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APPUCANT 
IDENTIFICATION 
TO APPEAR ON 
LEASE (type/print) 

AREA 
DESCRIPTION 

BID 
SUBMISSION 

MGL. NO. 

14 

STATE OF TEXAS 
TAX I .D. # 

SIGNATURE OF 
AGENT 

State Lease Number 

M-1fl5S04 
For GLO Use Onlv 

OCTOBER 4, 2005 

MINERAL LEASE BID APPLICATION 

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

Name: Chalfant Prooerties. Inc 

Address : PO Box 3123 

City: Mid land State: TX Zip: 79702-3123 
(Include +4 Code) 

Teleohone: (432) 684-9819 

County(ies): Loving Survey/Area: W&NW Ry Co Survey 
(If Applicable) 

Block/Tsp.: Block 2 Section/Tract: Section 46 Acres: 78 
(If Applicable) 

(A) Bonus Amount ($)45.942.00 

Forty Five Thousand Nine Hundred Forty Two and 00/100 
(type/print above) 

(B) Sales Fee Amount ($)689.13 

Six Hundred Eighty Nine andl 13/100 
(type/print above) 

This Sales Fee is 1 V2% of the cash bonus as provided in Section 32.110 of the 
Natural Resources Code as amended. 

APPUCANT NAME BONUS AMOUNT ONLY~ 
(Do Not include sales fee) OO 

0'57 
Chalfant Properties. Inc 
(same as above) 

N45.942.oo ~0' 

William A Chalfant 
(type/print name) 
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Lease Form 
Revised I 0/99 
Surveyed School Lo nd 

~ustin, mexas 

OIL A D GAS LEASE 
NO. l\1-105604 

WHEREAS, piiiSU3ntto the Texas Nalwlll Resoun:es Code Chapters 32, 33, S I, and Chapter 52, Subchapters A-D and H. (said Cnde being hereinafltr referred to :u N.R.C.), and subject to aU 
rules and regulations promulgated by the Commissioner of tbe General Land Office and/or tbe School Land Board purs113nt thereto, and aU otber applicable surutes and amendments to sa.id 
N.R.C., tbe following area, to-wir: 

SECTION 46, BLOCK 2, W. & N. W. RY. CO. SURVEY, LOVING COUNTY, TEXAS, CONTA I lNG APPROXIMATELY 78 ACRES, AS SHOWN ON THE OFFICIAL MAP 
OF LOVING COUNTY, TEXAS NOW ON FILE IN THE T EXAS GENERAL LAND OFFICE, AUSTI , TEXAS, 

was, after being duly advertised, offered for lease on the 4 .. day or October, 2005, at 10:00 o'cloclc a.m, by the Commissioner of the General Land Office of the State of Texas and the School 
Land Board of the State ofTexas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above descn'bed area; and 

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a 
regular meeting thereof in the General !.and Office, on the 4'" day of October, 2005, hereinafter the "effective date" and it was found and determi.ned that CHALFANT PROPERTIEs, l C. 
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-3123 had offered the highest and best bid for a lease of the area above dcscnbcd and is, therefore, entitled to receive a lease 
lltereon: 

NOW, TH EREFORE, I, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafltr sometimes referred to as "Lessor," whose address is Austin, Texas, by 
virtue of the authority vested in me and in consideration of the payment by the hcreinafltr designated Lessee, the swn of Forty-Five Thousand Nine Hundred Forty-Two And 00/100 Doll an 
(S45,942.00), receipt of which is hereby acknowledged and of the royalties, covenants, stipulations and conditions contained and hereby agreed to be paid, observed and performed by Lessee, do 
hereby demise, grant, lease and let unto the above mentioned bidder the exclusive right to prospect for, produce and take oil and/or gas from the aforesaid area upon the foUowiog tenns and 
conditions, tC>-wit: 

1. R.ESERV ATION: There is hereby excepted and reserved to Lessor the full usc of the property covered hereby and all rights with respect to the surface and subsurface thereof for any and 
aU purposes except those granted and to the extent herein granted to Lessee, togetber with the rights of ingress and egress and usc of said lands by Lessor and its mineral lessees, for purposes of 
exploring for and producing the minerals which are not covered, or which m:ay not be covered in the future, under tbe terms of this lease, but wbicb m>y be located within tbe surface boundaries 
of the leased area. All of the rights in and to the leased premises retained by Lessor and all of the rights in and to tbe leased prcrrases granted to Lessee herein shall be exercised in such a manner 
that neither shall unduly interfere with the operations of the other. 

2. TERM: Subject to the other provisions hereof, this lease shall be for a term of Ove (S) yean from the effecti"e date hereof (herein called "primary term") and as long thereafter as oil or 
gas is produced in paying qll3ntities from said area. 

3. DELAY RENTALS: If no well is commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall terminate as to both parties unless the Lessee on or 
before said date shall pay or tender to the Corrmissioner of the General Land Office of the State of Texas at Austin, Texas, the amount specified in the following schedule rrultiplied by tbe 
nwnber of acres in the premises, which shall operate as a rental and cover the privilege of deferring the conwneneement of a well for ~»·elvc (12) months from said date. In like m>nner and upon 
payments or tenders of amounts set out in the following schedule, the commencement of a well may be further deferred for a like period of the same nwnber of months. 

Annjversarv Date Delay Ren!l!l ocr Acre 
First S 5.00 
Second S 5.00 
Third $25.00 
Fowth S2S.OO 

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

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distiUate, and otber liquid 
hydrocarbons recovered from oil or gas run through a separator or other equipmen~ as hereinafter provided, 1/4 part of the gross production or the market value thereof; at the option of the 
Lessor, such value to be determined by I) tbe highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or otber liquid hydrocarbons, respectively, of a lilce type and 
gravity in the general area where produced and when run. or 2) tbe highest marl<et price thereof offered or paid in the general area where produced and when run, or 3) tbe gross proceeds of the 
sale tbereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it wl11 be nm free of cost to Lessor through an 
adequate oil and gas separator of conventional type or other equipment at least as efficient to the end that all liquid hydroca.rbons rcco"erable from the gas by such means wtll be recovered. Upon 
wriuen consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such tenns and conditions as presen'bed by Lessor. 

