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July 19, 2005
MINERAL LEASE BID APPLICATION

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

Name: CHALFANT PROPERTIES, INC.

Address: PO BOX 3123

City: MIDLAND _State: TX -

Telephone: (432)684-9819

3188
(Include +4 Code)

(If Applicable)

Block/Tsp.: 57/3S ~ Section/Tract: 38  Acres: 640.0

(If Applicable)
(A) Bonus Amount . _ ($)320;380:00 41, 230.00
Ceon oNE +ws ElenT

HHREE HUNDRED SEMENTY THOUSAND FIWE HUNDRED SEXFY AND 00/100
(type/print above)
($)5.558a0 (b, 019 26

FIVE THOUSA
(type/print above)

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

APPLICANT NAME BONUS AMOUNT ONLY (A) 0
(Do Not include sales fee) yd”
d)
CHALFANT PROPERTIES, INC ($)320568:00 4ol 280.00 &)

(same as above)

(must be an 11-digit number)

(sidn¥tre

WILLIAM A CHALFANT
(type/print name)







Lease Form

Revised 10/99
Surveyed School Land
AQustin, T
ustin, dexas
OIL AND GAS LEASE
NO. M-105336
WHEREAS, pursuant to the Texas Natural R Code Chap 32, 33, 51, and Chapter 52, Subchapters A-D and H, (said Code being hercinafter referred o 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 stautes and amendments o said
N.R.C., the following area, to-wit:

SECTION 38, BLOCK 57, TOWNSHIP 038, T. & P. RY. CO. SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 640 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, 2005, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 19™ day of July, 2005, hereinafler the “effective date” and it was found and determined that CHALFANT PROPERTIES, INC.
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-3123 had offered the highest and best bid for a lease of the area above described and is, therefore, entitied to receive a lease
thereon:

NOW, THEREFORE, |, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafter sometimes referred to as "Lessor,” whose address is Austin, Texas, by
virtue of the authority vested in me and in consideration of the payment by the hereinafier designated Lessee, the sum of Four Hundred One Thousand Two Hundred Eighty And 00/100
Dollars ($401,280.00), 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 sbove mentioned bidder the exclusive right to prospect for, produce and take oil and/or gas from the aforesaid area upon the following
terms and conditions, to-wit:

1. RESERVATION: There is hereby excepted and reserved to Lessor the full use of the property covered hereby and all rights with respect to the surface and subsurface thereof for any and
aﬂpwwumepuhouwledmdwﬂuuhmtm:hmnudmbum.wgﬂhawim:hndgimofhmmd:mumdmofmdhndsbylzssonndiunincnllum.fmpwpomnf
exploring for and producing the minerals which are not covered, or which may not be covered in the future, under the terms of this lease, but which may be located within the surface boundaries
of the leased area. All of the rights in and to the leased premises retained by Lessor and all of the rights in and 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 hercof, this lease shall be for a term of five (5) years from the effective date hereof (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 o both parties unless the Lessee on or
before said date shall pay or tender to the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the amount specified in the following schedule multiplied by the
number of acres in the premises, which shall operate as a rental and cover the privilege of deferring the commencement of a well for twelve (12) months from said date. In like manner and upon

payments or tenders of amounts set out in the following schedule, the comn of a well may be further deferred for a like period of the same number of months.
Anniversary Date Delay Rental per Acre
First $ 500
Second § 500
Third $25.00
Fourth $25.00

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

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

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

and for specific gravity according to test made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing.




(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 part of the residue gas and the
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shallbe 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 accming to Lessee, whichever is the greater, of the total plant production of liquid hydrocarbons,
attributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an
interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing
agreement negotiated at arms’ length {or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The
respective royalties on residue gas and on liquid hydrocarbons shall be 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. Inno
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

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

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

(E) YVARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursuant to the terms of
this lease and such production is brought on line and sales thereof are commenced within eighteen {18) months of the effective date hereof, the royalty rate provided herein shall be reduced to
20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such eighteen (1&) month term during which Lessee may eam a
reduced royalty rate of 20% as herein pravided, Lessee should drill in good faith and cormplete the first well as a dry hole on the land covered by this lease, Lesses may receive a three (3) month
extension of the term in which to eam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an 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 comunenced prior to the expiration of such three (3) manth extension period.

(i) In the event production in paying guantities 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 cighteen (18) months from the effective date hereof but prior to the expiration of twenty-four (24} months from the effective date hereof, the royalty rate provided herein shall be reduced 1o
22.5% and shail apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such six (6) month term during which Lessee may eamn a reduced
royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which to eam 2 reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same 50 that preduction 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: Lessec agrees that all royalties accruing to Lessor under this lease shall be without deduction for the cost of producing, transporting, and otherwise making the oil,
gas and other products produced hereunder ready for sale or use.

(Gy ROYALTY IN KIND: Notwithstanding anything contained herein fo the contrary, Lessor may, at its option, upon not less than 60 days notice to Lessee, require at any time or from
time to time that payment of all or any 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 royzlty in kind shall not
diminish or negate Lessor's rights or Lessee's obligations, whether express or implied, under this lease.

{H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel used 1o process gas produced hercunder
in any processing plant. Notwithstanding anything contained herein to the contrary, and subject to the consent in writing of the Cotimissioner of the General Land Office, Lessee nay recycle gas
for gas lift purposes on the leased premises after the liquid hydrocarbons contained in the gas have bean removed, and no royalties shatl be payable on the gas so recycled unti] such time as the
same may thereafter be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thereon under the rovalty provisions of this lease.

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

() MARGINAL PRODUCTION ROYALTY: Upon Lessee’s written application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimam
royalty set out in subparagraph 4 (1) to extend the cconomic 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 nules on this subject. Royalty may not be reduced below the applicable statutory minimum

5. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid to the 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 forth in the Texas Register. Rules currenty 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 manzer 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 all documents, records or reports
confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into
pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, dispesition and market value. In
all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be accompanied by a check stub, schedule, summary
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being paid on each lease. If Lessee pays his royalty on or before thirty (30) days after
the royalty payment was due, then Lessee owes a penalty of 5% on the toyalty 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. Tn addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60)
days overdue. Affidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is effective on the
date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as prescribed by the due date provided herein.
Payment of the delinquency penalty shall in no way operate to prohibit the State's right of forfeiture 83 provided by law nor act to postpone the date on which royalties were originally due. The
above penalty provisions shall not apply in cases of title dispute as 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 Geueral Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable to this lease and shall fumnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments to such contracts within thirty (30) days after entering into or mwking 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. Al other contracts and records pertaining to the production, fransportation, 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 al} times be subject to
inspettion and examination by the Commissioner of the General Land Office, the Attomey Geuerzl, the Governor, or the representative of any of them.

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

It




(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 to all of the leased premises,
EXCEPT (1) 40 acres swrrounding 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 o a proration umit for cach
such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. Within 90 days of a
partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the partial termination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably necessary for the continued operation of
the portions of the lease remaining in force and effect. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a surface lease from the Land
Office, but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease.

(B) HORIZONTAL: In the event this Jease 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 dnlled (hercinafter "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 thereafter as oil or gas is produced in paying quantities from such
deeper depths covered by this lease,

(C) IDENTIFICATION AND FILING: The surface acreage retained hereunder as 1o each well shall, as nearly as practical, be in the form of a square with the well located in the center
thereof, or such other shape as may be approved by the School Land Board. Within thirty (30) days after partial termination of this lease as provided herein, Lessee shall execute and record a
release or releases containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General
Land Office, accompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. If Lessee fails or refuses to execute and record such release or
releases within ninety (90) days afier being requested to do so by the General Land Offige, 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 thereafter
allocated to said well or wells for production purposes.

