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Drew Reid - Reeves County Leases

oz aesta e

From: "Chris Smith" <chris@perryx2.com>

To: "Drew Reid" <drew.reid@glo.state.tx.us>
Date: 8/23/2005 11:22 AM

Subject: Reeves County Leases

Drew:

Attached are two (2) executed Leases by owners in 320 acres, being the NE/4 and SW/4 of Section 18, Block 54,
T-4, T&P Ry. Co. Survey, Reeves County, Texas.

J&M Raymond Ltd. and Vaughan McElvain Energy Inc. are the owners of a 50% interest in this acreage and have
agreed to lease at $200.00 per acre, reserving a 1/5 royalty, for a 3 year primary term.

The owners of the other 50% interest in this 320 have committed to the same terms but | do not have their leases
yet; the above owners are asking about their $, so | am sending their OGL's to you for approval.

If you approve, please reply hereto and | will request funds.
Thank you,

Chris Smith
Perry & Perry, Inc.
432-682-7861

file://C:\Documents%20and%20Settings\Dreid\Local%20Settings\Temp\GW} 00010. HTM  8/23/2005
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RAL REVIEW SHEET

Transaction # 4857

Lessor- Vaughn McElvain Energy, Inc.

Lesses: Perry & Perry, Inc.

LEASE DESCRIPTION

County
REEVES

TERMS OFFERED

PNE
07-1096111/

Primary Term: ~ [3years

Bonus/Acre: |

$200.00 |

Rental/Acrg: |

$2.00 |

Royalty: /5

GOMPARISONS
MF # Lessee

Geologist: R. Widmayer
Leasa Date: 7/6/2005 e U
Acres: 320
_ BaseFleNo Part Sec. Block Twp Survey Abst#
151812  NE/4AN 18 54 04S T&PRYCO 5785
TERMS RECOMMENDED
Primary Term 3 years
Bonus/Acrs $200.00 |
Rental/Acre ! $2.00 |
Royalty 1/5 |
Date Term  Bonus/Ac.  Rental/Ac.  Royalty  Distance

1 | Last Lease

Comments: |Also: J&M Raymond, Ltd. With 106.66667 acres. Two more leases being mailed later. i

Friday, August 26, 2005



RE INQUISHMENT ACT LEASE APPLICATION

Te: as General Land Office Jerry Patterson, Commissioner

TO: Jerry Patterson, Commissioner DATE:  26-Aug-05

Larry Laine, Chief Clerk
Bill Warnick, General Counsel
Louis Renaud, Deputy Commissioner

FR.OM: Robert Hatter, Director of Mineral Leasing
\ Peter Boone, Chief Geologist

Applicant: Perry & Perry, Inc. County: REEVES
Prim. Term: 3 years Bonus/Acre $200.00
Royalty: 1/5 Rental/Acre $2.00

Consideration

Recommended: Gt Date: ©-2¢ 05

Not Recommended:

Comments: Also: J&M Raymond, Ltd. With 106.66667 acres. Two more leases being mailed later.

Lease Form
Recommended: T Date: 4 / 08 /oC

Not Recommended:

Comments:

Louis Renaud, Deputy Commissioner Date: ‘7/}/ Gl /{/ oS
Recommended: (24

Not Recommended:

Bill Warnick, General Counsel Date: f/}-&’/g) j'/
Recommended: _/ H UI £

Not Recommended: f

Larry Laine, Chief CleTrk Date: {?ff‘/-? 3 i -
Approved: 2 ird

Not Approved:

Jcerattersor{,hommissioner Date: 2 G g—p CJ‘S
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Perry & Parry, Inc. 214 W. Texas Ave., Suite 1200 P.O.Box 3667 Midland, Texas 79702- telephone 432.682.7861 facsimile 432.683.5086 toll free 800.725.0925

September 21, 2005

Mr. Drew Reid

Texas General Land Office
P. O. Box 12873

Austin, TX 78711-2873

Re: Mirror Prospect — Oil and Gas Lease
Section 18, Block 54, T-4,
T&P Ry. Co. Survey
Reeves County, Texas

Dear Drew:

Here are Oil & Gas Leases you and I have discussed over the last several months, wherein we have different undivided
surface owners in each checkerboard 320 acres. The leases described below cover 400 net acres out of the 640 gross. I
finally have recorded copies from Reeves County Clerk’s Office. Attached are certified copies of the following Leases:

State of Texas, acting by and through its Agent, Vaughn McElvain Energy, Inc. dated July 6, 2005, recorded in Book
711, page 123, Reeves County, Texas, covering the NE/4 and SW/4 of said Section 18. Lease terms agreed to by the
surface owner being $202.00 per acre bonus consideration, 1/5 royalty, for a 3 year primary term. Consideration to the
State of Texas is $13,466.66.

State of Texas, acting by and through its Agent, J. M. Raymond, Ltd. dated July 13, 2005, recorded in Book 711, page
114, Reeves County, Texas, covering the NE/4 and SW/4 of said Section 18. Lease terms agreed to by the surface owner
being $202.00 per acre bonus consideration, 1/5 royalty, for a 3 year primary term. Consideration to the State of Texas is
$10,773.33.

State of Texas, acting by and through its Agent, Petco Limited, dated August 15, 2005, recorded in Book 712, page 12,
Reeves County, Texas, covering the NW/4 and SE/4 of said Section 18. Lease terms agreed to by the surface owner
being $177.00 per acre bonus consideration, 1/4 royalty, for a 3 year primary term. Consideration to the State of Texas is
$14,080.00.

Enclosed are Perry & Perry Escrow check No. 4845 in the amount of $38319.99 as bonus consideration and check No.
4846 in the amount of $375.00 for your lease processing fee.

Please provide notice of approval on this Lease at your earliest convenience.

If vou have any questions or need any additional information, please do not hesitate to call me at 432-682-7861. Thank
you!

-

Sincerely,

L Lz o7

L. Christopher Smith, CPL
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PERRY & PERRY / ESCROW

—————————

TEXAS GENERAL LAND OFFICE

WNB-Cash

Section 18, Block 54, T-4, T&P Survey

Petco Limited
J & M Raymond,Ltd.
Vaughn-McElvain Energy, Inc.

4845

9/21/2005
38,319.99

Lal

y 38,319.99
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FILE# 3974

LpacE 123

(ieneral Land Office
‘Relinquisfiment Act Lease Form

@\)e

| | Austin, Texas :

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this 6th day of
by and through its agent, Vaughan McElvain Energy. Inc.
of Box 970. Kennett Square. PA 19348
(Give Permanent Address)
said agent herein referred to as the owner of the soil (whether one or more), and _Peny & Pery. Inc.

of _P.O. Box 3667, Midland. Texas 79702 hereinafter called Lessee.
{Give Permanent Address)

2005, between the State of Texas, acting

1. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements to be paid, kept and :
performed by Lessee under this lease, the State of Texas acting by and, through the owner of the soll, hereby grants, leases and lets unto Lesses, for ¥
the sole and only purpose of prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power

stations, telephone lines and other structures thereon, to produce, save, take care of, treat and transport said products of the lease, the following lands

situated in Resves County, State of Texas, to-wit:

NE/4 and SW/4 of Section 18, Block 54, T-4, T. & P. Ry. Co. Survey

containing 320.0 acres, more of less. The bonus consideration paid for this lease is as follows:

| The total bonus consideration paid represents a bonus of Two Hundred Dollars and 00/100
‘ Dollars ($200.00 ) per acre, on 133.33333 net acres.
|

2. TERM. Subject to the other provisions in this lease, this lease shall be for a term of three (3) years from
this date (herein called “primary term") and as long thereafter as oil and gas, or either of them, is produced in paying quantities from said land. As used
In this lease, the term “produced in paying quantities” means that the receipts from the sale or other authorized commercial use of the substance(s)
covered exceed out of pocket operational expenses for the six months last past.

True and Correct
copy of
Original filed in
qeeves County
ferks Ofﬂcg
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3. DELAY RENTALS, If no well is commenced on the leased premises on or before one (1) year from this date, this lease shall terminate,
unless on or before such anniversary date Lessee shall pay or tender to the owner of the soil or to his credit in the Paid Up Lease

Bank, at X

i or its successors (which shall continue as the depository regardiess of changes In the ownership of said land), the amount specified below; in addition,

i Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS, a like sum on -
or before said date. Payments under this paragraph shall operate as a rental and shall cover the privilege of deferring the commencement of a well for
one (1) year from said date. Payments under this paragraph shall be in the following amounts; '

To the owner of the soil: (Pa gase !
Dollars ($133.33 i 3

To the State of Texas: Paid Up Lease) One Hundred Six Doliars and 67/100
Doilars ($133.33 )

Total Delay Rental:

In a like manner and upon like payments or tenders annually, the commencement of a well may be further deferred for successive periods of one (1)
year each during the primary term. All payments or tenders of rental to the owner of the sail may be made by check or sight draft of Lessee, or any
assignee of this lease, and may be delivered on or before the rental paying date. If the bank designated in this paragraph (or its successor bank) should
cease to exist, suspend business, liquidate, fail or be succeeded by another bank, or for any reason fail or refuse to accept rental, Lessee shall not be
held in default for failure to make such payments or tenders of rental until thirty (30) days after the owner of the soil shall deliver to Lessee a proper
recordable instrument naming another bank as agent to receive such payments or tenders.

4. PRODUCTION ROYALTIES. Upon production of oll and/or gas, Lessee agrees to pay or cause to be paid one-half (1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the
owner of the soil: . '

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as
all condensate, distillate, and other liquid hydrocarbons recovered from ol or gas run through a separator or other equipment, as hereinafter provided,
shall be 1/5 part of the gross production or the market value thereof, at the option of the owner of the soil or the Cormmissioner of the General
Land Office, such value to be determined by 1) the highest posted price, plus premium, if any, offered or pald for oil, condensats, distillate, or other liquid
hydrocarbons, respectively, of a like type and gravity in the general area whers 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 leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil
and gas separator of conventional type, or other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means
will be recovered. The requirement that such gas be run through a separator or other eqL ip t. may be waived, in writing, by the royalty owners upon
such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which Is defined as all hydrocarbons and gaseous substances not
defined as oil in subparagraph (A) above, produced from any well on said land {except as provided herein with respect to gas processed in a plant for
the extraction of gasoline, liquid hydrocarbons or other products) shall be 1/5 part of the gross productionor the market value thereof, at the
optien of the owner of the soil or the Commissioner of the General Land Office, such vaiue 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 the greater;
provided that the maximum p base in ring the gas under this lease 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 tests 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. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid
hydrocarbons shall be 1/6 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the owner
of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%}) of the total plant
production of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent 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 percantage 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 arm's length (or If there is no such third party, the highest percent then being specified in processing agreements or contracts in
the industry), whichever is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market
price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the general area, or 2) the gross price paid or offered for such residue
gas {or the weighted average gross seliing 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. 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 shall be 1/5 part of
the gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office,
such market value to be determined as follows: 1) on the basis of the highest market price of each product for 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.

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the
royalties pald under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be
due and payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the

i
| amount of royalties pald during the preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this
| paragraph, the delay rental amount shall be one dollar ($1.00) per acre.

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the
Commissioner of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the
payment of any royalties accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General
Land Office's right to take its royalty in kind shall not diminish or negate the owner of the soll's or the Commissioner of the General Land Office’s rights
or Lessee's obligations, whether express or implied, under this lease.

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid In kind) shall be without deduction for
the cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and
other products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, including any relmbursements
for severance taxes and production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel
used to process gas produced hereunder in any processing plant. Notwithstanding any other provision of this lease, and subject to the written consent of
the owner of the soil and the Commissioner of the General Land Office, Lessee may recydle gas for gas lift purposes on the leased premises or for
injection into any oil or gas producing formation underlying the leased premises after the liquid hydrocarbons contained in the gas have been removed;
no royalties shall be payable on the recycled gas until it is produced and sold or used by Lessee in a manner which entities the royalty owners to a
royalty under this lease.

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

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually fumish the Commissioner of the General Land Office
with its best possible estimate of oil and gas reserves underlying this lease or allocabile to this leass and shall fumish said Commissioner with copies of
all contracts under which gas is sold or processed and all subsequent agreements and amendments to such contracts within thirty (30) days after
entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land Office shall be
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
Altorney General, the Govemnor, or the representative of any of them.

(B) PERMITS, 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 Rallroad Commission. All
applications, permits, reports or other filings that reference this lease or any specific well on the leased premises and that are submitted to the Texas
Railroad Commission or any other governmental agency shall include the word “State” in the title. Additionally, In accordance with Railroad Commission
rules, any signage on the leased premises for the purpose of identifying wells, tank batteries or other associated improvements to the land must also
include the word "State.” Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other
information relative to the operation of the above-described premises, which may be requested by the General Land Office, In addition to those herein
expressly provided for. Lessee shall have an electrical and/or radivactivity survey made on the bore-hole section, from the base of the surface casing to
the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log of each survey on each well to the
General Land Office within fifteen (15) days after the making of said survey.

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

11. 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, Lesses should drill a dry hole or holes thereon, or f during the primary term hereof and after the discovery and
actual production of oil or gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or
before the expiration of sixty (80) days from date of completion of said dry hole or cessation of production Lessee commences additional drilling or
reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. If, during the last year of the
primary term or within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of oll or gas should cease for any cause,
Lessee's rights shall remain in full force and effect without further operations until the expiration of the primary term; and if Lessee has not resumed
production in paying quantities at the expiration of the primary temm, Lessee may maintain this lease by conducting additional driling or reworking

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under Paragraph 13. Should the first
well or any subsequent well drilled on the above described land be completed as a shut-in gil 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 befors the rental paying date following the expiration of sixty (60)
days from the date of completion of such shut-in oil or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. If at the

expiration of the primary term or any time thereafter a shut-in cil or gas well Is located on the leased premises, payments may be made in accordance
with the shut-in provisions hereof.

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM,. If. at the expiration of the primary term, neither oil nor gas is being
produced on said land, but Lesses is then engageéd in drilling or reworking operations thereon, this lease shall remain in force so long as operations on
said well or for drilling or reworking of any additional wells are prosecuted in good faith and In workmanlike manner without interruptions totaling more
than sixty (60) days during any one such operation, and If they result in the production of oil and/or gas, so long thereafter as oil andfor gas s produced
In paying quantities from said land, or payment of shut-in oil or gas well royalties or compensatory royaities is made as provided In this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas from the leased
premises, afler once obtained, should cease from any cause, this lease shall not terminate if Lessee commences additional drilling or reworking
operations within sixty (60) days after such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good
faith and in workmanlike manner without interruptions totaling mors than sixty {60) days. If such drilling or reworking operations result in the production
of oil or gas, the lease shall remain in full force and effect for so long as oil or gas Is produced from the leased premises In paying quantities or payment
of shut-in oil or gas well royalties or payment of compensatory royalties is made as provided herein or as provided by law. If the drilling or reworking
operations result in the completion of a well as a dry hole, the lease will not terminate If the Lessee commences additional drilling or reworking
operations within sixty (60) days 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.

14. 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 oll 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 ol or gas In paying quantities is located on the leased premises, but oil or gas is not being
produced for lack of suitable production faciliies or lack of a suitable market, then Lessee may pay as a shutn ol or gas royalty an amount equal to
double the annual rental provided in the lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If
Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar
($1.00) per acre. To be effective, sach Initial shut-in cil or gas royalty must be ‘paid on or before: (1) the expiration of the primary term, (2) 60 days after
the Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days after Lessee completes a drilling or rking operation in acc
with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) to the Commissioner of the General Land Office and one-
half {1/2) to the owner of the soll. If the shut-in oil or gas royally is paid, the lease shall be considered to be a producing lease and the payment shall
extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month In which
production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four
more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shutn oll or gas royalty, oil or gas is
sold and delivered in paying guantities from a well located within one thousand (1.000) feet of the leased premises and completed In the same producing
reservolr, or in any case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but
the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more
successive years by Lessee paying compensatory royaity at the royalty rate provided in the lease of the market value of production from the well causing
the drainage or which is completed in the same producing reservoir and within one thousand (1,000} feat of the leased premises. The compensatory
royalty is to be paid monthly, one-half (1/2) to the Commissioner of the General Land Office and one-half (1/2) to the owner of the soll, beginning on or
before the last day of the month following the month in which the oil or gas s produced from the well causing the drainage or that is completed in the
same producing reservoir and located within one thousand (1,000) fest of the leased premises. If the compensatory royalty paid in any 12-month period
is an amount less than the annual shut-in oll or gas royalty, Lessee shall _pay an amount equal to the difference within thirty (30) days from the end of the
12-month period. Compensatory royaity payments which are not timely paid will accrue penalty and interest in accordance with Paragraph 9 of this
lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offset wells as provided in
Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the payment
of compensatory royalties can salisfy the obligation to drill offset wells.

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

(A) VERTICAL. In the event this lease Is In force and effect two (2) years after the expiration date of the primary or extended term it shall then
terminate as to all of the leased premises, EXCEPT (1) 40 acres surmounding each oil well capable of producing in paying guantities and 320 acres
sumounding each gas well capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 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 Texas Natural Resources Code 52.151-52.154, or (3) such greater or lesser number of acres as may then be allocated for production
purposes to a proration unit for each such producing well under the rules and regulations of the Rallroad Commission of Texas, or any successor
agency, or other govemmental authority having jurisdiction. If at any tme after the effective date of the partial termination provisions hereof, the
applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage Is thereafter allocated to said well or wells for
production purposes, this lease shall thereupon terminate as to all acreage not thereafter allocated to said well or wells for production purposes.
Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue fo have the right of ingress
to and egress from the lands still subject to this lease for all purposes described in Paragraph 1 hereof, together with easements and rights-of-way for
existing roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph 1 hereof (“the retained lands"), for
access to and from the retained lands and for the gathering or transportation of oll, gas and other minerals produced from the retained lands.
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) .(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall
further terminate as to all depths below 100 feet below the total depth drilled (hereinafter “deeper depths”) in each well located on acreage retained in
Paragraph 16 (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 iease (as specified on page 1 hereof). If such amount Is paid, this lease shall be in force and effect as to
such desper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas Is produced in
paying quantities from such deeper depths covered by this lease.

{C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as 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 Commissioner of the General Land Office. Within
thirty (30) days after partial lermination of this lease as provided herein, Lessee shall execute and record a release or releases containing a satisfactory
legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General
Land Office, accompanled by the filing fee prescribed by the General Land Offic rules in effect on the date the release Is filed. If Lesses fails or refuses
fo exscule and record such release or releases within ninety (90) days after being requested to do so by the General Land Office, then the
Commissioner at his sole discrelion may designate by written Instrument the acreage and/or depths to be released hersunder and record such
instrument at Lessee's expense in the county or counties where the lease is located and in the offidial records of the General Land Office and such
designation shall be binding upon Lessee for all purposes.

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lesses of his obligation
to protect the oil and gas under the above-described land from being 'drained. Lessee, sublessee, receiver or other agent in control of the leased
premises shall drill as many wells as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of
oil and gas from the leased premises. In addition, If ol and/or gas should be produced in commercial quantities within 1,000 feet of the leased premises,
or in any case where the leased premises is being drained by production of oil or gas, the Lesses, sublessee, receiver or other agent in control of the
leased premises shall in good faith begin the drilling of a well or wells upon the leased premises within 100 days after the draining well or wells or the
well or wells completed within 1,000 feet of the leased premises start producing in commercial quantities and shall prosecute such drilling with diligence.
Failure o satisfy the statutory offset obligation may subject this lease and the owner of the soll's agency rights to forfeiture. Only upen the determination
of the Commissioner of the General Land Office and with his written approval may the payment of compensatory royaity under applicable statutory
parameters satisfy the obligation to drill an offset well or wells required under this paragraph.

18. FORCE MAJEURE. If, after a good faith effort, Lesses is p ted from complying with any exp or implied covenant of this lease,
from conducting drilling operations on the leased premises, or from producing oll or gas from the leased premises by reason of war, rebellion, riots,
strikes, acts of God, or any valid order, rule or regulation of govemment authority, then while so prevented, Lessee's obligaticn to comply with such
covenant shall be suspended and Lesses shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be
extended while Lessee is prevented, by any such cause, from conducting drilling and rewarking operations or from producing oil or gas from the leased
premises. However, nothing in this paragraph shall suspend the payment of delay rentals in order to maintain this lease in effect during the primary term
in the absence of such drilling or reworking operations or production of oil or gas,

19. WARRANTY CLAUSE. The owner of the soll warrants and agrees to defend title to the leased premises. If the owner of the soil defaults
in payments owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mortgage,
taxes or other liens on the leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the
cost of these payments from the rental and royalties due the owner of the soil.

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the above
described land, whether or not Lessee's interest is specified herein, then the royaities and rental herein provided to be paid to the owner of the sail shall
be paid to him in the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to
the Commissioner of the General Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lesses adjusts the
royalty or rental due to the Commissioner of the General Land Office, Lessee or his authorized represantative must submit to the Commissioner of the
General Land Office a written statement which explains the discrepancy between the interest purportedly leased under this lease and the actual interest
owned by the awner of the scil. The Commissioner of the General Land Office shall be paid the value of the whole production allocable to any undivided
interest not covered by a lease, less the proportionate development and production cost allocable to such undivided interest. However, in no event shall
the Commissioner of the General Land Office receive as a royalty on the gross production allocable to the undivided interest not leased an amount less
than the value of one-sixteenth (1/16) of such gross production.

(B) 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 and the owner of the soil in accardance with Natural Resources Code Sections
52,151-52.154, or If, at any time after the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the total
amount described herein, payments that are made on a per acre basls hereunder shall be reduced according to the number of acres pooled, released,
sumendered, 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.

21. USE OF WATER. Lessee shall have the right to use water produced on said land necessary for operations under this lease except water
from wells or tanks of the owner of the soil; provided, however, Lessee shall not use potable water or water suitable for livestock or irigation purposes
for waterflood operations without the prior consent of the owner of the soil.

22. AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by its operations to all personal property,
improvements, livestock and crops on said land.

23. PIPELINE DEPTH. When requested by the owner of the soll, Lessee shall bury Its pipelines below plow depth.

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premises without
the written consent of the owner of the soil.
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" ,25, POLLUTION. In developing this area, Lesses shall use the highest degree of care and all proper safeguards to prevent pollution. Without
limiting the foregoing, pollution of coastal wetiands, natural waterways, rivers and Impounded water shall be prevented by the use of contalnment
facllities sufficlent to prevent spillage, seepage or ground water contamination, In the event of poliution, Lessee shall use all means at its disposal to
recapture all escaped hydrocarbens or other pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and
maintain fences around its slush, sump, and drainage pits and tank batteries so as fo protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the driiling site of all rubbish
thereon. Lessee shall, while conducting operations on the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage,

and upon completion of operations shall restare the surface of the land to as near its original condition and contours as Is practicable. Tanks and .

equipment will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations In this paragraph, Lessee shall have the right to remove machinery and fixtures placed
by Lessee on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the
termination of this lease unless the owner of the soll grants Lesses an extension of this 120-day period. However, Lesses may not remove casing from
any well capable of producing oil and gas in paying quantities. Additionally, Lessee may not draw and remove casing untll after thirty (30) days written
natice to the Commissioner of the General Land Office and to the owner of the soll. The owner of the soil shall become the owner of any machinery,
fixtures, or casing which are not timely removed by Lessee under the terms of this paragraph.

