additional drilling or reworking operations within sixty (60) days after the completicn of the well as a dry hole, and this lease
shall remain in effect 5o long as Lesses continues drilling or reworking operations in good fith and in a workmanlike manner without interruptions totaling more
than sixzy (60) days. Lesses shall give written notics to the General Land Offics within thirty (30) days of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, “well” means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. I£, at any time aftzr the expiration of the primary term of a lease that, until being shut in, was being maintained in
forcs and effect, a well capable of preducing oil cr gas in paying quantitics is locazed on the leased premises, but oil or gas is not being produced for lack Gfﬂ“uble
production facilities or lack of a suitable market, then Lesses may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If?W 3 of this |dadEdoesinot opsoify a delay rental
amount, then for the purposes of this paragraph, the delay reatal amount shall 3¢ one dollar (51.00) per acre. To ¥ EEJW(‘%GWJ@M ¢ gas royalty

ATTEST; e <7 f
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee czases to produce oil or gas Som the leased premises, or (3) 60 da

after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made on.:-hmy(sla)
to the qum’nissioner of the General Land Officz and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered tp 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 producticn ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lesses may extend !he -
lease for four mere successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and
delivered in paying quantities from a well Jocated within one thousand (1,000) feet of the leased premises and completed in the tame producing reservoir, or in any
case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective
for the remainder of the year for which the rovalty bas besn paid. The Lessee may maintain the lease fer four more succsssive years by Lesses paying compensatory
royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1,000) fest of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Offics and onc-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gasis
produced from the well causing the drainage or that is completed in the same producing reservoir and located within one thousand (1,000) fest of the leased premises.
If the compensatory royalty paid in amy 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lesses shall pay an amount equal to the )
difference within thirty (30) days from the end of the 12-month pericd. Compensatory royalty payments which are not timely paid will accue penalty and interest in
accordance with Paragraph 9 of this lease. Ncpe of these provisions will relieve Lesses of the obiigation of reasonable development nor the obligation to drij] offser .
wells as provided in Texas Narural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner’s written approval, the

payment of compensatory royaities can sarisfy the obligation to drill offset wells. .

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has
bezn completed on the leased premises, Lesses shall exercise the diligence of a reasonably prudent operator in drilling such 2dditional well or wells as may be
reasonably necessary for the proper development of the leased premises and in marksting the production thereon.

(A) VERTICAL. In the event this lease is in force and e&ect two (2) years after the expiration date of the primary cr extended term it shall then terminare
as 10 all of the leased premises, EXCEPT (1) 40 acres surrounding sach oil well capable of producing in paying quantities and 320 acres surrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or 2 well upon which Lesses is then engaged in
continuous drilling or reworking operaticns, or (2) the number of acres mcluded in a producing pocled unit pursuant to Texas Natural Resources Code  52.151-
52.153, or (3) such greater or lesser number of acres as may thea be allocated for productica purposes to a proration unit for sach such producing well under the rules
and regulations of the Railroad Commissicn of Texas, or any successor ageacy, or other governmental authority having jurisdiction. If at any time after the efective
date of the partial terminaticn provisions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is
therzafter allocated to said well or weils for production purposes, this leasz shall thereupon tzrminate as to all acr=age not thereafter ailocated to said well or wells for
preduction purposes. Nortwithstanding the termination of this lease as to 1 portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress to and egress from the Jands still subject to this lease for all purposes deseribed in Paragraph 1 hereof, together with sasements and rights—of-way for existng
roads, existing pipeiines and other sxisting facilities on, over and acsoss all the lands described in Paragraph 1 hereof ("the remined lands™), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals producsd fom the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration dat= of the primary or extended term it shall further
terminate as to all depths below 100 fest below the total depth drilled (hereinafter "desper depths™) in sach well located on acr=age retained in Paragraph 16 (A)
abcve, uniess on or befors two (2) years after the primary or exteaded term Lasses pays an amount cqual to one-dalf (1/2) of the benus originally paid as
consideration for this lease (as specified on page 1 hereof). If such amount is paid, this leasz shall be in forcs and efect as o such de=per depths, and said
termination shall be delayed for an additional pericd of two (2) years and so long thereafter as oil or gas is preducsd in paying quantities Som such decper depths

covered by this lease. se »

L] L I
(C) IDENTIFICATION AND FILING. The surfacs acreage retained hersunder as to each well shall, as nearly as practical, be in the form of a sqdate ®ith
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Offics. Within thirty (30) days afiz? §&figl
termnination of this lease as provided hersin, Lzsses shall ex=cut= and record a release or releases containing a satisfactory legal description of the acreage Zhd/cP®
depths not retained hereunder. The recorded release, or a certified copy of same, shail be filed in the General Land Offics, accompanied by the fling fes prescribed
by the General Land Cffice rules in effect on the date the release is fled. If Lesses fails or refuses to execute and record such release or releases within ning#y3(#8),
days after being requested to do so by the General Land Offics, thea the Commissioner at his sole discretion may designate by written instrument the acreage amdéor
depths 1o be released hereunder and record such instrument at Lessee's expense in the county or counties where the lease is located and in the official records ofdhe.

General Land Office and such designation shall be binding upca Lesses for all purposes. LU

.

17. OFFSET WELLS. Neither the benus, delay rentals, nor royalties paid, or w0 be paid, under this lease shall relieve Lesses of his obligation 0 p@ist
the oil and gas under the above-described land from being drained. Lessee, sublesses, recsiver or other agent in conmol of the leased premises shall driil sy, ”
wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of oil and gas fom the leased premisgs. In
addition, if oil and/or gas should be producsd in commercial quantities within 1,000 feet of the leased premises, or in any case whers the leased premises isgehgse
drained by preduction of oil or 2as, the Lesses, sublesses, receiver or other agent in control of the leased premises shall in goed faith begin the drilling of a well or
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing
in commercial quantities and shall prosecuts such drilling with diligenc=. Failure to satisfy the starutory offset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Cnly upen the determination of the Commissioner of the General Land Offics and with his written approval may the payment of
compensatery royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.

18. FORCE MAJEURE. If, after a good faith effort, Lesses is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or Som procucing oil or gas from the leased premises by reascn of war, rebellion, riots, strikes, acs of Gofl' o
any valid order, rule or regulation of government authority, then while so preventzd, Lessee's obligation to comply with such covenant shall be suspended and Lesses

shall not be liable for damages for failure to comply with such covenants; additionally, this lzase shall be extended while Lesses is prevented, by any such cause,
frem conducting drilling and reworking operations or fom producing oil or gas from the leased premises. However, nothing in this paragraph shall suspend the "
payment of delay rentals in order to maintain this lease in < Fect during the primary term in the absence of such drilling or rewcrking cperations or production of oi

or gas.



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

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

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

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

without the prior consent of the owner of the soil.

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

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

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

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

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixtures placed by
Lessez on the leased premises, including the right to draw and remove casing, within onc hundred twenty (120) days after the expiration or the termination of this
leasg Liale3s the owner of the soil grants Lesses an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing oil
and ghs M’paying quantities. Additionally, Lessee may not draw and remove casing until after thirty (30) days written notice to the Commissioner of the General
Lang"O1fits and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lessee

undethe tétms of this paragraph.
-

+**3°%7- (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of cither party to this
lease wmy be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisees, legal representatives, successors
and asségns# However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges
and estatey of Lessee, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lesses. And no change or
divisiom in ownership of the land, rentals, or royalties shall bind Lesses for any purposc until thirty (30) days after the owner of the soil (or his heirs, devisees, legal
representasives or assigns) fumishes the Lessee with satisfactory written evidence of the change in ownership, including the original recorded muniments of title (or 3
certiligd sapy of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the extent of the interest
assigned, relieve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and
optidd Py rentals shall be apportioned as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignee does not file a
certified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligations, liabilities, and penalties owed to the State by the original lessee or any

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

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

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

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

(3) aparmership in which the owner of the soil is a partner or is an employes of such a partnership;
(4) a principal stockholder or employee of the corporation which is the owner of the soil; A CERTIFIED COPY
(5) a partner or employee in a parmership which is the owner of the soil; f:;?“s THES f”jﬁ‘f&?‘-‘fl} }“*‘K
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, administrator, receiver, or conservator for the

owner of the soil; or

(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

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

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

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

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

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

interests.

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

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

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

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, parmers, agentss " * ** o
contractors, subcontractors, guests, invitess, and their respective successors and assigns, of and from all and any actions and causes of action of cvery nature, dt Sthtr
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by theg . 4 4 e
activities of Lesses, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises ¢ ¢
hereunder, or that may arise out of or be occasioned by Lesses’s breach of any of the terms or provisions of this Agreement, or by any other negligeat or strictly liab_!e
act or omission of Lessee. Further, Lessez hereby agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including artomeys® fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with any and all
environmental laws; those arising from or in any way related to Lesses's operations or any other of Lessee's activities on the leased premises; those arising ﬁpm
Lesses's use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee, its directors, officers, employees, partmers, agents, conwractors, subcontractors, guests, invitees, and their respective
successors and assigns. Each assignee of this Agresment, or an interest therein, agress to be liable for, exonerate, indemnify, defend and hold harmless the State of
Texas and the owner of the soil, their officers, employees. and agents in the same manner provided above in connection with the activities of Lessee, its officers.
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LLABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



36. ENVIRONMENTAL HAZARDS.

any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other environme

Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or poliution of 3

in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term
Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic
substances under any federal, state, or local law or regulation (“Hazardous Materials™), exczpt ordinary products commeonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND

DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES,

LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS’ FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (M) A

VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,

UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEY

PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF

TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

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

prevail over amy nonconforming lease provisions.

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

be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code. this lease must be filed of record in the office of the County

Clerk in any county in which all or any part of the leased premises is located, and centified copies thereof must be filed in the General Land Office. This lease is not
effective until a cenified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the General Land Office in accordancs with

Texas Narural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless it recites the actual and rue consideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fes shall accompany such certified copy to the General Land Office. i
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STATE OF (CORPORATION ACKNOWLEDGMENT)

COUNTY OF
BEFORE ME, the undersigned authority, on this day personally appeared
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Given under my hand and seal of office this the day of ;19 .
Notary Public in and for
STATE OF : (CORPORATION ACKNOWLEDGMENT) -
COUNTY OF.

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

known to me to be the person whose name is subscribed to the foregoing instrument, as
and acknowledged to me that he executed the same
for the purposes and consideration therein expressed, in the capacity stated, and as the act and de=d of said corporation.

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

Notary Public in and for

STATECOF_ /U n<= (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF % f/ Y
Before me, the unders:gned authority, on this day personally appearsd

his sole and separate property
known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they executed the same for the purposes and

consideration therein expressed. 3““’%“?'""""‘-‘ - 2 LI
i 1 oy, ) [/ .o @
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STATE OF 7’-..4,6640 5’3‘;\,,. T, Qc? (INDIVIDUAL ACKNOWLEDGMENT) *¢~ o

Daniel L. Laird, dealing in

COUNTY OF Mldll.w o S Jeeee,
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known to me to be the persons whose names are subscribed to the foregoing instrument, and z:knowledsed to me that they executed the same for the P“"P°5"5 nd

consideration therein expressed.
Given under my hand and seal of office this the (_P day of &VWWW 6\ X -
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Befors me, the undersigned authority, on this day personally appeared

Fa xi State of Texas
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN DANIEL L. LAIRD, DEALING IN HIS SOLE AND SEPARATE
PORPERTY AS LESSOR, AND CLAY JOHNSON, AS LESSEE, AND COVERING 106.66 NET
MINERAL ACRES, MORE OR LESS, ALL IN CULBERSON COUNTY, TEXAS.

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

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

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,
if any, saved between wells, beginning with the second well under this continuous drilling program. If
one well is commenced sooner than 180 days after the completion of the last preceding well, the portion
of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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 ACQUISITIONCRRCKISRER OF THE GENERAL LAND OFFICE 10/21/98
PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due

the State of Texas for Paid-Up Oil & Gas Lease

dated 07/17/98 from the State of Texas by Agent

Daniel L. Laird, dealing in his sole and separate

property, Lessor, in favor of Clay Johnson, Lessee,

ing All of Sections 18, 19, 20 & 21, Block
;:’()S\I,frslﬁsvcy. Eulsz:;zrr:sCMnly. Texas. . 9‘9 O 1 l 6 8 8
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* (tecking Lease Bonus

L ]

TITALWBESOURCES, L.P.
ACQUNSTTIQMHFREIAER OF THE GENERAL LAND OFFICE 10/21/98
o ** « PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due

¢ the State of Texas for Paid-Up Oil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
Daniel L. Laird, dealing in his sole and separate
" property, Lessor, in favor of Clay Johnson, Lessee,
ranens covering All of Sections 18, 19, 20 & 21, Block 100,

PSL Survey, Culberson County, Texas.

99011688

Checking - Lease Bonus

004538

X 2.879.82

002638

2,879.82

2,879.82
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Gegeral Land Office
Relinquishmat Act Lease Form
Revised, September 1997
PAID UP
OIL AND GAS LEASE
TFHSAGREE.\{E‘TTism._tdcmdenmcdinmmis 17 dayof F“”I 19_98 ,b::'e:althun:ofTe:nsdngbymddvon;hig
ag d Flo property
of 323 Bushnell Ave N
San Antonio,. P¥Y T7R212 said agent -
(Give Permanent Address) .
herein referred to a5 the owner of the soil (whether one or more), and Clay Johnson
203 W: Wall, Snit+ta 800 of
Midland, TY 79701
(Give Permanent Address)
hereinafter called Lesses,

1. GRANTING CLAUSE. Formdinmmidemionofmemounsmadbdnmdofm:mﬁdwuwhpﬁiwmmmw
Lessee under this lease, the State of Texas acting by and through the owner of the soil, bereby grants, leases and lets unto Lesses, for the sole and only purpose of
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telephone lines and other structures
thfe:enn.mpmduu,save,ukzmoﬁm:mdmwnsaidprodm of the lease, the following lands situated in Culberson Counry, State
Texas, to-wi € :
e L Block 100, Public School Land Survey
Section 18: All
Section 19: All
Section 20: - All
Section 21: All

containing__ 2,560 acres, more or less. The bonus consideraﬂonpaidfordti:!ea.seisasfouows:
Tothe Stteof Texas:__ Two Thousand Fight Hundred Seventy-nine and 82/100--
Dollars(S_ 2,879 _ 82 )
To the owner of the soil: TWO _Thousand Eight Hundred Seventy-nine and 82/100--
Dollars(5_2 , 879,82 )
Total bonus consideration: FiVve Thousand Seven Hundred fifty-nine and 64/100
. e Dollars (5 5.,759.64 )
...... .
Thg tgtal bonus consideration paid represents abonusof__ Fifty-four and No/100-——-—-———mmmmeeuaax
LI Dollars (S 54 .00 ) peracce,on 1 A . A A net actes.
. Z TERM. Subjet:tm!bcol.hcrpmvisionsinﬂ\islensel.mhlns:stuﬂbefur:ltzmof Five (5) years from this date

(izt':ﬂ.lﬂ.tﬂled "primary term”) and as long thereatter as oil and gas, or either of them, is produced in paying quantities fom said land.
As' Used"in this lease, the t=rm *produced in paying quantities® means that the receipts from the sale or other authorized commercial use of the substance(s) coversd
axtisd Jut of pockst operational expeases for the six months last past.
*Seé.Eihibit "A" attached for Pd-Up Delay Rental Provision shown as Paragraph #40.

- — e

Qi & Before suthagniversary date Lesses shail pay or tender to the owner of the soil or to his credit in

TEXAS, AT AUSTIN, TEXAS, a like sum on
the commencement of a well for one (1) year from sai

re said date. Payments under this paragraph shail operatz as a
Payments under this paragraph shall be in the follgw

To the owner of the soil:
Dollars (S i T il )
To the State of Texas: s
Dollars (S s —— )
Total Rental; i oy
Dollars (S e )
In a like manner and upon like p s or tenders annually, the commencement of a well may be further deferred for successiv iods of one (1) year cach during
the primary term. All p3 G or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any as ‘ gf this lease, and may _’“
delivered on or befof the rental paying date. If the bank designatzd in this paragraph (or its successor Sagic) shanld o= 7 EREEN TR STe liqudau:flll or
be succeed®d by another bank, or for any reason fail or refuse to accept reatal, Lesses shall not be held hl—tﬁﬂ or K3 P
B 25



] 4. PRODUCTION ROYALTIES. Upen production of il and/or gas, Lessee agrees to pay or cause to be paid one-half (1/2) of the royalry
provided for in this lease to the Commissioner of the General Land Office of the Statz of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the owner of

the soil:

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and alsg a5 4

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

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

®) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defineq
as oil in subparagraph (A) above, producsd from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shail be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
fﬁezenenl area where produced and when run, or the gross prics paid or offered to the producer, whichever is the greater; provided that the maximum pressure bace
in measuring the gas under this lease shail not a any time excesd 14.65 pounds per square inch absolute, and the standard base temperamure shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balancs Method or by the
mcst approved method of testing being uszd by the industry at the time of testing.

< PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%%) of the total plant
preduction of residue gas anributable to zas produced from this lease, and on fifty percent (50%), or that percent accruing to Lesses, whichever is the greater, of the
toral plant production of liquid hydrocarbons artributable to the gas producsd from this lease; provided that if liquid hydrocarbons are recovered fom gas processed
in a plant in which Lasse= (or its parent, subsidiary or affiliatz) owns an interest, then the percantage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party procsssing gas through such plant under a processing agreement negotared at arm's length (or if there is no such third
party, the highest percent then being specified in processing agr==ments or contracts in the industry), whichever is the greater. The respectve royalties on residue zas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrccarbons) of comparable quality in the
general area, or 2) the gross prics paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
bWhic:hcvcr is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have besn due had the gas not

e=n processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products producsd or manufactured Som gas (excepting liquid hydrocarbons)
whether said gas be “casinghead,” "dry,” or any other gas, by fractionating, buming or any other procsssing shall be . 3/16 part of the
gross production of such products, or the markst value thersof, at the option of the owner of the soil cr the Commissioner of the General Land Office, such markst
value to be determined as follows: 1) on the basis of the highest market price of each product for tbe same month in which such product is produczd, or 2) on the
basis of the average gross sale prics of sach product for the same month in which such products ars produced; whichever is the greater.

L
5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, ther;)yﬁl;ib
paid under this lease in no event shall be less than an amount squal to the total annual delay rental herzin provided; otherwise, thers shail be due and payable op or
beforz the last day of the menth succseding the anniversary date of this lease a sum zqual to the toal annual rental less the amount of royalties paid duringthe  »
prec=ding year. If Paragraph 3 of this lease does not spesify a delay reatal amount, then for the purposes of this paragraph, the delay rental amount shall be one

dollar ($1.00) per acre.
esee
]

. o
6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Comrllissidifer
of the General Land Offics may, at the option of cither, upon not less than sixry (60) days notice o the holder of the lease, require that the payment of any foyahity
accruing to such royaity owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Offics's right to taks iseayaity in
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land OfiSce's rights or Lessee's obligations, whether express of implied,

under this lease. Jreeey
E asee

7. NO DEDUCTICNS. Lesses agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the 225: :’E
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, ransporting, and otherwise making the oil, gas and other productl ** %
hersunder ready for sale or use. Lessee agrees 1o computs and pay royaities on the gross value recsived, including any reimbursements for severance taxes and

production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionatz share of any fuel U-}C; o i
of the sot

process zas produced hereunder in any procsssing plant. Notwithstanding any other provision of this lease, and subject to the written consent of the owner ;
and the Commissioner of the General Land Offics, Lesses may recycle gas for gas lift purposes on the leased premises or for injection into any oil or gas producing
formation underlying the leased premises after the liquid hydrocarbons contained in the gas have bezn removed; no royaities shall be payable on the recycled 328
until it is produced and sold or used by Lzsses in 2 manner which entitles the royalty owners to a royalty under this lease.

9. ROYALTY PAYMENTS AND REPORTS. All rovalties not taken in kind shall be paid to the Commissioner of the General Land Offics & Austin,
Texas, in the following manner: :
rovided in the rules set forth in the Texas Register. Rules currently provide that royaity Oﬂdﬂ“:::“
gas is due
affidavit of the
d disposition of
disposition

Payment of royalty op.‘ preduction, of ol and, gas shall be a ; :
and must be reczived.in the Geﬂeraf‘l.,and“bﬁ":qcbn or.befors the Sth day of the second menth succeeding the month of production, and royalty on

must be rEEETVER T e Ge Al THRT O 6 P 5etare the Tsth day of the second month succzzding the month of production, accompanied by the
OWTier, manager oﬂ%quw%%&pﬁpl:tc ‘in the form and manner prescribed by the General Land Offics and showing the gross amount anc
all oil and zas produczd and the market value of:hc%il and gds, together with a copy of all documents, records or reports confirming the zross production.

vruwo 8 ~
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and market value including gas meter readings, pipeline receipts, gas line recsipts and other checks or memoranda of amount produced and put into pipelines,

or pools and gas lines or gas storage, and any other reports or records which the General Land Offics may require to verify the gross production, disposition ang
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty Payment shall e
accompanied by a check stub, schedule, summary or other remittancs advice showing by the assigned General Land Office lease number the amount of royalty being
paid on cach lease. If Lessee pays his royalty on or before thirty (30) days after the royalty paymeat was due, then Lessec owes a penalty of 5% on the royalty or
525.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is grearer
In addition to a penalty, royaltics shall accrue inter=st at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue.
AdfTidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which i
effective on the date whea the affidavits or supperting documents wers dus. The.Lassee shall bear all responsibility for paying or causing royalties o 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 postpene the date on which royalties were originally due. The above penalty provisions shall aot apply in cases of title disputz as to the State’s portion of
the royalty or to that portion of the royalty in dispute as to fair market value. . -

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually fumnish the Commissicner of the General Land Office with
its best possible estimate of oil and gas reserves underlying this lease or allocable to this [ease and shall furnish said Commissioner with copies of all contracts under
which gas is sold or processed and all subsequent agreemems and amendments o such coatracts 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, transportaticn, 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 inspecticn and
examination by the Commissicner of the General Land Offics, the Attomey General, the Govemnor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS. Writen notice of all operations oa this lease shall be submitt=d to the Commissioner of the General
Land Office by Lesses or operator five (5) days before spud date, workover, re-enfry, temporary abandonment or plug and abandonment of any well or wells. Such
written notice to the General Land Offics shall include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging repors shall be supplicd to the General Land Offics at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that referencs this lease or any specific well on the leased premises and that are submittzd to the Texas Railroad Commission or any other govemnmental
agency shall include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying weils, tank banteries or other associated improvements to the land must also include the word *State.® Lessee shall supply the Geaeral Land Office with
amy 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 Offics, in addition to those herein expressiy provided for. Lesses shall have an clectrical and/or radioactivity survey made on the =
bore-hole section, from the base of the surfacs casing 10 the total depth of well, of all wells driiled on the above described premises and shall Tansmit a true copy of
the log of cach survey on zach well to the General Land Office within fift=en (15) days after the making of said survey.

(C) PENALTIES. Lesses shall incur a penalty wheaever reports, documents or other materials are not fled in the Geaeral Land Offics whea
due. The penalty for late filing shall be set by the General Land Office administrative rule which is effective on the date when the matzrials were due in the Geaeral
Land Offics.

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. I£ during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lesses should drill a dry hole or holes thereon, or if during the primary term hercof and after the discovery and actual production of cil or
gas from the leased premises such production thereof should cease from amy cause, this lease shall oot terminate if on or befors the expiration of sixcy (60) days fom
date of completion of said dry hole or cessation of production Lesses commences additional drilling or rewoerking operations therson, or pays or tenders the next
annual delay rental in the ;ame manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thersto, a dry hole be
completed and abandoned, or the production of oil or gas should cease for any cause, Lesses's rights shall remain in full forcs and effect without further operations
untl the expiraticn of the primary tesm; and if Lessce has not resumed production in paying quantities at the expiration of the primary term, Lesses may maintain this
lel.sagy sonducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
produltion under Paragraph 13. Should the first well or any subscquent well drilled on the above described land be completed as a shut-in oil or gas well within the
pami erm hereof, Lassee may resume payment of the annual reatal in the same manner as provided herein on or before the reatal paying date foilowing the
exfitadich of sixty (60) days from the date of completion of such shut-in oil or gas well and upcn the failure to maks such payment, this lease shall ipso facto
termflnate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, payments may be made in

agtgance with the shut-in provisions herzof.
. .

S e 12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiraticn of the primary term, neither oil nor gas u being
praduced on said land, but Lessez is then engaged in drilling or reworking operations thereon, this lease shall remain in force so long as operations on said well or for
drilking or reworking of any additional well are prosecuted in good faith and in workmanliks manner without interruptions totaling more than sixty (60) days during
any«ané such operation, and if they result in the production of oil and/or gas, so long therzafter as oil and/or gas is produced in paying quandties fom said land, or
payweal of shut-in oil or gas well royalties or compensatory royalties is made as provided in this lease.

[ ] -
®2%e%s |3 CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas fom the leased premises, after
oncs obuained, should csase from any cause, this lcase shall not terminatz if Lesses commencss additional drilling or reworking operations within sixty (60) days
after such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in worikonanlike manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil er gas, the lease shall remain in full force and
cfTect for so long as oil or gas is produced Som the leased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory
royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lzsses commences additicnal drilling or reworking operaticns within sixty (60) days afler the completion of the well as a dry hole, and ﬂ:us lease
shall remain in effect so long as Lesses continues drilling or reworking cperations in good faith and in a workcmanlike manner without interrupticns totaling more
than sixty (60) days. Lessee shall give written notice to the General Land Office within thirty (30) days of any cessation of producticn.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, “well” means any well that has beea assigned a well number by the state agency having
jurisdiction over the producticn of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained 'mble
force and effect, a well capable of producing oil or gas in paying quantities is locatzed on the leased premises, but oil or gas is not being produced for I'ack ﬁ'fs‘"“
production facilities or lack of a suitable market, then Lesses may pay as a shut-in oil or gas royalty an amoun: equal to double the annual rental provided in the il
lease, but not Jess than $1,200 a year for each well capable of producing cil or gas in paying quantities. If Paragraph 3 of ghg specify a delay m:]
amount, then for the purpeses of this paragraph, the delay rental amount shall be one dellar (51.00) pe MR EEARS Y -in oil or gas oY 2
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, of (3) 60 days

after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2)
to the Co_numss:oncr of the General Land Office and one-haif (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for 2 period of one year from the end of the primary term, or from the first day of the monyy
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the )
lease for four more suceessive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold ang
delivered in paying quantities from a well Jocated within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in oy
case In which drainage is ccsurring, the right to continue to maintain the lease by paying the shut-in oil of gas royalty shall czase, but the lease shall remain effective
for the remainder of the year for which the royalty bas been paid. The Lessee may maintain the lease for four more succzusive years by Lessee paying compensats
roya.lry_u the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completzd in the same producing L4
reservoir and within one thousand (1,000) fest of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Offics and ore-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or Zasis
produced Tom the well causing the drainage or that is completed in the same producing reservoir and located within one thousaad (1,000) fest of the leased premises.
If the compensatory royalty paid in any 12-month pericd is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an amount equal to the y
differeace within thirty (30) days from the end of the 12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relicve Lesses of the obligation of reasonable development nor the obligation to drill offsey .-
wells as provided m Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the ’

Payment of compensatory royalties can sarisfy the obligation to drill offset wells.

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capabie of producing oil or gas has
beza completzd on the leased premises, Lessee shall exervise the diligence of a reasonably prudent operator in drilling such 2dditional well or wells as may be
reasonably necessary for the proper development of the leased premises and in markesting the production thereon.

(A) VERTICAL. In the =vent this lease is in forcs and =Fect two (2) years after the expiration date of the primary or ext=nded term it shall then terminare
as "0 all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or 2 well upen which Lesses is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pooled unit pursuant o Texas Narural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any succsssor agency, or other governmental authority having jurisdiction. If at any time after the effective
datz of the partial termination provisions hereof, the applicable field ruies are changed cr the well or wells located thereon are reclassified so that less acrzage is
thersaiter allecated o said well or wells for producdon purposes, this lease shall thercupon terminate as o all acreage not thereafter allocared to said well or wells for
production purposes. Notwithstanding the terminaticn of this lease as 10 3 portion of the lands covered hereby, Lesse= shall nevertheless continue to have the right of
ingress to and egress from the lands still subjecs to this lease for all purposes described in Paragraph 1 hereof, together with sasements and rights-of-way for existing
roads, existing pipelines and other existing facilities cn, over and across all the lands described in Paragraph 1 hersof (“the retined lands®), for access to and from the
rewained lands and for the gathering or ransportation of oil, gas and other minerals producsd from the retained lands.

