STATE LEASE

MF100242
# LeaseDate Acres Status CONTROL BASEFILE COUNTY
A Oct 30 1998 160.00 ACTIVE 07-131766 142937 - REEVES /195
B Mar 02 1999 160.00 ACTIVE

oo | DN O AL

[
SURVEY : PUBLIC SCHOOL LAND |
BLOCK : 58
TOWNSHIP : 00
SECTION/TRACT: 7
PART :
ACRES : 560.00&\ 320 m-l-

DEPTH LIMITS : NO

Rentals:

LESSEE : JOHNSON, CLAY
LEASE DATE s+ Dct 30 1998
Lease PRIMARY TERM : 5 yrs
Admin: BONUS ($) : 0.00
RENTAL ($) 20 000
Mineral ROYALTY : 0.18750000

VAR ROYALTY
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" TEXAS GENERAL LAND OFFICE

GARRY MAURO

COMMISSIONER MEMORANDUM
DATE:  14-Dec-98

TO: 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: REEVES Base File #: 142937
Section: 7 Block: 58 Abstract: 5038
Survey: PUBLIC SCHOOL LAND
Prim. Term: 5 years Bonus/Acre $50.00
Royalty: 3/16 Rental/Acre $1.00

Consideration

Recommendedf?lq)@ [2:17- 983
Not Recommended:

Comments:

[ease Form

Recommended: M 12/ 17 /7&

Not Recommended:

Comments:

Spencer Reid, Senior Deputy Date: —

Recommended: i

Not Recommended:

Garry Mauro, Commissioner Date: .~

Approved:
Not Approved:



RAL REVIEW SHEET

Transaction # 2940 Gelogist: R. Widmayer
Lessor Bush, Jesse W., and wife May Jarine Bush Leass Date: 10/30/98 3
Lesses: Clay Johnson Acras: 160
Titan
LEASE DESCRIPTION
County BasgFilaNo Part Sec. Block Twp Survey Abst#
REEVES — 142937 ALL S¢p Ac. 7 58 00  PUBLIC SCHOOL LAND 5038
TERMS OFFERED TERMS RECOMMENDED
PrimaryTerm (5 years ] PrimaryTeem  [Syears
Bonus/Acre: [ $5400 | Bonus/Acre [ s5000]
Rental/Acre: [ s100] Rental/Acra [ sto0]
Royalty: s | Royalty [3116 |
COMPARISONS
MF # Lesses Date Term Bonus/Ac.  Rental/Ac.  Royaity  Distance
L LR | R | | - | lastleas
| =LA WS Wi | [ | _— =
| Sem— | ;| | -]
| 1L g | | 1] 1L I -
L I SRR CER NN | S | |

Comments: |All of section 7, save and except the W/2 SW/4, block 58, Public School Land survey. Paid up rental.

Gmis acres 560.

Aorwvat_ (O 121758

Monday, December 14, 1998
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EC-09-1998 WED 17:30 ID: TEXAS GENERAL LAND OFFICE TEL 15124751543

Tiran RESOURCES, Lp

December 8, 1998 VIA FEDERAL EXPRESS

Mr. Drew Reid

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

Re: Proposed Relinquishment Act Qil and Gas Lease
covering land in Recves County, Texas
Paragon Prospect

Dear Mr, Reid:

With reference to the following described Oil and Gas T.ease covering lund in Reeves County, Texas, enclosed
herewith please find the following:

1. Copy of Paid-Up Oil and Gas J.ease datcd October 30, 1998 between the State of Texas, acting by
and through its Agent, Jesse W, Bush and wife, May Jarine Bush, referred to as owner of the sail, and
Clay Johinson, T.essec. The tenms of this Lease are as follows:

The Lease covers 560 gross and 160 net acres;
Cansideration being paid is $54.00 per net mineral acre;
Paid-up lease, no rentals due;

Primary term is five (5) ycars;

The rayalty is 3/16.

Boak>

With regard to the required processing [ee of $100.00 for the above Oil and Gas Lease, encloscd please find
our request for credit by letter dated September 22, 1998, accepted by the General Land Office on September
30, 1998. Per the terms of this agreement, we would like to apply this fec to our outstanding balance thereby
leaving a $3,322.36 credit for future items.

Pleasc review the enclosed leuse for prior approval, If the terms of this transaction are acceptable to the State
of T'exas, please acknowledge by signing and reiurning one copy of this letler. Should you have any questions
concerning this matter, please do not hesitate to contact me.

Very truly yours,

obert Réady ACCEPTLUD THIS q DAY OF DQ.C ~ ..1998
andman “/
WIB/dss By: '&BM i {
Caclosurcs State of Texas General Land O ice

500 W, Texas + Sulte 500 « Midland, Texas 79701 « Fax: (915) 687-0192 « Office: (915) 682-6812
418 Rt

: 01
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_FILE#IOI i

General Land Office
| Reliaquishmat Act Lease Form
Revised, September 1997

Paid-Up
OIL AND GAS LEASE

agent, Jesse W. Bush, and f_ﬁaym_h_'
of . O, BOX 347, Pecos. TX 719772

n-ns.wkm:-munwm 30 dayorOctoberis 98 Mummmmghynamm ‘
|

said ageny

} (Give Pomanent
berein referred 1o a3 the owner of the soil (whether one or more), and__CLAY HNSON

3 800 i
Midland, TX <4

bereinafter called Lesses,

1. GRANTING CLAUSE. Formdiumiduﬂono!‘ﬂnmmnmdbdv-ndorhmndmmuubewihwwmﬂh
Lmumﬁhulmg&SmoﬁuaﬂhgbyudWhmofhuﬂ.h&rmkmdlmmm&tm:m:dmmn(
ptm;-ddn'nhgﬁrndpmdu:h;oilmdza.h-yingpnpeIhu.buﬂdh;mnwh;oﬂudhﬂﬁuwud:u:ﬁmfwndodmmu |
ﬁwkmmmﬂu&-muimndmm¢mmufmmm'“ ing lands situxzed in Reeves Counry, State l
of Texas, to-witc .

All of Section 7, save and except the W/2 SW/4,
Block 58, Public School Land Survey

560 mmuwlcn.nebomucnn:{dnzﬁmpddﬁuﬁhln'uknblm

To the Stz of Texas: Four Thousand Three Hundred Twenty and 00/100---—==———m
Dellars (5__4,320.00 ) :

To the owner of the soil: FOur Thousand Three Hundred Twenty and 00/100---—--———-
Dollars(3__4,320.00 )

Toul bonus consideration:  Eight Thousand Six Hundred Forty and 00/100 ---------
Dollars(S___8,640,00 )

The total bonus consideracion paid represents a bonus of. Fifty Four and 00/100-——————ccmmmmmmo e
Dollars (5 54.00 ) perace,on _ 160  netacres
TERM. Suh)et:mmeomdpmvu(ansln&uslmmu'meshnhﬁw:mo! Five (5) years from this date

(herein ﬂll“ primary term”) and as long thereafter as oil and gas, or cither of them, is produced in paying quantiies fom said land F

As used in this lease, the term *produced in paying quantities® means that the receipts Som the sale or other authorized commercial use of the substance(s) coversd I
exceed out of pocket operational expenses for the six months last past.
*See Exhibit "A" attached for Pd Up Delay Rental Provision shcnm as Paragraph #40.:

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

\

I

\

To the owner of the soil: ‘
Dollars (3 =" - )

b ' |

To the State of Texas:
Dollars (S =l e )
Total Rentl: — =
Dollars (S,

ot Tenders annually, the commencsment of a well may be further deferred for successivepesiods of one (1) year sach during |
rders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assigne=-af this lme, and may be I

: S P P S

e

»
ebss
e

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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4. PRODUCTION ROYALTIES. Upca production of oil and/or gas, Lessee agrees 1o pay or cause 10 be paid one-half (1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Offics of the Stazz of Texas, at Austin, Texas, and one-half (1/2) of such royalty o the owner of

the soil:

(A) OILL. Royalty payable oa oil, which is defined as including all hydrocarbons produced in a liquid form az the mouth of the well and alsg 35 5

condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, a3 hereinafter provided, shal) be
3/16 past of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of (he

