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TEXAS OIL AND GAS LEASING
A PRIMER

I. INTRODUCTION
A. Scope

This paper was originally presented at the State
Bar of Texas Advanced Real Estate Law Conference in
2006. It has been modified very slightly for
presentation at this event. A few newer example leases
are included for the benefit of the reader and because
the author lost some of the old ones.

This paper is written and presented to assist real
estate attorneys in representing landowners in oil and
gas leasing transactions, especially in rural or
undeveloped areas. The intent is to provide a broad
overview of issues involved in modern leasing. The
paper assumes that the reader has some knowledge of
the oil and gas industry and is dealing with property
not already in a producing unit. Those without basic
knowledge of oil and gas law are advised to study
more comprehensive background material such as Oil
and Gas in a Nutshell by John S. Low (published by
West). Time, space, and this author's writing ability
does not allow a thorough examination of the
development and current state of oil and gas law.
Accordingly, the paper is not heavily annotated.

This paper is written for real estate lawyers
representing landowners. Those with several years of
experience representing oil and gas producers in
drafting leases will likely find the content trite and
shallow. Much more in-depth treatment of the subject
matter is regularly presented in the State Bar's Qil, Gas
and Energy Resources Law Section Report.

In writing this paper, the author attempted to
present well-settled legal principals. To the greatest
extent possible, no speculative theories are espoused or
defended.

B. Disclaimer

The leases attached as exhibits represent a cross-
section of instruments the author reviewed on behalf of
clients in early 2006. They are not presented as being
favorable to the lessor; but merely reflect the type of
document likely to cross the practitioner's desk. None
of the leases represent this author's original work and
credit is given to the drafters of such (whoever he, she
or they may be).

The author shamelessly plagiarized most of the
addendum provisions in this paper from other
attorneys' work. Each has been modified so many
times that the original text and name of its drafter are
now unknown. The provisions are presented as
examples or a rough guide to the reader and should be
modified to fit the user's situation. There are likely
other better provisions to accomplish the same general
goals of the presented addendum provisions. To the

extent the reader is aware of such, he is encouraged to
fax or e-mail them promptly to the author for review
and adoption in his own practice. Just as there is no
such thing as a "standard Producers 88", there is no
group of lease addenda that will fit every situation.
There are enumerable other provisions that have been
and should be used to address the concerns of the
attorney and his / her client.

Il. THE BASIC LEASE
A. Preamble / Parties

The basic oil gas and mineral lease begins with a
header stating that it is a Producer's 88 of some
permutation. This can be misleading to landowners.
Leasing agents have been known to tell landowners
that it is unnecessary to have a lease reviewed by an
attorney because it is a standard Producers 88 and the
same instrument all his / her neighbors signed. While
the format seems to follow a relatively standard
convention, the reader is advised that THERE IS NO
STANDARD OIL AND GAS LEASE. Itis imperative
that the practitioner read every part of every paragraph
of the lease in advising his / her client.

The lease will begin by stating an effective date
and naming the parties. The date is important because
it determines the dates of other crucial events in the life
of the lease. Most importantly, it determines the date
that the lease will terminate if it is not held in force by
production or otherwise.

The names of the parties can be important. This

represents one opportunity for an attorney to avoid
malpractice. When more than one lessor is named, the
attorney should consider the possibility for conflict. If
a husband and wife are named, is the property
community property or the separate property of one of
them? If two or more lessors are named, are their
interests identical? Would one lessor benefit from a
larger bonus at the expense of a greater royalty to the
detriment of the other(s)? If the lessor is an entity and
one or more partners, directors and / or officers, it is
imperative that the practitioner identify his / her
client(s) and get conflict waivers where applicable.
The attorney is also advised to research the lessee. In
this author's area, it is common for the operator or final
owner of the lease to take the lease in its own name.
Elsewhere, the ultimate lessee will act through a
leasing agent. It is also common to find independent
lessee's taking a lease with the goal of selling the leases
at a profit. When dealing with an unknown lessee, the
attorney is advised to investigate his / her reputation
with other practitioners in the area. It is not unheard of
for a lessee to take a lease with the intent of selling it
and then dishonor the bonus money draft when he / she
is unable to sell the lease. This author finds that his
clients dislike paying attorneys fees for time spent
negotiating leases when the same fails to result in the
client receiving money.
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B. The Granting Clause
1. Estate Created

After naming the parties and establishing the
effective date, the lease generally proceeds to the
granting clause. The usual convention is to recite that
the lessor grants the lease for "$10.00 and other
valuable consideration”. This does not usually present
any problems; however, the author had occasion to
witness a potential disaster. The client came to the
author's office with an unexecuted (thankfully) lease
and a check for ten dollars. The lessee had instructed
the lessor to sign the lease, return it to him, and that the
lessee would pay the additional bonus money (totaling
over twenty thousand dollars) when he sold the lease.
Consider the result if the lessee successfully assigned
the lease for money and failed to pay the additional
bonus money. The lessor would have to honor the
lease in the hands of a bona fide purchaser for value
and attempt to recover the bonus money from the
original lessee, provided he could be found.
Accordingly, the practitioner is advised to present the
executed lease to the lessee upon receipt of the bonus
money. The bonus money is traditionally paid in the
form of a bank draft; however, the author finds that
some lessees can be convinced to pay by cashier's
check, thereby greatly reducing the number of times
each succeeding week the lessor calls his / her attorney
asking when the draft will be paid.

The general language of the granting clause states
that the lessor "grants, lets and leases" the property
exclusively to the lessee and follows with a myriad of
purposes for which the property is leased. The
language "grants, lets and leases" should be used in
favor of other language such as "grants, sells and
conveys" to clarify the intent that the estate created is
in fee simple determinable rather than fee simple
absolute.

2. Purposes
The granting clause usually sets forth the purpose

for which the lessee can use the property. Each lease
has a different string of purposes. The standard
"exploring for, developing, producing and marketing"
may be greatly expanded to such activities as laying
pipelines, constructing refining facilities, and drilling
injection or salt-water disposal wells. It is imperative
that the practitioner carefully consider what is involved
in each recited purpose and eliminate by striking or
addendum those purposes which the client finds
undesirable. Obviously, a client who owns the surface
of the property will be more sensitive to issues
involving seismic operations, pipelines, and refining
operations than will a lessor who does not own the
surface. Pipelines, especially larger distribution lines,
should be handled in a separate agreement, and
reference to them should be eliminated from the
granting clause by striking or use of an addendum.

3. Substances Covered

The granting clause also sets forth what
substances are covered. In addition to oil and gas, it
likely sets forth a list of other substances like sulphur,
helium, and nitrogen. The lease may also state that it is
for "oil, gas an other minerals" leading to a debate
regarding the identity of "other minerals" under Moser
v. United States Steel Corp., 676 S.W. 2d 99 (Tex.
1984) and its progeny. To avoid leasing some
substance that turns out later to have value separate and
apart from oil and gas, the author recommends limiting
the lease to oil, gas and other hydrocarbons produced
in conjunction with oil and gas through the well bore
of an oil and gas well. To the extent the practitioner is
willing to expand the scope of covered substances, he /
she is nevertheless advised to make clear that coal and
lignite are not covered. These substances currently
have value separate and apart from oil and gas and can
be recovered from the property at the same time that
oil and gas are being produced.

4. Property Covered

The property covered by the lease is generally
described next. As most oil and gas is produced from
rural or less developed property, the description will
likely include a section, range and township, or a metes
and bounds description which, because of its length,
will be attached as an exhibit. Care should be taken to
be certain the property is described as accurately as
possible. Additionally, spending time ascertaining the
interest owned by the client at this point will
significantly lessen the number of problems once
production is had and royalties are paid. First, consider
the legal description. Does it describe all the client’s
land in the area? If not, adjacent and adjoining strips
and gores may be covered by the lease even though no
bonus is paid for them. Is the description so old or
guestionable as to cast doubt on the number of acres
involved? If so, having a new survey performed could
prove useful. Suppose the client reveals that she
believes her property is actually 372 acres rather than
the 350 acres described in the deed to her grandfather
in 1908. If a survey proves she is correct, the bonus
will be paid based on the actual acreage. In this case,
there was an additional 22 acres. If the bonus is
$425.00 per acre, the increase to the client would be
$9,350.00. Provided a new survey could be performed
for less than $9,350.00, the client will benefit as a
result. Most leases state that the bonus, shut-in
royalties, and delay rentals are to be paid on the
acreage stated, regardless of whether the total acreage
is later determined to be more or less. Accordingly,
surveying the property prior to executing the lease may
be beneficial, especially if the lease cannot be amended
to provide for additional bonus moneys to be paid if
the property is later determined to be larger than it was
thought to be at the time the lease was executed.
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At this time, the practitioner should consider the
interest owned by the client. The bonus is typically
paid as a certain amount per net mineral acre. In other
words, if the client owns one-half of the oil, gas and
other minerals under one hundred acres, he or she
owns fifty net mineral acres. If the bonus is $300.00
per net mineral acre, the actual payment would be
$15,000.00. Of course, the situation can be much more
complicated. Suppose the client's property consists of
three separate tracts with different fractional mineral or
royalty interests reserved at separate dates. The
practitioner should inquire as to how the lessee has
calculated the number of net mineral acres owned by
the client. If possible, the attorney should review the
lessee's run sheet, prepare a title run, or purchase a title
report, especially if the acreage is quite large. Taking
the time to do so may increase the amount of bonus
money paid and lessen the incidents of surprises when
reviewing division orders when production begins.
Discussing these matters with the clients up front
usually saves time. Most have a keen sense of exactly
what they own and will readily explain how they
received it. If the client is uncertain of the interest
owned, it is even more imperative to be certain the
lessee's calculations are correct. Of course, these
points are moot if the lessor owns 100% of the
minerals and the bonus calculation reflects such.

5. The Mother Hubbard Clause

Following the property description, the lease will
typically contain a Mother Hubbard clause. It states
that if the lessor owns any property contiguous with or
adjacent to the leased property, the contiguous or
adjacent property is also leased. Its purpose is to bring
small strips and gores into the lease under the theory
that the lessor and lessee meant to include them and
would have done so if they knew of the existence of
the additional property. Though this clause could work
inequity in any number of occasions, it is well settled
that the Mother Hubbard clause cannot be used to
make the lease effective as to large adjacent tracts.
Smith v. Allison, 301 S.W. 2d 608 (Tex. 1956). If the
practitioner is aware that the client owns property
nearby that he / she does not intend to include in the
lease, an addendum can be used to specifically except
such property from the lease. Once again, it is
important to communicate with the client about such
matters.

C. The Habendum Clause
1. Term

The Habendum Clause is the portion of the lease
that makes the instrument a conveyance in fee simple
determinable. It states that the lessor has granted the
oil and gas to the lessee FOR A NUMBER OF YEARS
AND AS LONG THEREAFTER AS (SOME
CONDITION EXISTS). The usual language is "for

three (3) years and as long thereafter as oil and gas are
produced from the property or property pooled
therewith”. It is this clause, then, that breaks a lease
into a primary and secondary term. The primary term
is the period, three years in this example, when no
action is required on the part of the lessee. The
secondary term is the period during which the lease
will expire unless some condition, production in
paying quantities in this example, exists.  The
Habendum Clause will usually go on to incorporate
some savings clauses that act as substitutes for the
existence of the condition. For example, the lease may
state that even if there is no production in paying
quantities, it will nevertheless be held in force if the
lessee pays shut-in royalties.

Most modern Texas leases are "unless" leases.
They expire after the primary term unless something
happens. "Or" leases, also commonly referred to as
"drill or pay" leases, are uncommon in Texas today and
not treated herein.

Delay rentals have historically been used to allow
the lessee to extend the primary term of a lease and
gain additional time to achieve production. The author
has seen a noticeable shift away from the mention of
delay rentals in the lease. Most modern leases seem to
be simple three of five year paid up leases with no
provision for the payment of delay rentals.
Nevertheless, the practitioner is advised to use caution
in determining what conditions can extend the primary
term or substitute for production in paying quantities in
the secondary term.

To recap, the Habendum Clause essentially states
that the lessor grants the oil and gas to the lessee for a
term of years and as long thereafter as the lessee
produces the minerals in paying quantities. Any
departure from language that accomplishes this goal
should be analyzed carefully to consider its effect.

2. Savings Clauses
Savings clauses in the lease can appear anywhere;

however, several are generally grouped together in the
Habendum Clause. If the lease is for a term of years
(the primary term) and as long thereafter as there is
production (the secondary term), the savings clauses
identify conditions or activities that act as a substitute
for production and hold the lease in force during the
secondary term. The most common savings clauses
found at this part of the lease are the Shut-in Royalty
Clause, the Operations Clause, and the Dry Hole
Clause.

a.  Shut-in Royalty Clause

The Shut-in Royalty clause may appear in the
Habendum Clause, but more commonly appears in the
section of the lease involving royalties. It is treated
here because it effects the term of the lease,
specifically the secondary term. The Shut-in Royalty
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clause essentially states that if the lessor drills a well
during the primary term which is capable of producing
covered minerals in paying quantities, and the well is
shut-in (usually for lack of a market, for maintenance,
or because no pipeline has yet been constructed to
transport the gas), the lease will not expire and will be
held in force so long as the lessee makes some nominal
payment. In reviewing this clause, the practitioner
should look for language that identifies what
circumstances will allow the lessee to pay shut-in
royalties, how long the payment of shut-in royalties
can hold the lease in force, and what diligence is
required on behalf of the lessee to produce and market
the product. Generally, an addendum can be used to
limit the term during which the lessee can hold the
lease by paying shut-in royalties. The commonly-used
addendum limits the term during which shut-in
royalties can be paid by the lessee to two years at any
one time and three years in the aggregate. Most leases
contemplate the payment of $1.00 per acre per year as
shut-in royalties. Most lessees will agree to increase
this amount to $25.00, $50.00 or even $100.00 per acre
annually as the amount so paid represents a small
fraction of the value of the product.

b. Operations Clause

The Operations Clause is a savings clause that
generally appears within the Habendum Clause. It
states that if, at the end of the primary term, there is no
actual production, but the lessee is conducting
operations (as that term is defined in the lease), the
lease will not expire as long as operations continue.
The purpose of the clause is to allow the lessee to
complete a well begun in the primary term thereby
extending the lease into the secondary term. Caution
should be exercised in reviewing the definition of
"operations”. The definition may be given in this
paragraph or elsewhere in the lease. Some leases
provide that preliminary site preparation by the lessee
constitutes operations. Clearly, such a definition could
be abused by the lessee to carry the lease into the
secondary term when no meaningful activity is
contemplated in the immediate future. A narrower
definition of operations would be more beneficial to
the lessor. The practitioner is advised to work toward a
definition that provides operations have begun only
after a drilling rig is located on the property or property
pooled with the property and is actually spudded in.

c. Dry-hole Clause

Occasionally, a lessee might drill a well which
fails to produce oil or gas in paying quantities, but
which produces information sufficient to lead the
lessee to believe a producing well could be produced
by modifying the drill site or completion method. This
is the purpose of the Dry-hole clause. It prevents
termination of the lease when the lessee has drilled a

dry hole and allows some length of time (usually
ninety (90) days) for the lessee to begin drilling
another well on the property or property pooled with it.
Care should be taken to insure the time period between
the completion of the dry hole and commencement of
operations for the next well is not too lengthy.

In summary, Habendum Clause states that the
lease lasts for (1) the primary term, plus (2) as long
thereafter as production continues in paying quantities,
provided that (3) it will not expire for lack of
production if some savings clause applies. The savings
clauses may be set out in the habendum clause or
elsewhere in the lease. Some savings clauses such as
the Force-Majeure Clause typically appear toward the
end of the lease and are considered later in this writing.

D. The Royalty Clause

Royalties are the ultimate goal of most lessors.
While it is preferable to maximize the bonus money the
lessor receives, the greatest amount of money is
usually received via royalties. Royalties are essentially
the mineral interest owner's share of production free of
the cost of production. Historically, lessors were
offered a 1/8 royalty. Today, 3/16 or 1/5 royalties are
common with some lessors negotiating royalties of
25% or more. The practitioner should inquire as to the
standard royalty being paid in his / her area and
identify conditions which might substantiate a royalty
above the average being paid.

Royalty negotiation and calculation can become
quite technical. A detailed discussion of the
background and theories involved is beyond the scope
of this paper. For a more in-depth analysis, the reader
should consult articles such as Gas Royalty Calculation
2005 - An Update, by Michael P. Peterson,which
appears in the March 2006 edition of the State Bar of
Texas Oil, Gas and Energy Law Section Report. This
heavily-annotated report presents an excellent
background into royalty calculation and reviews
numerous modern cases on the subject.

1. Oil Royalties
In beginning this section of the paper, the author

must admit that virtually all of the oil and gas
transactions he has reviewed since 2003 involved
leases to produce gas in the Bosier Sand formation.
The author originally began this section by stating that
royalties on oil were typically payable in kind at the
wellhead because that is where oil is stored and sold.
A review of recent leases, a cross-section of which are
included as exhibits to this paper, reveals that such is
no longer the case. Once again, it is imperative to read
the entire text of the lease.

Like gas, the royalty on oil may be calculated at
the wellhead, or when sold off site. The royalty may
be paid on the "market value" or the "amount realized".
The lessee will typically deduct from the royalty the
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lessor's share of taxes and costs of treating the oil and
making it marketable.

To the extent the royalty is calculated based on
"market value", it is important that the term is defined
in the lease or an addendum. It is common to define
market value as the average of the two or three highest
prices paid in the same field within the previous year
or two. The practitioner should be aware that "market
value™ may be less than the amount realized from the
sale of oil or gas when the lessee successfully obtains a
price higher than market value. Yzaguirre v. KCS
Resources,Inc., 53 S.W. 2d 368 (Tex. 2001).

To the extent the royalty is calculated based on
the "amount realized", it is important that the amount is
actually realized in an arms-length transaction between
non-affiliated entities. If not set out in the royalty
clause, this requirement should be treated in an
addendum to prevent a situation whereby the lessee
sells the product to an affiliated entity for a price less
than what the lessee could have obtained in an arms-
length transaction.

2. Gas Royalties
Like oil royalties, gas royalties may be calculated

at the well or at the point of sale. They may be based
on the amount realized or the fair market value. Only
by carefully reading the lease will the practitioner be
able to determine how the royalty will be calculated,
inform the lessor, and negotiate a more advantage
method of calculation.

The most common method of calculating royalties
on gas is the fair market value at the well. Gas, by its
nature, cannot be economically stored at the well, so it
must be transported, usually by means of a pipeline,
and treated to render it marketable. Because of the cost
associated with such transportation and treatment, the
fair market value price at the wellhead will necessarily
be less than the price of the gas ultimately sold after
transportation and processing.  Without explicitly
stating so in the lease, a royalty calculated based on the
market price at the well makes the lessor's royalty
subject to deductions for the lessor's pro-rata share of
the costs associated with processing and transportation.
See Piney Woods Country Life School v. Shell Oil Co.,

726 F.2d 225 (5th Cir. 1984), cert denied, 471 U.S.

1005, 105 S. Ct. 1868 (1985). Not even a clear
statement that the lessor's royalty will be calculated
free and clear of such cost will prevent the lessor's
royalty from paying its pro-rata share thereof if the
royalty is based on the market price at the well.
Heritage Resources, Inc. v. NationsBank, Co., Trustee
939 S. W. 2d 118 (Tex. 1996).

To the extent that it is desirable to have the
lessor's royalty calculated free of the costs of
processing and transporting the gas, the practitioner
should specify that the royalty is to be calculated on
the gross sales proceeds at the point of sale without

deduction for gathering, treating, processing,
transporting or delivering the gas. An even more
utopian situation would result if the royalty was the
greater of the market value at the well or the gross
proceeds at the point of sale without deducting costs of
processing and transporting. As such a calculation
represents an extreme departure from the ordinary, it
will not likely be accepted by the lessee unless the
lessor makes significant concessions on other terms of
the lease or is negotiating from a very strong position.

3. Shut-In Royalties

The Shut-in Royalty provision in the lease usually
appears in the Royalty Clause. As discussed above, the
Shut-In Royalty clause is a savings clause that acts to
hold the lease in force in the absence of production in
paying quantities.

4. Mineral Theft Provision

Some lease forms end the Royalty Clause with a
statement to the effect that the lessee will have free use
of the oil or gas produced from the property to use for
its operations. It often states that no royalty will be
paid on the minerals so used. The author refers to such
provisions (somewhat tongue-in-cheek) as mineral
theft provisions. No limit is generally placed on this
right in the lease such that the value of the minerals so
used might be significant. It is recommended that this
provision be struck in its entirety, or that some limit be
placed on the amount of production that can be
extracted and used without compensation to the lessor.

E. The Pooling Clause
1. Purpose

The pooling clause allows the lessee to combine
one lessor's acreage or interest with other acreage in
order to form a pool. The terms "pool”, "unit", and
"proration unit" are often used interchangeable. The
reasons and purposes of pooling including Railroad
Commission spacing rules, field rules, etc. are beyond
the scope of this paper. Suffice to say that the vast
majority of oil and gas production in Texas is
accomplished by way of pooling two or more tracts of
land.