(B) HORIZONTAL. In the event this lease is in force and efect two (2) years after the expiration date of the primary or extended term it shall further
terminate as to all depths below 100 fect below the total depth drilled (hercinafter "desper depths™) in sach well locatsd on acreage retained in Paragraph 16 (A)
above, unless on or before two (2) years after the primary or exteaded term Lzsses pays an amount =gual to one-half (1/2) of the bonus originally paid as
consideration for this lease (as specified on page 1 hereof). If such amount is paid, this lease shall ¢ .a force and effect as 1o such desper depths, and said 44 »
termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities fom such despef {aplths®

covered by this lease. ssee
. @
(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to cach well shall, as nearly as practical, be in the form of a squarg with
the well located in the center thersof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days after partial
. 2 & R LA
termination of this lease as provided herein, Lesses shall exscute and record a release or releases containing a satisfactory lezal description of the acreage 3:357
depths not retained hersunder. The recorded release, or a certified copy of same, shall be fled in the General Land Offics, acsompanied by the Sling fee plesciited
by the General Land Office rules in «Fect on the dats the release is fled. If Lesses fails or refuses o exesute and record such release or releases within nindtyd®0)
days after being requested to do so by the General Land Offics, thea the Commissioner at his sole discretion may designate by wrien instrument the acrea8® andfor
depths 10 be released hersunder and record such instrument at Lesses's expense in the county or counties where the lease is located and in the official records ofthe
eses
.

General Land Cffice and such designation shall be binding upen Lesses for ail purposes. .
sees

17. CFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lesses of his obligation :n?.rglggf_

the oil and gas under the above-described land from being drained. Lesses, sublesses, recziver or other ageat in conwol of the leased premises shall drill as many e
wells as the facts may justify and shall use appropriate means and drill o a depth aecessary to prevent undue drainage of oil and gas fom the leased premises. In
addition, if oil and/or gas should be producsd in commercial quantities within 1,000 feet of the leased premises, or in any case whers the leased premises is being
drained by production of oil or zas, the Lasses, sublesses, recziver of other agent in control of the leased premises shall in gocd faith begin the drilling of a well or
wells upen the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 fest of the leased premises start producing
in commercial quantities and shall prosecute such drilling with diligeacs. Failure to satisfy the starutory offset obligation may subject this lease and the owner of the
scil's agency rights to forfeiture. Only upon the determination of the Commissioner of the General Land Office and with his wrinten approval may the payment of
compensatory royalty under applicable statutory parametess satisfy the obligation to driil an offset well or wells requirsd under this paragraph.

r =

13. FORCE MAJEURE. If, after a good faith ;E'on. Lesses is prevented from complying with any express or implied covenant of this lease, &OTGod. 3
50 o

conducting drilling operations on the leased premises, or fom producing oil or gas from the leased premises by reason of war, rebellion, riots, strikes, ac L
any valid order, rule or regulation of government autherity, then while so prevented, Lessee's abligation to comply with such covenant shall be suspended and Lesses
shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be extended while Lesses is prevented, by any such cause,
from conducting drilling and reworking operations or Som producing oil or gas fom the leased premises. However, nothing in this paragraph shail suspend the .
payment of delay rentals in order to maintain this lease in effect during the primary term in the absence of such drilling or reworking operations or production of 0
ST ATy

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

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

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

21. USE OF WATER. Lessee shall have the right to use water producsd on said land necessary {or operations under this [ease sxcept water from wells or
tanks of the owner of the soil; provided, however, Lesses shall not use potable water or water suitable for livestock or irrigation purposes for waterflood operations

without the prior consent of the owner of the soil.

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

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

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

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

o”¢""426. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesse= shall have the right to remove machinery and fixtures placed by
LesSed'8n the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
lead®Igss the owner of the scil grants Lesse= an extension of this 120-day pericd. However, Lesses may not remove casing from any well capable of producing oil
and” #as ifl paying quantities. Additionally, Lesses may not draw and remove casing until after thirty (30) days written notics to the Commissioner of the General
Land Office and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lesses

ug et it terms of this paragraph.
LE L ]

v, 8 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and P:ra.g_nph 29 of this lease, the rights and estates of:ime.r party o this
lease may be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upen their heirs, devisess, legal representatives, S}IC'MU'S
and essigns. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges
and estates of Lessee, impair the effectiveness of any payment made by Lzssee or impair the effectiveness of any act performed by Lesses. And no change or
diisis Tn ownership of the land. rentals, or royalties shall bind Lesses for any purpose until thirty (30) days after the owner of the scil (or his heirs, devisess, legal
represengatives or assigns) fumishes the Lesses with satisfactory written evidence of the change in ownership, including the original recorded muniments of title (ora
c23 MU opy of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the extent of the interest
assigned, relieve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and
option to pay rentals shall be apportioned as between the several awners ratably, according to the area of each, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals arc timely paid or tendered; however, if the assignor or assignes does not flea
certified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due
under Paragraph 3. Every assignes shall succs2d to all rights and be subject to all obligations, liabilities, and penalties owed to the State by the original lesses or 27Y

prior assignes of the lease, including any liabilitics to the State for unpaid royalties.

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

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

(1) anomines of the owner of the soil; ; . - s diary:
(2) acorporation or subsidiary in which the awner of the soil is a principal stockholder or is an smployee of such a corporation or subsidiary;

(3) a parmership in which the owner of the soil is a parmer or is an employe= of such a parmership;
(4) a principal stockholder or employes of the corporation which is the owner of the soil; '"m“ﬁm CoPY
[

(5) a parmer or employes in a parmership which is the owner of the soil; ATTEST: A m(;’c{
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, adminisator, reeeivu'.oreonservmrorme
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lasses may at any time execute and deliverblhewnfm;on -
mdplauufn:cordamleueormlea.-.:smﬁngnyporﬁcnotpoﬂioasofnhelmedpmﬁsa.mcMebysmmdﬂxhislme:stnsuﬁponionorpcnioumdk
relieved of all subsequent obligations as to acreage surreadered. ummorwmummmummmmmmlmmmw
by:hepmportionmumemmdcmdacu;ebwsmmcmagewhichwamdhymhmimmdimlypﬁormnthdmhowwmmrgzm,,m
not relieve Lesses of any liabilitics which may have accrued under this lease prior to the surrender of such acreags. .

29. FILING OF ASSIGNMENTS AND RELEASES. If all or any part of this lease is assigned oc released, such assignment or release must be recorded i
the county whers the land is situated, and the recorded instrument, or a copy of the recorded instrament centified by the County Clerk of the county in which the
instrument is recorded, must be filed in the General Land Office within 50 days of the last execution date accompanicd by the prescribed filing fee. If any such
assignment is not so filed, the rights acquired under this lease shall be subject to forfeiture at the option of the Commissioner of the General Land Office.

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land have been included in this instrument, including the
statement of the true consideration to be paid for the execution of this lease and the rights and duties of the parties. Aany collateral agresments conceming the
development of oil and gas fom the leased premises which are oot contained in this lease render this lease mvalid.

31. FIDUCLIARY DUTY. The owner of the soil owes the Stat= a fiduciary duty and must fully disclose any facts affecting the State's interest in the leased
premises. thnuu:inmstsoﬁh:maoﬁhesoilwnﬂimwimmnscofmcs:am.rh:m:rofmcsoilisobﬁgmdmpmmcSm's'mmbcfomhigm

interests.

32. FORFEITURE. IfLesses shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lessee or an authorized
agent should kmowingly make any false return or false report conceming production or drilling, or if Lessee shall fail or refuse to drill any offset weil or wells in good
faith as required by law and the rules and regulations adopted by the Commissicner of the General Land Offics, or if Lesses should fail to file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Off5ce, the School Land Board, or the Railroad Commission, or if
Lesses should refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give
correct information o the proper authority, or knowingly fail or refuse to fumish the General Land Offics a correct log of any well, or if Lesses shall knowingly
violate any of the material provisions of this lease, or if this leasc is assigned and the assignment is sot filed in the General Land Office as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficieatly informed of the facts which authorize a
ferfeiture, and when forfeited the area shail again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by operation of law or by reason of any special limitation arising hercunder. Forfeitures may be set aside and this
leasz and all rights thereunder reinstated before the rights of another intervene upon satisfactory cvidence to the Commissioner of the General Land Offics of furure
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Natural Resources Code 52,136, the State shail have a first lien upon all oil and gas produczd from the area covered
by this lease to secure paymeat of all unpaid royaity and other sums of money that may become due under this lease. By accsptance of this lease, Lesses graaws the
State, in addition to the lien provided by T=xas Natural Resources Code 52.136 and any other applicable starutory lien, an sxpress contactual lien on and security
interest in all leased minerals in and exwact=d from the leased premises, ail procesds which may accrue o Lessee fom the sale of such leased minerals, whether such
proceeds are held by Lesses or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or procsssing 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
loss that Lessor may suffer by reason of Lesses's breach of any covenant or condition of this lease, whether express or implied. This lien and security interpSgdy be
foreciosed with or without court procsedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commerce Code. Lesses agress thaehe®
Commissioner may require Lesses to execute and record such insguments as may be reasonably necsssary o acknowledge, armach or perfect this lien L.Cﬁ.ﬂ feely
represeats that thers are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or fom Lasses's acquisstionsof
this lease. Shouid the Commissicner at any time determine that this representation is not rue, thea the Commissioner may declars this lease forfeited as provided

herzin,
L

. ee
34. POOLING. Lesses is hereby granted the right 1o pool or unitize the royalty interest of the owner of the so0il under this lease with any other lsascwd.

or mineral intersst for the exploration, development and production of oil or gas or cither of them upon the same terms as shail be approved by the School 1gge
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interesz of the State under this lease pursuant to Texas Namral Resouress

Cods 52.151-52.153. The owner of the soil agress that the inclusion of this provision in this leasz satisfies the execution requircments stated in Texas Nanurd
Resources Code 52.152. Lk

35. INDEMNITY. Lessez hersby releases and discharges the State of Texas aEd the owner of the soil, their officers, employess, parmers, a.g:nt%. Tl
CONUICIors, SUbCONTactors, guests, invitess, and their respective successors and assigns, of and from all and any actions and causes of action of eyery nature,'of ottfer
harm, including =avironmental harm, for which recovery of damages is sought, including, but not limited 1o, all losses and expeases which are caused by the
activities of Lesses, its officers, employess, and agents arising out of, incidental to, or resulting fom, the operaticns of or for Lesses on the leased premises
hereunder, or that may arise out of or be occasioned by Lesses's breach of any of the terms or provisions of this Agreement, or by any other negligeat or stricely '13b_"
act or omission of Lesses. Further, Lesses hereby agress to be liable for, exonerate, indemnify, defead and hold harmless the State of Texas and the owner of the soil,
their officers, employess and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including fk”m'
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including atomeys fees and
other legal expenses, including those relatad to eavironmental hazards, on the leased premises or in any way related to Lessee’s failurs to comply with any and o
eavironmental laws; those arising Som cr in any way related to Lesses’s operations or any other of Lesses’s activities on the leased premises; those arising ﬁ'?'“
Lesses's use of the surfacs of the leased premises; and those that may arise out of or be occasioned by Lesses’s breach of any of the terms or provisions of this
Agresment or any other act or omission of Lesses, its dirsctors, officers, employees, parmers, agents, contractors, subcontracters, guests, invitees, and their r!SP“'-"_"‘
successors and assigns. Each assigne= of this Agreement, or an interest therein, agress to be liable for, exonerate, indemnify, defead and hold harmle.§s the State 0
Texas and the owner of the soil, their officers, employees, and agents in the same manner provided above in connection with the activities of Lessee, its Dfﬂ‘::{‘s-
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBL]GATIOP-O
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD T,.\RTY
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY P

_OR _PARTIES-NCLUDING THE,NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.

_ i ~



36. ENVIRONMENTAL HAZARDS. Lesse= shall use the highest degres of care and all reasonable safeguards to prevent contamination or pollution of
any environmental medium, including soil. surface waters, groundwater, sediments, and surface or subsurface strata, mhiﬁl“-i‘“mﬂhﬂ'mwﬂg;ﬁm -
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain oa the leased premises any asbestos
contining materials, explosives, toxic materials, o substances regulated as hazardous wastes, harwrdous materials, hazardous substances (as the term “Hazardoys
Substance” is defined in the Comprehensive Eavironmental Response, Compensation and Liability Act (CERCLA), 42 U.S.C. Sections 5601, et s2q.), or toxic
substances under any federal, state, or local law or regulation (“Hazardous Materials™), exczpt ordinary products commonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE’S YIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENAL
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS® FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (M) A
VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
DNDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52,171 through 52.190; commonly known as the
Relinquishment Acy, and other applicable starutes and amendments thereto, and if any provision in this lease does not conform to these statutes, the starutes will
prevail over any nonconforming lease provisions. .

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

39. LEASE FILING. Pursuant o Chapter 9 of the Texas Business and Commercs Code, this lease must be filed of record in the offics of the County
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This lease is not
efective until a certified copy of this lease (which is made and centified by the County Clerk Som his records) is filed in the General Land Offics in aczordancs with
Texas Narural Resources Code $2.133. Additionally, this lease shall not be binding upen the State unless it recites the acrual and Tue consideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fez shall accompany such centified copy to the General Land Cffice.
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Date: Date:

o ~ A COPY
Fd




STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF '

BEFORE ME, the undersigned authority, on this day personally zppeared e __
known to me to be the person whose name is subscribed to the foregoing instrument, as of . =

i:dac&nawledgedmmemumumdmgm
for the purposes and consideration therein expressed, In the capacity stated, and s the act and de=d of 5aid corporation. .

Given under mry hand and seal of offics this the day of ;19 .
Notary Public in and for
STATE OF : (CORPCRATION ACKNOWLEDGMENT)
COUNTY OF

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

of

known to me o0 be the person whose name is subscribed o the foregoing instument, as

amnd acknowledged to me that he executed the same
for the purposes and consideration thersin expressed, in the capacirty stated, and as the act and de=d of said corporadon.

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

Notary Public in and for

— /1‘
STATECF__/ LAAN7S (INDIVIDUAL ACKNOWLEDGMENT)

couwTYoF_ /2L XA _
Jograce Laird Flood, dealing in ’

® .

Before me, the undersigned authority, oa this day personally :%pc:.r:!

her sole and separate proper -

known to me to be the persons whose names ars subscribed o the % forszoing insgument, and acknowledged o me that they executed the same for the purpo%?.md
.

consideration thersin expressed. o,

f—' o o6
Given under my hand and seal of office this the ﬁ%gmt ///{M/CZ 19 7J .: .,
. £ -. mﬂ vﬁ/ %// /&W

% " ; Elouq Public in and for )ﬁ— A 4% ///4!441[
f LN 24 Z f cose
STATEOF LKPD ,,,‘494/*-..5_2531‘3“%% JJ (INDIVIDUAL ACKNOWLEDGMENT) *,.,,°

w U
contyor___Midfar~el PARY 25,0 L4 —_
Before me, the undersigned authority, on this day personally appeared @'/4 —-J Wm

known to me to be the persons whose names ars subscriced to the foregoing insgument, and acknowledged to me that they executed the same for the purposss and

consideration therein expressed. f
i = thi s day of W 19 g -

Given under my hand and seal of officz this the % £ 7)/1
Tro MONICA MARLOWE § o
A_g?{’ }’gﬁ\i N%QTI'?\AR"(JAPUBUC Netary Public in and for mw
‘*Aiﬂ? :::s tate of Texas
T oﬁ‘-* Comm Exp. 10-30-99 ¢
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN JOGRACE LAIRD FLOOD, DEALING IN HER SOLE AND
SEPARATE PROPERTY, AS LESSOR, AND CLAY JOHNSON, AS LESSEE, AND COVERING
106.66 NET MINERAL ACRES, MORE OR LESS, ALL IN CULBERSON COUNTY, TEXAS.

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

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

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

ACQUISITI%?)%%QE%ER OF THE GENERAL LAND OFFICE 10/21/98
PARAGON #299:Lease J3onus Payment in full of 1/2 Lease Bonus Consideration due

the State of Texas for Paid-Up Oil & Gas Lease

dated 07/17/98 from the State of Texas by Agent

Jograce Laird Flood, dealing in her sole & separate

property, Lessor, in favor of Clay Johnson, Lessee,

covering All of Sections 18, 19, 20 & 21, Block 100,

PSL Survey, Culberson County, Texas.

-

110 99011689
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(;I;sckyg Lease Bonus
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TITANRESOURCES, L.P.
ACQUIETRIRVHSSRSAER OF THE GENERAL LAND OFFICE 10/21/98
JARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due
vee the State of Texas for Paid-Up Oil & Gas Lease
Sania dated 07/17/98 from the State of Texas by Agent
. Jograce Laird Flood, dealing in her sole & separate
Ss0sne . - ~
. . property, Lessor, in favor of Clay Johnson, Lessee,

covering All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.

990116389

Checking Lease Bonus

004399

X 2,879.82

002639

2,879.82

2,879.82
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5 A CERTIFIED COPY
) IFIT BEARS THE SEAL OF THE COUNTY GLERK
ATTEST: 0 e ~ &

LINDA McDONALD, COUNTY CLERK

' chenl.l.nd Office CULBER, .
Relinquishmat Act Lease Form SOH COUNTY, TEXAS
Revised, September 1997 ST s //2 e
PAID UP E
OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this 17 dsyof_J11y 19 QR , between the State of Texas, scting by and through s

agent, Charlotte Walker Furman. dealing in her sole and separate propertyv

of 2909 FAst 17t+h Street

Qdessa TY 79761 said ageat
(Give Permanent Address) i
herein referred to a5 the owner of the soil (whether one or more), and, Clay Johnson
203" W: Wall, Suite 800 of
Midland, Tx 79707
(Give Permanent Address)

hereinafter called Lesses,

1. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements to be paid, kept and performed by
lassccmderdlislease,rhcsmof'rcmaﬂingbyandtbmughmeowwofrhesolbntbymImumdlmmm[mﬁ:rﬂ):ml:mdoa)ypmqf
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telephone lines and other strucmures
thereon, to produce, save, taks care of, reat and transport said products of the lease, the foilowing lands situatzd in Culberson County, State
of T to-wit . :

S Block 100, Public School: Land Survey
Section 18: All
Section 19: All
Section 20: - All
Section 21: All

containing__ - 2 ;560 acres, more or less. The bonus consideration paid for this lease is as follows:

To the Stare of Texas: WO Thousand One Hundred Sixty and No/100---———------
Dollars (S 2,160.00 )
To the owner of the soil:__Two Thousand One Hundred Sixtv and No/100-——————-—-—
Dollars (S Z2.160.00 ) .
e Total bonus consideration:  Four Thousand Three Hundred Twenty and No/l100--—-—-—-—-—
-..0. Dollars (5. 4:320-00 )
The 1ol sonus consideration paid represeats a bonus of, Fifty-four and No/100-——----c——eoeo———o
= Dollars (§ 54,00 ) perace,on 80 net acres.
6 e el TERML Subjec.:mmcothcrpmvisionsinthis]easg-,mislc:.scshaﬂbefora::mﬁ Five (5) years from this datz

(hetMh cafled "primary term™) and as long thereafter as oil and gas, or either of them, is produced in paying quantities from said land.
As g i this lease, the term "produced in paying quantities” means that the receipts fom the sale or other authorized commercial use of the substancs(s) coversd
excled AR of pocket operational expeases for the six months last past.

*see Exhibit "Ar" attached for Pd-up #40.

Rental Provision shown as Paragraph

Dela

on Sre guch anniversary date Lesses shall pay or tender to the owner of the seil or to his oredit in

the .

a_e e e , or its succsssars (which shall continue as the depository regardless of es in the ownership of
said land), the amount specified in addition, Lesses shall pay or tender to the COMMISSIONER OF THE GENERAL

TEXAS, AT AUSTIN, TEXAS, a like surg before said date. Payments under this paragraph shall operatz as a
the commencsment of a well for one (1) year from Said date. Payments under this paragraph shall be in the follgwd

To the owner of the soil:

Dollars ($ P e )
To the State of Texas: S,

Dollars (S B )
Total Rental: =

Dollars (S

eriods of one (1) year sach during
of this Jease, and may be

liquidat=. fail or
rs of

Ats or tenders annually, the commencement of a weil may be ﬁlﬂl:lcr deferred for sucz=ssivs
G or tenders of rental to the owner of the soil may be made by check or sight draft of Lesses, or any assigns

the rental paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend b
fuse to accept rental, Lesses shall not be held in default for failure to make such payments or

In a like manner and upon like
the primary term. All
delivered on or

by another bank, or for any reason fail or re

of )

d - croankasagTutio



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

the soil:

(A) OILL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and alsq as all

condensate, distillate, and other liquid hydrocarbons recoversd from oil or gas run through a separator or other equipment, as hereinafter provided, shall be
e ) X part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the

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

(B) NON PROCESSED GAS. Royalty on any gas (including fared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, producsd from any well on said land (except as provided herein with respect to zas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Officz, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and whea run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressures according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
mest approved method of testing being used by the industry at the time of testing. 5

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

(D) OTHER PRODUCTS. Royaity on carbon black, sulphur or any other products producsd or manufactured Som gas (excepting liquid hydrocarbons)
whether said gas be “casinghead,” *dry,” or any other gas, by fractionating, bumning or any other procsssing shall be -3/186 part of the
gross production of such products, or the market value theresof, az the option of the owner of the soil or the Commissioner of the General Land Office, such market
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month in which such product is producsd, or 2) on the
basis of the average gross sale price of each product for the same month in which such products are producsd; whichever is the greater. e e

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the [qyalties
paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, thers shail be due and pay#pleqn &r
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,
precading year. If Paragraph 3 of this lease does not specify a delay reatal amount, then for the purposes of this paragraph, the delay reatal amount shall be.o'n.e.

dollar (31.00) per acre. .

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Comfnigstdhgr
of the General Land Office may, at the option of cither, upon not less than sixty (60) days notics to the holder of the lease, require that the payment of any*fbyalties
accruing to such royaity owner under this lease be made in kind. The owner of the 50il's or the Commissioner of the General Land Office's right to take its IOY“W o
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lesses's obligations, whether express greimpéicd.

under this lease. ssee

L]
7. NO DEDUCTIONS. Lesses agress that all royaities accruing under this lease (including those paid in kind) shall be without deduction for R TS
producing, gathering, storing, separating, treating, dehydrating, compressing, procsssing, ransporting, and otherwise making the oil, gas and other products g
herzunder ready for sale or use. Lesses agrees to compute and pay royalties on the gross value recsived, including any reimbursements for severance taxes and
production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel used to .
process gas produced hereunder in any procsssing plant. Notwithstanding any other provision of this lease, and subject to the written consent of the owner of Lh_c ot
and the Commissioner of the General Land Offics, Lesses may recycle gas for gas lift purposes on the leased premises or for injection into any oil or 3as producing
formation underlying the leased premises after the liquid hydrocarbons contained in the gas have bezn removed; no royalties shall be payable on the recycled gas
until it is produced and scld or used by Lesses in a manner which entitles the royaity owners %0 a royalty under this lease.

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules curently provide that royalty on ml;::“‘
and must be recsived in the General Land Offics on or before the 5th day of the second month succszding the month of producticn, and royalty on 2as IS due o
must be received in the General Land Office on or before the 15th day of the second month succeeding the menth of production, accompanied by the amqav:sizion of
owmer, manager or other authorized agent, completed in the form and manner prescribed by the General Land Offic= and shc\ting' the gross amount mt}l d‘sdpis il
all oil and gas produczd and the market value of the oil and gas, together with a copy of all documents, records or reports confirming the gress production. P



and market value .includinz 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 ang
ma:tuva.l_u:. In all cases the authority of 2 manager or agent to act for the Lessee herein must be filed in the General Land Cffice. Bachmyall']pl‘)fmenuhauh
act:ompamedhyach:ck stub, schedule, summary or other remittance advice showing by the assigned General Land Office lease number the amount Ofmyﬂqbﬁn‘
paid on each lease. If Lessee pays his royalty on or before thirty (30) days after the royalty paymeat was due, then Lessee owes a penalty of 5% on the royalty or
m.oq,.whtchcverumr. A royalty payment which is over thirty (30) days late shall accrue 2 penalty of 10% of the royalty due or 525.00 whichever is gregrer
In addition to a penaity, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue,
A.Iﬁdfvmmdsupporﬁu;domenuwtichmnctﬁledwbenmmﬂmmlpmdwhmmmmbymmmdmuwvemwmh
cffective on the datz whea the affidavits or supporting documents were due. The Leasses shall bear 2l responsibility for paying or causing royalties to be paid as
prescribed by the due date provided herein. P:ym:mo[undc.linquencypenﬂtyshani.nnnw:yopummproh‘bitmcsm'Sﬁﬂ““fﬂffemaMbym
nor act o postpone the date on which royalties were originally due. Tbeabovepcnﬂtypmvisiomshﬂmtmtyinmorﬁdedkmnmmesmmof
the royalty or to that portion of the royalty in dispute as to fair market value. : :

X 10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish the Commissioner of the General Land Office with
lBPestpossibleasﬁmateofoilMzummd&iﬁn‘mislmorauoahlemmhlmendshllﬂnkhnidComisionewiﬂ:wpiqofaﬂmmw
Whlﬁtﬂbw'dﬂfmdmmwmmadnnmd:unnmmchwm-i&hmmamd:yswam;hmwmkjn;mhmm
agreements or ameadments. Such contracts and agreements when recsived by the General Land Offics shall be held in confidence by the General Land Office unless
otherwise authorized by Lessee. All other contracts and records pertaining o the production, transportation, sale and marketing of the oil and gas produced oa said
premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall st all times be subject 1o inspection and
examination by the Commissioner of the General Land Offics, the Attomney General, the Govemner, or the representative of anmy of them.

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

(C) PENALTIES. Lessee shall incur a penalty whenever reports, documents or other materials are not filed in the General Land Office when
ﬁl;-d'gléipcnalty 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
ce.

' 11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If during the primary term her=of and pricr to discovery and producticn
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 anmy cause, this lease shail 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 rewerking operations ther=on, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
cogth|®2q and abandoned, or the production of oil or gas should cease for any cause, Lesses's rights shall remain in full fores and effect without further operations
unti? the®:xpiration of the primary term; and if Lesses has not resumed production in paying quantities at the expiration of the primary term, Lesses may maintain this
lease b:tgnducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
Pf?ci:uon under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas weil within the
primary term hereof, Lesses may resume payment of the annual reatal in the same manner as provided herein on or before the rental paying date foilowing the
expiratan of sixty (60) days from the dats of completion of such shut-in oil or gas well and upon the failure to make such paymeant, this lease shall ipso facto
terfigdie S If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, payments may be made in
ace ¢ with the shut-in provisions hersof

LI

L]
. 12 DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
proqycsg on said land, but Lesses is then sngaged in drilling or reworking operations thereon, this lease shall remain in forcs so long as operations on said well or for
dritling orereworking of any additional well are prosecuted in good faith and in workmanlikes manner without interruptions totaling more than sixty (60) days during
any one sych operaticn, and if they result in the production of cil and/or gas, so long thereafter as oil and/or gas is producsd in paying quandties fom said land, or
pay!-lbc.i' shut-in oil or gas well royalties or compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas from the leased premises, after
once obtained, should czase from any cause, this lease shall not terminats if Lessee commences additicnal drilling or reworking operations within sixty (60) days
after such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in worionanlike manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil or zas, the lease shall remain in full fores and
effect for so long as oil or gas is produced from the leased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory
royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lesses commences additicnal drilling or reworking operations within sixty (60) days after the compietion of the well as a dry hole, and this lease
shall remain in effect 50 long as Lesses continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more
than sixry (60) days. Lessee shall give written notice to the General Land Office within thirty (30) days of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, “well” means any well that has bezn assigned a well aumber by the state agency having
Jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in
forcs and effect, a well capable of producing oil or gas in paying quantitics is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lesses may pay as a shut-in oil or gas royalty an amount squal to double the annual rental provided in the
lease, but not less than 51,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 of this l_e_g.sce_dedsjl_‘ﬁ:‘nﬁeewaf rental
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar ($1.00) per acre. To be EFeCtve; Fie & Al Hutsh ol or gasroydl®y
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mus!bepaidonorbefare:(l}m:expindoncﬂbepﬁm:rymmwdaysa.n:rmel.meecwasmpmduceoilor;asﬁ-ommclasedpmiscs,or(j)soa;y,
after Lesses completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (12)
to the Commissioner of the General Land Office and one-haif (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered tg be
a producing lease and the payment shall extend the term of the lease for 2 period of one year from the end of the primary term. or from the first day of the month
following the moath in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the )
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold ang
delivered in paying quantities from a well Jocated within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or mamy
case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royaity shall cease, but the lease shall remain effective.
forr.hemmindaoftbeyeuforwhichm:myﬂqhabmpﬁd. The Lesses may maintain d:clcas:fotfourmsnmiwymbybmcpwingwmmq
royalty at the royalty raie provided in the lease of the market value of production from the well causing the drainage or which is completzd in the same producing
reservoir and within one thousand (1,000) fest of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas is
produced fom the well causing the drainage or that is completed in the same producing reservoir and Jocazed within one thousand (1,000) feet of the leased premises.
If the compensatory royalty paid in any 12-month period is in 2n amount less than the annual shut-in oil or gas royaity, Lessee shall pay an amount equal to the )
difference within thirty (30) days from the end of the 12-month pesiod. Compensatory royaity payments which are not timely paid will acerue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisions will relieve Lessee of the obligation of reasonabie development nor the obligation 1o dril] offsey .
wells as provided in Texas Narural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner’s written approval, the

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

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

(A) VERTICAL. In the cvent this lease is i forcs and effect two (2) years after the cxpiration date of the primary or extended term it shall then terminate
as 1o all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres swrrounding each gas well
capable of producing in paying quantities (including 2 shut-in oil or gas well as provided in Paragraph 14 hereof), or 2 well upon which Lesses is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pocled unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for sach such producing well under the rules
and regulations of the Railroad Commissicn of Texas, or any sucsessor agency, or other governmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is
thereafter allocated to said well or wells for production purposes, this lease shall thercupon terminatz as to all acreage not thersafter allocated to said well or wells for
preduction purposes. Nortwithstanding the termination of this lease as to 1 portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress to0 and egress from the lands still subjecs to this lease for all purposes described in Paragraph 1 hereof, together with casements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the Jands described in Paragraph | hereof ("the remined lands”™), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals producsd Fom the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration datz of the primary or extended term it shall further
terminate as to all depths below 100 fest below the total depth drilled (hereinafter "desper depths™) in cach well located on acreags retained in Paragraph 16 (A)
atove, uniess on or before two (2) years after the primary or extznded term Lessee pays an amount =qual to one-balf (1/2) of the bonus originally paid e o
consideration for this lease (as specified on page 1 hereof). If such amount is paid, this lease shall be in force and effect as to such deeper depths, and saides
termination shall be delayed for an additional pericd of two (2) years and so long thereafter as oil or gas is produced in paying quantities fom such deepﬁr.d.udxi

covered by this |ease. . ee

L ]

(C) IDENTIFICATION AND FILING. The surfacs acreage remined hereunder as to each well shall, as nearly as practical, be in the form of a sgyqyrg with
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days gfter parfial
termination of this lease as provided herein, Lesses shall execute and record a release or releases containing a satisfactory legal description of the acreage and/or
depths not retained hersunder. The recorded release, or a certified copy of same, shall be filed in the General Land Offics, accompanied by the filing fes r‘,"“"ﬁ’d
by the General Land Office rules in effect on the date the release is filed. If Lesses fails or refuses 0 execute and record such release or releases within mnery (50)
days after being requested 1o do so by the General Land Offics, then the Commissioner at his sole discretion may designate by written instrument the acreage dnd/or
depths to be released hersunder and record such instrument at Lzsses's expense in the county or counties whers the lease is located and in the official mco:{s:oﬁk

General Land Offics and such designaticn shall be binding upon Lesses for all purposes.