27, (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 28 of this lease, the rights and estates of either
party to this lease may be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisees, legal
representatives, successors and assigns. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of
Lessee, diminish the rights, privileges and estates of Lesses, impair the effectiveness of any payment made by Lessee or impair the effectiveness of any
act performed by Lessee. And no change or division in ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty {30) days
after the owner of the soil (or his heirs, devi . legal rep ives or assigns) fumishes the Lessee with satisfactory written evidence of the change
in ownership, including the original recorded muniments of title (or a certified copy of such original) when the ownership changed because of a
conveyance. A total or partial assignment of this lease shall, to the extent of the interest assigned, relieve and discharge Lesses of all subsequent
obligations under this lease. If this lease Is assigned in its entirety as o only part of the acreage, the right and option to pay rentals shall be apportioned
as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of the rental shall not affect
this lease on the part of the land upon which pro rata rentals are timely paid or tendered: however, if the assignor or assignee does not file a certified
copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental
due under Paragraph 3. Every assignee 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 assignee of the lease, including any liabilities to the State for unpald royalties.

(B) ASSIGNMENT LIMITATION, Notwithstanding any provision in Paragraph 27(a), if the awner of the soil acquires this lease In whole or in
part by assignment without the prior written approval of the Commissioner of the General Land Office, this lease is void as of the time of assignment and
the agency power of the owner may be forfeited by the Commissioner, An assignment will be treated as if It were made to the owner of the soll if the
assignee is:

{1) a nominee of the owner of the soil;

{2) a corporation or subsidiafy in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsidiary;

(3) a partnership in which the owner of the soll Is a partner or is an employes of such a partnership;

(4) a principal stockholder or employee of the corporation which Is the owner of the soil:

(5) a partner or employee in a partnership which is the owner of the soil:

(6} a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, administrator, receiver, or conservator for the

owner of the sofl; or

(7} a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained In this paragraph and Paragraph 28, Lessee may at any time execute and deliver to the
owner of the soil and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as
to such portien or portions, and be relleved of all subsequent obligations as to acreage surrendered. If any part of this lease Is propery surrendered, the
delay rental due under this lease shall be reduced by the proportion that the surrendered acreage bears to the acreage which was covered by this lease
immediately prior to such surrender; however, such release will not relieve Lessee of any liabilities which may have accrued under this lease prior to the
surrender of such acreage.

29. FILING OF ASSIGNMENTS AND RELEASES, If all or any part of this lease is assigned or released, such assignment or release must be
recorded in the county where the land is situated, and the recorded instrument, or a copy of the recorded instrument certified by the County Clerk of the
county in which the instrument is recorded, must be filed in the General Land Office within 90 days of the last execution date accompanied by the
prescribed filing fee. If any such assignment Is not so filed, the rights acquired under this lease shall be subject fo forfeiture at the option of the
Commissioner of the General Land Office.

30. DISCLOSURE CLAUSE. Al provisions pertaining to the lease of the above-described land have been included in this instrument,
Including the statement of the true consideration to be paid for the execution of this lease and the rights and duties of the parties. Any collateral
agreements conceming the development of oil and gas from the leased premises which are not contained in this lease render this lease invalid,

31. FIDUCIARY DUTY. The owner of the soil owes the State a fiduciary duty and must fully disclose any facts affecting the State's interest in
the leased premises. When the interests of the owner of the soll conflict with those of the State, the owner of the soll Is obligated to put the State's
interests before his personal interests.

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lesses or an
authorized agent should knowingly make any false retum or false report concerning production or drilling, or If Lessee shall fail or refuse to drill any
offset well or wells in good faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee
should fail to file reporis in the manner required by law or fail to comply with rules and regulations promuigated by the General Land Office, the School
Land Board, or the Railroad Commission, or if Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or
an authorized agent should knowingly fail or refuse to give correct information to the proper authority, or knowingly fail or refuse to furnish the General
Land Office a comect log of any well, or if Lessee shall knowingly violate any of the material provisions of this lease, or if this lease s 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
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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 under the terms of the Relinguishment Act. However, nothing herein shall be construed as waiving the automatic termination of this
lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thersunder
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.

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the
area covered by this iease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of
this lease, Lessee grants the State, in addition to the lien provided by Texas Natural Resources Code 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 improvemenis to the
leased premises used in connection with the production or processing of such leased minerals in order to secure the payment of all royalties or other
amounts due or to become due under this lease and to secure payment of any damages or loss that Lessor may suffer by reason of Lessee's breach of
any covenant or condition of this lease, whether express or implied. This lien and security interest may be foraclosed with or without court proceedings in
the manner provided in the Title 1, Chap. 9 of the Texas Business and Commerce Code. Lessee agrees that the Commissioner may require Lessee to
execute and record such instruments as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there
are no priar or superior liens arising from and relating o Lessee's activilies upon the above-described property or from Lessee's acquisition of this lease.
Sh:::;ld the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this lease forfeited as provided
herein.

34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other
leasehold or mineral interest for the exploration, development and production of cil or gas or either of them upon the same terms as shall be approved
by the School Land Board and the Commissioner of the General Land Office for the pooling or unilizing of the interest of the State under this lease
pursuant to Texas Natural Resources Code 52.151-52.154. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the
execution requirements stated in Texas Natural Resources Code 52.152.

35. INDEMNITY, Lessee hereby releases and discharges the State of Texas and the owner of the soil, their officers, employees, pariners,
agents, contractors, subcontractors, guests, invitees, and their respeclive successors and assigns, of and from all and any aclions and causes of action
of every nature, or other harm, including environmental harm, for which recovery of damages Is sought, including, but not limited to, all losses and
expenses which are caused by the activities of Lessee, its officers, employees, and agents arising out of, incidental to, or resulling from, the operations
of or for Lessee on the leased premises hereunder, or that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this
Agreement, or by any other negligent or strictly liable act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify,
defend and hold harmiess the State of Texas and the owner of the soil, their officers, employees and agents, their successors or assigns, against any
and all claims, liabilitles, losses, damages, actions, personal injury (including death), costs and expenses, or other harm for which recovery of damages
Is sought, under any theory including tort, contract, or strict liability, including attorneys’ fees and other legal expenses, including those related to
environmental hazards, on the leased premises or in any way related to Lessee's failure to comply with any and all environmental laws; those arsing
from or in any way related 1o Lessee's operations or any other of Lessee’s activities on the leased premises; those arising from Lessee's use of the
surface of the leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement
or any other act or omission of Lessee, ils directors, officers, employees, pariners, agents, contractors, subcontractors, guests, invitees, and their
respeclive successors and assigns. Each assignee of this Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and
held harmless the State of Texas and the owner of the soil, their officers, employees, and agents in the same manner provided above in connection with
the activiies of Lessee, its officers, employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF
THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE
NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE
BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessea shall use the highest degree of care and all reasonable safeguards to prevent contamination or
poliution of any environmental medium, Including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any
other environmental medium in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit o remain on
the leased premises any asbeslos containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials,
hazardous substances (as the term "Hazardous Substance” is defined in the Comprehensive Environmental Response, Compensalion and Liability Act
(CERCLA), 42 U.S.C. Sections 9601, et seq.), or toxic substances under any federal, state, or local law or regulation ("Hazardous Materials"), except
ordinary products commonly used in connection with oil and gas exploration and development operations and stored in the usual manner and quantities.
LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST
ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT
COSTS) CAUSED BY OR ARISING OUT OF (1) A VIOLATION OF THE FOREGOING PROHIBITION OR (2} THE PRESENCE, RELEASE, OR
DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR
CONTROL OF THE LEASED PREMISES. LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER
CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT
THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF
APPLICABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE
ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY
GIVE THE STATE OF TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS
PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY
GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS
OF LESSEE HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is Issued under the provisions of Texas Natural Resources Code 52.171 through 52.180, commonly
known as the Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conform to these
statutes, the statutes will prevail over any nonconforming lease provisions.
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. .38, EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it Is filed of record in the county records and
in the General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date

of this leasa shall be the date found on Page 1.

38. LEASE FILING. Pursuant to Chapter 8 of the Texas Business and Commerce Code, this lease must be filed of record In the office of the
County Clerk In any county In which all or any part of the leased premises Is located, and certified coples thereof must be filed in the General Land
Office. This leasa s not effective until a certified copy of this lease (which Is made and certified by the County Clerk from his records) is filed in the
General Land Office in accordance with Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless it
recites the actual and true consideration paid or promised for execution of this lease. The bonus due the State and the prescribed filing fee shall

accompany such certified copy to the General Land Office.

LESSEE )
BY: —w
L. Christopher Smith/President

Title: i il

Date: J/AQ/JJ/' .

STATEBF DEXAS \jjvlf}h- - PNE Eluata gﬂf}‘ﬁ:‘f &L@..
BY: 1L Al 3

vidualg)af as agent for the State of Texas
—
Date: / 4 . 28605

STATE OF TEXAS

BY:
Individually and as agent for the State of Texas

Date:

“Yonnssy
STATE O_f 'FE-HIZ%

oy, 73N

Wa wro_

STATE OF TEXAS
BY:

Individually and as agent for the State of Texas

Date:
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STATE OF TEXAS
COUNTYOFMIDLAND

(CORPORATION ACKNOWLEDGMENT)

—_—

BEFORE ME, the undersigned authority, on this day personally appeared L. Christopher Smith
knewn to me to be the person whose name is subscribed to the foregoing instruments as President

of Peny & Perry, Inc.

and acknowiedged 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 _5?_—3_ day of
; £ 3

ChAHLES W. F‘EHH
NOTARY PUBLIC

STATE OF TEXAS
I Cu.nm Exp. 11-30-2008

STATE OF

Cluser

COUNTY OF

BEFORE ME, the undersigned authority, on this day personally appeared
known to me to be the person whose namais subsa'ihad to the foregoing instruments as

hq&r

AV s il

2005 .

/’MA/ %A/x-'

Notary Public in and for .\ /2/¢ 1/ B xAS

{CORPORATION ACKNOWLEDGMENT)

B/Z.ﬁ pad U B@Z(m

lee. Pha aidout

of Vﬂut{k&u —Neglhaw. ¢

executed the same for the purposes and consideration ﬂeerain 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

and acknowiedged to me that he

S!apmriaL cmk,um.ym
East Martboro Twp., Chester County
WONTMmE:pimNm 25, 2008
Mamber, Perneyhania Assoclstion Of Nolries
STATE OF
COUNTY OF

\f\u%a o 20 05,
_ AU

wakﬁ‘ﬁb)nc in and for Qﬂ\f\’ﬂ:\}\l ayuOL

(INDIVIDUAL ACKNOWLEDGMENT)

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

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

STATE OF

COUNTY OF

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

Notary Public in and for

(INDIVIDUAL ACKNOWLEDGMENT)

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 i

purposes and consideration therein expressed.

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

, 20

——

FILE NOo. 3974
FILED FOR ERECORD ON THE

. JTH DAY oF SEPTEMBER

Notary Public in and for
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FILE# 3973

General Land Office /—3 /l
Relinquishment Act Lease Form
Revised, September 1987

Jugtin, Texas

OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this _13th day of July ,2005 beh 1 the State of Texas, acting
by and through its agent, J & M Raymond, Ltd

of P.O. Box 201445, Kerrville, Texas 78029
{Give Permanenl Address) ¥

said agent herein referred to as the owner of the soil (whether one or more), and _Perry & Perry, Inc.

of _P.O. Box 3667, Midland, Texas 78702 hereinafter called Lessee.
(Give Permanent Address)

1. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements to be paid, kept and
performed by Lessee under this lease, the Stale of Texas acting by and through the owner of the soil, hereby grants, leases and leis unic Lessee, for
the sole and only purpose of prospecling and drilling for and producing oil and gas, laying pipe lines, building tanks, storing ofl and building power
stations, telephone lines and other structures thereon, to produce, save, take care of, treat and transport said products of the lease, the following lands

ituated in Reeves County, State of Texas, lo-wit:

NE/4 and SW/4 of Section 18, Block 54, T-4, T. & P. Ry. Co. Survey

containing 320.0 acres, more or less. The bonus consideration paid for this lease is as follows:
To the State of Texas: Ten Thousand Six Hundred Sixty Six and 67/100

Dollars (510,666.67 )

To the owner of the soil: Ten Thousand Six Hundred Sixty Six and 67/100Six Thousand Dollars and 00/100
Dollars {$10.666.67 )

Total bonus consideration: T ne Thousand Three Hundred Thirty- llars and 34/100
Dollars ($21,333.34 }

The total bonus consideration paid represents a bonus of Two Hundred Dollars and 00/100
Dollars ($200.00 )} per acre, on 108.86667 net acres.

2. TERM. Subject lo the other provisions in this lease, this lease shall be for a term of three (3} years from
this date (herein called “primary term") and as long thereafter as oil and gas, or either of them, is produced in paying quantities from said land. As used
in this lease, the term “produced in paying quantities”™ means that the receipts from the sale or other authorized commercial use of the substance(s)
covered exceed out of pocket operational expenses for the six months last past.
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3. DELAY RENTALS. If no well is commenced on the leased premises on or before one (1) year from this date, this lease shall terminate,
unless on or before such anniversary date Lessee shall pay or tender to the owner of the soil or to his credit in the Paid Up Lease

Bank, at
or its successors (which shall continue as the depository regardless of changes In the ownership of said land), the amount specified below; in addition,
Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS, a like sum on
or before sald date. Payments under this paragraph shall operate as a rental and shall cover the privilege of deferring the commencement of a well for
one (1) year from said date. Payments under this paragraph shall be in the following amounts:

To the awner of the soil: (Paid Up Lease) One Hundred Six Dollars and 67/100
Dallars ($106.67 g ) !
To the State of Texas: Pald Up Lease) One Hundred Six Dollars and 67/100 '
Dollars ($106.67 ) !
Total Delay Rental: (Paid Up Lease) One Hundred Sixty Doliars and 00/100 1
Dollars (5213.34 ) |

In a like manner and upon like payments or tenders annually, the commencement of a well may be further deferred for successive periods of one (1)
year each during the primary term. All payments or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any
assignee of this lease, and may be delivered on or before the rental paying date. If the bank designated in this paragraph (or its successor bank) should
cease (o exist, suspend business, liquidate, fail or be succeeded by another bank, or for any reason fail or refuse to accept rental, Lessee shall not be
held in default for fallure to make such payments or lenders of rental until thirty (30) days after the owner of the soil shall deliver to Lessee a proper ¢
recordable instrument naming another bank as agent fo receive such payments or tenders. [

I

|

4. PRODUCTION ROYALTIES. Upon production of oil and/or gas, Lessee agrees to pay or cause o be paid one-half (1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin, Texas, and one-half (1/2) of such royalty to the :
owner of the soil:
(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as
all condensate, distillate, and other liquid hydrocarbons recovered from cil or gas run through a separator or other equipment, as hereinafter provided, !
shall be 1/5 part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the General
Land Office, 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 preduced from the leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequats ail
and gas separator of conventional type, or other equipment at least as sfficient, so that all liquid hydrocarbons recoverabie from the gas by such means
will be recovered. The requirement that such gas be run through a separator or other equipment may be waived, in writing, by the royalty owners upon
such terms and conditions as they prescribe.

(B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not
defined as oil in subparagraph (A} above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for
the extraction of gasoline, liquid hydrocarbons or other products) shall be 1/5 part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, 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 the greater;
provided that the maximum pressure base in measuring the gas under this lease 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 tests 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. Royally on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid
hydrocarbons shall be 1/5 part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the owner
of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas atiributable to gas produced from this lease, and on fifty percent (50%), or that percent accruing to Lessee, whichever is the
greater, of the total plant production of liquid hydrocarbons attributable to the gas produced from this lease; provided that if liquid hydrocarbons are
recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an interest, then the percentage applicable to liquid
hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing
agreement negotiated at amn's length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in
the industry), whichever is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market
price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the general area, or 2) the gross price paid or offered for such residue
gas {(or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no event, however, shall
the royaities payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepling liquid
hydrocarbons) whether said gas be "casinghead,” “dry,” or any other gas, by fractionating, burning or any other processing shall be 1/5 part of
the gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, |
such market value to be determined as follows: 1) on the basis of the highest market price of each product for 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.

5. MINIMUM ROYALTY. During any year after the expiration of the primary term of this lease, if this lease is malntained by production, the
royalties paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided: otherwise, there shall be
due and payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the
amount of royalties paid during the preceding year. If Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this
paragraph, the delay rental amount shall be one dollar ($1.00) per acre.
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6, ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the sail or the
Commissicner of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, requirs that the
payment of any royaities accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General
Land Office’s right to take its royalty in kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office’s rights
or Lessee's obligations, whether express or implied, under this lease.

7. NO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for
the cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the ofl, gas and
other products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, including any reimbursements
for severance taxes and production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease’s proportionate share of any fuel
used to process gas produced hereunder In any processing plant. Notwithstanding any other provision of this lease, and subject to the written consent of
the owner of the soll and the Commissioner of the General Land Office, Lessee may recycle gas for gas lift purposes on the leased premises or for
injection Into any oil or gas producing formation underiying the leased premises after the liquid hydrocarbons contained in the gas have been removed:
no royalties shall be payable on the recycled gas until it is produced and sold or used by Lessee in 2 manner which entitles the royalty owners to a
royalty under this lease.

9. ROYALTY PAYMENTS AND REPORTS. All royalties not taken in kind shall be paid to the Commissioner of the General Land Office at
Auslin, 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 cumently provide that royalty on oil
is due and must be received in the General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty
on gas is due and must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production,
accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office
and showing the gross amount and disposition of all il 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 plpelines, tanks, or pools and gas lines or gas storage, and any other reports or records
which the General Land Office may require to verify the gross production, disposition and market value. In all cases the authority of a manager or agent
to act for the Lessee herein must be filed in the General Land Office. Each rqyaity payment shall be accompanied by a check stub, schedule, summary
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being paid on each lease. If Lessee pays
his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is
greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever s greater, In addition
to a penalty, royaities shall accrue interest at a rate of 12% per year; such interest will begin to accrue when the royalty is sixty (60) days overdue.
Affidavits and supporting documents which ara not filed when due shall incur a2 penally in an amount set by the General Land Office administrative rule
which Is effective on the date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing
royalties to be paid as prescribed by the due date provided herein. Payment of the delinguency penalty shall in no way operate to prohibit the State's
right of forfeiture as provided by law nor act to postpone the date on which royalties were originally due. The above penalty provisions shall not apply in
cases of tile dispute as to the State’s portion of the royalty or to that portion of the royalty in dispute as to fair market value.

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lesses shall annually fumish the Commissloner of the General Land Office
with its best possible estimate of oil and gas reserves underlying this lease or allocabls to this lease and shall fumnish said Commissioner with copies of
all contracts under which gas is sold or processed and all subsequent agreements and amendments to such confracts within thirty (30) days after
entering into or making such contracts, ag nts or amend ts. 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 ather 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 G or, or the rep ive of any of them.

(B} PERMITS, 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 coples of Railroad Commission forms for application to drill. Coples 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 Raliroad Commission. All
applications, permits, reports or other filings that reference this lease or any specific well on the leased premises and that are submitted to the Texas
Railroad Commission or any other govemmental agency shall include the word “State” in the title. Additionally, in accordance with Railroad Commission
rules, any signage on the leased premises for the purpose of identifying wells, tank batteries or other associated improvements to the land must also
include the word “State.” Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other
information relative to the operation of the above-described premises, which may be requested by the General Land Office, in addition to thase herein
expressly provided for. Lessee shall have an electrical and/or radioactivity survey made on the bore-hole section, from the base of the surface casing to
the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log of each survey on each well to the
General Land Office within fifteen (15) days after the making of said survey.

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

11. DRY HOLE/GESSATION OF PRODUCTION DURING PRIMARY TERM. If, during the primary term hereof and prior to discovery and
production of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and
actual production of oll or gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or
before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences additional drilling or
reworking operations thereon, or pays or tenders the next annual delay rental In the same manner as provided in this lease. If, during the last year of the
primary term or within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of oll or gas should cease for any cause,
Lessee's rights shall remain in full force and effect without further operations until the expiration of the primary temn; and if Lessee has not resumed
production in paying quantities at the expiration of the primary term, Lessee may maintain this lease by conducting additional drilling or reworking
operations pursuant lo Paragraph 13, using the expiration of the primary term as the date of cessation of production under Paragraph 13. Should the first
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well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof, Lessee may
resume payment of the annual rental in the same manner as provided herein on or before the rental paying date following the expiration of sixty (60)
days from the date of completion of such shut-in oll or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. If at the |
expiration of the primary term or any time thereafter a shut-in oll or gas well is located on the leased premises, payments may be made in accordance |
with the shut-in provisions hereof.

12, DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being |
produced on said land, but Lessee is then engaged In drilling or reworking operations thereon, this lease shall remain in force so long as operations on !
said well or for drilling or reworking of any additional wells are prosecuted in good faith and in workmanlike manner without interruptions totaling more

than sixty (60) days during any one such operation, and if they result in the production of oil and/or gas, so long thereafter as oil andfor gas is produced

in paying quantities from said land, or payment of shut-in oil or gas well royalties or compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary temm, production of oil or gas from the leased !
premises, after once obtained, should cease from any cause, this lease shall not terminate if Lessee commences additional drilling or reworking
operations within sixty (60) days after such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good !
faith and in workmanlike manner without interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in the production
of oil or gas, the lease shall remain in full force and effect for so long as oil or gas is produced from the leased premises in paying quantities or payment i
of shut-in oil or gas well royalties or payment of compensatory royaities is made as provided herein or as provided by law. If the drilling or reworking |
operations result in the completion of a well as a dry hole, the lease will not terminate if the Lessee commences additional drilling or reworking |
operations within sixty (60) days 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 workmanilike 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.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, “well" means any well that has been assigned a well number by the state agency i
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 il or gas is not being !
produced for lack of suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to
double the annual rental provided in the lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If
Paragraph 3 of this lease does not specify a delay rental amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar
($1.00) per acre. To be effective, each initial shut-in oil or gas royalty must be paid on or before: (1) the expiration of the primary temn, (2) 60 days after
the Lessee ceases 10 produce oil or gas from the leased premises, or (3) 60 days after Lesses completes a drilling or reworking operation in accordance
with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) to the Commissioner of the General Land Office and one-
half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is pald, the lease shall be considered to be a producing lease and the payment shall
extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month in which
production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four
more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15. COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment of the shut-in ofl or gas royalty, oil or gas is
sold and delivered in paying quantities from a well located within one thousand (1,000) feet of the leased premises and completed in the same producing
reservoir, or in any case in which drainage is occurring, the right to continue to maintain the lease by paying the shut-in oll or gas royalty shall cease, but
the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more
successive years by Lessee paying compensatory royalty at the royalty rate provided in the lease of the market value of production from the well causing
the drainage or which is completed in the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory
royalty is to be paid monthly, one-half (1/2) to the Commissioner of the General Land Office and one-half {1/2) to the owner of the soil, beginning on or
before the last day of the month following the month in which the il or gas is produced from the well causing the drainage or that is completed in the
same producing reservoir and located within one thousand (1,000) feet of the leased premises. If the compensatory royalty paid in any 12-month period
is an amount less than the annual shut-in ofl or gas royalty, Lessee shall pay an amount equal to the difference within thirty (30) days from the end of the
12-month period. Compensatory royalty payments which are not timely paid will accrue penaity and interest in accordance with Paragraph 9 of this
lease. None of these provisions will relieve Lessee of the obligation of reasonable development nor the obligation to drill offset wells as provided in
Texas Natural Resources Code 52.173; however, at the determination of the Commissioner, and with the Commissioner's written approval, the payment
of compensatory royaities can salisfy the obligation to drill offset wells.

