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January 18, 2005
MINERAL LEASE BID APPLICATION

I agree, if awarded a lease on the referenced tract, to comply with all terms
and conditions of said lease and with all applicable laws that so govern said

lease, and as those laws may be amended. b
-
Name: Chalfant Properties, Inc. .
» -
Address: P.O. BOX 3123 2

C‘! = !!. I! | SI I - B; z. ' Zsznz-zlza as
(Include +4 Code) *

Telephone: (432)684-9819 "in®
: %
LE] -
County(ies): Loving  Survey/Area:PSL
(If Applicable)
Block/Tsp.: C-24 Section/Tract: 13 Acres: 640
(If Applicable)
(A) Bonus Amount ($)903,680.00
(type/print above)
(B) Sales Fee Amount ($)13,555.20
Thirteen Thousand Five Hundred Fifty-Five and 20/100
(type/print above)
This Sales Fee is 1%2% of the cash bonus as provided in Section 32.110 of the
Natural Resources Code as amended.
APPLICANT NAME BONUS AMOUNT ONLY %‘
(Do Not include sales fee) O
‘/ y
%o
Chalfant Properties, inc. ($)903.68000 = "2
(same as above) U)

(must be an 11-digit number)

v

William A. Chalfant \ ng 90 %

type/print name (J
(type/p ) -







Lease Form
Revised 10/99
Surveyed School Land B

Justin, Texas

OIL AND GAS LEASE
NO. M-104562

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

SECTION 13, BLOCK C24, PUBLIC SCHOOL LAND SURVEY, LOVING COUNTY, TEXAS, CONTAINING APPROXIMATELY 640 ACRES, AS SHOWN ON THE
OFFICIAL MAP OF LOVING COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 18* day of January, 2005, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School
Land Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at &
regular meeting thereof in the General Land Office, on the 18™ day of January, 2008, hereinafler the "effective date” and it was found and determined that CHALFANT PROPERTIES, INC.
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-3123 had offered the highest and best bid for a lease of the area above described and is, therefore, entitled to receive a lease
thereon:

NOW, THEREFORE, |, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafler sometimes referred to as "Lessor,” whose address is Austin, Texas, by
virtue of the authority vested in me and in consideration of the payment by the hereinafler designated Lessce, the sum of Nine Hundred Three Thousand Six Hundred Eighty And 00/100
Dollars ($903,680.00), receipt of which is hereby acknowledged and of the royalties, covenants, stipulations and conditions contained and hereby agreed to be paid, observed and performed by
Lessee, do hereby demise, grant, lease and let unto the above mentioned bidder the exclusive night to prospect for, produce and take oil and/or gas from the aforesaid area upon the following
terms and conditions, to-wit:

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

2. TERM: Subject o the other provisions hereof, this lease shall be for a term of five (5) years from the effective date hereof (herein called "primary term’) and as long thereafter as oil or
gas is produced in paying quantities from said area.

3. DELAY RENTALS: If no well is commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as to both parties unless the Lessee on or
before said date shall pay or tender o the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the amount specified in the following schedule multiplied by the
number of acres in the premises, which shall operate as a rental and cover the privilege of deferring the commencement of & well for twelve (12) months from said date. In like manner and upon
payments or tenders of amounts set out in the following schedule, the commencement of a well may be further deferred for a like period of the same number of months.

Anniversary Date Delay Rental per Acre
First $ 5.00
Second $ 5.00
Third $25.00
Fourth $25.00

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

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid
hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafier provided, 1/4 part of the gross production or the market value thereof, at the option of the
Lessor, such value 0 be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type and
gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 3) the gross proceeds of the
sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor through an
adequate oil and gas separator of conventional type or other equipment at least as efficient (o the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
written consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by Lessor.

(B) NON-PROCESSED GAS: As a royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A) sbove,
produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of gasoline, liquid hydrocarbons or other products) 1/4 part of the gross
production or the market value thereof, at the option of the Lessor, such value to be based on the highest market price paid or offered for gas of comparable quality in the general area where
produced and when run, or the gross price paid or offered o the producer, whichever is greater provided that the maximum pressure base in measuring the gas under this lease contract shall not st
any time exceed 14.65 pounds per square inch absolute, and the dard base temp shall be sixty (60) degrees Fahrenheit, commection to be made for pressure according to Boyle's Law,
and for specific gravity according to test made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing.




(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 part of the residue gas and the
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100%) of the total plant production of residue
£a3 attributable to gas produced from this lease, and on fifty percent (50%) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid hydrocarbons,
attributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an
interest, then the percentage applicable to liquid hydrocarbons shall be fifly percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing
agreement negotiated at arms' length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The
respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of cormparable quality in the
general area or 2) the gross price paid or offered for such residue gas {or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

(D) OTHER PRODUCTS: As 2 royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
"casinghead,” "dry" or any other gas, by fractionating, buming or any other processing, 1/4 part of gross production of such products, or the market value thereof, at the option of Lessor, such
market value to be determined as follows:

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

(E) YARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursitant to the terms of
this lease and such production is brought on line and sales thereof are commenced within eighteen (18} months of the effective date hereof, the royalty rate provided herein shall be reduced to
20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such eighteen (18) month term during which Lessee may eam a
reduced royalty rate of 20% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which to eam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additiona) well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are cormmnenced prior to the ¢xpiration of such three (3) month extension period.

(i) In the event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced afler the expiration
of cighteen (18) months from the effective date hereof but prior to the expiration of twenty-four (24) months from the effective date hereof, the royalty rate provided herein shall be reduced to
22.5% and shall apply to each subsequent well drilled and produced on the land cavered by this lease. Provided that, if during such six (6) month term during which Lessee may eamn 2 reduced
royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which to cam 2 reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additiona well and completing same so that production in paying quantities is established
and o that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

(F) NG DEDUCTIONS: Lessee agrees that all royalties accruing to Lessor under this lease shall be without deduction for the cost of producing, transporting, and otherwise making the oil,
gas and other products produced hereunder ready for sale or use,

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

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

(D MINIMUM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no event shall be
less thar an amount equal to $5.00 per acre; otherwise, there shall be due and payable on or before the last day of the month succeeding the amniversary date of this lease a s1m equal to $5.00 per
acre less the amount of royalties paid during the preceding year.

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

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

Payment of royalty on production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due and must be received in the
General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas is due and must be received in the General Land Office on or before the
15th day of the second month succeeding the month of production, accompanicd by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by
the General Land Office and showing the gross amount and disposition of al} oil and gas produced and the market value of the oil and gas, together with a copy of all documents, records or reports
confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into
pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the pross production, disposition and market vatue. In
all cases the authority of a2 manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be accompanied by a check stub, schedule, summary
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being paid on each lease. IfLessee pays his royalty on or before thirty (30) days after
the royalty payment was duc, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue s penalty of 10%
of the royalty due or $25.00 whichever iz greater. In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accring when the royalty is sixty (60)
days overdue. Affidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is effective on the
date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as prescribed by the due date provided herein.
Payment of the delinquency penalty shall in no way operate to prohibit the State's right of forfeiture as provided by law nor act to postpone the date on which royalties were originally dus. The
above penalty provisions shall not apply in cases of title dispute as to the State’s portion of the royalty or to that portion of the royalty in dispute as to fair market value.

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessce shall anoually funish the Commissioner of the General Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable to this lease and shatl furnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments to such contracts within thirty (30) days after entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land
Office shall be beld in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and
marketing of the o0il and gas produced on said premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to
inspection and examination by the Commissioner of the General Land Office, the Attomey General, the Governor, or the representative of any of them.

(B) DRILLING RECORDS: Written notice of all operations on this lease shail be submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before spud
date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such written notice to the General Land Office shall include copies of Railroad Commission
forms for application to drill. Copies of well tests, completion reports and plugging teports shall be supplied to the General Land Office at the time they are filed with the Texas Raitroad
Commission. Lessee shall supply the General Land Office with any reconds, memeranda, accounts, reports, cuttings and cores, or other information relative ko the operation of the above-described
premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey made on the bore-hole
section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a tue copy of the log of each survey on each well to the
General Land Office within fifleen (15) days afler the making of said survey.