17. OFFSET WELLS. Neither the bonus, deiay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lesses of his obligation ® proct
the oil and gas under the above-described land from being drained. Lessee, sublesses. recsiver or other agent in control of the leased premises shall drill as many
wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of oil and gas from the leased premises.. In
addition, if oil and/or gas should be produced in commercial quantities within 1,000 feet of the leased premises, or in any case where the leased premises is being
drained by production of ail or gas, the Lasses, sublesses, recsiver or other ageat in control of the leased premises shall in good faith begin the drilling of 2 well or
wells upen the leased premises within 100 days after the draining weil or wells or the well or wells completed within 1,000 feet of the leased premises start producing
in commercial quantities and shall prosecuts such drilling with diligencs. Failure to satisfy the statutory offset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upen the determination of the Commissicner of the General Land Offics and with his written approval may the payment of
compensatory royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.

::ﬂ'on. Lesses is prevented from complying with any express or implied covenant of this lease, from

18. FORCE MAJEURE. If, aftsr a good faith
f God, or

conducting drilling operations on the leased premises, or fom producing oil or gas from the leased premises by reason of war, rebellion, riots, strikes, acts 0 4
any valid order, rule or regulation of government authority, thea while so prevented, Lesses's obligation to comply with such covenant shall be suspended and Lesses
shall not be liable for damages for failurs 1o comply with such covenants; additionally, this lease shall be extended while Lesses is prevented, by any such cause,
from conducting drilling and reworking operations or from producing oil or gas fom the leased premises. However, nothing in this paragraph shall su.spc!fd the "
payment of delay rentals in order to maintain this lease in effect during the primary term in the absence of such drilling or reworking cperations or producticn of oil

or gas.



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

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

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

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

without the prior consent of the owner of the soil.

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

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

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

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

L L]

* ** 26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesses shall have the right to remove machinery and fixtures placed by
LesSctwnathe leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
leas® UnleSs the owner of the soil grants Lesses an extension of this 120-day period. However, Lesses may not remove casing from any well capable of producing oil
and ghs in paying quantities. Additionally, Lzsses may not draw and remove casing until after thirty (30) days wrizen notics to the Commissioner of the General
Lap8%QMige and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lesses
und@#the terms of this paragraph.

LA L]

e "e227. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of cither party to this
lease enay be assigned, in whole or in part, and the provisions of this lease shail extend to and be binding upon their heirs, devisess, legal representatives, sugc:ssnr!
and essigns. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lesses, diminish the rights, privilez=s
anacstlu;ofme; impair the effectiveness of any payment made by Lzssee or impair the effectiveness of any act performed by Lesses. And no change or
division inownership of the land, rentals, or royalties shall bind Lesses for any purpose until thirty (30) days after the owner of the soil (or his heirs, devisess, legal
reprddehtilives or assigns) fumishes the Lesses with satisfactory written evidence of the change in ownership, including the original recorded muniments of tie (or 3
certified copy of such original) whea the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the cxteat of the interest
assigned, relieve and discharge Lesses of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, l-lff- right and
option to pay rentals shall be apportioned as berween the several owners ratably, according to the area of each, and failurs by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignes does nct filea
certified copy of such assignment in the General Land Offics before the next rental paying date, the entire lease shall terminaze for failure to pay the entire rental due
under Paragraph 3. Every assignes shall succzed to all rights and be subject to all obligations, liabilities, and penalties owed to the Stats by the original lesses of 20

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

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

(1) anomines of the owner of the soil; e ees)
(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsidiarys

(3) apartership in which the owner of the soil is a parter or .is an employes of such a parmership; A CERTIFIED COPY
(4) a principal stockhelder or employez of the corperation which is the owner of the soil; 1F T BEARS THE SEAL OF THE COUNTY CLERK _ _
(5) a partner or employee in a parmership which is the owner of the soil; ATTEST LL € 5
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(6) a fiduciary for the owner of the soil; including but not limited to a goardian, trustee, executor, administrator, receiver, or Canservator for the
owner of the soil; or
(7) a family member of the owner of the 50il or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lesses may at any time exscute and deliver to the owner of the soif
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion Of portions, and be
relieved of all subsequent obligations as to acreage surrendered. If any part of this lease is properiy surrendered, the delay rental due under this lease shal] be reduced
by the proportion that the surrendered acreage bears to the acreages which was covered by this lease immediately prior to such surrender; however, such release wil
pot relieve Lessee of any liabilities which may have acsrued under this lease prior to the surrender of such acreage. .

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

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

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

mnterests,

32 FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lesses or an authorized
agent should knowingly make any false return or false report concerning production or driiling. or if Lesse= 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 Offics, or if Lessez should fail 1o file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land OfSSce, the School Land Board, or the Railroad Commission, or if
Lesses should refuse the proper authority aczess to the records pertaining to operations, or if Lesses or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Offics a correct log of any well, or if Lesses shall knowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assignment is ot filed in the General Land Offics as required by law, the rights
acguired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeitre, and when forfeited the arca shall again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by cperation of law or by reason of any special limitation arising hereunder. Forfzitures may be set aside and this
lease and all rights thersunder reinstated before the sights of another intervene upon satisfactory cvidence to the Commissioner of the General Land Office of furure
compliancs with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Namral Resources Code 52.136, the State shall have a first lien upen all oil and zas producsd from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By accsptancs of this lease, Lesses grants the
Statz, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable starutory lien, an express conmactual lien on and security
interest in all leased minerals in and extracizd from the leased premises, all procesds which may accrue to Lessee fom the sale of such leased minerals, whether such
proceeds are held by Lesses or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or processing of
such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damgagegor
loss that Lessor may suffer by reason of Lesses's breach of any covenant or condition of this lease, whether express or implied. This licn and security inter®y gliy be
foreclosed with or without court procsedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commerss Code. Lesses agrees thay e,
Commissioner may require Lesses to executs and record such instruments as may be reasonably pecessary to acknowledge, amach or perfect this lien. Lesspe hergly
represents that there are no prior or supericr liens arising from and relating to Lessee’s activitics upon the above-described property or from Lesses’s acquisition of
this lease. Should the Commissioner at any time determine that this representation is not true, thea the Commissioner may declars this lease forfeited as pm\;i.dgd.

herein. s et
L]

34. PCOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other [fasg#dd
or mineral intersst for the exploration, development and production of oil or gas or sither of them upon the same terms as shall be approved by the School [%hd *
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natral Resoutess
Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this Jeasc satisfies the execution requircments stated in Texas Nagmb e |
Resources Code 52.152. S

L ]
(XX 1]

35. INDEMNITY. Lesses hersby releases and discharges the State of Texas aEd the owner of the soil, their officers, employess, parmers, agen&. 55
contractors, subcontractors, guests, invitess, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expeases which ars caused by the
activities of Lessee, its officers, employees, and agents arising out of, incidental to, or resuiting from, the operations of o for Lesses on the leased premises
hereunder, or that may arise out of or be oczasicned by Lesses's breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly l:ab}e
act or omission of Lesses. Further, Lesses hersby agress to be liable for, exonerate, indemnify, defead and hold harmless the Statz of Texas and the owner of the soil,
their officers, employees and agents, their succassors or assigns, against any and all claims, liabilities, losses, damages, acticns, personal injury (including death),
costs and sxpenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including artorneys’ fess and
other legal expenses, including those relatzd to environmental hazards, on the leased premises or in any way related to Lesses’s failure to comply with any and all
environmental laws; those arising from cr in any way related to Lessee's operations or any other of Lesses’s activities on the |eased premises; those arising ff_Um
Lesses's use of the surfacs of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agresment or any other act or omission of Lessee, its directors, officers, employees, parmers, agents, COntractors, subcontractors, guests, invitses, and their rtsptﬁt{"‘
succassors and assigns. Each assignee of this Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmiess the State 0
Texas and the owner of the soil, their officers, employess. and agents in the same manner provided above in connection with the activities of Lesses, its officers,
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO o
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PAR
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



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

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52,171 through 52,150, commonly known = the
Relinquishment Acz, and other applicable stanutes and amendments thereto, and if any provision in this lease does not conform o these stanutes, the starutes will
prevail over any nonconforming lease provisions. : :
38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the
General Land Office of the State of Texas. Ouee the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this lease shall
be the date found on Page 1. ' ' .

39. LEASE FILING. Pursuant 1o Chapter 9 of the Texas Business and Commercz Code, this lease must be gi]ed of record in the offics of the Caum:y
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This lease is aot
cective undl a certified copy of this lease (which is made and cantified by the County Clerk from his records) is fled in the Geaeral Land Office in aczordancs with
Texas Narural Resources Cade 52.133. Additionally, this lease shall not be binding upon the Stats unless it recites the actual and Tue consideration paid or premised
for execution of this lease. The bonus due the State and the prescribed filing fes shall accompany such centified copy to the General Land Offics. .
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STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF '
BEFORE ME, the undersigned autherity, on this day personally appeared

h:ownmmembedwpasonwhnseumehmbsm‘bedmmeto&goinghsumnn of

mdzhnwledg:dmmmuhgmmum 3
forrhcpurposumdmmmmamapmu&mmcapamymd.mdnm:amddmdofmdm

Given under my hand and seal of offics this the day of ;19 -
Notary Public in and for
STATE OF : (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

BEFORE ME, the undersigned authority, on this day personally sppeared
kmown to me 10 be the person whese name is subseribed 1o the foregoing instrument, as of

and acknowledged to me that he executed the same
for the purposes and consideration thersin expressed, in the capacity stated, and as the act and de=d of said corporaticn

_ Given under my hand and seal of office this the day of 519 4

Notary Pubiic in and for

STATE OF f ExAs (INDIVIDUAL ACKNOWLEDGMENT)

countyor__Ector

Before me, the undersigned authority, o this day personally appear=d Charlotte Walker Furman, e

dealing in her sole anci( separate property e »
known o me to be the persons whose names are subscribed to the foregoing inswumeat, and acknowledged o me thar they exscuted the same formc:uxw::-md
consideration therein expressed. HIR

Given under my hand and seal of offics

u%% JLLIL 19(/8 Sy
5 KRISTA GAYLE QUIRoz‘_‘%@L ﬂ'a A,/aéfiz (:vu L 105 .

NOTARY PUBLIC
State of Texas 4"’ Public in and fo .

Comm. Exp. 10-04-99
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STATECF (INDIVIDUAL ACKNOWLEDGMENT) Teses
HPTT L

COUNTY OF . .

Before me, the undersigned authority, on this day perscnally appeared c{ﬁ«h j MSJ;\

known to me to be the persons whose names are subscribed to the foregoing insTrument, and ack::cwlcdg'd to me that they executed the same for the purposes 3d
consideration thersin expressed.

Given under my hand and seal of office this the 2 g day of 9% , 19 q g -
ke 7r s bpne.
Netary Public in and for Tm

PP PP S .

SRl MONICA MARLOWE
{3’? *\%\"* NOTARY PUBLIC
fad

i
/o) State of Texas

§ \2F &'};f Comm. Exp. 10-30-99
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN CHARLOTTE WALKER FURMAN, DEALING IN HER SOLE AND
SEPARATE PROPERTY, AS LESSOR, AND CLAY JOHNSON, AS LESSEE, AND COVERING 80
NET MINERAL ACRES, MORE OR LESS, ALL IN CULBERSON COUNTY, TEXAS.

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

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

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

- ACQUISITIORGHSSIYRER OF THE GENERAL LAND OFFICE 10121/98

PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due
the State of Texas for Paid-Up Oil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
Charlotte Walker Furman, dealing in her sole & separate
property, Lessor, in favor of Clay Johnson, Lessee,
covering All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.
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TMAN RESOURCES, L.P.

ACQUISITIQMNHISISNER OF THE GENERAL LAND OFFICE 10/21/98

® o0 0e PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due

. the State of Texas for Paid-Up Oil & Gas Lease

i dated 07/17/98 from the State of Texas by Agent
Charlotte Walker Furman, dealing in her sole & separate
property, Lessor, in favor of Clay Johnson, Lessee,
covering All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.
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@ IF IT BEARS THE SEAL OF THE co;f;rfgg.(

. . ATTEST: = ),,,(‘dV

?  General Land Office LINDA MeDONALD, cCOuNnTY CLERK

Relinguishmnt Act Lease Form 9 E

Revised, September 1997 ‘ é(

QERswwry
PAID UP
OIL AND GAS LEASE

msmnmmam::dmnﬁdimm dsy of, .1;;11_¥ 19 between the State of Texas, acting by and through
agent,_Joe Montgomery Brooks, dealing 1in S soEe‘and sraaparat:e_pr:opertyw“'s
of_ 16801 Addison Rd, Suite 200

Dallas, TX /5248 said agent
(Give Permanent Address) :
herein referred to as the owner of the soil (whether one or more), and Clay Johnson
203 W: Wall, Suite 800 of
Midland TX 79701
(Give Permanent Address)

hereinafter called Lesses.

1. GRANTING CLAUSE. Fo'rmdin:nmidum'onofﬂwmmﬂdhhmdofmmmdmumkpi¢mmmmw
Lessee under this lease, the State of Texas acting by and through the owner of the soil, bereby grants, leases and lets unto Lessee, for the sole and only purpose of
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telephone lines and other souctures
thereon, to produce, save, take care of, reat and transport said products of the lease, the following lands situated in Culberson County, State

SR it Block 100, Public School Land Survey )
Section 18: All
Section 19: y. 11y o
Section 20: - All
Section 21: All

containing__. 2,560 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: Four Thousand Three Hundred Twenty and No/100------
Dollars (S, 4,320.00 )
To the ownerof the soil: Four Thousand Three Hundred Twenty and NO/100------
Dollars(S__4,320,00 )
5 o Total bonus consideration: Eight Thousand Six Hundred Forty and No/100------
G Dollars(S___8,640.00 )
Tﬁ{fh.(a bonus mnsidmﬁonpﬁdmpmuaMnusof Fifty-four and No/loo _________________
- Dollars (S 54.00 ) peracs,on __LBU  neracres.
R TERM. Subject to the other provisions in this lease, this lease shall b foratzmof ___ Five (5) years  fom this dae

(hérkin énlled “primary term”) and as long thereaiter as oil and gas, or cither of them, is produced in paying quantities Som said land.
As"lseddn this lease, the term *produced in paying quantities” means that the reczipts fom the sale or other authorized commercial use of the substanca(s) coversd

ex®zed"out of pocket operational expenses for the six months last past L o 5
xhibit "A" attached for Pd-Up Delay rental Provision as sh_ovn in Pgragraphm

*See; : _
. - B RENT A mo—wrsi- s comn domthctemcd-oremises-on-or-deie -4 e
on %t %o A anniversary date Lesse= shail pay or tender to the owner of the soil or to his credit in
he . __*

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

ar_e .
said land), the amount specified beloWn~in_addition, Lesses shall pay or tender to the COMMISSIONER OF THE GENERAL LA2
TEXAS, AT AUSTIN, TEXAS, a like sum fore said date. Payments under this paragraph shall operate as a rental cover the privilege of defemring
the commencement of a well for one (1) year fom sai . Payments under this paragraph shall be in the follo
To the owner of the soil:
Dollars (3 TS e )
To the State of Texas: e
Dollars (S o s )
Total Rental: et
Dollars (S =l )

In a like manner and upon like S or tenders annually, the commencement of a well may be further deferred for successivepedods of one (1) year cach during

the primary term. All © or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assigne=ef this lease, and may ‘5=
delivered onor the rental paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend business iquidate. fail or

by another bank, or for any reason fail or refuse to aczspt rental, Lessee shall not be held in default for failure to make such payments or teiteD of
Grtendery




: 4._ ) PRODUCTION ROYALTIES. Upon production of oil and/or gas, Lesses agress to pay or cause 1o be paid one-half (1/2) of the royalty
p‘;owd';d for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the owner of
e soil: i

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

condensate, distillate, and other liquid hydrocarboas recoversd from oil or gas run through a separator or other equipment, as hereinafter provided, shail be
3/18 part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the

General Land Offics, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for ail, condensate, distillate, or other liquid
hydrocarbons, respectively, of a liks type and gravity in the general area where produced and whea num, or 2) the highest market price thereof offered or paid in the
general area where produced and when run, or 3) the gross proceeds of the sale thercof, whichever is the greater. Lm:ewiﬁﬂkfmmrwpmduu:d&omh
leaszd premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil and gas separator of conventional type. or
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recoversd. The requirement that such 2as be nm
through a separator or other cquipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gascous substances not defined
as oil in subparagraph (A) above, producsd from any well on said land (except as provided herein with respect to gas procsssed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissicner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producsr, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shail not at any time sxceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being usad by the industry at the time of testing. i

(o] PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 306 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Offics. All royalties duc herein shail be based on one hundred percent (100%) of the total plant
preduction of residue gas arributable to zas produced from this lease, and on fifty percent (50%), or that percent accruing to Lasses, whichever is the greater, of the
total plant production of liquid hydrocarbons anributable to the gas producsd from this lease; provided that if liquid hydrocarbons ars recovered from gas proczssed
in a plant in which Lessee (or its parent, subsidiary or affiliatz) owns an interest, then the percantage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percant accruing to a third party procsssing gas through such plant under a processing agreement negotiared at arm’s length (or if there is no such third
party, the highest percent then being specified in processing agresments or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and ca liquid hydrocarbons shall be determined by 1) the highest markst prics paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
gemeral 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),
;vhiche-ver is the greater. In no event, however, shall the royalties payabie under this paragraph be less than the royalties which would have bezn due had the gas not

ecn processed.

(D) OTHER PRODUCTS. Royaity on carbon black, sulphur or any other producs producsd or manufactured fom zas (excepting liquid hydrocarbons)
whether said gas be “casinghead,® "dry,” or any other gas, by fractionating, bumning or any other procsssing shall be -3/16 part of the
gross production of such products, or the market value thersof, az the option of the owner of the soil or the Commissioner of the General Land Office, such markzst
value to be detzrmined as follows: 1) on the basis of the highest market prics of each product for the same month in which such product is produczd, or 2) on the
basis of the average gross sale prics of sach product for the same menth in which such products are produced; whichever is the greater. es o

L
os @

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the rgyalties

paid under this leasz in no event shall be less than an amount equal to the totai annual delay rental berein provided; otherwise, thers shail be due and payatde 8g p#
before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the amount of royalties paid during the |

preceding year. If Paragraph 3 of this lease does not specify a delay reatal amount, then for the purposes of this paragraph, the delay reatal amount shall be s,

dollar ($1.00) per acre. : . e

6. ROYALTY IN KIND. Norwithstanding any cther provisicn in this lease, at any time or from time to time, the owner of the soil or the Camé'lismif
of the General Land Office may, at the option of either, upon not less than sixty (60) days actice to the holder of the lease, require that the payment of any rﬁyalﬂe-'t
acSruing to such royaity owner under this lease be made in kind. The owner of the soil's or the Commissicner of the General Land Office's right to take its royRity in
¥ind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express gf*itdfptigd.

under this lease. 29se

N .
“seee
7. NO DEDUCTIONS. Lesses agrees that all royaities accruing under this lease (including those paid in kind) shall be without deduction for the cost of
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other products :
herzunder ready for sale or use. Lesses agrees 10 comput= and pay royalties on the gross value recsived, including any reimbursements for severance taxes and
production related costs.

lease's proportionats share of any fuei used ©©

8. PLANT FUEL AND RECYCLED GAS. No royalty shail be payable on any gas as may represent this £the soil
[

process gas producsd hereunder in any processing plant. Notwithstanding any other provision of this lease, and subject to the written consent of the owner 0l &€
and the Commissioner of the General Land Office, Lesses may recycle gas for gas lift purposes on the leased premises or for injection into any oil or gas producing
formation underlying the leased premises after the liquid hydrocarbons contained in the gas have bezn removed; no royalties shall be payable on the recycled gas
until it is produced and sold or used by Lesses in a manner which entitles the royalty owners to a royalty under this [ease.

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

exas, in the following manner:

rovide that royalty on oil is due
as is due and
affidavit of the
d dispasition of
q, disposition

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently p
and must be recsived in the General Land Office on ar before the 5th day of the second menth succzeding the month of production, and royalty on 3
must be received in the General Land Office on or Sefors the 15th day of the second month succezding the month of production, accompanied by the
owmer, managsr or other authorized agent, completed in the form and manner prescribed by the Geaeral Land Offics and showing the gross amount anc
all oil and gas produczd and the markst value of the oil and gas, together with a copy of all documents, records or reports confirming the gross productio



and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines,

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 ang
market value. In all cases the authority of 2 manager or agent to act for the Lessee herein must be filed in the General Land Office. Euhmyﬂfrpmwlbg
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Oﬂiulmenumbam:mmofmyﬂq bei
paid on each lease. lﬂ..:sseepmhismyaltyonorbefonlhirry{30)dty:nﬂ:&:myﬂummmxwmmLmaemlM“S%mhquw“
525.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or 325.00 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 overdye.
AfTidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office adminiszative rule which is
effective on the date when the affidavits or supporting documents were due. The Lesses shall bear 2il 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 |aw
nor act 1o postpone the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as o the State’s portiog of
the royalty or to that portion of the royalty in dispute as to fair markzt value. - .

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lesses shall annually fumish the Commissioner of the General Land Office with
its best possible estimate of oil and gas reserves undertying 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 ameadments. 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 oa said
premises, including the books and accounts, reczipts and discharges of all wells, tanks, pools, meters, and pipelines shall st all times be subject to inspection and
examination by the Commissicner of the General Land Office, the Artorcy General, the Governer, or the representative of any of them. )

(B) PERMITS, DRILLING RECORDS. Written notice of all operations oa this lease shall be submitted to the Commissioner of the General
Land Office by Lessee or operator five (5) days before spud date, workover, re-eatry, temporary abandonment or plug and abandonment of any well or wells. Such
written notice to the General Land Office shail include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that referencs this lease or any specific well on the leased premises and that are submitted o the Texas Railroad Commission or any other govemmental
agency shall include the word "State” in the title. Additicnally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying wells, tank bagteries or other associated improvements to the land must also include the word "State.® Lesses 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 Offics, in addition to thoss herein expressly provided for. Lesses shall have an elecrical and/or radioactivity survey made oa the
bore-hole section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of
the log of each survey on each well to the General Land Office within fifteen (15) days after the making of said survey.

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and acmual production of oil or
gas from the leased premises such production thereof should cease from any cause, this lease shail not terminate if on or before the expiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lesses commences additional drilling or reworking operations therson, or pays or tenders the next
annua] gelay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
cor;lplepﬂ and abandoned, or the production of oil or gas should cease for any cause, Lesses's rights shall remain in full forcs and effect without further operations )
umgl. ¢ expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lesses may maintain this
lease by gonducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessaticn of
prodtiiction under Paragraph 13. Should the first well or any subseguent well drilled on the above described land be completed as a shut-in oil or gas well within the
primiry term hereof, Lesses may resume payment of the annual reatal in the same manner as provided herzin on or before the reatl paying date following the
expt388n of sixty (60) days from the dat= of completion of such shut-in oil or gas well and upcn the failure to makz such payment, this lease shall ipso facto
terntihate? If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, payments may be made in
acgdr¥igng with the shut-in provisions hersof

. LA
. 12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being ’
produced gn 5aid land, but Lessee is then engaged in drilling or reworking operations thereon, this leasz shall remain in force so long as operations on said well or for
driflingsor reworking of any additional well are prosecuted in good faith and in- workmanlike manner without interruptions totaling more than sixty (60) days during
any one such operation, and if they result in the productica of oil and/cr gas, so long thereafter as oil and/or gas is produced in paying quantities from said land, or
pay$&m of shut-in oil o gas well royalties or compensatory royalties is made as provided in this lease.

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well® means any well that has bezn assigned a well number by the state agency r_xavﬂlﬁ
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained I8
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack qf;u:ubiﬂ
production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty 2n ameount zqual to double the annu ‘r?“’l rgvided in the
lease, but not less than 51,200 a year for each well capable of producing oil or gas in paying quantides. If Paragraph ;pﬁ-’%“%?%g Nig‘é!i)*'ﬂ:]‘;’;
amount, then for the purposes of this paragraph, the delay rental amount shall be one doilar (51.00) per acre. To be eﬁH&? each inifa), &%} /4 %_?_
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must be paid onorbefore:(!)lheuphaﬁouofth:pﬁmmﬂ)wdmaﬂathehsuemmpmdmoﬂ ot;aﬁomrhclmedm“mﬁoay; !
after Lessee gcq:plet:s a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2)

to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a prodt_:cing lease and the payment shall extend the term of the lease for 2 period of one year Som the end of the primary term. or from the first day of the month
following the month in which production ceased, and, after that, if no suitable production facilitics or suitable market for the oil or gas exists, Lessee may extend the '
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalry, oil orgasissold and
delivered in paying quantities from a well Jocated within one thousand (1,000) fest of the leased premises and completed in the same producing reservoir, o in any
cas-einwhic.hdninageisocmuﬁng.tben'g,hxmmnn'nuetn:mimai.ur.hzIe.:sebypayinllheshm-hoﬂwwmﬂvmmwmlmﬁﬂlmline&c&n"
for the remainder of the year for which the royalty has been paid. mbauem:ymdnuhﬁele&fufommmmWGymmeumw
royalty at the royalty rate provided in the lease of the market value of production from the well mingmedﬂinageorwhid:ismmpletdinmemepmdu
reservoir and within one thousand (1,000) fect of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
GeneralLandOtﬁeemdone-balf(l}Z)tnnhecwnerofthesoil.bc:iuningonorbefor::hchs:dayofm:mnmfoﬂawingthemonminwhichhheot'lwgui,
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.
lf.mmmpexmrymyﬂly;nidinmylz-mmpcriodhhnmuntlmﬁnnthe:muﬂshm—inoilorgamyﬂry,[meeshaﬂp:yanamoumeqmlbug h
difference within thirty (30) days from the end of the 12-month period. Compeasatory royaity payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. Noac of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offsey . -
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the

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

16. RETAINED ACREAGE. Netwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has
bezn completed on the leased premises, Lesses 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 svent this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminare
as 1o 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 14 hereof), or a well upon which Lessee is then engaged in
continucus drilling or reworking operations, or (2) the number of acres included in a producing pocied unit pursuant to Texas Natural Resources Code 52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proraton unit for each such producing well under the rules
and regulations of the Railroad Commissicn of Texas, or amy successor agency, or other governmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions bereof, the applicable fieid rules are changed or the well or wells located thereon are reclassified so that less acreage is
therzafter allocated o said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not thersafter allocated to said well or wells for
preduction purpeses. Notwithstanding the termination of this lease as to 2 portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress to and egress from the lands still subjecs to this lease for all purposes described in Paragragh 1 hereof, together with casements and rights-of-way for existing
roads, existing pipelines and other existing facilities ocn, over and across all the lands described in Paragraph 1 hereof (“the retained lands”™), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals producsd fom the retined lands.