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

{A) VERTICAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then
terminate as to all of the leased premises, EXCEPT (1) 40 acres 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 14 hereof), or a well
upon which Lessee is then engaged in conlinuous drilling or reworking operations, or {2) the number of acres included in a producing pooled unit
pursuant to Texas Natural Resources Code 52.151-52.154, or (3) such greater or lesser number of acres as may then be allocated for production
purposes to a proration unit for each such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor
agency, or other governmental authority having jurisdiction. If at any time after the effective date of the partial termination provisions hereof, the
applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage Is thereafter allocated to said well or wells for
production purposes, this lease shall thereupon terminate as to all acreage not thereafier allocated to said well or wells for production purposes.
Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of ingress
to and egress from the lands still subject to this lease for all purposes described in Paragraph 1 hereof, together with easements and rights-of-way for
existing roads, existing pipelines and other existing facilities on, over and across all the lands described in Paragraph 1 hereof (“the retained lands”), for
access to and from the retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.
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(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall
further terminate as to all depths below 100 feet below the total depth drilled (hereinafter “deeper depths”) in each well located on acreage retained in
Paragraph 16 (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 shail be in force and effect as to
such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in
paying quantities from such deeper depths covered by this lease. .

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the forn of a
square with the well located in the center thereof, or such other shape as may be approved by the Commissioner of the General Land Office. Within
thirty (30) days after partial termination of this lease as provided herein, Lessee shall exscute 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
fo execute and record such release or releases within ninety (S0) days after being requested to do so by the General Land Office, then the
Commissioner at his sole discretion may designate by written instrument the acreage and/or depths to be released hersunder and record such
instrument at Lesses’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. :

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lessee of his obligation
to protect the oil and gas under the above-described land from being drained. Lessee, sublessee, receiver or other agent in control of the leased
premises shall drill as many wells as the facls may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of
oil and gas from the leased premises. In addition, if cil and/or gas should be produced in commercial quantities within 1,000 feet of the leased premises,
or in any case where the leased premises is being drained by production of ofl or gas, the Lessee, sublessee, recelver or other agent in contral of the
leased premises shall in good faith begin the drilling of a well or wells upon the leased premises within 100 days after the draining well or wells or the
well or wells completed within 1,000 feet of the leased premises start producing in commercial quantities and shall prosecute such driling with diligence.
Fallure to satisfy the statutory offset obligation may subject this lease and the owner of the soll's agency rights to forfeiture. Only upon the determination
of the Commissioner of the General Land Office and with his written approval may the payment of compensatory royalty under applicable statutory
parameters salisfy the obligation to drill an offset well or wells required under this paragraph.

18. FORCE MAJEURE. If, after a good faith effort, Lessee is prevented from complying with any express or implied covenant of this lease,
from conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reascn of war, rebellion, riots,
strikes, acts of God, or any valid order, rule or regulation of government authority, then while so prevented, Lessee's obligation to comply with such
covenant shall be suspended and Lessee shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be
extended while Lessee is prevented, by any such cause, from conducting drilling and reworking operations or from producing oil or gas from the leased
premises. However, nothing in this paragraph shall suspend the payment of delay rentals in order to maintain this lease in effect during the primary term
in the absence of such drilling or reworking operations or production of oil or gas.

18. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend title to the leased premises. If the owner of the soil defaults
in payments owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mortgage,
taxes or other liens on the leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the
cost of these payments from the rental and royalties due the owner of the soil.

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the above
described land, whether or not Lessee'’s interest Is specified herein, then the royalties and rental herein provided to be paid to the owner of the soil shall
be paid to him in the proportion which his interest bears to the entire undivided surface estate and the royalties and rental herein provided to be paid to
the Commissioner of the General Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the
royalty or rental due to the Commissioner of the General Land Office, Lessee or his authorized representalive must submit to the Commissioner of the
General Land Office a written statement which explains the discrepancy between the interest purportedly leased under this lease and the actual interest
owned by the owner of the soll. The Commissioner of the General Land Office shall be paid the value of the whole production allocable to any undivided
interest not covered by a lease, less the proportionate development and production cost allocable to such undivided interest. However, in no event shall
the Commissioner of the General Land Office receive as a royslty on the gross production allocable to the undivided interest not leased an amount less
than the value of one-sixteenth (1/16) of such gross production. "

(B) 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 and the owner of the soil in accordance with Natural Resources Code Sections
52.151-52.154, or If, at any time after the expiration &f the primary term or the extended term, this lease covers a lesser number of acres than the total
amount described herein, payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released,
surrendered, or otherwise severed, so that payments determined on a per acre basis under the terms of this lease during the primary term shall be
calculated based upon the number of acres outside the boundaries of a pooled unit, or, if after the expiration of the primary term, the number of acres
actually retained and covered by this lease.

21. USE OF WATER. Lessee shall have the right to use water produced on said land necessary for operations under this lease except water
from wells or tanks of the owner of the soil; provided, however, Lessee shall not use potable water or water suitable for livestock or inigation purposes
for waterflood operations without the prior consent of the owner of the soil,

22, AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by its operations to all personal property,
improvements, livestock and crops on sald land.

23. PIPELINE DEPTH. When requested by the owner of the soll, Lessee shall bury its pipelines below plow depth.

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200} feet to any house or bam now on said premises without
the written consent of the owner of the soil.
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25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without
limiting the foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment ;
facilities sufficient to prevent spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to I
recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties. Lessee shall build and i
maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and leve! all slush pits and cellars and completely clean up the drilling site of all rubbish
thereon. Lessee shall, while conducting operations on the leased premises, keep said premises free of all rubbish, cans, bottles, paper cups or garbage, |
and upon completion of operations shall restore the surface of the land to as near its original condition and contours as s practicable. Tanks and
equipment will be kept painted and presantable. |

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixiures placed
by Lessee on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the explration or the
termination of this lease unless the owner of the soil grants Lessee an extension of this 120-day period. However, Lessee may not remove casing from :
any well capable of producing oil and gas in paying quantities, Additionally, Lessee may not draw and remove casing until after thirty (30) days written |
notice to the Commissioner of the General Land Office and 1o the owner of the soll. The owner of the soil shall become the owner of any machinery, |
fixtures, or casing which are not timely removed by Lessee under the terms of this paragraph.

27, (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of either ;
party to this lease may be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisees, legal i
representatives, successors and assigns. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of |
Lessee, diminish the rights, privileges and estates of Lessee, impair the effecti of any payment made by Lessee or impair the effectiveness of any i
act performed by Lessee. And no change or division in ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty (30) days :
after the owner of the soil (or his heirs, devi , legal rep tatives or assigns) fumishes the Lessee with satisfactory wrilten evidence of the change i
in ownership, including the original recorded muniments of title {or a certified copy of such original) when the ownership changed because of a
conveyance. A total or partial assignment of this lease shall, to the extent of the interest assigned, relieve and discharge Lessee of all subsequent |
obligations under this lease. If this lease is assigned in its entirety as to anly part of the acreage, the right and option to pay rentals shall be apportioned |
as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of the rental shall not affect i
this lease on the part of the land upon which pro rata rentals are timely pald or tendered; however, if the assignor or assignee does not file a certified H
copy of such assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental
due under Paragraph 3. Every assignee shall succeed to all rights and be subject to all obligations, liabilities, and penallies owed to the State by the
original lessee or any prior assignee of the lease, including any liabilities to the State for unpaid royalties.

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of the soil acquires this lease in whole or in
part by assignment without the prior written approval of the Commissioner of the General Land Office, this lease is void as of the time of assignment and
the agency power of the owner may be forfeited by the Commissioner. An assignment will be treated as if it were made to the owner of the soil if the
assignee is:

(1) 2 nominee of the owner of the soil;

{2) a corporation or subsidiary in which the owner of the soil is’a principal stockholder or is an employee of such a corporation or subsidiary;

(3) a partnership in which the owner of the soil is a partner or is an employee of such a partnership;

{4) a principal stockholder or employee of the corporation which is the owner of the soil;

{5) a pariner or employee in a parinership which Is the owner of the sail;

(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, executor, administrator, recaiver, or conservator for the

owner of the soil; or

(7) a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lesses may at any time execute and deliver fo the
owner of the soil and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as
to such portion or portions, and be relieved of all subsequent cbligations as to acreage surrendered. If any part of this lease Is properly surrendered, the
delay rental due under this lease shall be reduced by the proportion that the surrendered acreage bears to the acreage which was covered by this lease
immediately prior to such surrender; however, such release will not relieve Lessee of any liabilities which may have accrued under this lease prior to the
surrender of such acreage. L

29. FILING OF ASSIGNMENTS AND RELEASES. If all or any part of this lease is assigned or rel d, such assig t or rel must be
recorded in the county where the land is situated, and the recorded instrument, or a copy of the recorded Iinstrument certified by the County Clerk of the
county in which the instrument Is recorded, must be filed in the General Land Office within 90 days of the last execution date accompanied by the
prescribed filing fee. If any such assignment is not so filed, the rights acquired under this lease shall be subject to forfeiture at the option of the
Commissioner of the General Land Office,

30, DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land have been included in this instrument,
including the statement of the true consideration to be paid for the execution of this lease and the rights and duties of the parties. Any collateral
agreements conceming the development of oil and gas from the leased premises which are not contained in this lease render this lease invalid.

31, FIDUCIARY DUTY. The owner of the soil owes the State a fidudiary duty and must fully disclose any facts affecting the State's interest in
the leased premises. When the interests of the owner of the soll conflict with those of the State, the owner of the soil is obligated to put the State's
interests before his personal interests.

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lessee or an
authorized agent should knowingly make any false return or false report conceming production or drilling, or if Lessee shall fail or refuse to drill any
offset well or wells in good faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee
should fail to file reports in the manner required by law or fail to comply with rules and regulations promulgated by the General Land Office, the School
Land Board, or the Railroad Commission, or if Lessee should refuse the proper authority access to the records pertaining to operations, or if Lessee or
an authorized agent should knowingly fail or refuse to give correct information to the proper authority, or knowingly fail or refuse to fumish the General
Land Office a correct log of any well, or if Lessee shall knowingly violate any of the material provisions of this lease, or if this lease is assigned and the
assignment Is not filed in the General Land Office as required by law, the rights acquired under this lease shall be subject to forfeiture by the
Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again be
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| subject to lease under the terms of the Relinquishment Act. However, nothing herein shall be construed as waiving the automatic termination of this

1 lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder
reinstated befora 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,

33. LIEN. In accordance with Texas Matural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the
area covered by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of
this lease, Lessee grants the State, in addition to the lien provided by Texas Natural Resources Code 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

i 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 to the

f leased premises used In connection with the production or processing of such leased minerals In order to secure the payment of all royalties or other

i 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

1 any covenant or cendition of this lease, whether express or implied, This lien and security interest may be foreclosed with or without court proceedings in
the manner provided in the Title 1, Chap. 9 of the Texas Business and Commerce Code. Lesses agrees that the Commissloner 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 thers
are no prior or supericr liens arising from and relating to Lessee’s activilies upon the above-described property or from Lessee’s acqguisilion of this lease.
Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this lease forfeited as provided
herein.

34. POOLING. Lessee is hereby granted the right to pool or unitize the royalty Interest of the owner of the soil under this lease with any other
id or mi | interest for the exploration, development and production of oil or gas or either of them upon the same terms as shall be approved
by the School Land Board and the Commissioner of the General Land Office for the pooling or unilizing of the interest of the State under this lease
pursuant to Texas Natural Resources Code 52.151-52.154. The owner of the soil agress that the inclusion of this provision in this lease salisfies the
execution requirements stated in Texas Natural Resources Code 52.152.

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas and the owner of the soll, their officers, employees, pariners,
agents, contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action
of every nature, or other harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and
expenses which are caused by the aclivilies of Lessee, its officers, employees, and agents arising out of, incidental to, or resulling from, the operations
of or for Lessee on the leased premises hersunder, or that may arise out of or be occasioned by Lesses's breach of any of the terms or provisions of this
Agreement, or by any other negligent or strictly liable act or omission of Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemnify,
defend and hold harmless the State of Texas and the owner of the soil, their officers, employees and agents, their successors or assigns, against any

! and all claims, liabilities, losses, damages, actions, personal injury (including death), costs and expenses, or ather harm for which recovery of damages

i is sought, under any theory including tort, contract, or strict liability, including attomeys’ fees and other legal expenses, including those related to

environmental hazards, on the leased premises or in any way related to Lessee's failure to comply with any and all environmental laws; those arising

| from or in any way related to Lessee's operations or any other of Lessee’s activities on the leased premises; those arising from Lessee's use of the

. surfacs of the leased premises; and those that may arise out of or be occasioned by Lessee’s breach of any of the terms or provisions of this Agreement
or any other act or omission of Lessee, its directors, officers, employees, partners, agents, contractors, subcontractors, guests, invitees, and their
respective successors and assigns. Each assignee of this Agreement, or an interest therein, agrees o be liable for, exonerate, indemnify, defend and
hold harmless the State of Texas and the owner of the soll, thelr officers, smployees, and agents in the same manner provided above in connection with
the aclivilies of Lessee, its officers, employees, and agents as described above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF
THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE
NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE
BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.

36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and all reasonable safeguards to prevent contamination or
pallution of any environmental medium, including soil, surface waters, gre ter, sediments, and surface or subsurface strata, ambient air or any
other environmental medium in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on
the leased premises any asbestos containing materials, explosives, toxic materials, or substances regulated as hazardous wastes, hazardous materials,
hazardous substances (as the term “Hazardous Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act
(CERCLA), 42 U.5.C. Sections 9601, et seq.), or toxic substances under any federal, state, or local law or regulation ("Hazardous Materials"), except
ordinary products commonly used in connection with oll and gas exploration and development operations and stored in the usual manner and quantities.
LESSEE’S VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST
ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS’ FEES AND COURT
COSTS) CAUSED BY OR ARISING OUT OF {1) A VIOLATION OF THE FOREGOING PROHIBITION OR (2) THE PRESENCE, RELEASE, OR
DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR
CONTROL OF THE LEASED PREMISES. LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER
CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT
THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF
APPLICABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY EOR RESPONSE
ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY
GIVE THE STATE OF TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS
PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY
GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS
OF LESSEE HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, commonly
known as the Relinguishment Act, and other applicable statutes and dments thereto, and if any provision in this lease does not conform to these
statutes, the statutes will prevail over any nonconforming lease provisions.
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38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and
in the General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been salisfied, the effective date

of this lease shall be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the
County Clerk in any county in which all or any part of the leased premises is located, and certified coples thereof must be filed in the General Land
Office. This lease is not effective until a certified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the
General Land Office in accordance with Texas Natural Resources Code 52.183. Additionally, this lease shall not be binding upon the State unless it
reciles the actual and true consideration paid or promised for execution of this lease. The bonus due the State and the prescribed filing fee shall

accompany such certified copy to the General Land Office.

LESSEE

BY:

Title:

Date: ?‘w;i.es‘f‘ 23 ZA’S

STATE vid
BY: i
&M RAYMOND, LTD
RAYMOND & SONS JALC, G L PARTNER
" JAMES M RAYMOND, PRESIDENT

Individually and as agent for the State of Texas
Date: JULY 13, 2005

STATE OF TEXAS
BY:

7 )

Individually and as agent for the State of Texas
Date:

STATE OF TEXAS
BY:

Individually and as agent for the State of Texas
Date:

STATE OF TEXAS
BY:

Individually and as agent for the State of Texas
Date:
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BY

STATE OF TEXAS : (CORPORATION ACKNOWLEDGMENT)
COUNTY OF MIDLAND

BEFORE ME, the undersigned authority, on this day personally appeared L, Christopher Smith

known to me to be the person whose name is subscribed to the foregoing Instruments as President

of Perry & Perry, Inc. 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 corparation,

Given under my hand and seal of office this the - & & day of /4// SYsT 2005 _ .
{_?-.1Qrfﬁjmmmaﬁ._, 3 =7 .

N\, CHARLES W, PERRY § /A’ }&/ ?
NOTARY PUBLIC 2ht). Lz

STATE OF TEXAS ' Notary Public In and for __ < //9-{2 22 T 4 A
My Comm. Exp. 11-30-20083

[ -9 N,

STATE OF _TEXAS (CORPORATION ACKNOWLEDGMENT)

COUNTY OF _KERR

BEFORE ME, the undersigned authority, on this day personally appeared JAMES M RAYMOND known to me to be the
person whose name is subscribed to the foregoing instruments as PRESIDENT of RAYMOND & SONS I, LLC, GENERAL
PARTNER, J&M RAYMOND, LTD  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 Part;n.ership.

Given under my hand and seal of office this the _13th day of __ July, 2005.
»a"‘@}x EILEEN CARTER
ﬁ;*;gh Notary Public, Stats of Texas “‘f/un._) &. Zo. .

My Commission Expires
a;g:f NOVEMBER 20, 2005 Notary Public in and m_&ﬁﬁ%%

STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

iy,

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

STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

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

known to me to be the persons whose namaé 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 EE]
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing is a full, true and correct photagraphic copy of the
original record now in my lawful custody and possessicon, as the same is

filedirecorged jn the public regords of my office. found in VOL. 711 .
PAGE 114 Tial 17% .

| hereby certified on SEPT. 14, 2005
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Relinguishment Act Lease Form : P Vs & 60 L o2 ) Ak i R /

Revised, September 1997 N ==
OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this 28th day of September, 2005, t the State of Texas, acting by and through its agent,
Dorothy Jape Williams, dealing in ber sole and separate property, care of 5757 Cypress Avenue, #111 said agent herein referred to as the owner of the
soil (whether one or more), and CHALFANT PROPERTIES, INC., of PO BOX 3123, Midland, Texas 79702 hereinafter called Lessee.

1. GRANTING CLAUSE. For and in ideration of the stated below and of the covenants and agreements to be paid, kept and
performed by Lessee under this lease, the State of Texas, acting by and through the owner of the soil, hereby grants, leases and lets unto Lessee, for the sole
and only purpose of prospecting and drilling for and producing oil and pas, laying pipe lines, building tanks, storing oil and building power stations,
telephone lines and other structures thereon, to produce, save, take care of, treat and transport said products of the lease, the following lands situated in
REEVES County, State of Texas, to-wit:

Block 54, Township 4, T&P RR Co Survey
Section 18: NE/4 & SW/4

containing 320.0 acres, more or less. The bonus consideration paid for this lease is as follows:

To the State of Texas: Six Thousand Forty and 00/100
Dallars ($.6,040.00)

To the owner of the soil: Six Thousand Forty and 00/100
Dollars (§ 6.040.00)

Total bonus consideration: Twelve Thousand Eighty and 00/100
Dollars ($ 12,080.00)

The total bonus ideration paid rep 1ts a bonus of Three Hundred Two Dollars ($302.00) per acre, on 40.0 net acres.

2. TERM. Subject to the other provisions in this lease, this lease shall be for a term of Five (5) years from this date (herein called "primary
term™) and as long thereafter as oil and gas, or either of them, is produced in paying quantities* from said land.
As used in this lease, the term “produced in paying quantities” means that the receipts from the sale or other authorized nercial use of the suk s}
covered exceed out of pocket for the six last past.

3. DELAY RENTALS. If no well be commenced on the leased premises on or before one (1) year from this date, this lease shall terminate,
unless on or before such anniversary date Lessee shall pay or tender to the owner of the soil or to his credit in
the ** THIS IS A PAID-UP LEASE: SEE PARAGRAPH 40 ** Bank, at . of its successors (which shall inue as the depository regardless of
changes in the ownership of said land), the amount specified below; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL
LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS, a like sum on or before said date. Payments under this paragraph shall operate as a
rental and shall cover the privilege of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall be in the
following amounts;

To the owner of the soil:

Dollars ($ )
To the State of Texas:

Dollars ($ )
Total Rental;

Dollars (3 )

In a like manner and upon like pay or tend lly, the of a well may be further deferred for successive periods of one (1) year
each during the primary term.  All payments or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assignee of
this lease, and may be delivered on or before the rental paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist,

pend busi liquidate, fail or be succeeded by another bank, or for any reason fail or refuse to accept rental, Lessee shall not be held in default for
failure to make such payments or tenders of rental until thirty (30) days after the owner of the soil shall deliver to Lessee a proper recordable instrument

narming another bank as agent to receive such payments or tenders,
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4. PRODUCTION ROYALTIES. Upon production of oil and/or gas, Lessee agrees to pay or cause to be paid one-half (1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin’ Texas, and one-half (1/2) of such royalty to the
owner of the soil:

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equip a5 hereinafter provided, shall be
1/5th part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the
General Land Office, 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 g | 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 leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty hrough an adeq il and gas
separator of conventional type, or other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means will be
recovered. The requirement that such gas be run through a sep or quip may be waived in writing by the royalty owners upon such terms and
conditions as t hey prescribe.

(B) NON PROCESSED GAS. Royalty on m}y gas (including flared gas), which is defined as all hyd bons and substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas prmsecrin a plant for the extraction of
gasoline, liquid hyd or other products) shall be f5th part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be based on thcrg?hcst 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 the greater; provided that
the maximum pressure base in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch absolute, and the standard base
temperature shall be sixty (60) degrees Fahrenheil, correction to be made for pressure according to Boyle's Law, and for specific gravity according 1o tests
made by the Balance Method or by the most approved method of testing being used by tbe industry at the time of testing.