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

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has been corpleted on the leased premiises,
Lessee shall exercise the diligence of a reasonably prudent operator in drilling such additional well or wells a3 may be reasonably necessary for the proper development of the leased premises and
in marketing the production thereon.

(A) VERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminate as 10 all of the leased premises,
EXCEPT (1) 40 acres surrcunding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quantities (including a shut-in
oil or gas well as provided in Paragraph 11 bereof), or & well upon which Lessee is then engaged in continucus drilling or reworking operations, of (2) the numnber of acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser nurmber of acres as may then be allocated for production purposes o a proration unit for cach
such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor sgency, or other goverumental authority having jurisdiction. Within 90 days of a
partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office nles in effect at the time of the partial termination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably necessary for the continued operation of
the portions of the lease remaining in force and effect 1f Lessee fails to apply for o surface lease within the 90 day period specified above, Lessee may apply for a surface lease from the Land
Office, but the Land Commissioner has the discretion to grant or deny such application and to sct the fee for such surfice lease.

{B) HORIZONTAL: In the cvent this lease is in force and effect two (2) years alter the expiration date of the primary or extended term it shall further terniinate as to all depths below 100
feet below the total depth drilled (hereinafier "deeper depths™) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or extended
term Lessee pays an amount equal to one-half {1/2) of the bonus otiginally paid as consideration for this lease (as specified on page 1 hereof). {f such amount is paid, this lease shall be in force
and effect as to such deeper depths, and said tenmination shall be delayed for an additional period of two (2) years and sa long thereafter as oil or gas is produced in paying quantities from such
deeper depths covered by this lease.

() IDENTIFICATION AND FILING: The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with the well located o the cenier
thereof, or such other shape as may be approved by the School Larkd Board. Within thirty (30) days after partial termination of this lease a8 provided berein, Lessee shall execute and record a
release or releases containing a satisfactory legal description of the acreage and’or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General
Land Oifice, accompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. If Lessee fails or refuses o execute and record such release or
releases within ninety (90) days after being requested to do so by the General Land Office, then the Corromissioner at his sobe discretion may designale by written instrument the acreage andfor
depths to be released hereunder and record such instrument at Lessee’s expense in the county or counties where the kease is located and in the official records of the General Land Cffice and such
designation shall be binding upon Lessee for all purposes. I at any time afler the efTective date of the partial lermination provisions hereof, the applicable field rules are changed or the well or
wells located thereon are reclassified so that less acreage is thereafter allocated 1o said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not thereafler
allocated to said well or wells for production purposes.

8. OFFSET WELLS: Ifoil and/or gas should be produced in commercial quantitics from a well located on land privately owned or on State land leased at a besser royalty, which well is within
one thousand (1,000) feet of the arca included herein, or which well is draining the arca covered by this lease, the Lessee shall, within sixty (60} days after such initial production from the draining
well or the well located within one thousand (1,000) feet from the arca covered by this kase begin in good faith and prosecute diligently the drilling of an offsct well on the area covered by this
lease, and such offset well shall be drilled to such depth as may be necessary to prevent the undue drainage of the arca covered by this lease, and the Lessee, manager or driller shall use all means
necessary in & good faith effort to make such offset well produce oil and/or gas in commercial quantities. Only upon the detenrination of the Commissioner and with his written approval, may the
payment of 3 compensatory royalty satisfy the obligation to drill an offset well or wells required under this Paragraph,

%. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: I, during the primary term hereof and prior to discovery and production of oil or gas on said land, Lessee
should drill a dry hale or holes thereon, or if during the primary term hereof and afler the discovery and actual production of oil or gas frot the leased premises such production thereof should
cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences
additional drilling or reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. IF, during the last year of the primary term or
within sixty (60) days prior therew, a dry hole be completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without
further operations until the ¢xpiration of the primary termy; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this lease by
conducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the
first well or any subsequent well drilled on the above described land be completed as a shut-in 0il or gas well within the primary term hereof, Lessee may resume payment of the annual rental in
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure 1o
make such payment, this lease shall ipso facto terminate. If at the expiration of the primary term or any time thereafier a shut-in oil or gas well is Jocated on the leased premises paymnents may be
made in acecordance with the shut-in provisions hereof.

10, CESSATION, DRILLING, AND REWORKING: If, after the expiration of the pnimary term, production of oil or gas from the leased premises, after once obtained, should cease from
any cause, thi lease shall not terminate if Lessee cormmences additional dritling or reworking operations within sixty (60) days after such cessation, and this Icase shat] remain in full force and
effect for so long as such operations continue in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in
the production of oil or gas, the lease shall remain in full force and effect for so long as oil or gas is produced from the leased premises in paying quantitics or payment of shut-in oil or gas well
royalties or payment of compensatory royalties is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry hole, the lease
will not lerminate if the Lessee commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease shall remain in effect so
long as Lessce continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more than sixty {60) days. Lessee shall give written notice to
the General Land Office within thirty {30) days of any cessation of production.

1t. SHUT-IN ROYALTIES: For purposes of this paragraph, "well” means any well that has been assigned a well number by the stase agency having jurisdiction over the production of oil
and gas. If at any time afler the expiration of the primary term of a lease that, until being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying
quantities is located on the leased premises, but oil or gas is not being produced for lack of suilable production facilities or lack of a suitable market, then Lessee ruy pay as & shut-in oil or gas
royalty an amount equal to §10.00 per acre, but not less than 51,200 a year for each well capable of producing oil or gas in paying quantities. To be effective, each initial shui-in oil or gas royalty
must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the Ieased premises, or (3) 60 days after Lessce completes a drilling
or reworking operation in sccordance with the lease provisions; whichever date is latest  [f the shut-in oil or gas royalty is paid, the lease shall be considered to be & producing lease and the
payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month in which production ceased, and, after
that, if no suitable production facilitics or suitable market for the oil or gas exists, Lessee may ¢xtend the lease for four more successive periods of one (1) year by paying the same amount each
year on or before the expiration of each shut-in year.

12, COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas reyalty, ol or gas is sold and detivered in paying quantities froma
well located within one thousand (1,000} feet of the leased premises and completed in the same producing Teservoir, or in any case in which drainage is occurning, the right to continue to maintain
the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for which the royalty has been paid The Lessce may maintain Lhe
lease for four more successive years by Lessee paying compensatory royalty st the royalty rate provided in the lease of the market value of production from the well causing the drainage or which
is completed in the same producing reservoir and within one thousand (1,000) feet of the Jeased prermises. The cormpensatory royalty is to be paid monthly to the Commissioner beginning on or
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is commpleted in the same producing reservoir and located within
one thousand (1,000} feet of the leased premises; if the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an
amount equal to the difference within thirty (30) days from the end of Lhe 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the
obligation to drill offset wells as provided in N.R.C. Secton 52.034; however, at the determination of the Commissioner, and with the Commissioner's written approval, the payment of
compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalty payments which are not timely paid will accrue penalty and interest in aceordance with Paragraph §
of this lease,




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

14. USE OF WATER; SURFACE: Lessce shall have the right to use water produced on said land necessary for operations hereunder and solely upon the leased premises; provided, however,
Lessec shall not use potable water or water suitable for livestock or irrigation purposes for water flood operations without the prior written consent of Lessor. Subject o its obligation 10 pay
surface damages, Lessee shall have the right to use so much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marketing the
production therefrom, such use to be conducted under conditions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General Land Office fee
schedule which is effective on the date when the activity requiring the payment of surface damages occurs.

15. POLLUTION: In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevert pollution. Without limiting the foregoing, pollution of coastal
wetlands, natural waierways, rivers and inpownded water shall be prevented by the usc of containment facilities sufficient to prevent spillage, scepage or ground waler contamination. In the event
of pollution, Lesses shall use all means at its disposal Lo recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties.

