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%lu5Hin, \ltexa:% -·---
OIL AND GAS LEASE 

NO. M-100518 

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

TRAer 1-A OF THE LITTLE BRAZOS RIVER, ROBERTSON COUNTY, TEXAS, CONTAINING APPROXIMATELY 10 ACRES; TRAer 1-A IS BOUND ON THE NORTH 
BY THE ELY NO.1 UNIT, SAID UNIT BEING MORE PARTICULARLY DESCRIBED IN MJNERAL LEASE FILE M-96731, AND IS BOUND ON THE SOUm BY THE 
NIGLlAZW.SCAMARDO NO.1 UNIT, SAID UNIT BEING MORE PARTICULARLY DESCRIBED IN MINERAL LEASE FILE M-96579, SAID LEASE FILES BEING 
CURRENTLY ON FILE IN THE ARCHIVES & RECORDS DIVISION OF THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS, 

was, after being duly advertised, offered for lease on the 6th day of April, 1999, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School 
Land Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and 

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a 
regular meeting thereof in the General Land Office, on the 6th day of April, 1999, hereinafter the "effective date" and it was found and determined that CLAYTON WILLIAMS ENERGY, 
INC. whose address is 6 DEST A DRIVE, SUITE 3000, MIDLAND, TEXAS 79705, had offered the highest and best bid for a lease of the area above described and is, therefore, entitled to 
receive a lease thereon: 

NOW, THEREFORE, I, David Dewhurst, Commissioner of the General Land Office of the State of Texas, hereinafter sometimes referred to as "Lessor," whose address is Austin, Texas, by 
virtue of the authority vested in me and in consideration of the payment by the hcreinafier designated Lessee, the sum of $750.00, receipt of which is hereby acknowledged and of the royalties, 
covenants, stipulations and conditions contained and hereby agreed to be paid, observed and performed by Lessee, do hereby demise, grant, lease and let unto the above mentioned bidder the 
e~clusive rig~tto prospect for, produce and take oil and/or gas from !lie aforesaid area upon the following terms and conditions, to-wit: 

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

2. TERM: Subject to the other provisions hereof, this lease shall be for a term of three (3) years from the effective date hereof (herein called "primary term") and as long thereafter as oil or 
gas is produced in paying quantities from said area. · 

3. DELAY RENTALS: lf no well be commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as to botlt parties unless tl1e Lessee on 
or before said date shall pay or tender to the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the sum of Five Dollars ($5.00), per acre, which shall operate as 
rental and cover the privilege of deferring the commencement of a well for twelve (12) months from said date. In like manner and upon like payments or tenders the commencement of a well 
may be further deferred for like periods of the same number of months successively during the primary term hereof. · 

4 . . PRODUCTION ROYAL TIES: Subject to the provisions for royalty reductions set out in subparagraph (E) of this paragraph 4, upon production of oil and/or gas, the Lessee agrees to 
pay or cause to be paid to the Commissioner of the Genernl Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof: 

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid 
hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 1/4 part of the gross production or the market value thereof, at the option of the 
Lessor, such value to be determined by I) the highest posted price, plus premium, if any, offered or paid.for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type 
and gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 3) the gross proceeds of 
the sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor 
tl1rough an adequate oil and gas separator of conventional type or other equipment at least as efficient to the end that all liquid hydrocarbons recoverable from the gas by such means will be 
recovered. Upon written consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by 
Lessor. 

(B) NON-PROCESSED GAS: As a royalty on any gas (including nared 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) 1/4 part of 
the gross production or the market value thereof, at the option of the Lessor, such value to be based on the highest market price paid or offered for gas of comparable quality in the general area 
where produced and when run, or the gross price paid or offered to the producer, whichever is greater provided that the maximum pressure base in measuring the gas under this lease contract 
shall not at any time exceed 14·.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure according to 
Boyle's Law, and for specific gravity according to test made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing. 



(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 114 pan of the residue gas and 
the liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent ( I 00%) of the total plant production of 
residue gas attributable to gas produced from this lease, and on fifty percent (50%) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid 
hydrocarbons, atuibutable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which ussee (or its parent, subsidiary or 
affiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shal l be fifiy percent (50%) or the highest percent accruing to a third party processing gas through such plant 
under a processing agreement negotiated at arms' length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), 
whichever is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by I) the highest market price paid or offered for any gas (or liquid 
hydrocarbons) of comparable quality in the general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid 
hydrocarbons), whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been 
processed. 

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) wbether said gas be 
"casinghead,· "dry" or any other gas, by fractionating, burning or any other processing, 1/4 part of gross production of such products, or the market value thereof, at the option of Lessor, sucb 
market value to be determined as follows: -

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

(E) VARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursuant to the terms 
of this lease and such production is brought on line and sales thereof are commenced within twelve (12) months of the effective date hereof, the royalty rate provided herein shall be reduced to 
20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such twelve ( 12) month term during which Us5ee may earn a 
reduced royalty rate of 20% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) 
month extension of the term in wbich to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Offi ce, commencing drilling operations on an additional well 
prior to the expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying 
quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period. 

(ii) Io the event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced after the 
expiration of twelve ( 12) months from the effective date hereof but prior to the expiration of twenty-four (24) months from the effective date hereof, the royalty rate provided herein shall be 
reduced to 22.We and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such twelve (12) month term during which ussee may 
earn a reduced royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three 
(3) month extension of the term in which to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well 
prior to the expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying 
quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period. 

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

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

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

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

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

S. ROYALTY PAYMENTS ANn 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. 
Pa)':nent 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 I 5th day of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner 
prescribed by the General Land Office and showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, 
records or reports confirming the gross production, disposition and marlcet 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, 
disposi tion and market value. In all cases the authority of a manager or agent to act for the ussee herein must be filed in the General Land Office. Each royalty payment shall be accompanied 
by a check stub, schedule, summa.ry 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"/e on the royalty or $25.00, whichever is greater. A royalty payment which is over tl)irty 
(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 o f forfeiture as provided by law nor act to postpone 
the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the State's portion of the royalty or to that portion of the royalty in 
dispute as to fair market value. 

6. (A) RESERVES, CONTRACTS AND OTHER REC ORDS: Lessee shall annually furnish the Commissioner of the General Land Office with its best possible estimate of oil and gas 
reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of al l contracts under which gas is sold or processed and al l subsequent agreements and 
amendments to such contracts within thirty (30) days after entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General 
Land Office shall be held in confidence by the General Land Office unless otherwise authorized by ussee. 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 shal l at all times be subject to 
inspection and examination by the Commissioner of the General Land Office, the Attorney General, the Governor, or the representat ive of any of them. 
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(8\ ORJLLING 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 (S) days before 
spud date, workover, re-entry, temporary abandonment or plug and abandoiUnent of any well or wells. Such written notice to the General Land Office shall include copies of Railroad 
<:Qmmission forms for application to drill. Copies of well tests, completion reportS and plugging repons shall be supplied to the General Land Office at the time they are filed with the Texas 
Rllilroad Commission. Lessee shall supply the General Land Office with any records, memoranda, accounts, reportS, cuttings and cores, or other information relative to the operation of the 
above-described premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey 
made on the bore-hole scc:tion, 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 ( I 5) days after the making of said survey. 

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

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has been completed on the leased 
premises, Lessee shall exercise the diligence of a reasonably prudent operator in drilling such additional well or wells as may be reasonably necessary for the proper development of the leased 
premises and in marl<eting 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 ( I) 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 II hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres 
included in a producing pooled unit pursuant to Natural Resources Code Sections 52.15 1·52.1 53, or (3) such greater or lesser number of acres as may then be allocated for production purposes 
to a proration unit for each such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having 
jurisdiction. Within 90 days of a partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at 
the time of the partial termination, Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated pon.ion of the leased premises as may be reasonably 
necessary for the continued operation of the ponions of the lease remaining in force and effect. If Lessee fail s to apply for a surface lease within the 90 day period specified above, Lessee may 
apply for a surface lease from the Land Office, but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease. 

(B) HORIZONTAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall funher terminate as to all depths below 
100 feet below the total depth dri lled (hereinafter "deeper depths") in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or 
extended term Lessee pays an amount equal to one-half ( 112) of the bonus originally paid as consideration for this lease (as specified on page 1 hereof). If such amount is paid, this lease sba1J 
be in force and effect as to such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities 
from such deeper depths covered by this lease. 

