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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&PRYCO
s _ew. DESCRIPTION (If Applicable)
AL Block/Tsp.: 57/3S ~ Section/Tract: 28/N2 ~ Acres: 320.0
sees (If Applicable)
.**1*, BID (A) Bonus Amount ($)rasmBR0 200, &He 00
‘" !SUBMISSION TWe Ay Farty
teeves ONE HUNDRED EMGHRARIRE THOUSAND TW® HUNDRED E3GHTFY AND 00/100
. (type/print above)
(B) Sales Fee Amount ($)22re2e 3,002 60
T _

B0 THOUSAND SEYERSHUNDRECCSEUENTY-NINE AND 28/100 IR
(type/print above)

This Sales Fee is 1¥2% of the cash bonus as provided in Section 32.110 of the
Natural Resources Code as amended.

MGL. NO. APPLICANT NAME BONUS AMOUNT ONLY (A) 0&
(Do Not include sales fee) o
&
5 I CHALFANT PROPERTIES, INC_ (sy18sa8em0 200, &40 00 Cp,;

(same as above)

STATE OF TEXAS
TAX LD. # ’ =
(must be an 11-digit qumber)

SIGNATURE OF
AGENT

WILLIAM ACHALFANT )d\
ktvpe/prlnt name)
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Austin, Texas

OIL AND GAS LEASE
NO. M-105333

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

NORTH ONE-HALF (N/2) OF SECTION 28, BLOCK 57, TOWNSHIP 038, T. & P. RY. CO. SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 320
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 sbove described area; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commmissioner 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 "cffective 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, |, Jery E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafier sometimes referred 1o 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 Two Hundred Thousand Six Hundred Forty And 00/100 Dollars
(5200,640.00), receipt of which is hereby acknowledged and of the royalties, covenants, stipulations and conditions contained and hereby agreed 1o 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 arca 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 to 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 o the leased premises retained by Lessor and all of the rights in and 1o the leased premises granted 1o Lessee herein shall be exercised in such a 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 bereof (herein called “primary term”) and as long thereafier as oil or
gas is produced in paying quantities from said area.

3. DELAY RENTALS: If no well is commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as to both parties unless the Lessee on or
before said date shall pay or tender 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 ¢ of a well may be further deferred for a like period of the same number of months.

i Delay Rental per Acre

First $ 5.00
Second $ 5.00
Third $25.00
Fourth $25.00

4. PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out in subp graph (E) of this paragruph 4, upon production of oil and/or gas, the Lessec agrees to pay
or cause o 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 hereinafter 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 mesns 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 g bstances not defined as oil in subparagraph (A) above,
pﬂxhx:odl\'ummywnonuidhd(txuplnpmvﬁbdhﬂvhwi&tupxlumptmdhnphmﬁw!hexmﬁnuofpnﬁn:.ﬁmﬂdhy&mrbnmmnmma)ll‘pmoflhepun
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 maximum p base in ing the gas under this lease contract shall not at
any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60) degrees Fahrenheit, correction 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 CAS: As 2 royalty on any gas processed in a gasoline plant or other ptant for the recovery of gasoline or other liquid hydrocarbons, }/4 part of the residue gas and the
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall'be based on one hundred percent {100%) of the total plant production of residue
gas attributable to gas produced from this lease, and on fifty percent (50%) or that percent accring 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 shatl be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

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

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

(E} VARIABLE ROYALTY: (i) Subjcct to the other provisions of this lease, it is hercby provided that 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 thercof are commenced within eighteen (18) months of the effective date hereof, the royalty rate provided herein shall be reduced to
20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such eighteen (18) month term during which Lessee may cam a
reduced royalty tate of 20% as herein provided, Lessee should drll in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which to eam a reduced royalty rate by giving notice to the Cornmissioner 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 thuree (3) month extension period.

(i) In the event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced 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 hereof, the royalty rate provided herein shaill be reduced to
22.5% and shall apply to each subsequent well dritled and produced on the land 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 dnill 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 bereunder ready for sale or use.

{G) ROYALTY IN KIND: Notwithstanding anything contained herein 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 tire that payment of all or any royalties accruing to Lessor under this lease be made in kind without deduction for the cost of producing, gathering, storing, separating, treating,
dehydrating, compressing, processing, transporting and otherwise making the oil, gas and other products produced hereunder ready for sale or use. Lessor's right to take its royalty in kind shall not
diminish or negate Lessor's rights or 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 Cffice, Lessee may recycle gas
for gas Lift purposes on the leased premises after the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable oa the gas so recycled until such time as the
same may thereafler be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thereon under the royalty provisions of this lease,

(T) MINIMUM ROYALTY: During any year after the expiration ef the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no event shafl 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 writtca application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimum
royalty set out in subparagraph 4 () to extend the economic life of this lease and encourage recovery of oil or gas that might otherwise remain unrecovered. Any such royalty reduction must
conform to the requirements of any School Land Board administrative rules on this subject. Royalty may niot be reduced below the applicable statutory minimum.

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

Payment of royalty on production of oil and gas shall be as provided in the rules set torth 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 owner, manager or other authorized agent, completed in the form and manner prescribed by
the General Land Office and showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of 21l documents, records or reports
confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into
pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and market value. Tn
all cases the suthority of a manager or agent 1o act for the Lessee herein must be filed in the General Land Office. Fach royalty payment shall be accorpanied 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 afler
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 aceruing when the royalty is sixty (60)
days overdue. Affidavils 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 dus. The Lessce shall bear all responsibility for paying or causing royalties to be paid as prescribed by the due date provided berein.
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 reyaltics were originally due. The
above penalty provisions shall not apply in cases of title dispute as to the State's portion of the royalty or to that portion of the royalty in dispute as to fair market value,

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall annually furnish the Commissioner of the General Land Office with its best possible estirmate of oil and gas
reserves underlying this lease or allocable to this lease and ghall firnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments to such contracts within thirty (3) 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, transporiation, 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 Governer, 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 {3) days before spud
date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such written notice to the General Land Office shall include copies of Railroad Commission
forms for application to drill. Copies of well tests, completion reports and plugging reports shall be supplied to the General Land Office at the time they are filed with the Texas Railroad
Conmission. Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the above-described
premises, which may be requested by the General Land Office, in addition to those berein expressly provided for. Lessce shall have an electrical and/or radioactivity survey made on the bore-hole
section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described pretmses and shall transmit a true copy of the log of each survey on each well to the
General Land Office within fifteen (15) days afler 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 surrounding each 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 dance 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 after 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 | hereof). If such amount is paid, this lease shall be in force
and effect as to 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 retsined hereunder 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. |f Lessee fails or refuses o execute and record such release or
releases within ninety (90) days after being requested to do so by the General Land Office, then the 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 thereafter allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all acreage not thereafier
allocated to said well or wells for production purposes.