(C) PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liguid hydrocarbons
shall be 1/5th part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent 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

processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an i then the | ge applicable to liquid hydrocarbons shall be
ifty percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing agreement negotiated at arm's length
(or if there is no such third party, the highest percent then being specified in pr ing agy ts or in the industry), whichever is the preater. The
respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or lquid
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. Royalty on carbon black, sulphur or any other prod produced or fa d from gas (excepting liquid
hydrocarbons) whether said gas be "casinghead” “dry”, or any other gas, by fractionating, burning or any other p ing shall be 1/5th
part of the pross production of such products, or the markel value thereof, at the option of the owner of the soil or the Commissioner of the General Land
Office, such market value 1o be determined as follows: 1) on the basis of the highest market price of each product for the same month i 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.

5, MINIMUM ROYALTY. During any year afler the expiration of the primary term of this lease, if this lease is maintained by production, the
royalties paid under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise; there shall be due and:
payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the amount of royalties
paid during the preceding year. If Paragraph 3 of this lease does not specify a delay rental amount then for the purposes of this paragraph, the delay rental
amount shall be one dollar ($1.00) per acre.

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the
Commissioner of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the holder of the lease, require that the
payment of any royalties accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land
Office's right to take its royalty in kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's
obligations, whether express or implied, under this lease.

7.  NODEDUCTIONS. Lessee agrees that all royalties accruing under this lease (ineluding those paid in kind) shall be without deduction for the
cost of producing, gathering, storing, separating, treating, dehydrating, compressing; processing, transporting, and otherwise making the oil, gas and other
products hereunder ready for sale or use. Lessee agrees to compute aug’pay royalties on the gross value received, including any reimb for severance
taxes and production related costs.

8. 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 p gas produced b der in any processing plant. Notwithstanding any other provision of this lease, and subject to the writlen consent of the
owner of the soil and the Commissioner of the General Land Office, Lessee may recycle gas for gas lift purposes on the leased premises or for injection into
any oil or gas producing formation underlying the leased premises after the liquid hydrocarbons contained in the gas have been removed; no royalties shall be
payable on the recycled gas until it is produced and sold or used by Lessee in a manner which entitles the royalty owners to a royalty under this lease.

9 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 General Land Office on or before the 5th day of the second month succeeding the moath of production, and
royalty on pas is due and must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production,
accompanied by the affidavit of the owner, manager or other authorized agent, pleted 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 alt documents, records
or reports confirming the gross production, disposition
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and market value including gas meter readi pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines, tanks, or
pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and market
value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed inthe General Land Office: Each royalty pay shall be panied
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. [f Lessee pays his royalty on or before thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever
is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% of the royalty due or $25.00 whichever is greater. In addition to a penalty,
royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) days overdue. Affidavits and supporting
documents which are not filed when due shall incur 2 penalty in an amount set by the General Land Office administrative rule which is effective on the date when the
affidavits or supporting documents were due. The Lessee shail bear-all respomsibility for paying or causing royaities to be paid as prescribed by the due date provided
herein. Payment of the delinquency penalty shall in no way operate to prohibit the State’s right of forfeiture as provided by law nor act to postpone the date on which
royalties were originally due. The above penalty provisions shall not apply in cases of tide dispute as to the State’s portion of the royalty or fo that portion of the royalty
in dispute as to fair market value.

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually farnish 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 fumish said Commissioner with copies of all contracts under which gas

is sold or pi d and all subseq Fiy and d to such contracts within thirty (30) days after entering imto or making such contracts, agreements or
iments. Such and when ived by the General Land Office shall be held in confidence by the General Land Office unless otherwise
authorized by Lessee. All other mrﬂmcts and records p g to the production, tra ion, sale and marketing of the oil and gas produced on said premises,

including the books and accounts, receipts and d.lschmges of all wclls, tanks, pools, mctm and pipelines shall at all times be subject to inspection and examination by
the Commissioner of the General Land Office, the Attorney General, the Governor, or the representative of any of them.

(B) PERMITS, DRILLING RECORDS. Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land
Office by Lessee ar operator five (5) days before spud date, workover, re-catry, temporary abandonment or plug and abandonment of any well or wells. Such written
notice to the General Land Office shall include copies of Railroad C ission 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 Ci ission. All applicati permits, reports or other filings that
reference this lease or any specific well on the leased premises and that are submitted to the Texas Railroad Commission or any other governmental agency shall
include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of identifying
wells, mnk batteries or other associated improvements to the Innd must also include the word "State.” Ln.ssec shall supply the General Land Office with any records, :
, reports, ings and cores, or other i i jative to the operation of the above-d “‘, i which may be requested by the !
General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical andfor radioactivity survey made on the bore-hole section, from
the base of the sarface casing to the total depth of well, of all wells driiled om the above described premises and shall transmit & true copy of the log of each survey om
each well to the General Land Office within fifieen (15) days after the making of said survey.

(Cy PENALTIES. Lesses shall fcur a pemalty wh reports, d or other materfals are not filed in the General Land Office when due. The
penalty for late filing shall be set by the General Land Office administrative rule which is effective on the date when the materials were due in the General Land Office.

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If , during the primary term hereof and prior to discovery and
production of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production
of oil or gas from the leased premises such production thereof should cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days
from date of completion of said dry hole or ion of production Lessee dditional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty (60) days prior thereto, a dry hole be

leted and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without further operations until
the e:lcplmlon of the primary term; amd if Lessee has not resumed production i paying quantities at the expiration of the primary term, Lessec may maintain this lease
by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under
Parzgraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof,
Lessee may resume payment of the anmial rental i 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. IT 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 iraccordance with the shut-im provisions hereof

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
produced on said land, but Lesses is then engaged in drilling or reworking operations thereon, this lease shall remain in force 50 long as operations on said well or for
drilling or reworking of any additiomal well are prosecuted fr good faith and in workmanlike manmer without interruptions totaling more thaw sixty (60) days during any
one such operation, and if they result in the production of oil andfor gas, so long thereafter as oil and/or gas is produced in paying quantitics from said land, or payment
of shut-in 01l or gas well royalties or compensatory royalties is made as provided in this lease.

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

14, SHUT-IN ROYALTIES. For purposes of this paragraph, "well” means any well that has been assigned a well number by the state agency having
Jjurisdiction 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, 8 well capable of producing oil or gas in paying quantitics is located on the leased premises, but oil or gas is not being produced for lack of
suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in-
the lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 of this lease does not specify a delay rental
emount, then for the purposes of this paragraph, the delay rental amount shalt be one dollar ($1.00) per acre: To be effective, each imitial shut-im oil or gasroyalty
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days afler
Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be a
producing lease and the payment shall extend the term of the lease for a penod of one year from the end of the primary term, or from the first day of the month
following the month in which production ceased, and, after that, if no sui p ion facilities or suitable market for the oil or gas exists, Lessee may extend the
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15, COMPENSATORY ROYALTIES. If, during the period the lease is kept in effect by payment oftlte shut-in oil or gas royalty, oil or gas is sold and
delivered in paying quantities ffom a well located within one thousand (1,000) feet of the leased premises and leted in the same producing reserveir, or in any case
in which drainage is occurring the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease sh.all remain effective for the
remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more successive years by Lessee paying compensatory royalty at
the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is completed in the same producing reservoir and
withio one thousand (1,000) feet of the leased premises. The p y royalty is to be paid monthly, one-half (1/2) to the Commissioner of the General Land
Office and one—halfuﬂ'j to the owner of the soil, beginning on or before the last day of the month following the month in which the oil or gas is produced from the wcll

ing the drainage or that is jcted in the same producing reservoir and located within one thousand (1.000) feet of the leased [ ises. If the i
royalty paid in any 12-month pcrmd i5 in an amount less than the aonual shut-in oil or gas royalty, Lessee shall pay an amount equal to the difference within thirty [30}
days from the end of the 12-month period. Comp 'y royalty pay which are not timely paid will accrue penalty and interest in accordance with Paragraph 9 of
this lease. None of these provisions will relieve Lessee of the uhlngamn of reasonable development nor the obligation to drill offset wells as provided in Texas Natural
Resources Code 52.173; however, at the determination of the C and with the Commissioner’s written approval, the payment of compensatory royalties can
satisfy the obligation to drill offset wells.

16. RETAINED ACREAGE. Notwithstanding any provision of this lease to the contrary, after a well producing or ble of producing oil or gas has
been completed on the leased premises, Lessee shall exercise the diligence of a reasonably prudent operator in dﬂlllng such adnimoual well or wells as may be
reasonably necessary for the proper-development of the leased premises and in marketing the production thereon,

(A) VERTICAL- In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminate
a5 to all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres snm.mnding cach gas well
ble of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lessee is then engaged in
ODurmuDu:. dnllmg urn:wm‘kl.ng operations; or (2) the number of acres included in a producing pooled unit pursuant to Texas Natural Resources Code 52.151-52.153,
or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for cach such producing well under the rules and
gulations of the Railroad C ission of Texas, or any suceessor agency, or other governmental authority having jurisdiction. If at any time after the effective date of
the partial terminati isions hereof, the applicable ficld rules are changed or the well or wells located lln:mon are rc{.lasuﬁﬂd so that less acreage is thereafier
allocated to said well ar wl.]]s for production purposes, this lease shall thereupon i astoall ge not th 1 d to said welk or wells for production
Naotwith ing the termination of this lease as 1o a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of ingress to and
egress from the lands anI subject 1o this lease for all purposes described in Paragraph [ hereof, together with and rights-of-way for existing roads, existing
pipelines and other existing facilities on, over and across all the lands described in P’amg.rap]l I hereof ("the retained lands"), for access to and from the retained lands
and for the gathering or transportation of oil, gas and other minerals produced from the retained lands.

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years after the expiration date of the primary or cxtend!;d term it shall further
terminate as to all depths below 100 feet below the total depth drilled (bereinafter "deeper depths™) in each well located on g 1 in Paragraph 16 (A) abave,
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 boous originally paid as consideration for this
lease (as specified on page 1 hereof). If such amount is paid, this lease shall be in force and effect as to such deeperdepths, and said termination shall be delayed for an
additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities from such deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING. The surface acreage retained hereunder as 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 Ci fssi of the Gemeral Land Office. Within thirty (30) days after partial
termination of this lease as provided berein, Lessee shall execute and record a release or releases containing a satisfactory legal description of the acreage and/or depths
not retained bereunder. 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 so by the General Land Office, then the C issil at his sole di ion may desi by written instrument the acreage and/or depths to be
released hereunder and record such instrument at Lessee's expense in the county or countics 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.

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lessee of his obligation to protect
the oil and gas under the above-described land from being drained. Lessee, sublessee, receiver or other agent in control of the leased premises shall drill as many wells
as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of oil and gas from the leased premises, In addition, if

oil and/or gas should be produced in itics within 1,000 feet of the leased premiscs, or in any case where the leased premises is being drained by
production of oil or gas, the Lessee, sublessee, recewer or other agent in control of the leased premises shall in good faith begin the drilling of a well or wells upon the
leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing in cial
quantities and shall prosecute such drilling with diligence. Failure to satisfy the statutory offset obligation may subject this Imse and the owner ofl.he soil's agency
rights to forfeiture. Only upon the determination of the C iS5 of the General Land Office and with his written approval may the pay of comp Y
royalty under applicable statutory p 5 satisfy the obligation to drill an offset well or wells required under this paragraph:

18. FORCEMAJ'EURE. If, after a good faith effort, Lessee is pr 1 from plying with any exy or implied of this lease, fom
conducting drilling operations on the leased premises, or fiom producing oil or gas from the leased premises by reason of war, rdmlimn,nois,m"kcs,mlsofﬂod,ur
any valid order, rule or regulation of government authority, then while so p d, Lessec's obligation to comply with such covenant shall be suspended and Lessee
shall not be liable for damages for failure to comply with such covenants; addmmlly, this lease shall be extended while Lessee is prevented, by any such cause, from
conducting drilling and reworking operations or from producing oil or gas from the leased premises. Hi thing in this paragraph shall suspend the pay of

delay rentals in order to maintain this lease in effect during the prrmm term in the absence ofsuch drilling or mworkmgopmnons or production of oil or gas.
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19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend tide to the leased premises. If the owner of the soil defaults in payments
owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mortgage, taxes or other licns on the
leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments from the rental and
royalties due the ownerof the soil.

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the above described
land, whether or not Lessee's interest is specified herein, then the royalties and rental herein provided to be paid to the owner of the soil shall be paid to him in the
proportion which his interest bears to the entire undivided surface estate and the royaltics and rental herein provided to be paid to the Commissioner of the General
Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or rental due to the Commissioner of the
General Land Office, Lessee or his authorized representative must submit to the Commissioner of the General Land Office a written statement which explains the
discrepancy between the interest purportedly leased under this lease and the actual interest owned by the owner of the soil. The Commmlomr of the General Land
Office shall be paid the value of the whole production allocable to any undivided interest not covered by a lease, less the proporti 1 and production cost
allocable to such undivided interest. Huwever n no event shall the Commissioner of the General Land Office receive as a royalty on the gmss production allocable to
the undivided interest not leased an amount less than the value of one-sixteenth (1/16) of such gross production.

{B) REDUCTION OF PAYMENTS. If during the primary term, a pom'on of the land covered by this lease is included within the boundaries of a
pooled unit that has been appmved by the School Land Board and the owner of the soil in accordance with Natural Resources Code Sectmns 52.151-52.154, of if, at any
time after the expiration of the primary term or the extended term, this lease covers & lesser mumber of acres tham the total d hereim, pay 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 expiation of the primary term, the number of acres actually retained-and coveted by this lease.

21. USE OF WATER. Lessee shall have the right to use water produced on said land necessary for operations under this lease :m:pt water fram wells or
tanks of the owner of the soil; provided, however, Lessee shall not use potable water or water suitable for livestock or irrigation purp flood of
without the prior consent of the owmer of the soil.

22, AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by its operations to all | property, imp
livestock and crops on said land.

23. PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury its pipelines below plow depth.

24. WELL LOCATION LIMIT, No well shall be drilled nearer than two hundred (200) feet to any house or barn now on said premises without the written
consent of the owner of the soil.

25, POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the
foregoing, pollution of coastal wetlands, natural walerways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to, prevent
spillage, secpage or ground water contamination. In the event of pollution, Lessee shall use all means at its disposal to P all ped hyd bons or other

pollutant and shall be responsible for all damage to public and private properties, Lessee shall build and maintain fences around its slush, sump, and drainage pits and
tank batteries so as to protect livestock agaimst loss, damage or injury; and upon completion or abandonment of any well or wells, Lessec shall fill and level all slush

pits and cellars and completely clean up the dnlllng site of all rubbish lheteon Lessee shall, while conducting operations on the leased premises, keep said premises free
of all rubbish, cans, bottles, paper cups or garbage, and upon compl of operations shall restore the surface of the land to as pear its original condition ‘and contours
as is practicable. Tanks and equiy mﬂhck:ptpmmdmmhim

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixtures placed by Lessee
on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this lease unless
the owner of the soil grants Lessee an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing oil and gas in
paying quantities. Additionally, Lessee may not draw and remove casing until after thirty (30) days written notice to the Commissioner of the General Land Office and
to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lessee under the terms of
this paragraph,

27. (A) ASSIGNMENTS, Under the conditions ined in this graph and Paragraph 29 of this Iause, the rights and estates ufarﬂmrpu‘ty tor this
lease may be assigned, in whole or in part, and the provisions of this lease shall extend ta and be bmdmg upon their heirs, devi legul pr €s, and
assigns. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lessee, di h the rights, privileges and
estates of Lessee, impair the effectiveness of any payment made by Lessee or impair the effectivencss of any Icl performed by Lessee. And no change or dmsum in
ownership of the lard, rentals, or royalties shall bind Lessee for any purpose until thirty (30} days after the owner of the soil (or his heirs, devisees, legal rep
or assigns) furnishes the Lessee with satlsﬁldmy written evidence of the change in ownership, including the original recorded muniments ofmk (of a certified copy of
such original) when the hi ofa A total or partial assignment of this lease shall, to the extent of the interest assigned, relieve and
discharge Lessee of all subqucul obligations under this lease. If this lease is assigned in its entircty as to only part of the acreage, the right and option to pay rentals
shall be apportioned as between the several owners ratably, according to the area of each, and failure by ome or more of theny to pay his share of the rental shafl mot
affect this lease on the part of the land upon which pro rata rentals are timely paid or tendered; b , if the assignor or assignee does not file a certified copy of such
assignment in the General Land Office before the next rental paying date, the entire lease shall terminate for failure to pay the entire rental due under Paragraph 3.
Every assignee 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 assignee of the
lease, mcluding amy liabilities to the State for-unpaid royalties.

(B) ASSIGNMENT LIMITATION. Notwithstanding any provision in Paragraph 27(a), if the owner of the soil acquires this lease in whole or in pad
by assignment without the prior written approval of the C issi of the General Land Office, this lease is void as of the time of assignment and the agency power
of the owner may be forfeited by the Commissioner. An assignment will be treated as if it were made to the owner of the soil if the assignee is:

(1) a nominee of the owner of the soil;

(2} a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsidiary;
(3} a partnership in which the owner of the soil is a partner or is an employee of such a partmership;

(4} a principal stockholder or employee of the corporation which is the owner of the soil;

(5) a partoner or employee in a partnership which is the owner of the soil;
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(6) a fiduciary for the owner of the soil; including but not limited to a guardian, trustee, receiver, or conservator-for the

owner of the soil; or
(7)a family member of the owner of the soil or related to the owner of the soil by marriage, blood; oradoption.

28. RELEASES. Under the conditi ined in this paragraph and Paragraph 29, Lessce may at any time execute and deliver to the owner of the soil
and place of record a release or releases covering any portion or portions of the leased premises, and thereby der this lease a5 to such portion or portions, and be
relieved of all subseqs bligations as to ge surrcndered. If amy part of thiz lease is properly surrendered, the delay rental dueunder this lease shall be reduced by

the proportion that the surrendered acreage bears to the acreage which was covered by this lease immediately prior to such surrender; however, such release will not
relieve Lessee of any liabilities which may have accrued under this lease prior to the surrender of such-acreage.

29. FILING OF ASSIGNMENTS AND RELEASES. Ifall or any part of this lease is assigned or rel d, such assigy or release must be recorded
in the county where the land is si i, and the ded i or a copy of the recorded instrument certified by the County Clerk of the county in which the
instrument is recorded, must be filed in the General Land Office within 90 days of the last iom date ipanied by the prescribed filing fee. If any such
assignment is not so filed, the rights acquired under this lease shall be subject to forfeiture at the option of the Commissioner of the General Land Office.

30. DISCLOSURE €LAUSE. All provisions pertaming to the lease of the above-described land have been mcluded m this instrument cluding: the
statement of the true consideration to be paid for the execution of this lease and the rights and duties of the parties. Any coll | ags ing the
development of oil and gas from the leased premises whichr are not contained i this lease render this lease invalid.

31. FIDUCIARY DUTY. The owner of the soil owes the State a fiduciary duty and must fully disclose any facts affecting the State's interest in the leased
premises. Whea the i of the owner of the soil conflict with those of the State, the owner of the soil is obligated to put the State's interests before his personal
interests.

32. FORFEITURE. If Lessee shall fail or refuse to make the payment of any sum within thirty days after it becomes due, or if Lessee or an authorized
agent should knowingly make any false return or f:lse mpnn mnommg production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good
faith as required by law and the rules and 1 pted by the € Tash of the General Land Office, or if Lessee should fail to fle reports im the menmer
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 if Lessee
should 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 authority, or knowingly fatt or refuse to furmish the General Land Office a correct log of any well, or if Lessee shall knowingly violate any of
the material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under
this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the ficts which authorize a ﬁnrﬁ:ntur: and whcn

forfeited the area shall again be subgect to lease under the terms of the Relinquishment Act. However, mothing berein shall be d as g the
termination of this lease by operation of law or by reason of any special limitation arising hereunder, Forfeitures may be set aside and this lease and all nghls thereunder
reinstated before the rights of another intervene upon satisfactory evidence to the Commissioner of the General Land Office of future pli with the provisions of

the law and of this lease and the rules and regulations that may be adopted relative hereto,

33. LIEM. lnaccordance with Texas Matural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By aceeptance of this lease, Lessee grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable stanstory lien, am 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 arc held by Lessee or by a third party, and all fi on and imp to the leased premises used in connection with the production or processing of
such leased minerals in order to secure the pay of ali royalties or other due ot to due under this lease and to secure payment of any damages or
loss that Lessor may suffer by reason of Lessees breach of any covenant or condition of this lease, whether express or implicd. This lien and security interest may be
foreclosed with or without court procecdings in the manner provided in the Title |, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the
Commissioner may require Lessee to execute and record such & as may be bly v to acknowledge, attach or perfict this lien. Lessec hereby
represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the above-described property or from Lessee's acquisition of this
lease. Should the Commissioner at any time determine that this representation is mot true, then the Commissioner may declare this lease forfeited as provided herein.

34. POOLING. Lcssuc is hcmby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leaschold

or mineral interest for the expl and production of oil or gas or either of them upon the same terms as shall be approved Iyyl:h: School Land Board
and the Commissioner of the General Land Ofﬁue for the pooling or unitizing of the imerest of the State undwr this lease | to Texas 1 R Code
52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the Jui stated in Texas Natural Resources Code
52.152.

35. INDEMNITY. Lessee hereby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partners, agents,
contractors, subconiraclors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harmr, for which recovery of damages is sought, including, but oot limited to, all losses and expenses which are caused by the activities
of Lessee, ils officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises hereunder, or that
may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable act or emission of
Lessee. Further, Lessee hereby agrees to be hable for; exoncrate, mdemnify, defend and hold harmless the State of Texas and- the ownu of the soil, their officers,
employees and agents, their successors or assigns, against any and all claims, liabilitics, losses, damages, actions, p | injury (i g death), costs and expenses,
or other harm for which recovery of damages is sought under any theory including tort, contract, or strict liability, including attorneys’ fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in any way related to Lessee’s failure to comply with amy and all environmental laws; those
arising from or in any way related to Lessee's operations or any other of Lessce’s activities on the leased premises; those arising from Lessee's use of the surface of the
leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement or any other act or omission of
Lessee, its directors, officers, employees, partners, agents, contractors, subcomtractors, guests, invitees, and their respective successors and assigns. Each assignee of this
Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil, their officers,
employees, and agents in the same manner provided above in ion with the activities of Lessee, its officers, employees, and agents as described above. EXCEPT
AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALE OF THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE
TERMS OF THIS AGREEMENT SHALL HE WITHOUT LIMITS AND WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING
PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF
THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.
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36. ENVIRONM'ENTAI HAZARDS. Lessee shall use the highest degree of care and ble saf: ds to p ination or pollution
of any envir tal including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other
environmental medium in, on, or under, the 1ease.d premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased
premises any asbestos contaming matenals cxplosm:s, toxic materials, or substances regulated as hazardous wastes, hazardous materials, hazardous
substances (as the term "Hazard " is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42
U.5.C. Sections 9601, et seq.), or toxic substances under any federal, state, or local law or regulation ("Hazardous Materials”), except ordinary products
commonly used in connection with oil and gas and develop operations and stored in the vsual manner and quantities. LESSEE'S
VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND
AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS'
FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (I) A VIOLATION OF THE FOREGOING PROHIBITION OR (I) THE
PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARPOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING
LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES. LESSEE SHALL CLEAN UF, REMOVE, REMEDY AND REFAIR
ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS
MATERJIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN
CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW, THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY,
BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER
ENVIRONMENTAL LAW OR REGULATION, LESSEE SHALL IMMEDIATELY GIVE THE STATE OF TEXAS AND THE OWNER OF THE
SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON LEARNING OF THE PRESENCE
OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL AGENCY PERTAINING TO
HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE HEREUNDER SHALL
SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, commonly known as
the Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conform to these statutes, the
statutes will prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and gas lease maust 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. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this
lease shall be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the
County Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land Office,
This lease is not effective until a certified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the General Land Of
fice i in accordance with Texas Natural Resources Code 52. 183. Additionally, this lease shall not be binding upon the State unless it recites the actual and true

ion paid or promised for execution of this lense The bonus due the State and the prescribed filing fee shall accompany such certified copy to the
Genem] Land Office.