8. OFFSET WELLS: If il and/or gas should be produced in commercial quantities from a well located on land privately owned or on State land leased at a lesser royalty, which well is within
one thousand (1,000) feet of the area included herein, or which well is draining the area covered by this lease, the Lessee shall, within sixty (60) days after such initial production from the draining
well or the well located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset well on the arca 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 Commussioner and with his written approval, may the
payment of a compensatory royalty satisfy the obligation to drill an offset well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: [f, during the primary term hereof and prior to discovery and production of oil or gas on said land, Lessee
should drill a dry hole or holes thereon, or if during the primary term hereof and afler the discovery and actual production of oil or gas from the leased premises such production thereof should
cease from 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. [f, 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 expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee nay maintain this lease by
conducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10, Should the
first well or any subsequent well drilled on the above described land be completed as a shut-in 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. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises payments may be
made in accordance with the shut-in provisions hercof.

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the primary term, production of oil or gas from the leased premises, afler once obtained, should cease from
any cause, this lease shall not terminate if Lessee commences additional drilling or reworking operations within sixty (60) days after such cessation, and this lease shall remain in full force and
effect for 5o long as such operations continue in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days. If such dnilling or reworking operations result in
the production of oil or gas, the lease shall remain in full force and effect for so long as oil or gas is produced from the leased premises in paying quantities or payment of shut-in oil or gas well
royalties or payment of compensatory royalties is made as provided herein or as provided by law, If the drilling or reworking operations result in the completion of & well as a dry hole, the lease
will not terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease shall remain in effect so
long as Lessee continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more than sixty (60) days. Lessee shall give written notice to
the General Land Office within thirty (30) days of any cessation of production.

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

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying quantities from a
well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any case in which drainage is occurring, the right to continue to maintain
the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the
lease for four 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
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same producing reservoir and located within
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an
amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the
obligation to drill offset wells as provided in N.R.C. Section 52,034; however, at the determination of the Commissioner, and with the Commissioner's written approval, the payment of
compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph §
of this lease.



13. EXTENSIONS: If; at the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased premises but drifling operations are being conducted
thercon in good faith and in a good and workmanlike manner, Lessee nay, on or before the expiration of the primary term, file in the General Land Office written application to the Commissioner
of the General Land Office for a thirty (30) day éxtension of this lease, accompanied by payment of Three Thousand Dollars ($3,000.00) if this lease ¢overs 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 pericd from and
after the expiration of the primary term and so long thereafter as oil or gas is preduced in paying quantities; provided further, that Lessee may, so long as such drilling opemtions are being
conducted make like application and payment during any thirty (30) day extended period for an additional extension of thirty (30) days and, upon receipt of such application and payment, the
Commissioner shall, in writing, again extend this lease so that same shall remain in force for such additional thirty {30) day period and so long thereafter as oil or gas is produced in paying
quantities: provided, howewver, that this lease shall not be extended for more than & total of three hundred ninety (330) days from and after the expiration of the primary term unless production in
paying quantities has been obtained.

14. USE OF WATER; SURFACE: Lessee shall have the right to use water produced on said land necessary for aperations hereunder and solely upon the leased premises; provided, however,
Lessee shall not use potable water or water suitable for livestock or irrigation purposes for water flood operations without the prior written consent of Lessor,  Subject to its obligation to pay
surface damages, Lessee shall have the right 1o 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 infury 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 groper safeguards to prevent pollution. Without limiting the foregoing, pollution of coastal
wetlands, natural waterways, rivers and impounded water shall be prevented by the use of contsinment 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 all damage to public and private properties.

{A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drainage pits and tank bateries so as to protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and level all stush pits and cellars and completely clean up the drilling site of all 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, nibbish, plastic, glass, and any other man-made non-
biodegradable jtems. 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 2 State of Texas lease to forfeiture.” Such statement shall be in lettering of at least 1" in size.

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

(D) PENALTY: Failure to comply with the requirements of this provision may result in the maximum penalty allowed by law including forfeiture of the lease. Lessee shall be liable for the
damages caused by such failure and any costs and expenses incwred in ¢leaning 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 to the tank or tanks or by use of a multiple header system, cach line between each well and such tank or header shalt be legibly identified
at all times, citherby a ﬁrmty attached tag or plate or an identification properly painted on such line at a distance not to exceed three (3) feet from such tank or header connection. Said signs, tags,
plates or other identification markers shall be maintained in & legible condition throughout the term of this lease.

17. ASSIGNMENTS: The lease may be transferred at any time; provided, however, that the liability of the transferor to properfy discharge its obligation under the lease, including properly
plugging abandoned wells, removing platforms or pipelines, or remediation of contamination at drill sites shall pass to the transferee upon the prior written consent of the Commissioner of the
General Land Office. The Conunissioner may require the transferee to demonstrate financial responsibility and may require a bond or other security. All transfers must reference the lease by the
file pumber and must be recorded in the county where the area is located, and the recorded transfer or a copy certified to by the County Clerk of the county where the transfer is recorded must be
filed in the General Land Office within ninety (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 thersof. Every transforce shall succeed o all rights and be subject to all obligations, Liabilities, and
penalties owed to the State by the original lessee or any prior transferee of the lease, including any lizbilities to the state for unpaid royalties.

18. RELEASES: Lessee may relinquish the rights granted hereunder to the State at any time by recording the relinquishment in the county where this area is situated and filing the recorded
relinquishment or certified copy of same in the General Land Office within ninety (90) days after its exccution 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 effect of releasing Lessee from any lizbility theretofore
zecrued in favor of the State.

19. LIEN: Inaccordance with N.R.C, Section 52.136, the State shatl 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 lcase. By acceptance of this lease, Lessec grants the State, in addition to the lien provided by N.R.C, Scction 52,136 and any other
applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lesses from the sale
of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or
processing of such leased minerals in order to secure the payment of all royalties or other amounts due or to become duse under this lease and to secure payment of any damages or loss that Lessor
mmay suffer by reason of Lessee’s breach of any covenant or tondition of this lease, whether express or implied. This lien and security i may be foreclosed with or without court proceedings
in the manner provided in the Title 1, Chapter % of the Texas Business and Commerce Code. Lesses agrees that the Commissioner may require Lessee to execute and record such instruments as
may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the
above-described property or from Lessee's acquisition of this lease. Should the 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 Lessec shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make any
false return or false report 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 Commisgioner of the General Land Office, or if Lessee should fail to fike reports in the manner required by law or fail to comply with rules and regulations promulgated by the General Land
Office, the School Land Board, or the Railroad Commission, or refuse the proper authority access ta the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail
or refuse to give cormect information to the proper authority, or knowingly fail or refuse to furnish the General Land Office & correct log of any well, or if Lessee shall knowingly violate any of the
material provisions of this leass, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under

this lease shall be subject to forfeiture by the Commissioner, snd he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again
be subject o 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 nxy be set aside and this fease and all rights thereunder reinstated before the rights of another
intervene upon satisfactory evidence to the Commissioner of the General Land Office of future compliance with the provisions of the law and of this lease and the rules and regulations that may be
adopted relative hereto.