8. OFFSET WELLS: Ifoil 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 rayalty, 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 Lessee shall, within sixty (60) days after such initial production from the draining
well or the well located within one thousand (1,000) feet from the arca covered by this lease begin in good fhith 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: If, 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 thereon, 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 remain in full force and effect without
further operations until the expirati ofuuptimnrym-m;mdifbeaeehummmmdpmdmduuhpuyin;qmdti«uuhneupinn‘unul‘lhnprimnrycerm.Lcsucnuylminllindlhlﬂuby
conductingsddilbmldrilﬁngotnwurkhlsnpmﬁompmuuulo?nnylphw.usinuhcexpinﬁonofﬂnpm:uymutlndlwnfceuniunofpmduﬁmmrkrl’mmph 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. 1f 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. 1f 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. If 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 afler the expiration of the primary term of a lease that, until being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying
qunﬁduisbulednﬂlheluudptmﬂmbdoilorwisnotbcm;pmdmndforhcknfwihhlepmdn:ﬁnn(‘lciti{ksorhckonluiubhmumlhenl.eueemypuyuum-innilorw
royalty an smount 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, cach initial shut-in oil or gas royalty
nmhnp-'donorbefon:(I)lheuphnﬁonol‘theprirmrymﬂn.(l’)ﬁod.lyluﬂcr!hel.amecumlopmdwuoilmmhmdnleawdpwmiu:.m(l)ﬁﬂdlyslmmcouq)lelnldrilh'n]
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 15 s0ld 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 1o 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 more 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
befonlhchudlynfﬂnmnmhfnﬂuvn‘n;themomhiuwhichﬂnoiiorwilpmdmedhml}wwl!unsinndndnimgeon}mhwwkﬂdbﬂwmpmducinlmhmdhuwdwﬂlﬁn
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid fn 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 expimation of the primary term of this lease, production of oil or gas has not been obtained on the leased premises but dritling operations are being conducted
thereon in good faith and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary termy, file in the General Land Office written application to the Commissioner
of the General Land Office for a thirty (30) day extension of this lease, accompanied by payment of Three Thousand Dollars (33,000.00) if this lease covers six hundred forty (640} acres or less
and Six Thousand Dollars ($6,000.00) if this lease 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 and so long thereafter as oil or gas is produced in paying quantities; provided further, that Lessee may, so long as such drilling operations are being
conducted make like application and payment during any thirty (30} day extended period for an additional extension of thirty (30} days and, upon receipt of such application and payment, the
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 thercafter as oil or gas is produced in paying
quantities; provided, however, that this fease shall not be extended for more than a total of three hundred ninety (390) days from and after the expiration of the primary term unfess 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 upon the leased premiscs; provided, however,
Lessee shall not use potable water or water suitable for livestock or irmrigation purposes for water flood operations 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, pollwion of coastal
wetlands, natural waterways, rivers and impounded water shafl be prevented by the use of containment facilities sufficient to prevent spillage, seepage or ground water contamination. In 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 alt 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 fo protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drilling site of all rubbish thereon,

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or 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 subject a State of Texas lease to forfeiture.,” Such statement shall be in lettering of at least 1™ in size.

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

(D) PENALTY: Faiture to comply with the requirements of this provision may result in the maximurm 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 lease, a legible sign on which shall
be stated the name of the operator, the lease designation and the well number, Where two or more wells on the same lease or where wells on two or more leases are connected to the same tank
battery, whether by individual flow line connections direct o the tank or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly identified
at all times, either by a fimly attached tag or plate or an identification properly painted on such line at a distance not to exceed three {3) feet from such tank or header connection. Said signs, lags,
plates or other identification markers shall be maintained in a legible condition throughout the term of this lease.

17. ASSICNMENTS: 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 1o the transferee upon the prior written ¢onsent of the Commissioner of the
General Land Office. The Commissioner may require the transferee to demenstrate financial responsibility and may require a bond or other security. All ransfers 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 ounty where the transfer is recorded miust be
filed in the General Land Office within ninety (90) days of the execution date, as provided by N.R.C. Section 52.026, accompanied by the filing fee prescribed by the General Land Office rules in
effect on the date of receipt by the General Land Office of such transfer or certified copy thereof. Every transferee shall succeed to all rights and be subject to all obligations, liabilities, and
penalties owed o the State by (he original lessee or any prior transferee of the lease, including any liabilities 1o 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 is 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 General Land Office rules in effect
on the date of receipt by the General Land Office of such relinquishment or certified copy thereof. Such relinquishment will not have the ¢ffect of releasing Lessee from any lisbility theretofore
acerued in favor of the State.

19, LIEN: In accordance with N.R.C. Section 52,136, the State shall have a first lien upon all oil and gas produced from the area covered by this lease to secure payment of all unpaid royalty
and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52,136 and any other
applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may acerue to Lessee from the sale
of such leased mincrals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and improvements (o 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 lo secure payment of any damages or loss that Lessor
may suffer by reason of Lessee's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be foreclosed with or without court proceedings
in the manner provided in the Titte 1, Chapter % of the Texas Business and Cormerce Code. Lessee agrees that the Commrissioner may require Lessee to exceunte ond record such tnstruments 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 Commissioner 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 autherized agent should knowingty make any
false return or false report 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 shauld fail to file reports in the manner required by law or fail to tomply 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 comect information to the proper authority, or knowingly fail or refuse to furnish the General Land Qffice 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 i§ 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 sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again
be subject W 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 law 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 Generai 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 condemnation as provided for in N.R.C. Scctions
52.092-52.093, as a part of the consideration moving to Lessor for the covenants herein made by Lessee.

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the
General Land Qffice governing drilling and producing opcrations on Permanent Free School Land (specifically including any rules promulgaled that relate to plans of operations), payment of
royalties, and auditing procedures, and shall be subject 1o all other 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 hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulztory provisions relating to the General Land
Office's audit billing notice and audit bearings procedures. Said provisions are cwrently found at 31 Texas Administrative Code, Chapter 4, dnd Texas Natural Resources Code Scctions $2,135
and 52.137 through 52.140. In the cvent thiz lease covers tand 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 dnlling 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 turning basin which has been authorized by the United States as a federal project for future construction, whichever is nearer.

23, REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitted to remove the casing or any part of the equipment from any
producing, dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written
consent of said Commissioner or his authorized representative remove from the leased premises the casing or any other equipment, material, machinery, apphiances 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 presented to the Commissioner of the General Land Office in support of Lessee's
contention and Lessee shall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations adopted by the
School Land Board); and this lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling, reworking operations or producing oil and/or gas from the leased
premises; provided, however, that nothing herein shall be construed to suspend the payment of rentals during the primary or extended term, nor to abridge Lessee's right to a suspension under any
applicable statute of this State.

25. LEASE SECURITY: Lessce 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 istallation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease’s production,
gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas royalties thereon
as provided herein on all oil, gas or other hydrocarbons lost by reason of theft.