The effect of pooling is such that production on
any of the acreage pooled will hold the leases on all
pooled interests. Accordingly, if Lessor A's interest in
a 100 acre tract is pooled with the interest of Lessor B's
400 acre tract and Lessor C's 204 acre tract, and the
lessee completes a well on Lessor C's 204 acres,
production from that well will hold the lease on Lessor
B's and A's interest as well. All three Lessors will
share in the production in the proportion that their
interest bears to the total acreage pooled. In this
simplified example, Lessor A's share would be
100/704. Assuming the well produced one million
dollars worth of gas in a month, and that Lessor A
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owned all of the minerals on his / her 100 acre tract
and had leased the gas for a royalty of one-fifth, the
royalty for that month would be calculated at
$1,000,000.00 X 100/704 X 1/5 = $28,409.09. This
simplistic example excludes factors such taxes and
expenses chargeable to Lessor's share, but should
adequately demonstrate the effect of pooling.

Pooling allows the lessor to participate in the
royalties by virtue of the fact the lessor is in privity of
contract with the lessee. The well need not be drilled
on the lessor's land in order for the lessor to receive a
share of the royalty.

Caution must be exercised in reviewing the
pooling provisions in a lease. Standard pooling
provisions state that if any of the lessor's interest is
included in a pool from which there is production in
paying quantities, then the lease remains in force as to
the lessor's entire interest. Without some modification
to the pooling provision, the lessee could include a
portion of one acre of the lessor's interest in the pool
and hold the lease in force as to hundreds of acres on
which the lessor received no royalty. To address this
problem, the practitioner should be certain to insist
upon a Pugh Clause as an addendum to the lease.

2. The Pugh Clause

The Pugh Clause is used to prevent the lessee
from using pooling to hold all of the lessor's interest by
production when only a portion of the lessor's interest
is included in a pooled unit. The Pugh Clause most
commonly appears as an addendum to the lease and is
not commonly contained in the Pooling Clause. The
basic text of the Pugh Clause is as follows:

Notwithstanding any provision hereof to the
contrary, if a part of the Leased Premises is
included within a pool or proration units,
drilling operations or production from the
unitized premises shall maintain this lease
only as to that portion of the leased premises
within such pool or proration unit regardless
of whether such unit is located totally within
the acreage covered by this lease or not. As
to that portion of the Leased Premises not
included in a proration unit or pool, after
expiration of the primary term this lease may
be maintained only by production or by
operation of other provisions herein which
pertain to reworking operations, drilling
operations or additional drilling operations.
After the expiration of the primary term,
Lessee agrees to release in recordable form
all acreage not held by production in paying
guantities.

The Pugh Clause has been used so extensively and for
so long that most lessees will have no objection to

accepting it as an addendum to the lease. Due to the
inequitable situations that can result from failure to use
a Pugh Clause, it is in the author that it should appear
as an addendum in each and every lease that has a
pooling provision.

3. Acreage Provisions

It is common for modern leases to allow the lessee
to pool up to 80 or more acres for oil wells and up to
640 acres for gas wells, plus a tolerance of up to ten
percent. Accordingly, under the common lease form, a
gas unit could be up to 704 acres. The practitioner
should take note of the effect that increasing the unit
has on the lessor's royalty. As explained above, the
lessor shares in the production to the proportion that
his / her interest bears to the total acreage in the unit.
The larger the unit, the smaller the lessor's
proportionate share thereof. The practitioner may find
it advantageous to negotiate for a smaller maximum
unit size in order to increase the lessor's interest in the
unit. Conversely, negotiating such a concession might
cause the lessee to include another lessor's interest in
the pool in order to maximize the number of acres held
by production.

In sum, the Pooling Clause allows the lessee to
combine the acreage of several tracts and hold all the
acreage in the pool under the leases by production on
any of the property in the pool. A more detailed
discussion of pooling is beyond the scope of this paper;
however, pooling addenda are discussed below.

F. Clauses Defining Operations

As discussed above, modern leases are for a term
of years (the primary term) and as long thereafter as
production continues in paying quantities (the
secondary term). Even if the lessee has not completed
a well in the primary term, the lease can be held in
effect after the expiration of the primary term by
"operations”.  This is a type of savings clause
discussed at length above. Following the pooling
provision of many leases, the lessee often inserts a
provision that defines "operations”. To the extent that
the lease defines operations as drilling, reworking,
completing or repairing the well in a diligent attempt to
obtain production, this definition is probably
reasonable to the lessor. Conversely, to the degree that
the definition includes planning, preparing, or
conducting seismic testing, it is probably too broad.
Any portion of the definition that contains a
unreasonable activity should be struck or a mutually
acceptable addendum defining operations should be
negotiated.

G. Ancillary Rights Clauses

Toward the end of the lease, it is not uncommon
to find provisions granting the lessor ancillary rights.
These may be somewhat harmless such as the right to
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remove equipment after the lease terminates. On the
other hand, this clause may be used to grant the lessee
the right to drill saltwater disposal wells, construct
treating or refining facilities, or build pipelines. As
discussed above, a mineral owner who also owns the
surface will be especially sensitive to the sort of rights
granted in such a provision. It is common for such a
clause to set forth the minimum distance that
operations must be conducted from improvements. It
is recommended that even non-surface owners consider
this limitation. If the non-surface mineral owner sold
the property to the current surface owner and made any
representation regarding future surface use, he or she
may have some liability to the surface owner who
relied upon such a representation. It may be advisable
for the non-surface mineral owner to negotiate a larger
buffer for the protection of the surface owner if the two
ever had a buyer - seller relationship.

H. The Warranty Clause

Most leases contain a clause whereby the lessor
warrants title to the mineral estate and further grants
the lessee the right to discharge any mortgage or lien
and be subrogated to the rights of the lien holder. The
real estate practitioner will likely be quite familiar with
warranties of title. It is recommended that the sentence
warranting title be struck completely on the theory that
the lessee has or will research the title and should bear
the responsibility for determining the validity of the
title to the mineral estate. If the warranty provision
cannot be deleted, it should be limited to those matters
by through or under lessor, thus creating a special
rather than general warranty.

The portion of the Warranty Clause allowing for
the discharge of liens and subrogation to the right of
the lienholder is probably necessary to protect the
lessee's interest. Care should be taken in reviewing the
language to be certain it is not overly broad as to what
actions the lessee may take.

The final part of the Warranty Clause is usually a
"Cut-down Clause". It provides that if the lessor owns
less than one hundred percent of the minerals under the
property, his / her royalties and shut-in royalties will
reduced to correspond with the percentage of the
mineral estate owned. This provision is probably not
objectionable in most circumstances. If the lessor is
concerned about the percentage owned, he / she might
attempt to negotiate a stipulation provision as an
addendum. Understandable, lessees are usually more
than reluctant to do so.

I.  More Savings Clauses
1. No Termination Clause

There is a strong trend in modern leases to include
a provision limiting the lessor's remedies in cases
where the lessee breaches the lease. They seem to
follow the following form: First, the lessor must notify

the lessee of the alleged breach. The lessee then has a
time period (usually sixty to ninety days) to remedy or
begin to remedy the lease before the lessor files a
lawsuit. Finally, even if the lessor is successful in his
lawsuit, the lease cannot be terminated. Instead, the
lessor's remedy is limited to collecting damages.
While the purpose of this clause is clear, the common
language offends the sensibilities of even the least
litigious attorney. It is recommended that this
provision be heavily amended to reduce the time
between notification and commencing litigation. The
lessee should be allowed to remedy the breach, but not
to simply begin to remedy it. Finally, some attempt
should be made to strike the limitation on remedies.
The author has been successful in negotiating a change
to the clause whereby the lease would not be
terminated in whole or in part unless so ordered by a
Court of competent jurisdiction, thus amending the
complete prohibition against termination.

2. Force-Majeure Clause

The force-majeure clause is the final savings
clause typically found in an oil and gas lease. Its
purpose is to prevent termination of the lease due to
lack of production in paying quantities, when the
cessation in production is beyond the control of the
lessee. The clause typically sets out a litany of events
deemed to be acts of God and, therefore, beyond the
lessee's control. Care should be taken to exclude from
the list any condition that is not truly beyond the
lessee's control. For example, floods and wars are
probably beyond the lessee's control, whereas, inability
to obtain equipment at the lessee's desired cost is not.

J.  Choice of Law Clauses

Most modern leases state that they will be
interpreted and governed under the laws of the State of
Texas. There appears to be no overwhelming reason to
object to such a provision. They often go further in
attempting to establish venue in whatever county the
lessee is situated. Obviously, it is often advantageous
to have venue in the county in which the lessor lives or
where the property is located. Most lessees will agree
to venue in the county in which the property is located:;
and the lease should be amended to reflect such if it is
advantageous to do so.

11l. ADDENDA
A. Disclaimer

The terms of the main lease can be amended
through attached addendum provisions. Occasionally,
the author reviews a lease addendum that was
obviously drafted by an attorney who believed in the
"more is better" approach. Rather than taking such an
approach, the author recommends using only
provisions that the reader understands and that are
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targeted to address specific provisions in the lease or
matters of concern to the client.

The addendum provisions set out below represent
a collection of items addressing some more commonly
encountered situations. They are not by any means
exhaustive. The author does not represent that the
addendum provisions are the best or only ones
available.  The reader should consider when an
addendum should be used and craft the addendum to
address his / her specific situation.

B. The Pugh Clause

As discussed in Paragraph Il (E) (1) above, the
Pugh Clause is used to counter the undesired effect of
the standard Pooling Clause. The usual language of
the Pooling Clause would allow the lessee to hold all
of the lessor's interest under the lease by including any
portion of the lessor's interest in a pooled unit. The
goal of the Pugh Clause is to limit the interest held by
production to only that interest actually included the
pool. It is the author's position that a Pugh Clause
should be used in every lease that has a standard
pooling clause. One example of a Pugh Clause is as
follows:

Notwithstanding any provision hereof to the
contrary, if a part of the Leased Premises is
included within a pool or proration units,
drilling operations or production from the
unitized premises shall maintain this lease
only as to that portion of the leased premises
within such pool or proration unit regardless
of whether such unit is located totally within
the acreage covered by this lease or not. As
to that portion of the Leased Premises not
included in a proration unit or pool, after
expiration of the primary term this lease may
be maintained only by production or by
operation of other provisions herein which
pertain to reworking operations, drilling
operations or additional drilling operations.
After the expiration of the primary term,
Lessee agrees to release in recordable form
all acreage not held by production in paying
guantities.

The Pugh Clause is included first in this list of
addendum provisions solely because of the author's
perception of its importance in current oil and gas
leases.

C. Vertical Release Addendum

The Vertical Release Clause, sometimes referred
to as a Vertical Pugh Clause, is used when the lessor
believes that, at some time in the future, some party
will desire to drill one or more wells to depths other

than those contemplated by the current lessee. An
example of a vertical release provision follows:

Notwithstanding anything contained herein
to the contrary, upon two (2) years after the
expiration of the primary term or any
continuous drilling operations as provided
for in this lease, whichever is the later, this
lease shall terminate as to all depths below
one hundred feet (100’) below the
stratigraphic equivalent of the deepest depth
from which oil and / or gas is produced on
the leased premises or on lands pooled
therewith. Then and in that event, Lessor
and / or Lessor's assigns shall have the right
to drill through all shallower depths to reach
the deeper depths hereby released.

Variations of this clause can be used to limit the lease
to only certain strata or to release both shallower and
deeper strata at the end of some time period.

D. Surface Use Addendum

Surface use clauses represent some of the more
frequently used and misused addendum provisions.
They are of the most use to the surface owner, but can
be used by the non-surface mineral owner when there
is some reason to limit surface operations.

In drafting, the practitioner is cautioned to be
aware of outstanding interests. If the surface owner
proposes an addendum stating that his / her lease does
not grant the right to make use of the surface, it is still
possible for the lessee or another lessee to make use of
the surface through the rights granted in a lease from
another lessor.

The practitioner should also inquire as to the
location of the improvements on the property. There is
less advantage in negotiating a provision prohibiting
operations on the property when the surface owner's
home is located fifty feet from the boundry of the
adjoining property, on which the operations will take
place.

Below are a few simple examples of surface use
clauses:

1. Lessee covenants and agrees not to conduct
any operations on the Property described in
this lease or on any property adjoining this
Property within eight hundred feet (800") of
any of any residence or barn on the Property
described in this Lease.

2. Notwithstanding anything to the contrary
herein, Lessee agrees and obligates itself to
conduct its operations upon the leased
premises as a reasonable and prudent
operator and in such a way as to cause a
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minimum of damage to the land and
improvements thereon, including fences; and
that should it become necessary to make any
opening in the fences, Lessee will properly
brace the fence on each side of the opening
to prevent slackening of the wires and shall
place substantial pipe gates and cattle
guards in such openings, and at all times
thereafter they shall be securely closed and
locked. Said gates and cattle guards shall be
installed  before  drilling  operations
commence and said gates and cattle guards
shall forever remain on said property unless
otherwise directed by Lessors. Lessee agrees
that within ninety (90) days after any
operation hereunder, Lessee shall repair the
damaged land to the fullest practical extent,
including the filling and leveling of all holes,
pits, ruts, roads of excavations in the areas
no longer to be used by Lessee; and upon
termination hereof, to fully repair all
damaged land not already repaired to the
end that the land will be rendered to as
substantially the same condition as it was
prior to commencement of such operations.
Lessee shall pay for all injury or damage
done or caused by Lessee in its operations
hereunder to any buildings, fences, roads,
roadway easements, culverts, trees, turf
lands, growing crops or other improvements
on said land or to livestock on said land
which is not replaced or repaired by Lessee
according to the terms of this Lease.

3. Lessee shall level all pits or other
excavations dug by Lessee in its operations
hereunder promptly after the termination of
Lessee’s use thereof. Lessee shall restore to
Lessor’s satisfaction all fences, terraces,
access roads, drill sites and all other sites on
which operations were conducted to as near
the original conditions (prior to operations)
of same as possible within ninety (90) days
after the termination of operations on the
particular area requiring restoration. Lessee
agrees to construct and maintain fences
capable of turning back cattle and/or other
livestock of ordinary demeanor from all
drilling sites and pits and other excavations
until such pits and other excavations are
leveled. Lessee shall not permit well or
operations in connection therewith to flow on
or over or stand on Lessor’s land, but Lessee
shall take all action necessary to confine all
such substances to pits adjoining the wells.
Lessee also agrees to promptly remove from
the premises all drilling mud, oils and/or
other debris of every kind and character.

Obviously, Surface Use Clauses can be drafted to
address any concerns of the surface owner. Lessors are
reluctant to accept complete surface use prohibitions,
especially on large tracts. In such instances, the
practitioner should consider negotiating reasonable
drill site designations or specific areas within the
property on which the lessee will not conduct
operations.

E. Royalty Addendum

The main body of every lease form will contain a
Royalty Clause. The practitioner may be able to
negotiate an alternative method of calculating the
lessor's royalty. Lessees generally object to any
substantive amendment in the manner of calculation,
but more often agree to definitional changes. Below
are some examples of addendums concerning royalty
calculation:

1. It is understood that in the event Lessee
should for any reason enter into a gas sales
contract covering the sale of gas (including
casinghead gas and/or other gaseous
substances) produced from or attributable to
the leased premises to a purchaser which is
owned or controlled by Lessee, or which is a
subsidiary or affiliate of Lessee, or of which
Lessee is a subsidiary or affiliate, then and in
that event, the royalties on such gas payable
by Lessee as provided elsewhere in this lease
shall be calculated and paid on the basis of
the market value thereof. The term "market
value" as used in the lease and in this
paragraph shall mean the average of the two
(2) highest prices being paid for gas (on an
MCF basis) located in the field in which the
leased premises is located under existing
contracts of like duration having been
entered into within one (1) year of the
purchase of gas and/or casinghead gas from
a well drilled on the leased premises or on
lands pooled therewith.

2. Regardless of language in the lease to the
contrary, Lessee shall pay Lessor, as the
royalty on natural gas of any kind and nature
the greater of (1) one-fifth (1/5) of the
"market value™ of the gas at the well or
(2)one-fifth (1/5) of the amount realized by
lessee on the sale of the gas calculated at the
point of delivery without deducting Lessor's
share of processing or transportation.
Lessor’s royalty shall be calculated free and
clear of all costs, expenses and deductions
for exploration, drilling, development,
production, treatment, transportation and
marketing including but not limited to costs
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of dehydration, storage, compression,
separation by mechanical means, and
stabilization of hydrocarbons at the well; but
said royalty shall bear its proportionate
share of severance and other taxes based
upon the production.

Caution should be exercised in amending the royalty
provision of any lease. Again, the author does not
warrant that either of the above-clauses would be
beneficial to the practitioner or his / her client in any
particular situation. The clauses presented are simply
adaptations of clauses the author has reviewed in other
leases.

F. Disclosure Addendum

Disclosure clauses can be useful in a number of
situations. When the practitioner believes a
controversy might arise regarding ownership of the
minerals, he / she might desire a copy of the lessee's
title work or title opinion to assist in determining the
ownership of the minerals or prepare for potential
litigation. When the practitioner believes, because of
reputation or otherwise, there may be reasons to
guestion the amount of royalty payments, he or she
may desire to review a copy of the lessee's production
reports.

Lessor or his representative shall, at their
own risk and expenses and by written request
have the right to inspect or examine any
driller’s log, test, core, electrical log or
record made during the drilling operations.
Lessee agrees to furnish Lessor with one (1)
free copy of each electrical log, MUD log,
daily report, core record, test, or completion
record made. Lessor further reserves the
right to examine any metering device used
for calculating production from the leased
premises, provided, however, no examination
shall be allowed unless there is a company
representative present  during any
examination. Lessor may audit any
production records of Lessee related to any
well producing on the leased premises or
lands pooled therewith.  Any audit of
Lessee’s records shall be conducted in
Lessee’s principal place of business during
normal business hours.

The addendum above is probably overbroad. The
practitioner is advised to ask for disclosure of only
relevant information for which he / she anticipates
some reasonable use.

10

G. Shut-In Addendum

The practitioner may determine that the lessee's
right to hold the lease in force by paying shut-in
royalties should be limited. This is especially so in the
case of leases where the production of natural gas is
anticipated.  The following is a commonly used
provision for such a purpose:

Lessee’s right to maintain this Lease in full
force after the primary term by shut-in-gas
well payments under Paragraph 3 shall not
continue for any one shut-in period of more
than two (2) years immediately following the
primary term, or in recurring periods after
the primary term not to exceed three (3)
years in aggregate; provided, however, this
right to maintain this Lease for one (1) shut-
in period of two (2) years or in recurring
periods not to exceed three (3) years in the
aggregate shall be a recurring right during
each and every ten (10) year period that this
Lease remains in effect. Whenever a gas well
is shut-in by virtue of the provisions of this
paragraph, Lessee agrees to pay Lessor for
such shut-in well a sum of Twenty-Five
($25.00) Dollars per acre per year for such
shut-in well.

H. Pooling Addendum

In some situations, it may desirable to be certain
the lessee will include all or a certain percentage of the
lessor's interest in a pool. Care should be taken when
considering such a provision. While it would be
advantageous for all the lessor's interest to be included
in a unit with substantial production, it would be
unfortunate if all the interest was included in a unit
with poor production thereby preventing any portion of
the interest from being included in a different unit with
superior production at a later time. For this reason, it is
beneficial to consider a clause providing for not less
than half or one third of the interest to be included in a
pool. By doing so, the practitioner addresses the
concern that only a small portion will be unitized, but
leaves open the possibility that that the lessor's interest
will be included in more than one unit.

Notwithstanding anything contained herein
to the contrary, it is expressly agreed and
understood that in the event that Lessee
elects to pool or unitize any of the Leased
Premises, then not less than one-half (1/2) of
Leased Premises will be included in such
pool or unit.
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I.  Extension Addendum

It is common for the lessee to desire the right to
extend the primary term of the lease. This is especially
so if the primary term is less than three years. In this
event, the lessee is usually willing to pay some
premium for the option to extend the primary term of
the lease. Following is an example of an extension
clause commonly used as an addendum by lessees:

If, at the expiration of the primary term of
this lease, this lease is not being maintained
in effect in any manner provided for herein,
Lessee is hereby given the option to extend
the primary term of this lease for an
additional one (1) year from the expiration of
the original term.  This option may be
exercised by Lessee at any time during the
last year of the original primary term by
paying a one- time sum of Fifteen Thousand
Dollars ($15,000.00) to Lessor or to Lessor's
credit in any depository named in this lease
and set out below and payment or tender to
any participant of his portion of the payment
hereunder shall this lease as to such
participant. Should this option be exercised
as herein provided, it shall be considered as
though this lease originally provided for a
primary term of three (3) years for the
acreage so extended, though to the extent all
provisions hereof should be harmonized.

There is no limit on the way the lease can be amended
or modified through the use of addendum provisions.
Some provisions modify the preprinted lease terms.
Others add issues not considered in the body of the
lease. The practitioner should use caution in drafting
addendum provisions crafted to suit his / her particular
purpose rather than copying a laundry list of mostly
inapplicable addendum provisions.

IV. CONCLUSION

This paper presented the basic provisions found in
modern lease forms and some common addendums
used to modify the lease form or address additional
matters. The basic oil and gas lease is a conveyance in
fee simple determinable for a term of years and as long
thereafter as production continues in paying quantities.
The terms of the lease can be modified or
supplemented through the use of carefully drafted
addendum provisions addressing specific concerns of
the lessor or his / her attorney.