General Land Office, such value to be dewermined by 1) the highest posted price, plus premium, if a0y, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a liks type and gravity in the p | arca where produced and whea run, or 2) the highest maricet price thereof offered of paid in the
MﬂﬂwbelroduwdMmeJ)MumMo(mdcmﬁwNMkhm.Lnu:lpcnmnbtﬁmmypumgdmh
Mwmkahwl&mdorp«mcdinapunhvﬂlhm&wutmnhnyﬂqmmm:n;dqmuammmermmwm,‘.
other equipment at least a3 efMicient, so that all liquid hydrocarbons recoverable fom the gas by such means will be recovered. The requiremoent that such zas be un
through a separator or other equipment may be waived in writing by the royalty owners upon such terms and coaditions 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
Sﬂﬂilalbplrwlph(a\)lbcn.mdhumvdlunldhnd(ﬂ?tumﬂdedhﬂuhﬂmmwwmmedhaphmfnr&:mﬁmor
gasoline, liquid hydrocarbons or other products) shall be 3/1 ___part of the gross producticn o the market value thereof, & the option of the
owner of the soil or the Commissioner of the General Land Office, such value to be based o the highest market price paid or offered for gas of companable quality in
the genenal area where produced and when run, or the gross price paid or offered to the producer, whichever [s the greater; provided that the maximum pressure
in measuring the gas under this lease shall not af any time exceed 14.65 pounds per square Inch absolutz, and the standard base tzmperature shall be sixty (50)
degrees Fahreahei tion 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
mest approved method of testing being used by the industry at the time of testing. . Y

(=] PROCESSED GAS. Royalty on any gas procsssed in a gasoline plact or other plant for the recovery of gasoline or other liquid hydrocarboas
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 50il or the Commissioner of the General Land Office. All royalties due berein shall be based on one hundred percent (100%) of the total plant
production of residue gas acributable to gas produced fom this lease, and oa fifty percent (50%), or that percent accruing o Lessee, whichever is the greater, of the
Enulplauprodncﬁonoﬂiqnidh-yd. rbons amributable to the gas produced from this lexse; provided that if liquid hydrocarboas are recovered fom gas procsssed
in a plant in which Lessee (or its parent, subsidlary or affiliate) owns an & then the p tage applicable to liquid hydrocarbons shall be fity percent (50%) or
the highest percent accruing o a third party processing gas through such plant under a p ing agre gotiated at arm's length (or if there is no such third
party, the highest percent then being specified in processing agreements or coatracts in the industry), whichever Is the gremer. The respective royalties oa residue gas
and on liquid hydrocarbons shall be d ined by 1) the highest market price paid or offcred for any gas (or liquid hydrocarbons) of comparable quality in the
genenal 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 hydrocarbens),
::i:bcvr..'rhthcpu:n. In no event, bowever, shall the royaities payabie under this paragraph be less than the royalties which would have beea due had the gas sot

processed.

(D) OTHER PRODUCTS. Royaity on carboa black, sulphur or any other producss produced or f3 d from gas (excspting liquid hydrocarbons)
whether said gas be "casinghcad,” *dry,” or any other gas, by fractionating, buming or any other procsssing shall be - 3/i 6 partofthe
gross production of such product, or the market value thereof, at the opton of the owner of the soil or the Commissioner of the Geaeral Land Office, such markst
value 1o 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 produczd, or 2) on the

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

5. MINDMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties
Dtidund:rlhislelscinmevmuhlﬂbelmthanmmmequdmﬂtewu]muﬂd:hyrmwhn:inpmﬁd:d;ommm:mbeduamdpay:bl:cne!.....
before the last day of the month succeeding the anniversary date of this lease a sum equal to the total mnual rental less the amount of royalties paid during the @
preceding year. If Paragraph 3 of this lease does ot specify a delay rental amount, then foc the purposes of this paragraph, the delay rental amount shall be ose e
dollar (31.00) per acre.

e .

6. ROYALTY IN KIND. Norwithstanding any other provision in this lease, at zny time o Som time  time, the owner of the soil or the Commissioncs e @

of the Geaeral Land Office may, at the opticn of cither, upoa not less than sixty (60) days aotice 1o the holder of the lease, require that the paymenz of any royliess o o o
accruing to such royaity owner under this lease be made in kind. The owner of the soil's o the Commissioner of the General Land Office's right to take ium’ﬂ'}fﬂ..°-‘
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 lmplied.

under this lease, -

[ 1]
7. NO DEDUCTIONS. Lesses agrees that all royalties accruing under this lease (including those paid in kind) shall be withour deduction for the costol x. .0
producing, gathering, storing, separating, treating, dehydrating, compressing, processing, ransportiag, and otherwise making the oil, gas and other preducs © *

hercunder ready for sale or use. Lessee agrees to compute and pay royalties oa the gross value received, including any reimb for severancs taxesand @ e
production related costs. '-:--

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease’s proportionats share of any fuclused @
process gas produced her in any pre ing plant. Norwithstanding any other provision of this lease, and subject to the wrinien coaseat of the owner of e soil
and the Commissioner of the General Land Office, Lessee may recycle gas for gas lift purposes on te 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 sold or used by Lessee in a manner which entitles the royalty owners to a royalty under this lease.

4

9. ROYALTY PAYMENTS AND REPORTS. All royalties not taken in kind shall be paid to the Commissioner of the General Land Offics ar 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 currently provide that royalty on gil is due
and must be recsived in the General Land Offics on or befors the Sth day of the second menth suceseding the month of production, and royalty on gas is due.md
must be received in the General Land Office on or before the 15th day of the second month succesding the moath of production, aczompanied by the affidavit of e ¢
owmer, manager or other authorized agent, completed in the form and manner prescribed by the Geaeral Land Office and showing the gross amouat and dl’?_‘“uu_“. o
all oil and gas produced and the market value of the oil and gas, together with 3 copy of all documents, records or reports canfirming the gross production, dispasiion

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

-
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and market value including gas meter readings, pipeli ipts, gas line receipts and other checks of memoranda of amount produced and put into pipeliney,
or pools and gas lines or gas storage, and any other reports of records which the General Lacd 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 Lesses herein must be filed in the General Land Office. Each royalty payment shal] be
accnmpaniudhylchukmh.uhcdde.mwodmmnlmldﬂu.lbﬂhgbyhmlpdﬁmuﬂmaomulcmnmhﬂhmmofm,uqmn
paid on each lease. If Lessce pays his royalty on oc before thirty (30) days after the royalty pryment was due, then Lesses owes a penalty of 5% on the royalty o
525.00, whichever is greater. A royalty pryment 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 Interest at a rate of 12% per year; such [nterest will begin accruing when the royalty ls sixzy (60) days overdue.
Affidavit 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 were due. The Lesses shall bear all responsibility for paying or causing royaltics to be paid x
prescribed by the due date provided berein. Pxyment of the delinquency penalty shall in no waxy operats to prohibit the State's right of forfeitare as provided by lyw
nor act to postpone the date on which royaltics were originally due. The above penalty provisions shall sot apply in cases of title dispute a3 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 Commissioner of the General Land Office wity
its best possible estimate of oil and gas reserves undertying this lease oc allocable to this lease and shall fumish said Commissioner with copies of all contracts mnder
which gas Is sold of p d and all subsegy; agr and drments 1o such contracts within thirty (30) days after eatering Into or making such contracts,
ags or 4 Such contracts and agreements whea received by the General Land OfSce shall be held in confidence by the General Land Offics unlexs
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, lacluding the bocks and unts, receipts and discharges of all wells, tanks, pools, metzrs, md pipelines shall st all times be subject to inspection and
examination by the Commissicner of the General Land Office, the Amtorney General, the Governor, or the representative of aay of them. d

(B) PERMITS, DRILLING RECORDS. Wrinen notice of all operations on this lease shall be submited to the Commissioner of the General
Land Office by Lesses or operator Sve (5) days before spad dase, workover, re-entry, temperary 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 spplication to drill. Copies of well tests, cdmpletion reports and
plugging reports shall be supplicd to the General Land Office at the time they are filed with the Texas Railrosd Commission. All applications, permits, reports o
other filings that reference this lease oc amy specific well on the leased premises and that are submized to the Texas Railroad Commission or any other govemmental

agency shall include the word *Staze® in the title. Additionally, in accordance with Railroad C ission rules, any si on the lcased premises for the purpose of -

ideatifying wells, tank bageries 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, freports, cuttings and cores, or other information relative o 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 shall it a true copy of
the log of each survey on cach well 1o the General Land Office within fifteen (15) days after the making of said survey.