16. 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. Archaeologist, 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 appropnate. Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470) and the Antiquitics Code of Texas, Chapter 191, Tex. Nat. Code
Ann. (Vernon 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 to this lease or to applicable case law, statutes, or administrative rules, shall be in a court of competent jurisdiction located 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 i 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 to the General Land Office.
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31. EXEQUTIDN: il ajfil gas lpase 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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OF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office
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By

COMMISSIONER OF THE GENERAL LAND OFFICE
OF THE STATE OF TEXAS

APPROVED
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Legal
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STATE OF

(CORPORATION ACKNOWLEDGMENT)
COUNTY OF

BEFORE ME, the undersigned authority, on this day personally app d

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

o ~ 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 personally appeared

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

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

Notary Public in and for




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. 53, which has been assigned the lease number M-105333.

The lease agreement for State Lease M-105333 is enclosed and will serve as your receipt
for the amount of your bid. This lease form must be signed and acknowledged by the
lessee, and then recorded in the County Clerk's office of the county or counties in which
lands covered by the lease are located. After signing and recording the lease, please
submit a certified copy of the recorded lease to the attention of the undersigned. These
requirements are material provisions of the lease; therefore, please return the certified
copy at your earliest convenience.

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

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

Robert B. Hatter, Director
Mineral Leasing Division
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FILE# 4224

e qpe 2tate of Ty, -

Austin, Texas

OIL AND GAS LEASE

NO. M-10531)
WHEREAS, pursusnt 10 the Texas Natural Resources Code Chapters 12, 13, 51, and Chapter 52, Subchapters A-D and H, (said Code being hereinafter referred to as N.R.C.), and subject w0 afl
rules and regulations igated by the Comemissi of the Cieneral Land Office and/or the School Land Hoard pursuant thereto, and all other spplicable statutes and amendments to said

N.R.C., the followirig ares, 1o-wit :

NORTH ONE-HALF (N/2) OF SECTION 18, BLOCK §7, TOWNSHIP 038, T. & P, RY. CO. SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 320
ACRES, AS SHOWN ON THE OFFICIAL MAP OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

wn.lﬂlrbt'..ﬂ)‘n‘m&d.nﬂhrldhhuuhI"‘uydlm.lﬂl.ulmﬁnhﬁln.hhcmﬂhmmomdhsuufhnllﬂlh&hﬂm
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, snd producing ofl snd/or gas that may be found and produced from the sbove described ares: and

WHEREAS, after all bids and remi which were ived up o sakd time have boen duly considered by the Commissioner of the General Land Office and the School Land Bourd st &
mmwhuwundomu.au-|fmaam.m.h_~n'mm-uuwm-du-:‘-uutlwmrmruﬂumc.
mu&_hr.o.noxnu.umm,mmnnmmumummu-mwuumwu-.n—-h-,-duum-u-

heveon:
now.nmuou,u-rynmcmut-o-umonuuumdtmmmwnum:mmu-urmw
virtue of the suthority vested in me and in ideration of the p by the herei den d Lessce, the sum of Two Hundred Thoussed Six Hundred Forty And 00100 Dollars
(5200,640.00), receipt of which is hereby acknowledged and of the royalt pulstions and condits and hereby agreed 1o be paid, observed and performed by Leasee,
do hereby demise, grant, lease and let unto the wbove mentioned bidder the exclusive right 1o prospect for, produce and take oil sad/or gas from the aforesaid ares upoo the following terms and
conditions, to-wit:

1. RESERVATION: Mbh-bynupﬂMw-huwhﬂndhmmwm-nmﬂwuhmﬁmwhmﬂ
mmwmwdhhmmwuln-.“ﬁh“u“ﬂwd—dnﬂhﬁnm-ﬁnmhhmd

loring for and ing the mineral which are not covered, or which may mot be covered in the futurs, under the terms of this lease, bui which may be located within the surface boundarie
of the leased area. Ald’ﬁriﬁ-hndlnhIu-lprllﬁ-mlhldnlmn‘mdhﬂdubldbmhﬂmwbmwmhwh‘hl—
that neither shall unduly interfere with the operations of the other.

1 TERM: sqmummmmuh—muh.wdhmmmumunhwmnmmmwunm-wa
§as is produced i paying quantities from said area.

). DELAY RENTALS: If no well is commenced on the Indhnuhl-uduuhmunmmﬂﬁhh-.ﬂmmmunmmmmhme
hnmMMMpoyw—d-lnhcmdhﬁunlmoﬂhﬁh&mannnuAmh.Tml.mm-mddnhﬂhwﬁMWhm
nﬂwntm-immMmmunmlﬂwhmdhmn-wd.mﬂhhdn{l!)-mlu-.ubu In like manner snd upon
wmmnﬁndmmmhmmmhmﬂhnﬂu,hhﬁhﬁmﬂhulﬂuwﬁolhmmﬂm

Anniversary Date
First 3 5.00
Second § 5.00
Third $25.00
Fourth $25.00
4. PRODUCTION ROYALTIES: Subject to the Vi for royslty reds set out in subparagraph () of this paragraph 4, upon production of oil andéor gas, the Lessee agrees o pay

uwhhpﬁbh&mdhw'uoﬂwiA*Tﬂhhwﬂb-ﬂdhsmdl’u“hmw

(A) OIL: As a royalty oo oil, which is defined as i g all bydrocarbons produced m o liquid form st the mouth of the well and also all condersate, distillate, and other hiquid
recovered from ol or gas run through a sep or other equip a1 hereinafler provided, 1/4 part of the gross production or the market value thereol, st the option of the
l.w.-hnhnhmhl)hwwm*mkm.ﬂd-ﬂhdmmmuﬁniﬂmw.nhhwd
'lvbh.-—-I--b—-mdulwhnlu.-llhliﬁ—-hm““uﬂhh’—ﬂwmmﬂwhmul)hmm&ﬂh
sale thereof, whichever is the greater. hunwUhﬁnw-unhndh-hHhﬁwbuﬂ—dumh-ﬂhﬂhmhdmhuuﬁm‘hn
quaie oil snd gas sep of th ‘Wﬂoﬁ“ﬂﬂucﬁ.hhd&dﬁdﬂ“mﬂhhmhﬂ_uihwuntUpu
wh-u--o(h-w.Mw&—nn-ﬁghm“nﬂawﬂmqb—uu-yhnmwﬂnﬂmumﬂhw.

