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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: MIDIAND
Telephone: (432)684-9819

. State:TX  Zip:79702-3123
(Include +4 Code)

Survey/Area: T & P RY CO
(If Applicable)

County(ies): REEVES

Block/Tsp,: 56/2S  Section/Tract: 40 ~~ Acres; 6400
(If Applicable)
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B) Sales Fee Amount
X N

(type/print above)

This Sales Fee is 12% of the cash bonus as provided in Section 32.110 of the

Natural Resources Code as amended. 0
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APPLICANT NAME BONUS AMOUNT ONLY (A) Q'd)

(Do Not include sales fee) c?d)

GHALEART PROPERTIES T $)ammemoo ) 101, 286.00

(same as above)
an numiger) ’

Q




888800

SOQURUTY

. ig
uuco_mmMEEoU*\GWMMw\Mm -q Asaf

1 2 1

SUBT] ‘PRl 33eg

™~

a7



I, whe State of @'e

Qustin, Texas

OIL AND GAS LEASE
NO. M-105337

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

SECTION 40, BLOCK 56, TOWNSHIP 028, 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, 2008, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 19™ day of July, 2008, hercinafler the “effective date” and it was found and determined that CHALFANT PROPERTIES, INC.
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-3123 had offered the highest and best bid for a lease of the area above described and is, therefore, entitled to receive a lease
thereon:

NOW, THEREFORE, |, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hercinafler sometimes referred to as "Lessor,” whose address is Austin, Texas, by
virtue of the authority vested in me and in consideration of the payment by the hereinafler designated 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 above mentioned bidder the exclusive right to prospect for, produce and take oil and/or gas from the aforesaid arca upon the following
terms and conditions, to-wit:

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

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

3. DELAY RENTALS: If no well is commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as to both parties unless the Lessee on or
before said date shall pay or tender 1o 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 cc t 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 comm mul’awellmybefm‘dmdcfcnedfouhkcpenodofﬂnmmnmﬂnrofunm}u
Anniversary Date Delay Rental per Acre
First $ 5.00
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 paragraph 4, upon production of oil and/or gas, the Lessee agrees (o pay
or cause to be paid to the Conunissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof:

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid
hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafier provided, 1/4 part of the gross production or the market value thereof, at the option of the
Lessor, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type and
gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 3) the gross proceeds of the
sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor through an
adequate oil and gas separator of conventional type or other equipment at least as efficient 1o the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
writlen 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 es not defined as oil in subparagraph (A) above,
produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of gasoline, Hiquid 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 shall be based on one hundred percent (100%) of the total plant production of residue
gas attributable 1o gas produced from this lease, and on fifty percent (50%) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid hydrocarbons,
attributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an
interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing
agreement negotiated at arms' length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The
respective royalties on residue gas and on liquid hydrocarbons shall be d ined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

(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 other processing, 1/4 part of gross production of such products, or the market value thereof, at the option of Lessor, such
market value to be determined as follows:

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

(E) YARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established 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 (18) month term during which Lessee may cam a
reduced royalty rate of 20% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessce may receive a three (3) month
extension of the term in which to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, ing drilling operations on an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

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

(F) NO DEDUCTIONS: 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 h der ready for sale or use.

(G) ROYALTY IN KIND: Notwith ding anything contained herein to the contrary, Lessor may, al 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 royalty in kind shall not
diminish or negate Lessor’s rights or Lessee's obligations, whether express or implied, under this lease.

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

() 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 cqual to $5.00 per

acre less the amount of royalties paid during the preceding year.

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

5. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid to the 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 currently provide that royalty on oil is due and must be received in the
Gieneral Land Office on or before the Sth 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 suthorized agent, completed in the form and manner prescribed by
the General Land Office and showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of 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 1o verify the gross production, disposition and market value. In
all cases the authority of a manager or agent to act for the Lessee herein must be filed m 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 Lessce pays his royalty on or before thirty (30) days after
the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10%
of the royalty due or $25.00 whichever is greater. In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60)
days overdue. Affidavits and supporting documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is effective on the
date when the affidavits or supporting documents were duc. The Lessee shall bear all responsibility for paying or causing royalties to be paid as prescribed by the due date provided herein.
Payment of the delinquency penalty shall in no way operate to prohibit the State's right of forfeiture as provided by law nor act 1o 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 General Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments o such contracts within thirty (30) days afler entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land
Office shall be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and
marketing of the oil and gas produced on said premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to
inspection and examination by the Commissioner of the General Land Office, the Attorney General, the Govemnor, or the representative of any of them.

(B) DRILLING RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before spud
date, workover, re-entry, temporary 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. Lessce shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relative 1o the operation of the above-described
premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or mdioactivity survey made on the bore-hole
section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log of cach survey on each well to the
General Land Office within fifteen (15) days after the making of said survey.




(C) PENALTIES: Lessee shall incur a penalty whenever reports, documents or other materials are not filed in the General Land Office when due. The penalty for late filing shall be set by
the General Land Office administrative rule which is effective on the date when the naterials 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: [nlhtevemlhilIem'u'mfmeund:&um(:lycm;ﬁenhexphﬁondmofﬂnprilt-ryorulmkdumildulllhenmnimwuwnllom\eluwdpmm
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quantities (including a shut-in
oil or gas well as provided in Paragraph |1 hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration umt for each
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 sct 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: ln:hacve:ulbilleueisinfan:elndcﬂectmu)yuﬂmnmeexpnriondmorﬂnpmmrywuwhmiuhﬂlMtherwrmmuumaudepﬂubehwIDO
feet below the total depth drilled (hereinafter "deeper depths”) in cach well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or extended
term Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as consideration for this lease (as specified on page 1 hereof). If such amount is paid, this lease shall be in force
lndeﬂ’eclubluhdeupum,mduidmmmllbedehyedfotmldﬁﬁonlpubdofm(nmwnuluugdmuﬁunoﬂor;uilpmdmcdinplyin;qmnﬁu&ommch
deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with the well located in the center
thereof, or such other shape as may be approved by the School Land Board. Within thirty (30) days afler partial termination of this lease as provided herein, Lessee shall exccute 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 after being requested to do 5o by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or
depths to be released hereunder and record such instrument at Lessee’s expense in the county or counties where the lease is located and in the official records of the General Land Office and such
designation shall be binding upon Lessee for all purposes. If at any time afler 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 thereafier allocated to said well or wells for production purposes, this lease shall thereupon terminate a5 to all acreage not thereafter
allocated to said well or wells for production purposes.