(C) PENALTIES. Lesses shall incur a penalty whenever reports, & or other fals zre not filed n the Geaeral Land Office when
due. The penalty for late filing shall be sez by the General Land Office administrative rule which is effective on the date when the materfals were due In the Geaeral

Land Office.

11, DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If. during the primary term hereof and pricr to discovery and production
af 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 thersof should cease from any cause, this lease shall not terminate if on or befors the expiration of sixxy (60) days fom
date of completion of said dry hole or cessation of production Lesses additional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. 1f, during the last year of the primary term or within sixty (60) days prior therzto, 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 force and effect without further operadons
untl the expiration of the primary term; and if Lessce has not resumed production in paying quantities a1 the expiration of the primary term, Lesses may maintain this
lease by conducting additional drilling or reworking operations pursuant o Paragraph 13, using the expiration of the primary term as the date of cessation of
preduction under Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the
primary term hereof, Lessee may resume payment of the annual reatal in the same manaer as provided herein on or before the rental paying date following the
expiration of sixty (60) days fom the dats of completion of such shut-in oil or gas well and upen the failure to make such payment, this lease shall ipso facto
terminate, 1f af the expiration of the primary term or any time thereafter a shut-ln oil or gas well is located on the leased premises, payments may be made i
accordance with the shut-in provisions hereoL

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas Is being
produced on said land, but Lesses is then engaged in drilling or rewerking operations therzon, this lease shall remain In force 5o long a3 operations on said well o for
drilling 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 one such opesation, and if they result in the producdon of oil and/or gas, 5o long thereafter as oil and/or gas is produced in paying quantities from said land, of
payment of shut-ia ail 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 obuined, should czase from any cause, this lease shall not terminaze if Lesses commences additional drilling or reworking openations withia sixty (60) days
after such cessation, and this lease shall remain in full force and effect for so long a3 such operations continue in gocd faith and in workomanliks manner without
interruptions totaling more than sixry (60) days. If such drilling or reworking operations result in the production of oil or gas, the lease shall remain In full fores and
efTect for so long as oil or gas is produced from the leased pr in prying quantities or payment of shut-in oil or gas well royalties or payment of compensatory
royalties is made a3 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
tzrminate if the Lassee commences additional drilling or reworking operations within sixty (60) days afler the completion of the well as a dry hole, and this lexse
shall remain in effect 5o long as Lesses continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more
than sixty (60) days. Lessee shall give written nctice to the General Land Office within thirty (30) days of any cessation of production.

* means any well that has beea assigned a well number by the state agency having
aintined in

ack of suitable

14, SHUT-IN ROYALTIES. For purposes of this paragraph, *well i L 1 !
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 m

force and effect, 2 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 0
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 u“d
lease, but not less than $1,200 3 year for each well capable of producing oll or gas In paying quantities. If Paragraph 3 of this lease does not specify 3 delay ren

amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar (S1.00) per acre. To be effective, cach initial shut-in oil or 33 rayalty

L

R—— . i v True and Correct

copy of
Original filed in
Reeves County.
Clerks Office
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must be pald on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to procuce oil of gas fom the leazed premises, ’
after Lesses completes a drilling or reworks g opcratica in d with the lease provisions; whichever date is latest Sﬂptrmmﬂlhu;:giw

to the Commissioner of the General Land Office aad coc-balf (1/2) to the owner of the soil. If the mu—boﬂuwmﬂv"?'id-m"mmn%(m) l
-m«:;mmdmmmmmmcmorm:nuh-pawormm&mwemtorm:peimwmurhwmhaycrwmbk
followmu.h-mcnmI.uwbic.hpmduasanamcd.nd.mud:n.l!nomhhl-pmdmbr.uhiaormhbtgm.ui:lforth:oilcrpun}m,[mmrm T

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

15. COMPENSATORY ROYALTIES. If, during the period the lease Is kept In effect by paymest of the shut-in ol of gas royalty, oil o gas | )
delivered I paying quantities from 1 well located within one thousand (1,000) feet of the lexsed premises and completed in the same prod: .m;’:::{::;
case [n which drainage is ing. the right o inue to maintain the lease by paying the shut-in ol or gas royalty shall cease, but the lease shall remain e fective
for the rerainder of the year for which the royalty has been paid. TbLmumqmimhhh&fabwmmmhymhyLmnm;w
NY“W.I‘h"ﬂlll}'ﬂlﬂpmﬂdtdi.nhlmduwmdmmmﬂmhmlu‘mhmlmdhmmm
reservoir and within one thousand (1,000) fect of the leased premises. The comp y royalty is to be paid monthly, ooe-half (1/2) to the Commissioner of the
CnunlLmdOﬁalﬁmmr(mmamﬁm”lmuummaLuxﬁyofuanmfnﬂml&lmmhwhkhmcon“‘“k
pmd::d&mm-tncnnhg\hm«hhmplmdhhmm”vkﬂbmdmmhmd(l.ﬂw)hofmmm
If the compensatory royalty paid in any 12-moath period is in an amoust less than the annual thut-in oil or gas royalty, Lessee shall pay an amount equal 1o the :
differeace within thirty (30) days from the end of the 12-month pesiod. Compensatory royalty payments which are not timely paid will sccrue penalty and interest I
accordance with Paragraph 9 of this lease. Noe of these provisions will relicve Lesses of the obligation of rexsonable development nor the obligation to drll offses
mnumndadhrmnmnmmcmszm;m,uummarmm.mﬂmmwmmwm N
payment of compensatory royalties can satixfy the obligation to drill offset wells. - s

16. RETAINED ACREAGE. Mm&gwmofﬁsmwhnm,nﬂnnwﬂlpo&;dn.wnpahllu!m;oﬂ or gas has
buaeonplcwdnnlbclmdmbmummmmilmohmumdqumhdsﬂun;mdaddkioudwdluvdhnmyh
reasonably necessary for the proper development of the leased premises and in markrting the production thereoa. .

(A) VERTICAL. In the event this lease is in force and effest two (2) years after the expiration date of the primary or extended term It shall thea terminaze
1s 10 all of the leased premises, EXXCEPT (1) 40 acres surrcunding each ofl well capable of procucing in paying quantities and 320 acres surrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well 23 provided in Paragraph 14 bereof), or a well upon which Lesses s thea eagaged in
contisuous drilling or reworking operations, or (2) the aumber of acres included in a producing poaled unit pursuant to Texas Natural Resources Code $2.151-
52.153, or (3) such greater or lesser aumber of acres as may then be allocated for production purpeses to a proration unit for each such producing well under the rules
and regulations of the Railroad Commission of Texas, or any successor ageacy, or other goverumental 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 ls
thereafter allocated to said well or wells for production purposes, this lease shall thereupon terminate x to all acrzage not thereafter allocazed to said well or wells for
production purposes. Notwithstanding the termination of this lease 23 to a portion of the lands covered hereby, Lesses shall nevertheless continue to have the right of
ingress t0 and egress fom the lands still subject to this lease for all purposes described in Paragraph 1 hereof, together with easements and rights-of-way for existing
roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof (“the retained lands®), for access to and fom the

retained lands and for the gathering or ransportatica of oil, gas and other minerals produced Som the reqined lands,

AT AL ool Lot ta 2 o 4 =

e e - 4 3
terminate as to all depths below 100 feet below the total depth drilled (hereinafter *decper

nhov_c. uniess on or before two (2) years after the primary or exteaded term Lessee pays an amewntey
consideration for this lease (as specified cn pag IOUAL [s paid, this lease shall be in force and effect as to such desper depths, and said

onal period of two (2) years and so loog thereafter 25 oil or gas Is produced in paying quantties fom such decper depths