(B) HORIZONTAL. In the event this lease is in force and cffect two (2) years after the expiration dat= of the primary or extended term it shall further
terminate as to all depths below 100 fest below the total depth driiled (hereinafter "desper depths”™) in each well located on acreage retained in Paragraph 16 (t.\). =
atove, uniess on or befors two (2) years after the primary or extended term Lessee pays an amount squal to one-half (1/2) of the bonus originallypaidas o e o .
consideration for this lease (as specified cn page | hereof). If such amount is paid, this lease shall be in force and effect as to such deeper depths, and said e o
termination shall be delayed for an additional period of two (2) years and so long thereafler as oil or gas is produczd in paying quantities ffom such deeper dfﬂ@! s

.e

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 sqpargsath
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days aftar pasial
termination of this lease as provided herein, Lesses shall exzcute and record a release or releases containing a satisfactory legal description of the acreage :fl.’(lnn
depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee presciibed
by the General Land Office rules in effect on the date the release is filed. If Lesses fails or refuses to execute and record such release or releases within ninety (39)
days after being requested to do so by the General Land Offics, thea the Commissioner at his sole discretion may designate by written instrument the acreagzedngipr
deoths to be released heresunder and record such inswument at Lzsses's expense in the county or counties whers the lease is located and in the official recordS af Jhg*

General Land Office and such designation shall be binding upcn Lzssez for all purposes. .
eesnne
. .

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lesse= of his obligation to protect
the oil and gas under the above-described land from being drained. Lesses, sublesses, recziver or other agent in controi of the leased premises shall driil as many
wells as the facts may justify and shail use appropriate means and drill to a depth necessary to prevent undue drainage of oil and gas fom the leased pr:mises-_ In
addition. if oil and/or gas should be producsd in commercial quantities within 1,000 fet of the leased premises, or in any case where the leased premises is being
drained by production of oil or gas, the Lesses, sublesses, recsiver or other agent in control of the leased premises shall in good faith begin the drilling of 3 well or
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 fect of the leased premises start producing
in commercial quantities and shall prosecute such drilling with diligeacs. Failure to satisfy the starutory offSet obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upcn the determination of the Commissioner of the General Land Offics and with his written approval may the payment of
compensatory royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.
from
fGod, or
ses

18. FORCE MAJEURE. If, aftsr a good faith cffort, Lzssee is prevented fom complying with any express or implicd covenant of this lease,
conducting drilling operations on the leased premises, or fom producing oil or gas from the leased premises by reason of war, rebellion, riots, swrikes, acs ©
any valid order, rule or regulation of government autherity, thea while so prevented, Lessee’s obligation to comply with such covenant shall be suspended and Les
shall not be liable for damages for failurs 1o comply with such covenants; additicnally, this lease shall be extended while Lesses is prevented, by any such cause,
from conducting drilling and rewerking cperations or from producing oil or gas fom the leased premises. However, nothing in this paragraph shall susper{d the ;
payment of delay rentals in order to maintain this lease in effect during the primary term in the absence of such drilling or reworking operations or production of oi

or 3as.



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

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

(B) REDUCTION OF PAYMENTS. I, during the primary term, 2 portion of the land covered by this lease is included within the boundaries
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Namral Resources Code Sections 52.151-52.154, or
if, at any time after the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the total amount described herein,
payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, surrendered, or otherwise severed, so that
payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the.
boundaries of a peoied unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

without the prior consent of the owner of the soil.

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

23. PIPELINE DEPTH. Whea requestzd by the owner of the soil, Lesses shall bury its pipelines below plow depth.

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

25. POLLUTION. In developing this area, Lesses shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the
for=going, pollution of coastal wetlands, naniral waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent
spillage, seepage or ground watsr contamination. In the svent of pollution, Lesses shall use all means at its disposal o recapture ail escaped hydrocarbons or other
poilutant and shail be responsibie for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage piss
and tank batteries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lesses shail fill and level all
slush pits and cesllars and completely clean up the drilling site of all rubbish thercon. Lessee shall, while conducting operations on the leased premises, keep mid
premises free of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surfacs of the land to as near its original
congRibg and contours as is practicable. Tanks and equipment will be k=pt painted and presentable.

. e

esees 26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesse= shall have the right to remove machinery and fixtures placed by
L 255e2 on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of Uu! )
leasq uniess the owner of the soil grants Lesses an extension of this [20-day period. However, Lesses may not remove casing from any well capable of producing oil
and, gasen paying quantities. Additionally, Lesses may not draw and remove casing until after thirty (30) days written notics to the Commissioner of the General
L!x;@ﬁﬂﬁ:c and to the owner of the soil. The owner of the s0il shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lesses
undgy thegerms of this paragraph.

L] . &
L = 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of eil.hc_r party to this
lease may be assigned, in whole or in part, and the provisions of this lease shail extend to and be binding upon their heirs, devisess, legal representatives, S}lfm"
md':ﬁs'%im. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges
and :$tates of Lesses, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lesses. And no change o
divisien &;ownership of the land, rentals, or royalties shall bind Lesses for any purpose until thirty (30) days after the owner of the sqil (or his heirs, devisess, legal
reprdsentalives or assigns) fumishes the Lesses with satisfactory writiea evidence of the change in ownership, including the original recorded muniments of tide (or 2
certified copy of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the extent of the interest 4
assigned, relieve and discharge Lesses of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, ﬂfe right 3‘;_
option to pay rentals shall be apportioned as between the several owners ratabiy, according to the area of each, and failure by one or more of them to pay his share 0
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignes d?a not file a
certified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminatz for failure to pay the entire rental due
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all abiigations, liabilities, and penalties owed to the State by the original lesses or a7y

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

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

of the owner may be forfeited by the Commissioner. An assignment will be trzated as if it wers made 1o the owner of the soil if the assignez is:

(1) a nominee of the owner of the scil; ) y . diary:
(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employes of such a corporation or subsician’s

(3) a partmership in which the owner of the sail is a parmer or is an employes of such a'pa.mmhip; A CERTIFIED COPY
(4) a principal stockholder or employes of the corperation which is the owner of the soil; ¥ [T BEARS THE SEAL OF THE COUNTY &Qﬂff
ATTEST: L - 2Le -7

(5) a partner or employes in a parmership which is the owner of the soil;
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(6) a fiduciary for the owner of the soil; including but not [imited to a guardian, trustee, exccutor, administrator, receiver, o conservator for the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

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

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

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-descxibed land have been included in this instrument, including the
statement of the tue consideration to be paid for the execution of this lease and the rights and duties of the parties. Any collateral agreements conceming the
development of oil 2nd gas fom the leased premises which are not contained in this lease reader this lease mvalid.

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

interests.

32. FORFEITURE. If Lesses shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lessee or an authorized
agent should knowingly make any false return or false report conceming production of drilling, o if Lessee shall fail or refuse to drill any offset well ar wells in good
faith as required by law and the rules and regulations adopted by the Commissicner of the General Land Office, or if Lzssez should fail w file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Offics, the School Land Board, or the Railroad Commission, or if
Lesses should refuse the proper authority acsess to the records permaining to operations, or if Lesses or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Offics a correct log of any well, or if Lessee shall knowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assignment is oot filed in the General Land Offics as required by law, the rights
acquired under this Iease shall be subject 1o forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeiture, and when forfeited the area shail again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this
leasc and all rights thereunder reinstated before the fights of another intervene upon satisfactory svidencs to the Commissioner of the General Land Office of furure
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shail have a first lien upon all oil and gas producsd from the area covered
by this lease to secure paymeat of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the
State, in addition to the lien zrovided by Texas Natural Resources Code 52.136 and any other applicable starutory lien, an sxpress contractual lien on and security
interest in ail leased minerais in and extracted fom the leased premises, all proceeds which may accrue to Lesses from the sale of such leased minerals, whether such
procseds are held by Lesses or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or procsssing of
such |eased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damatges or
loss that Lessor may suffer by reason of Lesses's breach of any covenant or condition of this lease, whether express or impiied. This lien and security interest amayse
foreclosed with or without court procsedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commercs Code. Lzsse= agress tha.ldzh .
Commissioner may require Lesses to execurs and record such insoruments as may be reasonably necessary to acknowledge, artach or perfees this lien. Lessae hewdy
represeats that thers are no prior or supericr liens arising from and relating to Lasses's activities upon the above-described property or from Lassee’s acquisition of
this lease. Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declars this lease forfeited as pm.ﬁ?.#..

herein, Rl
- (]
34. PCOLING. Lszsses is hereby granted the right 1o pool or unitize the royalty interest of the owner of the soil under this lease with any other l:q!hozd’
or mineral inter=st for the exploration, development and production of oil or gas or =ither of them upon the same terms as shail be approved by the School Land k
Board and the Commissioner of the General Land Offics for the peoling or unitizing of the interest of the State under this lease pursuant to Texas Natural Re:;ou:ffs
Cods 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements statad in Texas Na.m.-.:z .

Resources Code 52.152. .

35. INDEMNITY. Lesses hersby releases and dischargss the State of Texas aEd the owner of the soil, their officers, employees, parmers, agenls, *
contractors, subcontractors, guests, invitess, and their respective sucsessors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including snvironmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expeases which are caused by the
activities of Lesses, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lesses on the leased premises
hereunder, or that may arise out of or be occasioned by Lesses's breach of any of the terms or provisions of this Agresment, or by any other negligent or strictly “‘“’f"
act or omission of Lessee. Further, Lesses hereby agress o be liable for, exonerate, indemnify, defead and hold hammless the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including :'ie:th.
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including artomeys fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply mm.ﬂ_ﬂ!( and all
environmental laws; those arising from cr in any way related to Lesses's operations or any other of Lessee’s activities on the leased premises; those arising from
Lesses's use of the surfacs of the leased premises; and those that may arise out of or be occasioned by Lesses’s breach of any of the terms or provisions of this .
Agreement or any other act or omission of Lesses, its directors, officers, employees, parmers, agents, contractors, subcontractors, guests, invitees, and their r!SPGCt;V
successors and assigns. Each assignes of this Agrsement, or an inter=st therein, agress 1o be liable for, exonerate, indemnify, dcf:nd_ and hold ha.:mie;s the S:-atc o
Texas and the owner of the soil, their officers, employess. and agents in the same manner provided above in connection with the activities of Lesses, its omé?é
employess, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATI 0
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD -IEARTY
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination o pollusion of
any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other eavironmen) Medium -
in, on, or undez, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, harrdous materials, hazardous substances (as the term
Substance™ is defined in the Comprehensive Eavironmental Response, Compensation and Liability Act (CERCLA), 42 US.C. Sections 5601, et seq.), or toxic
substances under any federal, state, or local hwntm;ulaﬁonrﬁmdomMauriau').auptotdh:rymmmmonlyused‘mcomionwithonmm
exploration and development operations and stored in the usual manner and quantities. LESSEE'S YIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, P!'N.u.‘r[z&
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS® FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF ma
VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHAL L
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
DINDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Nanural Resources Code 52,171 through 52.190; commonly known as the
Relinquishment Act, and other applicable stanstes and amendments thereto, and if any provisicn in this lease does not conform o these starutes, the statutes will
prevail over aimy nonconforming lease provisions. -

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lesses before it is filed of record in the county records and in the
General Land Offics of the State of Texas. Ounes the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this lease shail
be the date found on Pags 1. ’ ;

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commercs Code, this lease must be filed of record in the office of the County
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This lease is not
etfective undl a certified copy of this lease (which is made and c=ntified by the County Clerk fom his records) is filed in the General Land Office in accordancs with
Texas Narural Resources Code 52.133. Additionally, this lease shall not be binding upon the Stats unless it recites the actual and ue consideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fes shail accompany such certified copy to the General Land Offics. .
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LESSEE 4
BY: Clay Johnson
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STATE OF TEXAS
BY:

Individually and as agent for the Stare of Texas
sole and separate Property SS-

Date:

STATE OF TEXAS

BY:
Individually and as agent for the State of Texas

BY:
Individually and as ag=nt for the State of Texas

Date:

Date:
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STATE OF (CORPORATION ACICNOWT-EDMTD

COUNTY OF.
BEFORE ME, the undersigned antherity, on this day personally appeared i :

known to me o be the person whose name is subscribed to the foregoing instrument, as of :
ﬂmnummmmmmwm_,
f°fmpmos=mdmnﬁwﬁmwwmm:=padqmd.ndameaamdhdotﬂidmm .

Given under oy hand and seal of offics this the day of 19 3
Notary Public in and for
STATECF : (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

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

known 1o me 10 be the person whose name is subscribed to the foregoing instrument, as
and acknowledged to me thar he executed the same
for the purposes and consideration therein expressed, in the capacity stated, and as the act and de=d of said mrporanon.

Given under my hand and seal of office this the day of 519

Notary Pubiic in and for

STATEOF ;:) Larr— - (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF /{ (1 { oo~

Befors me, the undersigned authority, on this day personally appearsd
in his sole and separate property
known to me to be the persens whose names are subscribed to the forezoing inswument, and acknowledged

consideration therein expressed. .
9
19 ?

?)Cff\ day of >\ V\Zl’l.“

Joe Montqomery Brooks, dealing e

to me that they executed the same for the putfc':;es:nd

Given undergpy haad and seal of offce this th - g ettt %
B o AN T AT i
Notary Public, State of Texas P e o
My Commission Expires ; N’ojl;n[ Public uz_.;ﬁd for, 5{"1 1 G f jQN_QU .
09-02-01 : iite
STATE OF w = T i S e . (INDIVIDUAL Acx.\:owmcm'n:"“

county o1 d[&mﬁ(
e Lo, JohMsy)

Befors me, the undersigned authority, on this day perscnally appeared

known to me to be the persons whose names are subscribed to the forezoing inscrument, and acknowledged to me that they executed the same for the purposss and

consideration therein expressed. L’Z
Given under my hand and seal of office this the, d day of W M&;ZX 7
‘E—ENR MONICA MARLOWE Neury Public in and for W

:,-,;;’%, . NOTARY PUBLIC
$ie8 AL jo]  State of Texas

NN




EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN JOE MONTGOMERY BROODS, DEALING IN HIS SOLE AND
SEPARATE PROPERTY, AS LESSOR, AND CLAY JOHNSON, AS LESSEE, AND COVERING 160
NET MINERAL ACRES, MORE OR LESS, ALL IN CULBERSON COUNTY, TEXAS.

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

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

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,
if any, saved between wells, beginning with the second well under this continuous drilling program. If
one well is commenced sooner than 180 days after the completion of the last preceding well, the portion
of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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I11AN HESOUURUES, L.F. ¥

ACQUISmSBl\%ﬁ-\IﬁgngﬁER OF THE GENERAL LAND OFFICE 10/21/98
PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due
. the State of Texas for Paid-Up Oil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
Joe Montgomery Brooks, dealing in his sole & separate
property, Lessor, in favor of Clay Johnson, Lessee,

covering All of Sections 18, 19, 20 & 21, Block 10(9 9 D 1 1 6 9 l

PSL Survey, Culberson County, Texas.

110

Checking Lease Bonus
seee

e Ll
TITAN REEDURCES, L.P.

ACQUISITIOR CHIFSSRRER OF THE GENERAL LAND OFFICE 10/21/98
-:E%;I«-\GON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due
= the State of Texas for Paid-Up Oil & Gas Lease
sseses dated 07/17/98 from the State of Texas by Agent

Joe Montgomery Brooks, dealing in his sole & separate
property, Lessor, in favor of Clay Johnson, Lessee,
covering All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.

Checking Lease Bonus
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IF IT BEARS THE SEAL OF THE COUNTY CLERK \,\ .
ATTEST: // ~ el 5’57

LINDA McDONALD, COUNTY CLERK
CULBERSONLOUNTY, TEXAS

. General Land Office

Relinquishmat Act Lease Form g 7
Revised, September 1997 o Z e« Cggazitsoerury
PAID UP
OIL AND GAS LEASE
THIS AGREEMENT s made aod cpered o ths 17 _day of_Tuly 19 between the State of Texas, acting by and through |
agent, Lee Wayne Moore, Trustee for Pear oore Carter g
of A03 N. Marienfeld
Midland, TX 79701 said agent
. (Give Permanent Address) -
herein referred to as the owner of the soil (whether one or more), and Clay Johnson
203" W: Wall nitas 800 of
d

Snit
Midland, X 7970
(Give Permanent Address)

hereinafter called Lesses.

1. GRANTING CLAUSE. medhmidemiono{memoummdbeb-mdofdumﬁdmtcmenutobepaid.keptmdpcrfomdh,
I:ss:czmderﬂtislme.th:SmotTcaadingbymdmmugh:hcawn::ofmcsoil.hﬂmmlmamdlmmLmhﬁemumdonrypmnf
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telephone lines and other strucnures
thereon, 1o producs, save, take care of, reat and transport said products of the lease, the following lands situated in Culberson Counry, State
of T lo-wit . ’

- Block 100, Public School. Land Survey
Section 18: All
Section 19: All
Section 20: - All
Section 21: All

containing__- 2 , 560 acres, more or less. The bonus :ansidemﬁonpaidfordﬁsléscisafuﬂaws:
To the State of Texss:  TWO Thousand One Hundred Sixty and NO/100------ecu---
Dollars(s___2,160.00 )
To the owner of the soil:_ TWO Thousand One Hundred Sixty and No/100-—-—-——-——ou-o
Dollars(S__2,160.00 ) :
Sk Total bonus consideration: Four Thousand Three Hundred Twenty and No/100------
AR e Dollars(S__4,320.00 )
ﬂf.e:&?a.lbomuconsidemﬁonpaidmprmuabouusof Fifty-four and Nofl00-~s-c=ssmmasms=on

< Dollars (§ 24 .00 ) peracre,on __ 80 net acres.

Pl a1 TERM. Subject to the other provisions in this lease, this |ease shall be for a term of Five (5) vears from this datz
(her¥in &lled "primary term™) and as long thereaster as oil and gas, or sither of them, is produced in paying quantities from said land.
Astesed dn this lease, the term "producsd in paying quantities” means that the receipts from the sale or other authorized commercial use of the substancs(s) coversd

execcdedut of pockst operational expenses for the six months last past.

rovision shown as Paragraph #40.

* : L -
Se?.:l;: C?l d for Pd Up_"Dela ‘"Renj:‘.aw
oft o before niversary date Lesses chall pay or tender to the owner of the soil or to his creditin
the .
31'7::' | o , o its successors (which shall continue as the depository regardless of %s in the ownership of
said land), the amount specified below:t ition, Lesses shall pay or tender to the COMMISSIONER OF THE GENERAL ICE OF THE STATE OF
TEXAS, AT AUSTIN, TEXAS, a like sum on re said date. Payments under this paragraph shall operatz as a shall cover the privilege of defeming

the commencement of a well for one (1) year from sai . Payments under this paragraph shall be in the follg amounts:

To the owner of the soil:

Dollars (5 ><" )
To the State of Texas:

Dollars (S il S
Total Rental: i TN
Dollars (S

Zods of one (1) year cach during
this lease, and may b¢

In a like manner and upon like
iquidaie, fail of



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

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also ag 3))

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

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

®B) NON PROCESSED GAS. Royalty on any gas (including fared gas), which is defined as all hydrocarbons and gascous substances not defineq
as oil in subparagraph (A) above, producsd from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office, such value to be based on the highest markst price paid or offersd farpsofeomplnbtgqumyh
the general area where produced and when run, or the gross price paid or offered to the producsr, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry ar the time of testing. ~

© PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
preduction of residue gas anributable to gas produced Som this lease, and oa fifty percent (S0%), or that percent accruing to Lesses, whichever is the greater, of the
toeal plant production of liquid hydrocarbons antributable to the gas producsd from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lesses (or its parent, subsidiary or affiliat) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party processing gas through such plant under a processing agresment aegotar=d at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocartons) 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 prics 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 besn duc had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other zroducts producsd or manufactursd Som gas (excepting liquid hydrocarbons)
whether said gas be "casinghead,” *dry,” or any other gas, by fractionating, burning =r any other procsssing shail be 3/15 part of the
gross production of such products, or the markst value therzof, at the option of the owner of the soil or the Commissioner of the General Land Office, such market
value to be detzrmined as follows: 1) on the basis of the highest market price of each product for the same month in which such product is produczd, or 2) on the
basis of the average gross sale price of sach product for the same month in which such products are produced; whichever is the greater.

5. MINIMUM ROYALTY. During any year aiter the expiration of the primary term of this lease, if this lease is mainuined by production, the reyalues
paid under this lease in no cvent shall be less than an amount equal to the total annual delay rental berein provided; otherwise, thers shail be due and payat.:haor
before the last day of the month succeeding the anniversary date of this lease a sum 2qual to the total annual rental less the amount of royalties paid duringth®e e *
precsding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be ong

dollar ($1.00) per acre.
. @

o se
6. ROYALTY IN KIND. Notwithstanding any other provisicn in this lease, at any time or fom time to time, the owner of the scil or the Comqniss:o::cr
of the General Land Offics may, at the opticn of zither, upon not less than sixty (60) days notice o the holder of the lease, require that the payment of anygroyaities
accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office's right to take its foyally in

kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office’s rights or Lessee's obligations, whether express or.i?.?:liei
.

under this lease.
. etee

7. NO DEDUCTIONS. Lesses agress that all royalties accruing under this lease (including those paid in kind) shall be without deduction for Sequvof
producing, gathering, storing, separating, treating, dehydrating, compressing, procsssing, ransporting, and otherwise making the oil, gas and other products  *°
herzunder ready for sale or use. Lesses agress to compute and pay royalties on the gross value recsived, including any reimbursements for severance taxes and
production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall 5e payable on any gas as may represent this lease's proportionate share of any fuel used o
process zas producsd hereunder in any procsssing plant. Norwithstanding any other provision of this lease, and subject to the written coasent of the owner of thf soil
and the Commissioner of the General Land Office, Lesse= may recycle gas for gas lift purposes on the leased premises or for injection into any oil or gas groducing
formation underlying the leased premises after the liquid hydrocarbons contained in the gas have bezn removed; no royalties shall be payable on the recycled 235
until it is produced and sold or used by Lesses in a manner which entitles the royaity owners to a royalty under this lease.

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

be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on 0il is due
alty on gas is due and
affidavit of the
d disposition of
jon, disposition

Payment of royalty on production of oil and gas shall 2 :
and must be recsived in the General Land Office on or before the Sth day of the second month succesding the month of producticn, and roy

must be received in the General Land Offics on or befors the 15th day of the second month succezding the month of production, accompanied by the
owner, managsr or other autherized agent, completed in the form and manner prescribed by the General Land Officz and showing the gross amount an
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 zross product



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 Offics may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall pe
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Office lease number the muu:ofmyuqbdn‘
pa.idoneac:‘nlease. lfl.esseepmhismy:ltyonwbefamthkty@ﬂ)dmM&mﬂqmw&g“@xma%ofﬂmﬂnnﬂqg
$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty duc or $25.00 whichever is gregrer.
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 overdye.
Arﬂdaviuandsupporﬁngdoann:nuwhichmmﬁledwhendwshzﬂinanapcualtyhmmmwmwmﬂmgmmimzﬁwmhwmh
effective on the date when the affidavits or supporting documents were due. The Lesses shall bear ail responsibility for paying or causing royalties to be paid as
prescribed by the due date provided herein. hym:moﬁhedcliuqmypeulry:hﬂhmwzyopcmmmhibit:thme'sﬁgluoffor&imuupmvidedbth
nor act to postpone the date on which royalties were originally due. The above penalty provisions shall oot apply in cases of title dispute as to the State’s portion of
the royalty or to that portion of the royalty in dispuzz as to fair market value. B} .

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish the Commissioner of the General Land Office wity
its best possible estimate of oil and gas reserves undertying this lease or allocable to this lease and shall furnish said Commissioner with copies of all contracts under
whichpsissoldotpmdmdﬂlmbsequ:n:amndamcndmnmmchcumwiﬁinthhty@ﬂ)daysaﬂa:nmﬁlgimowmkingsuhm
agreements or ameadments. Such contracts and agreements whea received by the General Land Office shall be held in confidence by the General Land Offics unless
otherwise authorized by Lessee. All other contracss and records pertaining to the production, transportation, sale and marketing of the oil and gas produced oa said
premises, including the books and accounts, reczipts 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 Govemcr, or the representative of amy of them

(B) PERMITS, DRILLING RECORDS. Written notice of all operations oa this lease shall be submitt=d to the Commissioner of the General
Land Office by Lessee or operator five (5) days before spud date, wockover, re-entry, temperary abandonment or plug and abandonment of amy well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submitted to the Texas Railrcad Commission or amy other governmental
agency shall inciude the word “State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying wells, tank batteries or other associated improvements to the land must also include the word *State.* Lesses shall supply the General Land Office with
any records, memoranda, acsounts, 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. Lesses shall have an electrical and/or radicactivity survey made on the
bore-hole section, from the base of the surface casing 10 the total depth of well, of all wells drilled on the above described premises and shall Tansmit a true copy of
the log of each survey on each well to the General Land Office within fifteen (15) days after the making of said survey.

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and producticn
of oil or gas on said land, L=ssee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual producticn of oil or
8as Som the leased premises such production thereof should cease from any cause, this lease shail sot terminate if on or before the sxpiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lesses commenceas additional drilling or reworking operations thereon, or pays or tenders the next
anpugl delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
ml‘!.‘n:.lglﬂd and abandoned, or the production of oil or gas should cease for any cause, Lesses's rights shall remain in full fores and effect without further operations
un;.ll the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lesses may maintain this
lnafc ‘yscnducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
pmc:ucu'on under Paragraph 13. Should the first well or any subsequent weil drilled on the above described land be compicted as a shut-in oil or gas well within the
primary term hercof, Lessee may resume payment of the annual reatal in the same manner as provided herein on or before the rental paying date following the
cxfitdba of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure o maks such paymeat, this lease shall ipso facto
terffinatd. If at the expiration of the primary term or any time thersafter a shut-in oil or gas well is located on the leased premises, payments may be made in

agettdange with the shut-in provisions hercof.
- .o

. 12. DRILLING AND REWCORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
pro€ueet on said land, but Lesses is then engaged in drilling or reworking operations thereon, this lease shail remain in forcs so long as operations on said well or for
driidimg er reworking of any additional well are prosecuted in good faith and in workemanlike manner without interruptions totaling more than sixty (60) days during
any one swch operation, and if they result in the production of oil and/cr gas, so long thersafter as oil and/or gas is produced in paying quantities Som said land, or
pa¥¥eht of shut-in oil or 3as well royalties or compensatery royalties is made as provided in this lease.

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well® means any well that has bezn assigned a well aumber by the state agency havir{g
jurisdiction over the producticn of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained n
force and effect, a weil capable of producing oil or gas in paying quantitics is located on the leased premises, but oil or gas is not being preduced for lack of suitable
production facilities or lack of a suitable markzt. then Lessee may pay as a shut-in oil or gas royalty an amount equal tg.double the _RE'W Gvided/iny the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 ‘ Ey!s !eascgjis not 'spc } pﬁrdélh?iiﬂﬂl /Z*‘*?’-‘-
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar (51.00) per acrz. To be effect _FEe uat sh W'—” t yalty (7
A CULBERSON civ’S'n? ?,';LLE;LER‘
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce il or gas from the leased premises, or (3) 60 days
after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2)
to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-ia oil or gas royalty is paid, the lease shall be considered 1 e
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term., or from the first day of the month
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the ;
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by paymeat of the shut-in oil or gas royalty, oil or gas is sold ang
de!ivmdinpayingqmntiﬁs&cmawelllouudwiminancmomd(l,ooo)hzofmeluudmtmimndmplmdhmemepmdxhzmvoir,mhw - 3
c-.seinwhi:hdr:.inagcisoccuning.meﬁghtmccnﬁnnetomainnin:heIeasebypayin;theshm—inoi]orgumyﬂ!ymmbmmclwemanme&m.
for the remainder of the year for which the royaity has been paid. The Lesses may maintain the lease for four more successive years by Lesses paying
royalty at the royalty rate provided in the lease of the market value of production from the well mingd:cdﬂinmorwhichiscomplemdinﬂumgmm
reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas i
produced fom the well causing the drainage or that is completed in the same producing reservoir and located within oae thousand (1,000) fet of the leased premises
IfmecampemaoryroyﬂtypaidinauylZ-mondtpaiodkinaammlmmanrheamuﬂshm-inoilorgnsmyalty.lmxshallpzyznmequﬂmme
difference within thirty (30) days from the end of the 12-month period. Compensatory royalty paymeats which are not timely paid will accTue penalty and interest in
accordance with Paragraph 9 of this lease. None of these provisicas will relieve Lessee of the obligation of reasonable development nor the obligation to dril] offser
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner’s written approval, the

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

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

(A) VERTICAL. In the cvent this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall thea terminare
as 10 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 preducing in paying quantities (including 2 shut-in oil or gas well as provided in Paragraph 14 hereof), or 2 well upon which Lesses is then engaged in
continucus drilling or reworking operations, or (2) the number of acres included in a producing pocied unit pursuant to Texas Natural Resources Code  52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commissicn of Texas, or amy successor agency, or other governmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicabie field rules are changed or the well or wells located thereon are reclassified so that less acreage is
thersafter allocated o said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not therzafter allocat=d to said well or wells for
production purposes. Notwithstanding the termination of this lease as o 1 portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress to and egress from the lands still subjecs to this lease for all purposes described in Paragraph 1 hersof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities cn, over and across all the lands described in Paragraph | hereof (“the retained lands”), for access to and from the
retained lands and for the gathering or transportation of oil, gas and other minerals producsd fom the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall further
terminate as to all depths below 100 fect below the total depth drilled (hereinafter *dezper depths™) in cach well located on acreage retained in Paragraph 16 (A)
above, unless on or before two (2) years after the primary or extended term Lessee pays an amount squal 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 desper depths, and said e
termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quandties Jom such desper u'cpﬁ:!. 2

covered by this lease.
L -

L .
(C) IDENTIFICATION AND FILING. The surface acreage retained hercunder as to each well shall, as nearly as practical, be in the form of a square with
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Offics. Within thirty (30) days after partial
termination of this lease as provided herein, Lesses shall exzcutz and record a release or releases containing a satisfactory lezal description of the acreage arpd/er 5
depths not retained hersunder. The recorded release, or a certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee P'E“ﬁs‘d
by the General Land Office rules in ¢ffect on the date the release is filed. If Lessee fails or refiises 0 execute and record such release or releases within ninl.q It 18
days after being requested to do so by the General Land Offics, then the Commissioner at his sole discretion may designate by writen instument the acrsags and/br
depths (o be released hersunder and record such instrument at Lesses's expense in the county or counties whers the lease is located and in the official :ecords.af.ﬂ!:
L]

General Land Office and such designation shall be binding upen Lesses for all purposes.
LA L X ]

17. OFFSET WELLS. Neither the bonus, delay reatals, nor royalties paid, or to be paid, under this lease shall relieve Lesses of his obligation «§ gigiest
the oil and gas under the above-described land from being drained. Lesses, sublesses, recsiver or other agent in control of the leased premises shall driil as*manye
wells as the facts may justify and shail use appropriate means and drill to 3 depth necessary (0 preveat undue drainage of oil and gas from the leased premises. In
addition, if oil and/or gas should be producsd in commercial quantities within 1,000 fest of the leased premises, or in any case where the leased premises is being
drained by preduction of oil or gas, the Lesses, sublesses, recziver or ather agent in conwol of the leased premises shall in good faith begin the drilling of 3 well or
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 fest of the leased premises start producing
in commercial quantities and shall prosecute such drilling with diligeacs. Failure to satisfy the starutory offset obligation may subject this lease and the owner aof the
soil's agency rights to forfeiture. Only upon the determination of the Commissioner of the General Land Office and with his written approval may the payment of
compensatory royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.