(B) ON-PROCESSED GAS: As a royalty on any gas (includmg Oared gas), wluch is defmed as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A) abo''C, 
produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of gasohne, liquid hydrocaibons or other products) l/4 part of the gross 
production or the market value thereof, at the option of the Lessor, such value to be based on the highest market price paid or offered for gas of comparable q113lity in the general area where 
produced and when run, or the gross price paid or offered to l11e producer, whichever is greater provided that the maximwn pressure base in measuring the gas under this lease contract shall not at 
any time exceed 14.65 pounds per square inch absolute, a.nd the standard base ten-.x:rature shall be si"Y (60) degrees Fahrenheit. correction to be made for pressure according to Boyle's Law, 
and for specific gravity according to test made by the Balance Method or by the most approved method of testing being used by the indusuy at the time of testing. 



(q PROCESSED CAS: As a royalty on any gas processed in a gasoline plant or other plant for the =very of gasoline or other liquid hydrocarbons, 114 part of the residue gas and the 
liquid hydrocarbons ex!raeted or the l'lllrl:et value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (I 00"/e) of the total plant production of residue 
gas attnbutable to gas produced from this lease, and on fifty percent (SO%) or that percent accruing 10 Lcssee, whichever is the greater, of the total plant production of Liquid hydrocarbons, 
annbutable to the gas produced from this lease; provided that if liquid hydroearbons are reeovered from gas processed in a plant in which ussee (or its pa.rent, subsidiary or affiliate) owns an 
interest, then the pereentage applicable 10 liquid hydrocarbons shall be fifty percent (SO%) or the higbest percent accruing 10 a third party processing gas through such plant under a processing 
agreement negotiated atanns' length (or if there is no such third party, the higbest percent then being specified in processing agreements or con!J'aets in the induslry), whichever is the greater. Tbe 
respective royalties on residue gas and on liquid hydrocarbons shall be determined by I) the highest market price paid or offered for any gas (or liquid hydrocarbons) of co,..,arable 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 ofliquid 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 bad the gas not been processed. 

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

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

(E) VARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursua.nt to the tel'!M of 
this lease and such production is brought on line and sales thereof are commenced within eighteen ( 18) months of the effective date hereof, the royalty rate provided herein shall be reduced to 
20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such eighteen ( 18) month term during which Ussee may earn a 
reduced royalty rate of20% as herein provided, U5see should drill in good faith and complete the first well as a dry hole on the land covered by this lease, ussee rnay receive a three (3) month 
extension of the term in which to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the 
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established 
and so that such production is brought on line and sa.les thereof are commenced prior to the expiration of such three (3) month extension period. 

(ii) In the event production in paying quantities is established pursuant to the tenus of this lease and such production is brought on line and sales thereof are convnenced after the expiration 
of eighteen ( 18) months from the effecth·e date hereof but prior 10 the expiration of twenty-four (24) months from the effective date hereof, the royalty rate provided herein shall be reduced to 
22.5% and shall apply to each subsequent well drilled and produced on the land covered by th.is lease. Provided that, if during such six (6) month term during which ussee may earn a reduced 
royalty 1'3te of 22.S% as herein provided, ussee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, ussee may receive a three (3) month 
extension of the term in which to ea.m a reduced royalty rate by giving notice 10 the Commissioner of the General Land Ollice, commencing drilling operations on an additional well prior to the 
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing sa.me so that production in paying quantities is established 
and so that such production is brought on line and sales thereof are commenced prior 10 the expiration of such three (3) month extension period. 

(F) NO DEDUCTIONS: Lcssee agrees that all royalties accruing 10 ussor under this lease shall be without deduction for the cost of producing, transporting, and otherwise making the oil, 
gas and other products produced hereunder ready for sale or use. 

(C) ROYALTY IN KINO: Notwithstanding anything contained herein 10 the contrary, Lessor may, at its option, upon not less than 60 days notice to Lessee, require at any time or from 
time to time that payment of all or any royalties accruing to ussor under this lease be made in kind without deduction for the cost of producing, gathering, storing, separating, treating, 
dehydrating, compressing, processing, transporting and otherwise nl3king the oil, gas and other products produced hereunder ready for sale or use. usso~s right to take its royalty in kind shall not 
diminish or negate usso~s rights or ussee's obligations, whether express or in1>1ied, under this lease. 

(H) PLANT FUEL A 0 RECYCLED CAS: No royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel used 10 process gas produced hereunder 
in any processing plant Notwithstanding anything contained herein 10 the contrary, and subject to the consent in writing of the Commissioner of the General Land Office, US5ee may recycle gas 
for gas lift purposes on the leased premises after the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until such time as the 
same m:~y thereafter be produced and sold or used by Ussee in such manner as 10 entitle Lessor to a royalty thereon under the royalty provisions of this lease. 

(I) Ml lM UM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid 10 Lessor in no event shall be 
less than an amount equal to SS.OO per acre; otherwise, there shall be due and payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to SS.OO per 
acre less the amount ofroyah.ies paid during the preceding year. 

(J) MARGI AL PRODUCTION ROYALTY: Upon Ussee's written application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimum 
royalty set out in subparagraph 4 (I) 10 extend the economic life of this lease and encourage reeo>-ery of oil or gas that might otherwise remain ~covered. Any such royalty reduction must 
conform to the requirements of any School Land Board administrative rules on this subject Royalty m:~y not be reduced below the applicable starutory minimwn 

S. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shaU be paid to the Commissioner of the General Land OffiCC at Austin, Texas, in the following manner: 
Payment of royalty on production or 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 OffiCC 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 
I Sth day of the second month succeeding the month of production, accompanied by the afftdavit of the owner, manager or other authorized agent, completed in the form and manner prescnbed 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 
conftrming the gross production, disposition and nurket 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 reeords which the General Land Office may require 10 verify the gross production, disposition and l'lllrl:et value. In 
all cases the authority of a manager or agent to act for the Ussee 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 pa.id on each lease. lfussee pays his royalty on or before thirty (30) days after 
the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10% 
of the royalty due or $25.00 whichever is greater. In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty (60) 
days overdue. Affidavits and supporting documents which are not filed when due shall incur a pe.nalty 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 ussee shall bear all responsibility for paying or causing royalties to be paid as prescnbed by the due date provided herein. 
Payment of the delinquency penalty shall in no way operate to prolubit the State's right of forfeiture as provided by law nor actiO postpone the date on which royalties were originally due. Tbe 
above penalty provisions shall not apply in cases of title dispute as 10 the State's portion of the royalty or 10 that portion of the royalty in dispute as to fair market value. 