(C) IDENTIFICATION AND FILING. The swia g ined b d nu:m-.hwn:hﬂl.unudyupncﬁnhbeinthefomof:sqweﬁa. &
the well located in the center thereof, or such other shape as may be approved by the Commissicner of the General Land Office. Within thinty (30) daysafterpariag @ @
termination of this lease as provided herein, Lesses shall execute and record a release or releases cootaining a satisfactory legal description of the acreage and/or ¢ *®
depths not retained hereunder. The recorded release, or a cerrified copy of same, shall be fled in the Geaeral Land Office, accompanied by the Sling fee prescribed oo @
by the General Land Office rules in effect on the date the release is fled Iflmﬁﬂsorunmwmumdﬂmtdnuhm!meorrelmuwilﬁnﬂiﬂmm}'..°.'
days after being requested 10 do 5o by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage sad/or
deptas  be released hercunder and record such insTurment at Lesses's expense in the county or counties where the lease is located and in the official records of the .
General Land Office and such designaticn shall be binding upca Lesses for all purposes. 1 "‘

ahes

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royaltics paid, or to be paid, under this lease shall relieve Lesses of his obligaticn o protest
the oil and gas under the above-described land fom being drained. Lessee, sublesses, recziver 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 1o a depth necessary o prevent undue drainage of oil and gas from the lexsed premises. I8 " s oo
addition. if oil and/or gas should be produced in commercial quantities within 1,000 fest of the leased premises, or in any case where the leased premises is being
drained by production of ail or gas, the Lesses, sublesses, recziver or other agent in contol of the leased premises shall in good 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 fect of the leased premises start produciog
in commercial quantities and shall prosecute such drilling with diligeace. Failure to satisfy the statutory offset obligation may subject this lease and the owner of the
soil's agency rights to forfeiture. Culy upon the detsrmination of the Commissioner of the General Land Office and with his wrizen approval may the payment of
compensatory royalty under applicable starutory parametzrs satisfy the obligation to drill an offset well or wells required under this panagraph.

18. FORCE MAJEURE. If after a good fith efort, Lessee is prevented Som complying with any express or implicd covenant of this lease, fom
ducting drilling operations on the leased premises, or Som producing oil of gas from the lexsed premises by reason of war, rebellion, riots, sirikes, acs of Ged. of
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 Lesses
shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be extended while Lassee Is prevented, by any such Suse,
from conducting drilling and reworking cperations or fom producing oil or gas fom the leased premises. However, nothing in this paragraph shall suspend He .
payment of defay rentals in order to maintain this lease In efect during the primary term in the absence of such drilling or rewoerking cperations or production of oi

or gas.
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19. WARRANTY CLAUSE. The owner of the soil warants and agrees to defend title to the lexsed premises. If the owner of the soll defaults jn
p.ymmuwedonlhaI:ascr.lpn:mj.su.muI.u.m:uuyr:deeml.hari[,huoftbcm:rnrlhuoilhmeka:dpwnkabypthmrmﬂmmgmmh ‘
on the leased premises. If Lessee makes payments on bebalf of the owner of the soil under this mhmmmmmofchpmmm& |
rental and royalties due the owner of the soil. . ; |

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the gwner of the soil owns less than the entire undivided surface estate in the aboye .
described land, whether or not Lessee's interest i3 specified berein, then the royalties and rental berein provided to be paid 1o the owner of the soil shall be paid i him
in the proportion which his interest bears to the entire undivided surface estats and the royalties and reatal herein provided 10 be paid o the Commissioner of the A
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 rep ive must submit to the Commissioner of the General Land Office 2 writen statement which explaing the |
discrepancy between the interest purportedly leased under this lease and the actual Interest owned by the awner of the soil. The Commissioner of the General Lang
OcnccﬂullbePddmcnlu-urmcﬂmlewoducﬁaumonblemwmﬁﬂdedmdeWnglmmeuwlmmM ‘
cost allocable to such undivided interest. However, In no event shall the Commissioner of the General Land Office reczive a3 2 royalty on the gross production
allocable to the andivided interest not leased an amount less than the value of one-sixteenth (1/16) of such gress production.

(B) REDUCTICN OF PAYMENTS. 1f, during the primary term, a portion of the land covered bry this lease Is included within the
of a pooled unit that has been approved by the School Land Board and the owner of the seil in accordancs 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 aumber of acres than the total zmount 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 tha
paymeats determined on a per acre basis under the terms of this lease during the primary term shall be calculsted based upea the aumber of acres cutside the.
boundaries of a pocled unit, or, if after the expiration of the primary term, the number of acres acnually retined and covered by this lease.

21. USE OF WATER. Lezzce shall have the right 1o use water produced on said land necessary fer operations onder this leade except water from wells or
tanks of the owner of the soil; provided, boweyer, Lessee shall not use potable water or water suitable for livestock or irigatioa purposes for waterflood operations
without the prior consent of the gwner of the soil. .

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

23. PIPELINE DEFTH. When requestzd by the owner of the s0il, Lesses shall bury its pipefines below plow depth.

24. WELL LOCATION LIMIT. No well shall be drilled nearcr than two bundred (200) feet to any house or bam now on said premises without the
writsn consent of the owner of the soil. 2

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, narural waterways, rivers and impounded water shall be prevented by the use of contai facilid fficient to prevest
spillage, sezpage or ground watsr contamination. In the event of pollution, Lesses shall use all means at its disposal to recapture all escaped hydrocarbons or other
peltuzant 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 baceries 0 as to protect livestock against loss, damage or injury; and upon completion or aband, of any well or wells, Lesses shall fill and level all
slush pits and cellars and completely 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, boales, paper cups or garbage, and upen completion of operations shall restore the surface of the land to as near its original
condition and s as is pr ble. Tanks and equip t will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right 1o remove machinery and fixtares placed by
Lesses on the leased premises, including the right o draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this
lease unless the owner of the soil grants Lessee an extension of this 120-day period However, Lesses may sot remove casing from amy well capable of producing oil
and gas in paying quantities. Additionally, Lessee may not draw and remove casing until after thirty (30) days written notics to the Commissioner of the General
Land Office and 0 the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are aot timely removed by Lesses

under the terms of this paragraph.

27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of either party to this
lease may be assigned, in whole or in part, and the provisions of this lease shall extend 10 and be binding upon their heirs, devisees, legal representatives, successors
and assigns. However, a change or division in ownerzhip of the land, rentals, or royalties will oot enlarge the obligations of Lesses, diminish the rights, privileges
and estates of Lessee, impair the effectivencss of any payment made by Lessee or impair the effectiveness of any act performed by Lessee. And no change or
division in ownership of the land, rentals, or royalties shall bind Lesses for any purpose until thirty (30) days after the owner of the sail (or his heiry, devisess, legal
representatives or assigns) furnishes the Lessee with satisfactory written evidence of the change in ownership, including the original recorded muniments of tie (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
assigaed, relieve and discharge Lessee of all subsequent obligations under this lease. 1f this lease is assigned in its eatirety as to only part of the acreage, the fght md
opticn 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 docs not filea
certified copy of such assignment in the General Land Officz before the next reatal paying date, the entire lease shall terminate for failurs to pay the entire rentl due
under Paragraph 3. Every assignee shall suczeed o all rights and be subject to all obligations, liabilities, and penalties owed 1o the State by the original lessee or anY

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

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

of the awner may be forfeited by the Commissioner. An assignment will be treated as if it were mads 1o the owner of the soil if the assignes is:

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

(3) a partmership in which the owner of the soil is a parmer or is an employe= of such a parmership;
(4) a principal stockholder or employee of the corperation which is the' owner of the soil;
(5) a parner or employee in a parmership which is the owner of the soil;

|
|
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(6) a fiduclary for the owner of the soil; Including but not limited 10 & guardian, trustee, executor, admisiszaior, mzim,wwr“m

owner of the s0il; or
(7 a family member of the owner of the s0il or related o the owner of the soil by marriage, blood, or adopton.