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

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the
General Land Office govemning drilling and producing operations on Permanent Free School Land (specifically including any rules promulgated that relate to plans of operations), payment of
royalties, and auditing procedures, and shall be subject to all 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 1o all stanutory and regulatory provisions relating to the General Eand
Office's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapier 4, and Texas Natural Resources Code Sections 52,135
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other purpose
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incident 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 1o remove the casing or any part of the equipment from any
producing, dry, mabandundwouamlhmduuthwnm:mofr}-CunmuworﬂquLwonhwhunmmtvpmmw.mshuwu without the written
consent of said Commissioner or his authorized representative remove from (he leased premises the casing or any other equipment, al hi ki or property owned by Lessee
lndmedbyLuuemllndnvelupnunlmdpmdmﬂmnrmlnrgnlhmﬁmnmlnlldryouhndmudwlhInvebeenpluuedmdmulllllluhurmhscpmhlwbempmpdyﬁlhdlndali
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 w comply with such covenant shall be suspended upon proper and satisfactory proof presented o the Commissioner of the General Land Office in support of Lessee's
contention and Lessee shall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations adopted by the
School Land Board); and this lease shall be extended while and so long as 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 1o a suspension under any
applicable statute of this State.

25. LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced from
said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease’s production,
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.

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

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

28. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permanent School Fund Land is encountered during the activities authorized by this lease,
Lessee will immediately cease activities and will immediately notify the General Land Office (ATTN. Archacologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) so that adequate measures may be undertaken 1o protect or recover such discoveries or findings, as appropriate. Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470) and the Antiquities Code of Texas, Chapter 191, Tex. Nat. Code
Ann. (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 8 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 in the office of the County Clerk in any county in which all or any part of the
leased premises is located, and certified coples 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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LESSEE
BY:
TITLE:
DATE:
IREOF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office
o D>
v COMMISSIONER OF THE GENERAL LAND OFFICE
ﬁ: OF THE STATE OF TEXAS
APPROVED
Contents
Legal
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Exec
STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF

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

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

and acknowledged o 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.
;20

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

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

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. 56, which has been assigned the lease number M-105336.

The lease agreement for State Lease M-105336 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,

R@é@f

bert B. Hatter, Director
Mineral Leasing Division
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FILE# 4222

Lesse Form

Revised 1099

Surveyed Schoal Land

Austin, Texas
OIL AND GAS LEASE
NO, M-105336

WHEREAS, pursuant to the Texas Natursl Resowces Code Chapters 32, 31, 51, and Chapter 52, Subchapters A-D and H, (said Code being beveinafier referred 10 as N R.C ), end subject 10 8l
rules and reg igated by the C of the General Land Office and'or the School Land Bosrd purvuant thereio, and all othes applicable statses and amendments 10 sasd

N.RC, the following area, lo-wit

SECTION 38, BLOCK 57, TOWNSHIP 038, T. & P, RY. CO. SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 640 ACRES, AS SHOWN ON THE
OFFICIAL MAF OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, afler being duly sdvertised, offered for lease on the 19 day of July, 1008, st 10:00 o'clock a.m., by Se Comemissioner of the Genersl 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 snd drilling for, snd producing ol snd/or gas that may be found end produced from the sbove described ares; snd

WHEREAS, after all bids and which were ived up 10 said time have been duly considered by the Commussioner of the Genersl Land Officr and the School Land Board at
regular meeting thereof in the Genenal Land Office, on the 19 day of July, 2008, bervinafier the “effective date™ and it was found and determined Gut CHALFANT PROPERTIES, INC.
whose sddress is P.O. BOX J11), MIDLAND, TEXAS 79702-312) had offered the highest and bast bid for » lease of the ares sbove described and i, therefore, entitled 10 receive & lease
thereon:

NOW.TRI!MLmimcmdhwmmﬂhthmmmeum whase sddress is Austin, Teaas, by

virtue of the suthority vested in me and in consideration of the by e b o u-uh-udrwu-ﬁuo-mrnmmn‘wm
Dellars ($401,280.00), receipt of which is hereby ackmowledged and of the royaity stipul and d and berebyy agreed w be paid. cbserved and performed by
Lessee, do hereby demise, grant, lesse and let unto the above mentioned bidder the exclusive right 1 prospect for, produce and take ol and/or gas Bom the aforesaid ares upon the following
terme and conditions, w-wit

L. RESERVATION: There is hereby excepted and reserved to Lessor the full use of the property covered bereby and all rights with respect 1o the surfsce and subsurface thereof for any and
all purposes except those granted and 10 the extent herein granted © Lessee, together with the nights of ingress and egress and we of said lands by Lessor and its mineral lessees, for purposes of

loring for and producing the which are not covered, or which may not be covered in the fuhare, under the terma of this lease, but which may be located within (he swrface boundaries
of the leaved area. All of the rights in and 1o the leased premises retained by Lessor and all of the rights in snd W the leased presises granted © Lessee bevein shall be exercised in such s manner
that oeither shall unduly interfere with the operstions of the other.

1. TERM: Subject 1o the other provisions hereof, this lease shall be for & term of five (5) years from the effective date hereo! (herein called “pricnary lorm™) and as long thereafior as odl or
§as s produced in paying quanttes from said ares.

3. DELAY RENTALS If no well is commenced on the land hereby leased on or befire the anniversary daiw of ihis lesse, this lesse shall lerminate a8 10 both parties unless the Lessee on or
before said date shall pay or tender 10 the Commissioner of the General Land Office of the State of Texas st Austin, Texas, the amount specified in the following schedule multiplied by the
number of acres i the premises, which shall operate as » rental and cover the privilege of deferring the commencement of & well for twelve (17) moaths from said date In like manner and upos
paytments or tenders of amounts set out in the foliowing schedule, the commencement of 8 well may be further defierred for » like penod of the same swnber of mooth

Fimn $ 500
Second $ 5.00
Third $25.00
Fourth $25.00
4 PRODUCTION ROYALTIES: Subject W the provisions for royalty reductions set out in subparagraph (E) of this parsgraph 4, wpon produ of oil snd/or gax, the Lensee agrees w pay
or cause 1 be paid © the Commissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texss, during the term hereol.
(A) OIL: As » royaity on oil, which is defived as including all hydrocarbons prod in & liquid form st the mouth of e well snd slso oli condenasie, distillate. and other Hquid
hydrocarbons recovered from oil or gas run twough » or other b ded, 1/4 pant of the goss produstion or the market value thereol, st the option of the

Lessor, wach value 1o be determined by |) the highest posted price, plus premium, if any, M-ﬂh‘umw*h—lmm of a like type and
Eravity in the general ares where produced and when run, or 1) the highest nmrket price thereof offered or paid in the general srea where produced and whes run, or )) de grom proceeds of te
ahmmuhm luuwumqpuwndlﬂﬁ land hereby leased i sold. wsed or processed in o plant, it will be n free of cost 1o Lessor through sn
g ofl and gas tional type or other equipment st least ss efficient 1 the end that all liquid hydrocarbons recoversble from the gas by such means will be recovered  Uipon
wrnitten consent of Lessor, mwnuﬂphmmuhwuﬂmuyuwﬂwuhnuiwﬂhnmﬂhl.—w

