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State Lease Number

M-105329

For GLO Use Only

July 19, 2005
MINERAL LEASE BID APPLICATION

APPLICANT I agree, if awarded a lease on the referenced tract, to comply with all terms

AGREEMENT and conditions of said lease and with all applicable laws that so govern said
lease, and as those laws may be amended.

APPLICANT Name: CHALFANT PROPERTIES, INC.

IDENTIFICATION

TO APPEAR ON Address: PO BOX 3123

LEASE (type/print)
City: MIDLAND State: TX _Zip: 79702-3123

(Include +4 Code)
Telephone: (432)684-9819 .

.. AREA County(ies): REEVES Survey/Area: T & P RY CO
*eess  DESCRIPTION (If Applicable)
-o:-. B|Q§|$[ !SQ,: 56235 &;ﬁigll[ !ra;t; ﬁz\_&ZI!E AQ[QS; BQQ
“ed’ b (If Applicable)
17 BID (A) Bonus Amount s ($)a6:320:00 0, (00 6d
*  SUBMISSION \~\;<2 oNE SVETY,
:'-". THOUSAND THREE HUNDRED PAERRY AND 00/100
* (type/print above)
(B) Sales Fee Amount ($)684-80 ’7‘;2 ""0
Qaved FiFTy twe 4
H RED AND 80/100
(type/print above)
This Sales Fee is 12% of the cash bonus as provided in Section 32.110 of the
Natural Resources Code as amended.
MGL. NO. APPLICANT NAME BONUS AMOUNT ONLY (A)
(Do Not include sales fee) 0
..,
49 CHALFANT PROPERTIES, INC (s 4ezaaeme. 50,160 2070,
(same as above) CP&
STATE OF TEXAS 6\6\
TAX I.D. # m N N
1-digit number)
SIGNATURE OF
AGENT / !

a
WILLIAM A CHALFANT o
(type/print name) %)
%
-
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Lease Form
Revised 10/99
Surveyed School Land

AQustin, Texas

OIL AND GAS LEASE
NO. M-105329

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 1o said
N.R.C., the following area, to-wit:

WEST ONE-HALF OF NORTHEAST ONE-QUARTER (W/2 OF NE/4) OF SECTION 6, BLOCK 56, TOWNSHIP 038, T. & P. RY. CO. SURVEY, REEVES COUNTY, TEXAS,
CONTAINING APPROXIMATELY 80 ACRES, AS SHOWN ON THE OFFICIAL MAP OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND
OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 19™ day of July, 2008, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 19" day of July, 2005, hereinafter 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, 1, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafter sometimes referred to as “Lessor,” whose address is Austin, Texas, by
virtue of the authority vested in me and in consideration of the payment by the hereinafter designated Lessee, the sum of Fifty Thousand One Hundred Sixty And 00/100 Dollars ($50,160.00),
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 right to prospect for, produce and take oil and/or gas from the aforesaid area upon the following terms and conditions,
to-wit:

1. RESERVATION: There is hereby excepted and reserved to Lessor the full use of the property covered hereby and all rights with respect to the surface and subsurface thereof for any and
all purposes except those granted and to the extent herein granted o Lessee, together with the rights of ingress and egress and use of said lands by Lessor and its mineral lessees, for purposes of
exploring for and producing the minerals which 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 to the leased premises retained by Lessor and all of the rights in and to the leased premises granted to Lessee herein shall be exercised in such 8 manner
that neither shall unduly interfere with the operations of the other.

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

3. DELAY RENTALS: [f no well is commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as o both parties unless the Lessee on or
before said date shall pay or tender to the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the 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 a 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
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 hereinafler provided, 1/4 part of the gross production or the market value thereof, at the option of the
Lessor, such value to be determined by 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 to the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
written consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by Lessor,

(B) NON-PROCESSED GAS: As a royalty on any gas (including 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 to gas processed in a plant for the extraction of gasoline, liquid hydrocarbons or other products) 1/4 part of the gross
production or the market value thereof, at the option of the Lessor, such value to be based on the highest market price paid or offered for gas of comparable quality in the general area where
produced and when run, or the gross price paid or offered to the producer, whichever is greater provided that the maximmm 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, comection 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 kydrocarbons 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 ptant production of residue
gas attributable to gas produced from this lease, and on fifty percent (50%) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid hydrocarbons,
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 fifty 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 deterntined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of cormparable quality in the
genera] 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 preducts produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
"casinghead,” "dry" or any other gas, by fractionating, bumning 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:

(I3 Om 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 pursuant to the terms of
this lease and such production is brought on linc 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 preduced 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 earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the
expiration of such three (3} month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought en line and sales thereof are commenced prior to the expiration 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 comumenced after the expiration
of eighteen (18) months from the effective date hereof but prior to the expiration of twenty-four (24) months from the effective date hereaf, the royalty rate provided herein shall be reduced to
22.5% and shall apply to each subsequent well drilled and produced on the Tand covered by this lease. Provided that, if during such six (6) month term during which Lessee may eam a reduced
royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which to eamn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

{F) NODEDUCTIONS: 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: Nonvithstanding anything contained hergin to the contrary, Lessor may, at its option, upon not less than 60 days notice to Lessee, require at any time or from
time to time that payment of all or any royzlies aceruing 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 o take its royalty in kind shall not
diminish or negate Lessor's rights or Lesses'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 Jiquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until such time as the
same may thereafter be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thereon under the royalty provisions of this lease.

() 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 anniversary date of this lease a sum equal to $5.00 per
acre less the amount of royalties paid during the preceding year.

() MARGINAL PRODUCTION ROYALTY: Upon Lessee's written application, the Schoo! 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 kife 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 Comumissioner of the General Land Office at Austin, Texas, in the foflowing 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, accompanied by the affidavit of the ownier, manager or other authorized agent, completed in the form and marmer prescribed by
the General Land Office and showing the gross amount and dispesition of all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, reconds 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 reponts or records which the General Land Office may require to verify the gross production, disposition and market value. In
all cases the authority of a 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. 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 ig 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 royzlties 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 due. The
above penalty provisions shall not apply in cases of title dispute as ta 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 Cormmissioter of the General Land Qffice with its best possible estimate of oil and gas
reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreernents and
amendments (o such contracts within thirty (30) days after entering into or making such contracts, agreements or amendments, Such contracts and agreements when received by the General Land
Office shall be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and
marketing of the oil and gas produced on said premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to
inspection and examination by the Commissioner of the General Land Office, the Attorney General, the Govemor, or the representative of any of them.

(B) DRILLING RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before spud
date, workover, re-entry, temporary sbandonment or plug and abandonment of amy well or wells. Such written notice to the General Land Office shall include copies of Railroad Cornmission
forms for application to drill. Copies of well tests, completion reports and plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad
Commission. Lessee shall supply the Genera! Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the above-described
premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey made on the bore-hole
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 true copy of the log of each survey on each well to the
General Land Office within fifteen (15) days after the making of said survey.