(B) NON-PROCESSED GAS: As » royuity on any gas (inchading flared gas). which is defined as all hydrocarbons and gaseous yub not defined a3 oil in subparagraph (A) above,
pmhudh-mﬂmﬂhﬂ(m-pmhﬂﬂmhpmdhnphhﬁmdmhﬂiﬁmumm}mmdhﬂ
anarllnlhtvlhlwuhwhnl’bcL.-ll.M*bhuuhmwwﬂawh—dwmih"ﬂmm
produced and when run, or the gross price paid or offered o the prods rhick is grester provided that the maximum pressure base in measuring the gas under this lease coutract shall not st
..,u-muu.upunp-muuu-u-.uu-&uumuumqw)mmﬂmﬁnnhuhmm-umm.
uum&pmmﬁ.nwmuhmm«wumw-ﬁudwmwwumnud—um

Trua 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 plani or other plant for the recovery of gasoline of other liquid hydrocarbons, 1/4 part of the residus gas and the
liuid hydrocarbons extractad or the market value thereod, at the option of the Lessor. Aﬂmﬁ““ﬂﬁhﬂlnmbﬂum—uw&un{hw*ﬂwd*
wMB”Mhﬂulﬂﬁm”ﬂmﬂﬁ“”m.mIm.hﬂ of the twial plant prod of liquid kydrocart
atributable 10 the gas produced from this lease; pr d that if liquid hydrocartx d from gas p d in & plant in which Lessee (of its parent, subsidiary or afTiliate) owns an
interest, then the p lhdi“* ity Mhmm(ms)wuw“mmmmp_pmmwmnm
wwummwuuhnmum the highest percent then being specified in Muchever ia the grester The
respective royalties on resudue gas and on liquid hydrocart hl}.w-ﬂﬂﬂﬂmhmlﬂlw“m)dwﬁﬂhhh
Mmal)hmp‘nnﬂuc&dhmﬁmﬂnp(unmWmnﬂnphhhmm-d—dhﬁhmhl-l-r.h-hhpnn In no
event, however, shall the royaities payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

(D) OTHER FRODUCTS: As a royalty on carbon black, sulphur or sny other prod duced fa ting liquid hy bous) whether said gas be |
“casinghead,” 'trormoﬁtmwmNmummm]ﬂmd”mamhwuhuuhmnhmtuhmﬂm-n |
market value 10 be determined as follows:

(1) On the basis of ihe highest market pnce of each product, during the same month in which such product i produced, or |
(1) On the basis of the average gross sale price of each product for the same month in which such product are produced, whichever s the greater

(E) VARIABLE ROYALTY: () Subject to (he other provisions of this lease, it is hereby provided that in the event in paying g lished 10 the terma of
MhI-ﬂﬂmhwuhﬂ“wuwl&*—(ln“ﬂﬁmhmhWﬁh'wm“hm‘
20%. and shall spply to each subsequent well drilled and produced oo the land covered by this lease. Provided that. if during such eighteen (18) month term dwing which Lessee may earm &
mmmdm-wwmemddﬂupdﬂﬂmhhnlulhm“mHm«dbp“hﬂ.tﬂnmmﬁnnﬁwmﬂ

extension of the term in which 10 eam a reduced royalty raie by giving notice 1o the Commissioner of the General Land Office, ng drilng op on an sddin -‘lmwh

expuation of such three ()) month penod and prosecuting diligently and i good faith the dnilling of such sddivonal well and g sarme 5o that prode n paying ™

and 30 that such production is brought on line and sales thereof are d prior to the exp d-hﬁ-l)l—hulﬂ-p-nd |
() 1n the event prod: w0 the tetmu of this lease and such production is brought on line sad sales Biereof are commenced afier the expuation

umuummmmumum»uwamum)mu—mmmmumuwm&mum»
12.5% and shall spply 10 esch subsequent well drilled and produced on the land covered by this lease. Provided that, if during such six (6) month term during which Lesses may eam a reduced
royalty rate of 22.5% s berin provided, Lesses should drill in good fith snd complete the flext well 53 & dry hole on the land covered by tis lease, Lessee may receive & three (3) monih
extengion of the term in which 0 cam s reduced royalty rate by giving notice to the Conunissioner of the Geseral Land Office, commencing drilling operations on an sdditional well prior 1o the
expiration of such three (1) month period snd prosecuting diligently and i good Gaith te dniling of sch additional well and completing same 5o that production in payiag quantities is established
and 30 that such production i brought on line and sales thereof are d prior © the expintios of such twes (3) mooth extension period.

(F) NO DEDUCTIONS: Lessee agrees that all royalties sceruing to Lessor under this lease shall be without deduction for the cost of producing, Fansporting, and otherwise making the oil,
§as and other products produced hereunder ready for sale o e

(G) ROYALTY IN KIND: N herein 1o the conwrary, L-nt—y.nllqﬁ-.wnb-whpnmnuuu.mumllﬂﬂh-
hbd-lhlpy-dllﬂl-,mhunb.ul..--hﬁhh-ﬁb&duﬁnﬂﬂ-hhmd i Mg SlOfing, g Teanag
ise making the oil. gas and other products produced berewunder ready for sale or use. L-mmun--m-mﬂ-
Ha*mmummmm-mmum

H) nmmnmmvanw. Nuq-l,-llhmnw’l--y P s lease ) propors share of any fuel used 10 process gas produced hereunder
in any processing plant  Notwith anything ined herein 10 the contrary, dnﬂlﬂhh_hmdhmdhﬂﬂﬂhﬂmu-’m’-
for gas lift purposes on the leased premises afier the liquid hydrocarbons contained in the gas have been removed, and oo royalties shall be paysbie on the gas 3o recycled wntil such tme s the
same may thereafier be produced and sokd of used by Lesses in such manser as w entitie Lessor 10 a royalty thereon udes the royalty provisions of this lease.

(1) MINIMUM ROYALTY: During soy year afier the expiration of the primary werm of this lease, if this lease is maintained by production, the royalties paid 1o Lessor in 5o event shall be
less than an amount equal 1o $5.00 per acre; otherwise, there shall be due and paysbie on of before the last day of the mouth succeeding the saniversary date of this lease & yum equal © 35.00 per
acre less the amows of royaliies pasd dunng e preceding year

(9) MARGINAL FPRODUCTION ROYALTY: Upon Lessee’s written application, the School Land Board may reduce the royalty rate sel out i this peragraph and/or the minimum
royalty st out in subparagraph 4 (1) W extend the economic life of this lease snd encoutage recovery of oil or gas that might otherwise remsin wirecovered  Any such royslly reduction must
conform 1o the requirerments of any School Land Board sdminisustive rules on this subject.  Royalty may not be reduced below the applicable satutory minsmum.