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

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

9. DRY HOLE/CESSATION OF PRODUcnON 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 bole 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 drill ing or reworking operatiorts thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. If, during the last year of the 
primary term or within sixty (60) days prior thereto, a dry bole be completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force 
and effect without further operations until the expiration of the primary term; :1nd if Lessee has not resumed production in paymg quantities at th• expiration of the primary term, Lessee may 
maintain this lease by ccnducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiratic .. q;,f the ,Ai'llary term as the date o;'tessation of production under 
Paragraph 10. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof, Lessee may resume 
payment of the annual rental in the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil 
or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. If at the eKpiration of the primary term or any time thereafter a shut-in oil or gas well is located on 
the leased premises payments may be made in accordance with the shut-in provisions hereof. 

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the primary term, production of oil or gas from the leased premises, after once obtained, should cease 
from any cause, this lease shall not terminate if Lessee commences additional drilling or reworking opemtions within sixty (60} days after such cessation, and tltis 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 drill ing 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 drill ing or reworking operations result in the completion of a well 
as a dry hole, the lease will not terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease 
shall remain in effect so long as Lessee continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more than sixty (60) days. Lessee 
shall give wrinen notice to the General Land Office within thiny (30) days of any cessation of production. 

II. SHUT-IN ROYAL TIES: 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 laclc of 8 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 S 1,200 a year for each well capable of producing oil or gas in paying quantities. To be effective, 
each initial shut-in oil or gas royalty must be paid on or before: (I) the expimtion of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3) 
60 days after Lessee completes 8 drilling or reworking operation in accordance with the lease provisions; whichever date is latest. If the shut-in oil or gas royalty is paid, the lease shall be 
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 (I) year by paying the same amount each year on or before the expiration of each shut-in year. 



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

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

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

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

(A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon 
completi011 Of abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drill ing site of all rubbish thereon. 

(B) SUBMERGED LANDS: No discharge of solid waste or garllage sball be allowed into State waters from any drilling or support vessels, production platfonn, crew or supply boat, 
barge, jack-up rig Of other equipment located 011 the leased atU. Solid waste shall include but shall not be limited to containe~. equipment, rubbish, plastic, glass, and any other man-made 
non-biodegradable items. A sign must be displayed in a high traffic area 011 all vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vessels 
or platfomu is strictly probibited and may subject a State of Texas lease to forfeiture." Such statement shall be in lettering of at least I" in size. 

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

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

I6. lOENTIFICA TION MARKERS: Lessee shall erec:t, at a distance not to exceed twenty-five (25) feet from each well on the premises covered by this lease, a legible sign on which 
sball be stated the name of the operator, the lease designation and the well number. Where two or more wells on the same lease or where wells on two or more leases are connected to the same 
tank battery, whether by individual flow line connections direct to the tank or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly 
identified at all times, either by a firmly attached tag or plate or an identification properly painted on such line at a distance not to exceed three (3) feet from such tank or header connection. 
Said signs, tags, plates Of other identification markers shall be maintained in a legible condition throughout the term of this lease. 

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

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

I9. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a fi rst 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 N.R.C. Section 52.136 and any 
other applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee 
from the sale of such leased minerals, whether such proceeds are held by Lessee or by a third palty, and all fixtures on and improvements to the leased premises used in connection with the 
production or processing of such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or 
loss that Lessor may suffer by reason of Lessee's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be foreclosed with or 
without coun proceedings in the manner provided in the Title I, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees tltat the Commissioner may require Lessee to execute 
and record such instruments as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arising from and 
relating to Lessee's a<:tivities upon the above-described property or from Lessee's acquisition of this lease. Should the Commissioner at any time determine that this representation is not true, 
then the Commissioner may declare this lease forfeited as provided herein. 

20. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make 
any false return or false repon 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 repons in the manner required by law or fail to comply with rules and regulations promulgated by the 
General Land Office, the School Land Board. or the Railroad Commission, or refuse the proper authority 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 ~ny well, or if Lessee shall 



lcn'owingly 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 be shall forfeit same when sufficiently informed of the faets which authorize a forfeiture, and when forfeited the area shall 
again be subject to lease to the highest bidder, under the same regulations controll ing the original sa le of leases. However, nothing herein shall be construed as waiving the automatic 
tmnination 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 
ri&hts of another intervene upon satisfactOf)' 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. 

21. R IVERBED TRACfS: In the event this lease covers a riverbed. Lessee is hereby specifi cally granted the right of eminent domain and condemnation as provided for in N.R.C. 
Sections 52.092-52.093, as a pan of the consideration moving to Lessor for the covenants herein made by Lessee. 

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of 
the General Land Office governing drilling and producing operations on Permanent Free School Land (specifically including any rules promulgated that relate to plans of operations), payment 
of royalties, and auditing procedures, and shall be subject to all other valid statutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease. 
Without limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutOf)' and regulatOf)' provisions relating to the 
General Land Office's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code 
Sections 52.135 and 52.137 through 52. 140. [n the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of 
navigation or other purpose incident to the operation of a port, then Lessee shall not be enti tled to enter or possess such land without prior approval as provided under Section 61 .1 17 of the 
Texas Water Code, but Lessee shall be entitled to develop such land for oil and gas by directiona.l drilling; provided, however, that no surface drilling location may be nearer than 660 feet and 
special pem1ission from the Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line 
or from the nearest dredged bottom edge of any channel, slip, or tu!"ing basin which has been authorized by the United States as a federal project for future construction, whichever is nearer. 

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

24. FORCE MAJEURE: Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling operations thereon, or from producing 
oil and/or gas therefrom, al\er effort made in good faith, by reason of war, rebellion, riots, stn1c:es, fires, aets of God or any order, rule or regulation of governmental authority, then while so 
prevented, Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfactOf)' proof presented to the Commissioner of the General Land Office in support of 
Lessee's contention and Lessee shall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations 
odopted by the School Land Board); and this lease shall be CXIended while and so long as Lessee is prevented, by any sucb cause, from drilling, rewortcing operation.s or producing oil and/or 
gas from the leased premises; provided, however, that nothing herein shall be construed to suspend the payment of rentals during the prima~y or extended term, nor to abridge Lessee's right to a 
suspension under any applicable statute of this State. 

2S. LEASE SECURJlY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced 
from said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's 
production, gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas 
royalties thereon as provided herein on all oil, gas or other hydrocarbons lost by reason of theft. 

26. REDUCTION OF PAYMENTS: If, during the primary term, a portion of the land covered by this tea'se is included within the bow1daries of a pooled unit that has been approved by 
the School Land Doard in accordance with Natural Resources Code Sections 52.151-52.153, or if, at any time al\er 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 uni t. or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease. 

17. SUCCESSORS AND ASSIGNS: The covenants, conditions and agreements contained herein shall extend 10 and be binding upon the heirs, executors, administrators, successors or 
assigns of Lessee herein. 

28. ANTIQUITIES CODE: [n the event that any feature of archeological or historical interest on Permanent School Fund Land is encoun1ered during the activities authorized by lhis lease, 
Lessee will immediately cease activities and will immediately notify the General Land Office (ATTN. Archaeologist. Asset Management Division, 1700 N. Congress Ave., Austin, Texas 
78701) and the Texas Historical Commission (P.O. Box 12276, Austin, TX 7871 I) so that adequate measures may be undenaken to protect or recover such discoveries or findings, as 
appropriate. Lessee is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 9 15; 16 U.S.C.A. 470) and the Antiquities Code of Texas, Chapter 
19 1, Tex. Nat. Code Ann. (Vernon 1093 &. Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessee shall notify the Texas Historical Commission before brealcing 
ground at a project location An ~r< loaeological survey might be required by the commission befcre construction of the pro_iect can commence. Further, in the event that any site, object, 
location, artifact or other feature of archaeological, scientific, educational, cultural or historic interest is encountered during the activities authorize by this lease, lessee will immediately notify 
lessor and the Texas Historical Commission so that adequate measures may be undertaken to protect or recover such discoveries or findin:;s, as appropriate. 

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

30. LEASE FILING: Pursuant to Chapter 9 of the Tex. Bus. &. Com. Code, this lease must be filed of record in the office of the County Clerk in any county in which all or any pan of the 
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the certified copies sent to the General Land Office. 
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31. EXECUTION: This oil and gas lease mUS1 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 o f 
Texas. 