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

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has been completed on the leased premises,
Lessee shall exercise the diligence of a reasonably prudent operator in drilling such additional well or wells as may be reasonably necessary for the proper development of the leased premises and
in 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 1o all of the leased premises,
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres swrounding cach gas well capable of producing in paying quantities (including a shut-in
oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each
such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other govemmental authority having jurisdiction. Within 90 days of a
partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the partial termination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated 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. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a surface lease from the Land
Office, but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease

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

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

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

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: [f, during the primary term hereof and prior to discovery and production of oil or gas on said land, Lessee
should drill a dry hole or holes thercon, or if during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such production thereof should
cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences
additional 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 thereto, a dry hole be completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall rermain in full force and effect without
further operations until the expiration of the primary term; 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 (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 may resume payment of the annual rental in
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to
make such payment, this lease shall ipso facto terminate. [f at the expiration of the primary term or any time thereafler a shut-in oil or gas well is located on the leased premises payments may be
made in accordance with the shut-in provisions hereof.

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

11. SHUT-IN ROYALTIES: For purposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having jurisdiction over the production of oil
and gas. If at any time after the expiration of the primary term of a lease that, until being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying
quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in ofl 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
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 leased premises, or (3) 60 days after Lessee completes & drilling
or reworking operation in accordance with the lease provisions; whichever date is latest If the shut-in oil or gas royalty is paid, the lease shall be considered to be a producing lease and the
payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month in which production ceased, and, after
that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four more successive periods of one (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 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 completed in the same producing reservoir, or in any case in which drainage is occurring, 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 Lessee may maintain the
lease for four mare successive years by Lessee paying compensatory royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which
is completed in the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly to the Commissioner beginning on or
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same producing reservoir and located within
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an
amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the
obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the Commissioner's written approval, the payment of
compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph §
of this lease.



13. EXTENSIONS: If, at the expiration of the primary term of this fease, production of oil or gas has not been obtained on the leased premises but drilling operations are being conducted
thereon in goed faith and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary term, file in the Generat 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 Dollars ($6,000.00) if thiz tease covers more than six hundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30) day period from and
after the expiration of the primary term &nd so long thereafier as ¢il 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
Commissioner shall, in writing, again extend this lease so that same shall remain in force for such additional thirty {30) day period and so long thereafter as oil or gas is produced in paying
quantities; provided, however, that this lease shall not be extended for more than a total of three hundred ninety (390) days from and after the expiration of the primary term unless production in
paying quantities has been obtained.

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

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

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

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be aflowed 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-
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 subjecta State of Texas lease 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 (3) and {b} of this paragraph shall also apply to rivers and riverbeds.

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

16, IDENTIFICATION MARKERS: Lessee shall erect, at a distance not to exceed twenty-five (25) feet from each well on the premises covered by this fease, 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 o the same tank
battery, whether by individual flow line connections direct to the tank or tanks or by use of a multiple header system, each line between each wetl 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 commection. Said signs, tags,
plates or other identification markers shall be maintained in a legible condition throughout the term of this leage,

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 remediation of contamination at drill sites shall pass to the transfevee upon the prior written consent of the Commissioner of the
General Land Office. The Commissioner may require the transferee 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 execution date, a3 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 certified copy thereof. Every transferce shall succeed to all rights and be subject to all obligations, liabilities, and
penalties owed to the State by the original lesses or any prior transferee of the lease, including any liabilities to the state for unpaid royalties.

18. RELEASES: Lessee may relinquish the rights granted hereunder to the State at any time by recording the relinquishment in the county where this area i3 situated and filing the recorded
relinquishment or certified copy of same in the General Land Office within ninety (90) days after its execution accompanied by the filing fee prescribed by the Generat 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: Inaccordance 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 contraciual lien on and security interest in all teased minerals in and extracted from the leased premises, all proceeds which may acerue to Lessec from the sale
of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or
processing of such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or logs 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 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, attach or perfect this lien. Lessee hereby represents that there are no 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 Comumissioner at any time determine that this representation is not true, then the Commissioner may declare this
lease forfeited as provided herein.

20, FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make any
false return or false repont concerning production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good faith as required by law and the rules and regulations adopted by
the Commissioner of the General Land Office, or if Lessee should fail to file 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 access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail
or refuse to give correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lessee shall knowingly violate any of the
material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under

this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficientty informed of the facts which authorize a forfeiture, and when forfeited ihe area shall again
be subject to lease to 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 lJaw or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated before the rights of another
intervene upon satisfactory evidence to the Commissioner of the General Land Office of future compliance with the provisions of the law and of this lease and the rules and regulations that may be
adopted relative hereto.

21. RIVERBED TRACTS: In the event this lease covers a riverbed, Lessee is hereby specifically granted the right of eminent domain and condennation as provided for in N.R.C. Sections
52.092.52,093, as a part of the consideration moving te Lessor for the covenants herein made by Lessee.

22, APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the
General Land Office governing drilling and producing operations on Permanent Free School Land (specifically including any rules promulgated that relate to plans of operations), payment of
royalties, and auditing procedures, and shall be subject to all ether valid statutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease. Without
limiting the generality of the foregoing, Lessee bereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulatory provisions relating to the General Land
Office’s audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, dnd 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 to 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 to 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, ial hinery, appli or property 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 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, riots, strikes, fires, acts of God or any order, rule or regulation of governmental authority, then while so prevented,
Lessee’s obligation to comply with such covenant shall be suspended upon proper and satisfactory proof pr d o 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 Lessec 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 to suspend the payment of rentals during the primary or extended term, nor to abridge Lessee's right 1o 4 suspension under any
applicable statute of this State.

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

26. REDUCTION OF PAYMENTS: If, during the primary term, a portion of the land covered by this 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 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 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 U.S.C.A. 470) and the Antiquities Code of Texas, Chapter 191, Tex. Nat. Code
Ann. (Vemnon 1993 & 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 archaeological survey might be required by the commission before construction of the project can commence. Further, in the event that any site, object, location, artifact 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 Commission so that adequate 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 fo this lease or to applicable case law, statutes, or administrative rules, shall be in a court of comp Jurisdiction | d in Travis County, State
of Texas.

30. LEASE FILING: Pursuant to Chapter 9 of the Tex. Bus. & Com. Code,this lease must be filed of record in the office of the County Clerk in any county in which all or any 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 certified copies sent © the General Land Office.
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SEC*TIO IN: T as lease 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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COMMISSIONER OF THE GENERAL LAND QOFFICE
OF THE STATE OF TEXAS

APPROVED
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STATE OF

{CORPORATION ACKNOWLEDGMENT)
COUNTY OF.

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

known to me ta be the person whose name is subscribed to the foregoing instrument, 83 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,

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

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

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

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

Notary Public in and for




TEXAS GENERAL LAND OFFICE

JERRY PATTERSON, COMMISSIONER

August 19, 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 July
19, 2005. | am pleased to inform you that Chalfant Properties, Inc. was the high bidder on
MGL. No. 49, which has been assigned the lease number M-105329.