5. ROYALTY PAYMENTS AND REFORTS: All royalties sot taken i kind shall be paid 0 e Commissioner of the General Land Office ot Awstin, Teras. in the following maaser:
Payment of royalty on production of oil and gas shall be as provided in the rules sef forth in the Texas Register. Rules currently provide tat royalty on il is due sad must be received in e
General Land Office on or before the Sth day of the second moath ding the month of producty Hmnphu-ﬂ—uwbuouuuuouu--uhu
ll.hdﬁﬁ““h“ﬂmm"hlm‘-m manager of other authorized agent, leted in the form and manner prescribed by
NMl‘doﬁnﬂhh”“ﬁﬁﬂ—l‘ddpwﬂﬁmmd.dﬂnwUﬂaunuhlh_mum
the gross p disposition and market value including gas meter readings, pipeline receipls, gas line receipts and other checks of memorands of smount produced sad put ino
pipelines, uanks, or pools and yas lmes or gas storage, snd any othes reports or records whuch the General Land Office may require 1o verify the pross productuos, disposinos sad market value [
all cases the authority of & manager or agent to act for the Lessee berein must be filed in the General Land Office. Each royalty pay hall be sed by o check stub, schedule, summary
of other remittance advice showing by the assigned General Land Office lease nuniber the anwunt of royalty being paid oo each lease. If Lesses pays his royaity on or before tirty (10) days after
the royalty payment was due, then Lesses owes & penalty of $% on the royalty or $25.00, whichever i preater. A royalty paymwat which is over thirty (30) days late shall sccrue » penalty of 10%
of the royalty due or $25.00 whichever is gresior. In addition 1© & penalty, royalties shall sccrus inlevest 5l 8 rate of 1% per year; such interest will begin accrdng when the royalty is sixty (60)
days overdue.  Affidavits and supporting documents which are not flled when due shall incws a penalty i an amount set by te Geoeral Land Office adnunistrative rule which is effective on the
date when the affidavits or supporting documents wers due. The Lessee shall bear all responaibility for paying or causing lties 15 be paid . p ibed by he due date provided berein.
Payment of the delingquency penalty shall in no way opersie 1 probibu the Staie’s right of forfeiture as provided by law Bor act 10 postpone the duie on whach royslties were onginally due The
above penalty provisions shall not spply in cases of tile dispute as 1o the Staie's portion of the royalty of o that portion of the royalty in dispuie 48 10 fair nwrkel value

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall y farnish the C: i of the Ceseral Land Office with its best possible estinwte of ol and gas
m-ﬁbﬁﬁ_-mwﬁhﬁﬂﬂwﬂm-ﬁ*dﬂmﬂ-ﬁﬂhuﬂu d and all b nd
amendments W such contract within thinty (J0) days after entenng o or making such Such nd ogr whl L‘byhﬂ-:ll.d
muhuhuu—uuo-umou-m“h_ Al"u_lﬁd-t o he »
marketing of the oil and gas produced on said premises, including te books and recepts and dischargy ddﬂ‘.ﬂh_dn&hﬂdlhh“b
wumwumuuwmmh- y Genenl, the G of the tive of any of them.

m nm.mam wmﬂudumuum\-ﬂu-—u--c—-d-o—nmomuu—--mhmmmu
date, or plug snd shandoament of sny well or wells. Such written notice 0 the General Land Office shall include copies of Railrosd Conwnission
hr-bu.ﬂulnnﬂ dedmwm—dmmﬂhlﬂl-hmmmuhl-'nu-ﬂu-hhhml“
Comwnission. Lessee shall supply the General Land Offics with any records, memoranda, sccownts, reports, cullings sad cores, or other & relative 0 the son of the above-described

‘which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical sndior radsoacusity sirvey mads wa e bore-buke
section, from the base of the surface casing 1o the Wial depth of well, of all wells drilied on the sbove described premises sod shall ransmit s e copy of the log of cach survey on each well W e
General Land Office within fifteen (15) days afler the making of said survey
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(C) PENALTIES: Lessee shall incur & penalty reports, de or other s are not filed in the Geners| 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 lesse to the contrary, afler 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 o wells a3 may be reasonably necessary for the proper develog of the leased p 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 a1l of the leased premises,
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surounding each gas well capable of producing in paying quantities (inchuding & shut-in
oﬂumvdlnumhhnmIIhﬂwﬂ.unmlqalmunuistuwhwmamm:ﬂ);ﬁw&ﬁmmhqm

pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (1) such greater or lesser number of scres a3 may then be alk d for P 10 & proration unit for esch
such producing well under the rules and regulations of the Railroad Commission of Texas, or sny successor agency, or other g thority heving j jon. Within 90 days of &
partial termunation of this lease in dance with this subparagraph and upon of the filing fee set by Geners| Land Office rules in efect sl the time of the partial termination,

m”mhmnm:mmhh'-adl'-;-l'mn-hnumafuwpuﬁ-u—yhm-ﬂy-e_yhhwwu
the portions of the lease remaining in force and effect. If Lessee fails 10 apply for a surface lease within the 90 day period specified above, Lessee may apply for » surface lease Bom the Land
Office, but the Land Commissioner has the discretion to grant or deny yuch application and 1o set the fee for such surface lease

(B) HORIZONTAL: hﬂomﬂﬂl—i|hmdwmmmwhmmﬂhmumnimWm--ndhhhhlw
feet below the wtal depth drilled (heremnafier “deeper deptha”) in each well located on acreage retained in Paragraph 7 (A) sbove. unless on af before two (1) yrars after the prumary or extended
term Lessee pays an amount equal 10 one-half (1/7) of the bonus originally paid as consideration for this lease (as specified on page | hereof) If such amount is paid, this lease shall be in force
u‘-ﬁn-hmlhudqtl.uiﬂmﬂhﬁhﬂh-dﬂwmdnﬂlmﬂnmﬁmuﬂcphmhmq-dn-h--t

(C) IDENTIFICATION AND FILING: mmmmm-mm-am..mumu-unnar-qmmummu-um
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 s
release or releases ining & 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 fled. [f Lassee fails or refuses 1o execute and record such release or
releases within ninety (90) days afler being requested 1o do 50 by the Gieneral Land Office, then the Commissioner at his sole discretion may designate by written instrument the screage and/or
depths o be released hereunder and record such instrument st Lessee's expense in the county or counties where the lease is located and in the offictal records of the General Land Office and such
designation shall be binding upon Lessee for all purposes. If ut any time after the effective date of the partial termination provisions hereol, the applicable field rules are changed or the well or
-ﬂmm—muuuhwhmmbﬂﬂwﬂhMmﬂhmMm-ﬁUhuhdwum
allocated o said well or wells for production purposes.

& OFFSET WELLS: 1f 0il sndvor gas should be produced in I g from & well located oo land privately owned or on State land leased ot 8 lesser royalty, which well is within
mh-ld(lmmﬂhumnulﬂwlhmhnm-dbyhh-:.ﬁl‘mlhl.-ﬁﬁw(ﬂ)hnuhﬂwmhhm
well or the well located within one thousand (1,000) feet from the ares covered by this lease begin in good fuith and prosecute diligently the drilling of an offset well on the ares covered by this
lease, and such offset well shall be dnilled 10 such depth as may be necessary 0 prevent the undue drainage of the ares covered by this lease. and the Leasee, munager or dniller shall use all means
necessary in a good faith effort 1o make such offset well produce oil and/or gas in commercial quantities. Only upon the dew of the Commi and with his writtes spproval. may the
payment of a compensatory royalty satisfy the obligation o drill an offiet well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: mmhmmw&WbMﬂﬁmﬂﬂaﬂuﬂHLﬂ
should deill » dry bole of holes thereon, or if during the primary term hereof and after the discovery and sctual production of oil or gas from the leased premises such production thereof showld
oease 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 bole or tion of production Lessee
additional drilling or reworking operstions thereon, of pays or wenders the next annual delay rental in the same manner as provided m this lease. If, during the last year of the primary term or
within sixty (60) days prior thereto, & dry hole be comp and aband of the p of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without
further operations until the expiration of the primary term; and if Lessee has not d production in paying titiea st the expiration of the primary torm, Lessee may maintain this lease by
conducting additional dnilling or reworking tions p 1o Paragraph 10, using the expi of the primary term a3 the date of cessation of production under Parsgraph 10 Should the
MMIummwﬂMuhmwuhmu-dendmnmumumanymp-ymdnn-ﬂl—lh