(B) NON-PROCESSED GAS  As & royalty on any gas (inchuding flared gas), which i defined a3 all hydrocarbons snd gaseous substances not defined as oil in subpsragraph (A) sbove,
produced from any well on said land (except ss provided hervin with respect to gas processed in & plant for the extraction of gasoline, liquid hydrocarbons or other products) 14 pan of the gross
MGhmvﬁmuhqﬁlﬂﬁwM*hh“uhﬁ”mﬁﬂbﬂw“ﬁﬂdmﬂy-hﬁmm
produced and when run, or the gross price paid or offered to the prods is greater provided that the i pressure base in measuring (he gas under this lease contract shall pot st
any time exceed |4.65 pounds per square inch sbsolute, snd the standard base temp shall be sinty (60) degrees Fahrenbeit, correction o be made for pressure sccording 10 Boyle's Law,
and for specific gravity acconding to teat made by the Ralance Method or by the most spproved method of testing being used by the industry ! the time of lesting

copy of
Jriginal filed in
Reeves County
Clerks Office

True and Correct
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(C) PROCESSED GAS: As a royalty on any gas processed in & gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, L4 pant of the residue gas and the
Isquid hydrocarbons extrecied of the market value thereol. at the option of the Lessor  All royalties dus herein shall be based 06 one hundred percent (| 00% ) of the Wil plant production of residus
pmu-m‘l‘ﬁ‘dum_lwmchp—m-me'h--dhuﬂ#, o of biquud hydrocarb
atributable 1o the gas produced Bom this lease, provid W Nl d from gas pr ia & plant in which Lesses (or its parent, subsidisry or affilaie) owns an
l—-\hhmw-ummumm(wuumm“mummpwmmm-m
agresmnent negotisted ol anms’ length (or if there b no such third party, uu.h-p—a-m in the industry), whichever s the gresier. The

respective royalties on revidue gas and on ligud hydrocarbora shall be & ! hl}h*wwﬂlﬂﬂhq-hhﬂmn‘mﬂhh
m"ul}h“'ﬂuﬂuo&ﬂhlﬂ*—mhmm_n*mhuwmdhﬂhtw-h— ), whicheves is he greater. In no
event, however, shall the roysities payeble under this parsgraph be less than e royaities which would have boes due had the gas oot been processed.

(D) OTHER FRODUCTS: As & royalty on carbon black, sulphur or any other prody dued L g ligquid by na) whether said gas be
Wwwd--nmm-mﬂmundumdmm--m*t-nl.ttun-ntL-us-d
market valise i be determined as follows:

(l]mﬂ“dhmmmdmmhﬁ.hu—-‘.mﬂmupﬂu
(2) On the basis of the average gross sale price of each product for the same month in which such products are d. whichever o the greater

(E) VARIABLE ROYALTY: (i) Subject o the other provisions of this lease, it i hereby provided that in the event production in paying is established 1o the lema of
Ihl-nlﬂmwhhﬂulnululuhdlnmﬂ-ﬂh[ll)mdhcﬂmﬁ“ﬁ%mwumhﬁb
200, and whall spply 1o each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such sighteen (18) month term during which Letses ouy cam &
nhlm_dmalh—pdhd.L—M“-n‘“mmhhﬂ-amuuﬁumhhh-.ln—u.ymnﬁwﬂl—

exiension of the term in which to eam 3 reduced royalty raie by giving notice 1o the Commissioner of the General Land Office, g dniling operatons on an addsts | well prioe 1o the
mﬂﬁmmmwﬂmm-hpﬂmn-ﬁqdmmm-l 1§ saine 30 that p in paymg “
and 5o (hat such production s brought on line and sales thereol are d priot 1o the expl d-ﬂﬁn(l}ﬁmm

(i) In the event production in paying g 4 0 the temms of this lease andd such production & brought oo line and sales thereof are conumenced afier the eapwration

dumunmtn.mnuwuwuumamum)mmumumummmﬁu—uuum-
22.5% and shall apply w0 esch subsequent well drilled and produced va the land covered by this lease. Provided that, (f during such six (6) month term during which Lesses may earm o reduced
royalty rate of 22.5% as herein provided, Lesses should dnll in good faith and complete the first well s 4 dry bole on the land covered by tis lease, Leascs may receive & Uwes (3) month

extension of the term in which W eamn & reduced royalty rae by giving sotice 10 the Conmissioner of (e Genersl Land Office, dnlling on an sdditional well prior w the
expirastion of wuch three (1) mooth period snd prosecuting diligencly and in good faith the drilling of vwech sdditional well and leting same 5o thai prod: 1 paying quastitics is established
and 50 that such production is brought on line and sales thereof are d prior o the exp of such tree (1) month exiension penod.

(F) NO DEDUCTIONS: Lesses agrees that all royalties sccruing 10 Leasor under this lease shall be withous deduction for the cost of producing, Usnsporting, and otherwise making the oil,
a4 and other products produced hereunder ready for sale or use

(G) ROYALTY IN KIND: ding suything d herein to the contrary, Lewsor awy, cumwml—hummu“w-m-uh
mnmuuy_dmwmmuum.bmd-&h-h-ﬂ-ihﬂmmhhmd ueating,
dehydrating, 1 making the oil, gas snd other products produced hereunder ready for sale of we. L-md‘ilhmhm-hyhhﬂhﬂu
mamMMG_‘lMMmuwmﬂhﬂ

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall b paysble oa any gas & nay rop tus kease’s props share of smy fuel used W process gas produced hereunder
in any processing plant. Notwithstanding anything contained herein to the contrary, and subject o the consent in writing of the Commiasioner of the General Land Office, Lessoe nuy recycle gas
fior gas WAt purposes on the leased premises after the liquid hydrocarbons contained in the gas have been removed, and 0o royaltes shall be payable on the gas 3o recycled uatil such tme a3 the
same may thereafier be produced and sold or used by Lessee in such manoer as 1o entitle Lessor 10 a royalty thereon under the royalty provisions of this lease.

(1) MINIMUM ROYALTY: Duning any year afier the expirstion of the primary term of this lease, if this lease & d by prodh Ities paid 10 Lessor i no event shall be
less than an smount equal to $5.00 per acre; otherwise, mmuuunmuwmuumnhmmumudhh—-mqﬂbum-
scre less the amount of royalties paid during the preceding year

(J) MARGINAL PRODUCTION ROYALTY: Upon Lessee’s writien application, ihe School Land Board may reduce the roysity rale set oul in tis parsgraph snd/or the naisimum
royalty set out in subparagraph 4 (1) w0 exiend the economic life of this lease sad encourage recovery of oil or gas thal might otherwise remain unrecovered  Any such royalty reduction must
conform to the requirements of any School Land Bosrd administrative rules on this subject  Royalty may not be reduced below the applicable satutory minimam.