The lease agreement for State Lease M-105329 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,

Réert B. Hatter, Director
Mineral Leasing Division
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FILE# 4227

Lesse Form
Revised 1099
Surveyed Sehool Land

Austin, Texas

OIL AND GAS LEASE

NO. M-105319
WHEREAS, pursaant 1o the Texas Natural Resowrces Code Chapters 32, 1, 51, and Chagter 31, Subchapters A-D and . (said Code being hereinafier referred 10 a8 N.R.C ), and subject o all
rules and reg g by the C b of the General Land Office and/or the School Land Board pursuant thereto, and all other spplicable statuies and amendments 10 said

NRC, l-hllmvh-u.b--t

WEST ONE-HALF OF NORTHEAST ONE-QUARTER (W/2 OF NEM) OF SECTION 6, BLOCK 36, TOWNSHIP 035, T. & P. RY. CO. SURVEY, REEVES COUNTY, TEXAS,
CONTAINING APFROXIMATELY 80 ACRES, AS SHOWN ON THE OFFICIAL MAP OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND
OFFICE, AUSTIN, TEXAS,

was, afier being duly advertised, offered for lease on the 19™ day of July, 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 snd/or gas that may be found and produced from the above described ares, and

WHEREAS, after all bids and which were received up 10 said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 19 day of July, 1008, hereinafier the “effective date”™ and it was found and determined that CHALFANT PROPERTIES, INC.
whose sddress is P.O. BOX 3113, MIDLAND, TEXAS 79702-311) had offered the highest and best bid for & lease of the ares sbove deseribed and is, therefire, entitled 1o receive & lease
thereon.

NOW, THEREFORE, |, mnmwuuo—ummnumar«ummw--m whose sddress is Austin, Teaas, by
virtue of the suthority vested in me and in ion of the pay by the b fer desigr Ln-.u-ormwo-nmnmmwmummmn
receipt of which is hereby scknowledged snd of e royalties, covenants, stipul and cond ined and berwby agreed 1o be paid, cbserved and performed by Lessee, do bereby
h-.-uu.hunlhl—hm d brdder the exch Mh, wpect for, produce snd take oil sndior gas from the sforesaid area upon the following terma and conditions,
ot

I. RESERVATION: There is bereby excepted and reverved to Lessor the full use of the property covered hereby and all rights with respect to the vurface and wbsurface thereof for sy and
all pwpases except those granied and 1w the extent herein granted W Lessee, together with the rights of ingress and egress and wie of said lands by Lessor and its miners] lessoes, for purposes of
exploring for and producing the minerals which are not covered, or which may not be covered in the Ruture, under the termm of this lease, but which may be located within the surface boundaries
of the leased ares. 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 o Lessee berein shall be exercised in such & manner
that neither shall unduly interfere with the operstions of the other

1. TERM: Subject to the other provisions hereod, this lease shll be for o term of five (5) yesrs from the effective date hereof (herein called “primary werm™) and a3 loog thereafier as ol of
#3818 produced in paying quantities from said ares

3. DELAY RENTALS: If no well is comunenced on the land hereby leased on of before the anniversary date of this lewse, this lease shall terminate 33 1o both parties unless the Lesser on o
before said date shall pay o tender 1o the Commissioner of the General Land Office of the State of Texas ot Austin, Texas, the amount specified in the (llowing schedule multiplied by the
number of acres in the premises, which shall operate a4 & rental and cover the privilege of deferring the commencement of & well for twelve (11) months from said date. In like manner and wpon
payments or lenders of amounts set out in the following schedule, the commencement of » well may be further deferred for a like period of the same number of months.

Annivsrsany Datg Dslay Rental per Acre
First $ 5.00
Second 1§ 500
Thrd $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
of cause to be paid 1o the Conwnissioner of the General Land Office in Austin, Texas, for the use snd benefit of the State of Texas, during the lerm hereof

(A) OIL: As & royalty on oil. which i defined as ull by in & liquid form »t the mouth of the well and also all condensate, distillate, and other liguid
recovered from oil or gas run through & sep or other equip s hereinaft ided, 1/4 part of the groas production or the market valwe thereol, at the option of the
I.n--:hnhhblmdby1)&““**_“m.uﬁwﬂhﬂmmu*hﬂmmm of » like type and
Eravity @ the general ares where produced and whea run, or 2) the highest market price thereaf offered or paid in the general sres where produced and when ran, or )) the gross proceeds of the
sale thereof, whichever is the grester L—-y——mmppnﬁdhhmwmuﬂﬂamuapﬂa-ﬂhuhﬂnﬂumwn
adequate oil and gas sep of | type or other equip at least a3 efficient o the end that ol liquid hydrocarbona recoverable from the gas by such means will be recovered  Upon
wiitten consent of Lessor, the requirernent that such gas be run through such 3 separator or other equipment may be waived upon ruch terms and conditions as prescribed by Lessor.

(B) NON-PROCESSED GAS.  As s royaity on smy gas (inchding flared gas). which is defined as all hydrocarb b not defined us ofl in subparagraph (A) sbove,
pnh-ll_-y-lu-th(nnﬂ-mv&lhﬁ-‘m-pmha#h-mdwmmwﬂpﬂnﬂmmnfhpu-
production of the market value thereof, st the option of the Lessor, such value 10 be based on the highest market price paid or offered for gas of comparable quality in the general srea where
produced and when run, or the gross price paid or offered 1o the p hichever s greater provided that the maimum pressure base (o messuring the gas under this lease contract shall sot &t
any time exceed |4.65 pounds per square inch sbsolute, and the standard base wrmperature shall be riaty (60) degrees Fabrenheit, comrection ® be made for pressure sccording 0 Boyle's Law,
and for specific gravity sccording o test made by the Balance Method or by the most spproved method of testing being wsed by the industry o the jime of testing.

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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(C) PROCESSED GAS: As & royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, L4 pan of the residue gas and the
liquid hydrocarbons extracted or the market value thereo!, st the option of the Lessor  All royalties due herem shall be based on one hundred percent {100%) of the wial plant production of residue
wnﬁ-ﬁhnpmmﬁhﬂﬂumnﬂmluumm'umhhm.dﬁhﬂh, duction of liquid hydrocarb
atwributable W the gas produced from this lease; p that if liquid hydrocart d from gas p d in o plant in which Lessee (or is parent, subsidisry or affiliate) owns an
interest, then the percentage applicable 1o Mlm*lhllymt!mﬂu.mmmbummmpwﬂphwnm
agreement negotiated at arm’ length (or if there s no such third party, the highest percent then being specified in p v b is the greater The
respective royalties on residue gas and on liquid hy shall be byl!ﬁ-wmmuuuﬁhwﬂtwhﬂmwwlﬂwmnh
Mmul)ﬁmﬁﬂwmum*uwum-wm-ﬁ.mhhu-wlw.ﬂndlmﬂlx&mma-).Mﬂhhpuur In 8o
event, however, shall the royalties paysble under this paragraph be less than the royalties which would have been die had the gas nol been processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other prods duced or fa d from gas i liquid hydrocart whether said gas be
“casinghead,” Waqohphm-ﬂ.nq*m—‘mmdmmﬂmmuhmﬂhwuhwdmn:ln
matket value 1o be determined as follows:

(I)Olh_dhw—tnmﬂ-ﬁmhhh—-‘bﬂﬂ-tpimhm'r
(2) On the basis of the average gross sale price of each produst for the same moath in which such p e rhachy ia the greater.