18. FORCE MAJEURE. If, after a good faith effort, Lesses is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, strikes, acts of God, °r_
any valid order, rule or rezulation of zovernment autherity, then while so preventsd, Lessee's obligation to comply with such covenant shall be suspended and Lesses
shall not be liable for damages for failure to comply with such cavenants; additionally, this lease shall be extended while Lasses is prevented, by any such cause,
from conducting drilling and reworking operations or from producing oil or gas from the leased premises. However, nothing in this paragraph shall suspend the 1
payment of delay rentals in order to maintain this lease in ¢ffzct during the primary term in the absencs of such drilling or reworking cperations or production of oi

or gas.



19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises. If the owmier of the soil defaulis in
payments owed on the [eased premises, then Lessee may redeem the rights of the owner of the 50il in the leased premises by paying any mortgage, taxes or other liens
on the leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lesses may recover the cost of these payments fom the
reatal and royalties due the owner of the soil.

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the aboye
descﬁbedlmd.whztherormtlm'sinwisspedﬁedb:n:in.unnthcruyaltiasandmmlha:inpmid:dmbepaidmtbenmofthemil:hanbepaidmhh
in the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided 1o be paid to the Commissioner of the
Geaeral Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or rental due to the Commissioner of
the General Land Office, Lesses or his authorized representative must submit to the Commissioner of the General Land Office a written statement which explains the
discrepancy between the interest purportedly leased under this lease and the actual interest owned by the owner of the soil. The Commissioner of the General Land
Office shall be paid the value of the whole production allocable to any undivided interest not covered by a lease, less the proportionate development and production
cost allocable o such undivided interest. However, in no cvent shall the Commissioner of the General Land Office reczive as 2 royalty on the gross production
allocable to the undivided interest not lcased an amount less than the value of one-sixteenth (1/16) of such gross. production.

(B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundaries
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Natural Resources Code Sections 52.151-52.154, or
if, at any time after the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the total amount described herein,
paymeats that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, surrendered, or otherwise severed, 5o that
payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the,
boundaries of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retined and covered by this lease.

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

without the prier consent of the owner of the soil.

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

23. PIPELINE DEPTH. Whea requestzed by the owner of the soil, Lesses shall bury its pipelines below plow depth.

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

25. POLLUTION. In developing this area, Lessee shall use the highest degres of cars and all proper safeguards to prevent pollution. Without limiting the
foregoing, pollution of coastal wetlands, nanural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficieat to prevent
spiilage, sezpage or ground water contamination. In the zvent of pollution, Lesses shall use all means at its disposal to recaprure ail escaped hydrocarbons or cther
pollutant and shall be responsivie for all damage to public and private propertics. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank baeries 50 as o protect livestock against loss, damags or injury; and upon completion or abandonment of any well or wells, Lessez shail fill and level all
slush pits and csllars and completely clean up the drilling site of all rubbish thereon. Lesses shall, while conducting operations on the leased premises, keep said
premises free of all rubbish, cans, boales, paper cups or garbage, and upon completion of operations shall restore the surface of the land to as near its original
condjtjon and contours as is practicable. Tanks and equipment will be kept paint=d and preseatable.

L L

* *°  26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesses shall have the right to remove machinery and fixtures placed by
Le3de"on the leased premises, including the right 1o draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
les® unfess the owner of the soil grants Lesses an extension of this 120-day period. However, Lesses may not remove casing from any well capable of producing oil
and %as in paying quantities. Additionally, Lesses may not draw and remove casing until after thirty (30) days wrizten notics o the Commissioner of the General
LaA&ThGce and to the owner of the soil. The owner of the scil shall become the owner of any machinery, fixtures, or casing which ars not timely removed by Lesses
un&er th®terms of this paragraph.

e .

e *e%27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of cither party to this
leasemay be assigned, in whole or in part, and the provisions of this lease shail extend to and be binding upon their heirs, devisees, legal representatives, successors
andeassigns. However, a change or division in ownership of the land, reatals, or royalties will oot enlarge the obligations of Lessee, diminish the rights, privileges
anUecsmacs of Lesses, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lesses. And no change or
division im ownership of the land, rentals, or royalties shall bind Lesse= for any purpose until thirty (30) days afer the owner of the soil (or his heirs, devisess, legal
refd2chtalives or assigns) fumishes the Lesses with satisfactory written evidence of the change in ownership, including the original recorded muniments of tile (or 3
certified copy of such original) when the ownership changed because of a conveyance. A total or partial assignment of this lease shall, to the extent of the mlfmﬂ
assigned, relieve and discharge Lesses of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the aceage, tI:zc right and
opticn to pay rentals shall be apportioned as between the several owners ratably, according to the area of sach, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignes does not §le 3
certified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligations, liabilities, and penalties owed to the Statz by the original lesses or 0¥

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

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

(1) a nomines of the owner of the soil; i
(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employes of such a :iregg%z;gfzzgréggsadlw.
(3) a parmership in which the owner of the scil is a parmer or is an employse of such a parmershiy 1T BEARS THE SEAL OF THE COUNTY CLE‘LK

(4) a principal stockholder or employee of the corperation which is the owner of the soil; [ - ZL - 27
(5) a partner or employes in a parmership which is the owner of the soil;

LINDA McDONALD, COUNTY GLERK
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(6) afiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, adminisgrator, recciver, or conservator r“]hg.
owner of the soil; or
(7) afamily member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditicns contained in this paragraph and Paragraph 29, Lessee may at any time exscute mdddivamlhcmaofmnn '
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion or portions, ad be
relieved of all subsequent obligations as to acreage surrendered. If any part of this lease is properiy surrendered, the delay rental due under this lease shall be reduced
by the proportion that the surrendered acreage bears to the acreage which was covered by this lease immediately prior to such surrender; however, such release will
oot relieve Lesses of any liabilities which may have accrued under this lease prior to the surrender of such acreage. .

29. FILING OF ASSIGNMENTS AND RELEASES. If all or any part of this lease is assigned of released, such assignment or release must be recorded in
the county where the land is situated, and the recorded instrument, or a copy of the recorded instrument certified by the County Clerk of the county in which the
instrumeat is recorded, must be filed in the General Land Office within 90 days of the last execution date accompanied by the prescribed filing fee. If any such
assignment is not 5o fled, the rights acquired under this lease shall be subject to forfeiturs at the option of the Commissioner of the General Land Office.

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land have besn included in this instrument, includiag the
statement of the true consideration to be paid for the executicon of this lease and the rights and duties of the partics. Any collateral agresments conceming the
development of oil and gas from the leased premises which are not contained in this lease render this lease mvalid.

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

interests.

32. FORFEITURE. If Lesses shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lesses or an authorized
agent should knowingly maks any false retumn or false report conceming production or drilling, oe if Lessee shall fail or refuse to drill any offset well or wells n good
faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or if Lesses should fail w file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Office, the School Land Board, or the Railroad Commission, or if
Lesses= should refuse the proper authority access to the records pertaining to operations, or if Lesses or an anthorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lessee shall knowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Offics as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeiture, and when forfeited the area shail again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic temination 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 ancther intervene upon satisfactory svidence 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 hersto.

33. LIEN. In accordance with Texas Natural Resources Code $2.136, the State shall have a first lien upon all oil and zas producsd from the area caversd
by this lease to secure payment of all unpaid royalty and other sums of meney that may become due under this lease. By accsptancs of this lease, Lesses grants the
State, in addition to the lien provided by Texas Natural Resources Cade $2.136 and any other applicable statutory lien, an express :cagactual lien on and security
interest in all leased minerals in and extracted from the leased premises, all procesds which may accrue 1o Lessee from the sale of such leased minerals, whether such
procezds are held by Lasses or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or procassing of
such leased minerals in order to secure the payment of all royalties or other amounts due or to becorze due under this lease and ' secure payment of any damages or
loss that Lessor may suffer by reason of Lesses's brzach of any covenant or condition of this lease, whether express or implied. This lien and security interesy aybe
foreclosed with or without court procsedings in the manner provided in the Tide 1, Chapter 9 of the Texas Business and Commercs Code. Lesses agrees umi the o
Commissioner may require Lesses to execute and record such insquments as may be reasonably necsssary to acknowledge, artach or perfect this lien L::s:i §g=.b:(
represents that there are no prior or superior liens arising from and relating to Lesses's activities upoa the above-described property or fom Lasses’s acquisiion of s
this lease. Should the Commissioner at any time determine that this representation is not true, thea the Commissioner may declars this lease forfeited as prmrid%f
herzin.

LA LR}
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34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other feascheéld

or mineral intersst for the exploration, development and production of oil or gas or zither of them upon the same terms as shall be approved by the School fand®*® |
Board and the Commissioner of the General Land Offics for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Réouress
Code 52151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requircments stated in Texas Naturale

Resources Code 52,152, cene

L]
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35. INDEMNITY. Lessee hersby releases and discharges the State of Texas aEd the owner of the soil, their officers, employess, parmers, ageats,
contraciors, subcontractors, guests, invitess, and their respective successors and assigns, of and from all and any actions and causes of action of svery natule, 8 fiher
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expeases which are caused by the
activities of Lesses, its officers, employess, and agents arising out of, incidental o, or resulting from, the operations of or for Lesses on the [eased premises .
hereunder, or that may arise out of or be occasioned by Lesses’s breach of any of the terms or provisions of this Agreement, or by any other negligeat or strictly "ab!°
act or omission of Lessee. Further, Lesses hereby agress to be liable for, exonerate, indemnify, defead and hold harmless the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilitics, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including anomeys’ fees and
other legal expenses, including those relar=d to environmental hazards, on the leased premises or in any way related to Lesses’s failure to comply with any and all
environmental laws; those arising fom cr in any way related to Lesses"s operations or any other of L=sses’s activities on the leased premises; those arising ﬁpm
Lesses's use of the surfacs of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee, its directors, officers, employess, parmers, agents, CONTICtors, subcontraciors, guests, invitess, and their respectve
successors and assigns. Each assignes of this Agresment, or an intersst therein, agress to be liable for, exonerate, indemnify, defend and hold harmiess the State of
Texas and the owner of the soil, their officers, employees. and agents in the same manner provided above in connection with the activities of Lesses, its ofﬁcﬂ'S-
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND'\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARDTO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



36. ENVIRONMENTAL HAZARDS. Lessez shall use the highest degree of care and all reasonable safeguards to prevent conamination or pollution of
any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other medium -
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lesses shall not bring or permit to remain on the leased premises any asbestos 3
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term
Substance” is defined in the Compreheasive Eavironmental Response, Compensation and Liability Act (CERCLA), 42 US.C. Sections 9601, et seq.), or toxic
subsuances under any federal, state, or local law or regulation (“Hazardous Materials™), exczpt ordinary products commonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE’S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PDIALTES_
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF MmaA
VIOLATION OF THE FOREGOING PROHRIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS OoN,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREDMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEY
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOYERNMENTAL -
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

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

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

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerczs Code, this lease must be filed of record in the office of the County
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Offics. This lease is not
efTective until a centified copy of this leasz (which is made and centified by the County Clerk from his records) is filed in the General Land Offics in aczordancs with
Texas Narural Resources Code §2.183. Additionally, this lease shall not be binding upon the State unless it recites the actual and Tue consideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fes shall accompany such certified copy to the General Land Offics. =

@VZ»@/

LESSEE /
BY: Clay Johnson
s TITLE: f
. ae
.ao:-. DATE: géyy
(L] .

STATE OF TEXAS

/ 4 . . e
/'{_\'\ " /j/}/l/7' [ //, BY: -
i Stake of T 4 Individuaily and as agent for the State o
h ? oree, ;\Trzgousa{:uee/for Pearl Moore Carter uécsgk—
.1

Lee
Dau:? —_ Q Date:
srew t
.!... /
STATRGF TEXAS STATE OF TEXAS
BY: BY:

Individually and as agznt for the State of Texas Individually and as agent for the State of Texas

Date:

Date:

A CERTIFIED cop
IF IT BEARS THE SEAL OF THE COUNTY g.s\:?r(
) ” / [

ATTBST. /77 - 7/ .

LINDA McDONALD COUNTY
\ Mcl D, COU C
CULBERSQY (ZO\IPJTY,\1 [XASLEPK

- BY 2z ,%z/*rC//.,{:{://_’y DEP



STATE OF (CORPORATION ACKNOWLEDGMEN'Q

COUNTY OF

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

hmwnhm:mbedupaunwboumkmbm‘bedmﬂmtnr-epin.hsumn
mwmmmemummm )
for:hepu:pos:undmmdammﬂamaprmdmhmmd.mdnﬁ:nmddudotmdwm

Given under my hand and seal of office this the day of ;19 3
Notary Public in and for
STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

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

bmmmmhmcmwbsemkmbmhdmmefouminghsma
and acknowledged to me that he executed the same

for the purposes and consideration thersin expressed, in the capacity stated, and as the act and de=d of said corporation.

Given under my hand and seal of office this the day of 519

: Notary Pubiic in and for

STATEOF /rr’,'\[ﬁ S bk (INDIVIDUAL ACKNOWLEDGMENT)
counntvor_J )| AJaonad
Befors me, the undersigned authority, oa this day personally appeared_ T 'ee Wavne Moore, Trustee for e
. . o

Pearl Moore Carter

—te »
known o me to be the persons whose names are subscribed to the foregoing instument, and acknowiedged to me that they exscuted the same for the purpesss and
L -

consideration therein expressed. (Q _f«)(,. 7N LQ C] Q r Vi
Given under my hand and seal of office this the 7 “ dayof \Z_, -jﬂw AL A - #it2 Z .-.:.
T ATk Gua A Edan e e
Fo-\’ .‘_%;\ pATRIC]A i BANE == (LS
i s> i NOTARY PUBLIC Notary Public in and for e e
m,- N 1;:, State of Texas =
92" Comm, Exp 08-28-2000 grees,
STATE OF_J S KATT v il (INDIVIDUAL ACKNOWLEDGMENT) *seee

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

COUNTYOFJW!MM I

known to me to be the persons whose names ars subscribed o the foregoing insgrument, and acknowledged to me that they sxecuted the same for the purposss and

consideration thersin expressed. 4
. A S W 19 9 ]

Given under my hand and seal of office this the ¥ —
A g Foa \"¥
pN "v MONICA- MARLOW“
‘ 9 &\ 'NOTARY. PUBLIC Notry Public inand for____/ <CA LT
o State of Texas

%y’ Comm. Exp. 10-30-99 2
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN LEE WAYNE MOORE, TRUSTEE FOR PEARL MOORE CARTER
AS LESSOR, AND CLAY JOHNSON, AS LESSEE, AND COVERING 80 NET MINERAL ACRES,
MORE OR LESS, ALL IN CULBERSON COUNTY, TEXAS.

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

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

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,
if any, saved berween wells, beginning with the second well under this continuous drilling program. If
one well is commenced sooner than 180 days after the completion of the last preceding well, the portion
of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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I1TAN HESUUHULES, L.F.

ACQUISTIEN GRIFSKISRER OF THE GENERAL LAND OFFICE 10/21/98
PARAGON tl?.99:Leas'e Bonus Payment in full of 1/2 Lease Bonus Consideration due
the State of Texas for Paid-Up Oil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
Pearl Moore Carter, by Lee Wayne Moore, Trustee,
Lessor, in favor of Clay Johnson, Lessee, covering
All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.
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Clfecking Lease Bonus
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TITANRESDURCES, L.P.

ACQUISITIQRMUIFHISIAER OF THE GENERAL LAND OFFICE 10/21/98
o PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due
R ER the State of Texas for Paid-Up Oil & Gas Lease
.:...E dated 07/17/98 from the State of Texas by Agent

Pearl Moore Carter, by Lee Wayne Moore, Trustee,
Lessor, in favor of Clay Johnson, Lessee, covering
All of Sections 18, 19, 20 & 21, Block 100,

PSL Survey, Culberson County, Texas.
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General Land Office § LINDA McDONALD, COUNTY CLERK

Relinquishmnt Act Lease Form P CULBERSON COUNTY, TEXAS

Revised, September 1997 P4 M

PAID UP v LECor g e peputy
OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this_1 7 day of, July 19_QR , berween the State of Texas, acting by and through its
agent,_ Montebev,., Inc.

of 16801 Addisaon RA4 Suite 200

Dallas, TX 75248 said ageat
(Give Permanent Address) 3
herein referred to as the owner of the soil (whether one or more), and Clay Johnson

203" W: Wall, Suit
Midland TY 7970
(Give Permanent Address)

e ROO of
-

hereinafter called Lessee.

1. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements to be paid, kept and performed by
Lessee under this lease, the State of Texas acting by and through the owner of the soil. bereby grants, leases and lets unto Lesses, for the sole and only purpose of
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations, telepbone lines and other structures
thereon, to produce, save, take care of, reat and transport said products of the lease, the following lands situated in Culberson County, State
Ok iy s Block 100, Public School Land Survey '
Section 18: All
Section 19: All
Section 20: - All
Section 21: All

contining__. 2,56 Q acres, more or less. The bonus consideration paid for this lease is as foilows:

To the State of Texas: eventee d Tw i -
Dollars (S 17,280.00 )

R To the ownerof the soil: Seventeen Thousand Two Hundred Eighty and No/100---
.‘"‘: Dollasi(®. 17,280.00 )
feut 2 Total bonus consideration: Thirty-four Thousand Five Hundred Sixty and No/100-
. Dollars (S 34,560,00 )
LA TN m
ﬁ”&dbonusmid:zﬁonpaidmpmuabonmaf Fifty-four and NO/ TS v st o s
e 3 Dollars (S 54.00 ) perace,on _640 net acTes.
L (X ] .
B w1t TERM. Subject to the other provisions in this lease, this lease shall be for a term of Five (5) years from this datz

i@ called "primary term™) and as long thereaster as oil and gas, or cither of them, is produced in paying quantities fom said land.
4 in this lease, the term “produced in paying quantities” means that the receipts fom the sale or other authorized commercial use of the substance(s) coversd
exceed,out of pockst operational expenses for the six months last past.
*S€d''Exhibit "A" attached for Pd-Up

- - [T 170 s omm

Delay Rental Provision shown as Paragraph #40.

on or before suthagniversary date L:ss:-:.shall pay or tender to the owner of the soil or to his credit in

the

the commenczmentof a well for one (1) year from sal

To the owner of the soil:
Dollars (S
To the State of Texas:
Doilars (S e
Total Renatal:
Dollars (S

In a like manner and upen like pawnTEats or tenders annually, the commencement of a well may be further deferred for sucs eriods of one (1) year cach during
the primary term. All pa s or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assigneg of this Icas.e. a_nd may _5=

delivered on grbefbre the rental paying date, If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend bisiness, liquidate, fail or
ged by another bank, or for any reason fail or refuse to accept rental, Lesses shall sot bc_: held in det‘au.lt_ for failure to make such payments 0 ders of




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

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also a5 all

condensate, distillate, and other liquid hydrocarbens recovered Som oil or gas run through a separator or other equipment, as hereinafter provided, shail be
3418 part of the gross production or the market valoe thereof, at the option of the owner of the soil or the Commissioner of the

General Land Offics, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a liks type and gravity in the general area where produced and whea run, or 2) the highest market price thereof offered or paid in the
general arca where produced and whea run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lesses agress that before any gas produced from the
leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recovered. The requirement that such 22s be nm
through a separator or other cquipment may be waived in writing by the royalty owners upon such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gascous substances oot defined
as oil in subparagraph (A) above, produced fom any well on said land (except as provided herein with respect to gas processed in a plant foe the extraction of
gasoline, liquid hydrocarbons or other products) shail be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Offics, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and whea run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shail not az any time excesd 14.65 pounds per square inch absolute, and the standard base temperarure shall be sixty (60)
degrees Fahrenheit, correction to be made for pressurs according o Boyle's Law, and for specific gravity according to tests made by the Balancs Method or by the
most approved method of testing being used by the industry at the time of testing.

© PRCCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extractzd or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
preduction of residue gas atributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lesses, whichever is the greater, of the
total plant production of liquid hydrocarbons amributable to the gas producsd from this lease; provided that if liquid hydrocarbons are recovered from gas processed
in a plant in which Lesses (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percant accruing to a third party processing gas through such plant under a processing agreement aegotiated at arm's length (or if thers is no such third
party, the highest >ercent then being specified in processing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue gas
and ca liquid hyc:ocarbons shall be determined by 1) the highest market prics paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area, or 2) the gross prics paid or offered for such residue gas (or the weighted average gross selling prics 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 beza due had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products producsd or manufactured Som gas (excspting liquid hydninlbw
whether said gas be "casinghead,” “dry,” or any other gas, by fractionating, buming or any other procsssing shall be - 3/18 st of the
gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such atuktt_
value to be determined as follows: 1) on the basis of the highest market price of each product for the same month in which such product is produczd, or 250 ths
basis of the averags gross sale prics of sach product for the same month in which such products are produced; whichever is the greater. .

[T )

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royaltics
paid under this lease in no event shall be less than an amount squal to the total annual delay rental bersin provided; otherwise, there shail be due and payable on or
before the last day of the month succ=eding the anniversary date of this lease a sum equal to the total annual rental less the amount of royalties paid during e e
preceding year. If Paragraph 3 of this lease does not specify a delay reatal amount, then for the purposes of this paragraph, the delay reatal amount shall be’che 8

dollar (31.00) per acre. sese
.

.

6. ROYALTY IN KIND. Norwithstanding any other provision in this lease, at any time or fom time to time, the owner of the soil or the Commis$ibfte¥
of the General Land Officz may, at the option of zither, upon not less than sixty (60) days notice to the holder of the lease, require that the payment of any royalties |
accruing to such royalty owner under this lease be made in kind. The owner of the soil’s or the Commissioner of the General Land Office's right to take its n.wah.‘y*ﬂ
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express or implied.

under this lease.

7. NO DEDUCTIONS. Lesses agrees that ail royaities accruing under this lease (including those paid in kind) shall be without deduction for the ccst-d'
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, zn'd otherwise mak.ing the oil, gas and other producs
hersunder ready for sale or use. Lesses agrees 1o computs and pay royalties on the Zross value recsived, including any reimbursements for severance taxes and

production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionatz share of any fucl used 0 o
process zas producsd hersunder in any procsssing plant. Norwithstanding any other provision of this lease, and subject ta the written consent of the owner of :hf 501
and the Commissioner of the General Land Office, Lesses may recycle gas for gas lift purposes on the leased premises or for injection into any oil or gas producing
formation underlying the leased premises aer the liquid hydrocarbons contained in the gas have besn removed; no royalties shall be payable on the recycied 335
until it is produced and sold or used by Lesses in 2 manner which entities the royalty owners to a royalty under this [ease.

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules curreatly provide that royalty on gil is due
and must be rec=ived in the General Land Office on or before the Sth day of the second month succeeding the month of production, and royaity on gas is due mf -
must be received in the General Land Offics on or befors the 15th day of the second month succesding the month of prcductjo[-\, accompanied by the :.fﬁ?avtls;ion f
owmer, manager or other autherized agent, completed in the form and manner preseribed by the General Land Offics and shovimg.thc gross amount anc_i d'sif:?sposition
all oil and gas producsd and the market value of the oil and gas, together with a copy of all documents, records or reports confirming the gross preduction,



and market valuc including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines,

or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Ex.hmrllfrptymmuuwe
ummpuﬁedhyachecksmb.schcdnle.nunmworodmrmdmldviusbowingbythmiudmLmdotﬁcelmenumbcrlhemmofmgyk;n‘
paid on each lease. lfl.meep.yshismyﬂtyonutbefonthmcmdmaﬂu&cmyﬂqmwu&qmmmapmﬂwﬂfﬂ’wnhmw
$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or 525.00 whichever is grearer
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 overdye.
AfﬁdavinmdsupponingdoqmnwhichmmtMwhcndush:ﬂinm:pmﬂqhnmmmbyhﬁmﬂLmﬂOﬁmemkmh
effective on the datz whea the affidavits or supporting documents were due. The Lessee shall bear il respounsibility 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 1o prohibit the State's right of forfeiture as provided by |aw
nor act to postpone the date on which royalties were originally due. The above penalty provisioas shall sot apply in cases of title dispute as to the Stae’s portiog of
the royaity or to that portion of the royalty in disputz as to fair market value. = .

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually fumish the Commissioner of the General Land Office with
its best possible estimate of oil and gas reserves undertying this lease or allocable to this lease and shail firnish said Commissioner with copies of all contracts under
whichgnissoldorpmdmddlmbuqmwadmMummdmwﬁhﬁhﬂGO)dﬁﬁmm;MmmﬂhgmM
agreements or ameadments. Such contracts and agreements when reczived 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 oa said
premises, including the books and accounts, reczipts and discharges of all wells, tanks, pools, metzrs, and pipelines shall at all times be subject to inspection and
examination by the Commissicner of the General Land Cffics, the Attorney General, the Governer, or the representative of amy of them. }

(B) PERMITS, DRILLING RECORDS. Wrinen notice of all operations oa this lease shall be submitted to the Commissioner of the General
Land Office by Lessee or operator five (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment of amy well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Offics at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that referencs this lease or any specific well on the leased premises and that are submitted to the Texas Railroad Commission or any other governmental
agency shall include the word *State® in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying weils, tank baneries or other associated improvements to the land must also include the word *State.® Lessee shall supply the Geaeral Land Office with
any records, memoranda, acsounts, reports, cuttings and cores, or other informaticn 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. Lesses shall have an clectrical 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 ransmit a true copy of
the log of each survey on each well to the General Land Office within fifteen (15) days after the making of said survey.

(C) PENALTIES. Lessee shall incur a penaity whenever reports, documents or other materials are not filed in the Geaeral 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 Geaeral
Land Office.

11. DRY HOLE/CESSATICN OF PRODUCTION DURING PRIMARY TERM. If. during the primary term her=of and pricr to discovery and production
of oil angas on said land, Lesses 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
gaseTog the leased premises such production thereof should cease Som any cause, this lease shail not terminate if on or before the expiration of sixty (60) days from
datg 9§ gompletion of said dry hole or cessation of production Lesses commences additicnal drilling or reworking operations thercon, or pays or tenders the next
ufw!d#:ry rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be
completed and abandoned, or the production of oil or gas should cease for any cause, Lesses's rights shall remain in full fores and effect without further operations
ungi{.?g expiration of the primary term; and if Lesses has not resumed production in paying quantities at the expiration of the primary term, Lesses may maintain this
lease y gonducting additional drilling or reworking aperations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
proguction under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
Fl'l.mryf-:rm hereof, Lesses may resume payment of the annual reatal in the same manner as provided herein on or before the rental paying date foilowing the
expirafidn 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
terrlinate. 1f at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, payments may be made in
at8fdhgce with the shut-in provisions hereof

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

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

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well® means any well that has bezn assigned a well number by the state agency {!aVir{S
Jurisdiction over the production of oil and gas. If, at any time aftzr 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 quantitics is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lesses may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragragh 3 of this lease deesnotspesify gclay rental
armount, then for the purposes of this paragraph, the delay rental amount shall be one dellar (51.00) per acrs. To ac:_%éﬁsatﬁﬂmhiﬁwlﬂm’w royalty :
2 T 5
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased prcmises,ormsodln
after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) |
to the Commissioner of the General Land Officz and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be

a producing lease and the payment shall extend the term of the lease for 4 period of one year from the end of the primary term. or from the first day of the month [
foilowing the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may exteng the i
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If,durin;:h:period:hclmehbptincﬂ'e::hypmofmeshm-inoﬂorpsmﬂmoﬂntzuissoldm )
deliversd in paying quantities fom a well located within one thousand (1,000) feet of the leased premises and completed in the same pmducingmmoir_whm )
r—minwhichdm'naztisocmm-ing.uﬁmwmwmmumwpayingm;bwhoﬂummvmﬂmbmmlmﬁlﬂmcmm'
for the remainder of the year for which the royalty has been paid. The Lessec may maintain the lease for four more sucsessive years by Lessee paying
royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1,000) fest of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas is
pruducedﬂ'ommewcllausingmedxﬁmgemhhmphmdhmemepmducmgmokmdhmdwidﬂnm:homand(l.OOO)fe:tnflheImedm
If the compensatory royalty paid in amy 12-month pericd 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 ead of the 12-month period. Compensatory royaity payments which are aot timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. Nooe of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to dril] offier .
wells as provided in Texas Natural Resources Code 52.173; however, &t the determination of the Commissioner, and with the Commissioner's written approval, the

payment of compensatory royaities can sarisfy the obligation o drill offsct wells.