40. Rentals in the amount of $80.00 for years two and three of this lease have been prepaid. One half (¥4} of this amount has been paid to the
Lessor and one half (14) has been paid to the State of Texas. Rental for the fourth year in the amount of $8,040.00 has not been paid and if the fourth year
reatal is not paid then this lease will expire. One half (}4) of the fourth year rental will be paid to the Lessor and one half (4%) will be paid to the State of
Texas. Rental for the fifth year is included in the fourth year rental and if the fourth year rental is paid then no additional rentals are due under this lease.

b

LESSEE FWll’mperﬁes. Inc.

BY: William A Chalfant

TITLE: President

DATE: IO‘IiF\lL_f')

STATE OF TEXAS STATE OF TEXAS

BY: Dorothyda illiams, dealing in her sole and
Separaie property
TITLE: Individually and as agent for the State of Texas TITLE: Individually and as agent for the State of Texas

Date: '!0!)'. L .-/ o5 Date:
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STATE OF OM\ Ee—m\r@t ( INDIVIDUAL

ACKNOWLEDGMENT)
COUNTY OF p[ Qe

Before me, the ci. authority, on this day personally appeared Dorothy Jane Williams, dealing in ber sole
and separate property, o 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 4'1' day of&[‘fix‘\; , 2005, [

= TERRI CiCCHETﬁ 'z Notary Public in and for Stk
; NOTER?%L?CEE?\%TF%RNM% My Commission expires: EL][{]‘M,‘:}_Y l, l &@7

PLACER COUNTY
COMM. EXP. NOV. 11, 2007 =+
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STATE OF TEXAS

COUNTY OF MIDLAND

Before me, the undersigned authority, on this day personally appeared William A. Chalfant,
known to me to be the person whose name is subscribed to the foregoing instrument, as President of
Chalfant Properties, Inc. 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 \or ™~ day of
Oexe Q. , 2005,

) MASHALA K. CROSS \\'\m‘ﬁf\o&a Y G

3 Notary Public, Stata of Toxas [ Notary Public in and for the State of Texas

4 My Commission Expires

: 7-16-2008 [ :
|
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5051 - : j
FILED FOR RECORD ON THE _ 2ND DAY OF _NOVEMBER A.D. 2005_ 4:56 P.M. |
DULY RECORDED ON THE, 4TH DAY OF  NOVEMBER A.D. 2005 10:00 A.M. |
Al ST /4., oEeOTY DIARNE 0. FLOREZ, COUNTY CLERK

= ) REEVES COUNTY, TEXAS
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing is a full, true and correct photographic copy of the
original record now in my lawful custody and possession, as the syieés
filed/recorded in the public records of my office. § in .
PAGE__1721HR0_ 180 JFF‘&%@}BL‘TC

¢\‘;¥E‘5;~g% thereby certified on_NOVEMBER 8 »2005
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FILE# 5438
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General Land Office ; / ) A/ . ‘;.2'& 5
Relinquishment Act Lease Form '_?:,M_ = J U\-Q :',r e 2 ~ ‘{ - 3 j e

Revised, Seplember 1997
OIL AND GAS LEASE

THIS AGREEMENT is made and entered into this 28th day of September, 2005, b the State of Texas, acting by and through its agent, :
Dean Eric Skinner, dealing in his sole and separate property, care of N 1113 Morman Drive, Lacrosse, W1 54601 said agent herein referred to as the i
owner of the soil (whether one or more), and CHALFANT PROPERTIES, INC., of PO BOX 3123, Midland, Texas 79702 hereinafter called Lessee.

! 1. GRANTING CLAUSE. For and in consideration of the amounts stated below and of the covenants and agreements to be paid, kept and
performed by Lessee under this lease, the State of Texas, acting by and through the owner of the soil, hereby grants, leases and lets unto Lessee, for the sole i
and only purpose of prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations,
telephone lines and other structures thereon, to produce, save, lake care of, treal and transport said products of the lease, the following lands situated in
REEVES County, State of Texas, to-wit:

Block 54, Township 4, T&P RR Co Survey
Seciion 13: NE/4 & SW/4

containing 320.0 acres, more or less. The boous consideration paid for this lease is as follows: i

To the State of Texas: Three Thousand Twenty and 00/100
Dollars ($ 3.020.00)

To the owner of the soil: Three Thousand Twenty and 00/100
Dollars (8 3,020.00)

Total bonus consideration: Six Thousand Forty and 00/100
Dollars (8 6.040.00)

The total bonus consideration paid represents a bonus of Three Hundred Two Deollars (8302.00) per acre, on 20.0 net acres.

2. TERM. Subject to the other provisions in this lease, this lease shall be for a term of Five (5) years from this date (herein called "primary
term"”) and as long therealier as oil and gas, or either of them, is produced in paying guantities* from said land,
As used in this lease, the wrm "produced in paying quantities" means that the receipts fom the sale or other authorized commercial use of the substance(s)
covered exceed out of pocket operational expenses for the six months last past.

3. DELAY RENTALS. If no well be commenced on the leased premises on or before one (1) year from this date, this lease shall terminate,
unless on or before such anniversary date Lessee shall pay or tender to the owner of the soil or to his credit in
the ** THIS IS A PAID-UP LEASE: SEE PARAGRAPH 40 ** Bank, at , or its successors (which shall continue as the depository regardless of
changes in the ownership of said land), the amount specified below; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL
LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS, a like sum on or before said date, Payments under this paragraph shall operate as a
rental and shall cover the privilege of delerring the commencement of a well for one (1) year from said date. Paymenis under this paragruph shall be in the
following amounts;

To the owner of the soil:

Duollars ($ )
To the State of Texas:
Dollars (§ ]
Total Rental:
Dollars (3 )
In a like manner and upon like pay or tend lly, the ement of a well may be further deferred for successive periods of one (1) year

each during the primary term.  All paymenis or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assignee of
this lease, and may be detivered on or before the rental paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist,
suspend business, liguidate, fail or be succeeded by another bank, or for any reason fail or refuse to accept rental, Lessee shall not be held in default for
fuilure to make such payments or tenders of rental until thirty (30) days afler the owner of the soil shall deliver w Lessee a proper recordable instrument
naming another bank as agent to receive such payments or tenders.
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4. PRODMICTION ROYALTIES, Upon production of oil and/or gas, T.essee agrees to pay or cause to he paid one-half [1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin' Texas, and one-half (1/2} of such royalty to the
owner of the soil:

(A) OIL, Royalty payable an nil, which is defined as including all hydrocarbons produced in a Hiquid form at the mouth of the well and also as all
condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equir . a5 hereinafter provided, shall he
1/5th part of the gross production or the market value thereof, at the option of the owner of the soil or the Commissioner of the
General Land Office, such value to he determined by 1 ) the highest posted price, plus premium, if any, offered or paid for il, 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 leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adequate oil and gas
separator of conventional type, or other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the pas by such means will he
recovered. The requirement that such gas be run through a separator or other equipment may be waived in writing by the royalty owners upon such terms and

~ conditions as t hey prescribe.

(B} NON PROCESSED GAS. Royalty on any gas (including fared pas), which is defined as all hydrocarbons and gaseous substances not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall he 1/5th part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, such value to be hased on the highest market price paid or offered for gas of
comparahle guality in the general area where produced and when run, or the gross price paid or offered to the producer, whichever is the greater; provided that
the maximum pressure hase in measuring the gas under this lease shall not at any time exceed 14.65 pounds per square inch ahsolute, 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 Lo tests
made by the Balance Method or by the most approved method of testing being nsed by the industry at the time of testing.

(C) PROCESSED GAS. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons
shall be 1/5th part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office. All royalties due herein shall be hased on one hundred percent (100%) of the total plant
production of residue gas attributable to gas produced from this lease, and on fifty percent {50%), or that percent accruing to Lessee, whichever is the preater,
of the total plant production of Tiquid hydrocarbons attributable to the gas produced from this lease; provided that if Tiguid 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 arm's length
{or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater, The
respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price
for the respective grades of liguid hydrocarbons), whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than
the royalties which would have been due had the gas not been processed,

() OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or fe | from pas (excepting liquid
hydrocarbons) whether said pas be "casinghead,” “dry”, or any other gas, by fractionating, burning or any other processing shall be 1/5th
pari of the gross production of such products, or the market value thmnl%aast the option of the owner of the soil or the Commissioner of the General Land
Office, such market value to be determined as follows: 1) on the basis of the highest market price of each product for 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.

3. 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 under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and
payable on or hefore the last day of the month succeeding the anniversary date of this lease a sum equal to the total annual rental less the amount of royalties
paid during the preceding year. If Paragraph 3 of this lease does not specify a delay rental amount then for the purposes of this paragraph, the delay rental
amount shail be one dollar ($1.00) per acre,

6. ROYALTY [N KIND. Notwithstanding any other provision in this lease, at any time or from time 1o lime, the owner of the soil or the
Commissioner of the General Land Office may, at the option of either, upon not less than sixty (60) days notice to the halder of the lease, require that the
payment of any royalties accruing to such royalty owner under this lease be made in kind. The owner of the so0il's or the Commissioner of the General Land
Office’s right to take its royalty in kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee’s
oblipations, whether express or implied, under this lease.

7. MO DEDUCTIONS. Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduetion for the
cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making tha oil, gas and other
products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received, including any reimt for sew
taxes and production related costs.

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel
used to process gas produced hereunder in any processing plant. Notwithstanding any other provision of this lease, and subject to the written consent of the
owner of the soil and the Commissioner of the General Land Office, Lessee may recycle gas for gas lift purposes on the leased premises or for injection into
any oil or gas producing formation underlying the leased premises afler the liquid hydrocarbons contained in the gas have been removed; no royalties shall be
payable on the recycled gas until it is produced and sold or used by Lessee in a manner which entitles the royalty owners to a royalty under this lease.

2. 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 General 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 authorized agent, completed in the form and manner prescribed by the General Land Office and
showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, records
or reports confirming the gross production, disposition
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and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of p d and put into pipelines, tanks, or
pools and gas lines or gas storage, and any other reports of records which the General Land Office may require to verify the gross production, disposition and market
value. 1n all cases the authority of & manager or agent to act for the Lessee herein must be filed in the General Land Otfice. Each royalty payment shall be accompanied
by a check stub, schedule, y or other itlance advice showing by the assigned General Land Office lease number the amount of royalty being paid on each
lease. If Lessee pays his royalty on or before thirty (30) days afier 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 accrve a penalty of 10% of the royalty due or $25.00 whichever is greater. In addition o a pemalty,
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 nule which is effective on the date when the
affidavits or supporting documents were due. The Lessee shall bear all responsibility for puying or causing royalties ro be paid as prescribed by the due date provided
herein. Payment of the delinguency penalty shall in no way operate to prohibit the State's right of forleiture as provided by law nor act to postpont the date on which
royalties were originally due. The above penalty provisions shall not apply in cases of tide dispute as w the State’s portion of the royalty or (o that portion of the royalty
in dispute as to lair market value.

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS, Lessee shall annually furnish the Commissioner of the General Land Office with its best
possible estinrate of il and gas reserves underlying this lease or allocable to this lease and shall furnish said Conunissioner with copies of all contracts under which gas
is sold or processed and all subsey agr and to such within thirty (30) days atler entering into or making such contracts, agreements or
amendments. Such contracts and aprecinenis when received by the General Land Olfice shall be beld in confidence by the General Land Otlice unless otherwise
authorized by Lessee. All other contracts and records penaining W the production, rsasporation, sale and marketing of the ol and gas produced on said premises,
ncluding the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject W inspection and examination by
the Commissioner of the General Land Otfice, the Auomey General, the Governor, or the represcatative of any of them,

(B) PERMITS, DRILLING RECORDS. Writen notice of all operations on this lease shall be submitted to the Commissioner of the General Land
Office by Lessee or operator five (3) days befure spud date, workover, re-eotry, lemporary abandomment of plug and sbandunment of any well of wells, Such wiilien
notice t the General Land Office shall inciude copies of Railroad Commission forms for application 1o drill, Copies of well lests, completion reports and plugging
reports shail be supplied (o the General Land Oflice at the time they are filed with the Texas Railroad Commission. All applications, perimnits, repons or other filings that
relerence this Jease or any specilic well on the leased premises and thal are submilled o the Texas Railroad Commission or any olher governmental agency shall
include the word "Siate” in the title. Additivnally, in accordunce with Railroad C ission rules, any ge on e leased premises for the purpese ol ideniityving
wells, tank batleries or other associated improvements to the land must also include the word "State.” Lessee shail supply the General Land Otfice with any records,
memonds, accounts, reports, cullings and cores, or other information relative to the operation of the above-described premises, which may be requested by the
General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radicactivity survey made on the bore-hole section, from
the base of the surtiace casing 1o the ol depth of well, of all wells drilled on the above described premises and shall ransmit a true copy of the log of cach survey on
euch well 1o the Genegral Land Otfice within filteen (15) days atier the making of said survey.

(C) PENALTIES. Lessee shall incur a penalty whenever repons, 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 eilective on the date when the materials were due in the General Land Otfice.

L. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If , during the primary term hercof and prior to discovery and
production of vil or gus un said land, Lessee should drill a dry hole or holes thereon, or if during the primary tenm hereol and afler the discovery and actual preduction
of vil or gas from Ui Jeased premises such production thersot should veuse from any Giuse, this lease shall not lerndnate il on or betore the expiration of sixty (6U) duys
from date of completion of said dry hole o cessation of prisduction Lessee commences additional drilling or reworking operations thereon, or pays or tenders the next
annual delay renial in the sume manver as provided io this lease. If, during the last year of the prinwry term o within sixty (60} days prior thereto, a dry hole be
and foned, or the pr of vil ot gas should cease for any cause, Lessee's rights shall remain in full force and effect without funther operations until
the expimuun of the primary term; and if Lessee hus not resumed production in paying quantitics at the expiration of the primary term, Lessee nay maintain this lease
by conducting additional drilling or reworking operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under
Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shul-in vil or gas well within the prinsary term bereof,
Lessee may resume payment of the annuad rental in the same maaner us provided herein on or before the rental paying date following the expiration of sixty (6U) duys
from the date of completion of such shut-in il or gas well and upon the failure to make such payment, this lease shall ipso facto terminate. 11 at the expiration of the
primary term or any Gme tereafler a shut-in oil or gas well is tocated on the leased premises, payments may be made in accordance with the shut-in provisions hereof.

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
produced on said land, but Lessee is then engaged in drilling or reworking vperations thercon, this lease shall remain in torce so long as operations on said well or for
dritling or reworking of auy additional well are p d in good faith and in workmualike manner without interruptions totaling more than sixty (60) days during any
one such operation, and if’ they result in the production of oil andfor gas, so long thereafier as oil andfor gas is produced in paying yuanulics from szid land, or payment
of shut-in oil or gas well royalties or compensatory royalties is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas ffom the leased premises, alter
once ublained, should cease from any cause, this lease shall nol teeminate if Lessee commences additional drilling or reworking operations within sixty (60) days afier
such cessation, and this lease shall remain in full foree and effect for so long as such operations continue in guod faith and in workmaniike manoer without interruptions
totaling more than sixty (60) days. | such diiliing or reworking operations result in the production of oil or gas, the Jease shall remain i full force and etfect for so long
as oil or gas is produced fom the leased premises in paying quantities or payment of shut-in oil or gas well royaltics or paymem of compensatory royaltics is made as
provided hercin or as provided by law. It the drilling or reworking operations result in the completion of a well as a dry hole, the lease will not terminate if the Lessee
commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry bole, and this lease shall remain in effect so long
as Lessee continues driliing or reworking operations in good faith and in & workmanlike manner without interruptions tolaling morse than sixty (6U) days. Lessee shall
give written notice to the General Land Otfice within thirty (30) duys of any cessation of production.

14. SHUT-IN ROYALTIES. For purposes of this paragraph, "well™ means any well that has been assigned 8 well number by the state agency having
Jjurisdiction over the production of oil and gas. If, at any time after the expiration of the primary werm 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 ol or gas royalty an amoeunt equal to double the annual rental provided in
the lease, but not less than $1,200 a year for each well capable of producing oil or pas in paying quantities. If Paragraph 3 of this lease does not specity a delay rental
amount, then for the purposes of this paragraph, the delay remal amount shall be one dollar ($1.00) per acre. To be etliective, each initial shut-in oil or gas royalty
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must be paid on or hefore: (1) the expiration of the primary teem, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3 60 days afler
Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such pavment shall be made one-half (1/2) 1o the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. IF the shut-in oil or £as rovalty is paid. the lease shall be considered to be a
producing lease and the payment shall extend the term of the lease for a period of onc year from the end of the primary term, or from the first day of the month
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year.

15, COMPENSATORY ROYALTIES. Tf, during the perind the lease is kept in effect by payment of the shut-in ail or gas royalty, oil or gas is sold and
delivered in paying quantities from a well Tocated 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 nceurring the right to continue to maintain the lease hy paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the
remainder of the year for which the royalty has been paid, The Lessee may maintain the lease for four more successive years by Lessce paying compensatory royalty at
the rovalty mte provided in the lcase of the marker value of production from the well causing the drinage or which is completed in the same praducing reservoir and
within ane thousand (1,000} fect of the leased premises. The compensatory rovalty is to he paid monthly, ene-half (172) to the Commissioner of the General Land
Oiffice and one-hal 7{1/2) to the owner of the soil, heginning on or before the last day of the month fallowing the manth in which the oil or gas is produced from the well

ing the drai or that is completed in the same producing reservoir and located within one thousand (1,000) feet of the leased premises, If the r Iy
royally paid in any 12-month period fs in an amount less than the armual shut-in oil or gas rovatty, Lessee shall pay an amount equal to the difference within thirty (30}
days from the end of the |2-month period, Compensatory royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph ¢ of
this lease. None of these provisions will relieve Lessee of the ohligation of reasonable development nor the obligation to drill offset wells as provided in Texas Natural
Resources Code 52.173; however, at the determination of the C issioner, and with the C issioner's written approval, the payment of compensatory rovalties can
satisfy the obligation to drill offser wells. g

16, RETAINED) ACREAGE. Notwithstanding any provision of this lease to the contrary, after 2 well producing or capahble of producing oil or gas has
been completed on the leased premises, Lessee shall exercise the diligence of a 1 bly prudent op in drilling such additional well or wells as may be
reasonably necessary for the proper development of the leased premises and i marketing the produetion thereon.

(A) VERTICAL- In the event this lease is in foree and effect two (2) years after the expiration date of the primary or extended term it shall then terminate
as 1o all of the leased premises, EXCEPT (1) 40) acres surrounding each il well capable of producing in paying quantities and 320 acres surrounding each pas well
capable of producing in paying quantitics (including & shut-in oil or gas well as provided in Paragraph 14 hereof), or a well upon which Lessee is then enpaged in
continuous drilling or reworking operations, or (2) the number of aeres incloded in a producing pooled unit pursuant to Texas Natural Resources Code 52.151-52.153,
or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules and
regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. If at any time after the effective date of
the partial termination provisions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is thereafter
allocated to said well or wells for production purposes, this lease shall therenpon terminate as to all acreage not thereafter allocated to said well or wells for production
purposes. Notwithstanding the termination of this lease as to a portion of the lands covered hereby, Lessee shall nevertheless continue to have the right of ingress to and
egress from the lands still subject to this lease for all purposes described in Paragraph [ hereof, together with casements and rights-of-way for existing roads, existing
pipelines and other existing facilities on, over and across all the lands described in Paragraph | hereof (“the Tetained lands"™), for access to and from the retained lands
and for the gathering or transportation of oil, gas and other mincrals produced from the retained lands,

(B) HORIZONTAL. In the event this lease is in force and effect two (2) years afier the expiration date of the primary or extended term it shall further
terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths™) in each well located on acreage retained in Paragraph 16 {A) above,
unless on or before two (2) years after the primary or extended term Lessee pays an amount equal 1o one-half (1/2) of the bonus originally paid as consideration for this
lease (as specified an page | hereaf). If such amount is paid, this lease shall be in force and effect as to such deeper depths, and said termination shall be delayed for an
additional period of two (2) years and so long therca fter as oil or gas is produced in paying quantities from such deeper depths covered by this lease,

(C) IDENTIFICATION AND FILING. The surfice 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 apy d hy the C issi) of the General Land Office. Within thirty (30) days after partial
termination of this lease as provided herein, Lessee shall execute and record a release or rel ining 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 preseribed 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 relenses within nimety (90) days after
being requested to do so by the General Land Office, then the Commissioner at his sole discreti may desi by written i the ge 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 prposes.

17. OFFSET WELLS. Meither the bonus, delay rentals, nor ruyalties paid, or to be paid, under this lease shall relieve Lessee of his obligation to protect
the oil and gas under the above-described land from being drained, Lessee, subl 3 iver or other agent in control of the leased premises shall drill as many wells
as the facts may justify and shall use appropriate means and drill to a depth necessary to prevent undue drainage of oil and gas from the leased premises, In addition, if
oil andlor gas should be produced in commercial quantities within 1,000 fect of the leased premises, or in any case where the leased premises is heing drained by
production of oil or gas, the Lessee, sublessee, receiver or other agent in control of the lcased premises shall i good faith begin the drilling of 8 well or wells upon the
leased premises within 100 days afier the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing in commercial
quantities and shall prosecute such drilling with diligence, Failure to satisfy the statutory offset obligation may subject this lease and the owner of the soil's agency
rights to forfeiture. Only upon the determination of the Commissioner of the General Land Office and with his written approval may the payment of compensatory
royalty under applicable statutory parameters satisfy the obligation to drill an offset well or wells quired under this | }

18. FORCE MAJEURE. If, after 2 good faith cffort, Lessee is prevented from complying with any express or implied covenant of this lease, from
conducting drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, strikes, acts af God, or
any valid order, rule or regulation of government authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended and Lessee
shall not be liable for damages for failure to comply with such covenants; additionally, this lease shall be extended while Lessee is prevented, by any such cause, from
conducting drilling and reworking operations or from producing oil or gas from the leased premises. However, nothing in this paragraph shall suspend the payment of
delay rentals in order to maintain this lease in effect during the primary term in the absence of such drilling or reworking operations or production of oil or gas.
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19. WARRANTY CLAUSE. The owner of the soil warrants and agrees 1o defend tide to the leased premises. 1 the owner of the soil defaults in payments
owed on the leased premises, then Lessee may redeem the rights of the owner of the soil in the leased premises by paying any mortgage, laxes or uther liens on the
leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments from the rental and
royalties due the owner of the soil.