5. ROYALTY PAVMENTS AND REPORTS: All royalties not aken  Lind shall be paid w0 the Commissioner of the General Land Office at Awtin, Texas, in the following manser:
Payment of royalty oa production of oil and gas shall be as provided in the rules set forth in the Tewss Regnier. Rules currently provide that royalty on ol s due and must be recerved in e
Genersl Land Office on or before the Sth day of the second month ding the month of p and roysity on gas s due and must be received in the General Land Office on or before the
13t day of the second month succeeding the month of production, sccompanied by the affidavit of the uwoer, manages or other suthorized agent. completed in the form and manner prescribed by
hmuo&-ﬂmh'--nl“lnhldldﬂpnhd-lhm*dhddn*ﬂ-mdﬂ_mﬁwn
duction, disposition sad rarket value i hading gas meter readings. pipeline recepts. gas lioe receipts and other checks of memorands of smoest produced ssd put ino
”hn.—h.-p*-l’l!-lqp—'.dmoﬂ.—-u“ﬂha—lum-n—hn-ﬁh—wmn‘-ﬂ* In
all cases the suthority of & manager or agent 10 act for the Lessee berein must be filed in the General Land Office. Each royalty payment shall be sccompanied by a check stub, schedule, summary
or other remittance advice showing by the assigned General Land Offics lease number the amount of royalty being paid on each lease. 1f Lesses pays his royaity on or before thirty (30) days sfter
the royalty paywent was due, then Lessee owes & penalty of 5% on the royalty or §25 00, whichever is greater A toyalty payment which is over tisty (30) days late shall sccrue o pesalty of 10%
of the royalty due or 523 00 whichever i greater. la sddition 1o & peaalty, royalties shall scorue mierest af & rate of | 2% per year, such interest will begin scorung when the royalty s staty (60)
days overdue  Affidavits and supporting documents which are a0l filed when due sball mcur » pesalty @ &8 smount set by the Genersl Land Office adaunisative rae which & effective on te
date when the affidavits or supporting documents were due The Lessee shall bear all responsibility for paying or causing royalties 1 be paid as prescribed by the due date provided berein.
Payment of the delinquency penalty shall in no way operste W prohibit the State's nght of forfeitare a3 provided by law nor act W postpone the date on which royalties were originally due. The
sbove penalty provisioms shall not apply in cases of ke dispule a3 1o the Sty portion of the royalty or to that portion of the royalty in dispule 31 1o fair market value

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lasses shall ity farnush the C of the Geversl Land Office with its best possible estimmie of oil and gas
mm&hﬂwmu-huulﬂMﬂﬂmmwﬂdnm—-ﬁﬂ—bﬂ- d and all and
amendments (o such contracts within thinty (30) days afier entering into of muking vech contracu, sgreements of smendments. Such and agr when recer ‘nuo-uuu
ohﬂhﬂhn&-hhﬂ—ﬂuohd-m-ﬁhlhhﬂ All other contracts and records pertaining 1© the prod
-h-dhﬂdﬂ duced on said luding the books sad recerpta sad discharp dﬂ-ﬁ.mm_ﬂmﬂuﬂhhmu

by the Ci of the General Land Office, te A y General, the G of the rep of any of them

(li un.l.mumm Wﬂu*ddmuﬂmﬂh“uht—ﬁ—dhu—nhﬂ%hh-uuwlwu)hylhﬂn—d

m-eny. or phug and sbasdonment of sny weil of wells. Such writes notice 10 the General Land Office shall include copies of Railresd Commussion
hh#'ﬂ C*dﬂ‘“md“ﬂmﬂhnﬂhhhl‘(&ihhm-‘ﬂﬂh'I'n-l.“
Conumssion Lessee shall supply the Genersl Land Office with any records, memurands, scoousts, repors, cuttings and cores, or other wiormation relative 1o te operstion of ihe sbove-described
premises, which may be requesied by the Genersl Laad Office, in sddition W those herein expresaly provided for. Lessee shall have sa electrical and/or radioactivity survey made on the bore-hole
section, from the base of the surface casing o the wial depth of well, of all wells drilled on the above described premises and shall ransmit 3 tree copy of the log of each survey on each well 1o the
Genenal Land Office within fifieen (15) days after the making of said survey
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(C) PENALTIES: Lessee shall incur a penaity wh reports, d or other ls are not filed in the General Land Office when due. The peralty 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 Genersl Land Office

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after s well producing or capable of producing oil or gas has been completed on the lessed premises,
L..n-d-!hmh-thotam&ymwhﬂumﬁmMNnﬁumyhmwhhm‘ P of the leased p and
in marketing the production thereon

(A) VERTICAL: In the event this lense is in force and effect two (2) years afler the expiration date of the primary of extended ierm it shall then werminate 88 10 all of the leased premuses.
Excmtl}wn-MMNMWotm-pm_u-ﬂlnnumm—wlmﬁnfnﬂuhmmﬂh(bﬂlm
dwpd-mﬂhwuumn.ou-uwmm-mwumm«mmwmﬁmdmwmm
pooled unit pursuant o Natural Resources Code Sections 52.151-52.153, or (3) such gresier of lesser nurmber of acres a5 may then be sllocated for production purposes 1o & ion unit for each
such producing well under the rules wnd regulstions of the Railroad Commission of Texas, or any successor agency, or other go sthority having jurisdiction. Within 90 days of a
partial termination of this lease in dance with this subparagraph and upon p of the mini filing fee set by General Land Office rules in effect st the time of the pantial termination,
Lessee shall have the right 1 obtain a surface lease for ingren and egress an and scron the terminated portion of the P s fray be bly y for the P of
the portions of the lease remaining in force and effect. If Leasee fuils to apply for  surface lease within the %0 day period specified above, Lessee may apply for & surfsce lease from the Land
Office, but the Land Comsmissioner has the discretion to grant or deny such application and to set the fee for such surface lease

(1) HORIZONTAL: l-hmumhhn«n-u-ummmmawuﬂnmummnmwmunwmmmu
feet below the towl depth drilled (hereinafler “decper depths®) in each well located on acreage retained in Paragraph 7 (A) sbove, unlens on or before two (1) years afler the primary or exended
term Lessee pays an smount equal 1 one-half (1/2) of the bonus originally paid as consideration for this lease (a8 specified on page | hereaf). If such smount is paid, this lease shall be in force
Mollhinn-*hq-m-d-uhu'-dnnhllhWhnwmdtﬂmmwnbﬂm.dwphmhnmq:—lhh.u-u:l
deeper depths covered by this lease

(C) IDENTIFICATION AND FILING: The surface screage retsined bereunder a3 10 each well shall, as nearty as practical, be in the form of & square with e well located in the center
thereof, or such other shape as may be approved by the School Land Board Within thirty (30) days sfier partial termination of this lease as provided herein, Lewsee shall execute and record o
release of releases 3 factory legal description of the screage sod/or depths not retained hereunder. The recorded release, or 4 certified copy of same, shall be filed in the General
Land Office, sccompanied by the filing fee prescribed by the General Land Office rules i effect on the date the release is filed. [f Lessee [ails or refuses 1o execute sod record such release or
releases within ninety (90) days sfter being requested to do 50 by the General Land Office, then the C ioner at his sole discretion may designate by writien | the screage and/or
depth 10 be released bereunder 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 Leasee for all purposes If a1 any time afler the effective date of the partial ination provisions hereol, the applicable field rules are changed or the well o
wmbnummmmmuwumummnnu-m«mhmuumummmm-umwnmm
allocated o said well or wells for production purposes.