| ll--n-wam“wmmhmmhmhde{mmmuﬁn{md-ﬂmdwpddwum-
make such payment, this lease shall ipso facto erminate. Muhmd&mnwny-h-mn&u%dlwpnnhmuhummnyh
mmade in sccordance with the shut-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the primary term, production of ofl or gas from the leased premises, afler once obtained, should cease from
any cause, this lease shall pot 1 if Lessee dditional drilling or reworking operations within sixty (60) days afler such cessation, and this lease whall remain in full force and
Mh-lﬂqu-ﬂmmh'&iﬂdhm“mmmmhm(ﬂ)hﬁ If such drilling or reworking operations tesult in
the production of oil or gas, the lease shall remain in full force sod effect for 5o long a5 ofl o gas is produced from the leased ises @ payng ities or of shut-in oil or gas well
royalties or pay of comp Y foyalties is made as provided herein or 31 provided by law If the dnilling of reworking operations result in the completion of & well as & dry bole, the Jease
will not lerminate if the Lessee commences additional drilling of reworking operstions within sixty (60) days afler the completion of the well a3 a dry hole, and this lease shall remain in effect so

‘ long as Lessee continues drilling or reworking operations in good faith and in s workmaniike manner without interruptions totaling more than sixty (60) days Lessee shall give written notice o

the General Land Office within thirty (30) days of any cessation of production.

11. SHUT-IN ROYALTIES: hmdhm'\nl’l—uyMMMHM;ﬂ“hhmwhﬁunnhMMoﬂ
and gas. I!u-yﬁ-nhhuphﬂndhmnmdlMﬂﬂﬁhuu“mﬂhhﬂﬁnﬂwdmduphpm
mhmdnhumnduﬂhumw&mdﬂmMﬂﬂnwhﬂtduwﬁﬂl-ﬁuﬁulﬂ-wypuulmww’
royaity an amount equal to $10.00 per acre, but not less than 1,200 & year for each well capable of producing oil or gas in paying quantities. To be effective, each initial shut-in ol or gas royalty
mhwnum(l)uuﬂlﬁuﬁhmnmn”wuLn.uﬁnmdupln-hunwhnwmwtruﬂnh-mwsm
ar rking ion in d “hmmmhhhﬂtlfﬁmdw-nmﬁﬂih_ﬁlhwhhlmhuﬂh
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 mpnth following the month in which production ceased, and, after
Mwnmmuhlmw*bhw&wmwuwmumn—lhhuhh-mmmdu-(nywhyphh-mud
year an or before the expiration of each shut-in year

1. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil of gas royalty, oil or gas is sold and delivered in paying quantities from &
-dmum-u—uu.mm:fhh—imﬂmhm—mw.wh-,n--wnmh arring, the right o continue 1o

hhnhmhmmupmukyﬂmhhhﬂmﬁﬁiwhhwdhn-h-vhﬂhumlrhuhnm The Lessee may maintain the
hunuu-manmmpmgwmummmwbhmdummummummnmum
is completed in the same producing i and within one thousand (1,000) feet of the leased prenmsises. The compensatory royalty is 1o be paid monthly to the Commissioner beginning on or
before the last day of the month following the moath 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; Hhmmﬂyﬂhqlmwhbumhhhﬂmﬂw—mﬂnuﬁlpyu

|
\
\
wmount equal to the difference within thirty (30) days from the end of the |2-month period; and none of these provisions will relieve Lessee of the bligation of P wor the
obligation to drill offset wells as provided in NRC Section $2.004; however, at the d ination of the Conumissi and with the Commi W writtess approval, the payment of
wmumnuﬂmnwmm Compensatory royalty payments which are not timely paid will accrue penalty and interest in sccordance with Paragraph §
of lease.
I J
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13, EXTENSIONS: u.uumuumnuﬁmmuwupunhm—uuhmmhm“nmm
whmuuhnu«nm-—.Mu;.n-mhmuhmmmuumummmhnhc—im
of the Genersl Land Office for a thirty (30) day jon of this lease, panied by pay of Thaee Th d Dollars (53,000.00) if this lease covers six hundred forty (640) scres or less
ummmmwwuh-wmhmwmmmmuuc—dmu-mm&mn-mm;mwmu
afler the expiration of the primary term and 30 lony thereafler a3 oil or gas is produced in paying bes; provided further, that Lessee may, 50 Jong ss such drilling operations are being

ted make like application and pay d-dquym(muywwu-mmumm}apmumdmmumn-
Cnmuh-uhll.h-ﬂh‘.lphuhdﬁhunnmﬂnmﬂmhinmhm%lmuw)ﬁywﬂmuwhnmruﬂuwuwn&udhpm

mmm.uummuhumummawwmmmumanmuwmwammmmmh
paying quantities has been obtained.
14. USE OF WATER; SURFACE: Lessee shall have the right 1o use water p d on said land y for Is der and solely upon the leased premises, provided, however.

Lm-Mumpﬂhmum-ﬂhhimummhMhdwmuwmwdw Subject w its obligaton o pay
w-h-nh-nhlhwuwumumhdhmdhumnthmthM wells snd uansporung and masketing the
production therefrum, such use 10 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 dais when the activity requiring the p of purface du oTCuIs.

15. POLLUTION: hﬁm&m“ﬂthde‘Mdmm:“m Withou! limuting the foregoing, pollution of coastal
anlmnmﬂw-w”hmhhmdmmﬁnbmﬂnmwmmm In the event
MMMM-J-&HHanJMMHmeMNMhﬂh—aupﬂu-ﬂmm

(A) UPLANDS: Lessee shall build and maintain fences around its shush, sunyp, and drainage pits and Wak batieries so & 10 protect livestock against loss, damage or injury, and wpon
wwllﬁ-umduy-dalnkmﬂﬂﬂ“u“ﬁﬂ“dwm.hm&ddmh

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platiorm, crew or supply bost,
barge, jack-up rig or other equipment located on the leased ares. w-—mmnmuhmnmmmnmﬁ.—mmw-
itoms. An)punhcﬁindh-hnm—n-lmhudumlphﬁ-mm'dmmmwmw!uw-nm_ﬁc

platforms is strictly prohibiled and may subject s State of Teass lease 1o forfriture.” Such staterment shall be i letiering of at Jeast 1” in size.