LESSEE 

BY: _ ________ ____ _ 

TITLE: ___ ________ _ _ _ 

DATE: _____________ _ 

IN TESTIMONY WHEREOF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office. 

STATE OF _____ _ ____ __ 

CO~ OF __________________ _ 

~~Nwu= 
COMMISSIONER OF THE GENERAL LAND OFFICE 
OF TilE STATE OF TEXAS 

APPROVED 

Contents ~~ 
Ugll ~ 
DC - .,.:d....., 
SD ---r-
Exec ~ 

(CORPORA TJON ACKNOWLEDGMENT) 

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 be executed the same 

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

Given under my hand and seal of office this the _______ .day of _______________ --' 19 _____ _ 

Notary Public in and for _____ _ _ _______ _ 

STATE OF _ ___________ _ __ _ 
(INDIVIDUAL ACKNOWLEDGMENT) 

COUNTY OF _ ___ ____ __ __ 

Before me, the undersigned authority. on this day personally appeared ___ ___________________ _ 

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

Given under my hand and seal of o ffice this the ____ ___ day of _______________ .• 19 ____ _ 

Notary Public in and for ______ ______ __ __ 
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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 

May 20, 1999 

Mr. Dav id Knape 
Clayton Williams Energy, Inc. 
6 Desta Drive, Suite 3000 
Midland, Texas 79705 

Dear Mr. Knape: 

Thank you for participating in the General Land Office Oil and Gas Lease 
Sale held on April 6, 1999. I am pleased to inform you that Clayton Williams 
Energy, Inc. was the high bidder on Mgl. No. 39, which has been assigned the 
lease number M-1 005 18. 

The lease agreement for State Lease M-1 00518 is enclosed and will serve as 
your receipt for the amount of your bid. This lease form must be signed and 
acknowledged by the lessee, and then recorded in the County Clerk's office of 
the county or counties in which lands covered by the lease are located. After 
signing and recording the lease, please submit a certified copy of the recorded 
lease to the attention of Kristin Anderson-Davis at the Texas General Land 
Office. These requi rements are material provisions of the lease; therefore, 
please return the certified copy at your ea rliest convenience. 

The lessee's other contractual and statutory responsibilities are outlined in the 
lease agreement, such as Section 6(B), which requires operators to submit 
written notice of all drilling, product ion, and related acti vities. When lessees 
file specific forms with the Texas Railroad Commiss ion, they are required to 
submit copies of these forms to the Texas General Land Office. Examples of 
these forms are: W-1 , Application to Drill Deepen, or Plug Back; W-2 Oil 
Well Potential Test, Completion or Recompletion Report and Log; W-3, 
Plugging Record; G - I, Gas Well Back Pressure Test, Completion/ 
Recompletion Report and Log; G-5, Gas Well Class ification Report; G- 1 0, 
Gas Well Status Report; W-1 0, Oil Wel l Status Report; W-12, Inclination 
Report; Electric Logs (within fifteen days after they are made); Directional 
Surveys. 

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





Lease Form ' 
lkvim l I 0/98 
G- 1/11 

•••• • • • •• • 

%CusHin , 'Otex a n - --·---
011. ANO (;A<; I !'AS ~: 

N0. /11 - t OO~ t R 

Accept ed for Fil ing in: 
Robert son County 

On : Jun 11,1999 at 10:34A 

By, 
Trudy Hancoc k 

'VJ~~<; . pursuant to the Texas Natural Resources Code Chapters 32, 33, 51, and Chapter 52, Subchopters A-D nnd II, (snid Code being hercinaner referred tons N R.C.), and subject to all 
ml~ tncl 1! gulations p1ontulgated by the Commissioner or the General Land Office and/or the School Land llonrd pUisuant thereto, and all other applicable statutes and amendmeniS to said 
N.R.a., the following area, to-wit: 

• 
TIIIA~?~~ OF T ilE l.ITTLE llRAWS RIVER, ROBERTSON COUNTY, TEXAS, CONTA INING AI' PROXIMATELV 10 ACRES; TRACT 1-A IS BOUND ON Ti l E NORTII 
nv,.m.: F.I,V NO. I UNIT, SAID UNIT BEING MORE PARTICULARLY DESCRtnED IN MINERAl. LEASE FlLF. M-96731, AND IS BOUND ON 111F. SOU111 OY 111E 
NIC:I.IAZ7..0-SCAMAROO NO. I UNIT, SAID UNIT BF.IN(; MORE PARTICULARLY OI';SCRIO EO IN MI NERAl, LEASE FILE M-96579, SAID LEA SF. FILF.S DEING 
CURR ENTLY ON FILE IN Til F. ARCIIIVES & RECOROS I)( VISION OF TllE TEXAS GENEitAL LAND OFFICE, AUSTIN, TEXAS, 

• 
w:v.,,ncr being duly advertised, orTered for lease on the 6th doy or April, 1999, at 10:00 o'clock • m .. by the Commissioner of the Gencrol Land Office of the State of Texas and the School 
LaAd ltnard of the State ofTcxM, ror the sole and only purpose ofpros.,ccting and drilling for, and producing oil and/or gas thot may be found Md produced from the above described 11ru; Md . -... 
Wll f:RF.AS, aOcr nil bid~ and rcmiltonccs which were received up to said time h•ve been dnly considered by the Commissioner of the General Land Office and the School Land Oonrd ato 
regula• meeting thereof in the General Land Office, on the 6th d1y or April, 1999, hereinaner the "crrcctin dnte" and it WM round and dctennincd thAI CLAYTON W ILI.IAMS F.Nf.RGY, 
INC. whose address is 6 OESTA DRIVE, SUITE 3000, MIDLAND, TEXAS 79705, had orTered the highest and best bid for a lease of the area above described and is, therefore, entitled to 
receive n lease thereon: 

NOW, T IIERF.I'ORE, I, David Dewhurst, Commissioner of the General Land Office of the Stale of Texas, hereinal'ler sometimes referred tons "Lessor," whose nddrcss is Austin, Te•as, by 
virtue or the authority vested in me and in consideration of the payment by the hereinaOer designated Lessee, the sum or S750.00, receipt or which is hereby acknowledged and or the royalties, 
covenants, stipulations and conditions contained and hereby :!greed to be paid, observed and performed by Lessee, do hereby demise, grant, lease and let unto the above mentioned bidder the 
ex_clusive right to ptospccl for, produce and take oil and/or gas from tlie aforesnid area upon the following tenus nnd conditions, to-wit: 

I. RF.SERVATION: lltere is hereby excepted and reserved to Lessor the full use of the pro.,ccty covered hereby and all rights wi~• res (>Cello the surface and substnface thereof for auy nnd 
nil purposes exct1111hose granted and to the extent herein granted to Lessee, together with the rights of ingress nnd egress and use or soirllands by Lessor and its mineral lessees, for purposes 
or cxplotiug for and producing the minernls which are not covered, or which may uot be covered in the future, nuder the lenns or this lease. but which may be located within Ute su1 focc 
boundaries or the leased nren. All or the rights in nnd to the leo sed premises retained by Lessor and all or the rights in and to the leased premises granted to Lessee herein shnll be exercised in 
such n manner that neither shollundnly intetfere with the o.,crations of the other. 

2. TEitM: Subject to the other provisions hereof, this lease sholl be for a tenn or th rre (3) ycors from the crTeetive date hereof(herein called "primary tcnn") and liS long thcreancr as oil or 
gas is produced iu paying quantities from said area. 

J . I) f. LAY RF.NT A LS: If no well be commenced on the laud hereby leased on or before the anniversnry dnlc or this len <e. this lease shall lem•inate as to both parties unless the Lessee nn 
or before snid dntc shall pay or lender to the Commissioner of the Genernl L.1nd Office of the State ofTe•as at Anstin, 1'c•ns, the snm or Fin Doll on ($5.00), per otre, which shnll operate ns 
rental nml cover the privilege or dcfcning the commencement or a well for twelve (12) months from said dnte In like manner and upon like payments or lenders the commencement or a well 
may be further deferred for like .,criods or the same number or months successively during the primary term he• cor. 