23. RELEASES. Und:rm::.undidommnuinedlnMpmmphnd?wwhﬁ.h:unn-yumrﬂmmmmﬂdﬂﬁ"ﬂ'bm‘munruwn : ]
and place of record a release of releases covering any portion of partions of the leased premises, and therehy sureader this lease a5 10 5uch portion or portions, tnd be t
relieved of all subsequent obligations as to acreage surreadered. Lf any past of this lease Is properly sumresdered, the delay rental due under this lease shall be redyceq i
bympmpordnnummemendmdm;ebcusmmmmammmwmhlﬂszhudhntypﬁmwnmbmda:howmmchrdmem
not relleve Lessee of any liabilities which may have accrued under this lease prior to the surrender of such acreage. .

29. FILING OF ASSIGNMENTS AND RELEASES. 1f all or ay part of this lease s assigned or released, such assignment of release must be recorded iy
Eh:comqwhﬂultnLuuihslnuud.nndmemddhmwnmw“hmﬂ@mmdﬁdhh&nmﬂdot&mqhwqm
m?m&mhuuhmmmwammmdmm stics date panicd by the prescribed fling fee. If any such
wsigament is not 3o filed, the rights acquired under this leass shall be subject to focfeinure at the opdon of the Commissioner of the General Land Office.

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land bave beea included In this instument, including the
mofm-u:mmwamhepdd&rmmorm lease and the rights and duties of the partics. Axy eollateral agreements conczming the
development of oil and gas from the leased premises which are not contained in this lease render this lease Mvalid.

. 3L FIDUCIARY DUTY. The owner of the soil owes the State a fduclary duty sod must fully disclose any facs affecting the State's interest in the leased "
premises. Whmlhnhu.u-emoflhemunhunﬂmﬂaﬂwdhmMamofm”nhowmdmmmsmwkmmmw

interests.

32 FORFEITURE. If Lessee shall fail or refuse to make the prymeat of znry sum within thirty days after it becomes due, or if Lessee or an authorized

ageat should inowingly maks any false retum or false report conceming or drilling, or if Lesses shall fail or refuse w drill any offsct 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 1o fle reports in the manner
required by law or £ail to comply with rules and regulations promulgated by the General Land Office, the School Land Board, or the Railroad Commission, or if
Lumxhnulduﬂucth:ptnpq-mmodrynmmmmm;um«iﬂmanmﬁmdummddmﬁnmhﬂwrefuztn;iu
correct informatioa to the proper authority, or nowingly fail or refuse to fzmish the General Land Office a correst log of any well, or if Lessce shall nowingly
violate any of the material provisions of this lease, or if this lease is assigned and the assigr is pot filed in the General Land Office as required by law, the rights
acquired under this lease shall be subjecs to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a
fnr?‘n:m.rr,udwhnfnrfeimdlhcmshdlqﬁnhwhjcﬂblmudﬂhmof&ekzﬁnqnimm However, sothing herein shall be construed as
waiving the automatic termination of this lease by operation of law or by reason of any special liminution arising bercunder, Forfeitures may be set aside and this
lease and all rights thereunder reinstated befors the rights of another intervene upoa satisfactory evid  the Commissi 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 Scaze shall have a first lien upen all oil and gas produced Som the area coversd
by this lcase to secure paymeat of all unpaid royalty and other sums of money that may become due under this lease. By accsptance of this lease, Lesses graas the
:Sum.haddiﬁonwlhcliﬂmvided by Texas Natural Resources Code 52136 and any other applicable stanutory lien, an express contracual lien on and security
interest in all leased minerals in and extracted fom 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 of processing of
such leased minerals in order to sccure the payment of all royalties or other amounts due or 1o becorse due under this lease and to secure 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, Chapeer 9 of the Texas Business and Commerce Code. Lesses agrees that the
Commissioner may require Lessee to executs and record such instruments as may be reasonably pecessary o acknowledge, amach or perfect this lien. Lesses deredy .
represents that there are no prior or superior lieas arising from and relating to Lesses's activitics upoa the above-described property or fom Lasses's acquisition of 8@ et
this lease. Should the Commissioner at any time d ine that this repr jon is not True, thea the Commissicner may declare this lease forfeited as provided

-

herein.

.
34, POOLING. Lesses is bereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other Imchuld: . o *
or mineral | for the exploration, develop and production of il or gas or either of them upon the same terms as shall be approved by the School Land
Board and the Commissioner of the General Land Office for the pooling or unitizing of the i of the State under this lease pursuant 1o Texas Naural Resourses @8 @
Code $52.151-52.153, The owner of the soil agrees that the inclusion of this provision in this lease sarisfies the execution requircments stated in Texas Nanwal e ®

Resources Code S2.152.

35. INDEMNITY. Lessce hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employess, parmers, agents, md! L »
contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and Som all and any actions and causes of action of every nanure, of other™ o ; S
harm, including environmental harm, for which recovery of damages Is sought, including, but sot limited 1o, all losses and expenses which are caused by the &%
activities of Lessee, its officers, employees, and agents arising out of; incidental to, or resulting Som, the operations of or for Lesses on the lcased premises - P
hereunder, or that may arisz out of or be occasioned by Lesses's breach of any of the terms or provisions of this A gresment, or by any other negligeat of strictly liadlc ee e
act or omission of Lessee. Further, Lessee hereby agrees 1o be lable for, exoneratz, indemaify, defead and hold harmless the State of Texas and the owner of the s0il,
their officers, employess and agents, their suceessors or assigns, against any and all claims, liabilitics, losses, damages, actions, personal infury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contrace, or swiet lability, including atomeys’ fees 1nd
other legal expenses, including those relaced to cavironmental hazards, on the leased premises or in any way related to Lessee's failure 1o comply with any and all
eavironmeatal laws; these arising fom or in any way related to Lesses’s operations or any other of Lesses's activities on the leased premises; those arising fom
Lesses's use of the surfacs of the leased premises: and those that may arise out of or be oczasioned by Lasses’s breach of any of the terms or provisicns of tis
Agreement or any other act or omistion of Lessee, its directors, officers, employess, parters, agents, conTactors, subcontraciors, guests, invitzss, and their respecave
successors and assigns. Each assignee of this Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmless the Sate of
Texas and the owner of the soil, their officsrs, employees, and agents in the same manner provided above In connestion with the activities of Lesses, its officsm,
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO ¥
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PAR
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT,

CONCURRENT, ACTIVE, OR PASSIYE.
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36. E.N‘VIROWI‘AL HAZARDS. Lesses shall use the kulh:n degree of care and all reascnable safeguards to prevent contamination or nﬂﬁq g‘f F*
eavironment| .

any envi n, Including soil, surface waters, gr and surface or subsurface sTata. amblent alr or any other
I-n.nn. orundcr.thz Imed premises, bynywuu.poilmormnminm Lessee shall utbrh;orpemkmmonme lm-edpmui.mm, 2sbestog

als, explosives, toxic materials, or substances regulated as hazardous wastes, h (as the termy.
Substance™ is defined in the Comprehensive Eavironmental Response, Compensation and Liability Act (CHG-A). 42 U-S f'— Sections 960! e !eq.}. or toxic
substnces under any federal, state, or local law or regulation ("Hazardous Materials™), except ordinary pr ly used in with oil and ga
exploration and development operations and stored in the uswal manner and quantities. LESSEE’S YIOLATION OF TH.E FOREGOING ?RORIBmoN
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 Ol‘-‘ ma
YIOLATION OF THE FOREGOING PROEIBITION OR (I) 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. LESSEF
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
CCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAY. 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 SCIL 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 LESSFE
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 knowm as the
Relinquishment Acz, and other applicable stanrtes and amendments thereto, and if any provision in this lease does not conform o these stanutes, the stanutes 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 fled of record in the counry records and in the
General Land Office of the State of Texas. Cucs the filing requiremenss found in Pzn.;nph 39 of this lease have been sarisfied, the effeczive date of this lease hall
be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commeres Cod:. this lease must be filed of recerd 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 thereof must be filed in the General Land Office. This lease is not
effestive untl a centified copy of this lease (which is made and centified by the County Clerk &om his records) is filed in the General Land Offics in acsordancs with
Texas Narural Resources Code $2.183. Additicnally, this lease shall not be binding upon the Staze unless it recites the actual and rue consideration paid or premised
for execution of this lease. The benus due the State and the prescribed filing fe= shall zr..ampuy such cestified copy to the Genenal Land Offiee.