11
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OIL, GAS, AND MINERAL LEASE

THIS LEASE is made and entered into to be effective December 20, 2005, deemed the Bffective Date, betwean = ™~ ) T
; - "8, refered to as Lessor, whose address is © 7 o T “7856, ang, T -

e 7, refeed bo aa Lassee, whose address is T - TTLTTO02.
1. Lessor, in conaideration of Ten Doilars and other valuable consideration (510.00 & OVC), the receipt and sufficiency of which ia acknowledged, and for the

rayalties reserved in this Lease, GRANTS, LEASES, and LBTS the lands described below, excluaively to Lesee, for the purpose of explaring, drilling, producing and
owning, oil, gas, and all other minerale produced with them, and eonducting all activites Necessary or reasonably incident to the exploration for, operationg in seareh of,

and production of ofl, gas, and other minerals, The lands subject to this Lease (refcrred to a3 the "land” or the “leased premises™ are located in ROBERTSON
County, Texas, and aze described as follows: .

3.270 acres of land, more or less, situated in the Frances Slaughter Survey, A-333, Robertson County, Texas

and being the same land described in that f:erta.in General Warranty Deed dated September 13, 2000, from ™

ro ' 5% and recorded in Volume /.
Page 101 of the Official Public Records of Robertson County, Texas,

SEE ADDENDUM ATTACHED HERETO FOR ADDITIONAL PROVISIONS.

NOTICE OF CONFIDENTIALITY RIGHTS: IF YOU ARE A NATURAL PERSON, YOU MAY
REMOVE OR STRIKE ANY OF THE FOLLOWING INFORMATION FROM THIS INSTRUMENT
BEFORE IT IS FILED FOR RECORD IN THE PUBLIC RECORDS: YOUR SOCIAL SECURITY
NUMBER OR YOUR DRIVER’S LICENSE NUMBER.

Thiz Lease also covers and includes, in addition W the described leased premises, land, if Eny, contiguous or edjacent to or adjoining the leased premisss and: O]
owned cor claimed by Leasor by limitation, prescription, possession, reversion, or utrecorded inatrument; or, (b} which Lesaor has & preforential right or optjon 1o
acquire. Leasor agreea to executs any supplemental inatrument requested by Leasse for & mars complete or accurate:description of the leased premises. For the purpose

of determining the amount of any honus or other payments provided for in this Lease, the land shail be desmed to contain 3.270 #ores, whether actually contain
more or less. A recital of acreage in any tract shall be deemsed to be the frue acreage in & deseribed tract. Lessor eccepta the bonus as lump sum considerstion for thia
Lease and 4l rfghts and optiong it provides. . .

1. This is o Prid-Up Lease. No payments sre dug under this Lease during the primary term, except for the payment of royalties. Unless sooncr terminated or
longer kept in force under any other of its provisions, this Lease shell remain in forca for & term of 3 YEARS from the Effective Date stated thove, (the “primary
term"”), and ga leng thereafter as operations, s defined in this Laase, are conductsd on the land with no cegsation: for more than ningty (90) consscutive daye, or this
- Lase is maintained by any of its ather provisians. If, at the end of the primary term Leases haa dritled and abandonod & well on the leased premises, of lands pooled

wth it, thie Laase shall not terminate at the end of the primary term, i{ Legsee, within 180 days of the end of the primary term, commencas sdditiona) operations on the
Leased premises, or iands pocled with it, which operations shall be deemed operationa during the primary term of this Leass gnd serve: to maintain it in ful] force and
effcet. .

3. Lessor reserves as royally, and Lessee agreed 10 pay Lessor a8 royalty on ofl, other liquid hydrocarbaons, and. non-geseous minerals produced and saved from the
leased premises (the “oil™), 1/5 part of the net amount recelved by Leasca for the sale of the oil at the tima it js run:from the Etorags tanka, or into the pipeline to which
the well or wells on the Jeased premises are connected, In either case, Logsor's intereat shall bear the stated part of sll taxes, and costa of treating the oi) to render it
marketable, Leasee shall pay Lessor as royalty on gus and casinghead gas produced from the leased pramises 1/5 of the net amount received by Lessea for the gt if
30id at the wellhead, at 4 location on the Jeased premises, or on lands with which the Jeased premises are pooled, with Lessor's share of those proceads to bear its
proportionate ahars of all tixes and coms incurred by Lessoe in delivering, processing, compressing, or otherwise making the Bas meschantable ar enhancing its
rmarketability. On all other gug and casinghead ana, Lespee shall pay [essor as roylty 1/5 of the net amount roceived by Leeses for the gas o sold, less it
proportionate shar of ali taxes, costs of (ransportation, compression, processing, treating, and all other costs of marketing., For all gas wold, Lessor shall bear ite
propartionate share of &ll adjustments for heating content, shrinkage, and deductions for impurities. IF, &t the expiration of the pritnary emm or at any later time or
limes, there i4 & well or wells on the land or on lands with which the land or any portlon of it are pooled, or unitizad, capable of producing oil or gas, and alf the wells
are shut-in, this Lease shall, nevertheless, cotitinue in foree ag though aperations werm being conducted on the land for so long &4 the wells are shut-in, and Lessee pays
the shut-in royulty provided below, and this Lease may be continued in force a3 if no shut-in had occurred. Lesges Agrees ta usa ressonahle diligzence to praduce, utilize,
or market the oil and gas capable of being produced from the wells, but in the exercise of diligence, Lagses shall not be obligated to install or furnish facilities other than
well fucilities and ordinary lease facilites of flow Hnes, scpamtor, and lease tank, shafl not be required to settle labor trouble, or to market ofl or gas on lerma
unaccapiable to Lassee. I, at any time aftar the expiration of the primary termn of this Lease, all the wella, oit or gas, on the |eased premises, or Iands poaled with it, are
shut in and this Lzase [s not otherwise rmainined jn effect, Lessea may pay or tender, by its check or draft, as shut in royalty, an amount equal to One Dollar ($1.00)
for each acre of 1and then coverad by thia Lease {the “shut-in royalty”) on or before the end of each 12 manth period during which atl wells on the leased preenises, or
lands pocled with it, are shut in and oil or grs is not being produced, gold, or used, and thly Lease js not otherwise being maintained, Bach payment or lender shail be
mads to the parties, who at the time of payment, would be entitled to receive the royalties which would be paid under thiz Lease if the wells were producing, end may

be peid direetly to each party entitled 40 & payment, or deposited in {payable directly to Lessor) , or is successors, which shall continye as the
depoaitory bank for the parties, regardless of changes in the ownership of shut-in royalty. If at any Hme Leasee Ppaye or tenders shut-in royalty, two or more parties are,
or clalm to be, entitled to recelve payments, Lesses may, at its election, In lieu of any other method of payment, pay or tender the shut-in royalty, in the manner
specified sbove, either jointly to the parties, or P Ty to each in d; with thelr reapective ownership. Any payment may be made by Lessee’s check or draft,
depasited in the mail o dclivered to the party entitled to receive payment or to the depository bank provided for abave, on or before the Jagt dat= for payment. Lesgee’s
fhilure to pay, or tender, or Lo properly pay or tender any sumn due 89 ghut in royuity shall render Leases liable for the amaunt due, but shafl not operate to terminate this
Lease, Mothing shall impair Leases®s right to deliver & release as provided in parugraph 3. below, In the event of an aasignment of this Lrase, in whole or in part,
{iability for paymenta shall rest oxtlusively on the then owner or owner of this Lease, geverally, as to the acreage owned by each, and the original Leasce, or an
assignee will have no obligation for royalties payeble on production after an assignment to a subsequent or successor lesses or masignee.

4. At ils option, Lessee Is granted the right &nd suthority to pool, unitize, or sombine tha la0d covered by this Lease or any portion of if ag to oil and/or gas, with
any other land covered by this Lease, and/or with any other iand, lesse, or jeasos in the immediate vicinity of the leased premises, when In Lessee's Judgment it is
necesaary or sdviskble to do 2o in order to cxpiare, develop, and operate the leased premises in compliance with the pacing nules of the Raflroad Commiasion of Texas,
or other lawful autharity, or when to do so would, in the judgment of Lassez, promote the conservation of ofl and/or £a3 in and under and thet may be produced from the
leased premises. Units pooled for oif shall not substantislly exceed 320 acres sach in area, and units pooked for gag shall not substantially exceed 640 acrea each in ares,
plus, in both inatmnces, a tolerance of ten pereent (10%); provided, should a governmental authority having jurisdiction preacribe, ailow, or permit the creation of unita
larger than those specified, for the drilling or aperation of & well st a regular location, drilled either vertically or horizontally, to ¢omply with existing or subsequently
established feld rules, or for obtaining a greater allowable from any well to be drilied, drilting, or already drilled, units created may conform substantially in size with
those parmitted, allowed, or presceribed by applicable governmental regulations, now in existence, or later enacted.

into ather units. On execution by Leasew of an instrument describing and designating the poolod screage as g pooled unit, the unit shall be effective 18 10 all parties,
their heira, successors, and masigns, imeapective of whether or tot the unit ia likewise aMectva s to all other owners of surface, mineral, royalty, or other rights in land
included in the unit. Withln 4 reasonabis time following the oxecution of the inatrument designating the pooled unit, Lessee shall Gls it for record in the appropriate
records of the county in which the leased premises aro located, Any unit formed may be revised, re-formed, increased, or d d in eize, or changed in
configuration, at the election of Lesses, at any time either bafore or after comrmiencement of operations or production from the wmit well. Lasgee may, at any time, at its
election, vacate, disaclve, or terminete any unit formed, by written instrument Bled for record in the eounty where the land ia jocated, which inatrument shall specify the
date of Lermination of the unit, .
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o Leasge may oxercise ity right to pool at any time and from time to tima, while this Leass is in force and effect, whether before or afar commencing opemtions,

' completing ari oil or gas well, or establishing production on the leased premises, or on any land pooled or unitized with the lessed premiges, Any operations for drifling
on or production of ofl or 818 from a pooled unit which includes all or & part of th leaged premices, regardless of whether the cperations for drilling were commenced,
ar the production was scoured, befors ar after the exccution of this Leass or the instrument deaignating the pooled: unit, shall be congidered operatione for drilling on or
production of oil and/or gas from land covered by this Lease, whethar or not the well or walls is located on the leased premises, In that event, operatfons for drilling
shall be deemed to have been commenced on the leaged premises within the meaning of this Leass; and, the antirs'screaga constltuting the unit or units, ga to il and/or
288, shall be treated for sl purposes, except ihe payment of roysities on production From the pooled unit, 8a {1t wers Included in this Lease,

the unit if this Laase covers separute tracts within the unit) that pro rata portion of the oil andéor Ba#, produced from the pooled unft which the number of surface nores
covered by this Lease (or in each scparate tract) and included in the pooled unit bears to the tota} number of surface acres included in the pooled unit. Royslties shall be
computed on the portion of the production, whather it be oil or gas, allocated 1o the land coversd by this Lease and included in the unit just 8z though the production

oil pooled wnit.

The formation of any unit shal) nat have the effect of changing the cwmership of any shut-in royaity which may bacome Paysble under this Lease. If this Lease
now or laler covert separle tricts, no paoling or unitization of royalty interest as between any separats iracts it intended or shall be implisd or regult merely from the
inclusion of the separats tracts within this Lzase, but Leases shall neverthelass have the rght to pool, s proyided abave, with the coneeq Tlocation of production as
provided abave. Aa uged in this paragraph, tho words "sepanuie tract mean any iract with royalty ownership differing, now or later, aither 2a to partiea or amounts, from
that an to any other part of the lesaed premises. :

3. Leasee may, at any time and from time 1 time, exccute and deliver to Lezaar, or file for record, a relesss or releases of this Leaso as 1o all or any part of the land
or of any mincral, depth, or horizon wnder the Innd, and i diately ba relieved of all bligations, as to the refezsed ecreage or interest
6. Whenever used in this Lease the word "operations” shall mean operations for any of the following: surfhce location Preparation or maintenance; drilting; testing;
completing: reworking; recompleting; despening; plugging back or repairing of & well in search of or in an endeavor to obtain production of all, gas, or ather minerals;
or production of oil, gas, or other mineral, whether or not in paying quantities,
e ra 1, rJ N

1 En hall ket ik o tho e o 2 N n M P e
. Esagse-ghall-he s e wistrothar thar fronr bessor! rwarterwe s mdrafoitamd ISP tronT i tnd-hrattoperetoneomer-tin
tsrmaa-ofthis Laase I an aball b stha-mloht a: i Y 1, l . 1, PN, P S P T | Y A ) )
Al i g Y Em WS- Yo P! on-inc-landy o T A iorarew st remo vetising:
Ne-wel-shail-be-drilind-nearer-than-206-fo the-h b the-land-without-th L I L ford d-b-it 4
font-to-th t-or-bam-new-on-the-landrwithout of Fbsssee-shullpay-for-dumages bi-its-ep
togroving-crops-and-timber-an-the-land—

8. The rights and astate of any party to this Lase may be assigned from time to time, in whale or in part, and as to any mineml, depths, or herizon. All of the
covenanis, obligationa, and considerations of this Lesse shall cxtend to and be binding on the pertica to this Lease, thelr heirs, succeasars, saipns, and successive
sasigna. No change or division in the ownership of the land, royalties, or other moneya, of any part of them, however affected, shall inerease the obligations or diminish
the rights of Leasce, including, but not timined 1o, the location and drilling of wellz and tha of production, Notwithstanding any other actual or
constructive knowledge or notles b Lessse, its guceessare of agsigna, no change or division In the ownership or the land, the royaltiea, other moneye, or the right to
receive tha samne, however effeoted, ghal] ba binding on the then record owner of this Lease unt| sixty (60) daya xfter there has been furnished'to the record cwner at ig
principal place of business, by Lessor or Leasor's heirs, suecessors, or ussigns, notics of the change ar division of ownerehip, supported by elther origingia or certified
copies of tha instruments which have been properly filed for record  which evidence the change or divigion of ownerehip, and of any applicable court records and
proceedings, transeripts, or other documents necesaary, in the opinion of the resord owner, to eatablish the validity of the change or division of ownership, If any
change in ownerahip occure by reason of the death of an owmer, Leasco may, neverthelass pay or tender the royaltfes, other maneye, or any part of them, tn the credit of
the decedent in the depasitory bank provided above,

9. In the event Lessor considers Lessae has not cormplied with ail its obligationa under this Leane, ither express or implied, Lassor shall notify Leases in writing,
setting out epecifically how Lessss i eleimed to have breached this Lease, Lesges phall then have sixty (60} days afier roceipt of the notice within which 10 mect or-
commencsa-tesmsetall or eny part of the claimed breaches alleged by Lessor. The service of the notice shail be s mandatory precedent to Lassor bringing any acticn, for
any cause, and no action shall ba brought until sixfy {60) daya after service of Lessor's notice on Leasce. Neither tha service of the notics or the doing of any acts by
Lessee simed to meet all or any of the atloged broaches shall be 4 | an admigsion or ption that Leases has fhiled to perform its obligations under the terrms of
this Leage, If this Lease is cancelied or tarrminated for sny cause, {t shall nevertheless re

pr
yidin in forcs and effect an to; {1) sufficient acreage around each well on which
there are cperations to constitule a drilling or meximum sllowabla or proration unit under appilcable govermnmentai regulutions, the acreage to be designated by Lesges
as nearly as practicable in the form of a, Bquare centered at the weil, or in the shape ea then exieting epacing rules require; and, (2) any part of the land included in &
pooled unit on which thero are operations. Lessee shall alsa continus to have all casements on all the fand reasonably necessary (o operations on the acreage retained.

10, besse eb erranistnd-reressto-deforrd-+ithobe4 sed-premises-upning- partefit, Lossior's
rights and interests i the land shall be cherged primarily with any mortgages, tmxes, or other liens, or interest and other charges on the land, but Leasor agrees that
Leaseo shall have the right at any time to pay or reduce them far Lassor, cither before or afler maturity, and be subrogated to the rights of the holder of the lien and 10
deduct amounts so paid from royelties or other moneys paysble or which may becoms payable to Leasor and/or Lessor's aseigns, If this Lesse covers leas interest in the
oil, gas, or other minerels in all or eny part of the land than the entire and undivided fae simple estate (whether Lessor's interest is specified or not), ar no intarest, then
the royzlties, and other maneys aceruing from any part of the land in which this Lease covers leaa than the full intarest, shall be paid only in the proportion which the
Lessor's interest, if any, covered by this Lease, bears bo the whole and imdivided fee simple estate in the land, All royalty interest covered by this Lease (whether or not
owmed by Lessor} shall be pald out of the royalty provided for in this Lease, This Lease ghall be binding on each party who executes it without regard to whether it is
enctutod by all thoss that muay be named as Lessor.

11, 1f, while this Lease in in force, ot, or after the expiration of the primary ferm, it is not befng continued in fores by reason of the shut-in well provisiona of
paragraph 3., and Leages is not conducting operations on the land by reason of (1) any law, order, rule, or regulation, (whether or not subsequently determined to ba
invalid) or, {2) eny other cause, or forca majeure, whether stmilar or dissirmilar, (axeept financial) beyond the reasonxble camtrol of Leasee, the primary term shall be
extended until the first anniversary dats occumring ninety (90) or more days following the removal of the delaylng cauze, and this Leage may then be extended by
operations es if the delay had not oceurred,

This Lease is executed as of the date of the acknowledgment of the underigned’s signature, but shall be deerned cffective for all purposes a8 of the Effective Date
stated above.

- A £ < e
_..—M‘_.h__‘___‘m / - .- _
Leasor N e gyt Lessor
STATE OF TEXAS
COUNTY OF ROBERTSON
. IS~ .
This instrument was acknowledged before me on the day of February, 2008, by

<

Notary Public, State of TEXAS 7
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QIL. GAS & MINERAJ, LEASE PROD) B8 (REY 893)
THIS LEASE AQREEMENT is made cffective the 10th day of May 2006 between
as Leasor (whether one or more), whose address is
and 1 il Company, Agent a9 Leg
N $EL,
whose address is 3 ) ) 3102 All printed
pertions of this lease were prepared by Lesses, but all other provisions {including the compleion of blank spaces) were prepared jointly by Lessor and Lessee, AR
1. Deseriotiop, Lessor, in considesation of i Dollers
@ 10.00 & OVG

: ), in hand paid, of the royalties herein provided and the covenants herein contained, he cases
exclusively to Lessoe, ‘for the purpose of uplonnglfar! doveloping, pmduclng' and marketing 0il and gas, along with all hydrocarbon m'é :‘:Jnh;dro,w;?sﬂ:;ﬁﬁ; pmd!:cue:ﬁ
association therewith including helium, carbon dioxide and other commercial geses as well 28 hydrocarbon geses (referred to herefn s “covered minerals™), the following

described land {the “lensed premises™) in Leon

County, Texas, to-wit:
NOTICE OF CONFIDENTIALALITY RIGHTS: IF YOU ARE A NATURAL PERSON, YOU MAY REMOVE OR STRIKE ANY OF THE

FOLLOWING INFORMATION FROM THIS INSTRUMENT BEFORE IT IS FILED FOR RECORD IN THE PUBLIC :
SOCIAL SECURITY NUMBER OR YOUR DRIVER'S LICENSE NUMBER RECORDS: YOUR

SEE EXHIBIT “A” ATTACHED HERETO AND MADE A PART HEREOF FOR A DESCRIPTION
OIL. GAS & MINERAL LEaz? 1ON OF THE LAND COVERED BY THIS

SEE EXHIBIT “B" ATTACHED HERETO AND MADE A PART HEREOF FOR ADDITIONAL TERMS AND PROVISIONS
OIL, GAS & MINERAL LEASE ONS OF THIS

) This lease also covers aceretions and any small strips or parcéls of land now or hercafter owned or ciaimed by Lessor which arc contiguous or adjacent to the leased
premises wh:mea_- or not such parcels aro known oo exist by Lessor or Lesses, and for the aforementioned consideration, L £ssor agrees to executs at Lassas's request any additional
or supplementat instaments for a more complets or acGuraLE description of the land 5o covered. For the purpose of determining the amount of any rentals and shut-in royalties

hereunder, said land shall be deemed 10 ba comprisad of, 25 acres, whether it actually comprises more or less.

2. Termof Leage, This leass shall be in force for & primary term of 3 Years from the effective date hereof, and for as
long thereafter as & covered mineral is praduced in paying quantities from the leascd premises or this leass is otherwise maintained in effect pursuant to the provigions hersof.