(E) VARIABLE ROYALTY: () Subject o the other provisions of s lease, il is bereby provided that i the evem prod in paying s establishad 1o the terme of
uuuumuhuulnh-l-hln-hnu—ui-ﬂ-*-(!ﬂ-‘dhmhuhmuwnﬂhun
20%, and shall apply 1o each subsequent well drilled and produced on the land coversd by this lease. Provided that, if during such eighteen (1) muonth term during which Lessee may cam »
Mmud’m-bﬁml-u“ﬂhwdﬂdw-hhhml-ntyhhulhumwuhqh-n-ymlﬁ-())-h

extengion of the term in which 10 earn & reduced royalty rate by pving notice © the Conumussioner of the Genersl Land Office, g drilling on an sdditi ulmbu
expintion of such tuee (3) month period and prosecuting diligently sad in good fith the drilling of such well and same 1o tat prod i paying quantities i
and 50 that such production is brought on line and sales thereof are d prior 0 the exph of such diree (1) month exiension period.

(i) In the event production in paying quantities is esablisbed pursuant w0 the termu of this lease and such production is brought on line and sales thereol are commenced after e expurstion
of eighteen (1 §) months from the effective date hereofl bat prior 10 the expirstion of twenty-fow (24) mosths from the effective date hersol, the royalty rate provided hereia shall be reduced 0
22.5% and shall apply 1o each subsequent well drilled and produced on the land covered by this lease. Provided that, if dunng such six (6) month term daring which Lessee may eam a reduced
royalty maie of 22.5% as berein provided, Lessee should drill in good faith snd complete the first well as & dry hole on the land covered by this lease, Lessee nmmy receive a tree (1) month
extension of the term in which 1o earn & reduced royalty rate by giving notice 0 the Commissioner of the Genersl Land Office, m&ﬂhwﬂlﬁ-unmﬂmuh

expination of such three (3) moath period snd prosecuting diligently snd in good faith the drilling of such sdditional well and il sarme 8o that production in psying tties i established
and 5o that such production is brought ou line and sales thereof are d priof 10 the expirt nfudt-(llnunmm

(M) NO DEDUCTIONS: Lesses agrees that all royalties acoruing to Lessor under this lease shall be without deduction for the cost of producing, transporting, snd oth ise making ihe oil,
§as and other products produced hereunder ready for sale or use.

(G) ROYALTY IN KIND: ithstanding anytung berein 1o the contrary, Lessor may, #t s option, upon not less than 60 days notice 10 Lessee, require a1 sny time or from

u—hH-ﬁﬂ!y—dﬂwﬂmﬁmﬁ-hw*ﬁh’huﬁblﬂ“mﬁﬁﬁdpﬂﬁ;m-h;.l—nu-lh;
! 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
Mummmu_ﬁmmmuw-ﬁﬂu

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable on any gas as may rep i lease’s p share of any fuel used W process gas produced herewnder
s any processing plant  Notwithstanding soything contained herein 10 the contrary, umuhﬂhmotmcmaummouu Lessee may recycle gas
for gas A pwposes on the leased premises after the liquid hydrocarboms contained in e gas have been removed, and 80 royaities shall be paysbie on the gas 4o recycied until such lime & the
same may thereafier be produced and sold or used by Lessee in such manner & 1o eatitle Lessor w a royalty thereon under the royalty provisions of this lease.

() MINIMUM ROYALTY: During say year afler the expiration of the priowry tevm of this bease, if tis lease is d by p the royalties paid W Lessor in oo event shall be
muuw-wuumnnmmuhunm--m-uqd—mmumuuun-u-q-u-nwp-
acre less the amount of royaliies paid during the preceding year

§) MARGINAL PRODUCTION ROYALTY: Upon Lesser's writien application, the School Land Board may reduce the royalty rate set oul in this parsgraph and/or the minimum
royslty set out in subparagraph 4 (1) 0 extend the economic life of this lease and encournge recovery of ofl or gas that might otherwise remmin unrecovered.  Any such oyalty reduction must
conform w the requirerments of sny School Land Board sdministrative rules oo this subject. Royalty may not be reduced below the spplicable swtutory minimuim.

4. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid 1o the Comsmissioner of the General Land Office st Austin, Teaas, in the following nanner:
Payment of royalty on production of oil and gas shall be as provided i the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due snd must be received in e
General Land Office on or before the $th day of the second month ding the month of productk ﬂmﬂynﬂhhﬂ-hmhhﬂﬂiuoﬂuucmh
asaay«hmmmhwdmwwumu-w-._f or other d agent, ieted in the form and manner prescribed by
hmuﬂm-‘mﬁmmdmd-ﬂddmwﬂmmmdhdmnc.lomm.mofmmmwm
g the gross p disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks of memoranda of amount produced and put into
plpuh-,-h.-pwhdmI-nwpm-ﬂqdﬁumwﬂtmhﬂﬂﬂLﬂoﬂu-;mumﬂyh'umm&wm In
all cases the authority of & manager or agent 1 sl for the Lesses herein must be filed in the General Land Office. Each royalty payment shall be sccompanied by a check stub, schedule, wummary
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being paid on cach lease. If Lesson pays his royalty on or before thirty (30) days afer
the royalty payment was due, then Lessee owes 8 penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue » penalty of 10%
of the royaity due or §25.00 whichever is greater. In addition 0 & penalty, royaities shall acorue intevest st & rate of 12% per year; such interest will begin accruing when the royalty i sixty (60)
days overdue Affidavits and supporting documents which are not filed when due shall incwr  penalty o an smoust set by the Genersl Laod Office administrative rule which is offective on the
date when (he affidavits or supporting documents were due. The Lessee shall bear all resporwibility for paying or causing bes 10 be paid as prescribed by the due date provided herein.
Payment of the delinquency penalty shall in no way operste W prohibit the State's right of forfeiture as provided by law sor sct 10 postpone the date on which royalties were originally due. The
above pesalty provisions thall sot apply tn cases of ttle dispute as 10 the State's portion of the royslty or W that portion of the royalty in dispute a3 o fair market value.

