OIL AND GAS LEASE

{Chap. 282, 41n Log., RS, 1929; Chap. 174, 42d Leg., RS.1931; Chap.
148, 45tb Leg., RS 1937; Chap. I79, 54tk Leg., RS, 1955; sud
Chaps, 94 sud 245, 55th Leg., RS, 1957) 08670

61437
This lease. made sud eatsred into in duplicate on this Sth .. dayof ...Qctober ..., AD. 1967, by and betwoen the State
of Toxss, acting by s through .. . SERRY._SADLER . ihe Commissioner of the General Land Officc, designated as Lessor, under

authoeity znd by vicn of the provisions of Chapier 282 of the General Laws of the State of Texas, passed by the Forty-fimst Legislature at its
Regular Scasien, ded, codified as Article 26032, Vernen's Civil S and in p of the awsrd made by the Board for Lease of

University Lands e the . Sth dayoi .. DOctober . .. . ,AD, 1967 t0 . o e e

i 301 S. Barwood Stxeet, Rallas, Texas, . . ... .. designatedssLosoe,

WITNESSETH:

L The Loswmm, ia consideration of the paymest by Lesseo of the sum of 342290200 the receipt whersol s acknowledged
and of the royeliies, cevenanis, stipulations, snd comditions contsined, and hersby agresd 10 be paid, obeerved, and performed by the Lessee, daes
hereby demise, grant, lease, and let unto the Leasee the land described below, for five years from the date hereof, said period being ihe primary
termm of the lease, mud 26 long theroafier as oil or gas is produced in paying quantities thercunder, subject to snch conditions as are hereinater sct
out, for the sole amd axly purpose of prospecting and drilling for, and producing oil and/or gas thet may ke found and produced from said lands,
comprising a park ok the Permanent University Fund, to wit:

Tract 7
Part Section Block County

W/ & 36 4 University 159.975 Andrewvs

2. H at the expiration of \he primary term ofl or gaz in paying quantities shall mot have been produced from the premises, this Jease shall
terminate; provided, however, the term or life of this leasc may be exiended ander one or more of the following conditions:

(s) In the euomt production of oil or gas on the Jessed premises, after once blained, shall cease for any cause withia sixty (60} days before
the expiration of the primary terwn of this jease or at any time or limes thereafter, this lease shall not terminste if the Lesseo commenoes additional
drilling or rewwrking operations within sixty (60) days after auch cessation, and this lease shall remnin in full force and effect 30 Jong =s such
operations contimee in good faith and in workmanlike witbout & i ling more than sixty {60) days during any one sech op-
eration; and if seek drilling or reworking operations result in the production of oil ot gas, this lease shall remain in Full fevon and effect oo ong
s oil or ges is preduced in paying quantitics or payment of shut-in ges weli royalties or p y royalties in wmade as hereinaftcr provided.

(b) I} at the expiration of the primary term or at any time thereafter, there is located on the lessed premisee a well or wells capable of pro-
ducing ges in peyimg quaalities and such gas is nok produced for lack of o suitable market and this lease is not being otherwise mnintained in
force and offext, the Lesscc may pay o8 royafty Twelve Hundred Doliass ($1,200) per annum for eech well on this lease capable of preducing gas in
paying quantities, mech payment to be made to the C. isgi of the G I Land Office at Austin, Texas, prior to the expiration of the primary
texm of the Jease, we if the primary term has expired, within sixty (60) days after the Lessee ceases to produce gas from such well or wells; and
it such psymest i made, this lease shall be idered 1o be a producing lease and such shut-in gas weil royalty payment shall extend the rerm
of this lease for a period of enc {1) year from the end of the primary term or from the first day of the month mext succeeding the month In which
producti d: and thereafter if no saitable markei for sach gas exists, the Lesscc may extend this lease for two (2) addiional and successive
perioda of one (1} year cach by the payment of & like sum of momey cach yesr on or before the expiration of the ded term. Provided, bow-
ever, that if, while this Jcaze is being maintained in force and cfect by payment of such shutin ges well royalty, gas should be sold and delivered
in payiog quashities from a well situated within one thousand (1,000) feet of the leased premises and compheted in the same producing reservoir
or in any case wheye drainage is eccurring, the right to furiber extend this lease by such shut-in gas well royalty payments shall cease, bt this lease
shall vemain 7n fotos and cfiect for the remainder of the currecl one (1) year period for which the shut-in ges well royalty has been paid, and
for wn additional peviod not to eaceed a combined total of three (3) years from the cxpiration of the primary term or from the first day of the
mouth mext yucoeeding the monib in which production ceased by paywent by the Lessec of compensatory royalty, at the royalty rate provided for
in this University lease as would be due on an equivaient amount of like quality gas produced and delivered from the weil completed i the same
producing reserveir from which ges is being sold and delivered and which is situated within onc thoussnd (1,000) jeet of, or draining, the leased
premises on which shulia gas well is si d, sch p y royalty to ba paid thly to the Commisai of the G } Land Ofice ar
Austin, Texss, beginning on or before the 20th day of the month next succeeding the month in which quch gas is sold and delivered from the well