3. Royalty, Royalties on covered minerals produced and saved hereunder shall be paid by Lesses to Lessor ne follows: (a) For oil and other liquid hydrocarbons separated

at Lessee's field separutor facilitics, the royalty shali be 115 of such production, 1o be delivered at Leases's aption to Lessor at the wellheed or to Lessor's
credit at the oil purchaser's transportation facilities, provided that Lessee shall have the continuing right to purchase such producticn at the wellhead posted price then prevailing
in the same ficld (or if there is no such price then prevailing in the same field, then in the nearest field in which there is such a provailing price) for production of similar grade and
grayity leas a proportionate part of ad velorem taxes and production, scverance, or other exciso taxes, (b) for gas (including casinghead gns) and all other covered minerals, the

royalty shall be 5 of the net procesds realized by Lessee from the sale thercof, leas a proportionats pan of ad valorem unces and production, severance, or other
excise taxes, provided that Lessee shall have the continuing right to purchase such production at the prevailing wellhead market price paid for production of similer quality in the
same field {or if there is no such price then prevailing in the same field, then In the nearest fletd in which there is such g prevailing price) less & proportionate part of ad yalorem
taxes end production, severance, or other excise taxes and () if during or after the primary term one or more wolls on the leased promises ot lands pooled thercwith are capable of
preducing oil or gas or other substances covered hereby in paying quantitics, but such well or wells ere either shut-in or production therefrom is not being sold by Lesses for a
period of 90 consccutive days, then Lassec may pay shut-in rayalty of one doller per acrs of land then covered by this lease, such payment to bé made to Lessor on or befors the
end of said 90-day pericd and thereafter on or before each anniversary of the end of said 90-day period while the well or wells are shut-in and it shall be considered that such well
is producing in paying quantities for all purposes hereof during any period for which such shut-in royalty is tendered; provided thet if this fease Is otherwise being maintained by
the payment of rentals or by cperations, or if a well or wells on the leased premises is producing in peying quantities, no shut-in royalty shall be due until the end of the 90-day
period next following the end of the rental period or the cessation of such operations o production, g the case may be. Lesseo shall have free use of oil, gas, water, and other
substances produced from said {and, except water from Leasor's wells or ponds, for all operations hereunder, and Lessor's royalty shall be computed after deducting any so used,

4. Qperations, If, aRer expiration of the primary term, Lessee drills a dry hole on the leased premises or if el production of covered minerals should permanealy ceass
from sny cause either voluntary or involuntary {and if this leass is not otherwise being maintained), this lease shall remain in effect if Lesase commences driliing, reworking or
other operations on the leased premises within 90 days thereafter. If, ut or after expiration of the primary tarm, this lease is not otherwise being maintained but Lesseo i3 then
engeged in drilling, reworking or ather operations calculated to obtain or restore production from the leased premises, this lease shall remain in effest 50 long as such operations
are conducted with no cessation of mare than 90 consecutive days end, if such operations result in the production of a covered minersl, aa long thereafier g there is production
from the leased premises, Afer production has been established on the leased premises, Lesses shall drill such additional wells as a reasonably prudent operator would drill under
the same or similer circumstances 1o (a) develop the leased premises as to fc ions then capable of producing in paying quantities on the fsased premises or (b) pratect the
leased premises from uncompensated drainage by & well producing n covered mineral in paying quantities focated within 330 fest of and dreining the leased premises, Thers shall
e no covenant to drill exploratory wells or any additionat wells except ag expressly provided herzin.

5. Epoling, Lesses shall have the continuing end recurring right, but not the obligation, to pool all or any part of the leased premises or interest thersin with any other lands,
leases oz intzrests, as to any or all depths or zones, mnd a3 to any or !l coversd minerals, olther bofore or after the commencement of production, whenever Lesses deems it
necessary or proper to do s0 in order o prudently explore, develop or operate the leased premises, whether of not similar pooling authority exists with reapect to such other lands,
teases of interests, A unit formed by such pooting for an oil well which i3 not a horizonts! completion shall not exceed 80 acres plus & maximum acreage iolerance of 10%, and
for an ail weil which is 8 horizontal completion or a gas well shall not exceed 640 acres plus if 8 maximom acreage tolerance of 10°%; provided that larger units may be formed for
an oil well or & gas weli, whether or not horizontally completed, in order to conform to any well spacing or density pattern permitted by any governments! authority having
jurisdiction over such matters, The terms “oil well” and “gas well” shall have the ings prescribed by epplicable law or by regulations of the govemmental authority which
has jurisdiction over such matters. The term “horizontal completion™ shall mean an oil well or a gas well in which the horizontal component of the grosa completion interval
excesds 100 feet in length. Leszes may pool or combine land covered by this lease or any portions thereof, as above provided a8 to oil in any one or more strata and 49 to gas in
any one or more strata. Units formed by pooling a3 to any stratum or streta need not conform in gize or area with units formed as to any other stratem or strata, and oil units need
not conform as to area with gas units. To exercise its pooling rights hercunder, Lesace shell file of recard a writtan declaration describing the unit, and the cfective date of
pooling shall be the date of filing unless provided otherwise in such declaration. Lessce whaliy at ils option may exercise its authority to pool either before or after commencing
operstions for or completing an oll or gas well on lands lying within a unit and any unit may include, but is not required to include, lands or leases upon which a well producing or
capable of producing oil or gas in paying quentities has therctofore been completed, or upon which operations have th fore been ¢ d. Production, drilling or
reworking operations anywhere on a unit which includes all or any part of the leased premises, regardless of whether such production wes secured o such drilling or reworking
operations were commenced before or after the execution of this leasc or the instrument designating the pooled uniy, shall be treated for all purposes (¢xcept the payment of
royaities on preduction from the pooled unit) #s if they were production, drilling or reworking cperations on the leased premisea and references herein 1o production from or
aperations on the leesed premises shall be deemed to include production from or opetations on any portion of such poolad unit; provided thet if efter creation of & pooled wnit a
well iz drilled on land within the unit area (other than the leased premises) which well is not classified as the fype of well for which the unit was created {oil, gas or other mincrals
83 the casc may be), such well shall be congidered & dry hoie for purpeses of applying the additiona! drilling and reworking provisions hereof. I a gns well on a gag unit, which
inciudes all or & portion of the leased premises, Is reclessified as an oil well, with respect to afl lands which are included within the unit (cther than the |ands on which the well is
located), the date of such reclassification shall be considered ns the date of ceseation of production for Ppurptdcs of applying the provislons of this lease covering edditional drilling
and reworking. The production on which Leasor's royalty is calculeted shalt be that proportion of the total unit production which the net acreage covered by this lease and
included in the unit bears to the total groas screage in the unit, but only to the extent that such proportion of unit production is sold by Lessee. Pooling in one of more instancea
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shall not exhaust Lessee's poofing rights hereunder, and Lessee shall, without the foinder of Lessor, have the recurring right but not the abligation to revise any unit formed

hereunder by expansion or contraction or both, either before or after of production, in order to conform to the well spacing or density patten permitied by the
governmental authority having jurisdiction, or to conform to any preductive scrage dotcrmination made by such govemmental authority, oF cotrt ander, or when to do so would,
in the judgment of Leasee, promote the conservation of covered minerals in and under and that may be produced from the leased premises. In making such a revision, Lessee
shali file of record & written declaration describing the revised unit ard the effective detc of revision shell be the date of filing unless provided otherwise in such declanation, To
Lhe ¢attent any portion of the leased premises 18 included in or excluded from the unit by virtuc of such revision, the proportion of unit production on which royelties are payable
hereunder shall thereafter be adjusted accordingly, and such adjustment shall be made effective as of the effective dats of the revision. Lessee may at any time dissolve any unit
formed hereunder by filing & written declaration describing the unit, and the effective daiz of diszolution shall be the date of filing uniess provided otherwise in Such declaration,
If this leaso now or hereafter covers separate tracts, no pooling of unitization of ruyalty interests as between any such separate tracie |5 intended or shall be implied ot result
mertly fom the inclusion of such scparate tracts within this Isase but Lassee shall neverthelass have the right to pool or unitize as provided in this parsgraph with consequent
allocation of production s herein provided. As used herein the words “separate tract” mean any tract with royslty ownership differing, now or hereeftes, sither as to parties or
amounts, from that as 1o any other part of the (eesed premises. Pooling hereunder shell not constituts s cross-conveyance of interests,

6. . In exploring for, doveloping, producing and merketing oil, gas end other substancos covered hereby on the Jeased premises, in primary ar anhanoed
recovery, Lassor hereby grants and conveys to Lesses the right of ingrees and egress along with the right to conduct such operations on the leased premises as mary be reasonably

y for such purposes, inciuding but not limited to geophysical operations, the dritling of wells, end the construction and vse of roads, canals, pipelines, tanks, waler welis,
disposal wells, injection wells, pits, electric and elephone lines, power stations, and other ficilities deemed necessary by Lesses to. discover, produce, store, treat and transport
production. [n exploring, developing, producing or marketing from the leassd premises, the ancillary Aghts granted herein shall apply (8) to the entire Joassd premises described
in Paragraph 1 above, notwithatanding eny partial release or other partial termination of this lease; and (b) to any other lands in which Lessor now or horeafter has authority to
grant such rights in the vicinity of the leased premises, No surface location for a well shall be located less than 200 fezt from any house or bam now on the leased premises of
other lands used by Lessee hereunder without Lessor's consent, and Lasses shall pay for actual damage caused by its operations to buitdings and other improvements now on the
leased premises, or such other lands, and to commereial timber and growing orops thereon. Lessce shall have the right at any tlmic to remove its fixtures, equipment and materials,
including wek] casing, from tha leased premiseg or such other lands during the term of this lease or within 180 days following the expiration thereof.

7. i) nges. The interost of cither Lesaor or Lessee hereunder may be rssigned, dovised or otherwise transferred in whole or In part, by arca or by depth or
zone, and the rights and obligations of the parties hereunder shell extend to their respective heirs, devisees, executors, edministrators, succassors and assigns, No change in
Lessor's ownership shall have the effect of reducing the rights or enlarging the obligations of Lessee hereunder, and no change in ownership shall b¢ binding on Leasee until 60
deys after Leases has been furnished the original or certified or duly authenticated copies of the documents establishing such change of ownership to the satisfaction of Lesses, [n
the event of the death of any person entitled to shut-in royalties. hereunder, Lessec may pay or tender such shut-in royalties to the credit of decedent or docedent's estats. [fat any
time two or more persons are entitled shut-in royslties hereunder, Lassee may pay or tender such shut-in royslties to such persons, sither jointly or separately, in proportion to the
interest which ench owns. If Lessee transfers ity interest hereunder in whols or in part, Lessee shall be relisved of all obligations thereafler arising with respect to the transfemed
intoresl, and failure of the transferee to satisfy such obligations with respect to the transferred interest shall not affect the rights of Lessee with respect to any interest not so
transferred. 1f Lessoe transfers a full or undivided interest in all or any portion of the area covered by this leage, the obligation to pay or tender shut-in royelties hersunder shall be
divided between Lessee and the ransferce in proportion to the net screage interest in thit loass then held by each.

8. Warranty of Title, Lessor hercby warmants and agrees to defend title to the interest conveyed to Legsee hereunder, Lessee, at its option, may pay or discharge any (ax,
maortgage or lien existing against the leased premises end, in the event that it does so, Lessee shall be subrogated to the rights of the party 1o whom payment is made and, in
addition o its other rights, may reimburse itself out of any royalties or shut-in royalties otherwise paysbls to Lessor hereunder, If Lessor owns less than the full mineral estate in
all or eny parl of the leased premises, payment of royalties and shut-in Toyalties hereunder shall be reduced proportionately to the Amount that Lessor's interest in the leased
premises bears to the entire mineral agtate in the leased premises,

9. Release of Lease, Leases may, at any time and from time to time, deliver to Lessor or file of record a writeen release of this Lease as to a fll or undbvided intereat in all
or any portion of the leased premises or any depths or zones thereunder, and shall thereafter be relieved of all obligations thercafter arising with regpect to the interest so releasad,
If Lessee telenses &1l or an undivided interest in lesa than sl of the area covered hereby, Lasdos's obligation to pey or tender shut-in royalties shall be proportionately reduced in
actordance with the net acreage interest retained hereundet.,

10. Repulation and Delay, Legsee's obligations under the loase, whether express or implied, shall be subject to all eppticable laws, rules, regulations and orders of any
govemmental authority having jurisdiction including restrictions on the drilling and production of wells, Motwithstanding the provisions of peragraph 2 above, when drilling,
reworking, production or other operations are prevented or delayed by such laws, rules, regulations or orders, or by inability to obtain necessary permits, aquipment, services,
materinl, water, slectricity, fuel, aceess or casements, or by fire, flood, edverse weather conditions, war, sabotage, rebellion, inswrection, riot, strike or {abor disputes, or by
inability to obtain a satisfactory market for production or failure of purchasers or carriers to take or transport such production, or by any other cause not reasonably within
Lesses's contml (commonly referred to a3 “force majeurs™), this [case shall not terminam because of such prevention or delmy and, st Lessec's option, the period of such
prevention or delay shalt be added to the term hereof, Lessee shall not be liable for breach of any exp or implied co of this lease when drilling, production or other
operations are so prevented, delayed or interrupted.

11. Breach or Defautt. An slleged breach or default by Lessee of any obligation hereunder or the failuro of lessee to setisfy any condition or limitalion contai ‘.hemin
shall not work a forfeiture or termination of this lease nor cause a termination or reversion of the estats created hereby nor be grounds for cancelistion hereof in whole or in part,
and no litigation shall be initiated by Lessor with respect to any alleged breach or default by Lesses herennder, for a period of et least ninety (99) du)s after L.mor has given
Lessce written notice fuliy describing the breach or default, and then only if Lessee fails to remedy or commenae to remedy the breach or default within such.penod. In the svent
the matter is litigated and there is & final judicial determination that a breech or default has occausred, this lease shell not be forfeited or u.mmle,d in whu.le or in part unlc?as Lesace
is given a reasonable time after said judicial determination to remedy the breach or default and Lesses fails to do so, Mothing in this instrument or in the relationship created
hereby shall be construed to establish & fiduciary relationship, a relationship of trust or confidence or a principle - agent relationship between Lessor and Lessee for any purpoge.

[N WITNESS WHERECQF, this lease is executed effective the date first written above, and upon excoution shall be binding upon the signatory whether or not the lease has
been executed by all parties named herein as Lessor.

LESSOR:
! 1
STATE OF TEXAS )
Y} 88
COUNTY OF )
This instrument was acknowledged before me this dayof __ May 2006 . by Boykin

My Commission Expires: Notary Public
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TX Eroc. 81 Pakd-Up - TXOXIPCEM PAID-UP QIL, GAS & MINERAL LEASE

Notice of Confidentiality Rights: If you are a natural ﬁerson U may remove or strike any of the following informatio
this instrument before /s filed for Fecord in the publlc records: Yg::'y social security numbgr or your do‘dmg Hcensa nl.'r.lmfg:arﬂ.1

THIS LEASE AGREEMENT is made effective the 20 th day of April 2006 ., (the “cffective date™), between
wT,umarriedmm,dea!ingruehwdﬂ:hiummmmnnd '

Lessor (whether one of more), wiise address i § 4 - e man, dealing herin with bis "=
and/ @, & Leseee, whose address is *

L Description, Lessor, in consideration of {tn Dollars And No Centy and gther valugble considers 01 )00 3 CY, tn hand paid, of the royaities i
pmv:de@mdﬂwqovmmﬂhueipmhimd,haebymm&.lmumdhﬂuwlushelylm furﬂwnf'f]poph;?;'ﬂyurb;oa&unh;ﬁsn
dw:lopmg.pmducm%.angmarkmngmlandgnsofwnu_ur_eorkind,inc!udingbmnmlimiwdmemlbed s, along with all hydrocarbon and nonhyd bon
substances, whether iquid o gaseous, produced in association therewith including sulphur, hefium, nitroyu,umondioxidemdoﬁémmqﬁumuwdl ]
Ems‘ﬁltwglymmguwn"mmmmmmgw dering more marketsble or rricre valusbk covered minerals, including without

pipelines for gathering endvor transportation and ion of treating, separating, dehydmtion, ing or other faciliti i inject
weler of other produced tquids into non-freshwater bearing formations underlying the leased premises, the following dmmorbed Imﬁﬂﬁlgedg‘:‘rfmq:u%%h

County, Texas, to-wit:

SEE EXHIBIT "A" ATTACHED HERETO AND MADE A PART HEREQOF FOR PROPERTY DESCRIPTION,

SEE EXHIBIT "B" ATTACHED HERETO AND MADE A PART HEREOF FOR ADDITIONAL PROVISIONS,

This lease also covem aceretions and any smell strips or parcels of {and now or hersafter acquired or claimed b i i j
‘ - y Lessor which are contiguous or adjacent to
the Iea'sed premises whep‘uer or nct such parcels are known (0 exist by Lessor or Lessee, and for the aforementioned consideration, Lessor Eum 1) n:{ecune at
Lessee's request a.ny_uddmunai or supplemental instruments for a more complete or accurate description of the land so covered. For the ini
amount of any shut-in or minimum rovalties hereunder, said land shall be deemed to be comprised of 221,0400 scres, whether it sctually comprises more or less,
2. Term of Lease, This lease shall be in force for a prima.ryl term of three Fﬂn' from the effective date of this lease, and for a3 Jong thereafier as sither:

defined, are being conducted upon the leased premises or lands pooled, unitized or otherwise combined therewith with no cessation of more than ninety (50)
conseculive days; or (c) this lease is otherwise maintained in effeot pursuant to the provisions hereof. This lease is a "paid-up" lease requiring no rentals be paid to
Lessor. Further, no shut-in payments or minimum royalty payments are required during the primary temm,

3. Royslty Payment. Royalties on covered minerals produced and saved fiom the beased premises and used off the Jeased premises or lands pooled therewith or sold
{whether to an affiliated or non-afilieted purchaser), shall be paid by Lessse to Lessor a3 fllows: (a) For oil and ofher liquid hydrocarbons, the royaity shall be 1/5 of the
market value a1 the mouth of the well of such production. (b) Fer natural gas of any netwe o kind (including coalbed methane and casinghead pas) and all other covered
minerei (including liquid hydmcarbons suspended in gas that are not separaed at the primary separation facilities), the royalty shall be_L/S of the market value at the mouth
of the well of such production, (c) In calculating royaltics oo al} production hercunder, Lessee may deduct Lessor’s proportionate part of ariy taxes such as ad valorem,
production, severance and excise taxes or other similar taxes as may be imposed on production currently or at any point in the future. A proportionate share of costs incurred
by Lessee in gathering, treating, dehydmting, compressing, processing, tm:gom’ng or delivering such production, and any other comts of marketing or rendering marketable

or

rninel_‘als.andullsuchwgllsmshut—hﬂﬁslusashnlmvuﬁwm,mﬁnminfmmmwﬁ: iong were being cond 1 on said land for so Jong as said wells are
mut-lrgmdmmnﬂumlslmmaybemntinuedinfumusit‘noshm—inhadmmed. lmwwvmmmdwmuuwubledﬂigmcempmdmuﬁiin,m
mmi;dmemlnera]scupuhleofbcingpmdunedﬁmnsaidwells,bminmcmuiswfmchdillguwe,L@mcshﬂlmtbeobligmdmhmwrﬁm@ﬁnimiuom&mwdl
t‘ncihﬁsmdordinmylmaﬁciliﬁu,ﬂowﬁnes,wpmmlmmk_mdﬂullmtberequimdmnwkﬂsud\ d minerals upon terms ptable o Lessee, If at
nnytimnrﬁ.mnﬁumemhaﬁonofmepnmuy' mmmmmmmﬁnbuamawmm‘ {whether classified s oil wells or gas wells) are
shut-in for a period of ninety (90) consecutive and during such time there are no Opmﬁombmngwndumdmﬂnhmdpmisnmlmdspooledmmwim.
thers within thirty (30) days after the expirstion of uirlniruydaypu-iod.memmmpnyormdﬁ,bydvedcordmﬂnfLessee.smyulty,uumeqmlmnmdollnr
(!I.OO)foreachmmoflmdﬂ\cnmvuedhymislme,mdnshallbe idered that d mincrals are being prod d from the leased premiscs. Lessee shall make like
payme.nlsnrmderutorbefnmﬂsemdofudnmivmof&uaq:ﬁuﬁmofﬂidnirﬂydaypeﬁodifupmuﬂunnimwymislemisbehgoonﬁnmdinmmsuklyby
reason of the provisions of this shut-in provision. Eanhsud*;plymemaruﬂu'shullbemndcmdmpmawhommeﬁ:mafﬂbepmmmuldbemﬁdedmmeiwme
ruyulu'uswhich\m.lldbepuidundarmumifhwﬂlsmpmduchgmd:mbedqmshedinP = ADDRESS ABOVE or
itssuauﬁsms.ud'lichshaﬂcontinunsmedepmimry, gardiess of changes in the hip of shut-in royalty, in the manner specified, either [oinly to'such parties or
separue.lytnuchlnaoeordancewimmei.rrwpealvecvwnushipsﬂmﬁn:meuyelecLAnypuymuﬂherwndumbemndebyMurdnﬁoﬂnmedepuu'rtedin
the mail or delivered 1o the party entitled b receive payment of 1o & depasitory bank provided for abave on or befors the fast date for payment. Lessee's fhilure to pay and/ar
propesty pay shut-in royalty shall render Lesses liable for the amoumnt due, but shall not operate to eerminate this lease. Nothing herein shal] impeir Lessee's right 1o release
any portion of the leased premises as provided in paragraph 11 hereof. [nmecvmtofnsslpnwnofu\isleeseinvdnleorhpm,liabilityb-paymmthmunderst?dlm
r.xclusivclyonmeMamwnu-sofmislme,sevem]lyastowugemndbymm l’.‘meeslmlhaveﬁeeuseofoiLgns,ymerandudwsub_mnmpmduwdﬁmsmdlm,
mmq:twntu-ﬁ-mnlamrsmlkmpondaﬁxmlowwmhuemdu,mlmoﬁmyﬂtysmwemmmmdmdoducungunypmdqoedoalurgnssoused.