(A) UPLANDS: Lessee shall build and nuintain fences around its stush, sump, and drainage pits and tank batteries s0 as to protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and leve] all slush pits and cellars and conmpletely clean up the drifling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-made non-
bicdegradable items. A sign must be displayed in a high traffic area on all vessels and manned platforms stating, "Discharge of any solid wasle or garbage into State Waters from vessels or
platforms is strictly prohibited and may subject a State of Texas Jease to forfeiture.” Such statement shall be in lettering of at least 1™ in size.

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

(D) PENALTY: Failure to comply with the requirements of this provision mray result in the maximum penalty allowed by law including forfeiture of the lease. Lessee shall be liable for the
damages caused by such failure and any costs and ¢xpenses incured in ¢leaning areas affected by the discharged waste.

16. IDENTIFICATION MARKERS: Lessce shall erect, at a distance not 1 exceed twenty-five {25} feet fiom each well on the premises covered by this lease, a legible sign on which shall
be stated the name of the operator, the lease desighation and the well number. Where two or more wells on the same lease or where wells on two or more leases are connected to the same tank
battery, whether by individual flow lin¢ connections direct to the tank or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly identified
at all times, either by a firmly attached tag or plate or an identification properly painted on such line at a distance not to exceed three (3) feet from such tank or header connection. Said signs, tags,
plates or other identification markers shall be maintained in a legible condition throughout the term of this lease,

17. ASSIGNMENTS: The lease may be transferved at any time; provided, however, that the liability of the transferor to properly discharge its obligation under the lease, including properly
plugging abandoned wells, removing platforms or pipelines, or remediation of contamination at drill sites shall pass o the transferee upon the prior written consent of the Commissioner of the
General Land Office. The Conunissioner may require the fransferee to demonstrate financial responsibility and may require a bond or other security. All transfers must reference the lease by the
file number and must be recorded in the county where the area is located, and the recorded transfer or a copy certified to by the County Clerk of the county where the transfer is recorded must be
filed in the General Land Office within ninety (30) days of the exccution date, as provided by N.R.C. Section 52.626, accompanied by the filing fee prescribed by the General Land Office rules in
effect on the date of receipt by the General Land Office of such transfer o certified copy thereof. Every transferee shall succeed to all rights and be subject to all obligations, liabilities, and
penalties owed to the State by the original lessee or any prior transferee of the lease, including any liabilities to the state for unpaid royalties.

I18. RELEASES: Lessec may relinquish the rights granted hereunder to the $tate at any time by recording the relinquishment in the county where this area is situated and fling the recorded
relinquishment or certified copy of same in the Generat Land Office within ninety (30) days afler its execution accompanied by the filing fee prescribed by the General Land Office nules in effect
on the date of receipt by the General Land Office of such relinquishment or certified copy thereof. Such relinquishment will not have the effect of releasing Lessee from any liability theretofore
accrued in favor of the State.

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all oil and gas produced from the area covered by this lease to secure payment of all unpaid royalty
and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any other
applicable statutory lien, an express contractual lien on and security interest in all Jeased minerals in and extracted from the leased premises, all proceeds which may accrue o Lessee from the sale
of such leased minerals, whether such proceeds are held by Lessec or by a third party, and 1l fixtures on and improvements to the leased premises used in connection with the production or
processing of such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or loss that Lessor
may suffer by reason of Lessee’s breach of any covenant or condition of this lease, whether express or implied. This lie and security interest may be foreclosed with or without court proceedings
in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the Commissioner may require Lessee to execute and record such instruments as
may be reasonably necessary to acknowledge, atiach or perfect this lien. Lessee hercby represents that there are ne prior or superior liens arising from and relating to Lessee’s activities upon the
above-described property or from Lessee's acquisition of this lease. Should the Commissioner at any time determine that this representation is niot true, then the Commissioner may declare this
lease forfeited as provided herein.

20. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make any
false return or false report conceming production or drilling, or if Lessee shall fail o refuse to drill any offset well or wells in good faith as required by law and the rules and regulations adopted by
the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner required by law or fail to comply with rules and regulations promulgated by the General Land
Office, the School Land Board, or the Railroad Commission, or refuse the proper authority aceass to the reconds pertaining to operations, or if Lessee or an authorized agent should knowingly fail
or refuse to give correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office 3 comreet log of any well, or if Lessee shall knowingly violate any of the
wmaterial provisions of this lease, or if this Tease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under

this lease shall be subject to forfeiture by the Commissioner, and be shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again
be subject to lease 1o the highest bidder, under the same regulations controlling the original sale of leases. However, nothing herein shall be construed as waiving the automatic termination of this
lease by operation of law or by reason of any special limitation arising hereunder. Forfeilures may be set aside and this lease and all rights thereunder reinstated before the rights of another
intervene upon satisfactory evidence to the Commissioner of the General Land Office of future compliance with the provisions of the law and of this lease and the rules and regulations that may be
adopted relative bereto. :

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

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the
General Land Office governing drilling and producing operations on Permanent Free School Land (specifically including any rules promulgated that relate to plans of operations), payment of
royaltics, and auditing procedures, and shall be subject ta all other valid stamutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease. Without
limiting the generality of the foregoing, Lessce hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulatory provisions retating to the General Land
Office’s audit billing notice and audit hearings procedures. Said provisions are currently found st 31 Texas Administrative Code, Chapter 4, and Texas Natura] Resources Code Sections 52.135
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other purpose
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incident o the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but Lessee shall
be entitled 1o develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special permission from the
Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line or from the nearest dredged
botiom edge of any channel, slip, or tuning basin which has been authorized by the United States as a federal project for future construction, whichever is nearer.

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

24, FORCE MAJEURE: Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling operations thereon, or from producing oil
and’or gas therefrom, after effort made in good faith, by reason of war, rebellion, fiots, strikes, fires, acts of God or any order, rule or regulation of governmenta! authority, then while so prevented,
Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfactory proof presented to the Commissioner of the General Land Office in support of Lessee's
contention and Lessee shall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations adopted by the
School Land Board); and this lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling, reworking operations or producing oil and/or gas from the leased
premises; provided, however, that nothing berein shall be construed to suspend the payment of rentals during the primary or extended term, nor to abridge Lessee's night to @ suspension under any
applicable statute of thig State.

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

26. REDUCTION OF PAYMENTS: If, during the primary termy, a portion of the land covered by this lease is included within the boundarnies of a pooled unit that has been approved by the
School Land Board in accordance with Natural Resources Code Sections $2.151-52.133, or if, at any time after the expiration of the primary term or the extended term, this lease covers a lesser
number of acres than the total amount described herein, payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, surrendered, or
otherwise severed, so that payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the boundaries
of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

28. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permanent School Fund Land is encountered during the activities authorized by this lease,
Lessee will immediately cease activities and will immediately notify the General Land Qffice {ATTN. Archacologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) so that adequate measures nay be undertaken to protect or recover such discoveries or findings, as appropriate. Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A, 470) and the Antiquitics Code of Texas, Chapter 191, Tex. Nat. Code
Ann. (Vemon 1933 & Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessee shall notify the Texas Historical Commission before breaking ground at a project
location. An archacological survey might be required by the commission before construction of the project can commence. Further, in the event that any site, object, Jocation, antifact or other
feature of archacological, scientific, educational, cultural or historic interest is encountered during the activities authorize by this lease, lessee will immediately notify lessor and the Texas
Historical Cormission so that sdequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate.

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

30, LEASE FILING: Pursuant to Chapter % of the Tex. Bus. & Com Code,this lease must be filed of record in the office of the County Clerk in any county in which all or any part of the
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the centified copies sent to the General Land Office.




Jease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the General Land Office of the State of Texas.
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EREOF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office.
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STATE OF (CORPORATION ACKNOWLEDGMENT)

COUNTY OF,

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

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

and acknowledged to me that he executed the same

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

Given under my hand and seal of office this the day of ,20

Notary Public in and for

STATE OF {INDIYIDUAL ACKNOWLEDGMENT)

COUNTY OF

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

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

Given under my hand and seal of office this the, day of , 20

Notary Public in and for




GENERAL LAND OFFICE

JERRY PATTERSON,; COMMISSIONER

February 22, 2005

Mr. William A. Chalfant
Chalfant Properties, Inc.
P.O. Box 3123

Midland, Texas 79702-3123

Dear Mr. Chalfant:

Thank you for participating in the General Land Office Oil and Gas Lease Sale held on
January 18, 2005. | am pleased to inform you that Chalfant Properties, Inc. was the high
bidder on MGL. No. 23, which has been assigned the lease number M-104562.