i d within sse th d (1,000) feet of, or draining, the Jeased premises and completed in the same producing reservoir; previded, further,
that in the evemt wach compensalory royaities paid in sny twelve (12) month petiod are in & sum less than the annual abut-in gas well royalties
provided for In ukis scction, the Lesscc shalt pay an additiona) sum of moncy equal to the difference within thirty (30) duys from the end of such
twelve (121 memtbh period;: provided, fusther, that nothing herein shall relieve the Lessce of the obligation of blie develop , o¢ of the
obligation to drill affset wells as required by Section 12 of Article 2603a, V.C.S.

(c) H, at the expiration of the primaty term, production of oil and/or gas bas et been obsained in paying quantities on the leased premices
but drilling opevatisns are being conducted thercon in ood faith and in good and woskmanlike manuer, the Lessce may, on or before the expiration
" of the primary secw, fle in the General Land Office, written spplicativn to the Commissioner for a thirty (30} day extension of this lease, such sp-
plication to be jed by 2 pay of Seven and 507100 Dollara (§7.50) per acre for esch acre in the lease, and the Commissioner shall in
writing extend this lease for & bisty (30) day period from and aiter the expiration of the primary term aod se Jong thereafter as oil or gas is
produred in paying quantities frow the premises; provided, that the Lessee may, vo long as such drilling operstions are being conducted in good
faith, make like application and psyment dering any thirty (30} day extended period for an sdditionsl extension of thirty (30) days not to exeeed
a combined total of one hundred cighty (180) days; provided, hewever, Lessce may, so Yoog us such drilling operations are’ being-conducted iv good-
{aith, make written application to the Commissioner, ou &r before the expiration of the initial extended period of one hundred eighty (180} deys for
an sdditional exsemsion of ane hundred eighty (190) days, such application to be ied by a pay of Fifty Dollars ($50.00) per scwe for
each acre in the Jensc, and the Commimioner shall, in writing, extend this lease for an additional one bundred eighty (180) day period from and after
the expiration of the initial exiended period of one bundred eighry (180) days, and so loog theresfter as oil or gas is prodaced in paying quentities
from the premises; provided, further, that this lease shall not be extended for more than a total of three bundred sixty (360) days from and after
the expiration of the primary lenm unless production in paying quantities heg been obtained.




&lmwwpuyorannwbcpciddmthombemi: R
{a) As a roalty on cil, which is defined as including ell byd b d ‘incllqni&_!omtuhnontkddwvdluluhnﬂm

émntri j‘néillge. and other Jiquid bydrecarbons recovered from oil or ges Tun hrough a sep or other equir as hereinafier provided,
o 376%h " partof the value of the gross production. Said value shall bo based on the highest posted prion, plus premium, i say, ofescd
or paid {or oil, condensate, distillate, ot other liquid hydrocarbons, respectively, of a like type and gravity in the general area, or the: prevailing

tket price thereol in the & | area, or the proceeds of the male therest, which is tha & Lessce agrees that before any gos preduced
from the land hereby leased, cootalning liquid hydrocarbons, rec ble in ial quantities by separator on the lease, & weld, wsed or
processed in a plant, it will be run through an adequate oil and gas separator of conventional type or other equipment at least as eficient to the
end that all liquid hydrocarbons recoverable from the gas by such means will be d. Upon wri of Lessor the reqmirement that
such gas be run through such a scparator or other equipment may be waired upon such Lezms and conditions es prescribed by Lesser.