8. OFFSET WELLS: [foil 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
mW(I.DM)&qof&:mhchﬂedhueﬁ.otwﬁchwﬂhhiniﬂ;huumdbylhbmhmh&ﬁ&h:ﬁwtw)hnmumhwm&umhm
well or the well located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset well on the area covered by this
lease, and such offset well shall be drilled to such depth as may be necessary 1o prevent the undue drainage of the area ¢ d by this lease, and the Lessee, manager or driller shall use all means
necessary in a good faith effort to make such offset well produce oil and/or gas in commercial quantities. Only upon the determination of the Commissioner and with his written approval, may the
payment of a compensatory royalty satisfy the obligation to drill an offset well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land, Lessee
should drill a dry bole or holes thereon, or if’ during the primary term hereof and afier 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. 1f, during the last year of the primary term or
within sixty (60) days prior theretw, a dry hole be completed and abandoned, or the production of oil o gas should cease for any cause, Lessee’s rights shall remain in full force and effect without
further operations until the expiration of the pri y tern, and if Lessce has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this lease by
conducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the
first well or any subsequent well drilled on the above described land be completed as a shut-in ol or gas well within the primary term hereof, Lessee may resume payment of the annual rental in
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to
make such payment, this lease shall ipso facto terminate. [f at the expiration of the primary term or any time 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 hereof.

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the primary term, production of oil or gas from the leased premises, afier 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. 1f such drilling or reworking operations result in
the production of oil or gas, the lease shall remain in full force and effect for so long as oil or gas is produced from the leased premises in paying quantities or payment of shut-in ol or gas well
royalties or payment of compensatory royalties is made as provided hercin or as provided by law. If the drilling or reworking operations result in the completion of a well as a dry bole, the lease
will not terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days 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 1o $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 0il or gas royalty
mbepc‘uimwbeﬁm:(nhupinﬁonol‘mwh-xym(:)waynmmemﬂmmpmodmmnommhudwﬁmw(:}wmy:nnulmmkmu&'miu
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 idered 10 be a producing lease and the
payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month in which production ceased, and, after
&u.ifnumiubhpmdwﬁnnﬁciliﬁesornﬂhbbmtethduoi!urpumu.meyuwwhmrurfwmesmmammmrbypny'm;dnmmuuuch
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 1o continue to maintain
the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the
leuefnrﬁ:u-mesnwaliwyuubyLuwepnyingconmmmynltyuunmymynupmvidcdhmInmorummm:vlluofwodncdon&ummwellcnuin;:hednhu;emwhich
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
behuhr.Iutdnyoﬂhemomhfol]owﬁ:;themmhlnwhichlh:uilumhprudwedhmﬂnmilmuin;hhimputhﬂhmmdmunmpmdwia;mmdhcmdwm
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 rovalty, 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
obﬁpdmbdtﬂlometmuaupmvuedhnkcSwdunsz.ou-.howm.uhhﬁwﬁudouotmcm.mmmncwmmmlhnplynlmiof
compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalty payments which are not timely paid will nccrue penalty and interest in accordance with Paragraph 5
of this lease.




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

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

15. POLLUTION: In developing this arca, Lessee shall use the highest degree of care and a)l proper safeguards to prevent pollution. Without limiting the foregoing, pollution of coasta
weilands, natural waterways, rivers and impounded water shall be prevented by the use of conlainment facilities sufficient to prevent spillage, seepage or ground walter 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 stush, sump, and drainage pits and tauk batteries so as to protect lvestock against loss, damage or injury; and upon
completion or abandenment 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, rubbish, plastic, glass, and any other man-made non-
biodegradable items. A sign must be displayed in 8 high traffic area on all vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vessels or
platforms is strictly prohibited and may subject a State of Texas lease to forfeiture.” Such statement shall be in lettering of at least 1" in size.

(C) RIVERS: To the extent necessary 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 cleaning areas affected by the discharged waste.

16. IDENTIFICATION MARXERS: Lesses 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 en two or more leases are connected to the same tank
battery, whether by individua! low line connections direct to the tank or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly identified
at all times, either by a firmly attached tag or plate or an identification properly painted on such line at a distance not to exceed three (3) feet from such tank or header connection. Said signs, tags,
plates or other identification markers shall be maintained in a legible condition throughout the term of this lease.

17. ASSIGNMENTS: The lease may be transferved at any time; provided, however, that the lability of the transferor to properly discharge its obligation under the lease, including properly
plegging 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 Cormmissioner may require the transferee to demonstrate financial responsibility and may require a bond or other security. All transfers must reference the lease by the
file number and must be recorded in the county where the area is focated, and the recorded transfer or a copy certified to by the County Clerk of the county where the transfer is recorded st be
filed in the General Land Office within ninety (90) days of the execution date, as provided by N.R.C. Section 52.026, accampanied 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 certificd copy thereof. Every transferve shall succeed to all rights and be subject to all obligations, liabilities, and
penalties owed to the State by the original lessee or any prior transferee of the lease, including any liabilities to the state for unpaid royalties.

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

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all oil and gas produced from the area covered by this lease to secure payment of all unpaid royalty
and other sums of money that may becomne due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any other
applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee 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 1o the leased premises used in connection with the production or
processing of such leased minerals in order to secure the payment of all royalties or ather amounts due or to become due under this lease and to secure payment of any damages or loss that Lessor
may suffer by reason of Lessee’s breach of any covenant or condition of this lease, whether express or implisd. This lien and security interest 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 licns arising from and relating to Lessee’s activities upon the
above-described property of from Lessee's acquisition of this lease. Should the Commissioner at any time defermine that this representation is not true, then the Commissioner may declare this
lease forfeited as provided herein.

20. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make any
false retum or false report concerning production or drilling, or if Lessce shall fail or refuse to drill any offset well or wells in good faith as required by law and the rules and regulations adopied by
the Commissioner of the General Land Office, or if Lessee should fail to file reponts in the manner required by law or fail to comply with rules and regulations promulgated by the General Land
Office, the School Land Board, or the Railroad Commission, or refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail
or refuse to give comrect information to the proper autherity, or knowingly fail or refuse to fiurnish the General Land Office & correct log of any well, or if Lessee shall knowingly violate any of the
material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under

this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again
be subject to lease to the highest bidder, under the same regulations controlling the original sale of leases. However, nathing herzin shall be construed as waiving the automatic termination of this
lease by operation of law or by reasen of any special limitation arising hereunder, Forfeitures may be set aside and this lease and all rights thereunder reinstated before the rights of another
intervene upon satisfactory evidence to the Commissioner of the General Land Office of future compliance with the provisions of the law and of this lease and the rules and regulations that may be
adopted relative hereto,

21. RIVERBED TRACTS: In the event this lease covers a riverbed, Lessee is hercby 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 Lessce.

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissiconer of the
General Land Office governing drilling and producing operations on Permanent Free School Land (specifically including any rules promulgated that relate to plans of operations), payment of
royalties, and auditing procedures, and shall be subject to all other valid statutes, rules, regulations, onders and ordinances that may affect operations under the provisions of this lcase. Without
limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulatory provisions relating to the General Land
Office's audit billing botice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52.135
and 52.137 through 52,140, In the cvent 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 entitied to develop such land for oil and gas by directional drilling; provided, however, thal no surface drilling location may b¢ nearcr 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 a3 a federal project for future construction, whichever is nearer.