The lease agreement for State Lease M-104562 is enclosed and will serve as your receipt
for the amount of your bid. This lease form must be signed and acknowledged by the
lessee, and then recorded in the County Clerk's office of the county or counties in which
lands covered by the lease are located. After signing and recording the lease, please
submit a certified copy of the recorded lease to the attention of the undersigned. These
requirements are material provisions of the lease; therefore, please return the certified
copy at your earliest convenience.

The lessee's other contractual and statutory responsibilities are outlined in the lease
agreement, such as Section 6(B), which requires operators to submit written notice of all
drilling, production, and related activities. When lessees file specific forms with the Texas
Railroad Commission, they are required to submit copies of these forms to the General
Land Office. Examples of these forms are: W-1, Application to Drill, Deepen, or Plug Back;
W-2, Oil Well Potential Test, Completion or Recompletion Report and Log; W-3, Plugging
Record; G -1, Gas Well Back Pressure Test, Completion/ Recompletion Report and Log;
G-5, Gas Well Classification Report; G-10, Gas Well Status Report; W-10, Oil Well Status
Report; W-12, Inclination Report; Electric Logs; Directional Surveys.

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

Sincerely,

Robert B. Hatter, Director
Mineral Leasing Division
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Surveyed School Land

Austin, Texas

OIL AND GAS LEASE
NO. M-104562

WHEREAS, pursuant to the Texas Natural Resources Code Chapters 32, 33, 51, and Chapter 52, Subchapters A-D and H, (said Code being hereinafler referred w as NR.C ), and subject o all
rules and regulations promulgated by the Commissioner of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable statutes and amendments 1 said
N.R.C,, the following area, W-wit:

SECTION 13, BLOCK C24, PUBLIC SCHOOL LAND SURVEY, LOVING COUNTY, TEXAS, CONTAINING APPROXIMATELY 640 ACRES, AS SHOWN ON THE
OFFICIAL MAP OF LOVING COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 18" day of January, 2008, at 10:00 v'clock am., by the Commissioner of the General Land Office of the Sute of Texas and the School
Land Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described ares; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board al a
regular meeting thereof in the General Land Office, on the 18™ day of January, 2008, hereinafter the "effective date” and it was found and determined that CHALFANT PROPERTIES, INC.
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-312) had offered the highest and best bid for a lease of the area sbove described and is, therefore, entitled 10 receive a lease
thereon:

NOW, THEREFORE, |, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafler sometimes referred 1o as "Lessor,” whose address is Austin, Texas, by
virtue of the authonity vested in me and in consideration of the payment by the hereinafler designated Lessee, the sum of Nine Hundred Three Thousand Six Hundred Eighty And 00/100
Dollars ($903,680.00), receipt of which is hereby acknowledged and of the royalties, covenants, stipulations and conditions contained and hereby agreed 1 be paid, observed and performed by
Lessee, do hereby demise, gramt, lease and let wnto the above nentioned bidder the exclusive nght to prospect for, produce and take oil and/or gas from the aforesaid area upon the following
terns and conditions, Wo-wit:

1. RESERVATION: There is bereby excepted and reserved 10 Lessor the full use of the property covered bereby and all rights with respect w the surface and subsurface thereof for any and
all puposes except those granted and W the extent herein granted 10 Lessee, wgether with the rights of ingress and egress and use of said lands by Lessor and its mineral lessees, for purposes of
exploring for and producing the minerals which are not covered, or which may not be covered in the future, under the lerms of this lease, but which may be located within the surface boundanes

of the leased area. All of the rights in and (o the leased premises retained by Lessor and all of the rights in and w the leased premises granted 1 Lessee herein shall be exercised in such a manner
that neither shall unduly interfere with the operations of the other

1. TERM: Subject W the other provisions hereof, tus lease shall be for a term of five (5) years from the effective date hereof (herein called “primary term”) and as long thereafter us oil or
gas is produced in paying quantities from said area.

3. DELAY RENTALS. If no well is conuenced on the land bereby leased on or before the anniversary date of this lease, this lease shall lenminate as to both parties unless the Lessee on or
before said date shall pay or tender w the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the amount specified in the following schedule multiplied by the
number of acres in the premises, which shall operate as a rental and cover the privilege of deferring the commencemient of & well for twelve (12) months from said date. [n like manner and upon

payments or tenders of amounts set out i the following schedule, the ¢ of a well may be further deferred for a like period of the same number of months.
Anniversary Date Delay Rental per Acre
First § 5.00
Second § 5.00
Third $25.00
Fourth $25.00

4. PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out in subparagraph (E) of this paragraph 4, upon production of oil and/or gas, the Lessee agrees 1o pay
or cause to be paid to the Conmissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof:

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid
hydrocarbons recovered from oil or gas run trough a scparator or other equipment, as bereinafler provided, 1/4 pant of the gross production or the market value thereof, at the option of the
Lessor, such value 1o be determined by 1) the highest posted price, plus premiwm, if any, offered or paid for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type and
gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 3) the gross procecgs of the
sale thereof, whichever is the greater. Lessce agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor through an
adequate oil and gas separator of conventional type or other equipment at least as efficient 10 the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
written consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by Lessor

(B) NON-PROCESSED GAS: As a royalty on any gas (including flared gas), which is defined as all hydrocarbons and gascous substances not defined as oil in subparagraph (A) above,
produced from any well on said land (except as provided herein with respect 1o gas processed in a plant for the extraction of gasoline, liquid hydrocarbons or other products) 1/4 pan of the gross
production ar the market value thereof, at the option of the Lessor, such value 1o be based on the highest market price paid or offered for gas of comparable quality in the general area where
produced and when run, or the gross price paid or offered to the producer, whichever is greater provided that the maximum pressure base in measuring the gas under this lease contract shall not at
any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60) degrees Fahrenheit, correction W be made for pressure according W Boyle's Law,
and for specific gravity acconding to test made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing.
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(C) PROCESSED GAS: Aumyallyunnnywpmu:udinapuolin:phMu(ndmphnlhdwmcuv«yurmlimuroMluuidhmmmmnrhmmnqme
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor, Aummmmmmumdmmhmwmumnrmwmmmorm
wlmhhnmpmdmodmmhhu.sndouﬂ!\ypuwm(iﬂ%)ulhummmmﬁuhhnu.whichcv:lildnpem.o[ﬂumll_pllupndmtnnorlqmdl?mm
nﬂmhbhlnlh;upmh.udﬁumlhh!m;pmvidedmlrlkguidhydmuboummmvdm;ummedinlplulinwhichuuoe(ampumt.m&noumluu)uwmm
interest, then the percentage applicable 1o liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through such plant gukuproculws
wnnmncpﬁmdnuns'len‘th(uinhnuhmmhdﬁdpmy.hmmﬂmmhnuh;wmmmmamwumufuuum). whichever is the greater. The
mﬁwmynﬁummidummdonﬁqﬁdhydnmrbomshﬂbedmmimdhyl)ﬂuhighmnlﬁnpltepuodwowfwmyw(ql_nqmdhydmcnbom)qfcmwbkquhzyml.be
general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other products produced or manufsctured from gas (excepting liquid hydrocarbons) whether said gas be
"casinghead,” "dry” or any other gus, by fractionating, bumning or any other processing, L/4 part of gross production of such products, or the market value thereof, at the option of Lessor, such
markel value to be determined as follows:

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

(E) VARIABLE ROYALTY: (i) Subject o the other provisions of this lease, it is bereby provided that in the event production in paying quantities is established pursuant 10 the terms of
this lease and such production is brought on line and sales thereof are commenced within eighteen (18) months of the effective date hereof, the royalty rate pruvidgd h:gnu shall be reduced w0
20%, and shall apply 1o cach subsequent well drilled and produced on the land covered by this lease. Provided that, if during such eighteen (18) month term duning which Lessee may eam a
reduced royalty rte of 20% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a tiee (3) month
extension of the term in which o eam a reduced royalty rate by giving notice to the C ! of the G | Land Office, commencing drilling operations on un additional well prior to the
expirution of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and 50 that such production is brought on line and sales ereol are commenced prior o the expiration of such three (3) month extension peniod.