(b} Asroyalty on any gas, which is defined as al! hydrocarbows and g b mot defiined ‘a1 -0il in ‘wobparagraph (a} abeve, pro-
duced from eny well and sold by Lessco, or used by Lessee for purposes which are not exempted from royalty paymonts {except as prewided herein
with respect to gas peocessed in a plant on & percentage basis for the jon of gasoline, liquid hydrocarbows or cther prod w, . LI6Ch .
of the value of the gross production, but in no event shall the royalty be based on a price of fess than Lhe highest morket peice paid or
oﬂmd(orguinlhegcnoulmo.orkhepricepnidoroﬁtledtolhe._ d hick is the & ; provided that the i st p
In measuring the gas under this lease contract shall not at ary time exeeed 14565 pounds per square inch abeol and the dord base tem-
perature shall be sixty (60) degrees Fahrenheit, correction to~be made for pressure according to Boyle's Law, and for specific gravity arcording
to test made by the Balance Method.

{c) As royalty on sny gas, as herein defined, processed for the recovery of gaeoline or other liquid hydrocarbons, .. . ..
vulue of the gas processed. Lessee agrees that the value of such processed gas shall be the value of the liquid hyd b
one hondred per cent (100%) of the value of this lcese’s propertionate share (being that portion returnable to this lease) of the residue sid from the
plant. The State’s royalty shall be paid on the basis of the average selling price of residue gas and be respective grades of liquid hydrecashans, F.O.B.
st the plant in which sald gas is used for the same month in which the gus was delivered, provided that the price ehall not be loes tham the average of
prices quoted in one or more of the feading periodicals of the industry for simifar grades of liquid hydyocarbons and residoe gas in the Pervitery, or
the prico scceuing to the Lewee, whichever is the grester. The value of all liquid hyd boas shail be d ined as foll

(1) On the hasis of 509 of the value of the liquid hydrocarbow conteat of the gas as determined at the wellhead by the sphiasaveer. method

of 1esting or the most epproved method of testing being used by the industry at the time of testing, oc

{2) That per cent of the value of liquid hydrocarbon content of the zes which sccrues to the Lessee, or
(3) 50% of the value of liquid hydracarbons actvally recovered, or
{4) That per ccnt of the value of the liquid hydrocarbons actually recovered which sccrues to the Lessee;

whichever is Ihe greatest.

(d} As a royslty on cacbon black, sulphur or any other products p duced or § d from gss (excepting liquid Mdeocarbons)
whetlier said gas be “casinghead,” “dry” or eny other gas, by [ractionating. burning or 20y other procemsing, the valueof . . L/6gh . ...
pact of the peoduction used or disposed of by sale or otherwise by Lessee, the walue to be determined as follows:

(1) On tho basis of the average sale price of the product, F.0.B. at the plant for the same month in which the praduction is seeuzed, or

{2) On the Lasis of the average price received by the seller {or any of the by-producta &t the point of delivery, or

(2) On the besis of the sverage of prices quoted in one or more of the leading peciodicals of the industry lor similar grades of said’ products
in the territory;

whichever is the preatest.

{e) No royalty shall be payable on ges used by Lessee for operations on the leased premises. No royalty shall be payable em ame gas as may
represent Lessee’s proportionate share of any fuel nsed in compressing such gas or as fucl in any processing plant aor other facitiy. Selject to the
consent in writing of the Chairman of the Roard for Lease of University Lands, Lessee may inject gas into aoy oil or gus predasig formation
underlying the leased premises afier the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be paysibie on tho gas
20 injected untit such time as the same may thereaiter be produced and seld or used by Lesses in such manner as to entitle Lesser te. @ voyalty
thereon under the royalty provisions of this lease.