4 . . r ROI>UCTION ROY AI, T IES: Subject to the provisions for royalty rednctionsset 0\ll in snhparngrnph (E) of this p•rngrnph 4, upon production of oil and/or gM, the Lessee agrees to 
pay or cnnse to be pnid to the Commissioner of the Genernl L.'\nd Office in Austin, TexM, for the usc ond benefit of the State of Texas, during the term hereof: 

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form nt the mouth or the well ami also all condensate, distillate, and other liquid 
hydrocarbons •ccovcrcd from oil or gas nm through a sepnr11tor or other equipment, ns hcrcinaOer provided, 114 part oft he gross production or the market value thercor. ott he option or the 
Lessor, such value to be determined by I) the highest posted price, plus premium, if nny, orTered or paid for oil, condcnsnte, distillate, or other liquid hydroc:trbons, res.,cetively, or a like I}JIC 
nncl grnvity in the A• nerol area whc•e produced nnd when nm, or 2) the highest market price thereof orTered or pnid in the general orca where produced and when nm, or 3) the gross )lroeccds or 
the sale thereof, whichever is the greater. Lessee agrees thAt before any gas produced from the lnnd hereby leased is sold, used or processed in a plant, it will be nm free or cost to Lessor 
ttn onch nn adequate oil nnd 8"' sep•rntor or conventionol tytiC or other equipment at least as efficient to the end that oil liquid hydrocorbons recoverable from thegns by such means will he 
recovered. Upon wrillen consent or Lessor, the requirement that such gns be nm through such a separator or other equipment mny be waived upon such tenns and conditions as prescribed by 
Le~sClr. 

(II) NON-I' ItOCt:S EO GAS: As n royal ty on any gas (including Oared gas), which is defined as oil hydtocorbons and gaseous substances not defined u oil in subporng•nph (A) 
above, produced from nny well on said land (except as provided herein with respect to gas processed in a plant for the e•tmction of g:\.<Oiiue, liquid hydrocatbons or other ptoducls) 1/4 pa1t or 
the gross production or the market volue thereof, at the option or the Lessor, such value to be based on the hishest mnrket price paid or orTertd for gas or cornp:u-ablc qunlity in the general ~~rca 
where produced and when 11111, or the gross price paid or orTered to the producer, whichever is grenter provided thntthc 11111ximum pressure base in meosuring the gns nnder this lcn<e conlrnct 
shall not ninny time exceed 1 ~ .65 pounds per square inch nbsolute, and the standard bnse temt>emture shall be $i~ty (60) degrees Fahrenheit, correction to be made for pressure aecotding to 
Doyle's Law, and for specific gmvity according to test made by the ilalanee Method or by the most opptovcd method of testing being used by the industry at the time of testing 
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(Q PRQCE.\SED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrO«<bons, 1/4 port of the re~idue gas and 
the liquid hydrOCMbons extrncled or the market value thereof. at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100"1.) of the total plant production of 
re•idue go.• anributable to gas produced from this lease, and on lilly percent (50%) or that percent aecnoing to Lessee. whichever is the greater, of the total plant production of liquid 
hydrocMbo~•. anrihutable to the gas produced from this lease: provided that if liquid hydrocMbon< are recovered from gas processed in • plant in which Lessee (or its parent, suhsidiarr or 
afTiliote) owns on interosl, then the percentage appliCIIble to liquid hydrocrubons shall be fifiy percent (SO%) or the highest percent accnoing to a third party processing gas through such plant 
under n processing agreement negotiated ol Rnns' length (or if there is no such third p~rty , 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 slon ll be determined by I) the highest market price paid or offered for ony g~s (or liquid 
hydrocorbons) of comparable quality in the genernl area or 2) the gross price pAid or offered for such residue gas (or the weighted averoge gross selling price for the respective grades of liquid 
hydrocarbons), whichever is the greater. In no event, however, shall the royolties payable under this paragraph be less than the royalties which would have been due hod the gas not been 
processed. 

(0) OTH ER PRODUCTS: As a royolty on carbon black. sulphur or ony other products produced or manufactured from gas (excepting liquid hydrocarbons) wherher soid gos be 
"casinghead," "dry" or any other g•s. by fractionating, burning or any other processing, 114 part of gross production of such products, or the market value thereof. at the option of Lessor. such 
market value to be determined as follows: -

( I ) On the ba<is of the highest mMket price of each product, during the same month in which such product is produced, or 
{2) On the basis of the avernge gross sale price of each product for the same month in which such products ore produced: whichever is the greater. 

(E) VARIA OLE ROYALTY: (i) Subject to the other provisions of this lease. it is hereby provided thot in the event production in paying quantities is established pursuant to the Iemos 
of this lease and such production is brough t on line and Mles thereor are commenced within twelve (12) months of the effective date hereof. the royalty nile provided herein sholl be reduced to 
20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, ir during such twelve (12) month term during which Lessee may cam a 
reduced royalty rnte of 20% as herein provided, Lessee should dri ll in good faith and complete the first well as • dry hole on the land covered by this lease, Lessee may receive a three (3) 
mo0111t - nsion of the tenn in which to cam a reduced royalty rate by giving notice to the Commissioner of lhe General Land OfTice, commencing drilling operntions on an odditional well 
prft>u p• rh: expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additionol well and completing same so that production in paying 
qu•~~iis~s established and so that such production is brought on line and soles thereof are commenced prior to the expiration or such three (3) month extension period. 

• • • 
• ~i) I~ the event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced afier the 

expir~on of twelve ( 12) months from the effective date hereof but prior to the expiration of twenty-four (24) months from the effective date hereof. the royalty rate provided herein shall be 
reduced to liU% and shall apply to each subsequent well drilled and produced on the land covered by this lea.~e . Provided that, irduring such twelve (12) month term during which Lessee may 
enrfo ' Te~~~d royalty rnte or 22.5% as here in provided. Lessee should drill in good fa ith and complete the lirst well as a dry hole on the land covered by this lease, Lessee may receive a three 
(3) month extension of the term in which to cam a reduced royalty rate by giving notice to the Commissioner or the General L..1nd OfTiee. commencing drilling operations on an additional well 
prior to the expirooion of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying 
quantities is established and so that such production is brought on line and sales thereof are commenced prior to the expirntion of such three (3) month extension period . 

• 
l '41') NO DEDUCTIONS: Lessee agrees that all royalties accruing to Lessor under this lease shall be without deduction for the cost of producing, transporting, and otherwise making the 

oil. c as •alkMiher products produced hereunder reac!y for sale or use. 

(G) ROYALTY IN KIND: Notwithstanding anything contained herein to the contrary. Lessor may, at its option. upon not less than 60 days notice to Lessee, require Bl any time or rrom 
time to time that payment of all or any royalt ies accruing to Lessor under this lease be made in kind without deduclion for the cost of producing. gathering. storing. separnting, treating, 
dehydrating, compressing, processing, transport ing and o therwise making the oil. gas and other producls produced hereunder ready for sale or use. LesSO<'s right to take its royalty in kind shall 
not diminish or negate Lessor's rights or Lessee's obligations, whether express or implied, under this lease. 

(II) PLANT FUEL AND R ECYC LE D G AS: No royalty shall be payable on any gas as may represent this lease's proportionate share or any ruel used to process gas produced 
hereunder in any processing plant. Notwithstanding anything contained herein to the contrary, and subject to the consent in writing of the Commissioner or the General Land Oflice. Lessee 
may recycle ga. fnr gas lifi purposes on the leosed premises afier the liquid hydrocarbons contained in the gas have been removed. nnd no royalties shall be payable on the gas so recycled until 
such time u the some may thereafier be produced and sold or used by Lessee in such manner 1\S to entitle Lessor to a royalty thereon under the royalty provisions of this lease. 

( I) MINIMUM RO YAL TV: During any year afier the expirt~tion of the primary term of this lease, if this lease is ml!intained by production, the royalties paid to Lessor in no event shall 
be less than an amount equal to the total annual delay rental herein provided: otherwise. there shall be due and payable on or berore the last day of the month succeeding the anniversary date of 
this lease a sum equal to tloe total annual rental less the amount or royalties paid during the preceding year. 

(J) MARG INAL PRO DUCTIO N ROYALTY : Upon Lessee's written application, the School Land Board may reduce the royolty rate set out in this paragrnph and/or the minimum 
royalty set out in subparngraph 4 (I) to extend the economic life of this lease and encournge recovery of oil or gas that might otherwise remain unrecovered. Any such royalty reduction must 
conform to the rcqnirements of any School Land Board administrative rules on this subject. Royalty may not be reduced below the applicable statutory minimum. 