A OFFSET WELLS: [foil and/or gas should be produced in al ities from's well located on land privately owned or on State land leased ot a lexser royalty, which weil i within

w“(lmhdh-uhldodhlnh,wuﬁ!ﬂlhmhnmhﬁhhhﬂwmﬂﬂhm*ﬂﬂm“ﬂm
InhltllulInulldiriﬁlaut—ul(l.mhth-hnwuhmmhm“&mm&md-md-ﬁnmwﬂ
qu.lndﬁMMMhWbNMumhmhmh*Wdhnmtyﬂh-.-dhuuu.wcﬁhu-d—
necessary in & good faith ¢ffort w0 make such offset well produce ofl and/or gas in commervial quantities. Only upon the d pon of the C: : snd with his wnitten approval, may the
payment of & compensatary royalty satisfy the obligation 1o drill an offset well or wells required under this Parsgraph

cease from any cause, this lease shall not terminate if on or befure the expiration of sixty (60) days from date of completion of said dry hole or tion of production Lessee
sdditional drilling or reworking operations thereon, or pays or tenders the next anausl delay rental in the same manner as provided in this lease. If. during (he last year of the primary term or
within sixty (60) days prior thereto, a dry hole be leted and or the prod of oil o gas should cease for any cause, Lessoe'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 jes ot the expiration of the primary tem, Lessee may maintain this lease by

ducting additional drilling or king op P 1o Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10, Should the
Hntnlwuym-vl&ﬁhlhmwuhmﬁnut‘hﬂumm»ﬁhmwwmnyvu-upy-nlotm.u—h-ulb
lhun-m--ml-vhunrmhnﬂm&mhnﬂ-hddur(ﬁﬂlhnmhhdwwuudw“hdlwplwd-lwuhﬂlmb
ﬂlmmﬂmﬂbmwll-hwdhmmam&nh-nnunh-hm’lw;-nlhhnuduhh—nm-mmh
made in sccondance with the shul-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: Itwhuﬁmdbmnmdﬂumlﬂhmm&mm“mhﬂ
any cause, tus lease shall not : if Lasses ddar drilling or reworking operstions within sixty (60) days afler such cessation, and this lease shall remain & full force sod
effect for vo long as such operations continue in good faith and in workmandike manner without interrptions totaling more than siaty (60) days. If such drilling or reworking operations result in
umd‘ﬂwp-.lluI--Mm-hhml-n-l-helllnu'udw'lhmhllhmmn-hmunmd“ﬁﬂ-mﬂ
royalties or payment of compensatory royalties is made as provided herein or as provided by law. If the drilling or reworking opetations result in the completion of & well a1 & dry hole, the lease
ﬂnmﬁu”mmt&UMMﬁM(mhp&MMdhnl--tym-dﬁmmmh:ﬂmn
ln.-Ln-mmmuummhmmuu.m_mwmmhmymmn Lessee shall give writien notice 1o
the General Land Office within thirry (10) days of any cessation of production.

11, SHUT-IN ROYALTIES: rum-aumw—-qmummm-ﬂwbymmmhmmmnmmmuw
and gas. lfumhhﬁmdhﬁmdnhh-ﬂmhhwhﬂuuﬁ-ﬂhbmndnﬁunnlmbhdmi;dlwpuwm
mhhnﬂolhhﬂmuﬂwphlﬂhﬂmﬁlhﬁdmmmuuﬂl“mhlﬂﬂﬂ)"lrﬂlmdwﬂl
mylllyunnu-qulnSlllﬂﬂpnmlmnlh-mtlmnyuhm-duuhhﬂmwuphpmm To be effective, each initial shus-in oil or gas ruysity
muﬂuwm(l}humufﬁmm(zjwﬁn-ﬁh_hmﬂmdamhhhﬂpﬂaﬂ.w(])wbplhmmlm
or king op in % ﬁ&hhﬂlm-&h\mﬁhhhﬂIfﬁuhﬂu—mbmuhﬂuhwhhnmuhmﬂh
payment shall extend the term of the lease for 8 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, afler
lhufu_ﬁmma-hwmhh-i-pnl-.h-n,-n"-hmhhmmwd—mmunmmmmm
yeur on or before e espiration of esch shut-in year,

12. COMPENSATORY ROYALTIES: Ir.mﬂwuh-hhﬂhlﬁnwwﬂhMhﬁwpmﬂy.ﬂaphﬂﬂﬂ“-phmhl
wlIeuudwﬂuuuMtl.mHnﬂhhﬂmﬂwhh—nmm.wi-yc—hmwh g the right to 0 mainti
lhInnbypmﬂ-thl-uouurpmﬂﬂmhhhﬂmﬁ@nhhmiﬁvdhmhnﬁummmwd The Lessee may maintsin the
Iunbrbwmmhcyunwwpmmmuhmmwhlhhudhmmdmm&-wnu—;hMUM
Is completed in the same producing reservolr and within one thousand (1,000) feet of the leased premises. The compensatory royalty is 1o be paid monthly 0 the Commissioner beginaing on or
beffore the last day of the moth following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same producing reservoir and located within
one thousand (1,000) feet of the leased premises; I.rhwymnhhuyt!“wﬂhhumhhhuﬂﬂ-hdunmﬁ.mﬂpyn

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 bligation of P nor the
obligation w dnill offset wells as provided in NRC. Section 52.034; b . M the & ination of the C assi and with the C joner's writien approval, the of
mf h:wmhl shall satisfy the obligation to drill offset wells Compensatory royulry payments which are not timely paid will sccrue penalty and interest in accordance with Paragraph §
of this
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13, EXTENSIONS: 1f, at the expiration of the primary term of this lease, production of oil or gas has not been d on the leased p but drilling operations are being conducted
lhmhpd“mlhlpndudwwiﬂihm.Mur.uwmhmdurhmﬁhhwwmmwmuucm
auamuuomuh.m(mtymuum.mmuumamwmm.mmuuuwmwm(uﬂ)m«h—
and Six Thousand Dollars ($6,000,00) if this lease covers more than six hundred forty (640) acres and the Comunissioner shall, in writing, extend (s lease for a thirty (30) day period from and
after the expintion of the primary term and so long thereafter as oil or gas i produced in paying ities; provided further, that Lessee may, 5o long as such drilling operations are being

Jucted make like application and pay during any thirty (30) day ded period for an additional jon of thirty (30) days and, upon receipt of such spplication and payment, the
mmmmwnﬂml—unuMu—hnhmhmmmy(mpwwuumhuhuwup-mhpm

quantities; however, that this lease shall not be extended for more than & total of thres hundred ninety (390) days from and afier the expiration of the primary term unless production in
paying quantities has been obined
14. USE OF WATER; SURFACE: Lessee shall have the right 10 use water produced on said land for g and solety upon ihe leased premuses, provided however,

Lesses shall ot use potable water ar water suitable for livestock or irrigation purposes for water flood operations without the prior written consent of Lessor. Subject © its obligaton 1o pay
surfice damages, Lessee shall have the right o use 50 much of the surface of the land that may be reasonably necessary for drilling sad opersting wells and Gansporting snd marketing the
mm-&--hm-ﬁmﬁ-dmmuumﬂuu Lessee shall pay surface damages in an smount set by the Genersl Land Office for
schedule which is effective on the date when the sctivity requiring the pay of surface & occun.

15 POLLUTION: hhmummﬂmhwmdmumm-ﬁ-ﬁnmm Without limiting the foreguing, poliution of coastal
lands, natural s, rivers and | ded water shall be provented by the use of contamiment facilities sulficient W prevent spillage, secpage or ground waier cunlamnanon. In the event
dﬂmmﬂmduuhwummMMwﬂmmﬂthdmwﬂmWM

(A) UPLANDS: Lessee shall build and maintain fences around ity shush, sunp, and drainags pits and tank batienes so a3 1o protect livestock agaunst loss, danmge or injury, snd upon
wwhﬁo-mmﬂm-enummuﬂuwumwwmumwmnmmudmmm

(B) SUBMERGED LANDS: Nndﬂl-puhulﬂmw”ﬂhMbmwaMUwﬂmMMMwmm
barge, jack-up rig or other equipment located on the leased arca. Solid waste shall include but shall not be limited 1o containers, equipment, rubbish, plastic, glass, and any other nui-made non-
biodegradable items. A-ip-hwhuwmnnmmuﬂmmmdmwmumumwmmw-
platforms is swictly prohibited and may subject a State of Texas lease w forfeiture.* Such statement shall be in lettering of ot least 1" n size.