(£) Lessee agrees to use reasouzble diligence to prevent the underground or above ground waste of oil or gas and, o avoid the pligsical wasic
of gas produced from the leased premises, Lessee shall cither market said gas or use same beneficially in operations on the lexsed puemises. Com-
mencing six months Jrom the date of injtigl production hereunder, il waste of gas occurs by blowing. flaring, release, venting, coomge ¢ otherwise,
Lessee shall pay Lessor & royaity of ..., Z6th of the market value thereof, or in the event that there may not be o market fow ancli gas, the
royalty shail be based on the macket value of gas of a comparable quality in the closest vicinity where there is a rarket for such gas, luak in no event
shall such valuo be less tban . 1%, . ¢ per M.CF.

4, One year from the date of this lense, and on the same date of each of Lhe foliowin, d«eau during the life of this lease, the Lewee shall pay
to the Commisaioner of the General Land Office, Austin, Texus, an snnual rental of § 1.90 per acre, payshle cach year im miiance, untess
the royalties paid to and reccived in the General Land Office from this lease during the preceding year shall cqual or exceed the smmat of the
annual rental payment; in which laiter event, no annuaf rental will be due on the rental dase immediately foflowing such royslty pagments,

5. All royalties shall be paid to the Cowmmissioner of the General Land Office at Austin, Texas, during the life of this lease, wn e befove the
20th day of esch succeeding menth, for the montb in which tha oil and/or gas was produced, and shall be accompanied by » swems stateroent of
the owner, manager, or other authorized agent, showing the gross of oil produced since the last report, and the amonad off wil dry gas,
residue gas, casinghend gas, and other products produced there: wsold, or used for the manufscture of gasoline, aud the wdax value of the
oil, dry gas, residue gas, casinghead gas, and other products produced therefrom, together with a copy of all daily gauges of tawks, mesew readings,
pipe-line receipts, gas-line receipts, and other checks and memoranda of the emounts produced and put iato pips lines, tanks, ex yeels, and gas
lines or pas stocage. In all cases the authority of a maneger or agent to act for the Lessce berein must be filed at the General Lumdl Ofice for the
Board for Lease of University Lands.

6. The books and ipts, and dischavges of all wells, tanks, pools, meters, pipe lines, and all aad other ds: R
to the peoduction, transportation, sale, and marketing of the oii and gas produced on said premises shal] at al) times be subject w mspnction: and

ination by the C s oftheGmuIllMdOﬁoe,theAttorneyﬂmnl.theremor.mmemboro‘ﬁaBurddeThe
University of Texas, or the répresentative of any of them.

7. Notwithstanding any provision of this Jesse to the contrary, aiter a woll producing, or capable of producing, ol or gas s e completed
on the leased premises, Lesses shall exercise the diligence of a bly pred P in drilling such additional well ar wuilh 9¢ may be
reasonably necessary for the proper development of the leased premises and in marketing the prodsction therefrom,

8. The Lessee shall adequately protect the oil and gas under the above-described Jund from drainage from adjacent lands ar lumwe,, including
aon-University banda or University lands leased at a Jesser voyalty. The Legsee shall drill a3 many wells as the facls jusiify, and to the degah or depths
fecti i jns drainage from such adjacent lands or Jeassa Neither the bonua, annual rentals, nor royaliies paid or to.be

y for P [
paid bereunder shall relieve Lesace from the obligations herein d

P

9. If this leaze shall be forleited or terminated for avy cause, the Lessee shall not, in any event, be permitted 1o remove the cesihg; or sny part
of the equipment from any producing, dry, or abandoned well or wells without the written censent of the Board lfor Lexse of Unieemniky: Lands or
its authorized representative; nor shall Lessee, without the wri of said Board or its wutharized representative, remove fem. the leased
premises the casing or any other equip matecial, hinery, sppli or property owned by the Lessee and used by she Hessee in 1he

Ky

lop and p of oil or gas thevefrom, until afl dry or abandoned wells bave been plugged to the satisiaction of the: Bnilroad Com-
mimsion of Texas and until all slush or refuse pits bave boen properly filled and all broken or di Jed Tamber, machinery, oc ddiwix shall bave
been removed from the premises to tha satiafaction of zaid Board or its authorized representative.