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

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

15. LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguands to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced from
said lease. This includes, but is not limited to, the installation of all necessary equipment, scals, 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 Scctions 52.151-52.153, or if, at any time after the expiration of the primary term or the extended term, this lease covers 8 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, surendered, or
otherwise severed, so that payments determined on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the boundaries
of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

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

18. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permanent Schoo! Fund Land is encountered during the activities authorized by this lease,
Lessee will immediately cease activities and will immediately notify the General Land Office (ATTN, Archacologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) so that adequate measures may be undertaken to protect of recaver 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
Aan. (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 archacological 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 archaeclogical, scientific, educational, cuttural or historic interest is encountered during the activities authorize by this lease, lessee will immediately notify lessor and the Texas
Historical Conunission so that adequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate.

29. YVENUE: 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 ot implied, regarding
interpretation of this lease, or relating in any way to this lease or to applicable case law, statutes, or administrative rules, shatl be in a court of competent jurisdiction located in Travis County, State
of Texas.

30. LEASE FILING: Pursuant to Chapter 9 of the Tex. Bus. & Com. Code,this lease must be filed of record in the office of the County Clerk in any county in which all or any part of the
lcased promuses is located, and certified copics thercof must be filed in the General Land Office. The prescribed filing fee shall accongpany the certified copics sent to the General Land Office.
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31. EXECUT10! s bo+ must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the General Land Office of the State of Texas.
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STATE OF

(CORPORATION ACKNOWLEDGMENT)
COUNTY OF

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

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

and acknowledged to me that he executed the same
for the purposes and consideration therein expressed, in the capacity stated, and as the act and deed of said corporation.

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

Notary Public in and for

STATE OF

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF.

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

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

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

Notary Public in and for
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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. 57, which has been assigned the lease number M-105337.

The lease agreement for State Lease M-105337 is enclosed and will serve as your receipt
for the amount of your bid. This lease form must be signed and acknowledged by the
lessee, and then recorded in the County Clerk's office of the county or counties in which
lands covered by the lease are located. After signing and recording the lease, please
submit a certified copy of the recorded lease to the attention of the undersigned. These
requirements are material provisions of the lease; therefore, please return the certified
copy at your earliest convenience.

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

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

Sincerely,

Robert B. Hatter, Director
Mineral Leasing Division

JERRY PATTERSON, COMMISSIONER
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FILE# 4221

Lease Farm

Revised 1099

Surveyed School Land

Austin, Texas
OIL ANIN GAS LEASE
NO. M-1052)7

mm-hrumm&hmn 13, 51, and Chapter 52, Subchapiers A-D and H, (said Code being bereinafier referred 10 as NR.C.), and subject o ol
rules and regul d by the C of the Geversl Land Office and/or the School Lamd Bosrd puryuant thereio. and all other applicable statutes snd amendments © sasd

N.R.C., the following ares, lo-wit:

SECTION 40, BLOCK $6, TOWNSHIP 028, 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, 2008, a1 10:00 o'clock s.m., by the Commissioner of the General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil snd/or gas that may be found and produced from the sbove described ares. and

WHEREAS, after all bids snd reminances which were received up o sald time have bean duly considered by the Commissioner of the General Land Office and the School Land Board o 8
regular meeting thereof in the General Land Office. on the 19 day of July, 2005, hereinafier the “effecuve date” snd it was found and determuned that CHALFANT PROPERTIES, INC.
whose address is P.O. BOX 3113, MIDLAND, TEXAS 79702-3123 had offered the highest snd best bid for & lease of the srea sbove described and is, therefore, entitied 10 recuive & lease
ihereon.

NOW, ml.u:rou.Lamamm«mmmmdhmdrummwnum whose address is Austin, Texas, by

virtue of the authority vested i me and in of the by the d Lesses, the sum of Four Hundred Ose Thouwsand Twe Hundred Eighty And 007100
mm:.mmwdwﬂnhMdehmMMMﬁu&ndewnhﬂwﬂMM
Lessee, do hereby demise, grant, lease and let unto the shove mentioned bidder the 1ight 1o prospect for, produce sad ke oil and/or gas from the area wpon the following
terms and conditions, to-wit.

1. RESERVATION: There is bereby excepted and reserved 10 Lessor the fadl use of the property covered hereby snd all rights with respect 1o the surface and subsurface thereof for any snd
all parposes except those granted and 1o the cxlent herein granied 1o Lenses, logether with the rights of ngress and egress and use of said lands by Lewsor and its munera] lessees, for purposes of
eaploring for and producing the minerals which are not covered, or which may not be covered in the futre, undes the wrms of tis lease, but which may be locsed withis the surfuce boundanes
of the lessed ares. All of the rights in and 10 the leased premises retsined by Lessor and all of the rights in snd 10 the leased premises granted 10 Lessee herein shall be exercised (o such & manner
that seither shall wnduly mnterfere with the operations of the other

1. TERM: Subject to the other provisions hereof, ihis lease shall be for 3 term of five () years from the effective date hereof (herein calied “primary termr”) and as long thereafier 52 oil or
a1 1 produced ip paying quantites from said area

3. DELAY RENTALS: [If no well is commenced on the land herebry lessed ou or before the snniversary date of tus lease, tiis lesse shall lermunate 55 © both parties unless the Lesser oo or
before said date shall pay or lender (o the Commissioner of the Genersl Land Office of the State of Texss #t Austia, Texas, the amount specified in the following schedule mulnplied by the
-t-ﬂ‘mhhm-.MMWnnlﬂﬂmhmdtﬁrﬁhmdlﬂhmﬂl}—ﬁmﬂh In like rmannet and upon

payments of tenders of smounts set out i the following the of & well way be further deferred for s like penod of the same number of months
Annrcspsary D Dslay Rental pet Asts
First § 500
Second 3 5.00
Third $25.00
Fourth $25.00
4. PRODUCTION ROYALTIES: Subject 1o the provisions for royalty set oul in graph (E) of tuis iph 4, upon prod of oil and/or gas, the Lessoe agrees o pay

m:mnkmdnucm-lhwmoﬂohmtmHhmn‘m-thmdﬁn&-nh“w

(A) OIL: As & royslty on oil, which is defined as including all hyd rh prods '-.nuh-uu“w--ummwmmmmm
recovered from oil or gas run tuough & sep of other equip a 144 pant of the gross production or the merkel value thereof, st e option of the
I.t-rﬂ“hhmhilhwmmﬂ-p—lmMﬂﬂhﬂmmwﬁwmmdahwﬂ
gravity in the general area where produced and when run, or 2) the highest market price thereol offered or paid in the genersl sres where produced and when run, ot )) the gross proceeds of the
sale thereod, whichever is the groator. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in & plant, it will be run free of cost © Lessor trough an
adequate oil and gas sep of tional type or other equip at least as efficient 1o the end that sll liquid hydrocarbons recoverable from the gas by such means will be recovered Upon
wrinien consent of Lexsor, the requirernent that such gas be run through such & 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 (incheding flared gas), which is defined as all by rbons and gaseows sub not defined a oil s subparsgraph (A) above,
produced from sny well on said land (except as provided herein with respect o gas processed in 8 plant for the extraction of gasoline, liquid hydrocarbons or other products) L4 part of the gross
production or the market value thereol, ai the option of the Lessor, mhmnkwnhﬂ-mmpﬂwwhpdmmihﬂmm
produced and when run, or the gross price paid or offered W the producer, whichever is greater provided that the P base in g the gas under this lease contract shall not at
any time exceed 14.63 pounds per square inch sbaclute, snd the dard base “hmm*wmnh“hm-wnwut
lllhﬂmﬂ:mmﬁumﬂhhmmwuhmwﬂﬂd““ﬂhhmuhhd*