S. ROYALTY PA I' !\lENTS f!,NI) REPO RTS: All royalties not taken in kind shall be paid to the Commissioner of the Genernll..and OfTice at Austin. Texas, in the following manner. 
"~>:ncnt of royalty on production of oil and gas shall be as provided in the nrles set forth in the Texas Register. Rules currently provide that royalty on oil is due and musl be received in lhc 

General L..1nd OfTice on or before the 5th day of the second month succeeding the month of produclion. and royalty on gas is due and must be received in the General Land Office on or ber01e 
the 15th day of the second month succeeding the month of production, accompanied by the efTidavit of the owner, manager or other authorized egent. completed in the fonn and manner 
prescribed by the General Land OfTice and showing the gross amount and disposition or all oil and gas produced and the market value of the oil and gas, together with a copy or all documents, 
records or reports confi rming the gross production. disposition and market value including gas meter readings. pipeline receipts. gas line receipts and other checks or memornnda of amount 
produced and put into pipelines, tanks, or pools and gas lines or gas stornge, and any other repoo1s or records which the General Land OfTice may require to verify the gross production. 
disposition and market value. In a ll cases the authority of a manager or agent to act for the Lessee herein must be fi led in the General Land OfTice. Each royalty pnymcnt shall be accompanied 
by A check stub. schedule, summary or other remittance advice showing by the assigned General uond OfTice lease number the amount of royalty being paid on each lease. tr Lessee pays his 
royalty on or before thirty (30) days afler the royolty payment was due, then Lessee owes a penalty of 5% on the royalty or S25.00, whichever is greater. A royalty payment which is over thirty 
(30) days late shall accrue a penalty of 10% of the royalty due or S25.00 whichever is greater. In addition to a penalty. royalties shall accrue interest at a rnte of 12% per year: such interest will 
begin accruing when the royalty is sixty (60) days overdue. Affidavits and supporting documents which are not liled when due shall incur a penalty in an amount set by the Genernl Land 
OfTiee administrative note which is effective on the date when the afTidavits or supporting documents were due. The Lessee shall bear all responsibility ror paying or causing royalties to he 
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 actio postpone 
the date on which royalties were originally due. The above penalty provisions shall not apply in cases of title dispute as to the State's portion of the royalty or to that portion of the royalty in 
dispute as to fair market value. 

6. (A) RESERVES, CO NTRACTS AND OTH ER RECORDS: Lessee shall annually rum ish the Commissioner of the General Land OfTice with its best possible estimate or oil and gas 
reserves underlying this lease or a llocable to this lease and shall funoish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and 
amendments to such contrncts within thirty (30) days a ncr entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by t.he G<:neral 
L..1nd OfTice shall be held in confidence by the Genernl l..and OfTice unleos 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 oil times be snbjeet to 
inspection and examination by the Commissioner of the Genernll..and OfTice. the Attorney Genernl. the Governor. or the representative or any of them. 
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(Hl ORI LLING RECORDS: Wriu~n notice or all operations on this lease shall be submiued lo the Commission~• or lh~ General Land om~ by Lesse~ or operator five (S) days before 
spud dale, ,~IJrkovcr, r~-en1ry, temporary abandonment or plug and abandonment of any well or wells. Such wriuen notice 10 the General Land Office shall includ~ copies of Railroad 

•' Conunis~ion fomu for npplicalion to drill. Copies of well tests, completion reports and plugging repools shall be supplied 10 the General LMd Office atlhc time they nrc filed with the Texas 
lbih oad Commission. Less~• shall supply the General L..1nd O ffice wi th any records, memoranda, accounts, reports, cullings and cores, or other information oelative to the operation of the 

' above-described poemises, which may be requested by the General Land Office. in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey 
made on the bore-hole section, from the base of the surface casing to tloe total depth of well, of all wells drilled on the above described premises and shall transmit a lnoe copy of the log of each 
survey on each well to the General Land om~ within fiOeen (IS) days aOer the making of said survey. 

(C) rENAI.Tif.S: Lessee shall incur a penally whenever reports, documents or olheo materials are nol filed in the General Land Office when due. The penal!)' for late filing shall be SCI 
by the General Land Office administrative rule which is effective on the dale when the materials were due in the General Land om~. 

7. RF.TAINED ACREAGE: Notwithstanding any provision of U1is lease to the contrary, aOer a well producing or capable of producing oil or gas hu been completed on the leased 
pt~n1ises, Lessee shall exercise the diligen~ of a reasonably prudent operator in drilling such additional well or wells u may be reasonably necessary for the proper development of the lea.<ed 
premises and in mork~ting the production thereon. 

(A) VERT ICAL: In th~ ~vent this l~a.~e is in force and ~ffect two (2) years aOer the expiration date of the primary or extend~d term it shall then terminate as to all of the leas~d 
premises, EXCEPT (I) 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 II hereof). or a well upon which Lessee is then engaged in continuous drilling or reworking o~rations, or (2) the number of acres 
included in a producing pooled unit pursuant 10 Natural Resources Code Sections 52.1 S 1·52.1 SJ, or (3) such greater or lesser number of ocres as may then be allocated for production purposes 
to a prorat ion unit for each such producing well under the noles and regulations of the Railroad Commission of Texas, or any successor agency. or other governmental outhori ty having 
jurisoti•iN. Within 90 days of a pattial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee sci by General Land Office nrles in effect at 
the, iy" , r .Se pnotia.llcrmination, Lessee shall have the right 10 obtain a surface lea.~c for ingress and egress on and across the tenninaled portion of the leAsed premises as may be reasonably 
necessa[l ~or the continued operation of the portions of the lease remaining in force and effect. If Lessee f.1il s IO apply for a surface lease \vilhin the 90 day period specified above, Lessee may 
aprlt'•~,.. serf ace lease from the Land Office, but t.he Land Commissioner has the discretion lo grant or deny such application and lo set the fee for such surfa~ lease. 

•• • 
( It) HORIZONTAL: In the event this lease is in force and effect two (2) years oOer the expiration dote of the primary or extended term it shall further lenninnte AS lo all depths below 

100 feel behJw the tot>l depth drilled (hereinaOer "deeper depths") in each well located on acreage retained in Paragraph 7 (A) Above, unless on or before two (2) years aOer the primary or 
ex1c~t1l,e,~ Lessee pays an amount equal to one-half(l /2) of the bonus originally paid as considerati~n for this lease (as specified on page I hereof). If such nmo1111t is paid, this lease shall 
be in force and effect as to such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereaOer as oil or gas is produced in paying quant ities 
from such deeper depths covered by this lease. 

tO, IDF.NTIFICA T ION AND FILING: Tite surface acreage retained hereunder as lo each well shall , as neaoly as practical, be in a;oe form of a squllre with the well located in the center 
therqp' or such other shape as may be approved by Ute School Land Board. Within thirty (30) doys aOer partial termination of this lease as provided herein, Lessee shall execute and recood a 
rei e.~ u,_ ~fllSes containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General 
Land Office, accompanied by the filing fee prescribed by the General Land Office rules in effect on the dale the releasc is filed . If Lessee fails or refUsu to execute and record such relcuc or 
releases within nine!)' (90) days a Ocr being requested to do so by the General Land Office, then Ooe Commissioner at his sole discrc:lion may design&le by wrinen instrument the ~~ereage ondlor 
depths 10 be released hereunder and record such instrument at Lessee's expense in the county or counties where the lease is located and in the officio] records or the General Land om~ and 
such designation shall be binding upon Lessee for all purposes. If at any time aOer the effec:tive dare 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 thereaOer allocated to said well or wells for production purposes, this lease shoJI thereupon terminate as to all acreage not 
thercancr allocated lo said well or wells for production purposes. 

8. OFFSET WELLS: If oil and/or gas should be p<oduced in commercial quantities from a well located on land privately owned or on Stale land leased ala lesser royalty, which well is 
within one thousand (1,000) feet of the area included herein, or which well is draining the area covered by this lcue, the Lessee shall, within sixty (60) days aOer such initial production fo om 
the dra.ining well or the well located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset wdl on the aoca 
covered by U1is lease. and such offset well shall be drilled 10 such depch as may be necessary to ptevenl the undue drainage of the area covered by this lease, and the Lessee, manager or driller 
shall use all means necessary in a good faith effort 10 ma.ke such offset well produ~ oil and/or gas in commercial quant ities. Only upon the determination of the Commissioner and with his 
W1i llen apptoval, may the payment of a compensatory royalty satisfy the obligation to dri ll an offset well or wells required under this Paragroph. 