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the soil owns less than the entire undivided surface estate in the above described
land, whether or not Lessee’s interest is specified herein, then the royalties and rental herein provided to be paid tw the owner of the soil shall be paid to him in the
proportion which his interest bears to the entire undivided surface estate and the royaltics and rental herein provided to be paid to the Commissioncr of the General
Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the rovalty or rental due o the Commissioner of the
General Land Office, Lessee or his authorized representative must submit to the Commissioner of the General Land Office a written statement which explains the
discrepancy between the interest purportedly leased under this lease and the actval interest owned by the owner of the soil. The Commissioner of the General Land
Otfice shall be paid the value of the whole production allocable w any undivided interest not covered by a lease, less the proportionate development and production cost
allocable o such undivided interest. However, in no event shall the Commissioner of the General Land Oflice receive as a royalty on the gross production atlocable to
the undivided interest not leased an amount less than the value of one-sixteenth {1/16) of such gross production,

(B) REDUCTION OF PAYMENTS, If, during the primary term, a portiun of the land covered by this lease is included within the boundaries of a
paoled unii that has been approved by the School Land Board and the owner of'the soil in accordance with Natral Resources Code Scetions 52.151-52.154, ol if, at any
time alter the expiration of the primary lerm or the extended terny, this lease covers a lesser number of acres than the total amuunt described herein, payments that are
nusde on a per aore basis bereunder shall be reduced according o the number of acres pooled, released, surrendered, or otherwise severed, so that payiesls determined
on a per acie 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, o,
if alter the expiration of the primary term, the number of acres actually retuined and coveted by this lease,

21. USE OF WATER. Lessee shall have the right 10 use water produced on said land necessary for operations under this lease except water from wells or
tanks of the owner of the soil; provided, however, Lessoe shall not use potable waler or water suitable lor livestock or irrigation purposes fur waterflood operativns

witlout the prior consenl of the owner of the soil.

22. AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by its operations to all persunsl property. inproveineits,
livestock and crops on said land.

23, PIPELINE DEPTH. When requested by the owner of the soil, Lessee shall bury its pipelines betow plow depth.

24 WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200} feet to any house or barn now on said premiscs without the written
consent of the owner of the suil,

25 POLLUTION. In developing this arca, Lessce shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the
foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of conluinment feilitics suficient w, prevent
spillage, secpage or ground waler contamination. In the event of pollution, Lessee shall use all means at its disposal 10 recapure all gscaped hydrocarbons or other
poliutant and shall be responsibie for all damage to public and private properties. Lessee shall build and maintan fences around its stush, sump, and drainage pits and
tank batlerics so us to prolect livestock against loss, damage or injury; and upon completion or abandonment of uny well or wells, Lessee shall GH and level all stush
pits and celiars and completely clean up the drilling site ofall rubbish thereon, Lessee shall, while conducting vperations on the luased premises, keep said premises free
ol all rubbish, cans, bollles, paper cups or garbape, and upon completion of uperations shall restore the surace of the land W as rear its original condition and contours
as is pravticable. Tanks and equipment will be kept painted and presentable,

26, REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessee shall have the right to remove machinery and fixtures placed by Lessee
on the leased premises, including the right 1o draw and remove casing, within one hundred twenty (120) days alier the expiration or the termination of this fease unless
the owner of the soil prants Lessee an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing ol and gas in
paying yuantities. Additionaily, Lessce may not draw and remove casing until after thirty (30) days written notice te the Conumissioner of the General Land Office and
to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not imely removed by Lessee under the wrms of
this paragraph,

27. {A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, [Iu: rights and estates ui either party 1o this
lease may be assigned, in whole or in part, and the provisions of this lease shall extend o and be binding upon their heirs, devisees, legal repr s, ars and
assigns. However, a change or division in ownership of the land, rentals, or royaitics will not ealarge the ubligations of L-.»u i the rights, privileges and
eslates of Lessee, impair the elfectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lessee. And no change or division in
ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty (30) days atier the owner of the ;Oli (0[ his heirs, devisees, legal representatives
or assigns) lurnishes the Lesses with satisficlory writlen evidence of the change in ownership, including the original i of title (uf a cenified copy of
such original) when the ownership changed b of a convey A total or partial assignment of this lease shall, to the extent of the interest assigned, relieve and
discharge Lessee of all subseyuent obligations under this lease. 1T this lease is assigned in its entirety as (o only part of the acreage, the right and opiion w pay reatals
shall be apportioned as between the several owners ralably, according to the area of each, and failure by one or more of them to pay his share of the reotal shall not
aficet this lease on the part of the land upun which pro rata rentals are timely paid or tendered; however, if the assignor or assignee dus not file a certitied copy of such
assignment in the General Land Oflice before the next rental paying date, the entire lease shall terminate for failure W pay the entire rental due uider Paragraph 3.
Every assignee shail succeed to all rights and be subject to all obligations, labilities, and penalties vwed (o the State by the vriginal lessee or any prior assignee of the
lease, including any liabilities (o the Swte for unpaid royaities.

{B) ASSIGNMENT LIMITATION. Motwithstanding any provision in Paragraph 27(a), if the owner of the soil acquires this lease in whole or in pad
by assignment without the prior writlen approval of the Commissioner of the General Land Oflice, this lease is void as of the time of assigiinent and the agency power
of the owner may be forfeited by the C issioner. An assigunent will be treated as if it were made to the owner of the soil it the assigne is:

{1 a nominee of the owner of the soil;

(2} a corporation or subsidiary in which the owner of the soil is a principal stockholder or is an employee of such a corporation or subsidiary:
{3) a partnership in which the owner of e soil is a partner or is an employee of such a partnership;

(4} a principal stockholder or employee of the corporation which is the owner of the soil;

(3) a pariner or employee in a parinership which is the owoer of the soil;
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{6 a fiduciary for the owner of the soil; including but not limited 1o a guardian, trustee, executor, administratar, receiver, or conservator-for the
owner of the soil; or
{7} a family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.

28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessee may at any time execute and deliver to the owner of the soil
and place of record a refease or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion or portions, and he
relieved of all subscquent oblipations as to acreage surrendered. [fany part of this fease is properly surrendered, the delay rental due under this lease shall be reduced by
the proportion that the surrendered acreage bears fo the acreage which was covered hy this lease immediately prior to such surrender; however, such release will not
relicve Lessee of any liabilities which may have acerued under this lease prior to the surrender of such acreage.

29. FILTNG OF ASSIGNMENTS AND RELEASES. Ifall or any part of this lease is assigned or rel d. such assig or release must he recorded
in the county where the land is situated, and the recorded instrument or a copy of the recorded instrument centified by the County Clerk of the county in which the
instrument is recorded, must he filed in the General Land Office within 90 davs of the last execution date accompanicd by the prescribed filing fee. If any such
assignment is not so filed, the rights acquired under this lease shall be subject to forfeiture at the option of the Commissioner of the General Land Office.

30, THSCLOSIRE CLAUSE. All provisions perining to the lease of the ahove-described land have been mcluded in this instrument including the
statement of the true consideration to be paid for the execution of this lease and the rights and dutics of the parties. Any collateral agreements concerning the
development of oil and pas from the leased premises which are not contained in this lease render this lease invalid,

31. FIDUCIARY DUTY. The owner of the soil owes the State a fiduciary duty and must fully disclose any facts affecting the State's interest in the leased
premises. When the interests of the owner of the soil conflict with those of the State, the owner of the soil is obligated to put the State's interests before his personal
inlerests,

32. FORFEITURE. If Lessee shall fil or refuse to make the payment of any sum within thirty days afler it becomes due, or if Lessee or an authorized
agent should knowingly make any false return or false report concerning production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good
faith as required by law and the rules and regulations adopted by the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manmer
required by faw or fail to comply with rules and regulations promulgated by the General Land Office, the School Land Board, or the Railroad Commission. or if Lessee
should refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give correct
information to the proper authovity, or knowingly fil or refizse to furnish 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 under the terms of the Relinquish Act. H , nothing herein shall be construed as waiving the automatic
termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder
reinstated hefore 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.

33. LIEN. In accordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lesses grants the
State, in addition to the lien provided by Texas Natural Resources Code 52.136 and any other applicable statutory lien, an express contractus! lien on and security
interest in all leased minerals in and extracted from the |eased premises, all proceeds which may accrue to Lessee from the sale of such leased minerals, whether such
proceeds arc held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or processing of
such leased minerals in order to secure the pryment of all rovalties or other amounts due or to become due under this lease and to secure payment of any damages or
loss that Lessor may sufler by reason of Lessees breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be
foreclosed with or without court procecdings in the manner provided in the Title 1, Chapter 9 of the Texas Business and Commerce Code, Lessce agrees that the
Commissioner may require Lessee to execute and record such imstruments as mmay be reasomably necessary to acknowledge, attach or perfeet this lien. Lessee herehy
represents that there are no prior or superior liens arising from and relating to Lessee’s activities upon the above-described property or from Lessee's acquisition of this
lease. Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this lease forferted as provided herein,

34, POOLING. Lessee is herehy granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other Teaschold
or mineral interest for the explomation, development and production of oil or gas or either of them upon the same terms as shall be approved by the School Land Board
and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursiant to Texas Natural Resources Code
52.151-52.153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Matural Resources Code
52.152.

35. INDEMNITY. Lessec hercby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partners, agents,
confractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of damages is sought, including, but not limited to, all losses and expenses which are caused by the activities
of Lessee, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessee on the leased premises hereunder, or that
may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable act or emission of
Lessee. Further, Lessee hereby agrees to be liable for, exonerate, indemmify, defend and hold harmless the State of Texas and the owner of the soil, their officers,
employees and agents, their successors or assipns, against any and all claims, lighilities, losses, damapes, actions, personal injury (including death), costs and expenses,
or other harm for which recovery of damages is sought under any theory including tort, contract, or strict liability, including attorneys’ fees and other legal expenses,
including those related to environmental hazards, on the leased premises or in any way related to Lessee’s faiture to comply with any and all environmental laws; those
arising from or in any way related to Lessee’s operations or any other of Lessee's activities on the leased premises; those arising from Lessee's usc of the surface of the
leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agreement or any other act or omission of
Lessee, its directors, officers, employees, partners, agents, contractors, subcontractors, guests, ivitees, and their respective successors and assigns. Each assignee of this
Agreement, or an interest therein, agrees to be liable for, exoncrate, indemnify, defend and hold harmiess the State of Texas and the owner of the soil, their officers,
employees, and agents in the same manner provided above in connection with the activities of Lessee, its officers, employees, and agents as described above. EXCEPT
AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS ANDVOR LIABILITIES ASSUMED UNDER THE
TERMS OF THIS AGREEMENT SHALL HE WITHOUT LIMITS AND WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING
PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF
THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE.
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36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and ble safeguards to p mation or poll

of any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strats, ambient air or any other
environmental medium in, on, or under, the leased premises, by any waste, pollutant, or contaminant, Lessee shall not bring or permit to remain on the leased
premises any asb containing materials, expioswes toxic materials, or sub regulated as b dous wastes, h lous materials, ha
substances {as the term "Hazardous Sub " is defined in the Comprel Envi | Response, Comp ion and Liability Act (CERCLA), 42
U.S.C. Sections 9601, et seq.), or toxic substances under any federal, state, or local law or regulation ("Hazardous Materials"), except ordinary products
ly used in jon with oil and gas exploration and development operations and stored in the usual manner and quantitics. LESSEE'S
VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND
AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS'
FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (1) A VIOLATION OF THE FOREGOING PROHIBITION OR (11) THE
PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING
LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES, LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR
ANY S0IL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS
MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN
CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY,
BUT 1S NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER
ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF TEXAS AND THE OWNER OF TIE
SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UFON LEARNING OF THE PRESENCE
OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL AGENCY PERTAINING TO
HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE HEREUNDER SHALL
SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT.

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52.171 through 52,190, commonly known as
the Relinguishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conforn to these statutes, the
statutes will prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and pas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in
the General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this leasc have been satisfied, the effective duwe ol this
lease shall be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the
County Cleck in any county in which all or any part of the leased premises is located, and centified copies thereof must be filed in the General Land Office.
This lease is not effective until a certified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the General Land Of
fice in accordance with Texas Natural Resources Code 52. 183, Additionally, this lease shall not be binding upon the State unless it recites the actual and true
cousideration paid or promised for execution of this lease, The bonus due the State and the prescribed filing fee shall accompany such cerified copy o the
General Land Oftice.

40. Rentals in the amount of $40.00 for years two and three of this lease have been prepaid. One half (V%) of this amount has been paid to the
Lessor and one hail (%%) has been paid to the State of Texas. Rental for the fourth year in the amount of $4,020.00 has not been paid and if the fourth year
rental is not paid then this lease will expire. One half (14) of the fourth year rental will be paid to the Lessor and one halfl (¥2) will be paid to the State of
Texas. Rental for the fifth year is included in the fourth year rental and if the fourth year rental is paid then no additional rentals are due under this lease.

LESSEE *Chylfant Ploperties, Inc.
BY: William A Chalfam
TITLE: President

DATE: \D{? Fﬂ\\(’“‘/"\

STATE OF TEXAS STATE OF TEXAS

» L3
BY: Dean Eric Skinner, dealing in his sole and
separate property

TITLE: Individually and as agent for the State of Texas
Date: /‘i/z/o-‘_—. Date:

TITLE: Individually and as agent for the State of Texas
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STATE OF wlfafﬁn’vn-". ol ( INDIVIDUAL
% ACKNOWLEDGMENT)
U,

COUNTY OF L I s

Before me, the undersigned authority. on this day personally appeared Dean Eric Skinner, dealing in his sole and
separate property, 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 j) day of_o C'[’D bm—. , 2005.

Notary Public in and for

My Commission expires: } E ]D 4 m‘f
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STATE OF TEXAS

COUNTY OF MIDLAND

Before me, the undersigned authority, on this day personally appeared William A. Chalfant,
known to me to be the person whose name is subscribed to the foregoing instrument, as President of
Chalfant Properties, Inc. and acknowledged to me that he executed the same for the purposes and

BOOK /18 pace £17

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
, 2005.

CroxeCe 2.

MASHALA K. CROSS
Wotary Public, Stale of Texas
My Cuinmission Expiras

il A day of !

Mo ele ¥ 0oy

e

FILE NOo. D438
FILED FOR RECORD ON .THE

7-16-2008

Notary Public in and for the State of Texas

W C0LOK
b imRAL

A.D. 2005 9:40 A. y.

DULY RECORDED ON THE
BY:' ' AW

5TH pay oF DECEMBER
7TH DAY OF DECEMBER
» DEPUTY

DIANNE O. FLOREZ, COUNTY CLERK | I
REEVES COUNTY, TEXAS |

A.D. 2005_ 9:00 A. n. .
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE

STATE OF TEXAS

COUNTY OF REEVES

The abave and foregoing is & full, trug and correct photographic copy of the
original record now in my lawful custody and possession, as the same 's
filed/recarded in the public records of my office, found in VO

page 109 THRU 117  DEED RECORD

I heraoy certfiedon _DECEMBER 9,2005

Fd

SIE FLORES
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Revised, September 1997

FILE#5050
General Land Offi I o i i
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OIL AND GAS

|
|
|
|
THIS AGREEMENT is made and entered into this 28th day of September, 2005, between the State of Texas, acting by and through its agent, I
Timothy A. Skinner, dealing in his sole and separate property, care of 2004 King Street, Lacrosse, W1 54601 said agent herein referred to as the owner |
of the soil (whether one or more), and CHALFANT PROPERTIES, INC., of PO BOX 3123, Midland, Texas 79702 hereinafler called Lessee. I

1. GRANTING CLAUSE. For and in ideration of the stated below and of the covenants and agreements to be paid, kept and
performed by Lessee under this lease, the State of Texas, acting by and through the owner of the soil, hereby grants, leases and lets unto Lessee, for the sole
and only purpose of prospecting and drilling for and producing oil and gas, laying pipe lines, building tanks, storing oil and building power stations,
telephone lines and other hereon, to produce, save, take care of, treat and transport said products of the lease, the following lands situated in |
REEVES County, State of Texas, to-wit: !

Block 54, Township 4, T&P RR Co Survey
Section 18: NE/M & SWi4

containing 320.0 acres, more or less. The bonus consideration paid for this lease is as follows:

Ta the State of Texas: Three Thousand Twenty and 00/100

Dollars ($ 3.020.00}
To the owner of the soil: Three Thousand Twenty and 00/100 .
Dollars (§ 3.020.00) E
Total bonus consideration: Six Thousand Forty and 00/100 |
Dollars ($ 6,040.00) i
|
The total bonus consideration paid represents a bonus of Three Hundred Two  Dollars ($302.00) per acre, on' 200 net acres. |
|

2. TERM. Subject to the other provisions in this lease, this lease shall be for a term of Five (3) years from this date (herein called "primary
term") and as long thereafter as oil and gas, or either of them, is produced in paying quantities* from said land.
As used in this lease, the term "produced in paying quantities" means that the receipts from the sale or other authorized cial usc of the sut )
covered exceed out of pocket operational expenses for the six months last past.

3. DELAY RENTALS. If oo well be commenced on the leased premises on or before one (1) year from this date, this lease shall terminate,
unless on or before such anniversary date Lessee shall pay or tender to the owner of the soil or te his credit in
the ** THIS IS A PAID-UP LEASE: SEE PARAGRAPH 40 ** Bank, at or its suceessors (which shall continue as the depository regardless of
changes in the ownership of said land), the amount specified below; in addition, Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL
LAND OFFICE OF THE STATE OF TEXAS, AT AUSTIN, TEXAS, a like sum on or before said date. Payments under this paragraph shall operate as a
rental and shall cover the privilege of deferring the commencement of a well for one (1) year from said date. Payments under this paragraph shall be in the
following amounts:

To the owner of the soil:

Dollars (§, }
To the State of Texas:

Dollars ($ }
Total Rental:

Dollars ($ }

In a like manner and upon like payments or tenders annually, the commencement of & well may be further deferred for successive periods of one (1) year
cach during the primary term. All payments or tenders of rental to the owner of the soil may be made by check or sight draft of Lessee, or any assignee of
this lease, and may be delivered on or before the rental paying date. If the bank designated in this paragraph (or its successor bank) should cease to exist,
suspend business, liquidate, fail or be ded by her bank, or for any reason fail or refuse to accept rental, Lessee shall not be held in default for

failure to make such payments or tenders of rental until thirty (30) days after the owner of the soil shall deliver to Lessee a proper recordable instrument
naming another bank as agent to receive such payments or tenders.
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4. PRODUCTION ROYALTIES. Upon production of oil andfor gas, Lessee agrees to pay or cause 1o be paid one-half (1/2) of the royalty
provided for in this lease to the Commissioner of the General Land Office of the State of Texas, at Austin’ Texas, and one-half (1/2) of such royalty to the
owner of the soil:

(A) OIL. Royalty payable on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also as all
condensate, distillate, and other liquid hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, shall be
1/5th part of the gross production or the market valve thereof, at the option of the owner of the soil or the Commissioner of the
General Land Office, 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 pas
produced from the leased premises is sold, used or processed in a plant, it will be run free of cost to the royalty owners through an adeg oil and gas
separator of conventional type, or other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the pas by such means will be
recovered. The requirement that such gas be run through a separator or other equipment may be waived in writing by the royalty owners upon such terms and
conditions as t hey prescribe.

{B) NON PROCESSED GAS. Royalty on any gas (including flared gas), which is defined as all hydrocarbons and gz uk not defined
as oil in subparagraph (A) above, produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of
gasoline, liquid hydrocarbons or other products) shall be 1/5th part of the gross production or the market value thereof, at the
option of the owner of the soil or the Commissioner of the General Land Office, 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 pross price paid or offered to the producer, whichever is the greater; provided that
the maximum pressure base in measuring the gas under this lease shali not at any time exceed 14.65 pounds per square inch absolute, and the standard base
temperature shall be sixty (60) degrees Fahrenheit, correction 1o be made for pressure according to Boyle's Law, and for specific gravily according to tests
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. Royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other Tiquid hydrocarbons
shall be 1/5th part of the residue gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the
owner of the soil or the Commissioner of the General Land Office, All royalties due herein shall be based on one hundred percent (100%) of the total plant
production of residue gas attributable to gas produced from this lease, and on fifty percent (50%), or that percent 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

as processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an i then the p age applicable to liquid hydrocarbons shall be
%ﬁy percent (50%) or the highest percent accruing o a third party processing gas through such plant under a p ing agr gotiated at arm's length
(or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater, The
respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid
hydrocarbons) of comparable quality in the general area, or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price
for the respective grades of liquid hydrocarbons), whichever is the greater. 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. 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 shall be 1/5th
part of the gross production of such products, or the market value thereof, at the option of the owner of the soil or the Commissioner of the General Land
Office, such market value to be determined as follows: 1} on the basis of the highest market price of each product for 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,

5. 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 under this lease in no event shall be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and
payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to the total anmual tental less the amount of royallies
paid during the preceding year. If Paragraph 3 of this lease does not specify a delay rental amount then for the purposes of this paragraph, the delay rental
amount shall be one dollar ($1.00) per acre. )

6. ROYALTY IN KIND. Notwithstanding any other provision in this lease, at any time or from time to time, the owner of the soil or the
Commissioner of the General Land Office may, at the option of either, upon not less than sixty (60} days notice to the holder of the lease, require that the
payment of any royalties accruing to such royalty owner under this lease be made in kind. The owner of the soil's or the Commissioner of the General Land
Office's right to take its royalty in kind shall not diminish or negate the owner of the soil's or the Commissioner of the General Land Office's rights or Lessee's
obligations, whether express or implied, under this lease.

7. NODEDUCTIONS, Lessee agrees that all royalties accruing under this lease (including those paid in kind) shall be without deduction for the
cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting, and otherwise making the oil, gas and other
products hereunder ready for sale or use. Lessee agrees to compute and pay royalties on the gross value received. including any reimt for severance
taxes and production related costs.

8. PLANT FUEL AND RECYCLED GAS, No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel
used to process gas produced hereunder in any processing plant. Notwithstanding any other provision of this lease, and subject to the written consent of the

any oil or gas producing formation mdx:cllying the leased premises after the liquid hydrocarbons contained in the gas have been removed; no royaltics shall be
payable on the recycled gas until it is produced and sold or used by Lessee in a manner which entitles the royalty awners 1o a royalty under this lease.