Gk T

LLSSE“ F
AY J OHNSON

m: L2E XI

STATE OF TEXAS

ST.
BV’_‘:E \g_@aw)?’ Ji{dﬁ‘ BY:

dually and as .\;:1: for the State of Texas Individually and as agent for the State of Texas
; se W.

Date: Date:

S

STATE OF TEXAS STATE OF TEXAS

v My (Sxolk BY:

lndnvadua.ily and/as ggent for the State of Texas [ndividually and as agent for the State of Texas
y Ja rine Bush '

D:x: 1 h=1-2 % Date:
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STATE OF

COUNTY OF.
BEFORE ME, the undersigned antherity, oa this dxy personally appeared

(CORPORATION ACKNOWLEDGMENT)

known to me o be the person whose name is subscribed to the foregoing ins as

of

hdubnw[ad;:dwmmubemmduum '

mhmhmmmunmummumdmm .

i 19, "

Notary Public in and for

for the purp and iderati

Given under my hand and seal of offics this the day of
STATEOF
COUNTY CF.

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

(CORPCRATION ACKNOWLEDGMENT)

known 1o me 1o be the persoa whose name is subscribed o the foregoiag Instument, as

of

and acknowledged o me that he exccuted the same

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

w78

Given under my hand and seal of office this the, Zlaz day of ﬁu@h/ﬂ-{"w

TEXAS
COUNTY OF_REEVES

STATE OF

Public in and for

(INDIVIDUAL ACKNOWLEDGMENT)

Before me, the undersigned authority, o this day personally sppeared_Je@Sse W. Bush, and wife

May Jdarine RBush

known to me o be the persons whose names ars subscribed to the foregoing nswument, and acknowledged to me that they exezuted the same for the purpeses “‘:.. -
.

consideration therein expressed.
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JACKIE WARRE
Notary Public State of Texas
My Commission Expires
NOVEMBER 30 1099

STATEOF_TEXAS
counTYOF_MIDLAND

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

Z day of .
7 (X}
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Noksry Public in and for e v,

v .e *

(INDIVIDUAL ACKNOWLEDGMENT) : .

'I ...
CLAY JOHNSON L

sees

known to me to be the persons whose names are subscribed o the foregoing instument,
consideration therein expressed.

day of

and acknowledged to me that they executed the same for the ;w?cé;-l wd

A@WM L 19 95?

Givea under my hand and seal of offics this the

MONICA MARLOWE
NOTARY PUBLIC
State of Texas
Comm. Exp. 10-30-99
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Notey Publicln and e__{ =]
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copy of
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Clerks Office
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
OCTOBER 30, 1998, BY AND BETWEEN JESSE W. BUSH AND WIFE MAY JARINE BUSH, AS
LESSORS, AND CLAY JOHNSON, AS LESSEE, AND COVERING THE ALL OF SECTION 7,
SAVE AND EXCEPT THE W/2 SW/4, BLOCK 58, PUBLIC SCHOOL LAND SURVEY, REEVES
COUNTY, TEXAS.

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

— s
AL

ANY PROVISION HERFIN WHICH RESTRICTS THE SALE, RENTAL,

OR USE OF THE DESCRIZED AZA1 PROPERTY BECALISE OF COLOR

OR RACE IS INVALID AND UNENFGRCEABLE LNDER FEDERAL

LAW, -
FILE No. 101
FILED FOR RECORD ON THE 12TH DAY OF JANUARY A.D. 1999 AT11:47A M.
DULY RECORDED ON THE 14TH. DAY OF JANUARY A.D. 1999 AT 2:00 PM.
B‘r:d;/j////,qj 4&/)/&/ DEPUTY DIANNE 0. FLOREZ, COUNTY CLERK

REEVES COUNTY, TEXAS

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




CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS

COUNTY OF REEVES ..

The above and foregoing is a'full yoe and correct phologmpmc copy of the
original record now in my Iawyfuk *custody. and possessiors ag-the same,is
filed/recogigd4n the pub rds of %ce found m:or; ééé
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ACQUISITION CHECKING 03002
COMMISSIONER OF THE GENERAL LAND OFFICE 1/19/99
PARAGON #299:Lease Bonus Payment in full of 1/2 lease bonus consideration due 4,320.00
the State of Texas for Paid-Up Oil & Gas Lease dated
10/30/98 from the State of Texas by Agent Jesse W. Bush
& wife, May Jarine Bush, Lessor, in favor of Clay Johnson,
Lessee, covering all of Section 7, save & except the W/2 SW/4,
Block 58, PSL Survey, Reeves County, Texas.

-

|70 99026000

- .
esescee
.

Checking Lease Bonus Consideration 4,320.06,
L .



' Trran RESOURCES, Lr.

”

January 28, 1999

Mr. Drew Reid

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

Re: Relinquishment Act O1l and Gas Lease
covering land in Reeves County, Texas
Paragon Prospect

Dear Mr. Reid:

VIA FEDERAL EXPRESS

With reference to the following described Oil and Gas Lease covering land in Reeves County, Texas,

enclosed herewith please find the following:

i[" Certified copy of Paid-Up Oil and Gas Lease dated October 30, 1998 between the State of
Texas, acting by and through its agent, Jesse W. Bush, and wife May Jarine Bush, referred
to as owner of the soil, and Clay Johnson, Lessee, covering all of Section 7, save & except
the W/2 SW/4, Block 58, PSL Survey, Reeves County, Texas. Titan Resources, L.P. Check
Number 3002 made payable to the order of the Commissioner of the General Land Office ;..-:.
of the State of Texas in the amount of $4,320.00 representing payment in full of the bonus

consideration due the State of Texas for the above lease. e,
L] L]

With regard to payment of the requircd filing fee for the above lease, enclosed please find our request for -:.-:

credit by letter dated September 22, 1998, accepted by the Texas General Land Office on September 30. .
1998. Per the terms of this agreement, we would like to apply the $25.00 filing fee to our outstanding g ,**

balance thereby leaving a $822.36 credit for future items.

In addition to the above referenced lease and request for credit by letter, enclosed 1s a copy of request for
approval of the lease by letter dated December 8, 1998, accepted by the Texas General Land Office on
December 9, 1998. As soon as the lease transmitted herewith has been approved and filed, please advise this
office of the assigned Mineral File Number. If additional information is required, please do not hesitate to
contact the undersigned. Thank you for your continued cooperation and courtesy in this matter.

Very truly yours,

C}/@mé%

WIB/dss
Enclosures

J. Robert Ready
Landman

500 W. Texas + Suite 500 « Midland, Texas 79701 = Fax: (915) 687-0192 +« Office: (915) 682-6612
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4 General Land OfTice
Relinquishmnt Act Lease Form
Revised, September 1997
PAID UP

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this__ 2 day ofm__w Q9 | between the State of Texas, acting by and through its

agent,__James A. Davidson, dealing in his sole and separate property
of _ P,0. Box 494, Midland., TX 79702

said agent
(Give Permanent Address)
herein referred to as the owner of the soil (whether one or more), and Clay Johnson
203 W. Wall, Suite 800 of

Midland, Texas 79701
(Give Permanent Address)

hereinafter called Lessee.

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

of Texas, to-wit:

All of Section 7, save and except the W/2 SW/4,
Block 58, Public School Land Survey

containing 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 owner of the soil: Four Thousand Three Hundred Twenty and No/100---——--

Dollars (S 4,320.00 )
Total bonus consideration: Eg %EE 'Ilt_]f‘%sa nd Six Hundred Forty and No { s[5\ e ——
cese, Dollars (S
Thc total Lonus consideration paid represents a bonus of Fifty-four and No/100----—-—------eemm—m————————
o"o : Dollars (3 54 _L()O ) peracre,on _160 net acres.
g\ 2. TERM. Subject to the other provisions in this lease, this lease shall be foratermof ___Five (5) Years from this date

(he?eln cdled "primary term") and as long thereafter as oil and gas, or either of them, is produced in paying quantities from said land.
As Used®R 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

exrsed ad of pocket operational expenses for the six months last past.
*See 'Exhibit 'A' attached for Pd—Up Delay Rental Provision shown as Paragraph £40.