(C) RIVERS: Tchnnmu“;amhmmnmmdmdﬂmﬂﬁomumﬂm

(D) PENALTY: Muu-umnwdumnymai-mmmna-mmuhu— LLesses shall be lable for the
| damages caused by such failure and any costs and expenses incurred in cleaning areas affected by the discharged wasie.

16. IDENTIFICATION MARKERS: Lessee shall erect, at a distance 0ol 1 exceed twenty-five (15) feet Brom cach well on the premises covered by this leass, & legible sign on which shall
be stated the name of the operstor, the leass designation and the well number Whers two or more wells on the ssme lease or where wells 0o two or more lesses we connected 10 the same ok
h-y,MuWhhmmuu-l-uhubrmdawuﬁm--ﬁhmﬂﬂd-ﬂuﬂwhﬁrﬂhhﬂyd—‘u
udi-.-iﬂ-bylmmua#m-&lﬁmm#umbulhmwbumlhnﬂ)h-mﬁ-ﬁah—hm Said mgns, g,

plates or other identification markers shall be maintained in » legible condit ughout the term of this lease.

17. ASSIGNMENTS: The lease may be transferred st any time; provided, however, that the lisbility of the feror W property dusch its obligs undder ihe lease, including properly
plugging abandoned wells, ing platforms or pipelines, or diation of i drill sites shall pass 10 the wanaferee upon the prior writien consest of the Comsnissioser of the
General Land Office. The Conunissioner may require the feree 1o d financi ibiliry and may require a bond of other secunity. All banafiers must reference the lease by the

“mﬂmhmﬁhhmmhm-hhnu&-uuuuﬁdun*wnmmﬂﬂuwmmmﬂummumumﬁmu
muhmummmm;mﬂumm-mmwu.xcws:.mnwwhmhmuumummh
effect on the date of receipt by the General Land Office of such tansfier or centified copy thereol. Every transferee shall succeed 10 all rights and be subject 1 all obligatons, labilities, and
penalties owed 1o the State by the original lessee or any prior feree of the lease, including any lisbilities 10 the state for unpaid royalties.

I8, RELEASES: I.n-unrnhﬂhmwm»hhdmmhmtnw-ummﬁhm-“ﬂﬁhhm«ﬁd
nwuwmdﬂhumum-ﬂmmupuhmmwumhmuuyuammonhmn-cmu
nuudwnuwmmdum-mmw Such relioquishment will not have te effect of relessing Lessee from any liability iheretofors
accrued in favor of the State.

19. LIEN: I sccordance witk N.RLC. Section 52.136, the Snluh.l.lmnhhwmnﬂ-‘pmMuwwwwﬁhbmpyﬂddqmmm
and other sums of money that may become due under this lease. Bymdhh-l.l‘-mhh.hﬂhhhhpwdﬂty?dlc.mnlu-dm*
Mmh-mmﬁhudmmnd““hduﬂhhuﬂﬂm ich may sccrae o Lesses from the sale
of such loased minerals, whetber such proceeds sre heid by Lessee of by a thind pasty, snd all fixtares on and impr 10 e leased promises wed i ction with the prod or
Mdm&hﬂdﬂ_ﬁhuﬁ:hmhmdmnﬂ-ammﬁubhmnu--duuh-dhmmo(mmuh-uu-w
may suffier by reason of Lessee's breach of any covenant or condition of this lease, whether express of inplied. This lien and security interest may be foreclosed with or withoul coun procesdings
in the manner provided in the Title |, Chapter % of the Texas Business and Commerce Code. Lessee agrees that the Comunissioner may require Lessee 10 execule and record such instruments as
may be bily ¥ © tedge, attach or perfect this lien. L-nhurmuh-mnphwmhnhh'ﬁwﬂm»mmwu
above-described property of from Lessee's acquisition of this lease. Should the C ¥ at sy time d ine that this rep {8 not true, thes the Commissioner may declare this
lease forfeited as provided bherein.

20. PORFEITURE: If Lessee shall fail or refuse 1o make the payment of any sum within thirty (30) days after it becomes due, or if Lessee of an auth d agent should knowingly make sny
hmuwmmMu&Mu|luununlleun-uoﬂlwﬂdwn&hwﬂumnh-ﬂhﬂ-ﬂmmu
hmnfhwumuwu—-mm-mumuummwunuunmmmmwwummm
oa\u.umum«umm«mummmuummnwwumuu“_muwu
ou‘-hﬁn—u:lmntlpwum.urwlﬂu“n“ho—ﬂmmomh‘dqwﬁwkuﬁﬂwmwih
mmdﬁmuﬂﬂbh#‘ﬁﬂ“hmﬁdhhwuﬂw-nﬂdiyln.hduh-ﬁﬁ-dn

n-h--hlumumwucm.uhmw-;.mm,mammw ih & forfe and when forfeited the area shall again
hmuhbh“ﬂh.dwh_mmmhﬂwﬂﬂh- Hv-vm.nﬂh.t-—ﬂlha_—l-mmtlmmdﬁ
lease by operstion of law or by reascn of any special limitation arising b der. Forfeil -,huﬁdﬁhdmmwmmuuﬁd-ﬁ-
mwmmuhc-hh-rd’uu-nlMmdmmwﬂhmuhhddﬂmﬂhmumﬁﬁ-ﬁuyh
adopied relative hereto.

11, RIVERBED TRACTS: hnmﬁh-m-nmwumwﬂnﬂw&mammdm“wn-ﬂlu Sectons
ii.w:-nml.uamdhmmumhhmm-ﬁbyu-u

umuuuumwmammm:mmuumuumd gulations, and di thereto, dgated by the C of the
General Land Office governing drilling and producing operations on P mwu(qummmmm-nu-danm-u
and shall be subject w0 all other valid statutes, rales, jona, orders and ordi u-,.&uwﬁ-uﬁhmdlﬁm Without

roysites, sud suditing procedures,
uﬂhuhnulityoflhmu—umwwmm_duunuuwndmmumummm»mmw
Office’s sudit billing notice and sudit heari Said jona are ly found a1 31 Texas Administrative Code, Chapter 4, and Texss Natural Resources Code Sections 51113

and 2,197 thiough 2,140, In the svent thia lease covers land frunchised or eased or otherwise wsed by » navigation district of by the United States fo the purpose of mavigation or olber puspose
4
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incident 1o the operstion of a port, then Lessee thall not be entitled 1o enter or possess such land withowt prior approval as provided under Section 61 117 of the Teaas Water Code, but Lessee shall
be entitied 10 develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special permussion fom the
Commissioner of the General Land Office is necessary 1o make any surface location nesrer than 1,160 feet measwred af right angles from the nearest bulkbead line or from the nesrest dredged
botiom edge of any channel, skip, or turning batin which has been suthorized by the United States as o federal project for future constructon, ahichever 1 nearer