10. Whenever the Lessee commences the drilling of any well or wells upon the above-deacribed premises, written netice thevmifaliall be filed
ot the General Land Office for the Board for Lease of Univeruity Lands, eccompenied by a plat of said premises showing the locwsien of such well
or wells. Lemee shall file at the General Land Office for the Board jor Lease of Unlivanity Lands, tho logs of all wells drilled wgmeu the. above-
described premises, within thirty (30) days after completion in the case of producing wolls, and. withis thirty (30) days alter wfimdenment in
the case of dry holag N




.
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(a) Lossce iulk G at the field office of The Univervity of Texas at Midland, Texan, or such other office as the Board for Lease may designate
in wriling to the Lamee, carhen copica of ajl forms and other information filed with the Texaa Railroad C ission which in to operations
of this Jeuse withia fe §5) deys after said filing with the Commission.

{b) Lossee shall hwwe an eloctric or radioactivity survey made of the bore-hole section, from the base of the suriace casing to the loial depth
of well, of a1l welis disilled on the above-described premises and shall iransmit « true copy of the log of cach sarvey to the field offive of The Uni.
versity of Texas w Mislland, Texas, or such other™iice as Board fer Lease may desigoate in writing to the Lesoee, within fifteen (15) days after
the making of 3s5i§ mwey. Il the above-described premises are | d in Loving, Ward or Winkler Counties, the Leasee ehall have a radioactivity
survey made of tive laes-iole section from the base of the surface pipe to the total depth of the well of the first well drilled in the above-described
premises, and oa sech ether wells on the same premises, as the Lessor shall direct, and phall ranzmit a true copy of the log of much survey to the

office herzinbefore im this section designated within filtesn (153 days after making of such survey.

{c) The Lewer herein agrees, insofar as possible, to supply said Board with eny records, d is, reports, ings and cores,
or other informatien selative to the operstion of the above-described premises, that such Bozrd muy request, in addition to those herein expresly

provided for.

11. In driliimg wells ail water-hearing strata shall be noted by Lessee in the Jog and the Lewsor reserves the right 1o require that all or any
part of the casing vhwlll be left in any nonproductive well when Lessor deems it necessary 1o preserve or maiatsin said well or wetls for warer. For
such casing Jeft m wells, the Lessor shall pay 1o the Lesaee the bly esti d salvage value thereof,

12. {a) Leswoe shadl have the right to use a5 much of the surface of the land as shall be reasonably necemary for the full exercise and enjoyment
of the oi) and gas sights and interesis hereby granted in said land, including the right to use free of cost water found end produced or impounded
by Lessee on saill bunak for its own operations thereon, except water from wells ar Lanks of Lessor.or jts surface lensees; also the right te lny and
maintain gathering Wmes, erect and maintsin teleph and teiegraph Jines on this lease, pull rods, and other appli and equip 4
for the oporstion of wells iF 3 alto the right of ingress and ogress and the right of way to any point of aperations under conditions of lenst
injury and 1 - 10 the pant of the sarfoce. All easements not pertaining solely to this lease may bé issued by the Board of Regents of
The University of Tenms. :