9. 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 General Land Office on or before the 5th day of the second month succeeding the month of production, and
royalty on gas is due and must be received in the General Land Office on or before the 15th day of the second month succeeding the month of production,
accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by the General Land Office and
showing the gross amount and disposition of all oil and gas produced and the market value of the oil and gas, together with a copy of all documents, records
or reports confirming the gross production, disposition
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and market value including gas meter g5, i ipts, gas line receipts and other checks or memoranda of amount produced and put into pipelines, tanks, or
pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and market
value. In all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be accompanied
by a check stub, schedul ¥ or other remi advice showing by the assigned General Land Office lease number the amount of royalty being paid on each
lease. If Lessee pays his royalty on or before thirty (30) days afier the royalty payment was due, then Lessec 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 royally is sixty (60) days overdue. Affidavits and supporting
documents which are not filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is effective on the date when the
affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as prescribed by the due date provided
berein. Payment of the delinguency penalty shall in no way operate to prohibit the State's right of forfeiture as provided by law nor act to postpone the date on which
royalties were originally due. The above penalty provisions shall not apply in cases of tide dispute as to the State's portion of the royalty or to that portion of the royalty
in dispute as to fair market value.

10. (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 pas
is sold or pr 1 and all subseq 21 and | to such contracts within thirty (30) days after entering into or making such contracts, agreements or

| Such contracts and agr when received by the General Land Office shall be held in confidence by the General Land Office unless otherwise
authorized by Lessce. All other contracts and records pertaining to the producti portation, sale and marketing of the oil and gas produced on said premises,
including the books and ts, ipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to inspection and examination by
the Commissioner of the General Land Office, the Attomey General, the Govemor, o the representative of any of them,

(B) PERMITS, 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-eniry, lemporary aband or plug and abandk 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 C ission. All applicati permits, reports or other filings that
reference this lease or any specific well on the leased premises and that are submitted to the Texas Railroad Commission or any other governmental agency shall
include the word "State” in the title. Additionally, in accordance with Railroad Commission rules, any signage on the leased premises for the purpose of identifying
wells, tank batteries or other associated improvements to the land must also include the word "State.” Lessee shall supply the General Land Office with any records,
d: , TEports, ings and cores, or other information relative to the peration of the above-described 1 which may be requested by the i
General Land Office, in addition 1o those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey made on the bore-hole section, from
the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log of each survey on
each well to the General Land Office within fifleen (15) days afier the making of said survey,

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

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If , during the primary term hercof and prior to discovery and
production of oil or gas on said land, Lessee should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and aciual production
of oil or gas from the leased premises such production thereof should cease Fom any cause, this lease shall not terminate if on or before the expiration of sixty (60) days
from date of completion of said dry hole or cessation of production Lessee commences additional drilling or reworking operations thereon, or pays or tenders the next
annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or within sixty {6l}) days prior therelo, a dry hole be
completed and abandoned, or the production of oil or gas should cease for any cause, Lessee’s rights shall remain in full force and effect without further operations until
the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessce may maintain this lease
by conducting additional drilling or rewarking operations pursuant to Paragraph 13, using the cxpiration of the primary term as the date of cessation of production under
Paragraph 13. Should the first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof,
Lessee may resume payment of the snnual rental in the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days
from the date of completion of such shut-in oil or gas well and upon the failure 1o make such payment, this lease shall ipso facto terminate. If at the expiration of the
primary term or any time 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,

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expiration of the primary term, neither oil nor gas is being
produced on said land, but Lessee is then engaged in drilling or reworking operations thereon, this lease shall remain in force so long as operations on said well or for
drilling or reworking of any additional well are prosecuted in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days during any
one such operation, and if they result in the production of il and/or gas, so long thereafier as oil and/or gas is produced in paying quantities from said land, or payment
of shut-in oil or gas well royalties or compensatory royaltics is made as provided in this lease.

13. CESSATION, DRILLING, AND REWORKING. If, after the expiration of the primary term, production of oil or gas from the leased premises, after
once obtained, should cease from any cause, this lease shall not terminate if Lessee commences additional drilling or reworking operations within sixty (60) days after
such cessation, and this lease shall remain in full force and effect for so long as such operations continue in good faith and in werkmanlike manner without interruptions

totaling more than sixty (60) days. If such drilling or reworking operations result in the production of vil or gas, the lease shall rernain in full force and effect for so long
as oil or gas is produced from the lcased premises in paying quantities or payment of shut-in oil or gas well royalties or payment of compensatory royaltics is made as
provided herein or as provided by law. If the drilling or reworking ¢ perations result in the pletion of a well as a dry hole, the lease will not terminate if the Lessee

commences additional drilling or reworking operations within sixty (60) days after the completion of the well asa dry hole, and this lcase shall remain in effect sa 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.

14, SHUT-IN ROYALTIES. For purposes of this paragraph, “well” means any well that bas been assigned a well number by the state agency having
jurisdiction over the production of oil and gas. If at any time after the expiration of the primary term of a lease that until being shut in, was being maintained in
force and effect, a well capable of producing oil or gas in paying quantities is located on the leased premises, but oil or gas is not being produced for lack of
suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas royalty an amount equal to double the annual rental provided in
the lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantities. If Paragraph 3 of this lease does not specify a delay rental
amount, then for the purposes of this paragraph, the delay rental amount shall be one dollar ($1.00) per acre. To be effective, each initial shut-in oil or gas royalty
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must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the leased premises, or (3) 60 days after
Lessec completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latest. Such payment shall be made one-half (1/2) to the
Commissioner of the General Land Office and one-half (1/2) to the owner of the soil. If the shut-in oil or gas royalty is paid, the lease shall be considered to be a
producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month
following the month in which production ceased, and, after that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the
lease for four more successive periods of one (1) year by paying the same amount each year on or before the expiration of each shut-in year,

15. 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 |
deliverad in paying quantities from a well located within one thousand (1,000) feet of the leased premises and leted in the same producing reservoir, or in any case |
in which drainage is occurring the right to continue to maintain the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the
remainder of the year for which the royalty has been paid. The Lessee may maintain the lease for four more successive years by Lu:ssu: paying compensatory royalty at
the royalty rate provided in the lease of the market value of production from the well causing the drainage or which is | same producing reservoir and
within one thousand (1,000) feet of the leased premises. The y royalty is to be paid monthly, one-half (1/2) to the Commissioner of the General Land
Office and one-half (1/2) to the owner of the sml beginning on or before the last day of the month following the month in which the oil or gas is produced from the well
causing the drainage or that is completed in the same producing reservoir and located within one thousand (1,000) fect of the leased premises. If the p Y
royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an amount equal to the difference within thirty (30)
days from the end of the 12 th period. Comp y royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph 9 of
this lease. None of these provisions will relieve Lessee of the obligation of ble develof nor the obligation 1o drill offset wells as provided in Texas Natural
Resources Code 52.173; 1 , at the determination of the C issioner, and with the C issioner’s written approval, the p of comp y Toyalties can
satisfy the obligation to drill offset wells. i

16. 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 excrcise the diligence of a reasonably prudent operator in lh.llmg such adlirlmnal well or wells as may be
reasonably necessary for the proper development of the leased premises and in marketing the production thereon,

(A) VERTICAL- In the event this lease is in force and effect twa (2) years after the expiration date of the primary or extended term it shall then terminate '|
as to all of the leased premises, EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres sumrounding each gas well
capable of producing in paying quantities (including a shut-in oil or gas well as provided in Paragraph 14 hereof), or 2 well upon which Lessee is then engaged in |
continuous drilling or reworking operations, or (2) the ber of acres included in a producing pooled unit pursuant to Texas Natural Resources Code 52.151-52.153,
or (3} such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each such producing well under the rules and 1
regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. If at any time after the effective date of |
the partial termil P ions hereof, the applicable field rules are changed or the well or wells located thereon are reclassified so that less acreage is thereafter |
allocated to said well or wells for producﬂon purposes, this lease shall th i as to all ge not ik frer all i to said well or wells for production

Motwith the ter ion of this lease as to a portion of the lands cmrczcd hereby, Lessee shall nevertheless continue to have the right of ingress to and
ugress from the lands still subject to this lease for all described in P: h I hereof, together with and rights-of-way for existing roads, existing
pipelines and other existing facilities on, over and across alI the lands descnbod in Pamgrnph T hereof ("the retained lands"), for access to and from the retained lands
and for the gathering or transportation of oil, gas and other minerals produced from the retained lands,

terminate as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths™) in each well located on i in Paragraph 16 (A) above,
unless on or before two (2) years afler the primary or extended term Lessee pays an amount equal to one-half (1/2) of the bomls originally paid as c:msideratlon for this
lease (as specified on page 1 hercof). If such-amount is paid, this lease shall be in force and effect as to such deeper depths, and said termination shall be delayed for an

additional period of two {2) years and so long thereaRer as oil or gas is produced in paying quantities from such deeper depths covered by this lease.

(B) HORIZONTAL. In the event this lease i is in force and efect two (2) years after the expiration date of the primary or emnded !e'rm it shall further i
|

(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 i

the well located in the center thereof, or such other shape as may be approved by the C issi m‘ the General Land Office. Wlthm thirty (30) days after partial ‘
I

|

termination of this lease as provided hcr:m, Lessee shall execute and record a release or rel g a satisfactory legal d ion of the acreapge and/or depths
| not retained h Jer. The r ded release, or a certified copy of same, shall be filed in the General Land Office, accompanicd by the filing fee prescribed by the

General Land Office rules in effect on the date the release is filed. If Lessee fails or refises to execute and record such release or releases within ninety (90) days after
being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or depths to be
released hereunder and record such instrument at Lessee's expense in the county or counties where the lease is located and in the official records of the General Land
Office and such designation shall be binding upon Lessee for all purposes.

17. OFFSET WELLS. Neither the bonus, delay rentals, nor royalties paid, or to be paid, under this lease shall relieve Lessee of his obligation to protect
the oil and gas under the above-described land from being drained. Lessee, sublessee, receiver or other agent in control of the leased premises shall drill as many wells
as the facts may justify and shall use appropriate means and drill to s depth necessary to prevent undue dmmng: of oil and gas from the leased premfsns, In addition, if
oil andfor gas should be produced in commercial quantities within 1,000 feet of the leased premises, or in any casc where the leased premises is being drained by
production of oil or gas, the Lessee, sublesses, receiver or other agent in control of the leased premises shall in good faith begin the drilling of 2 well or wells upon the
leased premises within 100 days after the draining well or wells or the well or wells completed within 1,000 feet of the leased premises start producing in
quantities and shall prosecute such dnlhng with diligence. Fallurc to satisfy the statutory offset obligation may subject this leasc and the owner of the soil's agency
rights to forfeiture. Only upon the determination of the C of the General Land Office and with his writien approval may the payment of compensatory
royalty under applicable statutory | 5 satisfy the obligation to drill an offset well or wells required under this paragraph.

18. FORCE MAJEURE. If, after a good fith effort, Lessee is prevented from complying with any express or implied covenant of this lease, from

d g drilling operations on the leased premises, or from producing oil or gas from the leased premises by reason of war, rebellion, riots, strikes, acts of God, or

any valid mln:r rule or regulation of governmem authority, then while su d, Lessee’s obligation to comply with such covenant shall be suspended and Lessee

shall not be liable for damages for failure to comply with such covenants; addlnonally, this lease shall be extended while Lessee is prwemeﬁ, by any such cause, from

conducting drilling and reworking operations or from producing oil or gas from the leased premises. However, nothing in this paragraph shall d the payment of
delay rentals in order to maintain this lease in effect durmg the pnmar)r term in the absence of such drilling or reworking Upmhuns or pmducuon of oil or gas.
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19. WARRANTY CLAUSE. The owner of the soil warrants and agrees to defend tide 1o the leased premises, If the owner of the soil defaults in payments
owed on the leased premises, then Lessce may redeem the rights of the owner of the soil in the leased premises by paying any mortgage, taxes or other liens on the
leased premises. If Lessee makes payments on behalf of the owner of the soil under this paragraph, Lessee may recover the cost of these payments from the rental and
royalties due the owner of the soil.

20. (A} PROPORTIONATE REDUCTION CLAUSE. [f the owner of the soil owns less than the entire undivided surface estate in the above described
land, whether or not Lessee's interest is specified herein, then the royalties and rental herein provided to be paid to the owner of the soil shall be paid to him in the
proportion which his interest bears to the entire undivided surface estate and the royaltics and rental herein provided to be paid to the Commissioner of the General
Land Office of the State of Texas shall be likewise proportionately reduced. However, before Lessee adjusts the royalty or rental due to the Commissioner of the
General Land Office, Lessee or his authorized representative must submit to the Commissioner of the General Land Office a written statement which explains the
discrepancy between the interest purportedly leased under this lease and the actual interest owned by the owner of the soil. The Commissioner of the General Land
Office shall be paid the value of the whole production allocable to any undivided interest not covered by a lease, less the prop i levelog and production cost
allocable to such undivided interest However, in no event shall the Commissioner of the General Land Office receive as a royalty on the gross production allocable to
the undivided interest not leased an amount less than the value of one-sixteenth (1/16) of such gross production. i

{B) REDUCTION OF PAYMENTS. If, during the primary term, a portion of the land covered by this lease is included within the boundaries of a j
pooled unit that has been approved by the School Land Board and the owner of the soil in accordance with Natural Resources Code Sections 52.151-52.154, of i€, at any
time after the expiration of the primary term or the extended term, this lease covers a lesser number of acres than the total amount described herein, payments that are }
made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, surrendered, or otherwise severed, so that payments determined |
on a per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the boundaries of a pooled unit, or, !
if after the expiration of the primary term, the number of acres actuall ined and 1 by this lease.

21. USE OF WATER. Lessee shall have the right to use water produced on said land necessary for operations under this lease except water fiom wells or \
tanks of the owner of the soil; provided, however, Lessee shall not use potable water or water suitable for livestock or irrigation purposes for waterflood operations i
without the prior consent of the owner of the soil,

22. AUTHORIZED DAMAGES. Lessee shall pay the owner of the soil for damages caused by its operations to all personal property, improvements,
livestock and crops on said land.

23. PIPELINE DEPTH. When requested by the owner of the soil, Lessce shall bury its pipelines below plow depth,

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) fect to any house or bam now on said premises without the written
consent of the owner of the soil.

25. POLLUTION. In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent p Mlution. Without limiting the |
foregoing, pollution of coastal wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to, prevent
spillage, seepage or ground water contamination. In the event of pollution, Lessee shall use all means at jits disposal to recapture all escaped hydrocarbons or other
pollutant and shall be responsible for all damage to public and private properties. Lessce shall build and maintain fences around its slush, sump, and drainage pits and |
tank batteries so as to protect livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Lessee shall fill and level all slush |
pits and cellars and completely clean up the drilling site of all rubbish thereon. Lessee shall, while conducting operations op the leased premises, keep said premises free i
of ail rubbish, cans, bottles, paper cups or garbage, and upon completion of operations shall restore the surface of the land 1o as near its original condition and contours
as is practicable. Tanks and equipment will be kept painted and presentable.

26. REMOVAL OF EQUIPMENT. Subject to limitations in this paragraph, Lessce shall have the right to hinery and fi placed by Lessee
on the leased premises, including the right to draw and remove casing, within one hundred twenty (120) days after the expiration or the termination of this lease unless
the owner of the soil grants Lessee an extension of this 120-day period. However, Lessee may not remove casing from any well capable of producing oil and gas in
paying quantitics. Additionally, Lessee may not draw and remove casing until after thirty (30) days written notice to the Commissioner of the General Land Office and
to the owner of the soil. The owner of the soil shall become the owner of any machinery, fixtures, or casing which are not timely removed by Lessee under the terms of
this paragraph,

27. (A) ASSIGNMENTS. Under the conditions contained in this paragraph and Paragraph 29 of this lease, the rights and estates of either party to this
lease may be assigned, in whole or in part, and the provisions of this lease shall extend to and be binding upon their heirs, devisecs, legal rep ives, and
assigns. However, a change or division in ownership of the land, rentals, or royalties will not enlarge the obligations of Lessee, diminish the rights, privileges and
estates of Lesses, impair the cffectiveness of any payment made by Lessee or impair the effectiveness of any act performed by Lessce. And no change or division in
ownership of the land, rentals, or royalties shall bind Lessee for any purpose until thirty (30) days afier the owner of the soil (or his heirs, devi legal repl ives

or assigns) furnishes the Lessce with satisfactory written evidence of the change in ownership, incl the of title (of a certified copy of

such original} when the hi db ofa Y A total or partial assignment of this lease shall, to the extent of the interest assigned, relieve and
discharge Lesses of all subsequent obligations under this lease. If this lease is assigned in its entirety as to only part of the acreage, the right and option to pay reatals
shall be apportioned as between the several owners ratably, according to the area of each, and failure by one or more of them to pay his share of the rental shall not
affect this lease on the part of the land upon which pro rata rentals are timely paid or dered; however, if the assi) or assignee does not file a certified copy of such
assignment in the General Land Office before the next reatal paying date, the entire lease shall terminate for failure to pay the entire rental due under Paragraph 3.
Every assignee 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 assignee of the

lease, including any liabilities to the State for unpaid royalties.

{B) ASSIGNMENT LIMITATION. Notwith ding any provision in Paragraph 27(a), if the owner of the soil acquires this lease in whole or in pad
by assignment without the prior written approval of the C issi of the General Land Office, this lease is void as of the time of assignment and the agency power
of the owner may be forfeited by the C issi An assi will be treated as if it were made to the owner of the soil if the assignes is:

(1) a nominee of the owner of the soil;

(2) a corporation or subsidiary in which the owner of the soil is a principal stockholder or isan iployee of such a corporation or subsidiary,
(3) a parinership in which the owner of the soil is a partner or is an employ of such a par hip;
(4) a principal stockholder or employee of the corporation which is the owner of the soil;

(5) a partoer or employee in a partnership which is the owner of the soil;
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. receiver, or conservator-for the

(6) a fiductary for the owner of the soil; including but not limited 1o a guardian, trustee,
owner of the soil; or
(7ya family member of the owner of the soil or related to the owner of the soil by marriage, blood, or adoption.
28. RELEASES. Under the conditions contained in this paragraph and Paragraph 29, Lessee may at any time execute and deliver to the owner of the soil
and place of record a release or releases covering any portion or portions of the leased premises, and thereby surrender this lease as to such portion or portions, and be

relieved of all subsequent obligations as to acreage surrendered. Ifany part of this lease is properly surrendered, the delay rental due under this lease shall be reduced by |

the proportion that the surrendered acreage bears to the acreage which was covered by this lease immediately prior to such surrender; however, such release will not
relieve Lessee of any liabilities which may have accrued under this lease prior to the surrender of such acreage,

29. FILING OF ASSIGNMENTS AND RELEASES. Ifall or any part of this lease is assigned or rel L such assi or release must be recorded
in the county where the land is si d, and the ded i or a copy of the recorded instrument certified by the County Clerk of the county in which the
instrument is recorded, must be filed in the General Land Office within 90 days of the last execution date accompanied by the prescribed filing fee. IT any such
assignment is not so filed, the rights acquired under this lease shall be subject to forfeiture at the option of the Commissioner of the General Land Office.

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land have been included in this instrument including the
statement of the true consideration to be paid for the exccution of this leasc and the rights and dutics of the parties. Any collateral agreements concerning the
development of oil and gas from the leased premises which are not contained in this lease render this lease mvalid.

31. FIDUCTARY DUTY. The owner of the soil owes the State a fiduciary duty and must fully disclose any facts affecting the State's interest in the leased
premises. When the interests of the owner of the soil conflict with those of the State, the owner of the soil is obligated to put the State's interests before his personal
interests.

32. FORFEITURE. If Lessee shall fail or refise to make the payment of any sum within thirty days after it becomes due, or if Lessee or an authorized
agent should knowingly make any false return or false report concerning production or drilling, or if Lessee shall fil or refuse to drill any offset well or wells in good
faith as required by law and the rules and lati dopted by the C iS5i of the General Land Office, or if Lessee should fail to file reports in the manner
required by law ar fail to comply with rules and regulations promulpated by the General Land Office, the School Land Board, or the Railroad Commission, or if Lessee
should refiuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail or refuse to give correct
information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lessee shall knowingly violate any of
the material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under
this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when
forfeited the area shall again be subject to lease under the terms of the Relinguish Act, H er, nothing herein shall be construed as waiving the automatic
termination of this lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder
reinstated before the rights of another intervene upon satisfictory evid to the C issi of the General Land Office of future compliance with the provisions of
the law and of this lease and the rules and lations that may be adopted relative hereto.

33. LIEN. Inaccordance with Texas Natural Resources Code 52.136, the State shall have a first lien upon all oil and gas produced from the area covered
by this lease to secure payment of all unpaid royalty and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the
State, in addition to the licn provided by Texas Natural Resources Code 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 arc held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or processing of

such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or
foss that Lessor may suffer by reason of Lessees breach of any covenant or condition of this lease, whether express or implied. This licn and security interest may be
foreclosed with or without court p Jings in the manner provided in the Title 1, Chapter 9 of the Texas Busincss and Commerce Code. Lessee agrees that the
Commissioner may require Lessee to execute and record such instruments as may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby
represents that there are no prior or superior liens arising from and relating to Lessce's activities upon the above-described property or from Lessee's acquisition of this
lease. Should the Commissioner at any time determine that this representation is not true, then the Commissionér may declare this lease forfeited as provided herein,

34, POOLING. Lessee is hereby granted the right to pool or unitize the royalty interest of the owner of the soil under this lease with any other leasehold
or mineral interest for the exploration, develof and production of oil or gas or either of them upon the same terms as shall be approved by the School Land Board
and the Commissioner of the General Land Office for the pooling or unitizing of the interest of the State under this lease pursuant to Texas Natural Resources Code
52.151-52,153. The owner of the soil agrees that the inclusion of this provision in this lease satisfies the execution requirements stated in Texas Natural Resources Code
52.152.