6. {A) RESERVES, CONTRACTS AND OTHER RECORDS: Ussee 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 aU 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 Genel'31 Land Office unless otherwise authorized by u ssee. All other contracts and records pertaining 10 the production, tra.nsportation, sale and 
rmrketing 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 Oflke, the Attorney General, the Go>-ernor, or the representative of any of them. 

(B) DRILLING RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the Genel'31 Land Office by u ssee or operator five (S) days before spud 
date, work.over, re~nlry, temporary abandonment or plug and abandonment of any well or wells. Sucb written notice to the General Land Office shall include copies of Railroad Commission 
forms for application 10 drill. Copies of well tests, completion reports and plugging reports shall be supplied 10 the General Land Office at the time they are filed with the Texas Railroad 
Commission. ussee shall supply the General Land OffiCe with any records, memoranda, accounts, reports, cuttings and cores, or other infol'lll3tion relative 10 the operation of the above-descnbed 
premises, which may be requested by the General Land Office, in addition 10 those herein expressly provided for. ussee shall have an elecoieal 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 descnbed premises and shall transmit a true copy of the log of each survey on each well to the 
Genel'31 Land Office witl>in fificen ( IS) days after the making of said survey. 
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(C) PENALTIES: Lessee shall incur a penalty whenever reports, documents or other materials :ue not filed in the General Land Office when due. 1be penalty for late filing shall be set by 
tl1e General Land Office administrative rule which is effective on the date when the materials were due in the General Land Office. 

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

(A) VERTICAL: In the event Ibis lease is in force and effect two (2) yea~ after the expiration date of the primary or extended term it shall then terminate as to all of the leased premises, 
EXCEPT (I) 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 (includ.ing a shut-in 
oil or g;>s well as provided in Paragraph II hereoQ, or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a producing 
pooled unit pursuant to Natural Resources Code Sections 52. 151-52.153, or (3) such greater or lesser nwnber 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. Within 90 days of a 
partial termination of this lease in accordance wilh this subparagraph and upon payment of the minimum filing fee set by General Land Omce rules in effect at !be time of !be partial termination, 
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably necessary for the continued operation of 
the portions of the lease remaining in force and effect If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a surface lease from the Land 
Office. but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease. 

(8) HORIZONTAL: In the event this lease is in force and effect two (2) yea~ after the expiration date of the primary or extended term it shall further terminate as to aU deplhs below 100 
feel below the total depth drilled (hereinafter "deeper depths") in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) yea~ after the primary or extended 
tcm1 Lessee pays an amount equal to one-half ( 112) of the bonus originally paid as consideration for this lease (as specified on page I hereoQ. If such amount is paid, this lease shall be in force 
and effect as 10 such deeper depths, and said termination shall be delayed for an additional period of two (2) y~ and so long thereafter as oil or gas is produced in paying qua.ntities 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 School Land Board. Within thirty (30) days after partial termination of this lease as provided herein, Lessee shall execute and record a 
release or releases containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General 
Land Office, accompanied by the liling fee prescribed by the General Land Office rules in effect on the date the release is filed. If Lessee fails or refuses 10 execute and record such release or 
releases witl>.in ninety (90) days after being requested to do so by lhe General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or 
dcplhs 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. I fat any time after the effective date of the partial termination provisions hereof, the applicable field rules :ue changed or the well or 
wells located thereon are reclassified so !bat less acreage is thereafter allocated 10 said well or wells for production purposes, this lease shall thereupon terminate as 10 all acreage not thereafter 
allocated to said well or wells for production purposes. 

8. OFFSET WELLS: If oil and/or gas should be produced in commercial quantities from a well located on land privately owned or on State land leased at a lesser royalty, which well is within 
one thousand (1 ,000) feet of the area included herein, or which well is draining the area covered by Ibis lease, the Lessee shall, within sixty (60) days after such initial production from the draining 
well or the well located within one thousand (1,000) feet from the a.rea covered by this lease begin in good failh and prosecute diligently the drilling of an offset well on the area covered by this 
lease, and such ofTsct well shall be drilled to such depth as may be necessary to prevent the undue drainage of the area covered by this lease, and the Lessee, manager or driller shall use all means 
necessary in a good faith effort to make such offset well produce oil and/or gas in commercial quantities. Only upon the dctcnnination of the Commissioner and wilb his written approva~ may the 
payment of a coJ11)Cnsatory royalty satisfy the obligation to dnll an offset well or wells required under this Paragraph. 

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said bod, Lessee 
should drill a dry hole or boles thereon, or if during the primary term hereof and after the discovery and acrual production of oil or gas from the leased premises such production thereof should 
cease from any cause, !his lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry bole or cessation of production Lessee commences 
additional drilling or reworking operations thereon. or pays or tende~ 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 bole be completed a.nd 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 tenn, Lessee may maintain this lease by 
conducting addit.ional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the 
fli"Sl well or any subsequent well drilled on the above descn'bcd land be completed as a shut-in oil or gas well within the primary tenn hereof, Lessee may resume payment of the annual rental in 
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil or gas weD and upon the failure to 
make such payment, this lease shall ipso facto terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises payments may be 
made in accordance with the shut-in provisions hereoC 

10. CESSATION, DRILLl G, AND REWORIONG: 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. tl>is lease shall not tem1inate if Lessee conunences additional drill ing or reworking operations within sixty (60) days after such cessation. and this lease shall remain in full force a.nd 
effect for so long as such operations continue in good faith a.nd in workmanlike maMer without interruptions totaling more !ban 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 COJ11)Cnsatory 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 bole, the lease 
will not temunatc 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 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 thiny (30) days of any cessation of production. 