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capable of;m::ducing oil or zas has
beea completed on the leased premises, Lesses shall exercise the diligence of a reasonably prudent operator in drilling such additional well or weils as may be
reascnably necessary for the proper development of the leased premises and in marketing the production thereon.

(A) VERTICAL. In the cvent this lease is in force and cffest two (2) years after the exriration date of the primary or extended term it shall then terminate
as 1o all of the leased premises, EXCEPT (1) 40 acres surrcunding sach oil weil capable of producing in paying quantities and 320 acres surrounding cach gas well .
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 bereof), or 2 well upon which Lesses is then engaged in
continucus drilling or reworking operations, or (2) the number of acres included in a producing pocied unit pursuant to Texas Natural Resources Code  52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes 10 a proration unit for sach such producing well under the rules
and regulations of the Railroad Commission of Texas, or amy successor agency, or other governmental authority having jurisdiction. If at any time after the effective
date of the partial termination provisions hereof, the applicable fieid rules are changed or the well or wells located thereon are reclassified so that less acreage is
thereafter allocated to said well or wells for production purposes, this lease shall thereupon terminare as to all acreage not therzafter allocated to said well or wells for
production purposes. Notwithstanding the termination of this leass as o 1 portion of the lands coversd hereby, Lesses shall nevertheless continue to have the right of
ingress to0 and =gress ffom the lands still subjecs to this lease for all purposes described in Paragraph | hereof, together with easements and rights-of-way for existing
rcads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof (Tthe remined lands™), for access to and from the

retained lands and for the gathering or transportatioa of oil, gas and other minerals producsd from the retained lands. o o
L]

) .e
(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the =piration dat= of the primary or extended term it shall furthes o
terminate as to all depths below 100 fest below the total depth drilled (hercinafter "decper depths™) in cach well located on acreage retained in Pamgraph 16(m,,*
abcve, uniess on or before two (2) years after the primary or exteaded term Lesses pays an amount =qual to one-balf (1/2) of the bonus originally paid as
consideration for this lease (as specified on page 1 hereof). If such amount is paid, this leasz shall be in force and =ffect as to such desper depths, and said )
termination shall be deiayed for an additional pericd of two (2) years and so long thercafter as oil or gas is produced in paying quantities Som such desper 4;5&3"-
-

covered by this [ease.
: . .

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a squtate with
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Offics. Within thirty (30) days after partal
termnination of this lease as provided hersin, Lesses shall exzcuts and record a release or releases containing a satisfactory legal description of the acreage :mcl.!m' At
depths not retained hersunder. The recorded release, or a centified copy of same, shall be filed in the General Land Office, accompanied by the filing fee presceibods
by the General Land Office rules in affect on the date the release is filed. [f Lessee fails or refuses w0 execute and record such release or releases within ainety (90) =
days after being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instument the acreage Snd/Sn
depths o be released hereunder and record such instument at Lesses's sxpense in the county or counties whers the lease is located and in the official records of the

General Land Offics and such designatica shall be binding upon Lesses for all purposes.

17. OFFSET WELLS. Neither the bonus, delay rentals, ner royalties paid, or to be paid, under this lease shall relieve Lesses of his obligation to protest
the oil and zas under the above-described land from being drained. Lesses, sublesses, recsiver or other agent in contol of the leased premises shall drill as many
wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of oil and gas from the leased premises. In
addition, if oil and/or gas should be produesd in commerzial quantities within 1,000 fest of the leased premises, or in any case where the leased premises is being
drained by production of oil or gas, the Lassee, sublesses, recsiver or other agent in control of the leased premises shall in good faith begin the drilling of a well or
wells upon the leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 fest of the leased premises start producing
in commercial quantities and shall prosecute such drilling with diligeacs. Failure to satisfy the starutory offset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Only upen the determination of the Commissioner of the General Land Office and with his written approval may the payment of
compensatory royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells required under this paragragh.

18. FORCE MAJEURE. If, after a good faith effort, Lesses is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or fom producing oil or gas from the leased premises by reasen of war, rebellion, riots, strikes, 65 orC-o:i. zr-
any valid order, rule or regulation of government autherity, then while so prevented, Lesses's obligation to comply with such covenant shall be suspended and Lesses
shall not be liable for damages for failurs to comply with such covenants; additionally, this lease shall be extended while Lzsses is prevented, by any such cause,
from conducting drilling and reworking operations or from producing il or gas fom the leased premises. However, nothing in this paragraph shail su.spcn'd the "
payment of delay rentals in order to maintain this lease in effect during the primary term in the absencs of such drilling or rewerking operations or production of oi

or gas.



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

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the abave
described land, whether or not Lessee’s inmhrpedﬁedhmin.menmemyﬂﬁamdmmhcﬁnpmﬁdzdtobepddwm:moflhesoﬂ:hdlbcpﬁdmhh
in the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to the Cmisiomofm
General Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or reatal due to the Commissioner of
the General Land Office, Lesses or his authorized representative must submit to the Commissioner of the General Land Office a written statement which explains the
discrepancy between the interest purportedly leased under this lease and the actual interest owned by the owner of the soil. The Commissioner of the Generaj Land
Office shall be paid the value of the whole production allocable to any undivided interest not coversd by a lease, less the proportionate development and production
cost allocable to such undivided interest. However, in no cvent shall the Commissioner of the General Land Office reczive as a royalty on the gross production
allocable to the undivided interest not leased an amount less than the value of one-sixtzenth (1/16) of such gross production.

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

21. USE OF WATER. Lesses shall have the right to use water produced on said land necessary for operations under this lease '=xcep! water from wells or
tanks of the owner of the soil; provided, bowever, Lesses shall not use potable water or water suitable for livestock or irrigation purposes for waterflood operations

without the prior coasent of the owner of the soil.

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

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

24. WELL LOCATION LIMIT. No well shail be drilled nearer than two hundred (200) fe=t to any house or bam now on said premises without the
written consent of the owner of the soil. 3

25. POLLUTION. In developing this area, Lesses shall use the highest degree of cars and all proper safeguards to prevent pollution. Without limiting the
foregoing, poilution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the usz of containment facilities sufficient to prevent
spillage, sezpage or ground water contamination. In the svent of pollution, Lesses shall use all means at its disposal to recapture ail escaped hydrocarbons or cther
poilutant and shall be responsibie for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage pits
ang wpkaneries so 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 pe and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations an the leased premises, keep said
premissssiree of all rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surfacs of the land o as near its original

condisidn 8nd contours as is practicable. Tanks and equipment will be kept paintsd and presentable.

-
sses 26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesses shall have the right 1o remove machinery and fixtures placed by
LeAgeeotthe leased premises, including the right to draw and remove casing, within one hundred twenty (120) days aiter the expiraticn or the termination of this )
leasg unless the owner of the soil grants L=ssez an extension of this 120-day pericd. However, Lesses may not remove casing from any well capable of producing oil
arti 22 im paying quantities. Additionally, Lzsses may not draw and remove casing until after thirty (30) days written ootics to the Commissioner of the General
Land.Oﬁ't’ca and to the owmer of the s0il. The owner of the soil shall become the owner of any machinery, fixtures, or casing which ars nct timely removed by Lesses
und.e.r'dle terms of this paragraph.

. .

*®%* 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and sstates of cither party to this
leass 7@d be assigned, in whole or in part, and the provisions of this lease shail extend to and be binding upon their heirs, devisess, legal representatives, successors
and assighs. However, a change or division in ownership of the land, rentals, or royalties will oot snlarge the obligatons of Lessee, diminish the rights, privileges
and estates of Lesses, impair the effectiveness of any payment made by Lassee or impair the effectiveness of any act performed by Lesses. And no change or
divisicn in ownership of the land, rentals, or royalties shall bind Lessez for any purpose unul thirty (30) days after the owner of the soil (or his heirs, devisess, legal
representatives or assigns) fumishes the Lesses with satisfactory written evidence of the change in ownership, including the original recorded muniments of title (or 3
certified copy of such original) when the ownership changed because of a conveyance. A total or partal assignment of this lease shall, to the extent of the int.:‘mt
assigned, relieve and discharge Lesses of all subseguent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and
option to pay rentals shall be apportioned as between the several owners ratably, according o the area of each, and failure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignes does not file 3
cartified copy of such assignment in the General Land Offics befors the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obiigaticns, liabilities, and penalties owed to the Stat= by the original lesses or any

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

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

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

(3) a parmership in which the owner of the soil is a parmer or is an employ== of such a partmership;

(4) a principal stockhelder or employee of the corporation which is the owner of the soil; A CERTIF|
e . FI
(5) a partner or employes in a parmership which is the owner of the soil; IFIT BEARS THE SEAL OF T)e QOUENDWCCOLIEEK
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(6) a fiduciary for the owner of the soil; including but not limited 10 a guardian, trustee, exccutor, administrator, receiver, Of conservator for the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

23. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessce may at any time exscute and deliver to the owner of the so
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion or portions, and be
relieved of all subsequent obligations as to acreage surreadered. If any part of this lease is property surrendered, the delay reatal due under this lease shal) be reduced
by the proportion that the surrendered acreage bears to the acreage which was covered by this lexse immediately prinr:omhmdﬂ:however,mchmlmewm
not relieve Lesses of any liabilities which may have accrued under this lease prior to the surrender of such acreage. .

29. FILING OF ASSIGNMENTS AND RELEASES. If all or anry part of this leasz is assigned of released, such assignment of release must be recorded in
thccouutywhmthclandlssimmd.md:bcmdedhsmmwampyofmcmdedmwﬁﬁedhytbeCotmyCch‘kof:hecnuntyinwhichm
inswument is recorded, must be filed in the General Land Office within 50 days of the last execution date accompanied by the prescribed filing fee. If any such
assignment is not 5o fled, the rights acquired under this lease shall be subject to forfeinure at the option of the Commissioner of the General Land Office.

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

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

32 FORFEITURE. If Lesses shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lesses or an authorized
agent should knowingly make any false retum or false report conceming production of drilling, oe 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 Offics, or if Lesses should fail w file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Office, the School Land Board, or the Railroad Commission, or if
Lesses should refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lessee shall knowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assignment is sot filed in the General Land Offics as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioncs, and he shall forfeit same when sufficiendy informed of the facts which authorize a
forfeiture, and when forfeited the arca shail again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by cperation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this
lease and all rights thersunder reinstated before the sights of another intervene upon satisfactory cvidence to the Commissioner of the General Land Office of future
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordancs with Texas Narural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royaity and other sums of money that may become due under this lsase. By acceptance of this lease, Lesses zrants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other apglicable statutory lien, an express contractual lien on and sg&ity' .
interest in ail leased minerals in and sxoacted fom the leased premises, all procesds which may accrue to Lessee from the sale of such leased minerals, whetfet sich
proczzds are held by Lesses or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or procss#i§? 86,
such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and ™ secure payment of amy dafiage? 8r
loss that Lessor may suffer by reason of Lesses's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be
foreclosed with or without court procsedings in the manner provided in the Tide 1, Chapter 9 of the Texas Business and Commercs Code. Lesses agress lha:d'f" -
Commissioner may require Lesses to execute and record such insouments as may be reasonably necsssary to acknowledge, amach or perfect this lien. Lesses hereby
represents that thers are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or ffrom Lassee’s acquisition ob )
this lease. Should the Commissioner at any time determine that this representation is not true, thea the Commissioner may declare this lease forfeited as proﬁde'd .
her=sin. .

(X EA)

34, POOLING. Lssses is hersby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasghgld, *
or mineral intersst for the exploration, development and production of oil or gas or cither of them upon the same terms as shail be approved by the School Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resewrssg®
Code 52.151-52.153. The owner of the 50il agrees that the inclusion of this provision in this lease satisfies the execution requircments stated in Texas N

Resources Code 52,152,

35. INDEMNITY. Lessee her=by releases and discharges the State of Texas aEd the owner of the soil, their officers, employeses, parmers, agents,
contractors, subcontractors, guests, invite=s, and their respective successors and assigns, of and fom all and any actions and causes of action of every naturs, of other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expeases which are caused by the
activities of Lesses, its officers, employess, and ageats arising out of, incidental o, or resulting from, the operaticns of or for Lesses on the leased premises. .
hersunder, or that may arise out of or be occasioned by Lesses's breach of any of the terms or provisions of this Agresment, or by any other negligent or strictly liable
act or omission of Lesses. Further, Lesses hereby agrees o be liable for, exonerate, indemnify, defead and hold harmless the State of Texas and the owner of the soil,
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including artorneys” fess an
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with. any and all
environmental laws; these arising fom or in any way related to Lesses’s operations or any other of Lessee’s activities on the [eased premises; these ansing ﬁ?m
Lesse='s use of the surfacs of the leased premises; and those that may arise out of or be cceasioned by Lesses’s breach of any of the terms or provisions °r this .
Agresment or any other act or omission of Lessee, its direstors, officers, employess, parmers, agents, cONmactors, subcontraciers, guests, invitees, and their r:'spcc‘-;“
successors and assigns. Each assignes of this Agresment, or an interest therzin, agrees to be liable for, exonerate, indemnify, defend and hold harmless the State 0
Texas and the owner of the soil, their oficers, employees. and agents in the same manner provided abave in connection with the activities of Lesses, its aﬁ'lc:?-
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO o
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PAR
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



36. ENVIRONMENTAL HAZARDS. Lesses shall use the highest degres of care and all reasonable safeguards to prevent contamination or pollution o
any eavironmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other cavircnmenty) medium -
in, on, or undes, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term
Substance™ is defined in the Comprehensive Eavironmental Response, Compensation and Liability Act (CERCLA), 42 US.C. ScFﬁnm 960-!. et s2q.), or toxie
substances under any federal, state, or local law or regulation (“Hazardous Materials™), except ordinary products commenly used in connection with oil and ga
exploration and development operations and stored in the usual manner and quantities. LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAINMS, DAMAGES, JUDGMENTS, PENAL
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS’ FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF Mma
YIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER., OR ABOUT THE LEASED PREMISES DURING LESSEE'S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPCN RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Nanural Resources Code 52171 through 52,190, commenly known s the
Rzlinquishment Acy, and other applicable stanutes and amendments thereto, and if any provision in this lease does not conform o these stamutes, the starutes will
prevail over any nonconforming lease provisions. '

338. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lesses before it is filed of record in the county records and in the
General Land Offics of the State of Texas. Once the filing requirements found in Paragragh 39 of this lease have been satisfied, the effective date of this lease shall
be the date found on Page 1. 7 -

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commercs Code. this lease must be fled of record in the offics of :.h‘e Counry
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in theC-exc:'.\lIJndOEicz: This lease is not
efective untl a certified copy of this lease (which is made and cemified by the Counry Clerk Som his records) is Sled in the Geaeral Land Ol‘ﬁc:_m aczordancs with

Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upen the Stare unless it recites the actual and Tue consideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fe= shall accompany such centified copy to the General Land Office. .
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STATE OF \4 LYQND (CORPORATION ACKNOWLEDGMENT)
COUNTY OF [&,(IHUPT“ ' _
BEFORE ME, the undersigned autherity, on this day personally appeared Joe Montgomery Brooks

bowmmemhhmnmnmbmbmhdmmﬁegoh;hmmn President of 4
Montebev, Inc. indaqbwbdldbmmnhemmugm
fnrlhcpm‘poa:mdmwon:hamap:md.nmeapnymd.nda:hemnddmdofmd -
Given under my ; f\r_d:yof L _J -
NANCY MALONE £ \J/ Voo alim?
Notary Public, State of Texas \ / i 2 W f).
My Commission Expires _ Public in anf for : -
09-02-01 - (CORPORATION ACKNOWLEDGMENT) .
BEFORE ME, the undersigned authority, on this day personally appeared
known 1o me 0 be the person whose name is subscribed to the foregoing instrument, as ] of

and acknowledged to me that he executed the same
farmepurposcsandmmwmonmuemwd.mmcapwqmimdamemanddmdo{mdmmmm

Given under my hand and seal of offics this the day of 212 s

Notary Pubiic in and Sor

STATECF m‘s (INDIVIDUAL ACKNOWLEDGMENT) .
1 .
COUNTY OF m‘m L e
aee®
Before me, the undersigned authority, on this day personally appear=d a Cb"] W 2 g

known to me to be the persons whese names are subscribed o the foregoing instument, and acknowledgzd to me thar they sxzscuted the same for the purpstba:d
l.

consideration thersin expressed. .

: Given under my hand and seal of office this the ZL'L day of W %‘}z 613 .::'“-.
t A NMONICAMARLOWE !

f-/{@ NOTARY PUBLIC } Notary Public in and for W sl

4

L

]

WP /2)  State of Texas .

*, io 4 secees

5 comm. Exp. 10309} %
STATEOF - B e (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF

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

known 1o me to be the persons whose names are subscribed (0 the foregoing insqument, and acknow ledged 10 me that they executed the same for the purposes and
consideration thersin expressed.

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

Netary Putlic in and for




EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN MONTEBEV, INC. AS LESSOR, AND CLAY JOHNSON, AS
LESSEE, AND COVERING 640 NET MINERAL ACRES, MORE OR LESS, ALL IN CULBERSON
COUNTY, TEXAS.

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

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

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,
if any. saved between wells, beginning with the second well under this continuous drilling program. If
one well is commenced sooner than 180 days after the completion of the last preceding well. the portion
of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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ACQUISITION CHECKING
. COMMISSIONER OF THE GENERAL LAND OFFICE 10/21/98
PARAGON #299:L:ease Bonus Payment in full of 1/2 Lease Bonus Consideration due

the State of Texas for Paid-Up Oil & Gas Lease

dated 07/17/98 from the State of Texas by Agent
Montebev, Inc. Lessor, in favor of Clay Johnson,
Lessee, covering All of Sections 18, 19, 20 & 21 Block
100, PSL Survey, Culberson County, Texas.
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Lifegging Lease Bonus
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TITARPESOURCES, L.P.
ACQVIRT IR FHSSIYAER OF THE GENERAL LAND OFFICE 10/21/98
PARAGON #299:] ease Bonus Payment in full of 1/2 Lease Bonus Consideration due
the State of Texas for Paid-Up Oil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
Montebev, Inc. Lessor, in favor of Clay Johnson,
Lessee, covering All of Sections 18, 19, 20 & 21 Block
100, PSL Survey, Culberson County, Texas.

99011693

Checking Lease Bonus
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17.280.00

17,280.00
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: < A CERTIFIED COPY \
IF IT BEARS THE SEAL E COUNTY CLERK _
R ATTEST: ?‘ '35-4' — (/Ay

‘ ) S LINDA MCUONALD COUNTY CLERK
& >
’  General Land Office ) cu n‘ 1
Relinquishmat Act Lease Form ¢./ 7 &
Revised, September 1997

m

PAID OP
OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this day of be:waeameSmofTexu,m;bymdmu
agent,Montgomery-Walker 1974 Trus by Hearloég Walker Furman Trustee‘hm

of 2909 FEast 17th
Odessa, TX 797681 said agent
(Give Permanent Address) i
berein referred to as the owner of the soil (whether one or more), and, on
2073 W. Wailil Snite 800 of
Midland, T 79701
(Give Permanent Address)

hereinafter called Lesses.

1. GRANTING CLAUSE. Formdmm;d:ﬂmnofthemmmﬁﬂwndofﬁmmdmnmkwdwmmmdh
L.meemmlmmSmochmmzbymdMughmecmrofmesud.huebymlmuand!mmmusee.ﬁu:besolemdommuf
prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power staticns, telephone lines and other structures
thereon, to produce, save, take care of, treat and transpoxt said products of the lease, the following lands situated in Culberson Counry, State
of T to-wi ’

P Block 100, Public School. Land Survey
Section 18: All
Section 19: All
Section 20: - All
Section 21: All

containing 2:560 acres, more or less. The bonus consideration paid for this lease is as follows:

Tothe Staze of Texas: Seventeen Thousand Two Hundred Eighty and No/100-----
Dollars (s__1 /7, 280 .00 )

To the owner of the soil: Seventeen Thousand Two Hundred Eighty and No/100-----
e Dollars (3 L2820, 00 =

Tetelt Total bonus wm-amom_nm%;mw_mmwaw_
LLTE Dollars (S____34, 560 LD,

LI 1
LR L]
Thestotal bonus consideration paid represeats a bonus of Fiftv—four and No/l00-—e—ceeceeee e oo
TS Dollars (S 54.00 ) perace,on RA(Q)  netacres.
.. .
o s TERM. Subjec:tn:beo:herprovxsxonsmd'usIcasc.:huleaseshzllbe'ora-:mof Five (5) years from this date

ﬂu:n!ip;:ﬂed primary term”) and as long thereafter as oil and gas, or cither of them, is produced in paying quantities fom said land.
As,used in this lease, the term "produced in paying quantities” means that the receipts fom the sale or other authorized commercial use of the substance(s) coversd
eF§55d out of pockst operational expeases for the six months last past.
*Sea.Exhibit b 5 attached for Pd -Up Delay Rental Prov151on shom as Paragraph #40

E'lthew“w date Lesses sha]l pay or tender to the owner of the soil or to his credit in
e
ax , Or its succ=ssers (which shall continue as the depository regardless o ges in the ownership of

FFICE OF THE STATE OF
shall cover the privilege of deferring
B amounts:

said land), the amount specified belows-in addition, Lesse= shall pay or tender to the COMMISSIONER OF THE GENERAL
TEXAS, AT AUSTIN, TEXAS, a like sum o before said date. Payments under this paragraph shall operaie as a
the commencement of a well for one (1) ycar from . Payments under this paragraph shall be in the fol

To the owner of the soil:

Dollars (S T )
To the State of Texas: e

Doilars (S = )
Total Rental: el

Dollars (S

'ods of one (1) year cach during
: of this l:a.se and may | be



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

(A) OLL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and alsg as all

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

General Land Offics, such value to be derermined by 1) the highest postzd price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a lik type and gravity in the general area where produced and when num, or 2) the highest market price thereof offered or paid in the
general area where produced and when run, or 3) the gross procesds of the sale thercof, whichever is the greater. Lesses agrees that before any gas produced from the
leased premises is sold, used or processed in a plant, it will be run fres of cost w the royalty owners through an adequate oil and gas separator of conventional type, or
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recoversd. The requirement that such 3s be nm
through a separator or other equipment may be waived in writing by the royalty owners upen such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shail be 3/16 part of the gross production or the market value thereof, at the option of the
owner of the soil or the Commissicner of the General Land Offics, such value to be based on the highest market price paid or offerzd for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shail not at any time excesd 14.565 pounds per square inch absolute, and the standard base temperature shall be sixty (50)
degrees Fahrenheit, correction to be made for pressurs according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing. .

© PROCESSED GAS. Royalty on any gas processed in a gascline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
ownmer of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas attributable to gas produced from this lease, and on fity percent (50%), or that percent accruing to Lesses, whichever is the greater, of the
total plant production of liquid hydrocarbens amributable to the gas produced from this lease; provided that if liquid hydrocarbens are recovered fom gas procsssed
in a plant in which Lessez (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty perceat (50%) or
the highest percent accruing to a third party processing gas through such plaat under a processing agresment negotiared at arm's length (or if there is no such third
party, the highest percent then being specified in processing agresments or contracts in the industry), whichever is the greater. The respectve royalties on residue gas
and on liquid hydrocarbons shail be determined by 1) the highest market prics paid or offered for any gas (or liquid hydrocarSons) 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, shail the royalties payable under this paragraph be less than the royalties which would have besa duc had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other producs producsd or manufactursd from zas (excsptng liquid hydrocarbons)
whether said zas be “casinghead,” *dry,” or any other zas, by fractionarting, buming or any other procsssing shall be - 3/16 part of the
gross production of such products, or the markst value thereof, at the option of the owner of the soil or the Commissioner of the General Land Officz, such market
value to be determined as foilows: 1) on the basis of the highest market price of each product for the same month in which such product is producsd, or 1).d’lﬁhn.’ .

basis of the average gross sale prics of sach product for the same month in which such products are produced; whichever is the greater. we 19

sse®

.
5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the .ny-ahits
paid under this lease in no event shall be less than an amount equal to the total annual delay rental berzin provided; otherwise, thers shail be due and payable cneor
befors the last day of the month succeeding the anniversary date of this [easc a sum equal to the total annual rental less the amount of royalties paid during th§ee e )
preceding year. If Paragraph 3 of this lease does not specify a delay reatal amount, then for the purposes of this paragraph, the delay reatal amount shall be Pnd..

dollar ($1.00) per acre. .« we
o 0 *

.o .

6. ROYALTY IN KIND. Norwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Cammissiot'!.:r

of the General Land Offics may, at the option of sither, upon not less than sixty (60) days actics o the holder of the lease, require that the payment of any royalties,
accruing to such royaity owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Cffice’s right to taks ifs royalty e
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Offics's rights or Lessee's obligations, whether express of leﬁn‘&

under this lease. :u-:'

7. NO DEDUCTIONS. Lesses agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the cost of
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, Tansporting, and otherwise making the oil, gas and ather producs 5
hersunder ready for sale or use. Lesses agress to compute and pay royaities on the gross value recsived, including any reimbursements for severancs taxes and
production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's propertionats share of any fuel used 1© -
process zas produced hereunder in any procsssing plant. Notwithstanding any other provision of this lease, and subject to the written consent of the owner of the sol
and the Commissioner of the General Land Office, Lesses may recycle gas for gas lift purposes on the leased premises or for injection into any oil or gas producing
formation underlying the leased premises ater the liquid hydrocarbons contained in the gas have besn removed; no royalties shall be payable on the recycled gas
until it is produced and seold or used by Lesses in a manner which entitles the royalty owners to a royalty under this lease.

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currzatly provide that royalty on oil is :“
and must be rec=ived in the General Land Offics on or before the Sth day of the second menth succs=ding the month of producticn, and royalty on gas is d"‘_mr the
must be received in the General Land Offics on or Sefore the 15th day of the second month succeeding the month of production, accompanicd by the :I-ﬁ-“:h‘"“ ?tion -
owmer, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office and showing the gross amount nnsl d]sg?ﬂosiuon
all il and gas produced and the market value of the il and gas, together with a copy of all documeats, records or reports confirming the gross production, disp



and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines,

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 ang
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shyj e
a:compuﬁedhyachzckmb.sch:dul:.wmna:yorod:amﬁmadvicc:howingbymemiMGmmILmdomulmcnmbahmumofmgykm‘
paid on each lease. Iﬂ.mecpmhismy:ltyonorbefot:minyammmmmqmwmmmawapmdtyofs%mmgm,,w
5$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty d'-““m-oowhbhnu'am_
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.
AfTidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which iy
effective on the date when the affidavits or supporting documents wers due. The Lessee shall bear ail responsibility for paying or causing royalties 1o be paid as
prescribed by the due date provided herein. Payment of the delinquency penalty shall in no way operate to prohibit the State’s right of forfeiture as provided by |aw
nor act 1o postpone the date on which royalties were originally due. The above penalty provisions shall aot apply in cases of title dispute as 1o the State’s portiog of
the royalty or to that portion of the royalty in dispute as to fair market value. : .

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish the Commissioner ofdachnazledOﬁce\vith
its best possible estimate of oil and gas reserves underfying this lease or allocable o this lease and shall fizmish said Commissioner with copies of all contracts under
which gas is sold or processed and all subsequent agreements and amendments 1o such contracts within thirty (30) days after entering into or making such
agreements or ameadments. 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 contracss and records permaining to the production, transportation, sale and marketing of the oil and gas produced oa 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 Governer, or the representative of amy of them. B

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitted to the Commissioner of the General
Land Office by Lesses or operator five (5) days before spud date, workover, re-entry, temporary abandonment or plug and abandonment of amy well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Offics at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submitted to the Texas Railroad Commission or any other governmental
agency shall include the word *State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying weils, tank baneries or other associated improvements to the land must also include the word *State.* Lessee shall supply the General Land Office with
any records, memoranda, accounts, reports, cuttings and cores, or other informaticon 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. Lesses 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 shail Tansmit a true copy of
the log of each survey on cach well 10 the General Land Office within fifteen (15) days after the making of said survey.