4. im ls, If at anry time or times after the expiration of the primary term, there is a coslbed rnethane
w:llurwellsnnthelwcdpmmiscsorlandspooledMgvdm_hwhid\demuingopmﬁmqhavgmmmuedmddnﬂngFuGhEmMmmwm i ‘

ve days,
lands pooled therewith, Lesses covenants to pay or tendes to Lassor &l the address set forth sbave, by check of draft of Lessee, #9 minimum royelty, 8 sum equal t one dollar
($1.00) for each acre of Iand then covered by this lease, and it shall be considered that gas is bcingpmdueedﬁwnﬁelaﬂwvse\_ibymis.lm. Such payment or tender shall
be made on or before the anniversary date of this lease next ensuing afier the expiration of ninety (50) days from the dmdewmgnpamwmpqmmmdmd
on or before the anniversary date of this lease during the period d ing operations are being conducted. Lossee's failure to properly pey minimum royalty shall render
Lesses liable for the amount due, but shall not operate 1o terminate this lease, ) . 5

S. Operations. Whenever used in this lease, the word “Operations” (unless specified to the contrary) shail mean operations for end any of the follmng: dirt
wark, building of roads and locations, drilling, testing, compieting, reworking, 1 pleting, despening, pl beck, abandoning, repairing or dewatering of a
well in search of or in an endeavor to obtain, increase or restore andfor market or render marketable or more valuable production of oil, £83, sulphur or other
covered minerals, and/or production, actual or & ive, of ofl, gas, sulphur or other covered minerals, .

6. Pogling. Lessee shall have the continuing and recurring right, but not the obligation, to pool, unitize or otherwise combine all or any part of the leased premisss or
interest thersin with any other lands, leas¢s or interests, s  any or all depths or zones, and & b &ny o el covered minerals, eithuh_efomurnﬂulfwoompunmmtnt‘
production, whenever Lessce deems it necessary or proper 10 do 50 in order to prudently exrlo:e. dwdor Or opeTHte the lesced premises, whether or not similar pooling
euthority exists with respect to such other lands, Jeases of interests, A vmit formed by such pooling for an oil well which is not 2 horizontal completion shalt not exoeed cighty
{80) acres phis 8 maximum acreage tolerance of ten percent (10%), and for an oil well which is & horizontal completion or a gas well shall not exceed six hundred forty (640)
&cre plus & maximum ecreage taferance of ten percent (10%); provided that larger units may be formed for an ol well or a gas well, whether or not horizontally completed, in
order 1o conform to any well spacing or density pattern permitied by any govemments mﬁm-ity having jusisdiction over such matters, The terms “oil well* and “gas well”
shell have the meanings prescribed by epplicable Law or by reguistions of the govermental authority which has jurisdiction over such matters., _The term “horizontal
compietion” shall mean an oi! well or & gas well in which the horizontal component of the gross completion intervel exceeds one hundred (100) feet in length. Lessee may
poo!, unitize or combine land covered by this leese urﬁgmiom thereof, as above provided &s to oil in any one or more strata and as t0 22 in Bny one of more strata, Units
forrned by pooling Bs to any stratum or strata need not . i Si2s or area with units foemed as to any other stratum or strats, and oil units need not conform & 10 area with
282 units, To exercise its pooling rights hersunder, Lesses shalt fils of record a written declaration describing the unit, and the effective date of pooling shall be the date of
filing unless provided otherwise in such declaration. Lesses wholly at its option may exercise its authority to pool, unitize or combine either before or after comumencing
Operetions for or completing an oil or gay well on lands lying withir a unit and any unit may inciude, but is not required to include, lands or leasss upon which a well
producing cr capable of producing oil of gas in paying quantities has theretofore been complated, or upon which Operations have theretofore been commenced, Operations
anywhese on a unit which includes all or any part of the [eased premises, regardless of whether such Operations were commenced before or after the execution of this lease or
the instrument designating the pocled unit, shall be treated for all purpases (except the payment of royalties on production from the pooled unit} ag if they werc Cperations on
the leased premises and mﬁmnoesinmislusempmdudion&omorOp«nﬂonsmﬂn!msedpmnlsamnﬂbednumdlnimludepnducﬁmﬁunurOpu:ﬁmunany
portion of such pooled unit; provided that if after creation of & pooled unit a well is drilled on land within the unit arca (other then the leased premises) which weli is not
clessified a8 the type of well for which the unit was created (oll, gas or other minerals a3 the case may be), such well shall be considered 4 dry hole f_’otpumm_uflpplm

r:specttonlllmdswhichuraincludedvﬁmmeunit(odwrﬂmﬂ‘lemonwhidHMWIklomd).medmofsudlmcliﬁmﬁonshallbewxsidueds&wdmaf
cessation of production for purpases of applying the provisions of this lease covering additional drilling and reworking, The production o which Lessor's royeky is

d shall be thet proporti of&nema]unitpmduntinn\michﬂmnetuugnwmedbyﬂiialmsemdinctudedinﬂ:eunitbeuswthemgmsswhﬂﬂmmit,
but only 10 the extent that such proportion of unit production iuoldormedoﬁ&wlmedpmﬁsmu‘lmdspwbdcruniﬁmdﬂwcwimbyum&‘ Poolinginqmurmmp
insmncmshallnotcxhnuml..mau’spooii.ngrighlshmmder,mdLmeesiﬂl,wiﬂmmﬂnjoindﬂ'oflmhmﬂwmcun‘ingﬁghtbm.rmmeohhgnﬁonwmuemyuml
fmmedhmnd«bympmbnmwnmhnorbmdﬂmbeﬁmwnﬂqeommwmtofpmdwﬁmi_nu'dutomnﬁ;rrnmﬂnmllspocingordmsi:ypm
pcxminndbymcgovemmmmiuruwmyhavinsjur‘udictiun.urmconﬁnnbwpmdwﬁvemgedmimmmbyaudlgwmmmmlm&mmwmmﬁqm
whmlnduwwould,indwjudgnmtofLme,pmmmewwvaﬁmafwvmdnﬂmhmmmmmMmybepmmﬁmhlmdmh. In making
such 4 revision, Lessee shall file of record a written declarstion describing the revised unit and the effective date of revision shall be the date of filing unless provided
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n:v_'i.qian.meayatanyl.l:mdiuuh:nnyunitfmmedhﬁnmderbyﬁlingnwrimdec!mﬁmdnw'ih' the unit, and the efiective i
filing unless provided otherwise in such declaration. If this kease now or hereafier covers separate lraus,mng poolu;';'ur mﬂfgmﬁm ofmmmm da;:;]f
scpqraten'm[smtalnd&!orsha]lbennplledu'rmmnﬁﬂyﬁmﬂleimll.lsionnfwdl mmmmmmmm:mmmmﬁmgmm
ouwnu:“?pm:dmmnspmmwumtldhmmufpmdum‘mubm' provided, mmmmmmmnwmmmymwmmydty
conve%fan%eot‘inmm A ummcwmm,ﬁmﬁmmbwo&mmafﬂwlmedpmnm. Pooling hereunder shall not constinute & cross-
. Mglla_n«_&gm [n&p]oringfn\;devoloping,pmduchgundmm&nngemdmilmis,mpn'maryormhmcedmovuy Lessor hereby
mﬁ?ﬁ;xﬁg‘-’maqdegfﬁ:yung&vimh@nwwﬂ:&m%ﬁommmmumhmnmbnwhmpmuﬁcmivrgshﬁ
icel operations er Operations on the keased prem ed or unitized therewith or lands adjacent thereto, and the construction and
mofMMs,anmMWMs,dem& thjection wells, pits, electric and telephone Ji power stations, and other ficilic demmdnwm-ym
Lessee to discover, produce, smmmdkmonpmducﬁoﬁhmmﬁonwiﬂlmdwdh hmmol;u"mm‘s Opmm' Lmﬁclum i n'glmgmby
hmi‘nsl_'la.llappllyeobom:urfheemdsubsurfmeof(a)memﬁmlmdptmjsudmm'bedinP lwl notwi ing & o ey o
temiination of this lense; (b)nl[]qupooledoruniﬁmd\yiﬂt the leased premises ',md.(u)anyodwrlm!d:g‘ph mm%mjmmmwﬂm@immgﬁ :fnrl‘mgnpm:

ammmmmmmimummmmm be assj devised or otherwise ferred in whole or i

m.a‘ndmengmm?li%m&m;mgwgnMImmwugmwmmw , admini uow";. mmﬁggﬁmg

Lessor's owmersh ave the effect of reducing the rights or enlarging the obligations of Lesses h ler, and no chy in ownership shal inding on Lessee urti

slxty(m)dmmwmhnsbeenmrmshedmcorigma.lorwﬁﬁ.uiordulym&mﬁemdmhﬁhdm:ummngmsmwm&ofmmmgmmﬁwﬁ
e ? A

> d Lessee
myalneshmcc;_edltofdmedentor t's estate, Ifnmyt&mmornmpuwummﬁdedtnshul—inmyﬂm
tender such shut-in royalties or minimum royalties to such ﬂpﬂm cither jointly or senamately, in propartion to the mgmm% mmm mi;ym
hﬂpunga' in whole or in past, Lessee shall be relieved of loblimomhumhmingw%mmmd\etl'mfmadinmm&iluudhmfueem i ch
obligations with respect to the transferred i affsct : 1 ; ? AIErES, an B satisfy su
interest in all or any pattion of the area mﬂmmﬁ“ arlel v wmwmmm” il 3 fult or undivided

T ! Y igation to pay or shut-in &5 or minimum rayalti ivided between Legsee
W*;mmmmmrm&mnfminumhmlmmhmﬁm. e shall be divided
. Warranty of Title, Lessor y warrants and agrees (o defend titfe to the interest con to Lessee hereunder. Lessee, at its option, may pay or disch
any iax, morigage of lien existing, levied or assessed against the leased premises and, in the event that it doss 30, Lessee shall be subrogme%ploutrtl'w n'gyl’n'; zfthe m
whom payment ts made and, in addition to its other rights, may reimburse itself out of any royalties, shut-in royalties or minimum royalties otherwise payable 10 Eessor
hereunder. In the event Lessee is made aware of any claim inconsistent with Lessor's title, Lessee may suspend the payment of royalties, shut-in royalties or minimum
royalties hereunder, without interest, until Lesses has boen firnished satisfactory evidence that such claim has been resalved, )

L me ny, If Lessor owns less than the full mineral estate in all or any part of the leased premises, payment of royalties, shut-in royalties and

minimum royalties hereunder shall be reduced proportionately to the amount that Lessor's interest in the leased pretnises bears to the entire mineral estate in the
leased premists. To the extent any royalty or other payment attributable to the minera] interast covered by this lease is payable to someone other than Lasaer, such
toyatty or other payment shall be deducted from the corresponding amount otherwise payable to Lassor hereunder.
. 11 &[gu_e_o_f_m& Fessee may, ot any time and from time to time, deliver to Lessor or file of record a written release of this lease as toa full or undivided
interest in all or eny partion of the leased premises or any depths or zones thereunder, and shall thercafter be relieved of all obligations thereafter arising with
respect to the interest so released, I Lesses releases all or an undivided intsrest in less than all of the arca covered hereby, Lessee's obligation to pay or tender shut-
in royalties or min}mum royalties shalt be proportionately reduced in accordance with the net age interest retained h der.

. 12. Regula ) | Lessee's obligations under the lease, shall be subject to all applicable laws, rules, regulations and orders of any govemnmental suthority
having jurisdiction including restrictions on the drilling and production of wells. Notwithstanding the provisions of paragraph 2 ahove, when Operations are prevented
or delayed by such laws, nules, regulations of orders, or by inability to obtain permits, equipment, services, ial, water, electrivity, fuel, accoss or
casements, or by fire, flood, adverse westher conditions, war, sabotage, rebellion, insurrection, riot, strike of labor disputes, or by inability to obtain a satisfactory market
for production or failure oflpurchm or carriers to take or iransport such production, o by any other cause not reasonably within Lessee's control {commonly referred
to 5 "force majeure®), this lease shall not erminaiz because of such prevention or delay and, af Lessee's option, the period of such prevention or delay shall be added to
the term hereof. Lessea shall not be liable for breach of any terms of this lease when Cperations are s0 revented, delayed or interrupied,

_13. Breach or Default, An elleged breach or defanlt by Lessce of anry obligation hmﬂuwtﬁeﬁailmeofbme to satigfy amy conditian or limitation contained
herein shall not work a forfeitare or termination of this leas nor cause a termination or reversion of the estate created hereby nor be grounds for cancellation heseof in whole
ar in part, and no litigation shall be initiated by Lessor with {0 emy alleged breach or default by Leasses hereunder, for a pericd of at least ninety (90) days after Lassor
hes given Lessee written notice fully describing the breach mt, and if Lessee does not dispute the breach, then only if Lessee fhils to remedy or commence to remedy
the breach or default within such period. lndmcvenllmsoedispmmuabmhhummudmdﬂwmmﬂisliﬁgmd and there is & final judicial determination thet &
breach or default has occurred, this lease shall not be forfeited or canceled in whoie ot in pert unless Lessee is given a ressonable time after said judicial determination to
remedy the breach or default and Lessee fails to do 50, 1f this lease is cancelled for any cause, it shall nevertheless remain in force end effiect as to (1) sufficient acrenge around
sach well s to which there are Operations to constitute a drilling or maxi llowable unit under applicable governmental regulsti (but in 1o event less than forty (40}
8¢res), such acreage 1o be designated by Lesses es nearly as practicable in the form of 2 square centered et the well, or in such shape 83 then existing spacing rules requirs; and
(2) any. part of said land included in a pocled unit on which there ace Operations. Lessee shal also have such casements on said land as are necessary to conduct Operations
on the acreage so retained. Nothing i this instnament or in the relationship created hereby shall be construed to establish fiduciary refationship, a relationship of trust or
confidence or a principal-agent relationship between Lessor and Lessee for any purpost. Lessee’s standard of conduct shall be that of a reasonable prudent operator:

14. Existing Wellbores, At no additional cost to Lesses, Lessor grants Lessee access to and the right to use, at Lesses's sole election, any existing wetl(s)
and/or wellbore(s) on the [eased premises. Larses's election to reenter and wse an existing well and/or wellbore shall be considered the same as the drilting of a new
well on the leased premises. This pravision shall not apply o existing water wells on the leased premises.

15. Mi eQn!

(8) Entire Agreement. This lease represents the cnlirc agreement berween Lessor and Lessee with respect (o the lersed premises and supersedes and
replaces all prior agreements, both oral and writicn, berween the parties with respect (o the leased premises. This lease is not intended to give rise to any implied
obligatians not otherwise expressly contained in this Jease and any implied covenants not cansistent with the express provisions of this lease are hereby negated and
senounced., This lease may only be smended by a subsequent written i

(b) Captions. Ths captions used in the lease are solely for the convenience of the parties hercto and shall have no significance, separate and apart, from the
terms and provisicns of the lease,

(c} Severnbility., If any term or other provision of this bease is Invalid, illegal or incapable of being enforced under any rule of law, all other conditions and
provisicns of this lease shall nevertheless remain in full force and effest.

(d} Choice of Law. THIS LEASE SHALL BE GOVERNED BY AND INTERPRETED IN ACCORDANCE WITH THE LAWS OF THE STATE OF
TEXAS {EXCLUSIVE OF ANY PRINCIPLES OF CONFLICTS OF LAWS WHICH WOULD DIRECT APPLICATION OF THE SUBSTANTIVE LAWS OF
ANOTHER JURISDICTION),

N WITNESS WHEREOF, this lease is executed effective the date first written above, and upon execution shall be binding upon the signatory and the signatory’s
heirs, devisees, executors, administrators, successors and assigns, whether or not the lease has been executed by all parties named herein as Lessor,

LESSOR: LESSOR;
STATE OF TEXAS )
COUNTY OF LEON }
This insrument wes acknowledged before me this dey of , 2006, by © o ——— TRIN,
My Commission Expirca; s Motary Public
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Altached hereto and mede a parst hareof that certain Olf and Gas Lease dated April 20, 2006 by and betwsen i, et. al.,
as Lessor, and . M as Lesase.

Exhibit B

AGREEMENTS AND PROVISIONS

The following agreements and provisions shall suparsede the provisions in the printed form text of this lease
to the contrary, and shall inure to the benefit of, and be binding upon the parties hereto and their respective
heirs, representatives, successars and assigns.

OIL & GAS ONLY/EXCLUDED MINERALS

Notwithstanding anything herein to the contrary, this lease covers only cil and gas of whatsoever nature or
kind, including coalbed methane gas and ather fiquid and gaseous hydrocarbons, and sulphur, as well as
such other minerals or substances as may be produced incidental to and as a part of or mixed with oil, gas
and other liguid or gaseous hydrocarbans, but this lease does not cover gravel, uranium, fissionabla
materials, coal, lignite or any hard minerals or substances of any typs which shall be produced from the

leased premises separate and apart from, or independently of, oil, gas, sulphur, coalbed methane gas or
other liquid and gaseous hydrocarbons.

OPTION TO EXTEND

Lessor hereby grants Lessee the option to extend the primary term of this lease for an additional TWO (2)
years from the expiration of the original primary term hereof as to all or any portion of the leased premises
then held hereunder which would expire unless so extended. This optlon may be exercised by Lessee, or its
successors and assigns, at any time before the expiration of the primary term hereof by paying to Lessor or
to Lessor's credit at the depository bank which may be named herein, the sum of THREE HUNDRED AND
NO/100 dollars ($300.00) per net mineral acre for each acre so extended, which payment shall cover the
TWO (2) years of the extended term and Lessor acknowledges that there will ba no rental payments due for
or during the extended term. Payment may be made by check or draft mailed or delivered to Lessor or to
said depository bank which may be named herein. Should this option be exercised as herein provided, it is
agreed that Lessee may execute and file of record an instrument evidencing the exercise of this option.

PUGH {HORIZONTAL}

Two (2) years following the expiration of the primary term of this lease or the expiration of any extension or
renewai of the primary term, whichever occurs last, in the event a portion or portions of the Ieased premises
is pooled with other land so as to form a pooled unit or untts, Operations on such unit or units will not
maintain this lease in force as to the land not included in such unit or units. This lease may be maintained in
force as to any land covered hereby and not included in such unit of units in any manner provided for herein.

SURFACE USE, SURFACE DAMAGES & SURFACE RESTORATION

Lessee agrees to use reasonable care in its operations on the leased pramises, and within a reasonab_le
period of time after completion of any drilling operations on the leased premises, Lessee shall praceed vlwth
reasongble diligence to endeavor to restore the surface of the leased pramises to as near its original
condition as reasonably practicable in the sole judgment of Lessee, and shall pay Lessor in full fOIt all actual
permanent damages caused by Lessee's operations to crops, livestock, land or improvements situated on
the leased premises. Upon written request by Lessor and prior to installation by Lessee, Lessee shall bury
pipelines below ordinary plow depth.

LESSOR INITIALS Paga 2 of 2

19

Chapter 30



Texas Oil And Gas Leasing A Primer

7

OfL, GAS & MINERAL LEASE PROD 88 (REV 393)
PAID UP
THIS LEASE AGREEMENT is made effective the 14th day of February , 2008 between
Acc line s
Robertson Copnty
as Lessor (whether one or more), whose nddress is P.O. Box 481, Franklin, Texas 77856 bus Steshunie Sanders
and . ompany, Agent , as Lesgee,
whose address is S &t . All printed
portions of this lease were prepared by Lessee, bu. o' _.__ rom e JiNGIuduny s completion of blank spaces) were propared joimly by Lessor and Lessee,

1. Deseription, Lessor, in consideration of 12N 8nd other valuable consideration Dollars

(s 10.008 OVC ), in hand paid, of the royalties herein provided and the covenants herein contained, hereby granis, eases and lels
exclusively to Lessec, for the purpose of exploring lor, developing, producing and ¢ling oil and gas, along with all hydrocarbon end nonhrydrocark b produced in
asspciation therewith including helium, carbon dicxide and other commercial gases a3 well a3 hydrocarbon gases (referred (o herein as “covered minerals™), the following

described land (the “feased premises™) in Robertson County, Teags, to-wit; g

NOTICE OF CONFIDENTIALITY RIGHTS: IF YOU ARE A NATURAL PERSON, YOU MAY REMOVE OR
STRIKE ANY OR ALL OF THE FOLLOWING INFORMATION FROM ANY INSTRUMENT THAT TRANSFERS
AN INTEREST IN REAL PROPERTY BEFORE IT IS FILED FOR RECORD IN THE PUBLIC RECORDS: YOUR
SOCIAL SECURITY NUMBER OR YQOUR DRIVER'S LICENSE NUMBER

SEE EXHIBIT “A” ATTACHED HERETO AND MADE A PART HEREOF FQR A DESCRIPTION OF LANDS HEREIN LEASED:
SEE EXHIBIT “B” ATTACHED HERETO AND MADE A PART HEREOF FOR ADDITIONAL PROVISIONS;

. This lease also covers acoretions and any small sirips or parcels of land now or hereafer owned or claimed by Lessor which are contiguous or adjscent to the Jeascd
mremises whethor or not such parcels are known 1o exist by Lessor o Lessee. Lessor agrees 10 exccute at Legsee's request any addilional or supplemental instruments for @ more
complete  or accurale  description of the land S0 coversd For he purpose of determining the wmount of any renlels end shut-in - moyaliies

hereunder, said fand shall be deemed 10 be comprised of 085 ncres, whether it sctualy comprises more of less,
2. Term of Lease. This lease shall be in foroe for & primary term of 3 Years from (ke effective dale hereof, end for as

long thereafler a5 & cavered mineral is produced in Paying quantities from the leased premises o this lease is otherwise maintained in cffect pursuant Lo the provisions hertol.
J. Rovaly, Royalties on covered minerals produced and saved hereunder shall be paid by Leesee to Lessor as follows: () For oil and olher liquid hydrocarbaong separated

8l Lessee's field separator faciilies, the royalty shall be 1/5th of such production, to be delivercd 8t Lessee's option 10 Lessor al the welihead or to Lessar's
sredit at the oil purchaser’s ransportation facililics, provided that Lesses shall have he continuing right to purchase such production al the wellhend posted price then prevailing
in the same field (or iF there is w0 such price then prevailing in the same field. then in the nearest field in which there is such prevailing price) for production of similar grade and
gravity less a proportionate part of ad valorem taxes and production, saverance, or othet excise laxes, (b) for gas (including casinghead gas) and ell other covered minerals, the

ovalty shall be 1/5th of the net proceeds realized by Lessee from the sale thereof, less a proportionate part of ad valorem taxes and production, severance, or other
excise taxes, provided that Lessee shal] have the continuing right Lo purchase such production st the prevailing wetlhead market price paid for production of similar quality in the

period of 90 consecutive days, then Lessee may pry shut-in royally of one dollar per acre of iand then covered by (his lease, such peyment 1o be made to Lessor on or befare the
end of said 90-day period and thereafier on or before cach anaiversary of the end of said 90-day period while the welt o wells are shut~in and it shall be considared that such well
is producing in paying quantities for all purpases hereof during any period for which such shul-im royalty is tendered; provided thet if this lease is otherwise being maintained by
the payment of rentals or by operations, or if a well or wells on the lensed premises is producing in paying quantities, no shut-in royalty shail be due unil the cnd of the 90-day
pexiod nexi following U end of the rental period or the ion of such operations or production, as the case may be. Lesseo shall have free use of oil, gas, water, and other
substances produced from said lend, ¢xcept water from Lessor's wells or ponda, for all operations hereunder, and Lessor's royalry shall be computed afer deducting any so used.