II. SBUT-IN ROYALTIES: For purposes of this paragraph, "well" means any well that has been assigned a well number by the state agency having jurisdiction over the production of oil 
and gas. If at any time after the expiration of the primary tenn of a lease that, unt.il being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying 
quantities is located on tl1e 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 g;>s 
royalty an amount equal to SIO.OO per acre, but not less than Sl,200 a year for each well capable of producing oil or gas in paying quantities. To be effective, each initial shut-in oil or gas royalty 
must be paid on or before: (I) the expiration of the primary tcnn, (2) 60 days after the Lessee ceases to produce oil or gas from tbc leased premises, or (3) 60 days after Lessee co"l'letes a drilling 
or reworking operation in accordance with the lease provisions; whichever date is latest If the shut-in oil or gas royalty is paid, the lease shall be considered to be a producing lease and the 
payment shall extend the tcm1 of the lease for a period of one year from the end of the primary tcm1, or from the fU"St day of the month following the month in which production ceased, a.nd, 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 (I) year by paying the same amount each 
year on or before the expiration of each shut-in year. 

12. COMPENSATORY ROYAL TIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying quantities from a 
well located wi tl1in 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 
tl•e 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. 1be Lessee may maintain the 
lease for four more successive yea~ by Lessee paying COJ11)Cnsatory 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 !be leased premises. 1be compensatory royalty is to be paid monthly to the Commissioner beginning on or 
before the last day oftl>e month following the month in which the oil or gas is produced from the well causing the drainage or !bat is completed in the same producing reservoir and located within 
one thousand (1,000) feet of the leased premises; if the COJ11)Cnsatory royalty paid in any 12-month period is in an amount less !ban the annual shut-in oil or gas royalty, Lessee shall pay an 
amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the 
obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the Commissioner's wriuen approval, the payment of 
compensatory royalties shall satisfy the obligation to drill ofTsct wells. Compensatory royalty payments which arc not timely paid will accrue pena.lty and interest in accordance with Paragraph S 
of this lease. 
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13. EXTENSIONS: If, at the expiration of the primary tenn of this lease, production of oil or gas has not been obtained on the leased premises but drilling operations are being conducted 
thereon in good faith and in a good a.nd workmanl.ike manner, Lessee may, on or before the expiration of the primary term, file in the General land Office written application 10 the Commissioner 
of the General land Office for a thirty (30) day extension of this lease, accol"f4)anicd by payment of Three Thousand Dollars (S3,000.00) if this lease covers six hundred forty (640) acres or less 
and Six Thousand Dollars ($6,000.00) if this lease covers more than six hundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30) day period from and 
after the expiration of the primary tenn and so long thereafter as oil or gas is produced in paying quantities; provided further, that Lessee may, so long as such drilling operations are being 
conducted make like application and payment during any thirty (30) day extended period for an additional extension of thirty (30) days and, upon receipt of such application and payment, the 
Commissioner shall, in writing, again extend this lease so that same shall remain in force for such additional thirty (30) day period and so long thereafter as oil or gas is produced in paying 
quantities; provided, however, that this lease shall not be extended for more than a total of three hundred ninety (390) days from and after the expiration of the primary tenn unless production in 
paying quantities has been obtained. 

14. USE OF WATER; SURFACE: Lessee shall have the right 10 use water produced on said land necessary for operations hereunder and solely upon the leased premises; provided, however, 
Lessee shall not usc potable water or water suitable for livestock or irrigation purposes for water Oood operations without the prior written consent of Lessor. Subject to its obligation to pay 
surface damages, Lessee shall have the right to use so much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marketing the 
production therefrom, such use to be conducted wder conditions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General land Office fee 
schedule which is effective on the date when the activity requiring the payment of surface damages occurs. 

IS. POLLUTION: In developing this area, Lessee shall use the highest degree of care and all proper safeguards 10 prevent pollution. Without limiting the foregoing, pollution of coastal 
wetlands, natural waterways, rivers and il"f4)0unded water shall be prevented by lhc use of containment facilities sufficient 10 prevent spillage, seepage-or groWld water contamination. In the event 
of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage 10 public and private properties. 

(A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drainage pits and tank batteries so as 10 protect livestock against Joss, damage or injury; and upon 
COJT4>letion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and COJT4>letely clean up the drilling site of all rubbish thereon. 

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platform, crew or supply boat, 
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-made non­
biodegradable items. A sign must be displayed in a high traffic area on aU vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vessels or 
platforms is strictly prolubited and may subject a State of Texas lease to forfeiture." Such statement shall be in lettering of at least I" in size. 

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

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

16. IDENTIFICATION MARKERS: Lessee shall erect, at a distance not to exceed twenty-five {25) feet from each well on the premises covered by this lease, a legible sign on which shall 
be stated the name of the operator, the lease designation and the well number. Where two or more wells on the same lease or where wells on two or more leases are connected to the same tank 
battery, whether by individual now line connections direct to the tank or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly identified 
at all times, either by a farmly attached tag or plate or an identification properly painted on such line at a distance not 10 exceed three (3) feet from such tank or header connection. Said signs, tags, 
plates or other identification markers shall be maintained in a legible condition throughout the tenn of this lease. 