35, INDEMNITY. Lessce hercby releases and discharges the State of Texas aEd the owner of the soil, their officers, employees, partners, agents,
contractors, subcontractors, guests, invitees, and their respective successors and assigns, of and from all and any actions and causes of action of every nature, or other
harm, including environmental harm, for which recovery of d is sought, including, but not limited to, all Josses and expenses which are caused by the activities
of Lessee, its officers, employees, and agents arising out of, incidental to, or resulting from, the operations of or for Lessec on the leased premises hereunder, or that
may arise out of or be occasioned by Lessce's breach of any of the terms or provisions of this Agreement, or by any other negligent or strictly liable act or emission of
Lessee. Further, Lessee herchy agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil, their officers,
employees and agents, their successors or assigns, against any and all claims, liabilities, losses, damages, actions, personal injury (including death), costs and €Xpenses,
or other harm for which recovery of damages is sought under any theory including tort, or strict liability, including attorneys' fees and other legal cxpenses,
including those related to environmental hazards, on the leased premises or in any way related to Lessee's failure to comply with any and all environmental laws; those
anising from or in any way related to Lessee's operations or any other of Lessee’s activities on the leased premises; those arising from Lessee’s use of the surface of the
leased premises; and those that may arise out of or be occasioned by Lessee's breach of any of the terms or provisions of this Agrecment or any other act or omission of
Lessee, its di officers, employees, partners, agents, contractors, subcontractors, guests, invitees, and their respective successors and assigns. Each assignee of this
Agreement, or an interest therein, agrees to be liable for, exonerate, indemnify, defend and hold harmless the State of Texas and the owner of the soil, their officers,
employees, and agents in the same manner provided above in ion with the activities of Lessee, its officers, emplayees, and agents as described above. EXCEPT
AS OTHERWISE EXPRESSLY LIMITED HEREIN, ALL OF THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE
TERMS OF THIS AGREEMENT SHALL HE WITHOUT LIMITS AND WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING
FRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF
THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE,
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36. ENVIRONMENTAL HAZARDS. Lessee shall use the highest degree of care and reasonable safeguards to p C ination or polluti i
of any environmental medium, including soil, surface waters, groundwater, sediments, and surface or subsurface strata, ambient air or any other |
environmental medium in, on, or under, the leased premises, by any waste, pollutant, or contaminant. Lessee shall not bring or permit to remain on the leased
premises any asbestos containing materials, explosives, toxic materials, or sub gulated as I lous wastes, hazardous materials, hazardous
substances (as the term "H; lous Substance” is defined in the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA), 42
U.S.C. Sections 9601, et seq.), or toxic substances under any federal, state, or local law or regulation ("Hazardous Materials"), except ordinary products {
commonly used in connection with oil and gas exploration and development operations and stored in the usual manner and quantities. LESSEE'S
VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND
AGAINST ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS'
FEES AND COURT COSTS) CAUSED BY OR ARISING OUT OF (I) A VIOLATION OF THE FORECGOING PROHIBITION OR (iI) THE
PRESENCE, RELEASE, OR DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING
LESSEE'S OCCUPANCY OR CONTROL OF THE LEASED PREMISES, LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR
ANY SOIL OR GROUND WATER CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS
MATERIALS IN, ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN
CONFORMANCE WITH THE REQUIREMENTS OF APPLICABLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY,
BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER
ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY GIVE THE STATE OF TEXAS AND THE OWNER OF THE
SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS PARAGRAPH, UPON LEARNING OF THE PRESENCE
OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY GOVERNMENTAL AGENCY PERTAINING TO
HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS OF LESSEE HEREUNDER SHALL 1
SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT. |

37. APPLICABLE LAW. This lease is issued under the provisions of Texas Natural Resources Code 52.171 through 52.190, commonly known as
the Relinquishment Act, and other applicable statutes and amendments thereto, and if any provision in this lease does not conform to these statutes, the
statutes will prevail over any nonconforming lease provisions.

38. EXECUTION. This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in
the General Land Office of the State of Texas. Once the filing requirements found in Paragraph 39 of this lease have been satisfied, the effective date of this
lease shall be the date found on Page 1.

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this lease must be filed of record in the office of the

County Clerk in any county in which all or any part of the leased premises is located, and certified copies thereof must be filed in the General Land OftTice,

This lease is not effective until a certified copy of this lease (which is made and certified by the County Clerk from his records) is filed in the General Land Of

fice in accordance with Texas Natural Resources Code 52. 183. Additionally, this lease shall not be binding upon the State unless it recites the actual and true
ideration paid or promised for execution of this lease. The bonus due the State and the prescribed filing fee shall accompany such certified copy to the !
General Land Office. !

40. Rentals in the amount of $40.00 for years two and three of this lease have been prepaid. One half (%) of this amount has been paid to the !
Lessor and one half (V%) has been paid to the State of Texas. Rental for the fourth year in the amount of $4,020.00 has not been paid and if the fourth year
rental is not paid then this lease will expire. One half (%) of the fourth year rental will be paid to the Lessor and one half (¥3) will be paid to the State of
Texas. Rental for the fifth year is included in the fourth year rental and if the fourth year rental is paid then no additional rentals are due under this lease.

A
LESSE]’ Crétiant Properties, Inc.
BY: William A Chalfant
TITLE: President

DATE; \D% { C"f\‘?,D'Cf:}

STATE OF TEXAS STATE OF TEXAS

\ (\\ﬂ-o‘_s(u\ |

BY: Timothy A. Skinnér, dealing in his sole and

separate property
TITLE: Individually and as agent for the State of Texas TITLE: Individually and as agent for the State of Texas
Date: @C-k =3 + Zow § Date:
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STATEOF racenscr i;

COUNTY OF c;é dm{_.-

Before me, the undersigned authority, on this day personally appeared Timothy A. Skinner. dealing in his sole and
separate property, known to me 1o be the persans whose names are subscribed to the foregoing instrument, and acknowledged
to me that they exccuted the same for the purposes and consideration therein expressed.

Given under my hand and seal of office this the 3&( day of _@&Q‘M , 2005.

Notary Public in and for

My Commission expires: 4& , S0 200L

True and Correct
copy of
—Qriginalfiledin*
Reeves County
Clerks Office

¥
'
¢
i
5
1




800K 716 e 171

[
STATE OF TEXAS '
COUNTY OF MIDLAND
Before me, the undersigned authority, on this day personally appeared William A. Chalfant,
known to me to be the person whose name is subscribed to the foregoing instrument, as President of
Chalfant Properties, Inc. 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 i
Given under my hand and seal of office this the WD) Y day of I
OcaxclPrR. , 2005, |
|
|
!
|
Notary Public in and for the State of Texas
MASHALA K. CROSS
Notary Public, Stats of Texas '
] My Commission Expires  §
7-16-2008 ’
e R e
L Y
OR RACE 15 tidval-l & o ! '
FILE No.__ 5050 e _ f
FILED FOR RECORD ON THE _ 2ND paY oF NOVEMBER A.D. 2005 4:56 P.y,
DULY RECORDED ON THE ;  4TH. DAY OF ___ NOVEMBER A.D. 2005 10:00 A.x “f |
T R P | ' ————— B
BY: i F LAk i PAN g T 4T » DEPUTY DIANNE O. FLOREZ, COUNTY CLEEK I
— = ST

AR o B!
= N Original filed in
O/ Reeves G
=55 ieeve Ounty
Clerks Office
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS
COUNTY OF REEVES

The above and foregoing is a full. true and correct photographic copy of the
original record now in my fawful custody and possession, as theiaing is

filed/recorded in the public_records of my office, found in
PAGEL63 . THRU_L171 ,Oﬁ‘FIﬁﬁ&Rﬁﬁmﬂtﬁ
I hereby certified on NOVEMBER 8,2005

MR Q6
57 NE
\Sa)%a DIANNE O. FLOREZ, EGUNTY CLERK
/S, ‘_' p
g \_)5 /7,(/ Aagpuw




WILLIAM A. CHALFANT, CPL Ofc: (432) 684-9819

Fax: (432) 682-2601
E-mail: bill@chalfantproperties.com

CHALFANT PROPERTIES, INC.
Of & _C_‘;rjai fsang and J(j':opnﬂzs
1502 NORTH BIG SPRING
P.O.BOX 3123
MIDLAND, TEXAS 79702-3123

September 28, 2005

Mr. Drew Reid

TEXAS GENERAL LAND OFFICE
1700 North Congress Ave
Austin, TX 78701

RE: NE/4 and SW/4 of Section 18
Block 54, T-4 T&P RR Co Survey
Reeves County, TX

Dear Mr. Reid:

I have reached an agreement with three surface owners under the above-captioned
land. I have attached a copy of the Oil and Gas Leases for these owners.

The terms are $302.00 per acre (including paid up rentals for the first two years) for
a five year paid up lease with 1/5th royalty. Year 4 to be paid at $201.00 per acre
(including paid up rentals for the 5*" year)

I would like for the land office to approve the leases as to form and consideration.
Please email your reply of approval to: mashala@chalfantproperties.com

Sincerely,

&

William A. Chalfant, CPL /Lﬁ q (p / )

WAC/mkc ¢ /( 0
enclosures W - 0/} B

AAPL’s FIRST INDEPENDENT LANDMAN OF THE YEAR 1998 - 1999
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WILLIAM A. CHALFANT, CPL Ofc: (432) 684-9819
Fax: (432) 682-2601
E-mail: bill@chalfantproperties.com

CHALFANT PROPERTIES, INC.
Ol & Gas Leasing and Propsaties
1502 NORTH BIG SPRING
P. O.BOX 3123
MIDLAND, TEXAS 79702-3123

November 10, 2005

Mr. Drew Reid

TEXAS GENERAL LAND OFFICE
1700 North Congress Ave.
Austin, TX 78701

RE: Section 18: NE/4 and SW/4
Block 54, Township 4 T&P RR Co Survey

Reeves County, Texas

Dear Mr. Reid:

Enclosed please find a certified copy of Oil and Gas Lease from the following:

1. Oil and Gas Lease dated September 28, 2005, from_The State of Texas, acting by
and through its agent, Dorothy Jane Williams, dealing in her sole and
separate property, covering her interest in 40.0 net mineral acres. The State of
Texas to receive lease bonus payment of $6,040.00.

Also enclosed is a check in the amount of $6,165.00, including lease bonus payment and a
State filing fee of $125.00.

Should you have any questions, please do not hesitate to call.

Sincerely,

William A. Chalfant, CPL
WAC/sss
Enclosures

AAPL’s FIRST INDEPENDENT LANDMAN OF THE YEAR 1998 - 1999



CHALF A
HASFANLEROTERTIES,ING.  WESTTEXAS NATIONAL BANK 7267
432) 884-9819 88-467/1123

M|DE'_0ANBDO)'<D:(“7%§ID2
::; ;‘;OER 7 i Date 11/10/2005
OF TEXAS GENERAL LAND OFFICE $ *#%6,165.00
Six Thousand One Hundred Sixty-Five and 00/1Q0**#**# ¥ sk bk bt srstssysrrii®sl  DOLLARS
@ e
TEXAS GENERAL LAND OFFICE S
1700 NORTH CONGRESS AVE.

AUSTIN, TX 78701

Memo Lease Bonus & State Filing Fee: Sec 18, Blk 54, T4, T&P

Lpi



WILLIAM A. CHALFANT, CPL Ofc: (432) 684-9819
Fax: (432) 682-2601
E-mail: bill@chalfantproperties.com

CHALFANT PROPERTIES, INC.
Ol & Gas Leasing and Properties
1502 NORTH BIG SPRING
P.O.BOX 3123
MIDLAND, TEXAS 79702-3123

November 10, 2005

Mr. Drew Reid

TEXAS GENERAL LAND OFFICE
1700 North Congress Ave.
Austin, TX 78701

RE: Section 18: NE/4 and SW/4
Block 54, Township 4 T&P RR Co Survey

Reeves County, Texas

Dear Mr. Reid:

Enclosed please find a certified copy of Oil and Gas Lease from the following:

1. Oil and Gas Lease dated September 28, 2005, from_The State of Texas, acting by
and through its agent, Timothy A. Skinner, dealing in his sole and separate
property, covering his interest in 20.0 net mineral acres. The State of Texas to
receive lease bonus payment of $3,020.00.

Also enclosed is a check in the amount of $3,145.00, including lease bonus payment and a
State filing fee of $125.00.

Should you have any questions, please do not hesitate to call.

Sincerely,

William A. Chalfant, CPL
WAC/sss
Enclosures

AAPL’s FIRST INDEPENDENT LANDMAN OF THE YEAR 1998 - 1999
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CHALFANT PR
LEASE BAt;‘Nus CL%:IENRGTAECS(SI!I”P WER ﬁfnﬁ‘:”g{ﬁxﬂgpg;u e 7266
& ) 684-9819 88-467/1123
MIDIAND 15 Tar02
PAY TO g Date 11/10/2005

MEOROER TEXAS GENERAL LAND OFFICE $ *¥3,145.00

[ N A 3% 3k s ok ok o ok 3 sk o sk sk ok s ok ok ok ok ok ok ok ke ok sk ke sk ok ok ok ok ok ok
Three Thousand One Hundred Forty-Five and 00/100 DOLLARS
Security features
(s

OF

TEXAS GENERAL LAND OFFICE
1700 NORTH CONGRESS AVE.

AUSTIN, TX 78701

) Lease Bonus & State Filing Fee: Sec 18, Blk 54, T4, T&P
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WILLIAM A. CHALFANT, CPL Ofc: (432) 684-9819
Fax: (432) 682-2601

E-mail: bill@chalfantproperties.com

CHALFANT PROPERTIES, INC.
Ol & Gas Leasing and Propetics
1502 NORTH BIG SPRING
P.O.BOX 3123
MIDLAND, TEXAS 79702-3123

December 12, 2005

Mr. Drew Reid

TEXAS GENERAL LAND OFFICE
1700 North Congress Ave.
Austin, TX 78701

RE: Section 18: NE/4 and SW/4
Block 54, Township 4 T&P RR Co Survey

Reeves County, Texas

Dear Mr. Reid:

Enclosed please find a certified copy of Gil and Gas Lease from the following:

1. QOil and Gas Lease dated September 28, 2005, from_The State of Texas, acting by

and through its agent, Dean Eric Skinner, dealing in_his sole and separate

property, covering his interest in 20.0 net mineral acres. The State of Texas to
receive lease bonus payment of $3,020.00.

Also enclosed is a check in the amount of $3,145.00, including lease bonus payment and a
State filing fee of $125.00.

Should you have any questions, please do not hesitate to call.

Sincerely,

ez

Willilam A. Chalfant, CPL
WAC/sss
Enclosures

AAPL’s FIRST INDEPENDENT LANDMAN OF THE YEAR 1998 - 1999
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TEXAS GENERAL LAND OFFICE

$ **3,145.00
TEXAS GENERAL LAND OFFICE

1700 NORTH CONGRESS AVE.
AUSTIN, TX 78701

Memo Lease Bonus & State Filing Fee: NE4 & SW4 Sec 18, B[kS‘f,T'/
SRR

Date 12/12/2005
Three Thousand One Hundred Forty-Five and 00/ 100# %% %%k ok s ookt sk o o ook ok

DOLLARS

G

(Ore
(/ CHALFANT PROPERTIES, INC. WEST TEXAS NATI
LEASE BONUS CLEARING ACCOUNT o TEMD._fNE'_‘:‘x 7?7'8'1‘“" R 7355
432) 684-981 88-467/1123
.0. BOX 3123
MIDLAND, TX 79702
PAY TO
THE ORDER
OF

Secunty leaturss
included.
Details on bace

Reid






GENERAL LAND OFFICE

JERRY PATTERSON, COMMISSIONER

June 29, 2006

Attn: Wm. A. Chalfant, CPL
Chalfant Properties, Inc.
P.0O.Box 3123

Midland, Texas 79702-3123

Re:  RELINQUISHMENT ACT LEASE No. M-105571
320 acres out of the NE/4 & SW/4 of Section 18,
Blk. 54, T-4, T&P Ry. Co. Survey,
Reeves County, Texas

Dear Mr. Chalfant:

The certified copy of the Rélinquishment Act lease covering the above referenced tracts has been
~ approved and filed in our records under Mineral File number M-105571. Please refer to this
number in all future correspondence concerning the lease.

Your remittance of $36,205.00, has been applied as the state's portion of the cash bonus
$36,080.00, along with a processing and filing fee in the amount of $125.00. Please let me know if
you should have any questions. ' '

Sincerely,
Db 6
Drew Reid dts—

Minerals Leasing
Energy Resources
(512) 475-1534

MS/DR

Stephen F. Austin Building « 1700 North Congress Avenue * Austin, Texas 78701-1495
Post Office Box 12873 = Austin, Texas 78711-2873
512-463-5001 - 800-998-4GLO

www.glo.state.tx.us
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CHESAPEAKE OPERATING, INC. PO. BOX 18496 OKLAHOMA CITY, OK 73154
" LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY  AUGUST 19, 2008
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $4,020.00

g9/28/2008 10

DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
o/2g/2010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:

Survey: T&P RR  Block/Suffix: 54 Township: 4  Section: 18 Short Desc: NE/4, SWi4 OF SEC 18, BLK 54, TWSP 4, T&PR SVY

TENDERED TO

AYMENT OPTION TO EXTEND
EASE NUMBER TX1990069-002 LEASE DATE:  ©/28/2005 PROSPECT. DIXIE LAND
ECORDED: BOOK 716 PAGE 172 ENTRY NUMBER: 5051 COUNTY/PARISH REEVES STATE Tx
OR CREDIT OF: : . : AMOUNT
017397 COMMISSIONER OF THE GENEFiAL LAND
OFFICE OF THE STATE OF TEXAS Acct; 4,020.00
STEPHEN F. AUSTIN BUILDING 112 $8,040.00 FOR ADDITIONAL 2 YRS
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701
. / )
mFss 11 (C)
YOUR RECORDS
IMPORTANT Subtotal 402000
1e attached check is for the person{s) named above. Please date, sign ) .
wd return the attached receipts on the day you receive it. If directed to Date Received EﬁNA'EgEstwCE
bank, piease deposit the amount o the credit fo the person(s) named COPY r . 0.00
»ove and date, sign and return the receipt on the day you receive it, If Sign Here 0 Grand Total 4020.00
srespondence required, please make reference to lease number, ~ ! ’
By YOUR R ‘{ ECOR Check No. 36344

CHESAPEAKE OPERATING, INC.
DELAY RENTAL ACCOUNT
RO. BOX 18496
OKLAHOMA CITY, OK 73154
14 405/848-8000

‘:':. l.tttt"a:‘w*:f‘**uw?:?*-4Iozo * DOLLARS * 00 *CENTS

TO COMMESSIONER OF THE GENERAL LAND
THE " OFFICE:OF THE STATE OF" TEXAS

ORDER ;STEPHENF; AUSTIN BUILDING -
OF

1700; NORTH CONGRESS SUITE 600
AUSTIN, TX 78701 g

08/19/2008

BANK QF QKLAHOMA, N.A.
CKLAHCOMA CiTY, OK

36344

39-13/1030

AMOUNT
$4,020.00
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CHESAPEAKE OPERATING, INC. PRO.BOX 18496 OKLAHOMA CITY, OK 73154
‘ LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY  AUGUST 19, 2008 ' . - TENDERED TO
COMMISSIONER OF THE GENERAL LAND

THE SUM OF $2,010.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW
IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM

s26r2008 1O ejzmiz010 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:
Survey: T&P RR  Block/Suffix: 54 Township: 4 Section: 18  Short Desc: NE/4, SW/4 OF SEC 18, BLK 54, TWSP 4, T&PR SVY

AYMENT OPTION TG EXTEND

EASE NUMBER TX1980072-001 LEASE DATE:  9/28/2005 PROSPECT:  DIXIE LAND
ECORDED: BOOK 718 PAGE 109 ENTRY NUMBER: 5438 COUNTY/PARISH REEVES STATE 71X
JOR CREDIT OF: : G . ‘ AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS Acct: 2,010.00
STEPHEN F. AUSTIN BUILDING 1/2 $4,020.00 FOR ADDITIONAL 2 YRS

1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701

s (D)

COPY FOR
YOUR RECORDS
IMPORTANT

Subtotal 2 010.00

e attached check is for the person{s) named above. Please date, sign . H) ' ’
1 return the attached receipts on the day you receive it. If directed to Date Received COPY FOI\ Eﬁﬁﬁesgﬂs‘”c'z 0.00

bank; please deposit the amount to the credit fo the person(s) named : i » . :
ove ahd date, sign and return the receipt on the day you receive it. if Sign Here YOUR REJCGRDS Grand Total 5010.00

srrespondence required, please make reference 1o iease number, ! '
By Check No. 16346

CHESAPEAKE OPERATING, INC. Ao e o 3634R
DELAY RENTAL ACCOUNT . L
RO. BOX 18496

OKLAHOMA CITY, OK 73154 39-13/1030
s 405/848-8000 ey RENER

AMOUNT

; w*éﬁ%ﬂw&'ﬁﬂuzo?o * DOLLARS . 00 CENTS $2‘01 0.00

PAY o
TO comwssnom&R OF THE GENERAL LAND
THE . OFFICE OF THE STATE OF TEXAS o

ORDER L STEPHEN F; AUSTIN BULDING " =
OF 1700.NORTH CONGRESS SUITE 600~

AUSTIN, TX 78701
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CHESAPEAKE OPERATING, INC.  RO. BOX 18496 OKLAHOMA CITY, OK 73154
' LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY auGuUST 19, 2008. - . . _ . TENDERED TO
COMMISSIONER OF THE GENERAL LAND
THE SUM OF $2,010.00 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW

IN AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM
or28i2008 7O gzerz0t0 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS:

Survey: T&P RR  Block/Suffix: 54 Township: 4 Section: 18  Short Desc: NE/4, SW/4 OF SEC 18, BLK 54, TWSP 4, T&PR SVY

AYMENT OPTION TO EXTEND

EASE NUMBER TX1990069-001 LEASE DATE:  9/28/2005 PROSPECT:  DIXIE LAND
ECORDED: BOOK 718 PAGE 163 ENTRY NUMBER: 5050 COUNTY/PARISH REEVES STATE  TX
DR CREDIT OF: : ‘ AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS Acct: 2,010.00
STEPHEN F, AUSTIN BUILDING 1/2 $4,020.00 FOR ADDITIONAL 2 YRS

1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701

el

IMPORTANT Subtotal
hed check is for th ( ¢ above. Please dat 2,010.00
e attached check is for the person(s) named above. Please dats, sign . BANK SERVICE
1d return the attached receipts on the day you receive it, If directed to Date Received vy —e s CHARGE §
hank, please deposit the amount to the credit fo the parson{s) named ) U T UK 0.00
»ave and date, sign and return the receipt on the day. you receive if, If Sign Here oy - Grand Totat 2.010.00
srespondence required, please make reference to lease nuember. & @ B f% & L(,( }R! 3& Check N g .
' By RO 36342

: BANK OF OKLAHOMA, N.A.
CHESAPEAKE OPERATING, INC. OKLAHOMA CITY. OK 3 6 3 4 9
DELAY RENTAL ACCOUNT ; ~
RO. BOX 18496
OKLAHOMA GITY, OK 73154 86-13/1030
71 405/848-8000 R
T Lo < AMOUNT
B u{én?@lw%émzlo1o . DOLLARS <o CENTS 08/?9.’2{}08 $2,010.00
PAY e A e
TO COMMISS!ONER OF THE GENERAL LAND
THE “ OFFICE OF THE STATE OF TEXAS E
ORDER Ly STEPHEN F: AUSTIN BUiLDING :
OF 1700 NORTH CONGRESS SUITE 600

AUSTIN, TX78701
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