9. I)RY IIO I.E/CESSA T ION OF PRODUCTION DURING P RIMARY TERM: If. during the primary term hereof and prior to discovery and production of oil or gas on sa id land, 
Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and aOer the discovery and actu~l production of oil or gas from t.he leased p<emises such production thereof 
should cease from any cause, this lease shall not terminate if on or before the expiration of sixl)' {60) days from dale of completion of said dry hole or cessation of production Lessee 
commences oddilional drilling or reworking operations thereon. or pays or tenders the next annual delay renlal in the same manner u provided in this lease. If, during the las t year of the 
primary tenn or wi thin sixl)' (60) days prior thereto. a dry hole be completed and abandoned, or the production of oil or gas shC'ulrl cease for any couse, Lessee's rights sholl remain in full force 
and effect without furtheo operations until the erpiration of the primary term; ~nd if Lessee has not resumed production in payong quantities al lh~ expiration of the primary term, Les.ee may 
maintain this lea.~e by ecnducting additional dri ll ing or rewooking operations pursuant to Paragraph I 0, using the expiratio .. of the .-ri•nary teom as the date u, cessation of production under 
Paragraph I 0. Should the nrst well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas \\lell within the primil ry lerm hereof. Lessee may resume 
payment of the nnnual rental in the snmc manner as provided herein on or before the rental paying dale following the expiration of sixty (60) days from the date of completion of such shut-in oil 
or gas well and upon the failure 10 make such payment, this lease shall ipso facto terminate. If al the expiration of the primary term or any time thereaOer a shut-in oil or gas well is located on 
the leased premises payments may be made in accordan~ 'vilh the shut-in provisions hereof. 

10. CESSATION, DRI LLING, AND REWOR KING: If. aOer the expiration of tl1e primary term, production of oil or gas from the leased Jlfcmises, aOcr on~ obtained, should cea~e 
from any cause, this lease shall not terminate if Lessee commences oddilionol drilling or rewooking operations \vithin sixty (60) days aOer such cessation, and this lease shall remain in full 
fooce and effect for so long as such o~rations continue in good faith and in workmanlike manner \vilhout interruptions totaling more than s ixl)' (60) days. If such drilling or reworking 
operations result in the p<oduction of o il or gas. the lease shall remain in full for~ and effec t for so long :IS oil or gas is produced from the leased premises in poying quantities or payment of 
shut-in oil or gas well ooyallies or payment of compensatooy royalties is made u 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 odditional dri lling or reworking operations within s ix!)' (60) days a Ocr the completion of the wellu o dry hole, and tl1is lease 
shall remain in effect so long as Lessee continues drilling or reworking operations in good faith and in a wookmanlike manner without inlemoplions totaling more thon sixl)' (60) days. Lessee 
shall give wrillcn notice 10 the General Land Office within thirty (30) days of any cessation of p<oduc!ioot. 

II . SIIUT· IN ROYAL T IES: For purposu 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 01 any lime aOcr the upiralion of the primary lcrm of a lease thai , until being shut in. WI\S being maintained in forct" and effect, A well CJ>pable of producing oil or gu 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 M a shut-in oil or gas 
ooyalty an amount equal to double the annual rental provided in the lease, but not less than S 1,200 a year for each well capable of producing oil or gas in paying quanti ties. To be effective, 
each initinl shut-in oil or gas royohy must be p•id on or before: (I) the expiration of I he primary lcom, (2) 60 days a Ocr the Lessee ceases lo produce oil or gM from the leased premises, or (3) 
60 doys aOer Lessee completes a drilling or reworking operation in accordance \vilh the lease p<ovisions; whichever date is latest. If the shut-in oil or gAs royally is paid, the lease shall be 
considered to be • producing lease and the payment sh•ll 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 
ononlh in which production ceased, and, aOer thai , if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lea.~ for four more successive periods of 
one ( I) yeor by paying the same amount each year on or before the expirat ion of each shtll·in year. 

Document 
0 991973 

Vo1m 
7 35 

P a g e 
1 52 



Official Public Re c ords 

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royally, 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 ease in which drainage is occurring, the right to continu-;: to 
maintain the lease by paying the shut-in oil or gas royally shall cease, but the lease shall remain effective for the remainder of the year for which ~1e royally has been paid. The Lessee may 
maintain the lease for four more successive years by Lessee paying compensatory royally at the royally rate providetl in the leose of the market value of production from the well causing the 
draiMge or which is completed in the same producing reservoir and within one thousand ( 1,000) feet of the leased premises. The compensatory royally is lo be paid monthly lo the 
Commissioner beginning on or before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same 
producing reservoir and located within one thousand (1,000) feet o flhe leased premises: if the compensatory royally paid in any 12-month period is in an amount less than the Bnnual shut-in 
oil or gos royally, Lessee shall poy nn amount equal to the difference within thirty (30) days from the end of ~1e 12-month period: and none of these provisions will relieve Lessee of the 
obligotion of reasonable development nor the obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the 
Commissioner's written approvol, the payment of compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalty payments which arc not timely paid will accrue 
penalty nnd interest in accordance 'vith Par• graph 5 of ~1is lease. 

13. EXTENSIONS: If, at the expirntion of I he primary term of this lease, production of oil or gas has not been obtained on the leased premises but drilling opernt ions ore being conducted 
thereon in good fai th and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary term, file in the Genernl Land Office written application co che 
Commissioner of the General Land Office for a thirty (30) day extension o f I his lease. accompanied by payment of Three Thousand Dollars (SJ,OOO.OO) if this lease covers six hundred f01ty 
(640) acres or less and Six Thousand Dollars (S6,000.00) if this lease covers more than six hundred forty (640) acres and the Commissioner shall , in wriling, exlend this lease for a chirty (30) 
dny period from and aner the expiration of the primary term and so long thereaOcr os oil or gas is produced in paying quru1titics; provided further, that Lessee may, so long as such drill ing 
opernlions arc being conducted make like application and payment during any thirty (30) day extended period for an additional extension of thirty (30) days and, upon receipl of such 
application and paymenl, the Commissioner shall, in writing, again extend this lease so that same shall remain in force for such additional thirty (30) day period and so long thereaOer as oil or 
gas is rroduced in poying quantities: provided, however, that ~lis lease shall not be extended for more thon a total of three hundred ninety (390) days from ond aner the expiration of the 
prill'tot Ze~. unless produclion in paying quantities has been obtained. . 

•• • 
I 4e tlMit; OF' WATER: SURF' ACE: Lessee shall have the right to usc water produced on said land necessary for operations hereunder and solely upon the leased premises: provide<!, 

ho,t._.v~U:sce shall not usc potable water or water suitable for livestock or irrigalion purposes for water Oood operations wichoulthe prior written consent of Lessor. Subject to its obligation 
to pay i"rfacc damages, Lessee shall have the right to usc so much of ~•e surface of the land lhot may be reasonably necessary for drilling and operating wells and tran~porting and marlceting 
the production lherefrom, such usc to be conducted under condilions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General Land Office 
fee ~l'W~hich is effective on the date when the activity requiring the payment of surface damages occurs. 

• • 
IS. POLLUTION: In developing chis nrea, Lessee shall use che highest degree of cnre and all proper safeguards to prevent pollution. Withoul limiling the foregoing. pollution of coa.<lal 

wetlands, Mluml waterways, rivers and impounded waler shall be prcvcnled by the use of conlainmenl facililies sufficienl lo prevent spillage, seepage or ground water contamination In che 
event o~llution, Lessee shall use all means at ils disposal to recapture all escaped hydrocarbons or ocher pollutanl and shall be responsible for all damage to public and private properties. 

I r,_. UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drninagc pits and tank batteries so as to prolect livestock against loss, damage or injury: and upon 
com~letio~ T>l'abandonment of ony well or wells. Lessee shall fill and level all slush pils and cellars and completely cleon up the drilling site of all rubbish thereon. 