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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(C) PROCESSED GAS:  As » royalty on sny gas processed in a gasoline plant or other plant for the recovery of gasolise or other liquid lydrocarbons, [/4 part of the residus gas and the
liquid hydrocarbons extracted or the warket value thereof, at the option of the Lessor Mmui-hhﬁﬂhh-‘-nhﬁﬁm-{lmpdbuﬂpumd“
pﬂﬂhbpmm&hhﬂm-ﬂummuﬂmuﬂu“mﬂqnmmhhmdﬁllmlpu duction of liquid k b
mnupwmumwu liquid h d Bom gas p ‘hnyh-l--uﬂhu-uwb’-u.“-ywllﬂh)u--
interest, then the [ lage w0 liquid hy b Mhﬂym{!ﬂuuhm sccruing 10 & tird pary processing gas trough such plant under a procenaing

-h-d-l-‘hﬂ{-itmunnﬂmm the highest percent then being inp or in the industry), whichever is te grester. The
respective royalties on residue gas and on liquid hydrocarbons shall be & i ‘hllhm-ﬁ--ﬂuﬂuu&nhm”(whﬁm:d_uﬁﬂyhh
pencral ares or 2) the gruss 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 grester. In no
event, however, shall the royalties paysble under this paragraph be less than the ruyalties which would have been due had the gas not been processed.

(D) OTHER PRODUCTS: As & royalty on carbon black, sulphur or any other prod ds fa from gas (excepting bquid bydrocarbons) whether said gas be
“casinghead,” Wquhﬂiymme*mmdemdlﬁmwhmnl-wﬂlilnphonnn.-m wuch
market value 1o be determined as follows:

(lymumdum—mmd-ﬁmmu-——n--m-bm-pmw
(2) On the basis of the average gross sale price of each product for the same month in which such products are p hever ia the greater

(E) VARIABLE ROYALTY: (i) Subject 1o the other provisions of this lease, i is bereby provided that in the event blished 0 the e of
Ihi-n-lh-ipul\n&-hwnhud-h-h-nlmn-ndvhh*-tll)ulhdﬁnmﬁhmIilnnljmnwwn.lhm..
20%, and shall apply W each subsequent well drilled and produced oo the land covered by tus lease  Provided that, if during such eighteen (18) month term durng which Lessee may esm
mﬂm-ﬂdmummb—t“ﬂnpﬂu-ﬂmhhﬂunﬂ&uh““hﬁh”mmahmﬂ

exsension of the term in which 10 eam a reduced royalty rsle by giving notice w0 the Commissioner of the General Land Office, g drilling op on an add Mmhh |

expiration of such twee (1) month period and prosecuting diligently snd in good faith the drilling of such sdditional well snd completing same 3o that prod: in paying it

and 5o that such production is brought on line and sales thereol sre d prior W the expirstion of such three () month exension period. !
(i) In the event production in paying lished 1 the terms of this lease and such production is brought on line and sales Bereol are commenced afier the expiration ‘

duﬁh(ll).ﬂlhﬂthhﬂhnhhwdmhnl)—lhhﬁmﬂmhmmwnﬂhﬂdn |
22.5% and shall apply o each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such sia (6) mosth lerm during which Lesses nwy sam a reduced
mmdu!%uhhmmuﬂhpﬂ“-ﬂwﬁhhuluahhhubumwﬂlh-.huunymthmﬂ

mﬂﬂmh“omlm‘mﬂ)«mhmﬁmhmwdhd—uuoﬁn Mﬂq P o6 an sdditk ! well prior o the
expiration of such three (1) mouth penod and prosecuting diligently 1ad i good fith the drilling of such i well and ting same 5o th & in paying q "
and 50 tiat such production i brought on line and sales thereof are d prior W the expi dmmu)mmm

(F) NO DEDUCTIONS: Lessee agrees that all royalties sceruing o Lessor under this lease shall be withou! deduction for the cost of p ing. transporting, snd ot making the oil,
a3 and other producs produced hereunder ready for sale of wse.

(G) ROYALTY IN KIND: Notwithstanding anything contained berein 1o the contrary, Leasor may, u-mwmh—muhnnuunu-uq-u-yl-ut-
uumnm—arﬂummﬁwuLmd-ﬁ_h-hhmvmmhhud g, storing,

and olherwise making the oil, gas and other p ready for sale or use u-mnuunm-muumm

Mu*mwummwma-ﬂmﬂhﬂ

(H) mmumonmm Nummﬁlhppbbn-yp-m P this lease’s p share of sny fuel used 1w process gas produced bereunder
in wny p ing plant. N d herein 10 the contrary, ﬁﬂuuhmb-ﬁ.dhmammmoﬁ._-ymy*p

nmumnhmrﬁulﬁhMMMHHFMMMﬂnn*MHpMuhﬂqWﬂ-ﬁm“h
same ay thereafter be produced sad sold or used by Lessee in such manner as W entitle Lessor to & royalty thereon under the royalty provisions of this lease

(1) MINIMUM ROYALTY: During any year afier the expirstion of the primary term of this lease, if this lease is nwintined by p tion, the royalues pasd W Lessor w 6o event shall be
u-u-.-—-q-l-um-mmmuha.u-mnwhmuumdummnmudum-—wuump
acre less the amount of royalties paid during the preceding year.

() MARGINAL PRODUCTION ROYALTY: Upon Lesse’s writien application, the School Land Board may reduce the royalty mate set oul in this psragraph and/or the mumimaun
Toyalty set out in subparagraph 4 (1) 10 exsend the economic life of this lease and encourage recovery of ol ur gas that might otherwise remain unrecovered.  Any such royalty reduction st
conform 1o the requirements of sny School Land Board sdminstrative rules on s subject Royalty may not be reduced below the applicable statutory munimum

5. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid 1o the Conwnissioner of the General Land Office st Ausiin, Texss, i the following manser:

hmdm"mdﬂﬁpﬂhummhmwhhhtum Rudes curmently provide that royalty on o is dus and must be recerved i the
General Land Office on or before ihe $th day of the second month ding the month of products -‘mh‘uﬁlhhnl-hnadﬂhﬁmuom-nw&
mmu-mmmu—nammwumuum. nanager of other sutls leted in the furm and manner prescribed by
uannlLﬂoﬂnmmnm“dhﬂuﬂﬂdﬂ-Mdhm“dhdﬂmw-\.amddmmwuﬂn

firming the gross prod isp and market valus inchuding gas meier readings, pipeline receipus, gas line recepts and other checks or memoraads of amounst produced snd put into
whu.ﬂ.um:ﬂnMummuﬂquﬂum‘wmmnmmaﬂunymnmﬂﬁt'mmw—dnnnnh In
dmhm,ﬁawwwbﬂhulmmnhwhhuuﬂoﬂn Each royaity payment shall be accompanied by & check stub, schedule, surmmary
o other advice showing by the assigned General Land Office leuse number the amount of royalty being pasd on each lease 1f Lesser pays his royalty os or before turty (30) days after
ﬁwylk,ummhnhunmtmd!%uhm«mw whichever is greater. A royalty payment which is over thirty (10) days late shall sccrue & penalty of 10%
of the royalty due or §25.00 whichever is greater ln addition o & penalty, royalties shall scerue interest st a rote of 12% per year; such interest will begin acensing whes the royalty i sty (60)
days overdue. Affidavits and supporing documents which are not flled when due shall incwr & peoalty @ an smount set by the General Land Office adminisuative nue which is effecuve on the
date when the affidavits or supporting documents were due. The Lesses shall bear all responsibility for paying or cawsing royalties W be paid & prescribed by the due date provided herein.
Payment of ihe delinquency penalty shall in no way operate to prohibit the State’s right of forfeiture as provided by law nor act 10 postpone the date on which royslties were originally due  The
above penalty provisions shall sot spply tn cases of title dispute a3 1o the Staie’s portion of the royalty of to that portion of the royalty in dispute a3 1o fuir nacket value

swumvncmmmmommmnlummmmucm-rmu—umuﬂ--nummmuﬂup

reserves undertying this lease or allocable 1© this lease 3nd shall furnish said Commissioner with coples of all contract under which gas i sold or p
amendinents 1 much contracts within thirty (30) deys afler entering into of making such CODURCE, agreeTnents of smendments l-nu—u-t-.—--hmnua—-lu
Office shall be beokd in confidence by the General Land Office unless otherwise suthorized by Lessee. All other contracts and records ining 10 the wale and
uarketing of the oil and gas produced on said p i luding the books sl Tecenpts and duch dq*mm"uwuuamhmn
inspection snd 100 by the Commi dha—duﬁhm“hmchwﬂmﬂh

) nnu.mam w_wﬂﬂmuﬂhﬂhdﬂu-mahmuuomutmuth:s)tnm“
date, & or plug and abandonment of sny well or weils. Such writlen notice 10 e General Land Office shall include copies of Railroad Conwmussion
huhth-hﬂ MdﬂummﬂmmﬂhWuhmmmlnuﬁi—hrmiﬂﬂlhhmm
Commission Lessee shall supply the Genera! Land Office with any records, memorsnda, sccownts, reports, cultings and cores, of ober informution relative 1o the operation of the above-described
premises, which may be requested by the Geaeral Laod Office, in addition to those berein expressly provided for  Lessee shall have an elecuical ssd/or mdicactivity survey nude on the bore-hole
section, from the base of the nurface casing 10 the twtal depth of well, of all weils drilled on the sbove described premises and shall vanamit & true copy of the log of each survey on each well © the
General Land Office within fifteen (15) days after the making of said swrvey.

True and Correct
copy of
Original filed in
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(C) PENALTIES: Lessee shall incur & penalty wh repors, d or other ls 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 materialy were due in the General Land Office

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after & well producing or capable of producing oil or gas has been conpleted on the leased premises,
Lessee shall exercise the diligence of & reasonably prudent operator in drilling such additional well or wells as may be reasonably necessary for the pruper of the lessed p nd
in marketing the production thereon

(A) VERTICAL: In the event this lease is in force and effect two (2) years afler the expiration date of the primary or extended \erm it shall then terminate a3 © all of the leased premises,
EXCEPT (1) 40 acres surrounding esch oil well capable of producing in paying quantities snd 320 scres surrounding each gas well capable of producing in paying quantities (mchuding 8 thut-in
il or gas well as provided in Paragraph 1| hereof), or » well upon “lﬂhhwh*“-mmwﬂlh*dmwhlm“

pooled unit p o Nanwsl R Code 5 S2.151-52.19), or () such greater or lesser number of scres as may then be allocated for paposes 1o & thm it for each
wch producing well under the rules and lations of the Rail G dasion of Texas, or smy weccessor agency, of other go aths having jurisdiction. Within 90 days of »
partial termination of this lease in d with this suby uph and wpon pay of the manime hhuho-nll-lmlunh-m-lh-dhpﬂw

Lesser shiall have the right w obtain a surface lease for ingress and egress on and scross the terminated portion of the leased premises as may be reasonably necessary for the continued operation of
the portions of the lease remalning in forve and effect If Lessew fails to apply for & surface lease within the 90 day period specified above, Lessee may apply for & surface lease Som the Land
Office, but the Land Commussioner has the discrenon o grant or demy such application and 1o set the fee for such yurface lease

(B) HORIZONTAL: In the event this lease is in force and effect two (1) years sfler the expirstion date of the primury or extended term it shall Auther iermanste ax 1o ol depiha bulow 100
feet below the iotal depth drilled (herewnafier “deeper depths™) (o esch well located o acreage retained in Paragraph 7 (A) sbove, snless on of before two (1) years sfier the primary of exiended
term Lessee puys an smount equal to one-hall (1/2) of the bonus originally paid as consideration for this lease (as specified on page | hereol). If such smount is paid, this lease shall be in force
and effect as o such deeper deptha, and said wermination shall be delayed for an additional period of two (1) years and so long thereafier as ol or gas is produced in paying quantities flom such
deeper depths covered by thas lease

{C) IDENTIFICATION AND FILING: The surface screage retained hereunder as 1o gach weil shall, as nearly as practical, be in the form of & square with the well located in the conter
mnmnﬁp—u,hmuummu Withn thirty (30) days afler partial wermination of this lease & provided herein, Lessee shall execute and record 3
release of releases wning 3 y legal description of the screage and/or depths not rewined hereunder. The recorded release, of a certified copy of sarne, shall be filed i the General
mmmwu&umwummmn—hm-uuhhhm ML—“uMbmﬂm‘M-ﬁ.-
releases within ninety (90) days afler being requested 1o do 50 by the General Land Office, then the Commissi 1 his sole discretion may desi by written in the screage and'or
ﬁ.hh“h—hﬂ“ﬂh—umwhﬁmuﬂﬂhuhm-lhﬁmmﬂhmumﬂmi
designation shall be binding upon Lessee for all purposes. [If a1 any time afier the effective date of the partal hereof, the appl field rules are changed or the well or
nﬁbnulhmnmln-il-dnhhmhMMbﬂd-uﬁhwmﬂhﬂﬂww-hdmmm
allocated © said well or wells fir producticn purposes.

8. OFFSET WELLS: Ifoil snd/or gas should be produced in ial ities from & well located on lamd privately owned or on State land leased at 3 lexser royalty, which well ks within
u-tnlnﬁlmual‘tul-mhﬁwﬂﬂhmhnwhﬂI-.hl_nill.-ﬁﬂuy(w)hnn-uﬁhhﬂp“h-htlhlli
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 sn offset well on the ares covered by this
lease, and such offset well shall be drilled to such depth ss may be necessary to prevent the undue drainage of the atea covered by this lease, and the Lossee, manager or driller shall use all mesns
necessary in & good faith effort W make such offiet well produce oil and/or gas in conumercial quantities. Only upon the 1 of the Ci stid with his written approval, may the
payment of & compensatory royalty satisfy the obligation 1o drill an offset well or wells required under this Paragraph.

#. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereol snd prior o discovery and production of oil or gas on sid lasd, Lesses
Mtﬂlnﬂbhuhhuu-.uﬂhﬂhpﬁynhﬂﬂ*hmd-ﬂﬂlﬂdd-ﬂhhh-lp*-dpuhh-'“
cease from any cause, this lease shall not terminate if on or before the expimation of sixty (60) days Bom date of completion of said dry hole of of p
-ﬂuﬁﬂaﬂhwmmmw”u“hmﬂmwﬁhh-—UIWhﬁhﬂ lthlnhlnlndhmnu
within sixty (60) days prior therew, » dry bole be ieted and doned, of the prod of oil or gas should cease for any cause, Lessee's rights shall remain i full force and effect withow
further operstions until the expiration of the primary termg snd if Lessee has not d production in psying quantities 8! the exp of the primary term, Lessee muy maintain this lease by
conducting additional drilling or reworking operstions pursumant 1o Paragraph 10, wsing the expintion of the primary lerm as the date of cessation of prosuction under Paragraph 10 Should the
first well or sny subsequent well drilled on the above described land be completed as & shut-@ oil or gas well within the prumary term hereof, Lessee may reswme paymeni of the anmal rental m
the same manner a3 provided herein on o before the rental paying daw following the expirstion of sisty (60) days from the dase of completion of such shut-in oil or gas well and upon the failure o
make such payment, this lease shall ipso ficto wrminate, 11 ot the expiration of the primary term of any time thereafier & shut-ia 0il or gas well is located oo the leased premises payments may be
made in sccordance with the shut i provisions hereofl.

10, CESSATION, DRILLING, AND REWORKING: Itnhhu.nﬁndhmn-nﬁhd-ﬂwphuhhﬂ-—un-wm“uh-
any cause. this lease shall not “ if Losses ung op -ﬁmtﬁ)&nﬁ-ﬂn—bl.dhhnhlv—-hﬂbnd

Ies or of congp Y Iied is nwde &3 provided herein or as pr d by law. If the drilling or reworking operstions result in the completion of & well a3 & dry hole, e lease
will mot terminate if the Lessee | dnilling or tions within sixty (60) days afler the completion of the well as & dry bole. and Ous lease shall remain s effect so
m-l_uﬂ_aﬁuumwhmmn--m_mmuﬁ—-mmmwn Leaser shall give writien notice 1o
the Genersl Land Office within thirty (30) days of any cessation of production

1. SHUT-IN ROYALTIES: For paposes of this paragraph, “well™ means any well that bas been sssigned & well number by the state agency having jurisdiction over the production of ol
and gas. If st any time sfier the expintion of the primary term of a lease that until being shut in, was being maintsined in force and effect, & well capable of producing oll or gas in paying
quantities is located om the leased premises, but oil or gas is not being produced for lack of suitable production facihities or lack of & suitsble market, then Lessee may pay o8 & shut-in oil of gas
wysity an amount equal 10 $10.00 per acte, but not less than 51,200 & year for each well capable of producing oil or gas in paying quantites. To be effective, each tutial shui-in oil or gas royalty
must be paid on or befure: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases W produce ofl or gas from the leased premises, or (1) 60 days after Lessee compleies 3 drilling
of reworking operstion in accondance with the Jease provisions, whichever date is latest If the shut-in ofl or gas royalty is paid, the lease shall be considered 10 be & producing lease and the
payment shall extend the term of the lease for & 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 cessed, and, after
that, if no suitable production facilities or suitable market for the oil or gas existy, Lessee may extend the lease for four mare sucoessive periods of one (1) year by paying the same smount esch
year on or before the expiration of each shut-in year

12. COMPENSATORY ROYALTIES: If, during the period the lease iy kupt in effect by payment of the shut-in ofl or gas royalty, oil or gas is sold and delivered in paying quantities fom &
well located within one thousand (1,000) feet of the leased premises and completed in the wame producing reservoilr, or in sny case in which drainage 8 ocowring, the right © continue |o msintan
the lease by paying the shut-in oil or gas royaity shall cease, but the lease shall remaio effective for the remminder of the year for which the royalty has been paid  The Lesser nay maintain the
lease for four more successive years by Lessee paying compensatory roysity st the royalty rate provided in the lease of the marke! value of production from the well causing the drawmage or which
is completed in the same producing reservolr and within one thousand (1,000) feet of the leased premises. The compensatory royalty is © be pakd monthly to te Consnissioner begmning on o
before the last day of the month following the moath in which the oil or gas is produced fom the well causing the drainage or that is completed in the same producing reservoir snd located within
one thoussad (1,000} feet of the lessed premuses; lhwmm-muﬂmﬂhh-uhhhﬂ“hdwﬂm Leases shall pay an

mwuummmmmmuuuu|muut-4udw-m-ammau bligation of nor the
obligation © drill offset wells as provided i N.RC Section §1.034; o the & ios of the Ci and with the C W written apy the of
compensatory royalties shall sstisfy the obligation o dnill offset wells. mmm-ﬁ-uﬂyﬁdw—mﬁmtuhmmms
of this lease.
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13. EXTENSIONS: If, ai the expirstion of the primary term of this lease, production of ofl or gas has not been obtained on the leased premises but drilling operations are being conducted
thereon in good faith and in a good and m-—-u-my.uumhwaumn&hummommmnmcm
of the General Land Office for & thirty (30) day ion of this lease, by p of Three Th d Dollars (33,000 00) if this lease covers six hundred forty (640) scres o less
umrmmu(mm)uuwmummwm(mmuhmuhmwumuumm}mmmu
nhhwﬂhmmudnhqlm-hudwph duced in paying d further, that Lessee may, 3o long as such drilling operstions are being ]

make like ap ¥ mmmpopn,wmw»“«-ndlﬁwﬂmﬁylmmwdmwﬁﬂndpﬁmh |
mmhwﬂdn;qnhu-dNllnunhlmMmhiuuhuhmmdmhywbtudanﬁ-uhrudwwipmdumdnum |
quantities; provided, however, that this lease shall not be eiended for more than a total of three hundred ninety (390) days from and afler the expiration of the primary term unless production in
paying quantities has been obtained.

14. USE OF WATER; SURFACE: Lessee shall have the right 10 use water produced on said land " der and solely upon the leased premises; provided, however,
Luuuhlnmpﬂhmummnﬁwﬁwwmmhmmwmuwhmmﬂw M»hoﬂmupy
surfuce danuiges, Lessee shall have ihe right 1o use so much of the swisce of the land that may be reasonably necessary for drilling and opersting wells and usnsporting and

therefrom, such use 10 be conducted under conditions of least injury © the yurface of the land. wmmmmhumummummmh

schedule which is effective on the date when the activity requiring the pay of surface ged OCows.

15, POLLUTION: hhm&mmm-hmmdmmmmmummﬁ Without limiting the foregoing, pollution of coastal
mmmnnmdwm-hnh ‘Imumut facility mummmwgwdmmm 1 the event
of pollution, Lessee shall use all means at its disposal 1o recapture all escaped hydrocarbons or other pold wnd shall be resp for all demage 1o public and privaie properties.