4. Opcrafipns, 1f, 9fer expiration of the primary term, Lessee drills a dry hole on the leased premises or if all produdion of covered minerals should pamanently cease
from any cause either voluntary or involuntary {(and if Lhis case is not olharwise being maintained), this lease shall remain in effect if Lessee commences drilling, reworking or
olher operations on the leased premises within 90 days thereafier. If, at or after expirion of the primary term, this lease is not otherwise being maintained but Laysee is then

paged in drilling, eking or other operations calcujsied 1o obtain or resiore production from the leased premises, this fease shail remain in cffect so long as such operalions
are conducted with no cexsalion of mare than 90 consecutive derys and, if such operations result in the production of a covercd mineral, a5 long Uwreafier as there is production
from the leased premises. ARer production hes been established on the bensed premiscs, Lessee shall drill such additional wells as a reasonably prudem opemtor would drill under
the same or similar cireumstances Lo (2) develop the leased premises a3 o formations then capahle of producing in paying quantities on the leased premises or {b) protect the
leased premises from d drainage by a well producing a covered mincral in paying quantitics kocaled within 330 feet of and draining the lensed premises. There shall
be no covenant 10 drill explaratory wells or any additiona) wells cxcepl as expressly provided herein

5. Pooling, Lesace shall have the continuing and recurring Tight, but not the obligation, Lo pool all ar ary part of the leased premises or interes) therein with sy other lands,
Ieases oF interests, & to any o1 alt depths of zones, and g5 (o any of alt covered mincrals, cither before or afler the of production, whenever Lessee deems it
necessary or proper o do so in order o prudently explore, develop or operste the loased premiscs, whether o not similar pooling euthority exists with respect o such olher lands,
lenses or inleresis. A unit formed by such pooling For an oil well which is not & horizontal completion shall not cxceed B0 acres plus s maximum acreage tolerance of 10%. and
for an oil well which is & horzontal complezion or a gas wel! shall now exceed 540 acres Dlus if a maximum acreage (olerence of 10%; provided that larger wnits may be famed for

jurisdittion over such matiers. The texmns “oil well" and “gas well™ shall have the inga p ibed by applicablc law or by regulations of the gov | suthority which
hes jurisdiclion over such matters. The lerm “horizontal completion™ shall mean an oil well o & 245 wall in which the horizontal component of the gross complelion interval
cxceeds |00 foot in length, Lmumaypoolnrmbinehndwvaedbylhi;lmenruwpoﬂimﬁmﬂnMemvidﬁamoilhmymumm:mﬂumwin
any one o7 more strata, Units formed by pooling as to amy stratum or sireta need nol conform in size or ares with unita formed 13 1o any other stramm or strata, and oil units necd
not conform a9 10 arca with gas unis. To ise its pooling rights h der, Lessoe shall fik of record a writton declamion describing the unit, and the effective date of
pooling shall be the date of [iling unless provided otherwise in such deciarmtion. Lessce wholly sl ils option may exercise its authority 1o pool either before or nfter commencing
Operations for or completing an oil or gas well an lands Fying within a unit and any unit may inctude, but is mot required 1o include, lands or Teases upan which a well producing or
capable of producing oil or gas in paying quantilies has theretofore been completed, or upon which operations have Uh fore boen d  Produstion, drilling or
reworking operations amywhere on a unit which includes all or any pan of the leased premises, regardlens of whether such production wes secured or such drilling or reworking
operations were commenced before or afler the execution of this lease or the instrument designating the pocicd unit, shall be trested for all purp (¢xcepl the pay of
royalties on production from the pooled unit) es if they were production, drilling or reworking operstions on the leased premises wnd references herein to production fmm. or
opereLions on the leased premiges shall be deemed 1o include production from or operations on any portion of such pooled unit; provided that if after creation of a pooled unit o
well is drilled on lend within the unjt area (other than the leased premises) which well is not classified as the type of well for which the unit was created (oil, gas or gther mincrals
a3 the 58 moy be), such well shall be considered a dry hole for purposes of applying the sdditional drilling and reworking provisions hereof. 17 a gas well on s 825 unit, which
includes all or a portion of the lcascd premises, is regtassified as an oil well, with respect Lo all lands which are included within the unit (other than the lands on wh}ch the wel! is
locaicd), the date of such reclassification shall be considered a1 the dats of ion of production for purposes of spplying the provisions of this lease covering additional drilling
and reworking.  The producticn on which Lessors royalty ts calculated shalt be thet proportion of the total unit production which the net acreage covered by this lease and
included im the unit bears 1o the 10ta) gross acreage in the unit, but anty to the extont that such proportion of unit production is sold by Lessee. Pooling in one or more instances

Do — -~ tam Fsa
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shell nat exhaust Lessee's pooling rights hercunder, and Lessee shall, without the joinder of Lessor, have the fecaring righ bui net the obligation to revise any unit formed
hereunder by expansion or coniraction of both, cither before or after of production, in arder 1o conform to the wel} spacing or density pattern permitted by the
govermmental authority having jurisdiclion, or (o conform lo any producti acreage determination made by such governmental suthority, or conrl order, or when 10 do 50 would,
in the judgment of Lessee, promote the corservation of covered minerals in and ander and that may be produced from the leased premises. In making such a revision, Lesses
shall file of record a written declarsion describing the revised unit and the sffective date of revision shall be the date of filing unless provided otherwise in such declaration, To
the extent any portion of the leased premises is mcluded in or excluded From the unit by virtue of such revision, the proportion of unil production on which royalties are payable
h der shall theresfler be adjusted dingly, and such adj shall be made cifective as of the effective date of the revision. Lessee may &t ary time dissolve amy unit
formed hereunder by filing a written declaration describing the unit, and the cffective date of dissolution shail be the date of filing unless provided otherwise in such declarstion.
IT hia lease now or hereafier covers Scparale (rycls, no pooling or unitization of royally interests es between any.such separste tracts is intended or shall be implied or result
merely from the inclusion of such separate tracts within this lease bul Lessce shall nevertheiess have the right to pool or unitiz as provided in this paragreph with consequent
allocation of production as herein provided. As used herein the woeds “separsie uct™ mean any trct with royalty ownership differing, now or hereafier, either as to parties or
amounts, from that s to eny other part of the leased premises, Pocling hereunder shall not constitute a croas-conveyance of interests,

6. Angillary Rights. In exploring for, developing, producing end marketing oil, gas snd other substances covered hereby on the leased prenises, in primary or enhanced
Tecovery, Lessor hereby grants and conveys to Lesses the right of ingress and egress along with the right to conduct such operations on the lcased premises as may be reasonably
y for such purposes, including but not limited to geophysical operations, the drilling of wells, and the construction &nd use of roads, canals, pipelines, tanks, water wells,
disposal wells, injection wells, pits, electric and te} phone lines, power stati and other facilities decmed necossary by Lesser to discover, producs, store, tret and transpor
preduction, in exploting, developing, producing or marketing from the leased premises, the ancillary rights granted herein shall apply {a) to the entire leased promises described

m Pnrng,rapl, 1 above, notwithsianding any partial release or other partial termination of this lease; and (b) to any other lands in which Lessor now of hereafler has suthority o

7. Qwpership Changes. The interest of either Lessor of Lesses hereunder mary be assigned, devised or otherwise transfesred in whole or in part, by arez or by depth or
zone, and the cights and obligations of the parties hereunder shall cxtend w their respective heir, devisees, dmini , ond assigns. No change in
Lessor's awnership shall have the effect of reducing the rights or enluging he obligations of Lesseq b der, and mo changs in ownership ghall be binding on Lessee until 60
days after Lessee has been fumnished the original or certified o duly suthemticated copies of the docurments establishing such change of cwnership 1o the satisfaction of Lessec. In
the event of the death of any person entitied Lo ghut-in royelties hereunder, Lesses may pay of tender such shut-in royalties o the credit of decedent or decodent's estate. [Fat any
Lime two of more persons are entitled shul-in royallies hereunder, Lessee may pay or tender such shul-in Toyalties to such persons, either jointly or scparately, in proportion to the
intgrest which cach owns. If Lessee transfers its interest hereunder in whols or in pan, Lessee shall be relieved of all obligations thereah arising with respect o the treasforred
interest, and failure of the transferee to smisfy such obligations with respect to the transfered interest shall not affect the rights of Lessee with respect Lo any inlcrest not 50

reduced proportionnisly to the amount that Lessor's interes in Lhe leased premises bears (o the entire mineral estate in the loased pramises. In the cvent Leasco is made aware of
nny claim inconsisient with Lessor’s tille, Lesses may suspend the payment of royaltics and shut-in royalties hereunder, without interest, until Lessee has been fumnished
salisfactory tvidence thet such claim has been resolved. In the event the leased lands are encumbered by a morigage, then prier 1o the payment of any royalties due hereunder,
Lessor agrees 1o obtain a subordination of morigage, mt Lessor’s expense, in @ form acceptable to Lessee.

9. Reltuse of Lepse. Lesser may, at any time and from time Lo time, deliver 1o Lessor or flle of record a written redease of this Leass as 10 a full or endivided interest inall
ar any partion of the laated premises or any depihs or zones d der, and shall thereafier be relieved of el obligations thereafl ariging with respect Lo the inlerest g0 released.
1€ Lessee releases all o an idivided interest in less than all of the area eovered hereby, Lessec’s obligation 1o pay or kender shut-in roylties shall be proportionatcly reduced in
accordance with the net acreage interest retained hereunder,

10. Regulatiop gnd Delay. Lessee’s obligations under the Jease, whether express o implicd, shall be subject o all applicable laws, rules, regulations and orders of any
guuemqwmnl :ulh?riry having ju.n.:d@c(im including restrictions on the drilling and production of wells. Notwiﬂuundi_nc the provisions of parsgraph 2 sbove, when driliing,

wealher conditions, war, sabolage, rebellion, insurrection, riot, strike or labor dispnes, or by eny other cause nol reasonably within Lessee’s control (commanly referred to as
“force majeurc"), this lease shall not \erminale because of such prevention or delay and, ot Legsee's option, the period of such prevention or delay shall be added o the t¢rm

hereof.  Lessee shall not be lishls for breach of any express o implied covenants of this lease when drilling, production or other operations are 80 prevented, delayed or
intermapted.

I1. Breagh or Defaylt, An alleged breach or default by Lessee of any obligation hereunder or the fuilure of lessee 1o satisfy any condition or limilajon contained herein
shall not wark Mcim.oq lermination of this lease nor cause & Lermination or reversion of the sstate created hereby nor be grounds for cancellation hereof in whole or in past,

Lessee written notice fully describing the breach or default, end then only if Lessec fails 1o remedy or commence Lo remedy the breach or default within such period. Nothing in
this instrumemt or in the relationship created hereby shall be construed 1o esuablish a fiduciary relationship, & relationship of trust or confidonce or 2 principle - agent refationship
between Lessor nd Lesser for any purpose.

IN WITNESS WHEREOF, this leasc is exccuted effective the date first writien above, md upon execution shall be binding upon the signalory whether of not the leasc has
been exscuted by all p iamed herein as Lessor.

LESSOR: vt 11 A\ A0t

[ ¥ 75 i

S %

DC""" o™
B ™ ] . 4

STATE OF TEXAS }
COUNTY OF ROBERTSON  }

This instrument was acknowledged before me on the / ? day of /-:‘-5 , 2008, by

Notary Public, of Texas
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Exhijbit “A”

Attached to and made a part of that cerwin Oil and Gas Lease dated February 14, 2008, by and between Stephen A. Boykin as Lessor, and Fortson Qil
Company, as Lessee, covering 065 acres of land, more or less, out of the Francis Slaughter Survey, Abstract No. 335, Robertson County, Texas.

0.065 acres of land, more or less, out of the Francis Slaughter Survey, Abstract No. 31335, Robertson County, and being Lot
Number Five (5) in Block Number Eighty-Eight (87) in the City of Franklin, in Robertson County, Texas, according to the map
of said City recorded in Volume 5, Page 253 of the Deed Records of Robertson County, Texas and being the same property
conveyed to Stephen Boykin by Linda §. Johnson and husband, Milford R. Johnson by Deed dated September 15, 2003 and duly
recorded in Volume 844, Page 483 of the Public Records of Robertson County, Texas.

SIGNEP%R IDENTIEICATION)

Do o TToal Fa
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Do
Exkibiy A Lyre

Attached o and made & part of that certain Oil and Gas Lease dated February 14, 2008, by and between Stephen A. Boykin s Lessor, and Fonson Oil
Compuny, as Lessee, covering 065 acres of land, more or less, out of the Francis Slaughter Survey, Abstract No. 335, Roberison County, Texas.

The following agreements and provisions shall supersede and govem the provisions in the printed form text of this
lease to the contrary, and shall insure to the benefit of, and be binding upon the parties hereto and their respective
heirs, representatives, successors and assigns. .

12. This lease shall be limited to oil, gas and other associated bydrocarbons and sulphur produced through the well
bore with oil and gas. All references in this lease to “other minerals” are hereby deleted.

13. Notwithstanding any provision herein to the contrary, upon the later to occur of (i) the expiration of the primary
term of this Lease {or the expiration of any extension or renewal thereof), or (ii) upon the expiration of ninety (90)
days following the completion of the last well drilled on the leased premises or acreage pooled therewith (whether
completed as a well capable of production in paying quantities or as a dry hole), operations for which were
commenced during the primary term, this Lease shall terminate as to any lands not included in a pooled unit, proration
unit for a lease well or other unit from which any well located thereon is producing or may be capable of producing in
paying quantities, or upon which drilling, reworking or other operations calculated to restore production are being
pursued as herein provided. After the expiration of the primary term of this Lease, if production on any pooled,
proration or other unit perrnanently ceases from any cause either voluntary or involuntary (and if this Lease is not
otherwise being maintained), this Lease shall terminate as to the lands included in such unit unless Lessee within
ninety (90) days thereafter commences reworking operations or the actual drilling of a new well thereon. In such
event, this Lease will continue in effect as to such unit so long as such drilling or reworking is prosccuted with no
cessation of such operaticns for more than ninety (90) consecutive days unti} production is restored.

14. Notwithstanding anything in this lease to the contrary, one (1) year upon the expiration of the primary term, this
lease shall terminate as to all of the leased premises save and except the depths from the surface down to one hundred

feet (100) below the stratigraphic equivalent of the deepest depth drilled in a well drilled on the leased premises or
iands pooled therewith,

13. Inthe event the Lease terminates as to any acreage or depths as contemplated in Paragraphs 13 and 14 above, then
Lessee shall within thirty (30) days after the partial termination of this lease for any reason as provided above, file of

record in the Office of the Robertson County Clerk, an instrument releasing this lease insofar as said lease has
terminated.

16. Lessee agrees that it {and any of its affiliated entities) will not conduct any drilling, exploration, production,
seismic or any other type of operations, or place any structures, pipeline or equipment of any nature, on the surface of
the leased premises. It is further agreed and understood that Lessce shall have the right to drill and operate directional
wells through and under said land, provided such bottem hole location is under the leased premises or lands pooled
therewith. To this end, Lessor hereby grants to Lessee a subsurface easement for all purposes associated with such
directional wells but only to the extent that such wells deveiop the leased premises or lands pooled therewith.

17. For purposes of this lease, the following terms shall be defined as follows:

{a) "commencement of drifling" of a well - the drilling of a well shall be deemed to have commenced on
the date of actual entry of the drillbit of a drilling rig, capable of achieving the total depth permitted and approve by
the Railroad Commission of Texas, into the soil of the leased premises or lands pooled therewith.

(b) "completion date” of a well - the completion date of non-producing wells shall be the date of final
plugging and abandonment, and the completion date of producing wells shall be the date the well is physically
completed and capable of production, including the completion of the potential test and all other tests required by the
Railroad Commission of Texas or ils successor regulatory agency; provided, the completion date shall never be more
than ninety (90) days following release of the drilling rig in the case of a dry hole, or release of the completion rig, in
the case of a completed well,

(c) “Operations for _reworking”, “reworking operations™, “commencement of reworking operations”,
“‘commence reworking operations” and “actual reworking operations™ shall have the same meaning being the actual re-
entry into an existing wellbore with a drilling or workover rig capable of re-entering and reworking such well and the
timely prosecution of such actual reworking operations with reasonable diligence toward the reestablishment of
production of commercial oil or gas from a previcusly producing zone or zones.

{d} “Production in paying or commercial guantities™ shall mean revenue from the sale of production from a

well sufficient to retum a profit, afier deduction of royalties, overriding royalties and production taxes, over and above
all direct operating costs, but not including capital costs or district office overbead not directly attributable to the
Leased Premises, for any consecutive twelve (12) month period.
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18. Notwithstanding anything in Paragraph 3 of the printed form to contrary, the royalties to be paid by Lessee are:

(@) Onall oil and on all liquid hydrocarbons extracted from gas under the provisions of Subparagraph (b)
below, one-fifth (1/5) of that produced and saved from the said lands, the same to be delivered to lessor into the
storage tanks or into the pipeline to which the wells may be connected, or, at Lessor’s option, such oil and liquid
hydrocarbons shall be sold with Lessor’s oil and liquid hydrocarbons at the same price received by Lessee (but in no
event for less than the market value thereof), or, at Lessor’s option, such products shall be delivered to Lessor at the
wells into tanks or other receptacles to be furnished by Lessor. Lessor's options hereunder may be exercised from time

to time, and the exercises or failure to exercise an option at any time shall not constitute a waiver of Lessor s right to
exercise further options.

(by On all gas produced from said lands, including casinghead gas and residue gas at the tailgate of any
plant through which gas produced from said lands may be processed, one-fifth (1/5) of the market value of the gas at
the place of use or sale by Lessee, Market value shall not be less than the ful! amount received by Lessee, either
directly or indirectly (excluding from any subsidiaries not at arm's length) for such products.

(c) On condensate and al other products separated, extracted or manufactured from gas produced from said
land by any extraction, absorption, pressuring or other plant belonging wholly or in part to Lessee or any subsidiary
company, one-fifth (1/5) of the market value at the plant of all such condensate and other products so separated,
extracted or manufactured. Market value shall not be less than the full amount received by Lessee, either directly or
indirectly (excluding from any subsidiaries not at arm's length) for such products,

(d)  Oncondensate and all other products separated, extracted or manufactured from gas produced from said
lands by an extraction, absorption, pressuring or other plant belonging to a third party or partics, one-fifth (1/5) of the
amount received by Lessce from the sale of condensate and other products separated, extracted or manufactured by
said plant and credited to Lessee under the terms of Lessee’s contract with such plant.

(e) For the purpose of computing Lessor's royalty on gas, “market value” is defined as being the highest
price reasonably obtainable for the quantity and quality of gas available for sale, through good faith negotiations for
gas produced from the said lands (including residue gas as above defined) at the place where such gas is available for
sale on the date of such contract,

H Lessee shall pay to lessor royalty at the applicable royalty rate on any monelary seitlement received by
Lessee from any breach of contract by Lessee’s purchaser relating to the marketing, pricing or taking of oil or gas
production from the leased premises.

(g)  Shut-in royalty payable hereunder shall be computed on the basis of $25.00 per acre. Lessee may
perpetuate this lease by paying shut-in royalties for no more than two (2) consecutive years or three (3) years of
cumulative time.