(i) 1n the event production in paying quantities is established pursuant w the tenus of this lease and such production is brought on line and sales thereof are commenced afler the expiration
of eighteen (18) months from the effective date hereof but prior 10 the expiration of twenty-lowr (24) months from the effective date hereof, the royalty rate provided herein shall be reduced 1o
22.5% and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such six (6) month term during which Lessee may eani a reduced
royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which 1o cam a reduced royalty rate by giving notice 1o the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and 50 that such production is brought on line and sales thereof are commenced prior W the expiration of such three (3) month extension peniod.

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

(G) ROYALTY IN KIND: Notwithstanding anything contained herein w0 the contrary, Lessor may, at its option, upon not less than 60 days notice o Lessee, require al any time of from
time to time that payment of all or any royalties accruing 1o Lessor under this lease be made in kind without deduction for the cost of producing, gathering, storing, scparating, treating,
dehydrating, compressing, processing, transporting and otherwise making the oil, gas and other products produced hereunder ready for sale or use. Lessor's right 1o take its royalty in kind shall not
diminish or negate Lessor's rights or Lessee's obligations, whether express or implied, under this lease

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel used to process gas produced hereunder
in any processing plant. Notwithstanding anything contained berein o the ¢ y, and subject 1o the 1 in writing of the Commissioner of the General Land Office, Lessee may recycle gas
for gas lift purposes on the leased premises afler the liquid hydrocarbons contained in the gas have been removed, and o royalties shall be payable on the gas so recycled until such time as the
same may thereafler be produced and sold or used by Lessee in such manner as to entitle Lessor o a royalty thereon under the royalty provisions of this lease

(1) MINIMUM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no event shall be
less than an amount equal to $5.00 per acre; otherwise, there shall be due and payable on or before the last day of the month succeeding the snniversary date of this lease a sum equal o $5.00 per
acre less the amount of royalties paid during the preceding year

(J) MARGINAL PRODUCTION ROYALTY: Upon Lessee's writien application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimum
royalty set out in subparagraph 4 (1) o extend the econonuc life of this lease and encourage recovery of oil or gas that might otherwise remain unrecovered.  Any such royalty reduction must
cotform to the requirements of any School Land Board administrative rules on this subject. Royalty may not be reduced below the applicable statutory minimum

5. ROYALTY PAYMENTS AND REPORTS: All ruyalties not taken in kind shall be paid w the Commissioner of the General Land Office a1 Austin, Texas, in the following manner:

Payment of royalty on production of oil and gas shall be as provided in the rules st forth in the Texas Register. Rules currently provide that royalty on oil is due and must be received in the
General Land Office on or before the 5th day of the second mouth succeeding the month of production, and royalty on gas is due and must be received in the General Land Office on or before the
15th day of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by
the General Land Office and showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, ogether with a copy of all documents, records or reports
confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put ino
pipelines, tanks, or pools and gas lines or gas swrage, and any other reports of records which the General Land Office may require © verify the gross production, disposition and market value. In
all cases the authority of @ manager or agent 1o act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be accompanied by a check stub, schedule, summary
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being paid on cach lease. If Lessee pays his royalty on or before thirty (30) days after
the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10%
of the royalty due or $25.00 whichever is greater. In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60)
days overdue. Affidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is effective on the
date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties 1o be paid as prescribed by the due date provided herein.
Payment of the delinquency penalty shall in no way operate 1o prohibit the State's right of forfeiture as provided by law nor act o postpone the date on which royalties were originally due. The
above penalty provisions shall not apply in cases of title dispute as to the State's portion of the royalty or to that portion of the royalty in dispute as to fair market value.

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall annually furnish the C 155 of the G | Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable 1 this lease and shall furnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments to such contracts within thirty (30) days afler entering into or making such contructs, agreements or amendments. Such contracts and agreements when received by the General Land
Office shall be held in confidence by the General Land Office unless otherwise authorized by Lessee  All other contracts and records pertaining to the production, transportation, sale and
mmofmwmmpmmuummmmmmmwmm.nddimponnu&.mmm.wmmm“.nmumm
inspection and examination by the Commissioner of the General Land Office, the Attlomey General, the Governor, or the representative of any of them.

(B) DRILLING RECORDS: Written notice of all operations on this lease shall be submitied w0 the Comumissioner of the General Land Office by Lessee or operator five (5) days before spud
date, workover, re-entry, lemporary abandonment or plug and abandonment of any well or wells. Such written notice to the General Land Office shall include copies of Railroad Commission
hlulfot.lpp&nﬁonlndlﬂl Copies of well tests, completion reports and plugging reports shall be supplied 10 the General Land Office at the time they are filed with the Texas Railroad
Commission. Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the above-described
promises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessce shall have an electrical and/or radioactivity survey made on the bore-hole
section, from the base of the surface casing 1o the total depth of well, of all wells dnilled on the above described premises and shall transmit a true copy of the log of each survey on cach well 1o the
General Land Office within fifteen (15) days after the making of said survey.
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(C) PENALTIES: Lessee shall incur & penalty whenever reports, documents or other materials are not filed in the General Land Office when due The penalty for late filing shall be set by
the General Land Office administrative rule which is effective on the date when the materials were due in the General Land Office.

7. RETAINED ACREAGE: Nocwithmmﬂnganypmvhbnoflhu!unlotheconlruy.nfknmﬂpmdmkuwmbkofpmdwiundwpmwmmwduwm
Lessce shall exercise the diligence of a reasonably prudent operator in drilling such additional well or wells as may be reasonably necessary for the proper development of the leased premises and
in marketing the production thereon.

(A) VERTICAL: hhemmmuhﬁnenﬂelﬁctlwu)mu-nnﬂnupmmdnuuhhmqueaumhdmumuth:nwumn_lpfd?kndmm
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quantitics (including a shut-in
oiluwwclluwvidedi:l’mmptIIhemn.unwellwouwhi:hlmuinhmennpdincmuhmmdrilliuoruwuﬁiuwenm.m(l)ﬂnwhruflcmumlmdmapudwmg
pwkdmlp\lswwNMRmmuCobSeﬂimﬁ.lﬁ-ﬂISJ.otl!)mchgrnlnotlnmnuni:efofmnnrmyﬂunhcdbcnudhmmgmplm@nwlEoruch
lmhptmiuwcllundulhlnduudnsullmoflhcRulrochmu;no[Teus.umysmwy.uoﬁergmmmﬂsuhqﬁyhvm;wud&m Within 90 days of a
pﬂlmﬂuuormmnwudnccwuhmnswpunmphndwmp-mmur&emmﬁlinﬂumbyﬁcmulundomcenﬂu-eﬂuutunmuofmwmlmma.
mellhwhﬁ;hllnobuhnwﬁceIenel'ufinpuundcpuloawdmwhmﬂmﬁwmofhwmumyhmlymhmmmdmmul
the portions of the lease remaining in force and effect. ll'Ll:mflihwlpplyl’erumfmeleauwuhln:lnmuhypemmciﬁldlm‘Lunecnuywply&nuwﬁ«luuaumthewal
Office, but the Land Commissioner has the discretion to grant or deny such application and 10 set the fec for such surface lease