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lesses 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 fom the leased premises such production thereof should cease Som any cause, this lease shall oot terminate if on or before the expiration of sixty (60) days fom
date of completion of said dry hole or cessation of production Lesses commences additional drilling or reworking operations therzon, or pays or tenders the next
anmuad éflay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thersto, a dry hole be
comgleied and abandoned, or the production of oil or gas should cease for any cause, Lesses's rights shall remain in full forcs and effect without further operations
ufgi} hedxpiration of the primary term; and if Lesses has not resumed production in paying quantities at the expiration of the primary term, Lesses may maintain this
leasg by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
pregygpion under Paragraph 13. Should the first well or any subseguent well drilled on the above described land be completed as a shut-in il or gas weil within the
#iparyserm hereof, Lessee may resume payment of the annual reatal in the same manner as provided herein on or before the renal paying date following the
e:gp.iruign of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure 10 make such paymext, this lease shall ipso facm
le;m'-u::. If at the expiration of the primary term or any time thercafter a shut-in oil or gas well is located on the leased premises, payments may be made in
acc.an!ance with the shut-in provisions hersof.
+°***, 12, DRILLING AND REWORKING AT EXPIRATICN OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
pH8&ifzd on said land, but Lesses is then engaged in drilling or reworking operations therzon, this lease shail remain in forcs 5o long as operations on said well or for
«iligd or reworking of any additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days during
dhy orft such operation, and if they result in the production of oil and/or gas, so long thereafter as oil and/or gas is produced in paying quantities from said land, or
payment of shut-in oil or gas weil royalties or compensatory royalties is made as provided in this lease.

13. CESSATION. DRILLING, AND REWORKING. If. after the expiration of the primary term, production of oil or gas from the leased premises, after
once obtained, should cease from any cause. this lease shall not terminate if Lesses commences additional drilling or reworking operations within sixty (60) days
after such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in werkmanliks manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil or gas, the lease shall remain in full forcz and
effect for so long as oil or gas is produced Som the leased premises in paying quantities or payment of shut-in oil or gas well royalties or paymeat of compensalory
royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lzsses commences additional drilling or reworking operations within sixty (60) days afler the completion of the well as a dry hole, and this lease
shall remain in effect 50 long as Lessee continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more
than sixry (60) days. Lessee shall give written notice to the General Land Offics within thirty (30) days of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well® means any well that has bezn assigned a well number by the state agency ?_““i“_g
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in i
forcs and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but cil or gas is not being producsd for lack r:'fs'ul“b 2
production facilities or lack of a suitable markzst, then Lessee may pay as a shut-in oil or gas royalty an amount cqual to double the annual rental provided in the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 pfithisd 1B Satuy reatal
amount, then for the purposes of this paragraph, the delay rental amount shall be onc dollar (51.00) per acrs. To be efegtive, each inigdl 5 Vi ’}_, 11'-7/,\ o

T LINDA McDONALD, COUNTY CLER
o




must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce ail or gas from the leased premises, or (3) 60 days ,
after Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) '
to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for 2 period of one year from the end of the primary term, or from the first day of the month
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend me
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas issoldand
delivered in paying quantities fom a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or i my
case in which drainage isocauﬁnz.&eri;htmconﬁnuetomhninthzlcasebypayingmeshu-inoilocpsmyﬂ:ymmbumelemshanme&m'
for the remainder of the year for which the royalty has been paid. mtmemmmmmfubumwminymbymm‘w
royalty at the royalty rate provided in the lease of the market value of producticn from the well causing the drainage or which is completed in the same i
reservoir and within one thousand (1,000) fest of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) to the Commissioner of the
General Land Office and one-half (1/2) to the owner of the soil, beginning on of 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 compieted in the same producing reservoir and located within one thousand (1.000) fest of the leased premises,
If the compensatory royalty paid in ay 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
differeace withia thirty (30) days from the end of the 12-month pericd. Compensatory royaity payments which are not timely paid will accrue penalty and interest in
accordance with Paragraph 9 of this lease. Nooe of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to dril] offsey .~
wells as provided in Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the

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

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capable of-producing oil or gas has
beza completed on the leased premises, Lesses 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 svent this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminare
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 2 shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lesses is then engaged in
continuous drilling or reworking operations, or (2) the number of acres included in a producing pocled unit pursuant to Texas Natural Resources Code  52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or amy successor agency, or other governmental aathority having jurisdiction. If at any time after the effective
datz of the partial termination provisions hereof, the applicabie field rules are changed or the well or wells located therson are reclassified so that less acreage is
therzafter allocated to said well or wells for production purposes, this lease shall thereupon terminatz as to all acreage not thereafter allocatzd to said well or weils for
production purposes. Notwithstanding the termination of this lease as to 1 portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress to and egress from the lands still subject to this lease for all purposes described in Paragrapgh 1 hereof, tog=ther with casements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hersof ("the retained lands”), for access to and from the

retained lands and for the gathering or transportation of oil, gas and other minerals producs=d Fom the rerined lands.

(B) HORIZONTAL. In the event this lease is in force and cfect two (2) years after the =xpiration dats of the primary or extended term it shall further
tzrminate as to ail depths below 100 fest below the total depth drilled (hereinafter *deeper depths™) in cach well located on acreage retained in Paragraph IS(A.)' e
abcve, uniess on or before two (2) years after the primary or extended term Lessee pays an amount zqual to one-half (1/2) of the bonus originally paid as .
consideration for this lease (as specified on page 1 hercof). If such amount is paid, this lease shail be in force and effect as to such desper depths, and said o5 ®
termination shall be delayed for an additional period of two (2) years and so long thercafler as oil or gas is producsd in paying quantities Som such desper dEpth!.'

covered by this |ease,
CX LA

4 .
(C) IDENTIFICATION AND FILING. The surfacs acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a sq!;re #ith
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days afters a.g!i .
termination of this lease as provided herein, Lesses shall exzcutz and record a release or releases containing a satisfactory legal description of the acreage andfer  *
degths not retained hersunder. The recorded release, or a certified copy of same, shall be filed in the General Land Offics, accompanied by the filing fes prescribed
by the General Land Office rules in effect on the dats the release is filed. If Lesse= fails or refuses to execute and record such release or releases within ainety (#0)k o a
days after being requested to do so by the General Land Offics, then the Commissioner at his sole discretion may designate by wrizen instrument the acreage Igdiare
deoths to be released hersunder and record such inswrument at Lesses's expense in the county or counties whers the lease is located and in the official records q‘zh: A
S

General Land Office and such designatica shall be binding upon Lesses for all purposes.

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

18. FORCE MAJEURE. If, after a good faith effort, Lessee is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, swrikes, 26 of God, 0:
any valid order, rule or regulation of government authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and Lesses
shall not be liable for damages for failurs to comply with such cavenants; additionally, this lease shall be extended while Lessee is preventzd, by any such cause,
from conducting drilling and reworking operations or from producing oil or gas from the leased premises. However, nothing in this paragraph shall susp-eﬂ_d the "
payment of delay rentals in order to maintain this lease in effect during the primary term in the absencs of such drilling or reworking cperations or producticn of oi

or gas.



19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises. If the owner of the soil defaults in
payments owed on the [cased premises, then Lessee may redecm the rights of the owner of the soil in the leased premises by paying any mortgage, taxes of other [iens
on the leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lesses may recover the cost of these Payments from the
reatal and royalties due the owner of the soil. ;

20. (A) PROPORTICNATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the aboye :
described land, whether or not Lessee’s interest is specified herein, then the royalties and rental berein provided to be paid to the owner of the soil shall be paid 1 him
inuaepmponionwhichhishmw:mmemmemdividedmﬁmmmdﬂumyﬂﬁ:mdmulhuﬁnmﬁdcdmbepudmmc&mmiuiowuh
Geaeral Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or reatal due to the Commissioner of
the General LandOﬂice.Lcsueurhiswthotiz:drepmmivemusxmbmitmme&mminimofmmundOﬁnam@mwﬁiaqlmh
discrepancy between the interest purportedly leased under this lease and the actual interest owned by the owner of the soil. The Commissioner of the General Lang
Office shall be paid the value of the whole production allocable to any undivided interest not covered by a lease, less the proportionate development and productiog
cost allocable to such undivided interest. However, in no event shall the Commissioner of the General Land Office receive as a royaity on the gross production
ailocable to the undivided interest not leased an amount less than the value of one-sixieenth (1/16) of such gross. production.

(B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundaries
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Namral Resources Code Sections 52.151-52.154, o
I.ﬂumytimaﬁcrtheapinﬁonofthe;ﬁmmnortheamdedmmislmmmalmnmbaofmmmemnlmoumdnn?‘bgdm
paymeats that are made on a per acre basis hersunder shall be reduced according to the number of acres pooled, released, surreadered, or otherwise severed, so that
payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upoa the number of acres outside the.
boundaries of a pocled unit, o, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

21. USE OF WATER. Lessee shall have the right 1o use water produced on said land necessary for operations under this lease except water from wells or
tanks of the owner of the soil; provided, bowever, Lessee shall not use potable water or water suitable for livestock or imigation purposes for waterflood operations

without the prior consent of the owner of the soil.

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

23. PIPELINE DEPTH. Whea requestsd by the owner of the soil, Lesses shall bury its pipelines below plow depth.

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

25. POLLUTION. In developing this area, Lesses shall use the highest degres of car=s and all proper safeguards to prevent pollution. Wid‘_mu: limiting the
for=going, pollution of coastal wetlands, nanural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent
spiilage, sespage or ground warter contamination. In the =vent of pollution, Lesses shall use all means at its disposal to recaprure ail escaped hydmcarbo:_u or clfx:r
pollutant and shall be responsibie for all damage to public and private properties. Lessee shall build and maintain fences around its slush, sump, and drainage pits
and tank bateries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lesses shall §ll and level all
slush pits and czilars and completely clean up the drilling site of all rubbish thereon. Lesses shall, while conducting operations on the leased premises, xup said
PeSrphesy free of all rubbish, cans, bonles, paper cups or garbage, and upen completion of operations shall restore the surfacs of the land to as near its original
cofdRion and contours as is practicable. Tanks and equipment will be kept painted and presentable.

Tene
‘ee® I 26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesses shall have the right o remove machinery and fixtures placed by
Lesgez on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
leass ynless the owner of the soil grants Lzsses an extension of this [20-day period. However, Lesses may not remove casing from any well capable of producing oil
254 %a0in paying quantities. Additionally, Lesses may not draw and remove casing until after thirty (30) days writien sotics to the Commissioner of the General
Lagd Office and 10 the owner of the soil. The owner of the seil shall become the owner of any machinery, fixures, or casing which are not timely removed by Lesses

85 dé e terms of this paragraph.

.:" 27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and ?va.gr.:ph 29 of this !_eue: the rig_hu and estates of eime_r party 1o fbl:r,
‘ﬁ%’.‘ may be assigned, in whole or in part, and the provisions of this lease shail extend to and be binding upon th_::r Pfezrs. devisees, Ie_g,al. err:szm.mvcs. wc“—“
and ‘aSsigns. However, a change or division in ownership of the land, reatals, or royalties will act enlarge the obligations of Lessee, diminish the rights, privileges
andeacfites of Lesses, impair the effectiveness of any payment made by Lessee or impair the efectiveness of any act performed by Lesses. And a0 change of
divisidn in ownership of the land, rentals, or royalties shall bind Lesse= for any purpose until thirty (30) days after the owner of the seil (or his heu_s. dev:sc:{. legal
representatives or assigns) fumishes the Lessee with satisfactory written evidence of the change in ownership, including the original recorded muniments of tie (ora
certified copy of such original) whea the ownership changed because of a conveyance. A total or partial assigtmcm of this lease shall, to the extent of the interest =
assigned, relieve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety a5 ' only part of the acreage, the right 3"{
option to pay rentals shall be apportioned as between the several owners ratably, according to the arca of each, and failure by one or more of r.her!: to pay his sh:ﬁrle o’
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendersd; however, if the assignor cor assignes df:a not dc =
certified copy of such assignment in the General Land Offics before the next reatal paying date, l’h_c e:nur: lease shall terminate for failure to pay L!.te'eume rental du
under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligaticns, liabilitics, and penalties owed to the State by the original lessee or 1Y

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

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragragh 27(a), if the owner of the soil acquires this lease in whole or in part b;
assignment without the prior written approval of the Commissioner of the General Land (_Dﬂ'lc.-.. this lease is void as of the u‘r:m_: of assig'nmem: and the agency pow!
of the owner may be forizited by the Commissioner. An assignment will be treated as if it wers made to the owner of the soil if the assignes is:

(1) anomines of the owner of the soil; . ) . idiary:
(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employes of such a corporation or subsidiarys

(3) a parmership in which the owner of the soil is a parmer or is an employes of such a parmership; ATHED COPY
(4) aprincipal stockholder or :mploye:_af lhe. cofpcmﬂon which is :hq c.vw'nc: of the sol';} IT BEARS THE SEAL SFCTE COUNTY CLERK .,
(5) a partner or employes in a parmership which is the owner of the soil; ATTORS ZF “3(( - f

g LINDA ALD, COUNTY CLERK
B SR




(6) a fiduciary for the owner of the soil; including but not limited 1o a gnardian, trustee, executor, adminisTator, FecEiver, of conservator for the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blocd, or adoption.

23. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessee may at any time exscute and deliver to theowngrofmmn i
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion of portions, and be
relieved of all subsequent obligations as to acreage surrendered. If any part of this lease is properiy surrendered, the delay rental due under this lease shall be reduced
bymcpmpcrﬁonthauwmdcmdx:eagebmmmengechhwnmuudbymhmmwwawMMtndaﬂMmmrel:asgwm
not relieve Lesses of any liabilities which may have accrued under this leass prior to the surrender of such acreage. :

29. FILING OF ASSIGNMENTS AND RELEASES. lfdlormypmof:hislezs:ismigwdondeased.mchasi;nmuorr:icasemus:bewh
f-h-==°lm!r'whmm:la.ndissinmed.nd:bcrecordedinsmmmw:mpyofmcmﬂedimmxmﬁﬁedbymemdakaﬂhcmmq‘mwhid,u,e
inszument is recorded, must be filed in the General Land Office within 50 days of the last execution date accompanied by the prescribed filing fee. If any such
assignment is not so filed, the rights acquired under this lease shall be subject to forfeiture at the optica of the Commissioner of the General Land Office.

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

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

interests.

32. FORFEITURE. If Lesses shall fail or refuse to maks the paymeat of amy sum within thirty days after it becomes due, or if Lasse= or an authorized
ageat should knowingly make any false return or false report conceming production or driiling, or if Lesses 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 Offics, or if Lesses should fil to file reports in the manner
required by law or fail 10 comply with rules and regulations promulgated by the General Land OffScs, the School Land Board, or the Railroad Commissien, or if
Lesses should refuse the proper authority access to the records permining to operations, or if Lesses or an authorized agent should knowingly fail or refuse o give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lesses shall knowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assignment is nct filed in the General Land Offics as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeiture, and when forfeited the area shail again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the automatic termination of this lease by operation of law or by reason of amy special limitation arising hereunder. Forfeitures may be set aside and this
lease and all rights thersunder reinstated before the rights of another intervene upen satisfactory svideacs to the Commissioner of the General Land Office of future
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Narural Resources Code 52,136, the State shall have a first lien upon all il and zas producsd from the area covered
by this lease to secure paymeat of all unpaid royaity and other sums of money that may become due under this lease. By accsptancs of this lease, Lesses grants the
Statz, in addition to the liea provided by Texas Natural Resources Code 52.136 and any other applicable starutory lie, an =xpress contractual lien on and security
interest in all leased minerals in and extracted from the leased premises, all procesds which may 2ccrue to Lesses from the sale of such leased minerals, whether such
proceeds are held by Lesses or by a third party, and all fixtures on and improvements o the leased premises used in connection with the production or procsséifig a5
such leased minerals in order to secure the payment of all royalties or other amounts due or 1o become due under this lease and to secure payment of any damages 8r
loss that Lessor may suffer by reason of Lesses's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest ey bg
foreslosed with or without court proczedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commercs Code. Lesses agrees thee s
Commissioner may require Lesses to executs and record such instruments as may be reasonably necessary to acknowledge, armach or perfect this lien. Lesses hersby
represeats that thers are no prior or superior liens arising fom and relating to Lesses's activities upon the above-described property or from Lesses's acquisitio #6 o 2
this lease. Should the Commissioner at any time determine that this representation is not Tue, thea the Commissioner may declare this lease forfeited as prov]dcte o
herzin. E ... :.

34. POOLING. Lesses is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
or mineral interest for the exploration, development and production of oil or gas or zither of them upon the same terms as shail be approved by the School L:ml. e
Board and the Commissioner of the General Land Offics for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natral Ruu:.n:.cz.'
Code 52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this leasz satisfies the cxecution requirements stated in Texas Natural

Resources Code 52.152. :." L

35. INDEMNITY. Lesses hersby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, parmers, agents,
CONacors, subconwactors, guests, invite=s, and their respective successors and assigns, of and Som ail and any actions and causes of action of every nature, Of other
harm, including snvironmental harm, for which recovery of damages is sought, including, but oot limited to, all losses and expeases which are caused by the
activities of Lesses, its officers, employess, and ageats arising out of, incidental to, or resulting fom, the operations of or for Lesses on the leased premises
hereunder, or that may arise out of or be occasioned by Lesses's breach of any of the terms or provisions of this Agresment, or by any other negligeat or strictly !ﬂh_lc
act or omission of Lessee. Further, Lesse= hereby agress (o be liable for, exonerate, indemnify, defead and hold harmless the Stats of Texas and the owner of te soil,
their officers, employess and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, acticns, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including antomeys’ fess and
other legal expenses, including those relat=d to environmental hazards, on the leased premises or in any way related to Lesse="s failurs to comply with any and all
environmental laws; those arising Som or in any way related to Lesses's operations or any other of Lesses’s activities on the leased premises; those arising ﬁ?m
Lesses's use of the surfacs of the leased premises; and those that may arise out of or be occasioned by Lesses’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lesses, its dirsctors, officers, employees, parmers, agents, contractors, subcontraciors, guests, invitees, and their WS?“":_“
successors and assigns. Each assignes of this Agreement, or an interzst therein, agress to be liable for, exonerate, indemnify, defead and held hml‘f“ the State ©
Texas and the owner of the soil, their officsrs, employess, and agents in the same manner provided abave in connection with the activities of Lessee, its officers.
employess, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO -
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PAR
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



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

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52,171 through 52,190, commonly known 1s the
Rezlinquishment Act, and other applicable stanutes and amendments thereto, and if any provision in this lease does not conform o these statutes, the starutes will
prevail over amy nonconforming lease provisions. ,

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

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record in the offics of the County
Clezk in any county in which all or any part of the leased premises is located, and certified copies thersof must be filed in the General Land Office. This lease is not
etfective undl a centified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the General Land Offics in accordancs with
Texas Narural Resources Code 52.183. Addidonally, this lease shall not be binding upon the State unless it recites the actual and True consideration paid or promised
for sxecution of this lease. The bonus due the State and the prescribed filing fes shall accompany such centified copy to the General Land Offic=. A
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STATE OF

COUNTY OF

(CORPORATION ACKNOWLEDGMENT)
BEFORE ME, the undersigned authority, on this day personally appeared

imowutnm:mbethepcunwbosenmismbmhdmrhcfcﬁgnm;mmm&u
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md:bawledgcdmmﬂmbcmdugm”
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Given under mry hand and seal of offics this the day of ;19 g
Nouryl-’u.blicinndfu
STATEOF
COUNTY OF

(CORPORATION ACKNOWLEDGMENT)

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

nown to me w0 be the person whose name is subscribed 1o the foregoing instrument, s

of
__and acknowledged to me that he exscuted the same
for the purposes and consideration thersin expressed, in the capacity stated. and as the acz and de=d of said corporation.
Given under my hand and seal of offics this the day of , 19
Notary Pubiic in and for
STATE OF [exAs (INDIVIDUAL ACKNOWLEDGMENT)
comntvor_ E Clor

Beicre me, the undersigned autherity, oa this day personall

ee &
o o 0

wppearsd___Charlotte Walker Furman, Trusteé® *

ery-Walker 1974 Trust

consideration therein expressed.

known to me 1o be the persons whose names are subscribed to the forsgoing inswument, and acknowledged w0 me that they exscuted the same for the purbosé and

....
Given under my hand and seal of office this the 07,7“”’? day of J/( l ["\

1998 i
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Lata L e
KT i . Yegla ,Zjllfz QLLL% :
NOTARY PUBLIC Notary Public in and for esee
. State of Texas ‘5‘1 D
omm. Exp. 10-04-g9 '
STATE OF W .} NDIVIDUAL ACKNOWLEDGMENT) se**3*
COUNTY OF MIMM

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

Claq Jdha
7
known to me to be the persons whese names ars subscrited to the foregoing instrument, and acknowledged
consideration thersin expressed.

me that they executed the same for the purposes and
Given under my hand and seal of offics this the 2 4 day of

W 99?;

g -
& ; Pr,
g}:&% -\\ MONICA MARLOWE

5 ,,3,; NOTARY PUBLIC Netary Putlic in and for /W
i\-ﬁ}\_%‘ ioj  State of Texas
% f,)r -

Comm. Exp. 10-30-99
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN MONTGOMERY-WALKER 1974 TRUST, AS LESSOR, AND CLAY
JOHNSON, AS LESSEE, AND COVERING 640 NET MINERAL ACRES, MORE OR LESS, ALL IN
CULBERSON COUNTY, TEXAS.

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

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

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,
if any, saved between wells, beginning with the second well under this continuous drilling program. If
one well is commenced sooner than 180 days after the completion of the last preceding well, the portion
of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due
the State of Texas for Paid-Up Oil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
Montgomery-Walker 1974 Trust, Charlotte Walker
Furman, Trustee, Lessor, in favor of Clay Johnson, Lessee,
covering All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.
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dated 07/17/98 from the State of Texas by Agent
Montgomery-Walker 1974 Trust, Charlotte Walker
Furman, Trustee, Lessor, in favor of Clay Johnson, Lessee,
covering All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.
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General Land Office NDA Mc
Relinquishmat Act Lease Form guﬁ&ésucr?%m
Revised, September 1997 /
BY s s / i ey
PAID UP
OIL AND GAS LEASE

ﬂﬂSAGREEMI—Jﬂ'nmad:mdqmdmﬁodm 17 dayof July 19_Q8 , between the State of Texas, acting by and through its

agent, Wayne Moore, a widower
of_40) 3 N Mg;ign%eld

(leePamAdchts)
heren referred to a5 the owner of the soil (whether one or more), and, Clay Johnson
203 W: Wall, Snite 800 of
Midlanid TX 79701
(Give Permanent Address)

hereinafter called Lesses.

1. GRANTING CLAUSE. medmm:dcmonofﬂwmunnmdbdu'mdofdxmmdapee:nenumbepud.k:pundpqﬁnmdby
LmumdamulmmsmnchmmgbyandMughmeomxof:hewﬂ.hamm.lmamdleumLm.brtbuolemdomypmgf
prospecting and drilling for and producing oil and zas, laying pipe lines, building tanks, storing oil and building power stations, telephone [ines and other stuctures
thereon, 1o produce, save, take care of, treat and Tansport said products of the lease, the following landssitnatedin____ Cylberson  Counry, Stae
i e Block 100, Public School. Land Survey '

Section 18: All
Section 19: All
Section 20: - All
Section 21: All

containing__. 2,560 actes, more or less. The bonus consideration paid for this Ic;sc is as follows:
To the State of Texas: S€Venteen Thousand Two Hundred Eighty and No/100-———--

mmusa 17,280.00 )
To the owner of the il Mummmmmumm__

Dollars(3_17,280 .00

T Total bonus consideration:_ Thirty-four Thousand Five Hundred Sixty and No/100
)

...... Dollars (5 341 560!00

Thg jtalSonus consideration paid represensabonusof  Fiftv-four and No/l10Q-—memm e e e e
i Dollars (S 54,00 ) peracre,on R A() net acTes.
*Seg.Ekxhibit "A"attached for Pd-Up Delay Rental Provisions Fh?wn .as Paragrﬁﬁy #40
I e TERM. Sub}ec:mrbeot.herprovmonsmdus[e:nse.m:.slnseshanbc.ora.ermof Five years from this

(hert'n t:lled primary term”) and as long thereadter as oil and gas, or either of them, is producsd in paying quantities from said land.
As md n this lease, the '=rm "producsd in paying quantities® means that the receipts from the sale or other authorized commercial use of the substance(s) coversd

ucecd out of pockst operational expeases for the six months last past.

the cammcnc:mcm o{a well ’or one (1) y=ar fom

To the owner of the soil:
Dollars (S
To the State of Texas:
Doilars (S
Total Rental:
Dollars (S

iods of one (1) year zach during

: this lease, and may ¢
liquidaze, fail of
of

In a like manner and upon like
the primary term. All pays g
of® the rental paying date. If the bank designated in this paragraph (or its successer bank) should cease to exist, suspend busi
3 by molher bank. or for any reason k'ml or refuse to ac--pl rental, Lessee shall not 'bc he!d in dcfault for failure to make such payments or e




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

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

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

General Land Office, such value o be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general area where produced mdwh:nmorZ)d::hizhmmukupﬁanhm{oﬂ'uedwpddhh
genenal area where produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Luscezwecsmzlbefor:mypspmduudﬁmh
leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil mdzalscpmrofconvcndonﬂMw
other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be recoversd. The requirement that such gas be nm
through a separator or other equipment may be waived in writing by the royalty owners upen such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from amy well on said land (except as provided herein with respect to gas processed in a piant for the extraction of
gasoline, liquid bydrocarbons or other products) shail be 3/16 part of the gross production or the market value thereof, at the option of the
owmer of the soil or the Commissicner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered 1o the producsr, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shail not at any time exce=d 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressurs according to Boyle's Law, and for specific gravity according to tests made by the Balancs Method or by the
most approved methad of testing being used by the industry at the time of testing. d

© PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 3/16 part of the residue gas and the liquid hydrocarbons extracted or the markst value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas acributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lesses, whichever is the greater, of the
total plant production of liquid hydrocarbons amributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered fom gas processed
in a plant in which Lessee (or its pareat, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or
the highest percent accruing to a third party procsssing gas through such plant under a procsssing agreement negotiated at arm's length (or if there is no such third
party, the highest percent then being specified in procsssing agreements or contracts in the industry), whichever is the greater. The respective royalties on residue zas
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 prics 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 payabie under this paragraph be less than the royalties which would have been due had the gas not
been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products producsd or manufacrurcd from gas (excepting liquid hydrocarbons)
whether said gas be “casinghead,® *dry,” or any other zas, by fractionating, buming or any other procsssing shall be el a part of the
gross production of such products, or the mark=t value thereof, at the option of the owner of the soil or the Commissicner of the General Land Office, such market
value to be determined as follows: 1) on the basis of the highest market price of sach product for the same month in which such product is produczd, or 2) gn jhe

.

basis of the average gross sale prics of sach product for the same month in which such products are produced; whichever is the greater. ..

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintined by production, the' s Yalues
paid under this lease in no event shall be less than an amount squal to the total annual delay rental hersin provided; otherwise, thers shail be due and pay3ble b or
before the last day of the month succeeding the anniversary date of this lease a sumn cqual o the total annual rental less the amount of royalties paid during the
preczding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall pe g2 |

. e

dollar ($1.00) per acre.
. LR =
8 .
6. ROYALTY IN KIND. Notwithstanding any other provisica in this lease, at any time or from time to time, the owner of the soil or the Cam.r-snuf:r
of the General Land Offics may, at the option of either, upen not less than sixty (60) days actice to the holder of the lease, require that the payment of any royaities
accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office’s right to take its sy in

kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land OfSice's rights or Lessee’s obligations, whether express Seigphitd.
under this lease. R
r .

- L]

7. NO DEDUCTIONS. Lesses agress thar ail royalties accruing under this lease (including thoss paid in kind) shall be without deduction for the cost of
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, Tansporting, and otherwise making the oil, gas and other producs 2
her=under ready for sale or use. Lessee agress to computz and pay royalties on the gross value received, including any reimbursements for severance taxes and
production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease’s proportionate share of any fuel used 0 )
process gas produced hereunder in any procsssing plant. Norwithstanding any other provision of this lease, and subject to the writen consent of the owner of :hi_: seil
and the Commissioner of the General Land Office, Lesse= may recycle zas for gas lift purposes on the leased premises or for injection inte any oil or gas producing
formation underlying the leased premises after the liquid hydrocarbons contained in the gas have besn removed; no royalties shall be payable on the recycled 335
until it is produced and sold or used by Lesses in 2 manner which entitles the royalty owners to 3 royaity under this lease.