17. ASSIGNMENTS: The lease may be transferred at any time; provided, however, that the liability of the transferor to properly discharge its obligation under the lease, including properly 
plugging abandoned wells, removing platfonns or pipelines, or remediation of contamination at drill sites shall pass to the transferee upon the prior written consent of the Commissioner of the 
General land Office. The Commissioner may require the transferee to demonstrate financial responsibility and may require a bond or other security. All transfers must reference the lease by the 
file number and must be recorded in the county where the a.rea is located, and the recorded transfer or a copy certified to by the County Clerk of the cowty where the transfer is recorded must be 
filed in the General land Office within ninety (90) days of the execution date, as provided by N.R.C. Section 52.026, accolll>anied by the flling fee presen'bed by the General land Office rules in 
effect on the date of receipt by the General Land Office of such transfer or certified copy thereof. Every transferee shall succeed 10 all rights and be subject to all obligations, liabilities, and 
penalties owed to the State by the original lessee or any prior transferee of the lease, including any liabilities to the state for wpaid royalties. 

18. RELEASES: Lessee may relinquish the rights granted hereunder to the State at any time by recording the relinquishment in the COWlty where this area is situated and filing the recorded 
relinquishment or certified copy of same in the General land Office within ninety (90) days after its execution accoiTl'anied by the filing fee prescn'bed by the General land Office rules in effect 
on the date of receipt by the General land Offoce of such relinquishment or certified copy thereof. Such relinquishment v.~U not have the effect of releasing Lessee from any liability theretofore 
accrued in favor of the State. 

19. LIEN: In accordance with N.R.C. Section 52. 136, the Stlte shall have a first lien upon all oil and gas produced from the area covered by this lease to secure payment of all wpaid royalty 
and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any other 
applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises. all proceeds which may accrue to Lessee from the sale 
of such leased mi.nerals, whether such proceeds are held by Lessee or by a third party, and all fiXtureS on and ifr1lrovements 10 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 amolmts due or 10 become due under this lease and to secure payment of any damages or loss that Lessor 
may suffer by reason of Lessee's breach ofany covenant or condition of this lease, whether express or ifr1llied. This lien and security interest may be foreclosed with or without court proceedings 
in the manner provided in the Title I, Chapter 9 of the Texas Business and Commerce Code. Lessee agrees that the Commissioner may require Lessee to execute and record such instruments as 
may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the 
above-descn'bed property or from Lessee's acquisition of this lease. Should the Commissioner at any time detennine that this representation is not true. then the Commissioner may declare this 
lease forfeited as provided herein. 

20. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lessee or an authorized agent should knowingly make any 
false return or false 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 la.nd Office, or if Lessee should fail to file reports in the manner required by law or fail to colll>IY with rules and regulations promulgated by the General land 
Office, the School land Board, or the Railroad Conunission, or refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should knowingly fail 
or refuse to give correct information 10 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 tiled in the General Land Office as required by law, the rights acquired under 

this lease shal.l be subject 10 forfeiture by the Commissioner, and he shall forfrit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again 
be subject to lease to the highest bidder, under the same regulations conttolling the original sale of leases. However, nothing herein shall be construed as waiving the automatic termination of this 
lease by operation of Jaw or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated before the rights of another 
intervene upon satisfactory evidence 10 the Commissioner of the General land Office of future COJT4>liance with the provisions of the law and of this lease and the rules and regulations that maybe 
adopted relative hereto. 

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

22. APPLICABLE LAWS AND DRJLL1NG RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the 
General land Office governing drilling and producing operations on Permanent Free School land (specifically including any rules promulgated that relate to plans of operations), payment of 
royalties, and auditing procedures, and shall be subject to aU other valid statutes, rules, regulations, orders and ordinances that may affect operations w1dcr the provisions of this lease. Without 
limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, to be bow1d by and subject to all statutory and regulatory provisions relating to the General Land 
Office's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Narural Resources Code Sections 52.135 
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other purpose 
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incident to the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but Lessee shall 
be entitled to develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special permission from the 
Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line or from the nearest dredged 
bottom edge of any channel. slip, or turning basin which has been authorized by the United States as a federal project for future construction, whichever is nearer. 

23. R EMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall no~ in any even~ be permitted to remove the casing or any pan of the equipment from any 
producing, dry, or abandoned well or wells without the written consent of the Conunissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written 
consent of said Conmtissioner or his authorized representative remove from the leased prentises the casing or any other equipment, material, machinery, appliances or property owned by Lessee 
and used by Lessee in the development and production of oil or gas therefrom until all dry or abandoned wells have been plugged and until all slush or refuse pits have been properly filled and all 
broken or discarded lumber, machinery, or debris shall have been removed from the premises to the satisfaction of the said Commissioner or his authorized representative. 

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

25. L EASE SECURJTY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and to prevent tlleft of oil, gas, and other hydrocarbons produced from 
said lease. This includes, but is not lim ited to, the installation of all necessary equipmen~ seals, locks, or other appropriate protective devices on or at all access points at the lease's production, 
gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State ofTexas royalties thereon 
as provided herein on all oil, gas oroU1er hydrocarbons lost by reason ofthefl 

26. REDUCTION OF PAYMENTS: If, during the primary tenn, a portion of the land covered by this lease is included within the boundaries of a pooled unit that has been approved by the 
School Land Board in accordance with Natural Resources Code Sections 52.1 S 1-52.153, or if, at any time af\er the expiration of the primary term or the extended tenn, this lease covers a lesser 
number of acres than the total amount descnbed 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 detennined on a per acre basis w!der the tenns 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 af\er the expiration of the primary tern\ the number of acres actually retained and covered by this lease. 

27. SUCCESSORS AND ASSIGNS: The covenants, conditions and agreements contained herein shall extend to and be binding upon tilt heirs, execurors, adminis11ators, successors or 
assigns of Lessee herein. 

28. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Pennanent School Fund Land is encountered during the activities authorized by th.is lease, 
Lessee will inunediately cease activities and will immediately notify the General Land Office (A liN. Archaeologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701) 
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 7871 1) so Umt adequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate. Lessee 
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 9 15; 16 U.S.C.A. 470) and the Antiquities Code of Texas, Chapter 191 , Tex. Nat Code 
Ann. (Vernon 1993 & Supp. 1998). On state-owned land not dedicated to the Pennanent Sehool Fund, lessee shall notify the Texas Historical Commission before breaking ground at a project 
location. An archaeological survey ntight be required by the commission before construction of the project can commence. Further, in the event that any site, object, location, artifact or other 
feature of arclmeological, scientific, educational, cultural or historic interest is encountered during the activities authorize by this lease, lessee will immediately notify lessor and the Texas 
Historical Conmtission so that adequate measures may be undertaken to protect or recover such discoveries or frndings, as appropriate. 