(h)  Afier payment of first runs under this Lease (not to exceed one hundred twenty (120) days after first
production), all royalties that may become due hereunder shall be paid to Lessor promptly after sale of such production
and in any event on or before the last day of the second month following the month in which said oil or gas is
produced, and shall be accompanied by a voucher showing the volume and disposition of all oil and gas produced and
the proceeds of sale of the oil and gas, accounting separately for oil, together with an accounting of all gas,
condensate, and each plant product which is produced and sold. Lessee shall deduct or cause to be deducted from
royalties paid to Lessor, and shajl use its best efforts to accurately determine and pay, or cause to be determined and
paid, production and severance taxes, excise taxes known as windfall profits taxes, and any other taxes chargeable to
said royalties which Lessee, or any party purchasing oil or gas produced from the lease, is required to pay on account
of or attributable to said royalties, and shall currently provide Lessor, or cause Lessor to be provided, with accurate
statements of any and all such taxes chargeable to current royalty payments; provided, however, Lessee shall incur no
liability for an improper or erroneous payment of such taxes, except as a result of willful misconduct or gross
negligence of Lessee,

(4] Lessor shall have the right at all reasonable times after ten (10) days written notice to Lessee, at the
offices of Lessee, to personally or by representative inspect the books, accounts, contracts, records and data of Lessee
pertaining to the development, production, saving, transportation, processing, treating, sale and marketing of oil and/or
gas hercunder.

6] Lessee shall have free use of oil and/or gas from its well located on said lands for all production
operations hereunder, and the royalties on oil and/or gas shall be computed after deducting any so used, provided that
Lessee shall not use any oil and/or gas from any well focated on said lands for the drilling of an additional well(s) on
said lands.

19. If Lessor brings suit to compel performance of, or to recover for breach of any covenant or conditi(,m here?n
contained, or for declaratory relief, and prevails therein, Lessee agrees to pay to Lessor reasona]:lc attorney’s feeg in
addition to the amount of judgment and costs. Any actions concerning this lease shall be brought in Robertson County,
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T_cxas. Lessor shall have the right to use the name and address of the last valid Lessee under this lease for notice and
citation purposes for any claim or cause of action,

20. All notices or any other communication between Lessor and Lessee required or authorized under the terms of this
lease shall be made to the parties at the addresses shown in the first paragraph hereof, All such notices shall be
considered delivered when delivered in person or properly deposited in the U, S. Mail far delivery to the above
addresses. The parties hereto may designate an address other than that shown above as the address of record, by
written notice of such address chenge to the other party. No such change of address of record shall be binding on the
other party hereto until thirty (30} days after such notice has been delivered to the other party hereto. During the thirty

(30) days following notice of an address chenge, notices and other communications may be properly delivered to
either the old or new address.

2], Events of force majeure shall exclude any occurrence or cause reasonably within the control of Lessee, Moreover,
Lessee shall take all reasonable actions to remove or end any cause of force majeure as soon as reasonably possible.

In no event shall this lease be perpetuated by an event of force majeure for a period of more than one (1) consecutive
year or three (3) years of cumulative time.

22, The failure of Lessor to insist, in one or more instances, upon strict compliance by Lessor with any of the
provisions of this lease or to take advantage of any right hereunder, shall not be constructed as a waiver of any such
provision, nor the relinquishment of any such rights, but the same shail continue and remain in full force and effect.

23, Tt is agreed that neither this lease nor any terms or provisions hereof shall be altered, amended, extended or ratified
by any division order or transfer order executed by Lessor, but that any division orders or transfer orders shall be
solely for the purpose of confinning the extent of Lessor’s interest in production of oil and gas from said lands. Any
amendment, alteratipn, extension or ratification of this lease or of any term or provision of this lease shall be made by
&n instrument in writing clearly denominated as to its purpose and effect, describing the specific terms or provisions of
the lease affected and the proposed change or modification thereof, and executed by the party against whom it is to be

enforced. Any such amendment, alteration, extension or ratification not so drafted and executed shall be of no force or
effect.

24. LESSEE SHALL INDEMNIFY, DEFEND AND SAVE LESSOR HARMLESS FROM AND AGAINST ANY
AND ALL CLAIMS, DEMANDS, AND CAUSES OF ACTION, OF ANY NATURE, INCLUDING ATTORNEYS’
FEES AND COSTS, FOR ANY INJURY TO OR THE DEATH OF PERSONS, AND/OR LOSS OF OR DAMAGE
TO PROPERTY, RESULTING FROM OR ACCRUING IN CONNECTION WITH OR IN ANY MANNER
ARISING OUT OF THE EXPLORATION, DEVELOPMENT, OR OPERATION OF THE LEASE PREMISES AND
THE MARKETING OF PRODUCTION, REGARDLESS OF WHETHER COMMITTED OR CONTRIBUTED TO
BY LESSEE, ITS AGENTS, CONTRACTORS, LICENSEES, OR INVITEES.

25. Lessce agrees to pay Lessor for any damages caused by Lessee"s operations resulting to the surface of said lands,
including damage to roadways, fences, permanent or temporary structures of any kind or character, water wells, water
pipes and other components of Lessor’s water system, sewer pipes, lift stations, waste waler treatment plants and other
components of Lessor’s sewer system.

26. Lessee covenants that it will strictly comply with all applicable laws, regulations and ordinances in conducting all
operations under this lease. Lessee covenants that in the conduct of its operations hereunde_r, it will comply at Plt
times with Chapter 4, Section 8 of the Franklin City Code, as the same may be from time to time amended, and with
any and all other ordinances regulating the conduct of Lessee’s operations hereunder, ) Lc_:ssge gpe_clf.ically covenants
to comply with Chapter 4, Section 8 (as amended) in its operations in Lessor's extraterritorial jurisdiction.

27. Lessee shall not revise any pooled unit formed hereunder without the consent of Lessor, which consent shall not
be unreasonably withheld. :

SIGNED ;ﬁg IDEWJIFICAHON; )
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Producers 88 (7-69) Paid Up o Yol Fa
Wilh 8§40 Acres Pooling Provision A T e

OIL, GAS AND MINERAL LEASE Accested for Filims int

Robertson Coumty
M: ] 10,2008 ot 11:294
THIS AGREEMENT made this 7th day of July, 2008, , but effective July 25, 2008, between 2007 ; TR oT"hip P, by
*== Lessor, (whether one or more), whose address is P.Q. Box 78, Franklin, ... ..., _ .. b we

AW B, 1Y (Y, Lianioe ¢ Suite 1000, Dallas, Texas 75240, Lessee, WITNESSETH:

1. Lessor, in considerstion of Ten and na/100 ($10.00) Dollars, receipt of which is treby acknosdadged, and of the covenams and agreerments of leages
hereinafler contained, does herchy grant, lease and Jel unto lexsee the land covered hereby for the purposes end with the exclusive right of exploring, drilting,
mining and optrating for, producing wnd owning oil, gas and all other mincrals (whether or not similar to those mentioned), together with the right 1o make
surveys an said land, lay pipe lines, eatablish and utilize facilities for surface or tubsurface dlaposal of it water, construct roads and bridges, dig canals, build
lanks, power statians, welephone lines, employee houses and ofher Siructires on sid land, necessary or useful in kessee’s operations in exploring, drilling for,
producing, treating, storing and fmsporting minerals produced from the land covered herebry or any ather Jand sdjacent thereto. The land covered hereby, herein
called "said land", is located in the County of Robertson, State of Texgg, and is described ag follows:

320.0 acres, more ar leas, being all of the Jese Baliey Survey, A-69, Robertson Cownty, Texas, being the same land described in a Patont from the State

of Texns to the Helrn of Jesse Balley, Decenped, dated April 16, 1871 sud recorded in Vol. 21, Page 201 of the Officlal Records of Rebertson County,
Texar

Notice of Confidentiality Rights: If You are a nataral person, you may remove or strike any
-of the following information from this instrument before it is filed for record in the public
records: your social security number or your driver's license number,

FOR ADDITIONAL PROVISIONS TO THIS LEASE, PLEASE SEE EXHIBIT "A" ATTACHED
TO AND MADE A PART OF FOR ALL PURPOSES.

This lease cover and ineludes, in sddition to that above doscrib d, all land, if any, contiguous or adji 0 or sdjoining the land sbove described and {3) owned
or claimed by lessor by limiwtion, prescription, p ion, ion or ded instrument or (b) as 1o which leasor bas a preference night of scquisition.
Lessor agrees o any suppl 1 q d by leases for a more compl descript of xaid tand. For the purpose of determining
the smount of any bonus or other payment hereunder, said land shall be deemed to contain 320.0 acres, whether actually containing more or ius, and the
recitsl of acreage in any tract shall be deemed i be true screage thereof, Lassor accepts the bonus as tump sum consideration for this leass and all rights and
opiions hercunder.

2. Unless sooner terminated or longer kept i furco under other provisions hereof, this lease shall remain in farce for a tarm of tree @) years from July 18,
2008, herrinafler called "primary tzrm”™, and a3 long thereafter as ions, ag herst defined, are conducted upon said land with no cessation for more than
ninety (90) conbesutive dayy.

3. As royalty, leasee covenants and agrees: (u) To deliver 19 the credit of lessor, in the pipe line s which leasee may connert ity wells, the equal one-cighth
part of all oil produced and saved by bessee from said land, or from Hme W time, atthe oplion of lesses, top pay lessor the avernge market prico of such one-cighth
part of such oll at the wells 83 of the day it is run (o the Pipe line of storage tanks, lessor's interest, in either case, 4o bear onc-¢ighth of the cost of treating oil to
render it marketible pipe line oil: (b) 1o pay lessor on gas and casinghesd gas produced from eaid lund (1) when sold by jessee, one-eighth of the amount realized
bylusu:,compuwdltlhemlhoflhewcll,w(!)ﬁmwusedbylnmeoﬂ'nidlmduriuﬂ\e fi of gusoline or other products, the market value, at
the mouth of the well, of ome-eighth of such gas and casinghead gas; ©) To pay lessar on all other minerals mined and marketed or utilized by lessee from said
land, one-tenth cither in kind or value at the well or mine at lessee’s slection, eacepl that on sulphur mined and marketed the royalty shall be one dollar ($1.00) per
Tomg ton. I, st the expiration of the primary torm or st any time or times thereafler, there is any well on said land or on lands with which said land or any portion
thereof hag beten pooled, capable of producing oil or gas, and all such wolls are shut-in, this lease shall, nevertheless, continue in force s though aperations were
being conducicd on said land for so long as said wells we shut-ins, and thereafier thig lease may be continued {n force as if no shul-in had ocourred. Lesgee
cavenant and agrees 10 use reasonable diligence o produce, wtilize, or market the minerals capable of befng produced from said weils, bul in the exercise of such
diligence, Jesace shall not be obligated to install or furnish facilities other than well facilities end ordinary lease facilities of flow lincs, scparator, and lease tank,
and shall not be required to settle labor trouble or to market gas upon terma vnacceptable 1o lessce, If, st mny time or tinea afler the expiration of the of the prinary
tem, all such wells are shut-in for a period of ninety consecutive days, and during such tinw: thero are no operations on said land, then at or bofore the expiration of
said ninety day period, lessct shall pay or wender, by check or draft of lessee, a3 ruyalty, a sum equal to one dollar {31.00) for each acre of land coversd heseby.
Lesace shall make like payments or tenders a5 or before the end of each mnniversary of the explration of said ninsty day pericd if upan such anniversary this leasc
s being continued in force solely by reason of the provisions of this paragraph. Each puch piryment or wnder shall bs made to the parties who at the time of
payméit would be entitled to receive the royalties which would by paid under this lease if the wells were producing, and may be deposited in the Eay Direct 1o

¥ which shall continue a5 the depositories, regardiess of changes in the ownership of shul-n royahy. I at any time that tesaco pays or
lenders shut-in reyalty, two or more parties are, or claim o be, entitled to roceive same, Jeasee may, in leu of kny other method of payment herein provided, pay
or wender guch shut-in royalty, in the manner above specified, cither Jointly to quch parties or separutely to each in sccordance with their respective ownerships
thereol, us lessee may elect Any payment hereunder may be made by check of draft of lessee deposited in the mait or delivered to the party entitled 1o receive
payment or o & dopositary bank provided for above on or before the last date for payment. Nothing herein shall jmpair legsee's right 10 release s provided in
pargriph 5 hereof. In (e event of axsignment of this lease in whele or part, linbility for payment b der shall rest exclusively on the then owner or owners of
this lease, peverally as to acreage owned by each.

4. Lessee ig herchy granted the right, at ils option, to pool or unitize any land covered by this lease with any other tand covered by thia lease, and/or with
any other land, lease, o leasey, a8 1o any or al) mincruls or borizons, 80 as to extablish wnits containing not more than 8¢ aurface acres, plus 10% acreage
toierance; provided, however, units may bo eatablished as to anyone or Mo horizons, or existing units may be enlarged a3 10 anyone or more hatirona, 50 a3 to
contain rot more that 640 surface sercs plus 10% acreage tolerance, if limiwd W ane or more of the following: (L} gas, other than casinghead gas, (2} liquid
hydrocarbons (condensate) which are not liguids in the subsurface reservoir, (3) minerals produced from wells clasxified as gas wells by the conservalion sgency

having jurisdiction. If larger units than sny of thosc herein permitied, cither at the time established of Afler ‘ent v required under any govemment ruie
oF onder, tor the drilling or operation of & well ata regular location, or for obtuining b allowable from any well 1o be drilled, drilling, or stready drilled,
any such unit may be ished ar enl to conform o the size requi by nxh g order or rule. Lesscs abell exorcise sid option as to cach

desived unit by executing an inatrument identifying soch unit ind fiting it for record in the public office in which this leass is recorded. Eech of aaid options may
be c:xercised by lesace a¢ any Hime and from time 10 time while this lease i in force, and whether before or after production has been establishod either on said
land, or on the portion of said land included in the unit, or on other land unitized therewith, A wmit established hereunder shall be valid and sffective for ail
purpeses of this lease even though there may be mineral, royalty, or feaschokd interests in lends within the unil which are aot effectively pooled or unitind, Any
operations conducted on ny part of such unitized land ghall be idered, for sl p except the pay of royslty, operati ducted upon said land
under this Jease. There shall be sllocated W the land covered by this lease within each such unit {or 1o each scparals tract within the unit if this leage covers

mnmmunfmrﬁwminmhlmd(arinmhml\npmwm)whymhknewiﬂltnﬂumﬁlbmwlheumlnmbunfmfnumint.beunil.
and the production so all d shall be ideved for all purposes, including y or deli y of royalty, ovexriding royaity and any other payment cut of
production, 1o be the entire prmduction of unitized i ‘ﬁnmthehndm!dlidu.llouhdhlh:mmnnuulhou;hpmdlnadﬂmcfmmuudulhamof
this lease. The owner of the reversionary estats of any royalty or mineral estata agrees that the accrua! of royaltics pursuant to this paragraph or shut-in royalties
from s well on the unit shell satisfy any limitstion of term quiring praduction of oil, of gas. The formation of ay wnit b Jer which includes land not d
by this Iaush-llnnihw&:d&n!ofexchmh;mnm&nimmyhmwmmu lemse (including, without limitati mny shut-in royalty which may
bemmplylbkunderﬂ-ishlu)bﬂmnpuﬁunmn;inminlmdwveredby&inlnumdwﬁumimhu-hinI.lndmtwvwadhymialuu
Neiﬂwsh-ilitinqnirmcri;luoﬂumhwhnnupmvidedinpuurq:hShanof.nuplﬂmluumynmwrehuubhﬂuwiminlunilwhilarhﬂvm
omuumdutmfnrmitiudnimllmdmalllusulmre]euedumhnd.lﬂdlinﬂleunit.luwu'm:whﬂcﬂdlluneilinl'umeleuunnydim]umy
unit established hereunder by flling for record in the public office where this lesse i recorded a declaration 1o that eflect, if st Ut time no aperations are being
conducted thereon for unitized mineuls. Subject w the provisioms of paragreph 4, & unit once catablished hereunder shall remain in force 30 long. u any leapc
subject therets shall remain in force Ifthialuunnworhuuﬂuwvmmwmmwolinsmmiﬁnﬂm of royalty interests as between any such
separale racls it intended or shall be implied or result terely from the inchusion of such scparato tracts within this lesse but lessee shall nevertheloss have the
Tight (o pool or unitize as provided in this p ph 4 with Jlocation of producti a3 herein provided. As used in Ghis paragraph 4, the words
"SEPAIRIS tract” mean any ot with roysity ownership differing, now or hereaficr, eilhtr at to partics or amounts, from that us to any other part of the lcased
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PrEmiss.

5. Levber reby at any lime and from time lo ime execute wnd deliver to leasor or file for mecond a release of this lease as \o any part or afl of 3aid land or of
any mineral or horizon thersunder, wnd thereby by relieved of sl obligations, as to the released acreage or mterest

6. Whenever used in this lease the word "operations” shall mean operations for and any of the following: drilling, testing, completing, reworking,
recompleting, deepening, plugging back oc repalring of 1 well {n search for of in an endesvor o obtain production of oil, gas, sulphur or other minenals, excavating
4 mine, production of oil, gas, sulphur of other mineruls, whether or not in paying quantities.

7. Leasee shall have Lhe use, free from royalty, of waie, other that from lessor's waker wells, and of oil imd gas produced from said lund in all operations
hereumder. [essee shall have the right at any tme o remove all machinery ind fixtures placed on said land, including the right 10 draw and remove casing. No
well shall be drilled negrer than 200 feet tn the house or bam now on &aid land without the consent of the Jessor. Lessee shall pay for damages caused by its
cperations to growing crops and tmber on said land.

B. The righls and evtate of any party hereto may bo sssigned from tima to ime in whole or in part and ks Lo any minerl or horizon. All of the covenants,
obligations, end comsiderations of this lease shall extend (0 snd be binding upon the parties hereto, their heira, succegsory, msigns, and succeasive wsigns. No
change o division in the ownership of said land, royalties, or other moncys, or sny part thereof, howsnever offected, shall i the obligstions or dirvmish the
righs of lessce, including, but not fimited to, the location and drilling if weils and the of production. Notwithatanding any other actual or
constructive knowledge of notice thereorl of of 10 leasce, it successars or saaigns, no change or division in the owncrship of suid land or of the royalties, or other
moneys, of the right to receive the same, howsoevir offected, shall be binding uport the then record owner of this lease until thirty (30) days sfler there has been
fumnished to such Tecond owner ai his or its principal place of business by lesaor or lesaor's heirs, succetrors, of assigms, notice of such changs or division,
supporied by either ariginals or duly certified copicy of the instruments which have been properly filed for record and which evidence such changs or division, and
of such court retords and proceedings, Tanscripa, or other d as shall be y in the opinion of such record owner 1o esublish the validity of such
chimge of division. If any such change in ownership occurs by reason of death of the owner, lessee may, nevertheless pay or tender such Toyalries, or other
maneys, or part thereaf, 10 the credit of the decedent in & deposilory bank provided for above.

9 . In the event keusar comsiders thet kessce hat not complisd with all its obligations wercunder, both expreas and implied, kessor shall notify lesec in writing,
seting oul specifically in what respecty lessee has breached this contact. Leases shall then have sixty (60} days afier receipt of said notice within which 1o meet or
commence Lo meet 111 or Aty part of the breaches allcged by leagor, The service of said notice shall be procedent to the bringing of sny sction by lessor on aaid
lease for any cause, and no such acticn shall be brought until the lapse of sixty (60} days after service of such notice on lessee. Neither the service of said notice
nor the doing of any acts by Jewsee aimedd to meet all or any of the alleged breaches shall be deemed an admission or presumption that lessee has failed to perform
nllmobhmcmhemmla Lfﬂu:lﬂnuﬂnedhdfnrmyuuu, it shall nevertheless remain in force and elfutuln(l)l:ﬁ\umlm wroumd each well g
w which there are operations to constitute o drilling or muaximum allowsble unit wnder applicat lations, {but in ne event leas that forty scres),
mmum:mhduwutdbyluluunwly us practicable i the ﬁ)rmohlqmemwmdntlnwell,ormmhahlpeuﬂmnlmgmlsmmn and (2}

any part of said lend included in & pooled unit on which there are opertions. Lessee shall alzo have such easemenis on sald land a3 are necessary (o operations on
the acreage sa retamed.

10. Léssor hereby wamants and agrees o defend titis to said land against the claims of all persons whomsocover, Lessor's rights and interest hereunder shalt
be charged primarily with any mortgages, taxes or other liens, or interest and other changes on eaid land, but lessor agrees thal fesseo shall have the right at any
time W pay or reduce same for leasor, cither before of after maturity, and be sutrogated o the rights of the holder thereof and to deduct smounts so paid from
roysltics or other paymenis payable or which may becorne paysble to lessor and/or assigas under this Icase. IT this lease covers u less interest in the oil, gas,
sulphur, or other minerala in all or any part of s3id Iand than the entire und undivided fee simple catato (whether lessor's nterest id herein specilied or not), of no
inuerest therein, then the royalties and other moncys accruing from any part aa Io which the lease covers less than such full interests, shall be paid only n the
propodtion which (he interest therein, if any, covered by this leass, bears to the whole and undivided foe simple catate therein. All royalty intwrest covered by this
Tease (whether or not owned by lessor) shall be paid out of royalty hersin provided. Thia lease shall be binding upom each party who exccuted it without regand o
whether it is exceuted by all thoae named herein us lessor.

+ If, while this kase is in force, at, or afler the expiration of (he primary term hereof, it is not bemg continued in force by reason of the shut-in well
pruvuswnl of paragragh 3 hersof, and Jesaee is not conducting aperations on md Imd by reason of (l} any law, omder, rule or regulation, {(whether or not
subsequently determinad to be nvalid) or {2) any other cause, whather airdlar or dissimilar, {axcept 1} beyond the ble control of lessee, the primary
term beresf shall be extended until the first anniversary date hereof occurring ninety (90} or more days following the b of such delaying cause, and this
lease may be extended by operations as if such delay had not occurred.