(C) RIVERS: To the extent necessary o prevehi pollution, the provisions found in subsections (a) and (b) of this paragraph shall also apply 1o rivers asd riverbeds

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

16. IDENTIFICATION MARKERS: Lessee shail erect, ot a distance not 10 exceed tweaty-five (25) foet rum esch well oa the premises covered by this lease, s legible sign on which shall
be stated the name of the operstor, the lease designation and the well numbes, Where two or more wells o the same lease or where wells o6 two or more leases are connected 1o the same taak
InI-ry.vhhwbyhdhb-l&wmmﬁwnMnﬂwhﬂnwhmdluﬂhﬁwlﬂhmmﬂﬂﬂunmmhmbm
at all times, cither by # firmly attached tag or plate or an identification properly painted on such line st & distance not © exceed tree (1) feet from such tnk or beader comnection. Said signa, lags,

shall be rminteined ia & leible coodition through

plates or other identification markers the term of this lease.

17. ASSIGNMENTS: The lease may be fe &l any time: provided, b that the liability of the fezor W properly discharge it obligation under the lcase, including property
plugging abandoned wells, ving platforms or pipelines, or diation of i at drill sites shall pass 10 the transferee upon the prior writien consent of the Commissioner of the
Geoeral Land Office. The Commissioner may require the o de i ial and may require » bood or other security, All ranafers nuist reference he lease by the

file nurmber and must be recorded in the county where the ares is locased, and the recorded transfer or & copy certified 1o by the County Clerk of the county where the tranafer is recorded must be
filed in the General Land Office within ninety (90) days of the execution date, as provided by NR.C. Section 51.026, 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 runsferee shall succeed © all rights and be subject w0 all obligations, lisbilities, and
pﬂ-nﬂnhh&bthﬁh—-wuyuhrnﬁ-dhqum.hmhmﬂm

18 RELEASES: mu,mndﬂ-wm-umummb;mﬁhnlqﬁ—unum-imh-—-d-l-tﬂqumuhl
relinquishment or certified copy of same in the Genesal Land Office within ninety (%0) days afler its exscution sccompanied by the filing fie prescribed by the General Land Office naes in effect
on the date of receipt by the General Land Office of such relinquishment or certified copy thereof Such relinquishment will ot bave the effect of releasing Lessee from any liability theretwlore
wocrued in favor of the State.

19. LIEN: hmm’ﬁN.l.C.S-euuﬂ.lu.tm“hﬂnhhu’umoﬂm]mmhhmmuﬁhﬂbmumdaﬂ-ﬂdm
and other wums of money that may become due uisder this lease. By acceptance of this lrase, Lossee grants the State, i addition © the licn provided by N.R.C. Section 52.136 and any other
“Inbhm-ryh,nwuun—lhuwmﬁmhdm_ﬁhuﬂwlﬂhm.ﬁndm&—ymul.uushnlh.h
of such leased munerals, whether such ds are beld by Lessee or by o third party, and all fixtures on and improvements o the leased premises wed in with the production or
processing af such leased minerals i order W secure the payment of all royalties or other amounts due of W become due under this lease and 1o secwre payment of any damages or loss that Lessor
may suller 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 foreciosed with or without count procesdings
i the manner provided in the Title 1, Chapier 9 of the Texas Business and Commerce Code. Lessee agroes that the Commissioner may require Lessee 1 execute and record such instruments sy

may be b Yy o ledge. umtach o perfect us lien  Lesser bereby represents that there are 0o pnor of supernior liens ansing from and relaung 1o Lessee’s activities wpon the
above-described property or from Lessee's acquisition of this lease. Should the Commissioner st any time d ine that this rep ion 18 Rot true, thes (he Comumissioner may declare this
lease forfeited as provided berein.

20. FORFEITURE: El'l.a-uhllMiumhnnmlhpuym:l'-ynuwﬂhMnr(manwllmu.winn-wnmwmlumn-.lyu-hn,
mmunhmmmwﬁmwuwmMwuanu&lluroﬂhmdumhhpumuwwhwﬁhnﬁldm“ﬂh
ﬂ-mﬂuomuom-ummmnmmuummwh-uanmmmmﬁuwnumm

und;-hinnmel" lon 10 the proper suthority or knowingly fail or refuse W furnish the Genersl Land Office a comect log of any weil, of 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

ﬁhﬂﬂhuﬂubhﬁmhhcm.udhmWnn%u-&hﬂyhhwddhhmuﬂﬂuﬁwhuthdmthmﬂw
be subject 1o lease 0 the highest bidder, under the same regulations controlling the original sake of leases  However, nothing berein thall be construed a3 waiving the aulomanc enmunation of this
lease by operation of law or by reason of any special limitation arising hercunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated before the rights of snother
i upon satisfs vidence to the C issionas 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: Ia the event this lease covers a riverbed, Lessee is hereby specifically granted the right of enunent domain and condemnation as provided for in NR.C. Sections
52.097-52.09), as & part of the considerstion moving to Lessor for the covenants herein made by Lessee.

1L APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lkease shall be subject 1 all rules snd regud and thereto, igated by the C » of the
General Land Office goveming drilling and producing tions on Py Free School Land (specifically including any rules promulgaied that relate 1o plans of operations), payment of
. procedures, snd shall be subject 10 all other valid statutes, rules, lat orders and ordis thal may affect operations under the provisiom of tus lease  Without

royaloes. and auditing

mumdumL—-hﬂumnnmd&muhmwmmnam-‘_ﬂmmmnu-omuu
Office’s audit billing notice sud audit hearings p d Said provisions e iy found at 31 Texas Administrative Code, Chapier 4, and Texas Natunal Resowces Code Sections 52 135
and 52137 thuough 52.140. In the event this lease covens land franchised o leased or atherwise wsed by & navigation district or by the United States for the purpose of navigation or other purpose

4
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incident W the operation of a port. then Lessee shall not be entitled 10 enter or possess such land withowt prior spproval as provided under Section 61.117 of the Texas Water Code, but Lessee shall
be entitled 0 develop such land for il and gas by directional drilling. provided, however, that o surface drilling location may be nearer than 660 foet and special permission from the
Comumissioner of the General Land Office is necessary 10 make any surface location nesrer than 2,160 feet measured sl right angles from the nesrest bulkbesd line or from the nearest dredged
bottom edge of any channel, slip, o turming basin which has been suthorized by the United States a5 » federal project for future construction, whichever is nearer.

3. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in sny event, be permitied 1o remove the casing or any part of the equipment from any

maywmmw“mmuhmmﬁhmorhmu%uhmwm&lm-hl:m
consent of sald Ci jonet or his auth P remove from the leased premises the casing or any other equi material, of property owned by Lessee
and wed by Lessee in the L and production of oil or gas therefi mmdrywwwbhnh—.lun‘uduuﬂnll“uufhnpnhnmmﬂdudall
hﬂnwmmmm or debris shall have been d from the premises 1o tie satisfa of the said Commissioner or his P

4. FORCE MAJEURE: Mmummmmmwawm-«unrmmh-m.w&;momwmmm
nwammmwmm.mmuymuw.mmmmnumuwuuyw rule or regul of 1 authy then while 5o prevented,

Lesser’s obligauon 1o comply with such covenant shall be suspended upon proper and factory proof p 1w the Ci isa nfhmwmhwdw
m-ndh-u:hll-mhlkbhhdnn-plhruhnhwm(mmhhmufmmwuwhhmﬂmwhh
School Land Board); and this lease shall be extended while and 5o long as Lessee is prevented, by any such cause, from drilling, ducing oll snd/or gay from the leased
m'wnh:.‘hwovu.Mnﬂnmmnhmn“hpmnrn—hhﬂhmuwmmumwlmunwwny
applicable statute of this State

15. LEASE SECURITY) Ln—aumuwmdmmum feguards 10 protect said p and w prevent theft of oil, gas, and other hydrocarbons produced from
said lease. This includes, but is not limited to, the Il seals, locks, or other appropriate protective devices on or #l all sccess poinis #f the lease’s production,
MMwmmMﬁMmm umumnhuammmmmmmmuwndmumm
s provided herein on all oil, gas or other hydrocarbons lost by reason of thell

26, I.IDUCIIDNOIPATMIN'I‘I un-.n-pi—ym-m—duumnmwummﬁmmwunmn—wwu
School Land Board in Code Sections 52.151-52.15), or if, st any time afler the expinstion of the primary term or the extended term, this lease covers & lesser
-d-dn-hhuﬂmwmmﬁmﬁnuwubﬁhﬂﬂhuﬁdmﬁ.uh“dwwﬂ“-ﬁw
otherwise severed, 5o that payments determuned on & per scry basis under the terms of this lease during the primary term shall be calculated based upon the mumber of scres cutside the boundaries \
of s pooled unit, or, if after the expiration of the primary term, the number of scres schuslly retained and covered by this lease.

17. SUCCESSORS AND ASSIGNS: The dibons and ined berein shall extend io and be binding upon the heirs, dimas or
assigns of Lessee herein

u.mnwmnconm Ilhﬂ-hl-yhtnf heological or histoncal interest on P School Fund Land is d during the activith th d by this lease,
Lessee will immedi tivities and will i du -uwhuu-ﬂuummrm Archaeologist. Asset Managp Division, 1700 N. Congress Ave., Austin, Texas 76701}
murmwmoo anmu.a-.'n: TATH) 5o that adequate measures nuay be undertaken to protect of recover such discoveries or findings, as appropriste Lessee
Is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-19-66, 80 Sutute 915; 16 USC A 470) and e Antiquities Code of Teass, Chapter 191, Tex Nat. Code
Ann. (Vernon 1993 & Supp. |99%). On state-owned land pot dedicated 1o the Permanent School Fund, lesses stiall notify (he Teaas Historical Comenission before breaking ground at a project
location. An archaeological survey might be ired by the ission before jon of the project can commenceFurther, in the event that any site, object, location, artifsct or other
feature of archacological, scientific, educational, cultural or historic imterest is encountered during the activities suthorize by this Jease, lessee will immedistely notify lessor and the Texas
Historical Ci i 0 that adeg may be undertaken to protect or recover such ot findings, as appropri

19. VENUE: Lessor and lessee, including lessee’s successors and assigna, hereby agree that venue for sny dispule arising out of a provision of this lease, whether express of implied, regarding
Interpretation of this lease, or relating in any way 10 this lease or o applicable case law, statutes, or sdministrative rules, shall be in 8 court of competent jurisdiction located in Travis County, State
of Texas.

30, LEASE FILING: Pursuant (o Chaper 9 of the Tex. Bus. & Com Code, this lease must be filed of record i the office of the County Clerk in any county In which all or any part of the
leased premises u located, and certified copies thereaf must be filed in the Geveral Land Office  The prescribed filing fee shall accompany the certified copies sent 1o the General Land Office.

True and Correct
copy of
QOriginal filed in
Reeves County
Clerks Office
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31, EXECUTION: This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of

4 A

| ATt
LEsseg’ V ¥
) & s aﬁm w
pate: G| 1A 05

in the county reconds and in the General Land Office of the State of Texas.

IN TESTIMONY WHEREOF, witness the signature of the Commissioner .t?! Genersl Land of the State of Texss under e seal of the General Land Office

STATEOF | By E1 (CORPORATION ACKNOWLEDGMENT)
conrvor NI Oy RS

BEFORE ME, the undersigned suthority, on his day personally sppeared | JT 1 1 T £I0A acr YAl F ANT
known 0 me o be the person whose name (5 subscribed W the foregoing a8 E[ZES{{ .00 of

~ . =

and schnowledged 10 me that he exscuted the same

for the purposes aad consid therein d. in the capacity stated, and as the sct and deed of said corporstion.
Giiven under my hand snd seal of office this the ‘151“ dayol K PCTECNCER o[
. N -
% MASHLLA K, CROSS Notary Public in and for
Notary Public, Stale of Texas
My Commigsion Fxpires
" 16-2008
STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF
Belore me, the und d suthority, on this day p ly ap
known 10 me 1© be the persons whose names are subscribed o the foregoing and acknowledged wo me (hat ey executed the
same for the and consideration therein eapressed
Given under my hand and seal of office this the . day of 420
Notary Public in and for,
6
- ) WY UV HERL s e sl KENTAL
OR USE B¢ (- i . LLAUSE Ov COLDR
OR RACE © 1AL 36w . =0 Lif e b ELRRAL
FILE NO. 47274 __
FILED FOR RECORD ON THE _]6TH DAY OF SEPTEMBER i3, doos NeIA B, o
DULY RECORDED ON | 19TH  pay or  SEPTEMBER a.p. 2005 10:30 Ao,
“: » Dm DI1ANNE 0. 'wmo mu.!r CLERK

REEVES COUNTY, TEXAS

True and Correct

copy of
Original filed in
Heeves County
- - aee sew - LLE ] - ¢
cses e s tae e Clerks Office
s ® & & = - .« o & -
L LI L] LI LE]
-e . - - - -
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Jerry Eﬁl_’iicrau Commissioner
By

f

10522

|

?

File N

No/2L
Vhﬁ_/;:
Date File¥ ——

CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS
COUNTY OF REEVES
The above and loregoing 15 & full. true and carrect photographic Copy of the

n my lawlul X I n as 1he same IS
i | s nublic records of my office. lour vOL 7f2 ‘
_ 166 e Py 6o o “CM:ORBEHC

/ﬁ{"\}:‘- | hereby cenified -J«S,E_I,"L'EHBER_ZQ » 2005

DIANNE Q. FLO OUNTY CLERK
(\é REEVES COUNTY, W
S
o B QLQ« L DEPUTY
-

)
.ﬂ