29. VENUE: Lessor and lessee, including lessee's successors and assigns, hereby agree that venue for any dispute arising out of a provision of this lease, whether express or implied, regarding 
interpretation of this lease, or relating in any way to this lease or to applicable case law, statutes, or adminis11ative rules, shall be in a court of competent jurisdiction located in Travis County, State 
of Texas. 

30. L EASE FILING: Pursuant to Chapter 9 of the Tex. Bus. & Com. Code,th.is lease must be filed of record in t11e office of the County Clerk in any county in which all or any pan of the 
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescnbed filing fee shall accompany the certified copies sent to the General Land Office. 

5 



ase must be signed and acknowledged by the Lessee before it is filed of record in the COWlty records and in the General Land O ffice of the State of Texas. 

LESSEE 

BY: _________ _ _____ _ 

TITLE: _ _____________ _ 

DATE: ____ __________ _ 

OF, witness the sigoarure of the Commissioner of the General Land Office of the State of Texas Wlder the seal of the General Land Office. 

0 ... 
Cll 

0 

STATE OF ______ _____ ___ 

COUNTY OF __________ _ 

COMMJSSIONER OF THE GENERAL LAND OFFICE 
OFTHESTATEOFTEXAS 

APPROVED 

Contents 
Legal 
DC 
Exec 

(CORPORATION ACKNOWLEDGMENl) 

BEFORE ME, the undersigned authority, on this day personally appeared. ___________________ _ __ _ 

known to me to be the person whose name is subscn"bed to the foregoing insuument, as. _ _ __________________ of 

----- ------------- - ------- ---- ------and acknowledged to me that he executed the same 

for the purposes and consideration therein expressed, in the capacity stated, and as the act and deed of said corporation. 

Given under my hand and seal of office this the. ___ ___ _ day of _ _ _____________ __, 20. _ _ _ _ _ 

Notary Public in and for ___ ____________ _ 

STATE OF _______ _ _ _ _ _ 
(INDIVIDUAL ACKNOWLEDGMENl) 

COUNTY OF __________ _ 

Before me, the undersigned authority, on this day personally appeared. ___ ____________________ _ 

known to me to be the persons whose names are subscn"bed 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 o f office this the. ____ _ __ day of _ ______________ __, 20 _ ___ _ . 

Notary Public in and for _____________ _ 
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November 20, 2005 

Mr. William A. Chalfant 
Chalfant Properties, Inc. 
P.O. Box 3123 
Midland, Texas 79702-3123 

Dear Mr. Chalfant: 

Thank you for participating in the General Land Office Oil and Gas Lease Sale held on 
October 4, 2005. I am pleased to inform you that Chalfant Properties, Inc. was the high 
bidder on MGL. No. 14, which has been assigned the lease number M-1 05604. 

The lease agreement for State Lease M-1 05604 is enclosed and will serve as your receipt 
for the amount of your bid . This lease form must be signed and acknowledged by the 
lessee, and then recorded in the County Clerk's office of the county or counties in which 
lands covered by the lease are located. After signing and recording the lease, please 
submit a certified copy of the recorded lease to the attention of the undersigned. These 
requirements are material provisions of the lease; therefore, please return the certified 
copy at your earliest convenience. 

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

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

Sincerely, 

Ro~atter, Director 
Mineral Leasing Division 





• 
W ILLIAM A. C H ALFANT, CPL Ofc: (432) 684-9819 

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

October 17, 2006 

Mr. Drew Reid 

CHALJ:A~T PROPERTIES, INC. 
();{ S {.i}o.• ..lro.>ltl!J a11J Ptopt<tit> 

1502 NORTH BIG SPRING 

P. 0. BOX 31 23 

MI D LAND, TEXAS 79702-3123 

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

Re: Certified Oi l and Gas Leases 

Dear Mr. Reid : 

Enclosed please find certified copies of oil and gas leases that were bought by 
Chalfant Properties, Inc. in the October 4, 2005 lease sale, numbers : 

M-105601~· 
M- 105602 / 
M- 105603 v 
M-105604/ 

Should you have any questions or need anything further, please do not hesitate to 
call our office. 

Sincerely, 

K.t!::!.:. !i»rlf 
KS/moh 
enclosures 

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

• • •••••• • 
•••• • • •••• 

• 
•• • • • • • •• 
•••• • • •••• 

• 
•••• • • •••• 
•••• • • • •• • 



Luse Form 
Revised I 0199 
Surveyed School Land 

I 

G4 ,PG 19 OPR 

~ustin , W:exas 

OIL AND GAS LEASE 
NO. M-105604 

WHEREAS pursuant 10 11w: Te.us Narunl Resources Code Chaplel3 32, 33, s 1, and Chaplet 52, Subchaple13 A-D and H. (said Code being bereimfter referred lD as N.R.C.), and subjcetlD ~ 
rules and re~ulations promulgaled by lhe Commissioner of 11w: General Laod Office and/or lbc Scbool Land Boanl pursuant lherclD, and aU olher applicable Statules and anxodmcnts 10 satd 

N.R.C., lhe following uu, ro-wic 

SECTION 46, BLOCK 2, W. & N. W. RY. CO. SURVEY, LOVING COUNTY, TEXAS, CONTAINING APPROXIMATELY 18 ACRES, AS SHOWN ON THE OFPIClAL MAP 
OF LOVING COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS, 

was, after being duly advertised, offered for lease on lhe 4 .. day or Octobrr, 1005, 11 10:00 o'clock a.m , by lhe ConmissioDCt of lhe Geoeral Laod Office of lhe Stale ofTe.u.s and lhc Scbool 
Land Board oflhe Stale ofTe.us, for lhe sole and only pwpose of prospecting and drilling for, and producing oil and/or gas lhat may be found and produced from lhe above described area; and 