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

In a like manner and upon like paymen enders annually, the commencement of a well may be further deferred for successive periods of one (1) year each during
the primary term. All paymen €nders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assignee of this lease, and may be
delivered on or before ntal paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist, suspend business, liquidate. fail or
be sucu:cdcd ther bank, or for any reason fail or refuse to accept rental, Lessee shall not be held in default for failure to make such payments or tenders of

irty (30) days after the owner of the soil shall deliver to Lessee a proper recordable instrument naming another bank as agent to receive such payments

True and Correct
copy of
Original filed in
Reeves County

Clarks Office




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

the soil:

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

3/16 part of the gross production or the markel 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 posied price, plus pictaium, if any, offered or paid for oil, condensate, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the
general area wher produced and when run, or 3) the gross proceeds of the sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the
leased premises issold, 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 a 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 separater 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 & the Commissioner of the General Land Office, such value to be based on the highest market price paid or offered for gas of comparable quality in
the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that the maximum pressure base
in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60)
degrees Fahrenheit, correction to be made for pressure according to Boyle's Law, and for specific gravity according to tests made by the Balance Method or by the
most approved method of testing being used by the industry at the time of testing.

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

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

«**5%,.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
pai®®ndePthis leass in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or
befdre §® Jast 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
preceling%ear. If Paragraph 3 of this lease does not specify a delay rental amount. then for the purposes of this paragraph, the delay rental amount shall be one
dolla®($1.00) per acre.

.e :

o "e%. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the Commissioner
of Lhc G:n.zral Land Office may, at the option of either, upon not less than sixty (60) dayvs notice to the holder of the lease, require that the payment of any royalties
accnnng te such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land Office’s right to take its royalty in
kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's obligations, whether express or implied.
undar this lease

-y

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

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

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

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

True and Correct
copy of
Original filed in

Reeves County
lAarlkee NHficea




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

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

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

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and production
of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or
gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from
date of completion of said dry hole or cessation of production Lessee commences additional drilling or reworking operations thereon, or pays or tenders the next
aanual dalay 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
corﬁﬁlctca and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without further operations
ugt8& expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this
leae®by &onducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of
prodfiction 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
pethlgy @rm hercof, Lessee may resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the
expfiratidfl 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
teypingles 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
accdrdange with the shut-in provisions hereof.

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

13, CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas from the leased premises, after

_once obtained, should cease from any cause, this lease shall not terminate if Lessee commences additional drilling or reworking operations within sixty (60) days
after such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in workmanlike manner without
interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production of oil or gas, the lease shall remain in full force and
effect for so long as oil or gas is produced from the leased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory
royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not
terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease
shall remain in effect so long as Lessee continues drilling or reworking operations in good faith and in 2 workmanlike manner without interruptions totaling more
than sixty (60) days. Lessee shall give written notice to the General Land Office within thirty (30) days of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If, at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable
production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in the
lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 of this lease does not specify a delay rental
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar ($1.00) per acre. To be effective, each initial Wu‘eogm@mmect
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessce ceases to produce oil or gas from the leased premises, or (3) 60 days
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 (172)
to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be
a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month !
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the

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

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

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

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

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

.. .2 .

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with
the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within thirty (30) days after partial
terminatorsof this lease as provided herein, Lessee shall execute and record a release or releases containing a satisfactory legal description of the acreage and/or
dcpth's not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General Land Office, accompanied by the filing fee prescribed
by whe &emeral Land Office rules in effect on the date the release is filed. If Lessee fails or refuses to execute and record such release or releases within ninety (90)
days &fter being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or
depths Yo be relcased hereunder and record such instrument at Lessee's expense in the county or counties where the lease is located and in the official records of the
Ger?al 1%wd Office and such designation shall be binding upon Lessee for all purposes.

L L]

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

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

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

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

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

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

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

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

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

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

-e L

eeye 26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixtures placed by
Lefsga On dhe 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 ynless the owner of the soil grants Lessee an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing oil
and ggs inpaying quantities. Additionally, Lessee may not draw and remove casing until after thirty (30) days written notice to the Commissioner of the General
Lafl4 OMj& and to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lessce
under the tgrms of this paragraph.

anee .:

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

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

(1) anominee of the owner of the soil;

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

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

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

(5) a partner or employee in a partnership which is the owner of the soil; True and Correc
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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 t:or the
owner of the soil; or
(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

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

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

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

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

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

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other 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
losé $hag Lessor may suffer by reason of Lessee’s breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be
f8rgal8sedl 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

igsioner may require Lessee to execute and record such instruments as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby

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

this [gase. Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this lease forfeited as provided
hegip.
. .
-
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* o 34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
of et interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land
Boar‘i and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources
e ,52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural
R:sourc::! Code 52.152.

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partners, agents,
contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by the
activitics of Lessee, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises
hereunder, or that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable
act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil
their officers, employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death),
costs and expenses, or other harm for which recovery of damages is sought, under any theory including tort, contract, or strict liability, including attorneys’ fees and
other legal expenses, including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with any and all
environmental laws; those arising from or in any way related to Lessce’s operations or any other of Lessce’s activitics on the leased premises; those arising from
Lessee’s use of the surface of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this
Agreement or any other act or omission of Lessee, its directors, officers, employees, partners, agents, contractors, subcontractors, guests, invitees, and their respective
successors and assigns. Each assignee of this Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of
Texas and the owner of the soil, their officers, employees, and agents in the same manner provided above in connection with the activities of Lessee, its officers,
employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS
AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND WITHOUT REGARD TO
THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY
OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOl'h?' d 60”86‘
CONCURRENT, ACTIVE, OR PASSIVE. fue an
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36. ENVIRONMENTAL HAZARDS. Lessce shall use the highest degree of care and all reasonable safeguards to prevent contamination or pollution of
any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other environmental medium
in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased premises any asbestos
containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous substances (as the term “Hazardous
Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic
substances under any federal, state, or local law or regulation (“Hazardous Materials™), except ordinary products commonly used in connection with oil and gas
exploration and development operations and stored in the usual manner and quantities. LESSEE’S VIOLATION OF THE FOREGOING PROHIBITION
SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND
DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES,
LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS® FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (I) A
VIOLATION OF THE FOREGOING PROHIBITION OR (II) THE PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON,
UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE’S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL
CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE
PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE’S
OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW, THIS
INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN
PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF
TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON
LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL
AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE
HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

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

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

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the County
Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office. This lease is not
effective until a certified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the General Land Office in accordance with
Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless it recites the actual and true consideration paid or promised
for execution of this lease. The bonus due the State and the prescribed filing fee shall accompany such certified copy to the General Land Office.
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LESSEE /
'00:0. BY: CLAY JOHNSON
.w L]
i . o: . TITLE:
-e L ]
. DATE: 3 -S- 5. 7‘
IR
STATE OR TEXAS . STATE OF TEXAS
: : *f ’7/ /\./
BY: o MWy AT L2 BY:

Indivjd’ ly and as agent for the State of Texas James A Davidsog Individually and as agent for the State of Texas
ded®ijfg in his sole and separafte property
Date: S —4_ )44 Date:

SS#
STATE OF TEXAS STATE OF TEXAS
BY: BY: _
Individually and as agent for the State of Texas Individually and as agent for the State of Texas
Date: Date:
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STATE OF ' (CORPORATION ACKNOWLEDGMENT)

COUNTY OF

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

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

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

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

Notary Public in and for "

&

STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

BEFORE ME, the undersigned authority, on this day personally appeared
known to me to be the person whose namie is subscribed to the foregoing instrument, as of

and acknowledged to me that he executed the same

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

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

Notary Public in and for

STATEOF___TEXAS (INDIVIDUAL ACKNOWLERGMENT)
COUNTYOF_ MIDLAND

Before me, the undersigned authority, on this day personally appeared James A. Davidson., deali ng in