& (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall lly furnish the C " of the Genersl Land Office with its best possible estimate of oil and gas
mmﬂm-m-ﬁuﬂumﬂmﬂmddm-ﬁ“mtﬂu d and all yubseq; agr and
smendments 10 such conracs withis thirty (30) days sfler entering into or making such Such sl agr whes received by the General Land
omuhm-nﬂnnuo—uuohﬁmmum Al-.-l-nsl-lp-t wining 1 the prods wale and
-kqdhnldp duced on said pr -Mﬁmwﬂﬂu—aﬁlwﬁﬁnm&-ﬂdWﬂuJ_hwh
inspecton and by the Commmus et of the General Land Office, the A y General, the G or the rep of any of them

(L] nuu.mcm Wmmdwmuﬁhﬂhﬂdhhw‘hmLmomhu-uwwh(!)hﬁmw
dats, or plug and sbandomment of sny well or wells. Such writien notice W the General Land Office shall include coples of Railad Commission
h—hwﬁmmnﬂ Cﬂdﬂnm”ﬂmmﬂhwnhmmoﬁuhmMuﬂuﬂu?—uw
Conunission. Lessee shall supply the General Land Office with any records, memoranda, accounts, repons, cuttings snd cores, of other information relative w the on of the above-described
premises, which may be requested by the General Land Office, in sddition 10 thoss herein expressly provided for. Lessee shall have an electrical and/or mm;nﬁ-umm
section, from the base of the surface casing to the wial depth of well, of all wells drilled on the sbove described premises and shall transmut » true copy of the log of cach sarvey on each well 10 the
General Land Office within fifteen (15) days afler the making of said survey.
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(C) PENALTIES: Lessee shall incur a penalty wh reports, d or other are not filed in the General Land Office when due. The penalty for late filing shall be set by
the General Land Office administrative nule which is effective an the date when the nuterials were due in the Genersl Land Office

7. RETAINED ACREAGE: MmmmduInuo-unnnly.Mnﬂmmwmﬂmmlummhﬁmwnhmm
_mnmmmd»mmmum-ﬁmﬂaumunyhmmuymylwd-pupu‘ k 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 if shall then terminate a4 10 all of the leased premises,
EXCEPT (1) 40 acres surounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of prods ing in paying quantities (inch & thut-in
damnﬂupuvﬂdhhwHhnnﬂ.unﬂw“Mbh“hM&thMumhmdehlm
pocled unit p to Natural R Code Sections $2.151-52.15, or () such greater or lesser number of scres as may then be alk d for production purposes 10 a ion unit for each
such producing well under the rules and regulations of the Raitroad C 1 of Texms, or any successor agency, or other go rity having juri Within 90 days of &
partial iermination of this lease in dance with this subparagraph and upon of the mini filing fee set by General Land Office rules in effect st the time of the partial iermination,
mmhnh@n“:wuhwﬁwuﬂmhmmdhanmhwtmyhhwmnf
the portions of the lease remaining in force and effect If Lessee fails W apply for o surface lease within the 90 day period specified above, Lessee may apply for » surface lease from the Land
Office, but the Land Commissioner has the discretion to grant or deny such application and 10 set the fee for such surface lesse.

(B) HORIZONTAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall further terminate as 10 all deptha below 100
feet below the total depth drilled (hervinafler "deeper deptha®) in each well located on screage retained in Paragraph 7 (A) above, unless on or before two (2) years afier the primary or exiended
ferm Lessee pays an amount equal o one-hall (1/2) of the bonus originally paid as consideration for this lease (s specified on page | hereol) 1f such amount is paid, this lease shall be in force
and effect s 1o such deeper depths, and said termination shall be delayed for an additional period of two (2) years and 50 long thereafer a3 oll or gas is produced in paying quantities from such
deeper depths covered by this lease

(C) IDENTIFICATION AND FILING: The surface screage retained hereunder as 1o each well shall, as nearly as practical, be in the form of & square with the well located in the center
thereof, of such other shape as may be approved by the School Land Board.  Within thirty (30) days afler partial termination of this lease as provided herein, Lessee shall execute and record a
release or releases ining & sansfa legal description of the screage and/or depths not retained hereunder. The recorded release, or & cenified copy of same, shall be filed in the Genersl
Land Office, sccompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. 1f Lessee fuils or refuses 1o execute and record such release or
releases within ninety (90) days afier being requested to do 50 by the General Land Office, then the C: ot his sole & may designate by writien & the acreage and/or
depths 1o be released hereunder and recond such instrument at Lessee's expense in the county or counties where the lease is located and in the official records of the Geners! Land Office and such
designation shall be binding upon Lessee for all purposes. If st any time after the effective date of the partial ination provisions hereol, the applicable field rules are changed or the well or
wells located thereon are reclassified o that less acreage is thereafler allocated to said well or wells for production purposes, this lease shall thereupon terminate a3 1 all acreage not thereafier
allocated w said well or wells for production purposes.

& OFFSET WELLS: If oil and/or gas should be produced in 1al tities from o well located on land privately owned of on State land leased at 3 lesser royalty, which well is within
o-u—-mmo)nmntu-wm«-ﬂumhmunmwumummmmm)«pmmmwwmua-'.h.
well of the well located within one thousand (1,000) feet from the ares covered by this lease begin in good faith and prosecute diligently the drilling of an offset well on the srea coversd by this
hu.-duhdh-dhuhﬁlh‘uﬂb&--yhmmwﬁﬂ-iﬁ,dhmmbﬂh&ﬂhhwum“mﬁm
necessary in 8 good faith effort 1o make such offset well produce oil and/or gas in commercial quantities. Only upon the d 1 of the C: . and with his written spproval, may the
payment of a compensatory royalty satisfy the obligation 1o drill an offset well or wells required under this Paragraph. ]

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: M. during the primary term hereof and prior 1o discovery and production of oil or gas on said land, Lessee
dnﬂtlllntyhnhubuhmemumnhﬂ-ﬂﬂ-um&-ﬁwﬁ:ﬁ-ddcphhmmﬂmw“ |
cease from any cause, this lease shall not terminate if on or before the expintion of sixty (60) days from date of completion of said dry hole or ion of production Lessee i
additional drilling or reworking operations thereon, of pays of lenders 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 siaty (60) days prior thereto, & dry hole be completed and st d, or the production of oil or gas should cease for any cause, Lessee's rights shall remwin in Al force and effect without
further operations until the expiration of the primary termy and if Leasee has not reswmed prod in paying tities at the expirstion of the primary term, Lessee may maintain this lease by

Jucting drilling or reworking 7 1o Paragraph 10, using the expiration of the primary term as the date of of production under Paragraph 10. Should the
mnn«mm-ﬂﬂﬂmuhuwHhuwunmbhﬂwpmnwmhmmwl_mympmdhmlmh
e-un-muwm“wmmmummmummm(mﬁnmumummurwmeuﬂwpnnuwmmn
make such payment, this lease shall ipso facto terminate. If at the expiration of the primary term or any time thereafler a shut-in oil or gas well is located on the leased premises payments may be
made in accordance with the shut-in provisions hereof