(D) SUliMERGEO l.ANOS: No discharge of solid W8S1c or garbage shall be allowed into Stale wotcrs from any drilling or support vessels, production platfonn, crew or supply boat, 
barge, jack-up rig or ~1er equipmenl located on the leased area. Solid wostc shall include but sholl not be limited to containers, equipment, rubbish, plastic, glass, and any ocher man-made 
non-biodcgrndable items. A sign muse be displayed in a high traffic area on all vessels and manned pial forms slating, "Discharge of any solid waste or garbage into Stale \Volers from vessels 
or platfon~ is strictly prohibited 11nd may subject a State of Texas lease to forfeiture." Such stalement shall be in let1ering o f alleast I" in size. 

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

(0) PENAL TV: Failure to comply with the requirements of this provision may rcsuh in che maximum penally allowed by law including forfeiture of the lease. LeMee shall be lioble for 
the damages caused by such failure and any costs and expenses incuned in cleaning areas affecled by the discharged wasle. 

16. IDENTIFICATION MARKERS: LeMee shall erect, at' a distance nol lo exceed twenty-five (25) feet from each well on the premises covered by this lease, a legible sign on which 
shall be stated the name of the operntor,lhe leosc designation and the well number. Where lwo or more wells on the same lease or where wells on two or more le;~ses are connected co the same 
lank battery, whether by individual Oow line connections direcllo the lank or tanks or by use of a muhiple header system, each line between each well and such tanlc or heoder sholl be legibly 
identified at all times, cilher by a firmly attached tag or plate or an identifieotion properly painted on such line 81 ft distance not to exceed three (3) feet from such tonk or header connection. 
Said signs, tags, places or o~1er identifie.1tion morkers shall be maintained in a legible condition throughoulthe tem1 of this lease. 

17. ASSIGNMENTS: TI1e lease may be trnnsfened at any time. All trnnsfcrs must reference the lease by the fil e number and must be recorded in the county where the area is loc.11ed, and 
the recorded transfer or a cor y certi.ied to by lhe County Clerk of the county where the transfer is recorded must be filed in the General Land Office within ninety (90) doys of the execution 
date, a.s provided by N.R.C. Secticm 52.026, ocr.ompanied hy the filing fee prescribed by the General Land Office nrlcs in effect on the date of receipt by the General Land Office of such 
transfer or certified copy !hereof. !:.very transferee shall succeed to al: righls and be subject 10 all obliga1ions, liabililies, and penahtes owed to lhe Stale by the original lessee or any prior 
transferee of the lease, includrng any liabilities to the state for unpaid royalties. 

18. RELEASES: Lessee may relinquish lhc rights grnnled hereunder to the Slate at any time by recording the relinquishment in the county where this area is situated and filing the recorded 
relinquishment or certified copy of snme in the General Land Office within ninety (90) days aner its execution necornpanied by the fil ing fee prescribed by the Genernl Land Office rules in 
effect on the date of receipl by the General Land Offi ce of such relinquishment or certified copy thereof. Such rel inquishment will not have the effect of releasing Lessee from any liability 
theretofore accrued in favor of the State. 

19. LIEN: In Accordance with N.R.C. Section 52. 136, the Sl.ale shall have a first lien upon all oil and gas produced from the area covered by this lease lo secure paymcnl of oil unpaid 
royalty and ocher sums of money chat may become due under this lease. By acceptance oflhis lease. Lessee grants the Stale, in addilion lo the lien provided by N.R.C. Seclion 52.136 and any 
o~1cr applicable slalulory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accnre lo Lessee 
from the sale of such leased minerals, whether such proceeds arc held by Lessee or by a third party, and all fi xtures on and improvements to the leased premises used in connection with the 
production or processing of such leased minerals in order lo secure the payment of al l royalties or olher amounls due or lo become due under chis lease and lo secure payment of any drunages or 
loss that Lessor may suffer by reason of Lessee's breach of any covenant or condilion of this lease, whether express or implied. This lien and security interest may be foreclosed wich or 
wilhout cour1 proceedings in the manner provided in the Title I, Chapter 9 of the Texas Business Md Commerce Code. LeMee agrees that the CommiMioner may require Lessee to execule 
and record such inslnrmenls as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arising from ond 
relating to Lessee's acrivities upon the above-described property or from Lessee's acquisition of this. lease. Should the Commissioner at any time determine that chis representation is not true. 
~1cn the Commissioner m•y dccl•re this lease forfeiled os provided herein. 

20. FORFEITURE: If Lessee shall fail or relirse lo malce the poymenl of any sum within thirty (30) days aOer il becomes due, or if Lessee or an authori1.ed agenl should knowingly make 
any false return or fal se report concerning production or dri lling. or if Lessee shall fail or refuse to dri ll any offset well or wells in good failh as required by low and the nrles and regulacions 
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. thd)chool l.and Board, or the Railroad Commission, or refuse the proper authority access to the records pertaining to operalions. or if Lessee or an authoriud agent 
should kno\vingly fail or refuse lo give correct infom1ation to the proper authority, or knowingly fai l or refuse to lirmish lhe Genernl Land Office a conecl log of :my well, or if Lessee shall 
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knowingly violate _any of the o~aterinl provisions of this le:ue, or if this1easc is assigned and the Msigo•mcnt is not filed in the Geneoal 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 infonned of the facts which authorize a forfeiture, and when forfeited the area shnll 

again be sul;ject to leilSe to the highest bidder, under the same regulations controlling the original sale of leases. However, nothing herein shall be constnoed as waiving the automatic 
tcmoinatiOn of this lease by opcraoion of law or by reason of any speciol 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 noles and 
regulations Uoat may be adopted relative hereto. 

21. lllVERIIF.I) TRACTS: In the event this lease covers a riverbed. Lessee is hereby specifically granted the right of eminent domain and condemnation as provided for in N.R.C. 
Sections 52.092-52.093, as a pnJt of the consideration moving to Lessor for the covenants herein made by Lessee. 

22. AI'PI.I CAOLE LAWS ANI) I)RILI.ING RESTRICTIONS: 1lois lease shall be subject to all noles and regulations, and amendments thereto, promulgated by the Commissioner of 
the General L...1nd Office governing drilling and producing operntions on Pennanent Free School 1~1nd (specifically including any noles promulgated that relate to plans of operations), pn)~nen t 
of royalties, nnd auditing procedures, and shall be subject to all other valid statutes, noles, regulations. orders and ordinances that may afTect operations under the provisions of this lease. 
Without limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulatory provisions relating to the 
General Land Office's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrntive Code, Cha11ter 4, and Texas Natural Resources Code 
Sections 52.135 and $2.137 through 52. 140. In the event this lease covers land franchised or leased or otherwise used by a novigotion district or by the United States for the purpose or 
nnvig>tion or other purpose incident to the ot>erntion of a port, then Lessee shall not be entitled to enter or possess such land without prior approval liS provided under Section 6 1.117 of the 
Texas Wnteo Code, but Lessee shall be entitled to develop such IMd for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and 
special pem1ission from the Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line 
or from the nearest dredged bottom edge of any channel, slip, or tu!"ing basin which has been authorized by the United States as • federal project for fut ure construction, whichever is neooer. 

23. ~VAL OF EQUII'MENT: Upon the terrnination of this lease for any cause, Lessee shall not, in any event, be permitted to remove the Cll.ling or any part of the equipment from 
any "'w:IIJ!in: dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the 
written cQo.sint of said Commissioner or his authorized representative remove from the leased premises the casing or any other equipment, material, machinery, appliances or property owned 
by LAw:e~ erod•.osed by Lessee in the development and production of oil or gas therefrom until all dry or abandoned wells have been plugged and until all slush or refuse pits have been prOI>Coly 
filled a8!all b~oken or discarded lumber, machinery, or debris shall have been removed from the premises to the satisfaction of the said Commissioner or his authooi>.ed representative . 

• 
24. FORC II MA.JtUnE: Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling operali,ons thereon, or from producing 

oil an~" I.! Gocrefrom, ancr efTort made in good faith , by reason of war, rebellion, riots, strikes, fires, acts of God or any order, rule or regulation of governmental authority, then while so 
prevented, Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfactory proof presented to the Commissioner of the General Land omce in support of 
Lessee's contention and Lessee shall not be liable for damages for failure to comply therewith (ucept in the event of lease operations suspended aJ provi,ded in the rule:r ftnd regulations 
odopted by the School Land Board); and this lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling, reworking operations or producing oil nndlor 
&liS frorn ~e leased premises; provided, however, that nothing herein shall be const.rued to suspend the payment of rentals during the prionaoy or extended term, nor to abridge Lessee's right to ft 
suspeo•ien under any applicable statute of this State. • • • • •• 

15. Ll:ASE SECURITY: Lessee shall take the highest degree of care and all proper safegua.rds 10 protect said premises And to prevent then of oil, gas, nnd other hydrocarbons produced 
from said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's 
production, gathering and storage systems where then of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from then and shall pay the State of Texas 
royalties thereon as provided herein on all oil, gas or other hydrocarbons lost by reason of then. 