WHEREAS aflu all bids and remittances which were received up 10 said time have been duly considered by lhc CotnnissioDCr of lhe GeD<ral Land Office and lhe Scbool Land Board at a 
regular meeting lhtreof in lhe General Land Office, on lhe 4 .. day or October, 2005, hereinafter lhe "effective dale" and it was found and de1ermioed lha.t CHALFANT ~ROPERT~ES, INC. 
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-3113 had offered lhe highest and best bid for a lease of lhe area above descnbed and u , lherefore, enn~ed 10 recetve a lease 

~tereon: 

NOW, T HEREFORE, 1, Jerry E. Pa11erson, Commissioner of lhc General Land Office of lhe Stale ofTeus, hereinafter sometimes referred 10 as "Lessor," wbose address is Austin, Tc.us, by 
virtue of 11w: aulhonty ves1ed in me and in consideration of lbe payrncot by lhe hereinafter desigoaled Lessee, lhe sum of Forty-Flvo Tbo11.1aod Nloe HII.Ddred For ty-Two A ad 001100 DoUaro 
($45,942.00), receipt of which is hereby aclcnowledged and of lhe royalties, covenants, stipulations and conditions contained and hereby agreed lD be paid, observed and performed by Lessee, do 
b<reby demise, gran~ lease and let unlD lhe above mentioned bidder lhe exclusive nght lD prospect for, produce and take oil and/or gas from lhe aforesaid area upoo lhe following 1erms and 

conditions, lo·wil: 

1. RESER VATION: llterc is bereby excepted and reserved lD Lessor lite full use of lhe property covered hereby and aU nghiS wilh respcctlD lhc surface and subsurface ~reof for any and 
all pW"pOses c1.ccptlhosc grao~ed and lD lhe exttot herein grao1ed lD Lessee, lDgclher wilh lhe nghts of ingress and egress and use of said lands by Lessor and irs mincrallesues, for pwposcs of 
e1.ploring for and producing lhe minerals which arc DOl covered, or which rnay DOl be covcn:d in lhe future, under lhe lerms of this lease, but wbicb may be located within lhe SwUCC boundaries 
of lite le&Sed area. All of lhc ngbu io and lD lhc leased prernises retained by Lessor and all of lhe nghu in and 10 lhe le.ased prernises grao1ed 10 Lessee bcreio shall be exercised in sucb a manner 
that neilhcr shall unduly interfere wilh lhc operations of lhe olher. 

1. TERM: Subject to llae ollter provisious hereof, this lease shaU be for a lenn uf Ove (S) yean from lite effective dale hereof (herein called "prirnuy ~enn") a.nd as long lhereafU:r as oil or 

l
is produced in paying quantities from said area .. 

DELAY RENTALS: If no well is commenced on lhe land hereby leased oo or before lhc aonivcBary dale of this lease, this lease shall lerminate as lD bolh parties unless lhe Lessee on or 
re said dale shall pay or lender 10 lhe Commissioner of lhe General Land Office of lhe Stale of Tc.u.s at Austin, Tc.u.s, ~ amouot specilied in lhe following schedule IDIItiplied by lhe 

aber of acres in lhe premises, which shaU operatt as a rental and cover lhe privilege of defcning lhe con:mencement of 1 well for hnlve (11) moow from said dale. In like maODCr and upon 
paymentS or lenders of amountS set out in lhe following schedule, lhe commencement of a well may be furlher deferred for a like period of lhe same number of months. 

Annjvcrmv Date Delay ReoJII ocr Attc 
First S S.OO 
Second S S.OO 
Third S1S.OO 
Fourlh S2S.OO 

4. PRODUCTION ROYALTIES: Subject 10 lhe provisions for royalty reductions set out in subparagraph (E) of this paragraph 4, upon production of oil and/or gas, tbc Lessee agrees 10 pay 
ur cause lD be paid lD ~ .. Conanissioner oflhe Gencnl Land Office in Austin, Teus, for lhe use and benefit oflhc Stale ofTexu, dwing lhe 1enn bereof: 

(A) OIL: As a royalty on oil, "'hich is defined as including all hydrocarbons produced in a liquid Conn at lhe moulh of lhe .... u and also aU coodcnsale, <Willla~e, and olher liquid 
hydrocarbons recovered from oil or &IS run lhrough a separa10r or olhcr equipment, as hereinafter provided, 1/4 pan of lhe gross production or lhe rmrkct value lhereof, at lhe option of lhc 
Lessor, sucb value lD be de«:rmined by I) lhe highest pos1ed price, plus premium, if any, offen:d or paid for oil, coodcosale, distillale, or olher liquid hydrocarbons, respectively, of a like type and 
graviry in lhc general area where produced and when run, or 1) lhe highest market price lhercof offered or paid in lhe genera.! area where produced and whea IUD, or 3) lhe gross proceeds of lhe 
sale lhereof, whichever is lhe grea1er. Lessee agrees that before any gas produced from lhe land hereby leased is sold, osed or processed in a plant, it will be ruo free ofcostro Lessor through an 
adcqua1e oil and gas separator of conventional type or olher equipment at least as efficicntlD lhe cod lhataU liquid hydrocarbons recoverable from lhe gas by such means will be recovered. Upon 
wnucn consent of Lessor, lhe requirement that such gas be run through sucb a separalDt or olhcr equipment may be waived upon sucb 1erms and conditions as prescnbed by Lessor. 