10. CESSATION, DRILLING, AND REWORKING: If, sfter the expiration of the primary term, production of oil of gas from the leased premises, afier once obtined, should cease from

any cause, this lease shall not terminate if Lessee commences sdditional drilling or reworking operations within sixty (60) days afler yuch cessation, and this lesse shall remain in full force and
«ffect for so long 43 such operations continue in good faith and in workmanlike manner without interruptions ttaling more than sixty (60) days. 1f such drilling or reworking operations result in
the production of il or gas, the lease shall remain in full force and effect for 50 long a3 oil or gas i produced from the leased premy in paying quantities or pay of shut-in oil or gas well
royslties or payment of Y Ities is made as provided herein or as provided by law. If the drilling or reworking operations result in the completion of a well a3 3 dry bole, the lease
will not terminate if the Lessce commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease shall remmain in effect 5o
long as Lessee continues drilling or king operations in good faith and in » workmanlike manner without interruptions (taling more than sixty (60) days. Lessee shall give written notice to
the General Land Office within thirty (30) days of any cessation of production.

11, SHUT-IN ROYALTIES: For purposes of this paragraph, “well” means any well that has been assigned » well sumber by the state agency having jurisdiction over the production of oil
and gas. Irumm;&rhmdhmmdlh—mﬂmhhwbﬁwhmMMuﬂcﬁhdMﬁluwnﬂh
WhhﬂﬂuummndwplhmﬁanﬂdhhﬂdmmmwﬁdndﬁlmML-u-yﬂly-ahhnﬂup
mhunmﬂlquﬂbllﬂ.ccpcm.hmhhllm;mhuﬂmﬂdmduwiumm To be effective, each initial shut-in oil or gas royalty
mhp‘iuwhln;(l)huﬂnﬂhdummmmm*‘-h—e—nmdammmmm::mwhylmnlmmhn-
or king op in dance 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 lesse and the
payment shall exicnd the lerm of the lease fur a period of one year from the end of the primary lerm, or from the first day of the month following the month in which production ceased, and, after
that, if no suitable production facilities or suitable market for the o or gay exists, Lessee may extend the lease for four more successive periods of one (1) year by paying the same smount esch
year om or before the expirstion of each shut-in yesr

1. COMPENSATORY ROYALTIES: Itd'hlhnhdmlnnihplhlﬂ\mWp-yunafﬁum-huawmmlly.ﬂmwnuuuﬂwdhphmhmn
Mhndwﬂunﬁmnd(l.m:lhlofhh-dwvhn-du-phhdhhmmm.uhuymhmhhmhmhmhm»m
namwmum«hwnpm,mMuuu-mum-mmuum«rnmumummmm The Lessee may maintain the
mhmmmmnmpmwmyuummwhumahmmﬂmmm-wmumumt

is comple in the same producing M-Mw&nuud(l.wﬂ)ho{hwmmwmhhhuﬂmﬂynhmmuu
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed ko the ame p y ir and located within
mhmd(l.mtuofhhnﬂpmifummmpuhlnyI:-mnﬂtwhhulmhm&unlm-hﬂwmmm.mm"rn
amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lassee of the obligation of ble develop nor the
obligation to drill offset wells as provided in N.R.C. Section $2.034; b al the & nation of the Commé and with the C ioner's written app the payment of
compensatory royalties shall satisfy the obligation to drill offset wells. meymlynymm“mﬂnhpﬂmlmmwmhmmmwl
of thiy lease.
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13, EXTENSIONS: If, st the expiration of the primary term of this lease, production of oil or gas has not been ob d on the leased p but drilling operstions are being d
mnpd“nﬁhn.mﬂ-lwitmdhm.umﬂy.muhﬁuhwdhm“lhi-liuomllmoﬁuvﬁ-q&dnnhcm
of the General Land Office for a thirty (30) day jon of this lease, panied by pay of Three Th d Dollary ($3,000.00) if this lease covers six hundred forty (640) scres or less
and Six Thousand Dollsrs ($6,000.00) if this lease covers more than six hundred forty (640) acres snd the Commissioner shall, in writing, satend this lease for » thirty (30) day period from snd
after the expiration of the primary term snd so long thereafier as oil or gas i p d in paying quantitics; provided further, that Lessee may, 50 long as such drilling operations are being
mn-ouuummummmm(mmwmhuwwdmm;unuwwarmmmwt-
Comsnissioner shall, in writing, again extend this jease 50 that same shall remain in force for such additional thirty (30) day period and so long thereafier as oil or gas is produced in paying
mmmm.uumMunwhmh.uammm;smanmuhuwdmmmumpmu
payng quantities has been obtained

14. USE OF WATER; SURFACE: Lesses shall have the right 1o use water produced on said land y for operations der and solely upon the leased premises; provided, however,
Mﬂmmwmumﬂhumnaummuhmh‘m-ﬁnﬂhw\mﬂ-wdm. Subject 10 its obligation 10 pay
surface damages, Lessee shall have the right 10 we 50 tmuch of the surface of the land that may be reasonably pecessary for drilling aad op g wells snd wansporing snd marketing
MMMhnhhmmmdMWNhnﬁGdNM Lessee shall pay surface damages in sn smount sei by the General Land Office fee
schedule which is effective on the date when the sctvily requiring the p of surfsce damages occun.

15, POLLUTION: In developing this area, Lessee shall use the highest degree of care and all proper safeguards w prevent poliution Without limiting the foregoing. pollution of cosstal
mmmmumuwmmumwh-wmmmhunwmmammm in the event
olpnlhﬁn-.L—-Mmdmuhwnmnmwm“*wﬂﬂhm&ﬂmupﬂkudum-pm\in

| (A) uw:Mﬂﬂmmﬁ”“n“m.m”ﬂﬂﬂh&uﬂunmmmmim.--luur.nlqnn
|

|

|

cmlﬂhumdqﬂw“ﬁ.MMMﬂMﬂMpﬁdeﬁMMwhmhdﬂmm

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into Sute waters from any drilling or support vessels, production platform, crew of supply boat,
barge, jack-up rig o other equipment looated on the leased area Solid waste shall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other mun-made noo-
biodegradable items. Allpulbedhhpdhnﬂ.hnﬁ:nnlln-hdmmmmdnywmu—hpihsnw-nlmmu
platforma is strietly prohibited and may subject a State of Texas lease to forfeiture Such stiement shall be in lenering of at least 1* i size.