(A) UPLANDS: l--mmwwmm.-.uqumnuumumunmlmmwmupwmuw
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drilling site of all nibbish thereon

(B) SUBMERGED LANDS: uumummuwﬂhmummmmmummwﬂnpmmuumm |
barge, jack-up rig of other equipment located on the leased area Solid waste shall include but shall not be limited W containers, equsprment, rubbish, plastc, glass, and any other nuu-made non- |
biodegradable flems. A sign must be displayed in » high waflic srea on all vessols and manned platforms stating, "Discharge of any solid wasie or garbage into Sl Waters from vessels or
platforms is smctly prohibited and may subject » Staig of Texas lease w forfeiture.” Such statement shall be in lettering of at least 1° n size.

(C) RIVERS: To the extent to prevent pollution, the provisions found in yubsections (3) snd (b) of this paragraph shall also spply t© rivers und nverbeds.

(D) PENALTY: Fallure t comply with the requirements of this provision may result in the maximum penalty allowed by law including forfuiture of the lease. Leasce shall be lisble for the
damages caused by such failure and any costs and expenses incurred in cleaning sreas affected by the discharged wasie.

16. IDENTIFICATION MARKERS: Lessee shall erect, o & distance not w exceed twenty-five (25) feet from each weil on the premises covered by this lease. » legible sign on which shall
be stated the name of the operator, the lease designation and the well number  Where two of more wells on the same lease or where wells on fwo or more leases are connected  the same tank
b--y-u-nuvu-law-hmmuauumun-d-wmmﬂummmumm«muumw
at all times, either by a firmiy attached tag of plate or an identification properly painted on such line 8t s distance 1ot 1o eaceed three (3) feet Bom such ok of header connecton  Said signs, g
plates or other identification markers shall be maintained in u legible condition throughout the term of this lease.

17. ASSIGNMENTS: Thh-nyhm-lnyln.mm that the liability of the feror 1o properly disch it obligation under the lease, including properly
plugging abandoned wells, removing p or jon st drill sites shall pass 10 the transferee upon the prior writien consent of the Commissioner of the
Mmmmm-ymn fe ial responsibility and may require & bond or other security. All wansfers must reference (be lease by the
IB-uﬂnﬂﬁhwﬂhhﬂyhhnhhﬂdhmﬁmﬁunmmuhhOn-y(_‘btnl‘ﬁw-ymhmumwﬂmh
filed in the General Land Office within ninety (90) days of the execution date, as provided by NJR.C. Section 52.026, sccompanied 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 wansfer or cenified copy thereof. Bvery transferee shall succeed 1o all rights and be subject 10 all obligations, liabilities, and
penalties owed 1o the State by the original lessee or any prior transferee of the lease, including sny liabilities © the state for unpaid ryalties.

15. RELEASES: _nyvﬂqﬁhdﬁ.udhﬁunh!ulmm»m&.hmhumMuwhmﬂuﬂﬂunmﬂ
relinquishment or certified copy of same in the General Land Office within ninety (90) days afier its execution accompanied by the filing fee prescribed by the General Land Office rules in effect
on the date of receipt by the General Land Office of such relinquishment or certified copy thereol. Such relinquishment will not have the effect of releasing Lessee from any lisbility therstofore
sccrued in favor of the State.

19. LIEN: In sccordance with N.R.C. Section 52.16, the State shall have a first lien upon all oil sad gas produced frum the arsa covered by this lease W secure payment of all unpaid royalty
and other sums of money (hat may become due under this lease By scceptance of this lease, Lessee grants the Siate, in addition to the lien provided by N RC. Section 52.136 and any other
awhnbllmlha.uwmll-ndmmWhﬂmmudwmhwmupﬂm“ymnmmh-h
of such leased minerals, whether such proceeds are held by Lessee or by & thind party, and all fixtures on and improvements (o the leased premi with the production or
md’u&h—duhnkhuﬁh”humdﬂmﬁhummhwnmh.ﬁﬁ““umw_nrmhn;uwlumuuw
may sulfer by reason of Lessee’s breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be foreclosed with or without count proceedings
uhu-—uwihlhﬁuﬂhl C_!dﬁrnnll-hnd(:mm Lesser agrees that the Commussioner may require Lessee ©o exccute snd record such insruments as

may be bl Y o dge, swach or perfect this lien. _mwuhn-pﬁwmﬁhmmmmwuuundﬂhwh
Mmumm‘-wotum Should the Commissioner st any time & I8 not rue, thea e Comumissioner may declare this
lease forfeited as provided herein.

20. FORFEITURE: If Lessee shall fail or refuse & make the payment of any swin within thirty (J0) days afier it becomes due, or if Lesses or an suthorized agent should knowingly make any
m.u-unuwmmmamuumuwmmnﬂmmmumhmuuwuhuumummu
of

ot refuse o give correct information o the proper suthority, of knowingly fiil or refuse 1 furnish the General Land Office & correct log of any well, or if Lesses shall knowingly violaie any of the
material provissons of this bease, of if this lease is assigned and the assignment is not fAled in the General Land Office ws requured by Law, the rights scquired wnder

this lease shall be subject 1o forfeiture by the Conunissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the ares shall again
be subject 10 lease to the highest bidder, under the same regulations controlling the original sale of leuses. However, nothing berein shall be construed aa waiving the sutomatic semunation of this
Mhmuhuwumdmwﬂw-ﬁhm Forfeitures may be set aside and this lease and all rights thereunder reinstated before the rights of snother

y evidence W the Commissioner of the General Land Office of future compliance with the provi of the law and of this lease and the rules and regulstions that may be
mmm

1. RIVERBED TRACTS: hum&umcmm-mmﬂhUﬂdﬂudenmhnﬂlc Sections
$2.092-52.093, as » pant of the consideration moving 1 Lessor for (he covenants herein made by Lessee.

23, APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules snd regul and thereto, p Igated by the Comemi of the
General Land Office governing drilling and mwummwmmmmmmumnﬁ"{m;m—-d
royalties, and auditing procedures, and shall be subject 10 all other valld statutes, nules, regul hat nay mm-ﬁ-hpﬁ-uhhﬁ. Without

hmdhmm%whhmdﬂh&nhutyu‘*bd y and lans relating 1o the Goneral Land
mmuﬁ.-&-uu ngs pr Said pr otl n-unruumcmm«utmmmcmmum
and 52.137 twough 52.140. hhtﬂﬂlhﬂmﬂmumum-ﬂb"mﬁhuw.whhhmd’muﬂ-m

4

- —————
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incident io the operation of a port, then Lesses shall not be entitled 1o enter or possess such land without prior approval as provided under Section 61 117 of the Texas Water Code, but Lessee shall
be entitled 10 develop such land for oil and gas by directional drilling; provided, however, tat no surface drilling location may be nearer than 660 feet and special permission from the
Commissioner of the Oeneral Land Office is necessary 1o make any surface location nearer than 2,160 feet messured at right angles from the nesrest bulkhesd line or from the nearest dredged
bonom edge of any channel, ship, or urning batin which has been suthorized by the United States as 2 fedenl project for future construction, whichever is nesrer

13. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lesser shall not, in any event, be permutied to remove the casing or any part of the equipment from any

mu.wm-nwmmmm_uuc—nu-dhmmm-nm_—-w-r-nu-n.m--m-
consent of said Commissioner or his authori p tive remove from the leased premises the casing or any other equip material, or property owned by Lessee
and used by Lessee in the devel d of oil or gas theref Muhamaﬁhw“p‘#nﬂmuluﬂaw'hhuhnmﬂldnﬂnn
MNMWMUME“MM from the premises 1o the satisfaction of the said C; of his

. FORCE MAJEURE: H_hMMMMmmumedﬂul—mmmnwl-mﬂ
andior gas therefrom, afler effort made in good fuith, by resson of war, mmduhtuﬁoda-yudn rule or regul y, then while so
Lessee's obligation 10 comply with such covenant shall be suspended upon proper and ry proof p d w the Ci 4530 MhMMOﬂnnmdm
mﬂmmnhlﬁ&hwhﬂnnMM(whhmdm th ded s pr 4 in the rules and regulations adopied by the
MMMﬂhthM-&-‘nhnm—thmmcmMmmmwm-aﬂwphhw
premuses, provided, however. that nothung heretn shall be d 0 nuspend the of rentals during the primary or exiended term, nor o abridge Lessec's right 10 & suspension under any
apphicable satuse of tus State

15, LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguards 1o protect said premises and 1o prevent thedl of ofl, gas, and other hydrocarbons produced from
said lease. This includes, but s not limited 10, the installation of all necessary squipment, seals, locks, or other appropriase protective devices on or at all sccess pons ot the lease’s production,
gathering and storage systems where thefl of hydrocarbons can occwr. Lessee thall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Teaas royalties thereon
a3 provided herein on all oil. gas or other hydrocarbons lost by reason of theft

16 nnuclmolruvum [h-lhrh-'y-lnﬁd.ﬂﬂhﬁhhﬂﬂhh“ﬁdnﬂdhhh“hh
School Land Board in with Nawral R Code Sections 57 15152153, or if, st any time afler the expinstion of the primary term or the extended termy, this lease covens & lesser
murmber of scres than the 1otal amount described herem, payments that are made on & per acre basis bereunder shall be reduced sccording 10 the mumber of acres pooled, released, surrendered, or
otherwise severed. 30 thal payments determuned on & per scre basis undet the lerrs of tus lease dunng the primary term shall be calculated based upon (he mumber of scres outssde the boundanes
of a pooled unit, or, if after the expiration of the primary term, the number of acres sctually retained and covered by this lease.

17. SUCCESSORS AND ASSIGNS: The covenanis, conditions and agreements contained herein shall estend 1 snd be binding upon the beirs, 2 or
sssigns of Lessee herein.

8. ANTIQUITIES CODE: hh_u-"hﬂud—‘ logical of b | interest on Py I:h-l?-‘u-lu d during the uthoruzed by thas iease.
Lesser will imenedistely cease ies and will & sotify the Genenal Land Office (ATTN. A fogist, Asset b MIMMMAR.MTHHEI)
and the Texas Historical Comenission (P.O. Box 12276, Austin, TX 78711} 50 thal sdeg may be underak -pﬁnm-ﬂm-ﬂ_.-ml‘-

hmm-*duwwmmmmmnmm 16 USCA 470) and the Antiquities Code of Texas, Chapter 191, Tex. Not. Code
Ann (Vernon 1993 & Supp. mnmmunwﬂn-m—umuﬂdﬂufnwmm—uﬂnm

WMMWMH ,' by the before tion of the project can commence. Further, in the event (hat any site. olject, location. artifact or other
feature of archaeok scientific, L cultural or historic interest is encountered during the activities suthorize by this lease, lessee will immedistely notify lessor and the Texas
Historical Ci on 50 that ad may be underiaken to protect of recover yuch discoveries or findings, 53 sppropriste.

19. VENUE: Lessor and lessee, including lessee’s successors and assigns, hereby agree that venue for any dispute anising oul of 8 provision of this lease, whether express or implied, regarding
interpretation of this lease, or relating in sny way 1o this lease or 0 applicable case lew, statutes, or sdministrative rules, shall be in 3 coun of competent jurisdiction located in Travis County, Stawe
of Texas

38. LEASE FILING: Purvaant 1o Chapter 9 of the Tex. Bus. & Com. Code,this leass must be filed of record in ihe office of the County Clerk in amy county in which all or any part of the
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall sccompany the certified copies sent 1 the Genersl Land Office.

True and Correct
copy of
Original filed in
Reeves County -
Clerks Office

asssas
-
asse
LL R
LR R
-
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31. EXECUTION: T\hmhndwluunﬂhnwd-dmlmwhdﬁhyhhun_-_hﬁﬂlhm record in the county records snd in he General Land Office of the State of Texas

e PRESTOE ST

DATE: C\\‘ (K= \‘T“fﬂ

of the State of Texas under the seal of the General Land Office

IN TESTIMONY WHEREOF, witness the signature of the Commissioner of the Ceneral

SSIONER DF THE GENERAL LAND OFFICE

STATEOF _\¢ % £ (CORPORATION ACKNOWLEDGMENT)

conryor_DAT O3 ANIOY
BEFORE ME, the undersigned authority, oo tis day p lly app
bacribed to the foregoing

Loz rTzaon B ¢ ualF AN

o PRESTOENT of
and acknowledged 1o me Uat be execuled the same

known 0 me 10 be the person whose name is

Cuaeeant PonProxtes Anae
and deration therein expr d, in the capacity stated, and as the a<t and deed of .aid corponation

fot the purp
Given nder my b snd el ol otice e e\ AT ay o SELTEONGER w0

Mo olo X o0

Notary Public in snd for

MASHALA K. CROSS  §
Nolary Public, State of Texas
My Commission Expures
7+16-2008

STATE OF (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF
Before me, the undersigned authority, on this day p lly ap d

and acknowledged W me that they exccuted the

known to me 1o be the persons whose names are subscribed 1o the foregoing

same for the purp and dery hetemn expr

Giiven under my hand and seal of office this the day of "
Nowry Public in and for
6
7 AT PHUNT S HE#E S o t 4
LT A o ;
FILE ¥O. 4221 e & SAALL AND N » AL
FILED FOR RECORD ON THE _ ]6TH DAY OF SEPTEMBER A.D. 2005 G:14 Py
DAY OF SEPTEMBER  a.p. 2005 10:30 Ay,
DEPUTY DIANNE 0. FLOREZ, COUNTY CLERK
REEVES COUNTY, TEXAS

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS
COUNTY OF REEVES

e ST oy, Bt
/_(\_1'{?}}'3.,,‘ nersby certfied S EPTEMBER 20, 2005
&

- i
- '3 DIANNE O. FLORBZ /COUNTY CLERK
" L | § REEVES COUNTY, /
Wty AL UAL,
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