26. REOUCI' ION OF PAYMENTS: If, during the primary term, a portion of the land covered by this lease is included within the boundAries of a pooled unit that has been approved by 
the School Land Board in accordance with Natural Resources Code Sections 52.151-52.153, or if, at any time aner the expiration of the primaoy term or the extended term, this lease covel'3 • 
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, releMed, 
surrendered, or otherwise severed, so that payments dctennined on a per acre basis under the tenns of this lease during the primary tem1 shall be calculated based upon the number of acres 
outside the boundaries of a (Al<l led unit, or, if aner the expiration of the primary tcnn, the number of ocres actually retained and covered by this lease. 

27. SUCCESSORS ANI) ASSIGNS: The covenants, conditions and agreements contaiooed herein shall extend to and be binding upon the heirs, executors, administrators, successors or 
assigns of Lessee herein. 

28. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Pem10nent School Fund Land is encountered during the activities authorized by this lea<c, 
Lessee will immediately cease activities and will immediately notify the General Land omce {ATTN. Archaeologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 
7g701) and the Texas Historical Commission (P.O. Box 12276, Austin, TX 787 11) so that adequate measures may be undertaken to protect or recover such discoveries or findings, as 
appropriate. Lessee is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-g9-66, 80 Statute 9 15; 16 U.S.C.A. 470) and the Antiquities Code of Texas. Chapter 
191, Tex. Nat. Code Ann. (Vernon IOQ3 &. Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessee shall notify the Texas Historical Commission before breaking 
ground at a project locotion An >r<:mcological suovey might be required by the commission befcre construction of the proiect ca.n commence. Further, in the event that any site, object, 
location, aotifnct or other feature of archaeological, scientific, educational, cultural or historic interest is encountered during the activities authori>.e by this leru.e, lessee will immediately notify 
lessor and I he Texas Historical Commission so that adequate measures may be undertaken lo prolecl or recover such discoveries or lindin:;s. as appropriale. 

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

30. LEASE FILING: l'lor3uant to Chapter 9 of the Tex. Ous. & Coon. Code.this lease must be fil ed of record in the office of the County Clerk in any county in which all or any part of the 
leased premises is locnted, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the certified copies sent to the Gcnernl Land Offi ce. 
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Utfic1al IJuU.l..l.C IH! t..:u~ ·u ~ . .. . . 
Jt. ' F.XECuTIOf\': Thi• oil and gas lease must be signed and acknowledged by !he Lessee before it i• fi led of record in !he county re~ords and in th~ Gene~l Land Office of"the State of 

Tex .... 

IN TESTIMONY WHEREOF, witness the signature of the Commissioner of th~ General Land Office of the State of Texas under the seal of !he General Land Office. 

•••• • • • •• • 
•••• • • • •• • 
• 

• •••••• • • 

• 
•• • • 

STATt: OF• •• Texas 

COUNTYOF~ou_ __________ _ 

STAT£ If 1UAS CllMTY If ROB£RTgJ~ 
I hmbr Cl!rti fy tll~t til is inshuent m 

==~~~~~?.;~~~~~~~==- filed on tile d~te ~114 tiw stuDed hereo1 ~y II! 
~114 vas daly recoHed iw tile volOil! n4 p.11e 

\ 
t,. 

I '• 

\ . 
I \ \ 

I ' 

( J' .. ' 

of tile nall!d records of: 
Rol>rtson County 

15 stHped hereon ~7 II!. 

Jun 11,19'3'3 

Kat11l'ya M. !rillhdl1 Coonty Clerk 

(CORPORA ~'W>~~'l:W&'wLEDGMENT) 

DEFORE ME, the undersigned authority, on this day personally appeared. __ .><J.,e"-r.!.r..tY-!..f_.._,G'-'-r.!:o~n~e.!.r _ _ _ _ _______ _ 

known to me to be the person whose name is subscribed to the foregoing instrument, as Vice-President. Land & Lease Admig~stration. of 

CLAYTON WILLIAMS ENERGY. INC. 
- ---- - - - - - ----- ------------ -----""d acknowledged to me !hat he executed !he •arne 

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

.. 

Given under my hand and seal of office !his the. ____ l_s_t __ day of _ _ J_u_n_e ______ ~- '-' 19 99 _ . ~ 
~~-7~.::_____-0_ 

MARGARilA L. ROWLEY 
Notary Public in and for ____________ __ 

Notorv Public, State a! Tex:n 
My eommltalon bptrea8-3G' , 

•...,;.w. ... :l ~ 

STATE OF _ _ _ ________ _ (INDIVIDUAL ACKNOWLEDGIIIENT) 

COUNTY OF ____________________ __ 

llcfore me, the undersigned authority, on this day personally •PI>Cared ____________________ _ 

known to me to be !he persons whose names are subscribed to the foregoing instnunent, and acknowledged to me that they executed the 
same for the purposes and considerat ion therein expressed. 

Given under my hand and seal of office this the ______ day o f ______ _________ . 19 _______ _ 

Notary Public in and for ____________ __ 

RETURN TO: 

CIA YTON WILLIAMS ENERGY, iNC. 
Attn: Land Dept. 
6 Desta Drive, Suite 3000 
Midland, Texas 79705 

l lttlhtyll N. tnmftll. Olufrt Clott. - Olufwy 
TUH do htreby ct11ily that this is llnll ond -Ill CCIIIf 

IS same oppoll& tl. reco<d In my olflca. (p ·I\ 44 

@~MJ 
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CLAY TON WILL I AMS ENERGY t /.NC • 6 DEST A DRIVE, STE 3000 MIDLAND t TX 
INPAYMENTOF DELAY RENTAL v .J.f TOPARTYORPARTI 

LEASE NUMBER 

0020'60-209288-

DEPOSIT RENTAL TO CREDIT OF 

LEASE DATE 

ROBERTSON 
04/06/99 TEXAS 

PROSPECT AUSTIN CHPrLK 

DIVISION SAN ANTONIO DIVISION 

FOR PERIOD CHECK 
NUMBER • • MOS, BEGINNING PAGE 1---"-=+---"_::_:_----=---t-----

735 150 12 04/06/00 0 0 8 50 4 

SS:t 
ACCT of.OOOOOOOOOOOO 

CHECK DATE 

03/24/00 

1 qrr ......... '- II . 

RENTAL AfAO)!.NT 

~o.oo 
BANK CHARGE I 

., 00 

·- --------··--··-- ·- ---· ··--- -· -·-- •• · --- ------··-- ~- . -·-- ..... ·--- - · -·-- -~·-·. ···- -~ .... ~· .. - -~ ·- --- ---· ·- __ ,.1... ___ 
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' CLAYTON WILLIAMS ENERGY, 
IN PAYMENT OF DELAY RENTAL 

I LEASE NUMBER LEASE DATE 

002060-209288- - "" .. """" ,,.>I., 
DEPOSIT RENTAL TO CREDIT OF· 

• •••••• STA-rE OF TEXAS M·-·100518 
!Q~ N. CONGRESS AVE 

• H.~ IN t TX 78701 
• 

• •• • • • •••• 
•• • • • •• 

6 IIESTA DRIVEJ STE 3000 MIDLAND TX 79705 
TO PARTY OR PARTIES NAMED BELOW PURSUANT TO THE noRMS OF LEASE IDENTIFIED HEREIN 

COUNTY I PARISH I STATE RECORDED FOR PERIOD CHECK 
I 

MOS. BEGINNING NUMBER 

BOOK PAGE 00880 9 ~~~lf~TSON ...,""71:" "'"'"" 
.,., AA ./AL ~/"\ ... 

~ ~ .... - ... ~ ·- --

SS+ 
ACCT +000000000000 

01032663 
ld-.1 ~ XTYJ ·"

0 

CHECK DATE RENTAL AMOUNT BANK CHARGE 
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