(C) RIVERS: To the extent Y o prevent polk the p joos found in sub (a) and (b) of this paragraph shall also apply W rivers and nverbeds.

| (D) PENALTY: Failure 0 comply with the requirements of this provision may result in the maximum penalty allowed by law including forfeiture of the lease. Lessee shall be liable for the
damuges caused by such faire snd any costs and expenses incurred i cleaning areas alfected by the discharged wasie

16. IDENTIFICATION MARKERS: l..uulMutu.ﬂlMmbmmﬁnailiﬂMmmuhmmﬁh;ﬁmnhﬂhﬂpuwﬁﬂﬂll
be stated the name of the operator, the lease designation and the well pumber. Where (two or more wells on the same lease or where wells on two or more leases are connected 10 the same lank
u.m‘mwwMhmamuu-umuty—d.mm;mmhmmmmmu«munww
uumﬂ-w-wyuﬂnﬂuupﬁ-unwmm-nlh-uahnmunndlhuu)mmmuwhhm Said signs, wgs,

plates or other identification markers shall be maintained in & legible condith ughout the werm of this lease.

17. ASSIGNMENTS: The lease may be ferred at any time; provided, that the liability of the feror lo properly dischargs its obligation under the lease, including property
plugging abandoned wells, removing pl or pipelines, or diation of ination st drill shes shall puss 1o the wansferee upon the prior written consent of the Cornmissioner of the
General Land Office. The Commissioner may require the feree 10 d financial responsibility and nay require a bood or other security, All wansfers must reference ibe lease by the

ulnmt«mlmlhmmhdhnuﬂy-d-ubnmhMMhMMunmmbthMﬁumyMhn-hlnenﬂ-lh
Mbhmtﬂmﬂ&ﬁvmtndhwmnmvﬂdbyﬂlc.h:duﬂmtmqnbdhhthwtn—-ﬂuoﬁ.m—h
effect on the date of receipt by the Oeneral Land Office of such wansfer or certified copy Wereof. Every transferee shall succeed W all rights and be subject 10 all obligations, liabilities, and
penalties owed 10 the Stain by the original lesses or any prior feree of the lease, including any lisbilities o the sate for unpaid royalties.

I8. RELEASES: L-.-ymu-mwmauwamm»mumunmmumumumum
nhnwilim-awﬁbdqrofmhhGu-nll.ulomnMMM}w&hmwnhﬂhhuﬂdhhMuﬂmmhm
on the date of receipt by the General Land Office of such relinquishment or certified copy thereol. Such relinquishment will not have the effect of releasing Leasee from any liability theretofore
accrued in favor of the State.

19. LIEN: In scoordance with N R.C. Section !:Lll&.lhs.lnhﬂhnnﬁubuwallﬂndpmdlmhmmbymhh-h-cmply—dlﬁmdm
and other sums of money that may become due under this lease. By scceptance of this lease, Lessee grants the State, in addition 10 the lien provided by N.R.C. Section 52.136 and any other
nwliuhllmhummﬂhndmﬂhﬂhﬂhﬁ“hmmmuwmnllpmuv&wlkhmymwl.mhmhuh
dmwmMMM““MMRW.MM.Iﬂ“W“MWhHM, ises used in jon with the p jon of
MﬂmMMthmhumdNMHnﬁnmhubbmuunhﬂhn-dbmpymulnyﬁnpumuhm
mymhhmdmhwhdnymwuu&hofﬁhuwhhmuwm This lien 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 Comumerce Code. Lessee agrees that the Comumissioner may require Lessee o exegute and record such instraments as
may be bl 10 scknowledye, atiach or perfect this lien. L-umupwmmmmnmwwmmmmmnmwmwm
sbove-described property or from Lessee’s acquisition of this lease. Should the Commissioner at any time d ine that this rep ian is not true, then the Commissioner may declare this
lease forfeited as provided herein,

20. FORFEITURKE: If Lessee shall fail or refuse 1o muke the payment of any swm within (hirty (30) days after it becomes due, or if Lessee of an d agent should knowingly make suy
mmumMMMUtﬂﬁquMLn—MtﬂwnMnﬂ-yMnnumu'hpndMunﬂﬁbthndhmﬂw by
hCmnthLﬁoﬂu.uﬂ‘Ln-wﬁﬂhuhmlhhmmﬂdhhwwhuhwﬂmhdmduh-Whhﬁmu
omhmmm-uwmwuuummmuummnmwuuuuuumu-.-muww
of refuse 10 give correct information to the proper auth ‘,uWN-mumuMhﬂOﬂunwhﬂny-awumﬁdWyvbhn-yd'h
Mmmuhmwwumumﬂumimmuummm-mwu-.ummw

uthmumwmcm,mumeuuMyMormmmm-mmmmumm-ﬂ
hmam»hmm.mm“wmmmﬂdm However, nothing herein shall be construed as waiving the sutomatic termination of this
lease by operstion of law or by reason of any special limition srising b der.  Forfel may be set aside and Uus lease and all nights thereunder remstated before the rights of another
i sl idence o (he 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

inErvene upon
adopied relative hereto

11, RIVERBED TRACTS: hhmamwnwmummwmmuwmmmumnmmunnxcsm
52.092-52.093, as a part of the consideration moving 0 Lessor for the covenants berein made by Lessee.

10, APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject 1 all rules and regul and thereto, promulgated by the C of the
Genersl Land Office governing drilling and producing operations on Permanent Free School Land (specifically including any rules p Igated that relate to plans of operations), payment of
i du and shall be subject 10 ali other valid statules, rules, ¥ orders and ondi that may alfect operations under the provisions of this lease  Without

and awditing p
Iuduulhpnﬁydlhmlmhdynhhmdﬁh—.hhhﬁbndntjmudummmwﬂn-nhhnhmm
Office’s audit billing notice and sudit bearings proced Said provi are found 8t )| Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52135
and 52.137 through 52.140. 1n the event this lease covers land franchised of leased or otherwise used by » naviga district or by the United States for the purpose of navigation of other purpose

4
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incident 1o the operation of 3 port, then Lessee shall not be entitled to enter or possess such land without prior spproval as provided under Section 61,117 of the Texas Wter Code, but Lessee shall
be entitled 10 develop such land for oil and gas by directionsl 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 s necessary to make any surface location nearer than 2,160 feet measured st right angles from the nearest bulkhesd line or from the nesrest dredged
bowom edge of any channel, slip, or turning basin which has been suthorized by the United States as a fedens! project for future construction, whichever i nearer.

). REMOVAL OF EQUIPMENT! Upon the termination of this lease for any cause, Lenses shall not, in sny event, be permitied 10 remove the casing of any pant of the equipment from any
mq.amdammuﬂmdumuummmummwm-hlu-n.mum
comsent of said C: or his suthorized mh-hhud-h-h:-ﬂcuyuﬁ material, of property owned by Lessee
and used by Lessee in the d and production of oil or gas from until all dry or aband nthwb—pha'd-d-nllﬂdﬂ-uhlpﬁhnb-mﬂd-dlﬂ
bmhlwmmmhywbhﬁlhnhﬂh- d from the to the astisfaction of the said C: i wpr

4. PORCE MAJEURE: nulil.n-hpm-luhmum-m—a-ﬂmﬂﬁnmmmwnumﬂﬂm

m—mhmﬁlﬂhﬂuw-—dwﬁhmmhndwwmwhvduv 03 of go then while 5o prevented,
Lessee’s obligation to comply with such covenant shall be suspended upon proper and watisfactory proof p d o the C i of the General Land Office in support of Lesses’s
wﬁmﬂuhﬂhhl—phﬂnuwnnﬁ(m-hmdm s provided in (e rules and regulations adopted by the
Schndt.udludl.Mﬁhﬂhumﬂw&dwh—ulﬂnimhw:ﬂunMmmw«m.n-wph.hm
premuses; provided, however, that nothing herein shall be © suspend the p of rentals during the prirrary or extended lerm, nor 10 sbrdge Lessee's right to 8 suspension under sny
applicable satute of this Sute.