(B) HORIZONTAL: In the event this lease is in force and effect two (2) years aller the expiration date of the primary or extended tenm it shall further termunate as 1o all depths below 100
feet below the wtal depth drilled (heremafler "decper depths”) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary of extended
lmnl.ampuysmmmeqmhun:-hnif(lmurﬂuboxmurigimllypniducunsakumntwuushn(uspeciﬁ:dunpny:!b:n:oﬂ If such amount is paid, this lease shall be in force
.nd:!ﬁclulnnnhdupﬂdupdn,:uluidlemimtiunnullbnkhyrdIutanadduiomlpcﬂudoflwol!jynnmdmlmgﬂmuﬂuuudu;uupruﬁ:edmpumqmmhmfmmm:h
deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage retained herewnder as w cach well shall, as nearly as practical, be in the form of & square with the well located i the center
thereof, or such other shape as may be approved by the School Land Board.  Within thirty (30) days after partial termination of this lease as provided herein, Lessee shall execute and record &
release or releases containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a centified copy of same, shall be filed in the General
Land Office, accompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. If Lessee fails or refuses w execute and record such release or
ukuuwidninninuy(%)d-ys.nnb-m;mqunwdmwsubytheumnlumlomcc.mmecmbmnh‘umhmm“ydmmubymmmuwmdumarww
dnpdumbonbuedhcwundermdncmdsmhimmuntum'lemmhwuuym:ummwlnuhhuuhx&dlndialhﬂoﬁkhlmud:of&tﬁmﬂhnduﬂmudnnh
designation shall be binding upon Lessee for all purposes. 1f at any time afler the effective date of the partial lermination provisions hereof, the applicable field rules are changed or the well of
wells located thereon are reclassified so that less acreage is thereafier allocated 10 said well or wells for production purposes, this lease shall thereupon terminate as 1o all acreage not therealier
allocated w said well or wells for production purposes

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

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior o discovery and production of oil or gas on said land, Lessce
should drill a dry hole or holes thereon, or if during the primary term hereof and afler the discovery and actual production of oil or gas from the leased premises such production thereof should
cease from uny cause, this lease shall not werminate if on or before the eapiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences
additional drilling or reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. [f, dunng the last year of the primary term or
within sixty (60) days prior therew, a dry hole be completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without
further operations until the expiration of the primary termy, and if Lessee has not resumed production in paying quantitics at the expiration of the primary term, Lessee may maintain this lease by
conducting additional drilling or reworking operations pursuant o Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the
first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof, Lessee nuy resume payment of the annual rental in
the same nmnner as provided herein on or before the rental paying date lollowing the expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure 10
make such payment, this lease shall pso facto terminate. 17 at the expiration of the primary term or any time thereafler a shut-in o1l or gas well is located on the leased premuses payments may be
made in accordance with the shut-in provisions hereol.

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

11. SHUT-IN ROYALTIES: For puposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having jurisdiction over the production of oil
-ndpa If at any time afier the expiration of the primary term of a lease that, until being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying
quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas
royalty an amount equal to $10.00 per acre, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. To be effective, each initial shut-in oil or gas royalty
MthuW:(l)thofﬁptimryl:m(l)ﬂﬂdny!lhlhmebwﬁmdum“ﬁhﬂw“ua(])ﬂ&nuh_mwlm
or reworking operation in accordance with the lease provisions; whichever date is latest If the shut-in oil or gas royalty is paid, the lease shall be considered 10 be a producing lease and the
payment shall extend the term of the lease for a period of one year from the end of the pnmary term, or from the first day of the month following the month in which production ceased, and, afer
that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four more successive periods of one (1) year by paying the same amount cach
year on or before the expiration of each shut-in year.

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in cffect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying quantities from a
well located within one thousand (1,000) feet of the leased premises and conpleted in the same producing reservoir, or in any case in which drainage is occwrring, the right to continue to maintain
the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall renain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the
gemhm_mmnmbymummmmmnummmwnummummahmmdmmmmmmmmumn
is completed in the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is o be paid monthly to the Commissioner beginning on o
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is conpleted in the same producing reservoir and located within
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any 12-month peniod is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an
amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the
obligation 1 drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the Commissioner's written approval, the payment of
cm::mmnhiushﬂmhfyhobﬁpdmm&iﬂaﬁﬂwﬂs Compensatory royalty payments which are not timely paid will accrue penalty and interest in sccordance with Paragraph 5
of .
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13. EXTENSIONS: ll‘.lldnexphﬁonormepmmytcrmul'muhm.pmdmnmnoroilwmhunotbwnobuuwduuunkuedmwmmaﬂlmmdnumbewchycwd
thereon in good faith and in a good and workmanlike nwnner, Lessee may, on or before the expiration of the primary term, file in the General Land Office written application o the Commissioner
of the General Land Office for a thirty (30) day extension of this lease, sccompanied by payment of Three Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640) acres or less
mdSiaThouudDolhn(!é,OO0.00)ifmhlaucmmliithedMy(m)ummmcm“hmmu.inwming.ukndthhhuforlminy(.m)thype‘dndhmn'ud
after the expiration of the primary term and so long thereafter as oil or gas is produced in paying quantities; provided further, that Lessee may, so long as such drilling operations are being
conducted make like application and payment during any thirty (30) day extended period for an additional extension of thirty (30) days and, upon receipt of such w:lmaudplmwc
Cmmiuiow:hlhinwﬁlin;.apiuemndmhkmwlhnmmuumininfun:cFonu:hnddﬁumlﬂ;hy(w)dlypuiodmlmbngtlmuﬂcrumlapsuymdu:edmp.aym
quantities; provided, however, that this lease shall not be extended for more than a wtal of three hundred ninety (390) days from and afler the expiration of the primary term unless production in
paying quantitics has been obtained.

I4. USE OF WATER; SURFACE: Lessee shall have the right o use water produced on said land necessary for operations hereunder and solely upon the leased premises; provided, however,
Lessee shall not use potable water or water suitable for livestock or imgation purposes for water flood operations without the prior written consent of Lessor. Subject 10 its obligation 10 pay
surfuce damages, Lessee shall have the right 10 use so0 much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marketing the
production therefrom, such use W be conducted under conditions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General Land Office fee
schedule which is effective on the date when the activity requiring the payment of surface damages occurs.

1S. POLLUTION: In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the foregoing, pollution of coastal
wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient W prevent spillage, seepage or ground water contamination. I the event
of pollution, Lessee shall use all means at its disposal 1o recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties.

(A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drainage pits and tank batteries so as 1 protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drilling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or suppont vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shall not be limited w containers, equipment, rubbish, plastic, glass, and any other man-made not-
biodegradable items. A sign must be displayed in a high traffic area on all vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vessels or
platforms is strictly prohibited and may subject a State of Texas lease 10 forfeiture * Such statement shall be in lettering of at least 1" in size

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

(D) PENALTY: Failure w comply with the requiremients of this provision may result in the naximum penalty allowed by law including forfeiture of the lease. Lessee shall be lisble for tie
dumages caused by such failure and any costs and exp i d in cleaning arcas affected by the discharged waste.

16. IDENTIFICATION MARKERS: Lessce shall erect, at a distance not 1o exceed iwenty-five (25) feet from each well on the premises covered by this lease, a legible sign on which shall
be stated the name of the operator, the lease designation and the well number. Where two or more wells on the same lease or where wells on two or more leases are connected to the same tank
bm:ry.wh:lhuhyindividmlllowIﬁnmnecdmudinﬂInﬂnunkurunhurhyuuu[amulu’plehndwlymmnchlincbetmcnenchwellundnwhunkwmmmubele‘iblyidcm'lhd
at all times, cither by a firmly attached tag or plate or an identification properly painted on such line at a distance pot W exceed three (3) feet from such tank or header connection. Said signs, tgs,
plates or other identification markers shall be maintained in a legible condition throughout the term of this lease.

17. ASSIGNMENTS: The lease may be transferred at any time; provided, however, that the liability of the transferor to properly discharge its obligation under the lease, including properly
plugging abandoned wells, removing platforms or pipelines, or diation of cc ination at drill sites shall pass to the transferee upon the prior written of the C: issioner of the
General Land Office. The Commissioner may require the transferee 1o demonstrate financial responsibility and muay require a bond or other secunity. All transfers must reference the lease by the
ﬂknunin-rmdnuulbemwdcdhlhccnuﬂywhtmnnuuhawd.lndlhewcucdedm&fonmpyceniﬁedl.obylhc(:oumydeofd:cmywh:dwmk:hm&dmlbe
filed in the General Land Office within ninety (90) days of the execution date, as provided by N.R.C. Section 52.026, accompanied by the filing fee prescribed by the General Land Office rules in
effect on the date of receipt by the General Land Office of such transfer or centified copy thereof Every transferee shall succeed tw all rights and be subject W all obligations, Labilities, and
penalties owed o the State by the original lessee or any prior transferee of the lease, including any liabilities o the state for unpaid royalties.