23. REMOVAL OF EQUIPMENT: Upon the termination of this lesse for any cawse, Lessee shall not, in any event, be permitted (o remove the casing or any pan of the equipment from any
h,unh-budwlwnlhmtmmdtmanmmoﬂw«hmmuﬂmmum

consent of said Comemi his authortzed 1 mhhhﬂpﬂhﬂu-ymwmm appliances or property owned by Lessee
Nﬁh“hhﬁ“ﬂmadu— from until all dry or shand -ﬂmmm-ﬂmﬂmnnuumuunmmmua
broken or discarded lamber, machinery, or debris shall have been from the tsed o the satisfaction of the waid C o his suth

4. FORCE MAJEURE: Mmumt—mmmmuwm-rummmmmmummn

andd/or gas therefrom, afler effort made in good faith. by resson of war, rebellion, riots, utnh-ndﬂdum-ﬂr rule or regul then while 50

Lessee's obligation 10 comply with such covenant shall be suspended upon proper and satisfsctory proof p d o the O . d’ho—ul-lotlnhwmd'h—'n

MuﬂL-—uhl-lhlﬂhl-_—hlhb-ﬂy“l-ﬂhhmd_-_mﬁnnﬂdhhrbdw“hh

!nmll.lMdﬁh-hlhnnh‘dﬁ-l-huu-hmhmuﬂuh-mmmupﬁsqd-ﬁpmhm
premises, provided, however, that nothing herein shall be comstrued 1o suspend the payment of rentals dunng the primary or exiended term. nor o sbrdge Lessee’s nght i & tuspension under any

applicable statute of this Sute.
8. LEASE SECURITY: l—ﬂmﬁmm-‘mnﬁlmm»m-ﬂmﬂuwmuﬂgda&m#.—
said lease  This includes, but is not limited 1o, the install seals, locks, or other appropriate protective devices on or 3t all scoess points al the lease’s production,

muwmmmnm-m L_hllllbﬂlhhhﬂqbﬂmﬂnﬂhhﬂdﬂpyﬂn&hﬁoﬂmmﬁ“
»1 provided barein on all oil, gas or other hydrocarbons lost by reasos of theft

26. REDUCTION OF PAYMENTS: If, during the primary term, & portion of the land covered by this lease is inchaded within the boundaries of & pooled unit that has been spproved by the
School Land Board in sccordance with Natural Resources Code Sections $2.151-52.153, o if, ot sny time afler the expiration of the primary term or the exiended term, this lease covers » lesser
number of acres than the total smount described hetein, payments that are made on & per acre basis hereunder shall be reduced according 1o the number of scres pooled, released, yavendered, or
otherwise severed, 5o thal paymegls determined on a per scte basis under the termm of this lease during the primary term shall be calculated based upon the number of scres outside te boundaries
of & pooled unit, or, if sfer the expiration of the primary term, the sumber of acres actually retained snd covered by this lease

17, SUCCESSORS AND ASSIGNS: The and ap d bherein shall exmnd 1o and be binding upon the heirs, drrunu or
susigns of Lesses herein

m m'lqmnncmla hﬁmuqh—'d cheological imserest on School Fund Land d during the sctrvita by this lease,
Lesses will i di and will uﬁha—uummm hacologut, Asset D‘Ml?ﬁl&wan..aﬂ‘fmﬂn!)
-dhfullhnhi(:midnﬂo Box 12276, Austin, TX TETH1) 5o that adeq: may be undertak uwumm“ fes or findiogs, as Lesser

is expreasly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Sutute 915; llU&Canu-Am-c&dT-Aﬂ-p-m Tex. Nat. Code
Ann (Vemon 199) & Supp. 1998). On state-owned land not dedicsted 10 the Permanent School Pund, lessee shall notify the Texas Historical Commission before breaking ground al » project

muw"wh quired by the jon before tion of the project can commence. Purther, in the event that any site, object, location, artifaet or other
k I, cultwnl or historic interest it encountered during the sctivities suthorize by this lease, lessee will immediately notify lessor and the Texas
f‘ iasion 5o that ad may be 10 protect of recover such discoveries of findings, as appropriate.

15 VENUE: Lessor and lessee, including lessecs successons and assigns, bereby agree that venue for any dispute arising out of & provision of this lease, whether express or inplied, regarding
Iinterpretation of this lease, or relating in any way 10 this lease or 1o spplicable case law, statutes. or sdministrative rules. shall be in & cownt of competent jurisdiction locaied s Travis County, State
of Texas

30. LEASE FILING: Pumuant 1o Chapter 9 of the Tex. Bus. & Com. Code,this lease must be filed of recond in the office of the County Clerk in any county in which all or sny pant of the
leased premises is located, and certified copies thereol must be filed in the Genersl Land Office. The prescribed filing fee shall sccompany the certified copies sent ©o the Gesenil Land Office.

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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31, EXECUTION: ﬂmoilmd;uknumlhllpndwdnhnwhdpdhytheL:uubcﬂ.nnunHufmhh:mymMnhumdmomﬂm Suate of Texas

e

me Qo r-goeent
are A 1B Ay

! IN TESTIMONY WHEREOF, witness the signatute of the Commissioner of the Géneral ice of the State of Texas under the seal of the General Land Office

STATE OF i EXOr (CORPORATION ACKNOWLEDGMENT)

counrvor T Cw BN
BEFORE ME, the udensigned authority, on this day personally sppeared | 21 | T A0 £ LL\..EM_E&N | E—

known 10 me o be the persou whose same s subscribed W the foreguing instrument, as. (39_1- ST OENTT _of
(naisrent PenPeIies Toag and acknowledged to me that be exscuted the same
for the purp and & therein exp d, o the capacity staled, and & the act and deed of said corporation.

Given under my hand and seal of office tis the_\ 25YVN sy of SECTE M AER

MASHALA K CROSS T
Nollryﬁpubuc. Stale of Texag
My Commigsion Expires

7-16-2008

STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF
Before me, the undersigned authority, on this day y appeared —
known W me 10 be the perons whose names are subscribed 10 the foregoing istrument, and acknowledged 1o me that they exrcuted the
same fur the purposes and theremn cxp 4
Given under my band and seal of office this the day of 20
[ e
Notary Public in asd for
6
[
(- ) - . wmwrwmnu-x b Y ChiL L 3Lt RENTAL . 1
OR USE B 1w 4 S0 LR SLCAUSE O COLDR |
OB RACE 1 iVALID Ani: UN ce b iR AL
FILE NO. 4222 -
FILED FOR RECORD ON THE 16TH  pAY oF SEPTEMBER A.D. 2005 4:14 P.

DULY DAY OF SEPTEMBER A.D. 2005 10:30 A.

BY: ]HQQ , DEPUTY DIAMNE 0. FLOREZ, COUNTY CLERK

REEVES COUNTY, TEXAS

rue and Correct
copy of
Original filed in
"—.eéves County
Clerks Office
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CERTIFIED TRUE AND CORRECT copy CERTIFICATE

STATE OF TEXAS

COUNTY OF REEVES

i i e e o, 712
CkEdGRpL Pomric

S, "ty cantes SEPTEMBER 20, 20055
% P

& o4

~ ©§ DIANNE 0. FLORE : COUNTY CLERK
) REEVES coun

£ 1 oy
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CePrate MENT

Date Filed: | 14/ ZD41

Jerry E. Patterson, Commissioner

By \J‘t-




