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®roducer's 03-Producezr's Revised 199¢ New Mexnico Porm 342P, Paid-up
OIL & GAS LEASE

THIS AGREEMENT made this 27th day of March, 2001 between Erma Hamilton, dealing with her sole and separate property,
swhose address is P. O. Box 1470, Big Spring, Texas 79721 herein called lessor (vhether one or more} and James D.
Huff, P. O, Box 705, Minsola, Texas 75773, lessee;

1. Lessor, in conaideration of IEN AND OTHER DOLLARS in hand pald, receipt of which is here acknowledged, and
of the royalties herein provided and of the agreementa of the lessee herein contained, hereby grants, leases and
lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for
and producing oil and gas, injecting gas, waters, other fluids, and air into subsurface strata, laying pipelines,
stozring oil, building tanks, roadways, telephone lines, and other structures and things thereon to produce, save,
taka care of, treat, process, store and transport said minerals, the following described land in Lea County, New
Nexico, to-wit:

Township 1€ South, Range 35 Bast, N.X.P.M.
Section 13: SE/4 i
Section 23: SE/4

Section 24: NW/45W/4, NW/4NE/4

Section 25: NW/4

Section 26: NE/4

Said land i3 estimated to comprise 720.0C acres, whether it actually comprises more or less.

At ER
2. Subjeﬁwo the other provisions herein contained, this lease shall remain in force for a term of three (3)
y=ar» from 7%, 2001 {~zalled “primary term®) and as long thereafter as oil or gas is produced from said land or
from land with which said land is pooled.

3. The royalties tc be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, three-
sixteenttis (3/16ths) of that produced and saved from ssild land, same to be deliverad at the wells or to the credit
of lesso: in the pipeline to shich the wells may be connected: (b} on gas, including casinghead gas or other gaseocus
substance produced from said land and used off the premises or used in the manufacture of gasoline or other
products, the market value at the wll of three-sixteanths (3/16ths) of the gas used, provided that on gas sold on
or off the premises, the royalties shall be three-sixtesaths (3/i6ths) of the amount realized from such sale; (¢}
and at any time when this lease is cot validated by other provisions herecf aod there is a gas ami/or condensate
well on said land, or land pooled therewith, but gaa or condensate is not being so s0ld or used and such well is
shut in, either before or after production therefrom, then on or before 90 days after said well ia shut in, and
thereafter at annual intervals, lessee may pay or tender an advance shut-in royalty equal to $1.00 per net acre of
lessor's Gas screage then held under this lease by the party makxing such paymest or tender, and 50 long as said
shut-in royalty is paid or tendered, this lease shall not terminate and it shall be considered under all clauses
hereof that Gas is being produced from the leased premises in paying quantities. Bach such psyment shall be paid
or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which
would be paid uoder this lease if the well were in fact producing. The payment or tender of royalties and shut~in
royalties may be made by chetk or draft. Any timely payment or tender of shut-in royalty which ia made in a bona
fide attempt to nake proper payment, but which is erronecus in whole or in part as to parties or amounts, shall
nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had
been made if lessee shall correct such erzor within 30 days after leasee has received written notice thereof by
certified mail from the party or parties entitled to receive payment together with such written instruments (or
certified copies thereof) as are necessary to enadle lessse to make proper payment. The amount realized from the
sale of gas on or off the premises shall be the prica established by the gas sales contract entered into in good
faith by lessee and gas purchaser for such term and urcier such conditions as are customary in the industry. “Price*
shall mean the net amount received by lessee after giving affect to applicable regulatory orders and after
application of any spplicable price adjustments specified in auch contract or requlatory orders. In—the—event
b i-fd < the—iceoedpremises
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4. This is a paid-up lease ard lessee shall not be obligated during the primary term hereof to ccmmence or
centinue any operations cf whatsoever character or to make any payments hereurder in order to maintain this lease
in force during the primary term; however, this provision is not intended to reliecve lessee of the obligation to
pay royalties on actual production pursuant to the provisions of Paragraph 31 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or coabine this lease, the lard
ccvered by it or any part or horizon thereof with any other land, leases, mineral sstates or parts thereof for the
productiaon of oil or gas. Units pooled hersunder shall not exceed the standard prorstion urit fixed by law or by
the Oil Coaservaticn Division of the Energy ard Minerals Department of the State of New Mexico or by acy other
lawful authority for the pocl or area in which said land is situsted, plus & tolerance of ten percent. Lessee ahall
file written unit d:signatiins in the county in which the premises are located and such units may be designated from
time to time ard either before or after the completion of wells. Drillirg operations oo or production from any part
of any such unit ahall be considered for all purposes, except the payment of royaity, as operations comtucted upor
or production from the land described in this lease. There shall be allocated to the land covered by this lease
included in any such unit that portion of the total production of pooled minerals from wells in the unit, after
deducting any used in lease or unit operations, which the net oil or gas acreage in the laxd covered by this lease
included in the unit bears to the total nmumber of surface acres in the unit. The production so allocated shall be
considered for all purposes, incliding the payment or delivery of royalty, to be the entire praduction of pooled
minerals from the portion of said land covered hereby and included in said unit in the same manner as ¢
pratuced from said land under the terms of this lease. Any pocled unit designated by lessee, as provided herein,
may be dissolved by lessee by recording an appropriate instrumeot in the Tsunty where the land is situated at any
time after the completion of a dry hole or the cessation of production opb said unit.

6. 1f at the expiration of the primary term thera i3 no well upon said land capable of producing oil oz gas, but
lessee has commenced operations for drilling or yeworking thereon, this lease shall remain in force so long as
operations are prosecuted with no cessation of mcre than 60 consecutive days, shather such operations be on the same
well or on a different or additional well or wells, and if they result in the production of oil or gas, so long
thereafter as oil or gas is produced from said lamd. If, after the expiration of the primary term, all wells wpon
said land should bscome incapable of producing for any cause, this lease shall not terminate if lessee commences
operations forxr additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling, ot reworking operations hereunder result in production, then this lease shall remain in full force so long
theresafter &3 oil or gas ias produced hereunder.

7. Lessae shall have free use of oil, gas and woter from said land, except water from lessor's wells and tarks,
for all operations hereunder, and the royalty shall be computed after daducting any 30 used. Lessee snall have the
right at ary time during or after the expiration of this lease to remove all property and fixtures placed by lessee
on said lax, incliding the right to draw and remove all casing. When required by lessor, lessee will bury all pipe
lines on cultivated lands below ordirary plow depth, and no well shall be drillad within two hundred feet (200 ft.)
of any residence oz barn now on said land without lessor's consent. Lessor aball have the privilege, at his risk
and expense, of using ga3 from any gas well on said land for stoves and inside lights in the principal dwelling
thereon, out of any surplus gas not cesded for operations hereunder.

8. The rights of either party bereunder may be assigned in whole or in part and the provisions hereof shall
extend to their heirs, executors, administrators, successors and assigns; but no change in the ownership of the land
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