IN WITNESS WHEREOF, this instrument is executed on the daus first above writtzn.

- - [\
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ACKNOWLEDGMENT
STATE OF TEXAS
COUNTY OF SMITH

THIS INSTRUMENT WAS ACKNOWLEDGED BEFORE ME ON THE 7th DAY ~Z.
TUTT I RISTNE

Doc Rl Vol Fs=
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EXHIBIT “A™

Attached hereto and made a part hereof that certain Oil, Gas and Mineral Lease dated July 7, 2008 by and
between 2007 McBeth Limlted Partnership, LP, Glynda McBeth, General Partner, as Lessor, and EnCana
Oll & Gas (USA) Inc., as Lessee.

The provisions of the hereinafier paragraphs shell supersede and govern the provisions of the printed form text of this lease and shall
inure to the benefit of, and be binding upon the parties hereto and their respective heirs, representatives, suceessors and assigns.

ROYALTY

It is agreed and understood that whenever the designation "one-eighth" (1/8) appears in paragraph 3 hereof, the
same shall be deleted and the designation "twenty percent" (20%) shall be substituted therefor.

HORIZONTAL/VERTICAL PUGH

Not withstanding anything herein to the contrary, at the end of the primary term of this iease, it is understood
and agreed that after the completion of a well capable of producing in paying quantities upon the herein
described lands, or on lands pooled therewith, Lessee shall designate an area around each well which shall be
referred to as unitized acreage. AL such unitized acreage shall be held by actual production or shut-in royalty
payments as herein provided. All acreage covered by this lease and not included as unitized acreage shall be

held anly by the remaining provisions of this lease and not production or shut-in payments. Unitized acreage
shall be defined as follows;

As to any well classified as an “0i] Well’:

(1) 40 acres above 8,000 feet;
(2) 80 acres below 8,001 feet

As to any well classified as a ‘Gas Well™:

L 160 acres plus 10% tolerance in surface area from the surface of the earth to and
including 7,500 feet below the surface of the earth, and;

it. 320 acres plus 10% tolerance in surface area for all depths below 7,501 feet from
the surface to and including 10,000 feet, and;

iii. 640 acres plus 10% tolerance in surface ares for all depths below 10,001 feet.

This lease shall terminate as to all depths one hundred feet (100 below the stratigraphic equivalent of the
greatest depth drilled and logged by any well drilled on the leased premises or on acreage pooled therewith on
the latest of the following dates: (1) the expiration of the primary term; (2) the expiration of ninety (90) days
following the completion or abandonment of any well drilled on the leased premises, or acreage pooled
therewith, the drilling of which was in progress on or before the end of the primary term, and in such event,
Lessee shall prompily record an appropriate act of partial release and upon such termination, Lessor, its Lessee
or assigns shall have the right of use of the leased premises for the purpose of investigation, exploration and
production of minerals from the horizons to which this lease has terminated.”

SHUT-IN ROYALTY
Any provision contained herein to the contrary notwithstanding, the right to maintain this leage in force and

cffect by the payment of shut-in royalties as set out in Paragraph 3 supra, is a recurring right which may be
exercised by Lessee from time 10 time but shall not exceed two (2) cumulative years.

SHUT-IN ROYALTY PAYMENT
For purposes of paying shut-in royalties, royalties shall be calculated at $5.00 per acre per year.

ROYALTY PAYMENT PROVISION

Royaltics payable to Lessor for oil or gas praduced and sold from the premises in the manner herein above
provided for are due and payable to Lessor within a period of one hundred and twenty (120) days for the Frst
payment and ninety (50) days thereafter following each month's production of oil or gas produced and seold from

the premises. Thereafter, such payments shall be delinquent and will bear interest at the rate of twelve percent
(12%) per annum until paid.

INDEMNIFY

Lessor agrees to indemnify and save Lessor harmless from all claims of air, water or surface premises and for
the remediation thereof when such pollution ot other environmental damage was caused by the operations under
this lease by Lessee or its agents, employees and contractors. Lessee agrees to notify Lessor in writing of the
existence of any such damage within ten days after it first becomes evident.

Dn'— [~ 1 P LI [ =1
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OPERATIONS

All operations under this lease shall be at Lessee's sole cost, risk and expense. This lease shall not create a
partnership, join venture or association of any kind between Lessor and Lessee, and Lessor shall not be jointly
liable with Lessee for any expenses, claims or causes of action arising from Lessee's operations,

WARRANTY
No warranty of title provisions, except by through and under Lessor only and no return of bonus.

ROYALTY CHARGES

Lessor's royalty herein is free of all charges and costs whatsocver including but not limited to production,
compression, cleaning, dehydration, detoxification, in-field transportation, accounting and marketing; prior to
the transfer of title, except that Lessor's royalty will be responsible for its pro rata share of all taxes imposed on
severance or production by any municipal, state or federal agency. "It is specifically agreed by the parties hereto
that if Lessee is able to find a market for the gas produced from the leased premises or pooled acreage that
yiclds a price for such gas which, after deducting transportation costs, exceeds the price that would be received
from markets available within the field from which the gas is produced, then, in such case, Lessor shall bear its

proportionate share of transportation costs associated with transporting such gas to markets located outside of
the field."

OIL & GAS ONLY /EXCLUDED MINERALS
This Lease covers only oil, gas and all other hydrocarbons; therefore the right to any and all other minerals is
hereby expressly excluded from this lcase, except those associated substances as are saved or refined as

products of, or in connection with, the commercial production of oil, gas and all other hydrocarbons from the
leased premises.

SIGNED FOR [DENTIFICATION

D""""' [ =} % LY PN | [ — 2]
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EXHIBIT "A"

Attached to and made a nart of that certain Oil and Gas lease dated July 13, 2005, by and between
as Lessor, and e wus s \wees, W a8 Lessee and covering 337.517 acres of land in the Jeremiah ‘I'mnan
Survey (A-45) and the George Hebgen Survey (A-189), in Robertson County, Texas.

The following agreements and provisions shall supersede and govern the provision in the printed form text of this
lease to the contrary, and shall inure to the benefit of, and be binding upon the parties hereto and their respective
heirs, representatives, successors and assigns. Further, this lease has been mutually drafted by Lessor and Lessee.

15. Notwithstanding anything to the contrary contained herein, this iease covers only oil and gas, including
other liquid and gaseous hydrocarbons, as well as such other minerals or substances as may be produced incidental
to and as a part of or mixed with oil, gas and other liquid or gaseous hydrocarbons, but this lease does not cover
gravel, uranium, fissionable materials, coal, lignite or any hard minerals or substances of any type which shall be
produced from the leased premises separate and apart from, or independently of, oil, gas or other liquid and gaseous
hydrocarbons.

16. Notwithstanding anything to the contrary, if, at the end of the primary term of this lease, a portion of the
land covered by this lease shall not be included in any unit or pool, and provided there is no production of or
reworking or drilling operations for or in respect to a non-unitized mineral on any part of the land covered by this
lease, then this lease shall automatically terminate as to such part of the leased land located outside of any unit or
poot, but said lease shall remain in force, in accordance with all of its terms and provisions, in the event there is
either production of a non-unitized mineral on the land covered by said lease or drilling or reworking operations
result in production of a non-unitized mineral in paying quantities from the leased premises.

17. Notwithstanding anything contained herein to the contrary, at the expiration of the primary term or any
continuous drilling operations as provided in Paragraph 5, herein, whichever is the later, this lease shall terminate as
to all depths below one hundred feet (100") below the stratigraphic equivalent of the deepest depth then producing
logged and found to be capable of producing minerals in paying quantities on the leased premises or on the lands
pooled therewith. Then and in that event, Lessor and Lessor’s assigns shall have the right to dril) through all
shallower depths to reach such deeper depth.

18. Lessee shall adequately protect the oil and gas under the above described land from drainage from adjacent
land or leases. The Lessee shail drill as many wells as the facts justify, necessary for the effective protection against
drainage from such adjacent land or leases as would any reasonable and prudent operator. Neither the bonus, annual
rentals, nor royalties paid or to be paid hereunder shall relieve Lessee from the obligations herein expressed.

19. Lessee or the purchaser of oil and/or gas or other products produced from the leased premises will pay to
Lessor the royalties provided for herein within the time provided in §91.402 of the Natural Resources Code of the
State of Texas and upon failure to pay within the stated time to pay interest thereon as provided in §91.403 of the
Natural Resources Code of the State of Texas. Furthermore, Lessee agrees not to withhold any royalty due Lessor
under this lease because of titie problems which may exist under acreage in which Lessor does not own an interest.

20. Lessee agrees that all royalties accruing under this lease shall be without deduction for the cost of
processing, gathering, storing, separating, treating, dehydrating, transporting and marketing prior to the transfer of
title to the oil and/or gas produced hereunder. All past due royalties shall be subject to a Late Charge based on the
amount due and calculated at the maximum rate allowed by law commencing on the day after the last day on which
such monthly royalty payment could have been timely made and for every calendar month and/or fraction thereof
from the due date until paid, plus attorney’s fees, court costs, and other costs in connection with the collection of the
unpaid amounts. Any Late Charge that may become applicable shall be due and payable on the last day of each
month when this provision becomes applicable. The above described Late Charge is understood and agreed to be

liquidated damages for breach of a covenant of this agreement and not compensation for the use or forbearance or
detention of money.

21. The royalty on gas and casinghead gas that is to be paid to the Lessor shall be a price that is not less than
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the gross price teceived by Lessee or its affiliates in an arms length transaction with a non-affiliated "third party"
purchaser, As used herein, the term "third party” shall mean a person, firm, corporation or other entity not a
subsidiary or affiliate of Lessee, with whom the Lessee deals at arms length. All royalties to be paid to Lessor on
gas and casinghead gas shall be a gross price and shall be determined and paid without deducting any development,
production, dehydration, compression, processing, transportation, treating or any other deductions or offsets of any
kind that may be incurred in making the gas and / or casinghead gas available for market except taxes applicable to
Lessors' share of the gas produced.

22, It is understood that in the event Lessee should for any reason enter into a gas sales contract covering the
sale of gas (including casinghead gas and/or other gaseous substances) produced from or attributable to the leased
premises to a purchaser which is owned or controlled by Lessee, or which is a subsidiary or affiliate of Lessee, or of
which Lessee is a subsidiary or affiliate, then and in that event, the royalties on such gas payable by Lessee as
provided elsewhere in this lease shall be calculated and paid on the basis of the market value thereof The term
"market value” as used in this paragraph shall mean the average of the two (2) highest prices being paid for gas (on
an MCF basis) located in the field in which the leased premises is located under existing contracts of like duration
having been entered into within one (1) year of the purchase of gas and/or casinghead gas from a well drilled on the
leased premises or on lands pooled therewith. Further, Lessor is responsible for proof of higher contracts for like
quality of gas existing in the same field in which the leased premises is located.

23, Lessee agrees to indemnify, protect and hold Lessor (and surface owner if different from Lessor) harmless
of and from any and all claims, demands, costs (including but not limited to attorney's fees), expenses, damages,
losses, and causes of action or suits for damages arising out of injury to persons(including death) and injury or
damage to or loss of any property or improvements, including environmental claims, caused by Lessee, his agents,
~ employees, servants, contractors, or any person acting under its direction or contract. Further neither Lessor (nor
surface owner if other than Lessor) shall ever be liable for any claims, demands, costs, expenses, damages, losses
and causes of action or suits for damages because of injury to persons or property, including environmental claims,
arising out of acts or omissions of Lessee, its agents, employees, servants, contractors, or any person acting under its
direction and control on said lands.

24, If so requested in writing by Lessor, Lessee shall deliver to Lessor copies of any titie opinions which cover
all or any portion of the leased premises which may be prepared in connection with Lessee’s operations hereunder.
Further, Lessee shall provide Lessor with a copy of each well location and plat for wells permitted on the leased
premises or acreage pooled therewith when same is filed.

25. Lessee shall be solely responsible for full compliance with all rules and regulations of the Railroad
Commission of Texas, or any governmental agency, in all of its operations on the leased premises and especially
including the properly plugging of any well that is to be abandoned on the leased premises [except water well(s), the
plugging of which shall be the responsibility of Lessor if Lessor has assumed ownership of said water well(s)] and
does hereby indemnify and agree to hold Lessor harmless against any such rules or regulations.

26. All division orders tendered to Lessor under the terms of this lease shall strictly comply with terms of this
lease and the Lessor shall not be required to sign division orders not so complying.

27. Lessee agrees to furnish Lessor, within sixty (60) days after the termination of this lease, a duly executed
and acknowledged instrument releasing or evidencing the termination of this lease as to all of the leased premises.

28. Lessee shall give notice to Lessor of any assignment of this lease, within sixty (60) days, to include the
name, address, and telephone number of the assignee. No assignment shall operate to relieve Lessee of any
obligation or implied covenants hereunder. Notwithstanding anything contained herein to the contrary, upen
furnishing Lessor with notice of any assignment of this lease as provided in this paragraph, Lessee shall be relieved
of the responsibility of notifying Lessor regarding any subsequent assignments made by Lessee’s assignee(s) and
Lessee shall not be liable for any liquidated damages associated with said assignee’s failure to comply with this
provision.

29. This lease shall not be kept in force by the payment of shut-in gas royalties as provided in paragraph three
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(3) of this lease for a period in excess of two (2) years in the aggregate. Under paragraph three (3) Lessee agrees to
pay Lessor a minimum shut-in royalty of $25.00 per net mineral acre per year as shut-in royalty. Lessee’s failure to
properly pay shut-in royalty under paragraph three (3) of this lease may be grounds to terminate said lease,
However, in that event, Lessee is hereby granted a reasonable amount of time to rectify said failure, not to exceed
ninety (90) days after having been notified in writing by Lessor of said failure.

30. Should Lessee elect to pool or unitize any land covered by this Lease pursuant to Paragraph 6 or other
portions of this Lease, then and in that event, Lessee shall pay Lessor royalties as if the portion of such land so
pooled or unitized had been in the pool from the first date of production of the first well completed in such unit,
regardiess of when the land is pooled or unitized. Lessee shall pay Lessor any and all royalties due Lessor for prior
production within One-Hundred Twenty (120) days from the date the land is included in the pool or unit.
Notwithstanding anything contained herein to the contrary, it is expressly agreed and understood that in the event
that Lessee elects to pool or unitized and unitizes any of the Leased premises, then not less than one-third (1/3) of
the leased premises will be inciuded in such pool or unit.

31. Surface Usage:

a. In no event shall Lessee conduct any operations within 400 feet of any house, barn, mobile home, well or
other structure located on the leased premises at the time Lessee begins drilling any well located on the leased
premises.

b. All slush pits or evacuations of any nature made by Lessee on the leased premises shall be fenced by Lessee at
its cost and expense with temporary fencing to protect livestock from such pits or excavations during drilling
operations.

c. Lessee agrees to vacuum all pits and fill said pits with subsoil and then cover same with top soil within ninety
(90) days after cessation of use of such pits. Lessee further agrees to remove all equipment, refuse, garbage, and
contaminants from the surface therefrom and restore the surface of said land as nearly as possible to the level and
condition existing before drilling and exploration was begun. During the drilling of any well, or while conducting
any operations on said land, the premises will be dept by Lessee free of all rubbish, cans, bottles, paper cups or
garbage.

d. Lessee agrees that after drilling operations are concluded on a producing well all drilling equipment will be
removed within sixty (60) days after the termination of drilling. The well site shall be fenced in a permanent nature,
and shall be maintained, at Lessee’s expense, in a neat, lean and appealing manner, Not less than semi-annually each
year, Lessee shall remove all grasses or other noxious growth upon the wellsite. Lessee further agrees to paint all
personal property left upon the wellsite (tanks, separators, flowlines, wellhead, etc..} in accordance with the color

scheme of the Lessee, or acquired in a painted state, or if no such color exists, then in any reasonable color chosen
by Lessor.

e. When Lessee abandons well, Lessee, at Lessee’s expense, will remove within six (6) months all production
equipment, and the land around said well or wells shall be returned as nearly as practicable to its natural
environmental state. Lessor reserves the right to keep any rock surface established by Lessee on the leased premises
upon abandonment by Lessee.

f. Lessee shall not provide for any salt water disposal well on, in or under the property covered by this lease
without Lessor’s written consent. Lessee agrees to use all reasonable efforts to prevent underground water on such
premises from becoming contaminated in any manner as a result of Lessee’s operations, and Lessee shall pay any
and all damages suffered by Lessor resulting from the breach of this provision.

g. Lessee agrees at all times to use reasonable care in all of Lessee’s operations on the premises to prevent injury
or damage to cattle, livestock, buildings or other property situated on the surface of said land, and all water wells
and tanks located thereon. In addition to any initial surface damage payments described herein, Lessee agrees to pay
for any and all damages caused by Lessee, or its business invitees, to the surface of said land and to cattle, crops
(including hay crops), buildings, livestock, fences, tanks, water, water wells, and without limitations, any and all
other property situated on the surface of the leased premises. Lessee agrees to pay for said damages within ninety
(90) days after the loss is incurred by Lessor. Otherwise interest shall accrue at a rate at the prime rate of interest
plus two percent (2%) (not to exceed legal Texas interest rate} from their due date until paid.
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h. Lessee agrees that Lessee will not cut or go over any fence or fences on the leased premises without first
notifying Lessor, Lessee agrees prior to cutting any fence to brace the existing fence adequately on both sides of the
proposed cut so that when the fence is cut there will be no slackening of the wire, If the cut is an outside fence,
Lessee agrees to promptly after making such cut to install and maintain a substantial cattleguard (a minimum of
sixteen (16) feet in width) and after cessation of drilling operations install and maintain a metal gate (traffic
preventor) which shall be kept locked at all times other than actual passage through such gate. If the cut in an inside
fence, Lessee agrees promptly after making such cut to install a cattleguard. During the terms of this lease such gates
and cattleguards shall be maintained by Lessee. Upon termination of this lease such gates and cattleguards shall
become the property of Lessor if the surface owner so request, in which case the fences shall be restored to their
original condition. Lessee agrees to promptly close all gates which Lessee, its agents, servants and/or employees
may use in Lessee’s operations on the leased premises.

i. All roads used by Lessee shall be maintained by Lessee in good condition and repair so as to allow the
reasonable passage of any and all passenger vehicles without damage to the underlying surface. . [n particular, such
roads shall be built up and shall be covered with crushed white rock or better material. At each site, a turm around,
parking and storage area shall be constructed of similar material by Lessee, at its expense. To every reasonable
extent, motor vehicles of lessee shall not be parked or turned around except in said areas.

j. No hunting, fishing or other use of the property covered by this lease by Lessee, its officers, directors,
agents, representatives, employees, successors or assigns is or shall be authorized by Lessee without the prior
written consent of Lessor. Lessor shall have the right to permanently bar any person violating these rules from
further access to the leased premises.

k. Notwithstanding the general terms of grant contained in the lease, it is not intended to and does not include
the right and privilege of Lessee to erect and maintain refining facilities, or any other extraction or treating facilities
not directly related to the production, treatment and recovery of oil, gas and related hydrocarbons covered by this
lease; and all such facilities shall only those reasonably necessary for production, treatment, and recovery of such
substances covered by this lease.

I. Lessee shall not construct on the leased premises any permanent or temporary buildings for housing
employees, nor shail Lessee construct any buildings for any purpose other than the temporary buildings for drilling
operations.

32. For each surface acre used by Lessee as an operational site for the drilling of a well, (including , but not limited
to, location of tank batteries, compressor stations, slush pits, etc.) Lessee agrees to pay to the surface owners the
sums of $1,000 per acre or proportionate part thereof, actually used. Lessee shall additionally pay the surface owner
an additional one time damage payment of $1,500.00 per well site in advance of commencement of operations on
each well site. For each surface acre used by Lessee for permanent roads constructed by Lessee in its operations
hereunder, Lessee agrees to pay the surface owner the sume of $1,000.00 per acre or proportionate part thereof
actually used for such roads. These payments shall be made before any drilling rig is moved upon the leased
premises.

33. Construction of Pipelines: Lessee’s right to lay pipelines or install other appurtenances shall be limited to such
lines and other appurtenances as are necessary to transport oil and gas from wells located on or pooled with Lessor’s
property. All pipelines are to buried at least three (3) feet measured from the surface of the ground to the top of the
pipe. Said easement is to terminate and revert to the Lessor when use thereof for the purpose aforesaid is not made
by Lessee for a period of twelve (12) consecutive months or when all wells served thereby are finally plugged and
abandoned by the Lessee.

34. Definition of Drilling: “Drilled”, “drilling”, or “operations” is defined in this lease as a drilling rig “spudded in”
and “turning to the right” on a drill site set forth in Lessee’s application to the Railroad Commission of Texas for
permit (but Lessee shall have no obligation to drill to such depth) and shall thereafter continue such drilling
operations in a good faith effort as a reasonable, prudent operation to obtain a well capable of producing in paying
quantities.
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35. This Lease is delivered by Lessor and accepted by Lessee without warranty of title, express or implied.

36, Unless otherwise expressly provided, every obligation of each party to this lease shall be fully performed
in Robertson County, Texas. Venue for the, filing of any cause of action for the enforcement of this contract shatl
be in Robertson County, Texas.

SIGNED FOR IDENTIFICATION:

N T
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