(b) Lessee shall hasidd snd muintain fences around its shush, suop, and drainage pils and tank batteries 50 23 10 protect livesiock against loss,
davoage, or injury; snd wpon pletion or abandk of amy well or wells Lesser shall fill and level off all stush pits and celiars and completely
clean up the drifling side of all rubbish thereon, Lessee alio ghall erect, at a distance mot to exceed twenty-five (25) feet from each well oa the
premises covered by this lease, a legible sign on which shall be stated the nare of op , the lease designation and the well number. Where two
ar mare wells on e same Jease or where wells on two or more leases are connecled to the same tank battery, whether by individual flow line comnec-
siows disect 10 the sk er tanks or by use of a multiple header system, each Line berween each well and such Lank or header shall be Jegibly identified
ut all times, eirher by u firmly attached tag or plate or an identification properly painted on such line at a distance net 1o exceed thres (3) feet from
sch tank or header cumnection. Said signs, tags, plates or other identification markers shall be maintained in a legible condition throughout ibe
term of 1his Jease.

13. The Stxde shal} have n first lien upon al} oil and gas produced upon the above premiscs, and upen 2l rigs, tanks, pipe lines, telephone tines,

ond machinery awd apphiances owned by Lessee used in the production and handling of oil and ges produced therefrom, to secure any amount due
from the Lessee heacim and ta secnre the performance of any of the provisions contained in this lease contracl.

14, 1 Lessoc shall fail or refuse o make the payment of any sum due by the provisiona of this loase, either as rental or royaity on the produe.
tion, within thity {30) days after same shall become due, or if the Lesses or his authorized agent should mzke any false report or false return
concerning productiam, reyalty, r drilling, or §[ Lessee shall fail or refuse to drill any offset well or wells in good faith, as required herein, or if
the Lessee or his apemt should refuse the proper authority acoms to the records and other data pertaining to the operstions under the aforesaid Act,
or il the Lessee, or Wis authorized ugent, should fail or refuse to give correct information to the proper authorities, or fail or refuse to fumish the
cuttings or cores of mmy well upon demand, or {ail or refuse to furnish the Jog of any well within thirty (30) deys after production is found in
paying quantities thevew or the well is abandoned, or IF any of the material terms of this lease shall be violated, this lease shall be subject to
{orfeiture by the Beard for Lease of University Lands by an order entered upon the minutes of the Board reciting the facts iuting the delault
and declaring the fexlcivere. The Board may, if it so d i have suit instituted for forfeiture through ihe Attorney General of the State. Upon
proper showing by the Lessee, within thirty (30) days after the declaration of forfeiture, this lease may, st the discretion of the Board and upon
such terms as it may prescribe, be reinstated. In case of violations by the Lessec of the provisions of this leass, the remedy of the State by forfeiture
shall not be the csebmsive remedy, bt a sult for damages or specific performance, or both, may be instituted.

15. The assigmwment of the riphis scquired under this lease shall be governed by the provisions of existing law providing that all rights acquired
may be assizncd inm qumatitics of not less than forty acres, unless there be less than forty acves remaining in any survey, in which case such leaser
arca may be assizmed. AR assignmenta shall be filed in the county or counties in which the ares is situated and a certified copy of the asslgnment
thali be 6led in the Gemeral Land Office within one hundred (100) days after the date of the fiest acknowled thereof, panied by ten
cents {10#) per ecre wansfer fee for the gross acres assigned and the required y filing fee of the General Land Office, IT not so filed and
payments 50 made, the assi shal) be inefiective.

16. Al rights = any whole loase and to any assigned portion thereof may be relinquished to the Siate at any time by having am instrument of
relinquishment recorded in the county or counties in which the land is situated and a certified copy of the relinquishment fled fn the General Land
Oflice. accompanied by 2 One Dollar (§1.00) relinquishment fee for each area relinquished and any additional y filliag fee required by the
General Land Ofice. Sach assig or relinquish: shal) not relieve the lcase owner of any past due obligations th fore acerned th y
or impair the Leasr’s Jien herein provided for.

17. ‘The covenamts, conditions, and sgreements contained herein shall extend %0 snd ber binding upon the heirs, executors, administrators,
saccessocs, of assigns of the Lessee herein. o

.

£ Tesymnoky WRGeo?, witness the signature of the Commi of the Gow#TN Land Ofice ahis I EB_ day of ... October
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