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

Texas, in the following manner:
Payment of royalty on production of cil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil xs;hl:
and must be recsived in the General Land Offics on or before the Sth day of the second menth succseding the month of production, and royaity on gas is r.lm:_.l-ﬂf ™~
must be received in the General Land Office on or before the 15th day of the second month succezding the month of production, accompanied by the :Lﬂiql‘f“i‘:im of
owmer, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office and showing the gross amount :mc_l dlszf” ssition
all oil and gas produced and the market value of the cil and gas, together with a copy of all documents, records or reports confirming the gross production, disp



and market value including gas meter readings, pipeline recsipts, gas line recsipts and other checks or memoranda of amount produced and put into pipelines,

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 ang
market value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shaj| pe
accompanied by a check stub, schedule, summary or other remittance advice showing by the assigned General Land Office lnsenumbﬂﬂleﬂnountofmyuwkh'
paid on each lease. If Lessee pays his royalty on or before thirty (30) days after the royalty paymeat was due, then Lessee owes a penalty of 5% on the royalty of
5$25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or 325.00 whichever is greaer
In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue.
AfTidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is
effective on the dat= when the affidavits or supporting documents were due. The Lessee shall bear ail responsibility for paying or causing royalties to be paid as
prescribed by the due date provided hersin. Payment of the delinquency penalty shall in no way operate to prohibit the State's right of forfeiture as provided by |avw
nor act to postpone the date on which royalties were ariginally due. The above penalty provisions shall aot apply in cases of title dispute as 1o the State’s portio of
the royalty or to that portion of the royalty in dispute as to fair market value. . .

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnish the Commissioner of the General Land Office with
its best possible esimate of oil and gas reserves undertying this lease or allocable to this lease and shall fumish said Commissioner with copies of all contracts under
which gas is sold or processed and all subsequent agreememts and amendments W 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 Offics unless
otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and marketing of the oil and gas produced oa said
premises, including the books and accounts, reczipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to inspection and
examination by the Commissicner of the General Land Offics, the Attorncy General, the Governor, or the representative of any of them. .

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitied to the Commissioner of the General
Land Office by Lesses or operator five (5) days before spud date, workover, re-entry, temperary abandonment or piug and abandonment of any well or wells. Such
written notice to the General Land Office shall include copies of Railroad Commission forms for application to drill. Copies of well tests, completion reports and
plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad Commission. All applications, permits, reports or
other filings that reference this lease or any specific well on the leased premises and that are submittzd to the Texas Railroad Commission or any other governmental
agency shall include the word *State® in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of
identifying wells, tank batteries or other associated improvements to the land must also include the word "State.* Lessee shall supply the General Land Office with
amy 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. Lesses shall have an electrical and/or radicactivity survey made oa the
bore-hole section, from the base of the surface casing to the total depth of weil, of all wells drilled on the above described premises and shall ransmit a true copy of
the log of each survey on each well to the General Land Office within fifteen (15) days after the making of said survey.

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual producticn of oil or
gas from the leased premises such production thereof should cease from any cause, this lease shall sot 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 therson, or pays or tenders the next
annyal delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, 2 dry hole be
com e.tsd and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full forcs and effect without further opefan'c_ms E
unil Ule expiration of the primary term; and if Lesses has not resumed production in paying quantities at the expiration of the primary term, Lesses may maintain this
lease Yy onducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessaticn of
proddctioh under Paragraph 13. Should the first well or anmy subsequent weil drilled on the above described land be completed as a shut-in oil or gas weil within the
primiry term hereof, Lesses may resume payment of the annual reatal in the same manner as provided herein on or before the rental paying date following the
exp1A%i8g of sixty (60) days from the date of completion of such shut-in oil or gas well and upen the failurs to make such payment, this lease shall ipso facto
terrhtate? If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises, payments may be made ia
acgetdangs with the shut-in provisions hersof

L] LA

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

pd2rh@Md e shut-in oil or gas well royalties or compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas from the leased premises, after
oncs obuined, should cease from any cause. this lease shail not terminatz if Lessee commences additional drilling or reworking operations within sixty (60) days
after such cessation, and this lease shall remain in full fores and effect for so long as such operations continue in goed faith and in workmanliks manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil or gas, the lease shall remain in full forcs and
effect for so long as oil or gas is produced Som the leased premises in paying quantitics or payment of shut-in cil or gas well royalties or payment of compensatory
royalties is made as provided herzin or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will ot
terminate if the Lesses commences additicnal drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this leas
shall remain in effect 50 long as Lessee sontinues drilling or reworking operations in good faith and in a workmanlike manner without intemruptions totaling mers
than sixty (60) days. Lessee shall give writzen notics to the General Land Office within thirty (30) days of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well” means any well that has bezn assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary tevm of a lease that, until being shut in, was being mainwncd}n l
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack qff‘"“b €
production facilities or lack of a suitable market, then Lesses may pay as a shut-in oil or gas royaity an amount equal to double the ann g repuliprayided in the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantites. If Paragrapni GEGF iiSHe A6\ Bes HE Cipeeifcadetay rﬂ:}'-:'y DA

amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar (51.C0) per acre. To bezffeatiy - as 1o,
XTI LINDA McDONALD, COUNTY CLERK
CULBERSON COUNTY, TEXAS

BY _ Ddeiaise ledati>"oeruty




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 lm:dpmnisa,uc)soan

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

to the Commissioner of the General Land Office and one-haif (1/2) to the owner of the soil. If the shut-in oil o gas royalty is paid, the lease shall be considered 1o be -
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the monty,
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lesses may exteng r.he '
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and
delivered in paying quantities fom a well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in my .
case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil of gas royalty shall cease, but the lease shall remain effecive
for the remainder of the year for which the royalty has been paid. mmemmmmtmefu&mmmmhzymbymm‘w
royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing
reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly, one-half (1/2) o the Commissioner of the
GeneralLandOtﬁm:mdone-hajf(lﬂ)mmcmofmesoﬂ,bc;inningonwbefor:d:elastd.ayofmemnmfoﬂowingmemonminwhichtheoi]orgz;i;
produced fom the well causing the drainage or that is completzd in the same producing reservoir and located within one thousand (1,000) fest of the leased premises.
I{mecompensno-'ymrﬂtypaidinuylz-monmpaiodisinmmounumIhanmcmudshm-houwgamyﬂry.mnshdlpaymmummwug :
difference within thirty (30) days from the end of the 12-month period. Compensatory royalty payments which are not timely paid will accrue penalty and interest in
aczordance with Paragraph 9 of this lease. Noae of these provisions will relicve Lzssee of the obligation of rexsonable development nor the obligation to dril] offser
wells as provided in Texas Narural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the

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

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or capabie of producing oil or gas has
beza completed on the leased premises, Lesses 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 marksting the production thercon.

(A) VERTICAL. In the cvent this lease is in force and effect two (2) years after the exriration date of the primary or extended term it shall then terminare
as 10 all of the leased premises, EXCEPT (1) 40 acres surrcunding each oil well capable of producing in paying quantities and 320 acres surrounding sach gas well
capabie of producing in paying quantities (including 2 shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lesses is then engaged in
continucus drilling or reworking operations, or (2) the number of acres included in a producing pocled unit pursuant to Texas Natural Resources Code  52.151-
52.153, or (3) such greater or lesser number of acres as may then be allocated fer production purposes to a prorarion unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or anmy successor agency, or other governmental authority having jurisdiction. If at any time after the effective
datz of the partial termination provisions hereof, the applicabie field rules are changed or the well or wells located thereon are reclassified so that less acreage is
therzafter allocated w said well or wells for production purposes, this lease shall thereupen terminats as to all acreage not thereaster allocated to said well or wells for
production purposes. Notwithstanding the termination of this lease as to 1 portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress to and egress fom the lands still subject to this lease for all purposes described in Paragraph [ hereof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof ("the retained lands™), for access to and from the

retained lands and for the gathering or transpertation of oil, gas and other minerals producsd from the retined lands.

(B) HORIZONTAL. In the svent this leaszs is in force and effect two (2) years after the =xpiration datz of the primary or extended term it shall further
terminate as to all depths below 100 feez below the total depth drilled (hercinater "decper depths™) in cach well located on acreage retained in Paragraph 16,(A),
abcve, unless on or before twa (2) years after the primary or extended term Lssses pays an amount =qual to one-half (1/2) of the bonus originally paid as ® s
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 desper depths, and said s
termination shall be deiayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities fom such de= % cpths *

covzred by this lease. .

(C) IDENTIFICATION AND FILING. The surface acreage retained hercunder as to each well shall, as nearly as practical, be in the form of a sqfa}¥ ¥ih
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days after pdfial
terrnination of this lease as provided herzin, Lesses shall exzcute and record a release or releases containing a satisfactory legal description of the acreage ajd/pf *
depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General Land Offics, accompanied by the filing fes pré#cribed
by the General Land Office rules in effe<s: on the dat= the release is filed. If Lasses fails or refuses to execute and record such release or releases within ninety (30)

days after being requested to do so by the General Land Offics, then the Commissioner at his sole discretion may designate by written instrument the ceantfor

deoths to be released hercunder and record such instument at Lesses's expense in the county or counties where the lease is located and in the official records of e

General Land Office and such designatica shall be binding upen Lesses for all purposes. [
. .

17. OFFSET WELLS. Neither the bonus. delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lesses of his obligaticn to protect
the oil and gas under the above-described land from being drained. Lessee, sublesses, recsiver or other agent in congol of the leased premises shall driil as many
wells as the facts may justify and shail use appropriate means and drill to 3 depth necessary to prevent undue drainage of oil and gas from the leased premises. In
addition, if cil and/or gas should be produced in commercial quantities within 1,000 feet of the leased premises, or in any case where the leased premises is being
drained by production of oil or zas, the Lesses, sublesses, recsiver or ather agent in control of the leased premises shall in good faith begin the drilling of a well or
wells upon the leased premises within 1C0 days after the draining weil or wells or the well or wells completed within 1,000 fest of the leased premises sart producing
in commercial quantities and shall prosecute such drilling with diligencs. Failurs to satisfy the stanutory offset obligation may subject this lease and the owner of the
scil’s agency rights to forfeiture. Only upon the determination of the Commissioner of the General Land Offics and with his written approval may the payment of
compensaltory royaity under applicable starutory parameters satisfy the obligation to drill an offset well or wells required under this paragraph.

18. FORCE MAJEURE. If, after a good faith effort, Lessee is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, swikes, acts of God, Dr_
any valid order, rule or regulation of zovemnment authority, then while 5o prevented, Lesses's obligation to comply with such covenant shall be suspended and Lesses
shall net be liable for damages for failurs to comply with such covenants; additionally, this lease shall be extended while Lesses is prevented, by any such cause,
from conducting drilling and reworking sperations or from producing oil or gas fom the leased premises. However, nothing in this paragraph shall suspend the
payment of delay reatals in order to maintain this lease in effzct during the primary term in the absenice of such drilling or reworking operations or production of ail

or gas.



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

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the above
described land, whether or not Lessee's interest is specified herein, then the royalties and rental herein provided to be paid to the owner of the soil shall be paid 1o him
in the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to the Commissioner of the
Geaeral Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or reatal due to the Commissicner of
the General Land Office, Lesses or his authorized representative must submit to the Commissioner of the General Land Offics 2 written statement which explains the
discrepancy between the interest purportedly leased under this lease and the actual interest owned by the owner of the soil. The Commissioner of the General Lang
Office shall be paid the value of the whole production allocable to any undivided interest not covered by alease, less the proportionate development and production
cost allocable to such undivided interest. However, in no cvent shall the Commissioner of the General Land Office reczive s a royalty on the gross production
allocable to the undivided interest not leased an amount less than the value of one-sixicenth (1/16) of such gross. production.

(B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundaries
of a pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Namral Resources Code Sections S2.151-52.154, or
if, at any time after the expiration of the primary term or the extznded term, this lease covers a lesser aumber of acres than the total amount described herein,
payments that are made on a per acre basis hersunder shall be reduced according to the number of acres pooled, released, surrendersd, or otherwise severed, so that
payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the
boundaries of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

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

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

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

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

. a0

sese 26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lesse= shall have the right to remove machinery and fixtures placed by
Lefses Bn the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this :
lease yniess the owner of the soil grants Lesses an extension of this 120-day period. However, Lesses may not remove casing fom any well capable of producing oil
and 235,ip paying quantities. Additionally, Lesse= may not draw and remove casing until after thirty (30) days writen notics to the Commissioner of the General
Lafg OFfigs and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lesses
undgs the ferms of this paragraph.

L] - e

*. ""27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of cither party to this
lease may be assigned, in whole or in part, and the provisicns of this lease shall extend to and be binding upon their heirs, devise=s, legal representatives, Successors
and 85} However, a change or division in ownership of the land, reatals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges
and %3dks of Lesses, impair the effectiveness of any payment made by Lzssee or impair the effectiveness of any act performed by Lesses. And no change or
divisicadd ownership of the land, rentals, or royalties shall bind Lesse= for any purpose until thirty (30) days after the owner of the soil (or his heirs, devisess, legal
reprsentdlives or assigns) fumishes the Lessee with satisfactory written evidence of the change in ownership, including the original recorded muniments of tide (ora
certified copy of such original) when the ownership chang=d because of a conveyance. A total or partial assignment of this [ease shall, to the extent of the mﬂfﬂ“
assigned, relieve and discharge Lessee of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, tl?e right and
option to pay rentals shall be apportioned as between the several owners ratably, according to the area of sach, and filure by one or more of them to pay his share of
the rental shall not affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; however, if the assignor or assignes does not filea
certified copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminatz for failure to pay the satire rental due
under Paragraph 3. Every assignee shall succzed to all rights and be subject to all obligations, liabilities, and penalties owed to the State by the original lesses or any

prior assignes of the lease, including any liabilitics to the State for unpaid royalties.

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

(1) a nominees of the owner of the soil; . oty
(2) acorporation or subsidiary in which the owner of the soil is a principal stockholder or is an employes of such a corporation or subsidiarys
(3) a parmership in which the owner of the soil is a parmer or is an employee of such a parmership; A CERTIFIED COPY
inci i ich is the owner of the sail;,
(4) a principal stockholder or employes of the corporation whic ; "F IT BEARS THE SEAL OF THE COUNTY CLERK _
(5) a partner or employes in a parmership which is the owner of the soil; JO-ZL - ¥
LINDA McDONALD, COUNTY CLERK
CULBERSON COUNTY, TEXAS
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustes, executor, adminiszrator, recziver, or canservator for the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lesses may at any time execute and deliver to the owner of the soif
and place of record a release or releases covering any portion or portioas of the leased premises, 2nd thereby surrender this lease as to such portion or portions, ang be
relieved of all subsequent obligations as to acreage surreadered. If any part of this Jease is property surrendered, the delay rental due under this lease shal] be reduced
by the proportion that the surrendered acreage bears to the acreage which was covered by this lease immediately prior to such surrender; however, such release wil]
not relieve Lesses of any liabilities which may have accrued under this lease prior to the surender of such acreage. -

29. FILING OF ASSIGNMENTS AND RELEASES. If all or any part of this lease is mimduml:mimhasimuwu!emmmbemmh
th:coumywhmthelmdissimaud,mdd:erecnrdedimmcm.oraoopyofdmr:wd:dins:rmn:n:ccxﬁﬁcdhytb:CmmtyCchkofmcmuntyinwhichme
insuumeat is recorded, must be filed in the General Land Office within 90 days of the last execution date accompanied by the prescribed filing fee. If any such
assigmnemisnmsoﬁjed.:hcrig.hnacquimdundathislmshan be subject to forfeiture at the option of the Commissioner of the General Land Office,

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

31. FIDUCIARY DUTY. The owner of the soil owes the State a fiduciary duty and must fully disclose any facts affecting the State's interest in the leased
premises. thnthcin::r:s!sofﬂu:ownuofrhcsoi]conﬂictwinhlhas:ufﬂwS:am.rhemaofmcsoilisobﬁgmdmpm:thlau‘sinmbcfarehi:pqm

interests.

32. FORFEITURE. If Lesses shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lessee or an authorized
agent should knowingly make any false return or false report conceming production or drilling, o if Lesses 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 Lesses should fail w file reports in the manner
required by law or fail to comply with rules and regulations promulgated by the General Land Offics, the School Land Board, or the Railroad Commission, or if
Lesses should refuse the proper authority aczess to the records pertaining to operations, or if Lesses or an anthorized agent should knowingly fail or refuse to give
correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lesses shall inowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assignment is oot filed in the General Land Office as required by law, the rights
acquired under this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
forfeiture, and when forfeited the area shail again be subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as
waiving the sutomatic termination of this lease by operation of law cor by reason of any special limitation arising hereunder. Forfeitures may be set aside and this
lease and all rights thersunder reinstated Sefore the rights of ancther intervene upen satisfactory svidence to the Commissioner of the General Land Office of furure
compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted relative hereto.

33. LIEN. In accordance with Texas Natural Resources Code 52136, the State shail have a first lien upon all oil and gas produced from the area coversd
by this lease to secure payment of ail unpaid royaity and other sums of money that may become due under this lease. By acceptance of this lease, Lesses grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable starutory lien, an sxpress contractual lien on and security
interest in all leased minerals in and exwacted from the leased premises, all procesds which may accrue to Lessee from the saie of such leased minerals, whether such
proceeds are held by Lesses or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or procsssing 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 dagidss
loss that Lessor may suffer by reason of Lesses's breach of any covenant or condition of this lease, whether express or implied. This licn and security interes®fay’be
foresiosed with or without court proczedings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commerce Code. Lesses agrees thgfje *
Commissioner may requirs Lesses to executs and record such insouments as may be reasonably necsssary to acknowledge, artach or perfect this lien. Lesses hetedy
represents that there are no prior or superior lieas arising from and relating to Lessee's activities upoa the above-described property or from Lassee’s acquisition of
this lease. Should the Commissioner at any time determine that this representation is not true, thea the Commissioner may deciare this lease forfeited as pm\.rii.l‘i S .

herein e s
LE
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34. PCOLING. Lesses is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other le§ssRolg®
or mineral interest for the exploration, development and production of oil or gas or sither of them upon the same terms as shall be approved by the Scheol Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant o Texas Natural Resqyess
Cods 52.151-52.153. The owner of the soil agres that the inclusion of this provision in this lease satisfies the cxecution requircments stated in Texas Natusa] | ¢

Resources Code 52.152. .
seeees

35. INDEMNITY. Lessee hersby releases and discharges the State of Texas aEd the owner of the soil, their officers, employess, parmers, agcn\‘s..
contractors, subcontractors, guests, invitess, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expeases which are caused by the
activities of Lesses, its officers, employess, and agents arising out of, incidental to, or resuiting fom, the operations of or for Lesse= on the leased premises. .
hereunder, or that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly [:a.b_i:
act or omission of Lesses. Further, Lesses hereby agress to be liable for, exonerate, indemnify, defead and hold harmless the Stat= of Texas and the owner of the soil,
their officers, employe=s and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including :!ca.th),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or swict liability, including attomeys fees and
other lezal expenses, including those relatzd to environmental hazards, on the leased premises or in any way related to Lesses’s failure to comply wuh.a:ny and all
environmental laws; those arising from or in any way related to Lesses's operations or any other of Lesses’s activities on the leased premises; those_nnsmg ﬁ-_om
Lesses's use of the surfacs of the leased premises; and those that may arise out of or be occasioned by Lesses’s breach of any of the terms or provisions of this
Agresment or any other act or omission of Lesses, its directors, officers, employess, parmers, agents, conwraciors, subcontraciors, guests, invitees, and their r=SP¢"~t{“
successors and assigns. Each assignee of this Agresment, or an interzst therzin, agress to be liable for, exonerate, indemnify, de.’:nq a.nd hold ha.rmie_f,s the Sl-ale o
Texas and the owner of the soil, their oficers, employees. and agents in the same manner provided abaove in connection with the activities of Lesses, its Umc-—-"ss-
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIOENO
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD T —_—
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PA
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIVE.



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

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Nanural Resources Code 52,171 through 52.190; commonly known as the
Refinquishment Acz, and other applicable stanites and amendments thereto, and if any provision in this lease does not conform o these stanutes, the starutes will
prevail over aimy nonconforming lease provisions. 3

38. EXECUTICON. This oil and gas lease must be signed and acknowledged by the Lesses before it is filed otftmrd in the county records a‘nd in the
General Land Offics of the State of Texas. Oucs the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this lease shall
be the date found on Page 1. : .

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commercs Code, this lease must be filed of record in the officz of the Counry
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This lease is not
efective untl a certified copy of this leass (which is made and c=rtified by the County Clerk from his records) is filed in the General Land Office in accordancs with
Texas Narural Resources Code 52.133. Additionally, this lease shall not be binding upon the State unless it recites the actual and ue consideration paid or promised
for execution of this lease. The bonus due the Statz and the prescribed filing fes shall accompany such cartified copy to the General Land Offics. .
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STATE OF

(CORPORATION ACKNOWLB'JGMETD
COUNTY OF

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

—

of

and acknowledged 1o me that he executed the same
for the purposes and consideration therein expressed, in the capacity stated, and s the act and de=d of said corporation. :

Given under oy hand and seal of offics this the day of ;19

knmmmembed:epcsonwhoumismbsm’bedmmefol:ezoingm&u

Notary Public in and for

STATEOF

(CORPORATION ACKNOWLEDGMENT)
COUNTY OF '

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

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

and acknowledged to me that he exscuted the same
for the purposes and consideration thersin =xpressed, in the capacity statzd. and as the acx and de=d of said corporation.

Given under my hand and seal of offics this the day of e

Notary Public in and f&or

STATE OF 7_@-)(@ S
COUNTY OFIY) e L ) [Lhd

Befors me, the undersigned authority, on this day personally appearsd Wavne Moore, a widower LI o

(INDIVIDUAL ACKNOWLEDGMENT)

a0 @
known to me to be the persons whose names are subscribed o the foregeing insTument, and acknowicdged o me that they exscuted the same for the purgoﬁulﬁ
consideration therein expressed.

Given unde js the Q (St day of @fl}kﬁ/pl - p) , 19 Q.f :‘:::.
“Z7N, PATRICIA L. BANE LA i % aH Lo n i £ 5%

.7 NOTARY PUBLIC A

“tate of Texas Notary Public in and for .

st Exp. 05-28-2000

1 : s
M@vﬁs‘m""‘- ) o DO
STATEOF Aad

(INDIYIDUAL ACKNOWLEDGMENT)

:.....
. . .
COUNTY OF i ool
Before me, the undersigned authority, on this day perscnally appeared a{ C{Jn ] (ﬂ‘&—m—’

known to me to be the persons whose names are subscribed o the foregoing msTument, and acknowledged 1o me that they executed the same for the purposss ad

consideration therein expressed.
Given under my hand and seal of offic= this the 2 { day of 62‘ .: 2 , 19 9 Z

S CA MARLOWE ’
(o \“ T‘J%‘TARY PUBLIC Newry Putlic nudfor_____/ X7
ok "%,3 ) State of Taxas
thap’«j/ Comm. Exp. 10-30-99
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED JULY
17, 1998, BY AND BETWEEN WAYNE MOORE, A WIDOWER AS LESSOR, AND CLAY
JOHNSON, AS LESSEE, AND COVERING 640 NET MINERAL ACRES, MORE OR LESS, ALL IN
CULBERSON COUNTY, TEXAS.

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

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

In conducting such continuous drilling program, Lessee shall be entitled to accumulate and later use time,
if any, saved between wells, beginning with the second well under this continuous drilling program. If
one well is commenced sooner than 180 days after the completion of the last preceding well, the portion
of the prescribed 180 day period not used may be carried forward and added to the period between
subsequent wells.
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ACQUISITI%%%gg%%ER OF THE GENERAL LAND OFFICE 10/21/98
PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due

the State of Texas for Paid-Up Oil & Gas Lease
dated 07/17/98 from the State of Texas by Agent
Wayne Moore, a widower, Lessor,

in favor of Clay Johnson, Lessee, covering

All of Sections 18, 19, 20 & 21, Block 100,

PSL Survey, Culberson County, Texas.

99011695
|10

L X
L ] L]
* o0
LT XY
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L X ] .
Ch.ecking Lease Bonus
(XXX ]
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TITANRESDURCES, L.P.
ACQUISITIQRYHIFREISNER OF THE GENERAL LAND OFFICE 10/21/98
* - PARAGON #299:Lease Bonus Payment in full of 1/2 Lease Bonus Consideration due
. the State of Texas for Paid-Up Oil & Gas Lease
tarane dated 07/17/98 from the State of Texas by Agent
Wayne Moore, a widower, Lessor,
in favor of Clay Johnson, Lessee, covering
All of Sections 18, 19, 20 & 21, Block 100,
PSL Survey, Culberson County, Texas.

Checking Lease Bonus

908813

XI 7,280.00

002673

17.280.00

17.280.00
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Transaction # 2875

Lessor:
Lesses:

Moore, Wayne

Clay Johnson

LEASE DESCRIPTION

Gounty
CULBERSON

CULBERSON

CULBERSON

CULBERSON

TERMS OFFERED
Primary Ternt
Bonus/Acre: |
Rental/Acre: |
Royalty: 13/16

5 years

COMPARISONS
MF #

Comments:

Basa File No
134171

134172
134173
134174

$50.00 |

$1.00 |

RAL REVIEW SHEET

Part
ALL

ALL
ALL
ALL

Geologist:
Leass Date:
Acres:
Sec. Block Twp
6 18 100 00
19 100 00
20 100 00
21 100 00
TERMS RECOMMENDED
Primary Term S years
Bonus/Acrs $50.00 |
Rental/Acra $1.00 |
Royalty 3116
Date Term Bonus/Ac.

L. Collier
7/M17/98 Uk
640
Survey Abst#
PUBLIC SCHOOL LAND 5759
PUBLIC SCHOOL LAND 5760
PUBLIC SCHOOL LAND 5761
PUBLIC SCHOOL LAND 5762
Rental/Ac.  Royaity  Distance
Last Leasa

|Paid up rental. Gross acres 2,560. SEE OTHERS: Lee Wayne Moore, Trustee for Pearl Moore Carter

|with 80 acres, Montebev, Inc. with 640 acres, Montgomery-Walker 1974 Trust, by Charlotte Walker

Furman Trustee with 640 acres, Joe Montgomery Brooks with 160,

L)

e <Y

Tuesday, October 20, 1998
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Transaction # 2875
Lessor Moore, Wayne

Lesses: Clay Johnson

LEASE DESCRIPTION

County Basa Flia No
CULBERSON 134171
CULBERSON 134172
CULBERSON 134173
CULBERSON 134174
TERMS OFFERED

PrimaryTerm: 5 years ]
Bonus/Acre: . $5400
Rental/Acre: [ $1.00]
Royalty: 316 K
COMPARISONS

MF % Lessea

RAL REVIEW SHEET

ALL
ALL
ALL
ALL

mt L. Collier
Leass Date: 7/17/98 Uk
Acres: 640
Sec. Block Twp Survey Absti
18 100 00  PUBLIC SCHOOL LAND 5759
19 100 00  PUBLIC SCHOOL LAND 5760
20 100 00 PUBLIC SCHOOL LAND 5761
21 100 00 PUBLIC SCHOOL LAND 5762
TERMS RECOMMENDED
Primary Term B
Bonus/Acre _$0.00
Rental/Acre ~$0.00 |
Royaity
Date Term Bonus/Ac.  Rental/Ac. nnyim Distance
' ' T ] | lastlnm

Comments: |Paid up rental. Gross acres 2,560. SEE OTHERS: Lee Wayne Moore, Trustee for Pearl Moore Carter
|with 80 acres, Montebev, Inc. with 640 acres, Montgomery-Walker 1974 Tmst by Charlotte Walker

Furman Trustee with 640 acres Joe Montgomery Brooks with 160, U Nante a{ Irti 4',“1 ]/
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Thursday, October 15, 1998
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COMMISSIONER MEMORANDUM

TEXAS GENERAL LAND OFFICE

DATE:  20-Oct-98

T Garry Mauro, Commissioner
Spencer Reid, Senior Deputy Commissioner

FROM: Robert Hatter, Director of Mineral Leasing
Peter Boone, Chief Geologist

RE: Relinquishment Act Lease

Applicant:  Clay Johnson

County: CULBERSON Base File #: 134171
Section: 18 Block: 100 Abstract: 5759
Survey: PUBLIC SCHOOL LAND
Prim. Term: 5 years Bonus/Acre $50.00
Royalty: 3/16 Rental/Acre $1.00

Consideration

Recommended:/(pmi‘ 127 9%
Not Recommended:

Comments:

Lease Form

Recommended: Z@ /1 / 4 / 8

Not Recommended:

Comments:

Spencer Reid, Senior Deputy Date: || l/ | 2/{61 g

Recommended: g Z &

Not Recommended:

Garry Mauro, Commissioner Date:

Approved: _ ( ﬂ

Not Approved:
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o 1700 North Congress Avenue
Garry Mauro, Commissioner Austin, Texas 78701-1495

-—&l l l Texas General Land Office Stephen F. Austin Building
‘ (512) 463-5001

December 18, 1998

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

Re: RELINQUISHMENT ACT LEASE NO. M-100185
All of Sec. 18, 19, 20, & 21, Blk. 100, PSL
Culberson County

Dear Mr. Ready:

The certified copy of the Relinquishment Act Lease covering the above referenced tract has
been approved and filed in our records under mineral file number M-100185. Please refer to
this number in all future correspondence conceming the lease.

Your remittance of $3,004.82, has been applied as the state’s portion of the bonus, the
processing fee and the filing fee. Please let me know if you should have any questions.

Sincerely,

DR

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

DR:MT:mrg

Printed on recycled paper with soybean ink
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