18. RELEASES: Lessce may relinquish the rights granted hereunder to the State at any time by recording the relinquishment in the county where this area 15 situated and filing the recorded
relinquishment or centified copy of same in the General Land Office within ninety (90) days afier its execution sccompanied by the filing fee prescnbed by the General Land Office rules in effect
on the date of receipt by the General Land Office of such relinquishment or certified copy thereof.  Such relinquishment will not have the effect of releasing Lessee from any liability theretofore
accrued in favor of the State.

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all vil and gas produced from the area covered by this lease to secure payment of all unpaid royalty
and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition 1o the hen provided by N.R.C. Section 52.136 and any other
applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue 1o Lessee from the sale
of such leased minerals, whether such proceeds are held by Lessee or by u third party, and all fixtures on and improvements 1o the leased premises used in connection with the production or
processing of such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and (o secure payment of any damages or loss that Lessor
may suffer by reason of Lessee’s breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be foreclosed with or without court proceedings
in the manner provided in the Title |, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the Conumissioner may require Lessee o execute and record such instruments as
may be reasonably necessary o acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arising from and relating 1o Lessee's activities upon the
above-described property or from Lessee's acquisition of this lease. Should the Commissioner at any time determine that this fepresentation is not true, then the Commissioner may declare this
lease forfeited as provided herein.

20. FORFEITURE: If Lessee shall fail or refuse 1 make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make any
lilummorhhcnpoﬂmwniupmducﬁnnm&ﬂlh&urifuueuhll[lilotmfwcrodri.lllnyoﬂiﬂmﬂorwelhiugmdhithumqniwdbthmdlhenmwmmmmﬂby
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otrtaneln;iwmlhfomuinnmu:pmpermbuﬁty.wkmwinglyMumfwhhﬁhhﬁmﬂhﬂdomcuommh;orwy well, or if Lessee shall knowingly violate any of the
malerial provisions of this lease, or if this iemismimedlullhmigmmﬂhmlﬂbdhdu&nuﬂhﬂd%eﬁmﬁﬂdbth.llnn'ghuncqu‘mdlnhr

m.hIelnlhnllbenbjecunmmnhyﬂu(‘wlm.-ndhelhuhrhknn:whmmﬂ'tiuuyiuﬁ:mndnhh&cuwhichluﬂmiulh&itm.;n:lwhuﬁrﬁhdlhnmhllmin
be subject 1o lease 1o the highest bidder, under the same regulations controlling the original sale of leases. However, nothing herein shall be construed as waiving the automatic termination of this
leucbyupaldonofhwwbymmnfmymhlliuﬁuﬁnnlﬁdn;w. Foﬂcitmmyhmuﬁhmﬂ%hudlllmsmmmm:im'ohmﬁu
inlmemtqnuﬁlﬁcmevidmcluthcComuiu&:mot‘lhﬂmudLmi()l‘ﬁceufﬂumcouplimuwilhlheptwhiomnflhhwmdofrhkluumﬂhmhuﬂnmﬂnﬁmmlmyh
mﬂdlﬁ tive hereto.

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

12. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the
Gena-alhndomuWWMMMWNPMFMSchnoluM(WxMyhtlnﬁu.mynﬂuﬁmdphdhlnhnuphmofopnmnm).mmmof
myalﬁu.mimdilin;pwcedu-.mdmnbewbjxuoallolhunlidluuu.m.umm.u&nmmwmyﬂmmmmmmamm Without
Iimitimuwgenu-nlityofuuﬁm,a'm;.l.esnelmrbylsnu.bylhemepmol'mism.mbebomdbymdntjeclbmmumymdwgnhuypmvhbmuhﬁumﬂtﬁmulum
Office’s audit billing notice and sudit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52.135
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other purpose
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incident 1o the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but Lessee shall
be entitled 1o develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special permission from the
Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line or from the nearest dredged
bottom edge of any channel, slip, or tuming basin which has been authorized by the United States as a federal project for future construction, whichever is nearer.

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

24. FORCE MAJEURE: Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting dnlling operations thereon, or from producing oil
and/or gas therefrom, after effort made in good faith, by reason of war, rebellion, riots, strikes, fires, acts of God or any order, rule or regulation of governmental authority, then while so prevented,
Lessee's obligation to conply with such covenant shall be suspended upon proper and satisfactory proof presented to the Commissioner of the General Land Office in support of Lessee's
contention and Lessee shall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations adopted by the
School Land Board); and this lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling, reworking operations or producing oil and/or gas from the leased
premises; provided, however, that nothing herein shall be construed 1o suspend the payment of rentals during the primary or extended term, nor to abridge Lessee’s night 1o a suspension under any
applicable statute of this State.

5. LEASE SECURITY: Lessee shall ake the highest degree of care and all proper safeguards 1o protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced from
suid lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's production,
gathering and storage systems where thefl of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas royalties thereon
s provided herein on all oil, gas or other hydrocarbons lost by reason of thefl '

26. REDUCTION OF PAYMENTS: If, during the prinwary term, a portion of the land covered by this lease is included within the boundaries of a pooled unit that has been approved by the
School Land Board in accordance with Natural Resources Code Sections 52.151-52.153, or if, at any time afler the expiration of the primary term or the extended term, this lease covers a lesser
number of acres than the total amount descnbed herein, payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, surrendered, or
otherwise severed, 5o that payments determined on a per acre basis under the terms of this lease during the primary termn shall be calculated based upon the number of acres outside the boundaries
of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

28. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permanent School Fund Land is encountered during the activities suthorized by this lease,
Lessee will immediately cease activities and will immediately notify the General Land Office (ATTN. Archacologist, Asset Management Division, 1700 N, Congress Ave., Austin, Texas 78701)
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) so that adequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate. Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 US.C.A. 470) and the Antiquities Code of Texas, Chapter 191, Tex. Nat. Code
Ann. (Vemon 1993 & Supp. 1998). On state d land not deds i o the Per SchoolmeMmuryhTmsthdcmhnkhnMgmmdnlwojsl
location. An archaeological survey might be required by the commission before construction of the project can commence. Further, in the event that any site, object, location, antifact or other
feature of archaeological, scientific, educational, cultural or historic interest is encountered during the activities authorize by this lease, lessee will immediately notify lessor and the Texas
Historical Comemission so that adequate measures nay be undertaken 10 protect or recover such discoveries or findings, as appropriate

. 29. VE_NUE: L.tsut and lessee, including lessec’s successors and ussigns, hereby agree that venue for any dispute arising out of a provision of this lease, whether express or mplied, regarding
interpretation of this lease, or relating in any way (o this lease or o applicable case law, statutes, or sdministrative rules, shall be in & court of competent junsdiction located in Travis County, State
of Texas

30, LEA_SE FILING: Pursuant to Chapier 9 of the Tex. Bus. & Com Code,this lease must be filed of record in the office of the County Clerk in any county in which all or any pan of the
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall sccompany the certified copies sent (o the General Land Office.
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31. EXECUTION: This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county reconds and in the General Land Office of the Staite of Texas.

T A Chal faat”
TITLE: res.d n..']’

DATE: q& (‘g{ .