&hie sole and separate property
kno¥s 4 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.
® o Ydccerarcane R A o L
T M SR L TN S sxia AT
& ?Gwcn nndcrmy hand and seal ofofﬁcc this lh! LIL(’I day of ﬂ/)d,’? C‘L) 19 (/} q
: 3 ‘-'_‘\ Wetorg | M
27 Wy Comen, Exp, 10056720000 Notary Public .marorLﬁidM_C&ML (_*(%W

T A T T s Y BT BT ST 50 3 i A

suﬁ*hdﬁ . TEYAS (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF MIDLAND

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

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

consideration therein expressed. = .H) - (Y\a]‘d\ 19 Q q
1R Moy 4

Notary Public in and for

Given under my hand and seal of office this the
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OIL AND GAS LEASE DATED
MARCH 2, 1999, BY AND BETWEEN JAMES A. DAVIDSON, AS LESSOR, AND CLAY
JOHNSON, AS LESSEE, AND COVERING ALL OF SECTION 7, SAVE AND EXCEPT THE W/2
SW/4, BLOCK 58, PUBLIC SCHOOL LAND SURVEY, REEVES COUNTY, TEXAS.

40. Notwithstanding anything to the contrary indicated in Paragraph Three (3) herein this Lease for
all purposes shall be considered a fully Paid-Up Oil & Gas Lease. Said Delay Rentals have been paid in
full with the Bonus Consideration tendered herein. Delay Rental payment was based on a $1.00 per net
mineral acre per year for Four (4) Years. Concluding a $4.00 per acre Pd-Up Rental Payment was made
in advance for the Four (4) Year Period on the net mineral acres indicated in this Lease.
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THE STATE OF TEXAS
COUNTY OF REEVES 1, Dianne O. Florez, Clerk of the County Court in and

for said County an g do u:j% that the foregoing is and ~
c:v':? ”::f]' M L VAGL dated ? 7723 d/f 2
i .

Bl for rcord iy office tis_// /. dayof, it
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& _) 7 &
secorcedinthe, L /1AL L Ll BT £LJ_Records of Reeves Courty,
Texas.
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DIANNE O. FLOREZ, COUNTY CLERX
REEVES COUNTY, TEXAS
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MAR-@8-1993 MON 16:34 ID: TEXAS GENERAL LAND OFFICE TEL : 5124751543 P:01

03/08/9R lcilil FAX 8156 408 8BA2 TITAN RESOURCES LAND @ooz

f Trran RESOURCES, L».

MstchiS, 1999 VIA FEDERAL EXPRESS

Mr. Drew Reid
Texns (icnoral Land Office
Stephet F. Austin Building
1700 North Cougress Avenue
Auslin, Texas 78701

Re: | Proposed Relinquishment Act Oil and (Gas Lease |
covering lsnd in Keoves County, Texan i

! Paragon Proapect {

' l

!

Dear Mr. Reid:

With refarence to the following degcribed Oil and Gas Leage covering land in Reeves County, Texas, enclosad kerewith

ploase ﬂnd the following:

SLE Capy of Paid-Up Oil and Gas Lease datsd March 2, 1999 botween the State of Texas, unng by and
through its agent, Jamos A. Davidson, reforted to as owner of tho soil, and Clay Johnson, Lcssee The

{urros of this Lesss arc as follows: !
1 .
1 A. The Lease covers 560 groas and 160 net acres; |
: B. Consideration being paid is $54.00 per net mineral acre; i
: C. Paid-up lease, no rentals dus; i
f D. Primary term is five (5) years; |
; I. The royalty is 3/16, i

With regard to approval of this leasc, artached is request for approval by letier dated December 8, 1999, accepted by
the General Land Office on December 9, 1999. The proviously approved Josse W. Bush lease covers an uddivided
intercst in tho same lands and is upon the same terms as (he subject lease. Ploase cknowledgo approval of the subject
lepso by signing and faxing a copy of this letter to the undersigned at (915) 498-R692. Should you have eny qpostions
concuxqmg this matter, pleaso do not hesitate to contact the undersigned.

Very truly yours,
: bert Ready
: n
WIB/Am
Enclosurds N k
' AGREED TO AND ACCRPTED THIS DAY OF jgt.c , 1999,

THE GENERAL LAND OTFICE OF;I' STATE OF TGXAS

‘ By: L! :) Adasd E .

‘ Drew Reid \
——
i 7

506 W. Taxas * Sulte 600 = Midland, Texas 70701 » Fax: (91F) 687-0102 » OMice: (918) 662-6812
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\AGQUISITION CHEGKING
» COMMISSIONER OF THE GENERAL LAND OFFICE 3/11/99 003137
PARAGON #299:GLO Filing Fee Payment in full of filing fees for (1) Paid-Up Oil & Gas Lease 25.00
as set out in lease transmittal letter dated 03/11/99.

Titan Lease Number TX299-389-307-002-00

35
D I6gg

Checking Filing Fees 25.00



ITAN RESOURCES, L.P.
ACQUISITION CHECKING
/ COMMISSIONER OF THE GENERAL LAND OFFICE 3/11/99 0 0 3 l 3 6
PARAGON #299:Lease Bonus Payment in full of 1/2 lease bonus consideration due the 4.320.00
State of Texas for execution of Paid-Up Oil & Gas Lease )
dated 03/02/99 by Agent, James A, Davidson, Lessor,
in favor of, Clay Johnson, Lessee, covering all of Section 7,
save & except the W/2 SW/4, Block 58, PSL Survey,
Reeves County, Texas.
Titan Lease Number TX299-389-307-002-00

O
Y/l 99033657

Checking Lease Bonus Consideration 4,320.00



' ' Trran RESOURCES, L.».

March 11, 1999 VIA FEDERAL EXPRESS

Mr. Drew Reid

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

Re:  Relinquishment Act Oil and Gas Lease
covering land in Reeves County, Texas
Titan Lease No. TX299-389-307-002-00
Paragon Prospect

Dear Mr. Reid:

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

1.

(8]

Copy of Paid-Up Oil & Gas Lease dated March 2, 1999 between the State of Texas, acting
by and through its Agent, James A. Davidson, referred to as owner of the soil, and Clay
Johnson, Lessee, covering all of Section 7, save and except the W/2 SW/4, Block 58, PSL
Survey, Reeves County, Texas.

Titan Resources, L.P. Check Number 3136 made payable to the order of Commissioner of
the General Land Office of the State of Texas in the amount of $4,320.00 representing
payment in full of the bonus consideration due the State of Texas for the above lease.

Titan Resources, L.P. Check Number 3137 made payable to the order of Commissioner of
the General Land Office of the State of Texas in the amount of $25.00 to cover the required
filing fees in this connection.

Copy of request for approval of the above lease by letter dated March 5, 1999, accepted by
the Texas General Land Office on March 8, 1999.

As soon as the lease transmitted herewith has been approved and filed, please advise this office of
the assigned Mineral File Number. If additional information is required, please do not hesitate to
contact the undersigned. Thank you for your continued cooperation and courtesy in this matter.

Very truly yours,

/" /. Robert Re;
/ / Landman

WIB/dss
Enclosures

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

David Dewhurst
Commissioner

Stephen F. Austin Building

1700 North
Congress Avenue

Austin, Texas
78701-1495 |

512-463-5001

August 11, 1999

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

Re: RELINQUISHMENT ACT LEASE NO. M-100242
All of Sec. 7, save and except the W/2, SW/4, Blk. 58, PSL Sur. 560
gross ac. 320 net ac. Reeves County

Dear Mr. Ready:

The certified copy of the Relinquishment Act Lease covering the above
referenced tract has been approved and filed in our records under mineral file
number M-100242. Please refer to this number in all future correspondence
concerning the lease.

Your remittance of $8,765.00, 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,

Dt B

Drew Reid
Minerals Leasing

Energy Resources
(5612) 475-1534

DR:MS:mrg
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