25, LEASE SECURITY: Lesser shall take the highest degree of care and sll proper safequards to protect said premises and 0 prevent theft of oil. gas, and other hydrocarbons produced from
said lease.  This inchades, but is not limited 10, the installation of all pecessary equipment, seals, Jocks, or other appropriate protective devices on o ot all sccess points ut 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 Staie of Texas royalties thereon
as provided herein on all oil. gas or other hydrocarbons lost by reason of thefl

26, REDUCTION OF PAYMENTS: If, duting the primary term. 8 portion of the land covered by this lease is included within the boundanies of 3 pooled unit that has been approved by the
School Land Board in il with Nawral R Code Sections 52.151-52.15), or If, at any time after the expirstion of tbe primary term or the extended term, this lease covers a lesser
number of sctes than the iotal amount described herein, pryments that are made on & per acre basis hereunder shall be reduced according 1o the number of acres pooled, released, surrendered, or
otherwise severed, 5o that payments determined on & per scre basis under the terms of this lease during the primary term shall be calculated based upon the number of scres outside the boundaries
of a pooled unit, or, if afler the expiration of the primary term, the number of scres actually retained and covered by this lease

17, SUCCESSORS AND ASSIGNS: The covenants, conditions and agreements contained herein shall extend 1o and be binding upon the bein, or
assigns of Lessee horein.

! AN‘I"IQ!.I!‘I‘!I’.!COBI: hhu—nhl-yh-tnl’ ‘heological or interest on I School Fund Land is during the d by this lease,
Lessee will & y cense activities and will | distely notify the General Land Office (ATTN. Archasologist, Asset M Division, 1700 N. Congress Ave., Aﬂn.'l‘cnl?ﬂlﬂl
thmmmt?ﬂ Box 12276, Austin, TX 7E711) 8o that adeg may be undertaken 1o project of recover such discoveries of findings, as Lessee

appropriste.
hwwu*ﬂhwwmdeMMHhﬂlﬂl 16 USCA 470) and the Antiquities Code of Texas, Chapler 191, Tex. Nat Code
Ann (Vemon 1993 & Supp. 1998). On stale-owned land not dedicated 1o the Permanent School Fund, lessee shall notify the Texas Historical Commission before breaking ground st » project
mumummumwhu—mwmmxmumm in the event that any site, object, location, artifact or other
feature of arche scientific, cultural or historic interest i encountered during the sctivities suthorize by this lease, lessee will imumediately notify lewsor and the Texas
Historical C: jon 50 that ade muy be undertaken to protect or recover such discoveries or findings. a3 spproprisie

19. VENUE: Lewsor and lessee, inclading lessee’s successors and assigns, hereby agree that venue for any dispute arising 0wl of & provisien of this lease, whether express o implied, regarding
interpretation of this lease, or relating in any way 10 this lease or 1 applicsble case law, statutes, or administrative rules. shall be in & court of conpetent jurisdiction located In Travis County, Stase
of Texas.

38. LEASE FILING: Pursuant to Chapter ¥ of the Tex. Bus. & Com. Code,this lcase must be filed of record in the office of the County Clerk in any county in which all or aoy pan of the
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee whall wany the certified copies sent © the General Land Office.

True and Correct
copy of
Original filed in
Reaves County
Clerks Office
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3. EXECUTION: mwmmummhnwmmmwmmmmu-muw’*mmmm-mm Land Office of the State of Texax

s

sv_LOtcrass B CaeurAnT
TITLE: E!LE SIS 2F SN
DATE:_(H 1' \7 l D

IN TESTIMONY WHEREOF, witness the signature of the Comunissioner of the General y of the State of Texas under the seal of the General Land Office

)

THE GENERAL LAND OFFICE
STATE OF TEXAS

APFROVED
Conteats

Legat
ne

" 7

STATEOF_\ £ x O\ (CORPORATION ACKNOWLEDGMENT)

(00“70';95:‘] agﬂ!]
BEFORE ME, the undersigned authority, on this day personally sppeared \__ Y |4 T S\ !3 P WALE L NT
known to me 10 be the person whose mame is subscribed to the foregoing instrument, as QﬂE ﬁllﬁeblj of

IS - = and ack fedged lo me that be ed the same
for the purposes and therein exp d, in the capacity stated, and as the act and deed of said corporation.
Given under my hand and seal of office tishe__ | ¢ ¥ N wyor SEOTENBER 0 (TF
[\ Ve BISNAT: . Caoy
2 2 ~
MASHALA K. CROSS -
Notary Public, State of Texas Tntapy Frllle s ant 0.
My Commission Expires
i 7-16-2008
STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF
Before me, the undersigned suthority, oo this day p iy spp
known 10 me 10 be the persons whose names are subscribed 1o the foregoing instrament, and scknowledged 1© me that they executed the
same for the purp and d therein el
Given under my hand and seal of office this the day of , 30

Notary Public i and for
6
- ) o - AT OISt KL L) aall RENDM, B!
OR USE % 150 e g LLAUSE e COLOR |
OR RALE VAL 3 N Aob AN R
FILE NO. 4227 -
FILED FOR RECORD ON THE DAY OF SEPTEMBER A.D. 2005 4:14 P.
) IR | | - it
DAY OF SEPTEMBER  A.p. 2005 10:30 A.y,
, DEPUTY DIANNE 0. FLOREZ, COUNTY CLERK '

REEVES COUNTY, TEXAS

True and Correct

copy of _
Original filed in
Reeves County
.o. .c. LA soe =o: oEo Clarks Office
.o:==co. :oooo
. " @ L :. l.. :l




Jerty E. Patterson, Comin1ss

Date Filed:

By

CERTIFIED TRUE AND CORRECT copy CERTIFICATE
STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing is a ful. 1mye and correct phot

onginal

raphic copy o the
now In my lawtyl ¢ iS00y & )
ed/re

wardad in th il sor nv af ot ;112 :
Qrad in the public rgcords ol my olfice | in L
PAG & h F q‘f []83 ' dF [CI Pi 1L
1~ H A.L UBLIC

S
PSRN e SEPTEMBER 20, 2005
[ FELNT o
€'€S*§)- R

IANNE O, FLOREZ, ¢ NTY CLERK

EEV TY. TE
: ﬂ?LLAMJ_ " a% TP M
L - i - =EWY -
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Jerry E. Patterson, Commissioner
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By