- - S
- IR | W

Lo A o
IN TESTIMONY WHEREOF, withess the signature of the Conunissionet {gzké:u\ L
»
N &

STATE OF i EX (CORPORATION ACKNOWLEDGMENT)

countyor_[N\1(O ) AsA T

BEFORE ME, the undersigned authority, on this day personally appeared \\1' LA vy l\ [ WAL b EASSY

known to me 10 be the person whose name is subscribed 10 the foregoing instrument, s _ oQ £ AAOE BN B _of

t,.rlbl—lilibxf E&IJP&JLX_LE.) ow, T XY S ~ and acknowledged to me that he executed the same

for the purposes and ¢ Jeration therein exp i, in the capacity stated, and as the act and deed of said corporation
L \ i

Given under my hand and seal of office this the day of | i\ | v 1 N . N ,20_[.% Yy

o ot Muognclo. ¥o Croos
' MASHALA K. CROSS

Notary Public, State of Texas
My Commigsion Expires

7-18-2008

Notary Public i and for T EXEAD

P o s an a aa aa

FILE NO: 05- 478

|, BEVERLY HANSON, Clerk of the County Court, in and for said County, do hereby certify that the within
instrument in writing, dated 01/18/2005 with it's certification of authentication, was filed for record in my
office 04/11/2005 at 09:43 AM o'clock and recorded 04/11/2005 in the OFFICIAL PUBLIC RECORDS of Loving

County, Texas, in VOL OP 49, PG: 403. Witness my Hand and Seal of said Court, at office in Mentone, Texas,
on date and year last above written. '

BEVERLY HANSON, County Clerk
Loxing County, Texas

,Deputy
DUSTIN BURROWS
FEE: 24.00
6

CERTIFIED COPY CERTIFICATE
STATE OF TEXAS COUNTY OF LOVING
| hereby certify that the above is a true & correct
copy of the original record on file in my office
Beverly Hanson, County & District Clerk, Loving Co., Texas
Attest: ,/I’ﬂgl / //II_ 26’0f

By: ) ~ f

Deputy
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/ CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154

L
- LEASE OBLIGATION DEPOSIT RECEIPT 060
WE HAVE THIS DAY NOVEMBER 9, 2005 TENDERED TO :"".
COMMISSIONER OF THE GENERAL LAND :
LT
THE SUM OF $3,200.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW -
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
1182006 TO 11182007 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS: sreee.
LR ]
Block/Suffix: C-24 Survey, PUBLIC SCHOOL LAND Section: 1 Short Desc: PUBLIC SCHOOL LAND SURVEY '..':‘
LETY
...l:.

PAYMENT RENTAL
LEASE NUMBER  TX2640206-000

LEASE DATE: 1/18/2005

] 9\\ L

PROSPECT: NORTH HALEY

RECORDED: BOOK 49 PAGE 403 ENTRY NUMBER: 05-478 COUNTY/PARISH LOVING STATE T1x
FOR CREDIT OF: AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND Tax 1D —
OFFICE OF THE STATE OF TEXAS Acct 3.200.00
STEPHEN F. AUSTIN BUILDING M-104562
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701
IMPORTANT e et
The attached check s for the person(s) named above. Please date, sign BANK SERVICE
and return the attached receipts on the day you receive it If directed 10 a Date Received CHARGE § 0.00
bank, please deposit the amount to the credit of the person(s) named
above and date, sign and return the receipt on the day you receive it if Sign Here Grand Total 3.200.00
correspondence required, please make reference to lease number
By Check No. 21812
Title




Date Filed:

&

~Jeyry E. Patterson Commissioner
B}N




CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154

N LEASE OBLIGATION DEPOSIT RECEIPT
WE HAVE THIS DAY  OCTOBER 30, 2006 TENDERED TO

COMMISSIONER OF THE GENERAL LAND Tesels
THE SUM OF $3,200.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW E---:-
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM .

182000 TO 41812008 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: PUBLIC SCHOOL LAND Block/Suffix: C-24 Section: 13  Short Desc: PUBLIC SCHOOL LAND SURVEY

- -
L] LL
L]
LA LR
LA LN o
LT
..'. -
PAYMENT  ReNnTAL
LEASE NUMBER TX2640206-000 LEASE DATE:  1/18/2005 PROSPECT: njaLgy
RECORDED: BOOK 49 PAGE 403 ENTRY NUMBER: 5 478 COUNTY/PARISH | nyvinG STATE 1y
FOR CREDIT OF: AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS 3,200.00

STEPHEN F. AUSTIN BUILDING
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701

IMPORTANT }0 % e P

The attached check |s for the person(s) named above. Please date, sign BANK SERVICE
and return the attached receipts on the day you receive it. If directad to a Date Received CHARGE §
bank, please deposit the amount to the credit of the person(s) named
above and date, sign and return the receipt on the day you receive It. If Sign Here
correspondence required, please make reference to lease number.

"*o25989n
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CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154

LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY  NOVEMBER 29, 2007 TENDERED TO 2 eile
COMMISSIONER OF THE GENERAL LAND :, -
2 Yo
THE SUM OF $16,000.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW .
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
11812008 TO 11182009 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: PUBLIC SCHOOL LAND  Block/Suffix: C-24 Section: 13 Short Desc: PUBLIC SCHOOL LAND SURVEY Lo
L]
seee
PAYMENT RENTAL
LEASE NUMBER TX2640206-000 LEASE DATE:  1/18/2005 PROSPECT: BRUNSON
RECORDED: BOOK 49 PAGE 403 ENTRY NUMBER:  g5.478 COUNTY/PARISH | oving STATE ™
FOR CREDIT OF: ' AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND
| OFFICE OF THE STATE OF TEXAS 16,000.00
STEPHEN F. AUSTIN BUILDING
1700 NORTH CONGRESS, SUITE 600
r AUSTIN, TX 78701
| IMPORTANT S -
The attached check is for the person(s) named above, Please date, sign BANK SERVICE o
and return the attached receipts on the day you it. If directed to a Date Received CHARGE §
bank, please deposit the amount to the credit of the person(s) named %I ' I ()” 0.00
above and date, sign and return the receipt on the you receive it. If Sign Here Grand Total

correspondence required, please make reference to number. 16,000.00
»—YOUR RECORP|o=v "

03 wooq G



File No. MF‘/O:/\%QJ
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Dare Filed:
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CHESAPEAKE OPERATING, INC. PO. BOX 18496 OKLAHOMA CITY, OK 73154

\

R [ LEASE OBLIGATION DEPOSIT RECEIPT
WE HAVE THIS DAY  DECEMBER 5, 2008 TENDERED TO
COMMISSIONER OF THE GENERAL LAND
THE SUM OF $16,000.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW 2asnse |
~ IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM e .
; 1118/2009 1O 11812010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS: L ALIEE
Survey: PUBLIC SCHOOL LAND Block/Suffix: C24 Section: 13  Short Desc: PUBLIC SCHOOL LAND SURVEY *
aasens
aate®
L
YMENT  RENTAL palal
~ ASE NUMBER TX2640206-000 LEASE DATE:  1/18/2005 PROSPECT: = BRUNSON
‘CORDED: BOOK 49 PAGE 403 ENTRY NUMBER: (5-478 COUNTY/PARISH LovING STATE 1x
R CREDIT OF: AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND
| OFFICE OF THE STATE OF TEXAS Acct 16,000.00
| STEPHEN F. AUSTIN BUILDING M-104562
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701
YOCOPY FOR
o UR REC
D Rpo0S RECORDS
IMPORTANT A
1 attached check s for the person(s) named above. Please date, sign 118, 100.00
{ return the attached receipts on the day you receive it. If directed to Date Received CAARGE S °E
ank, please deposit the amount to the credit fo the persan(s) named ) C() P \ » 0.00
yve and date, sign and retumn the receipt on the day you receive it. If Sign Here } UR Grand Total 16.000.00
ndence required, please make refe to le umber. Syw—— ) i
e ’ ——— By YOUR lfml.'( ORDS Ehacice, 39897
|
- BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. oty 39897
DELAY RENTAL ACCOUNT
RO, BOX 18496 -
OKLAHOMA CITY, OK 73154 COPY FOR o
848 ~ \
e YOUR RBGORDS AMOUNT
“'"““;“'““16,000 “ DOLLARS *. .00 *CENTS 12/05/2008 $16,000.00
PAY
TO COMMISSIONER OF THE GENERAL LAND
THE OFFICE OF THE STATE OF TEXAS
ORDER STEPHEN F. AUSTIN BUILDING
OF 1700 NORTH CONGRESS, SUITE 600

AUSTIN, TX 78701 CHESAPEAKE OPERATING, INC., |

»039a9 7+ G