(0) NON-PROCESSED GAS: As a royalty oo any gas (including Oared gas), which is defined IS aU hydrocarbons and gaseous substances DOl defined as oil in subparagraph (A) above, 
produced from any well on said land (e1.ccpt as provided herein wilh respect 10 gas processed in a plant for lhc utnction of gasoline, liquid hydrocarbons or olher products) 1/4 part of lhe gross 
production or lhe market volue lhereof, at the option of lhe Lessor, such value 10 be based on lhe highest market price paid or offered for gas of con1)arable quality in lhe general area where 
produced and when run, or lhc gross pncc paid or offered lD lhe producer, whichever is grea«:r provided tbatlhc muin1wn pressure base in rncaswing lhe gas wxlcr litis lease contnct shall DOl I I 

any tirnc exceed 14.65 pounds per square inch absolule, and lhe staodanl base lei11)Cralorc shaU be sixty (60) degrees Fahrcnbci~ correction 10 be made for pressure according 10 Boyle's Law, 
and for specific gravity according to test mode by lhe Balance Mclhod or by lhc most approved melltod of 1es1ing being osed by lhc indusuy atlhc time of~esting. 

I 

• • •••••• • 
•••• • • •••• 

• 
•• • • • • • •• 
•••• • • •••• 

• 
•••• • •••• 
•••• • • • •• • 



VOL 64 ,PG 20 OPR 

(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other pla.ot ror the recovery or gasoline or other liquid hydroealbons, JLi part or the resid~ gas a~ the 
liquid hydrocarbons extnc~ or the marllct value tbereor, at the option or the Lessor. All royalties due herein shall be based on one hundred pen:ent (100"/o} or the 101al. plant ~.ucooo ohcsidue 
gas attnbutable 10 gas produced from this lease, IJld on fifty pen:eot (SO%) or that percent aa:ruing to Lessee, whichever i.! the greater, or the total. plant producb?~ or hqwd ~ydrocarbons, 

ttn'b table to the gas produced &om this lease· provided that ;r liquid hydrocarbons arc recovered &om gas processed in a plant in which Lessee (or ns parent, subsidiary or afTtl~atc:) owos.•n 
~ntc~t, then the pen:eotage applicable to liqwd hydrocaJbons shall be 61\y ~ot (SO"/.) or ~ higbcs~ ~nt acc~g to a third pany process~& gas. through sue~ plant ~a process~ 
1 

ement negotiated at arms' length (or irthen: is oo such third pany, the highest pen:eot then bews spccilkd 10 ~wg agreements or contraccs ~the industry), wbiebevcr 15 ~tc:r: 
;;.clive royalties on residue gas and on liquid hydroealbons shall be determined by 1) the highest rrw:J'et p~ patd oroffore~ ror any gas(?' ~quid hydrocarbons) ?rcomp~ble quahty 

10 
the 

goneralarea or 2) the gross price paid or offered ror such residue gas (or the weighted avenge gross selling pncc ror the respecuve grades orhqwd hydroealbons), whichever IS the grutc:r. In 00 

event, howeve.r, shall the royalties payable under this paragraph be less than the royalties which would have been due bad the gas not been processed. 

D) OTHER PRODUCTS: A3 a royalty on carbon black, sulphur or any other products produced or manufactured fi:om gas (excepting liquid hydroealbons) W:hether said gas be 
"casi~ghcad, • "dry" or any other gas, by fractionating, burning or any other processing. .l.l! pan or grosS production or such products, or the market value thereof, at the opooo or Lessor, such 

market value to be determined as rollows: 

(I) 0o the basis or the highest market price or each product, during tbc same month in which such product is produced, or . . 
(2} 0o the basis or the avenge gross sale price or each product ror tbc same month in which such products are produced; whichever •s the greater. 

(E) VARJABLE ROYALTY: (i) Subject to the other provisions or this lease, it is bereby provided that in the event production in paying quantities is esta~lished p~uantto tbc terms or I 
tllis lease and such production is brought on line and sales thereor arc commenced within eighteen (18) mo~ths or the cffec~ve date ~rcor, the royalty rate proVld.ed hen: to shall be reduced to 

20%, and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provtded that, i!dunng such etghtecn (18).month term dunng whic~ Lessee may cam a 
reduced royalty rate: or20"/. as herein provided, Lessee should drill in good raith and complete the tint well u a dry hole on the land covc;rcd br ~ lease, .Lessee may rc~~tve a three(~) month 
extension or Ute term in which to cam a reduced royalty rate by giving notice to the Commissioner or the General Land Office, commeocmg drilling operan?ns .on an .addinooa.l .we~l pnor t~ the 
expiration or such Uuee (3) month period and prosecuting diligently and in good r~ith the drilli~g ~r such additional well and complc.ting sa~ so that producbon tn paymg quanuucs IS establuhed 
and so that such production is brought on line and sales thercor arc commenced pnor to the exp.noon or such three (3) month extensiOn penod. 

(ii) In the event production in paying quantities is established pursuant to the terms or this lease and such production is ~rought on line and sales thercorare c:o•nmenc~d afltr the expiration 
or eighteen (18) months &om the effective date hercorbut prior to the expiration or twenty-ro~ (24) moo~ fi:om th~ effe~bve date .hereof, the royalty ra~ proVJ.ded herem shall be reduced to 
22.S% and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, tr dunng such SIX (6) moo~ term dunng whteh Lesse~ may cam a reduced 
royalty ra~ or 22.S% as herein provided, Lessee should drill in good faith and complete: the lint weU as a dry hole on the land covcn;d by .Ill!-' lease, ~e may ~~ve a three (~) month 
extension or the term in which to cam a reduced royalty rate by givinc notice to the Commissioner or the General Land OIJicc, commcncmg drilling openU?ns .on an .addition~! .w•~l pnor t~ tbc 
expiration or such three (3) month period and prosecutioc diligently and in good raith the drilling or such additional well and completing same so that producoon m paymg quannttes ts establiShed 
and so that such production is brought on line and sales thcrcor arc commenced prior to tbc expiration or such lhree (3) month extension period. 

(F) NO DEDUCTIONS: Lessee agrees that aU royalties accruing to Lessor under this lease shall be without deduction ror the cost or producing. tnnsporting. and otherwise making the oil, 
gas and other products produced hereunder ready ror sale or use. 

(G) ROYAL TV IN KJN D: Notwithstanding anything contained be rein to the contrary, Lessor may, at its option, upon not less than 60 days notice to Lessee, require at any time or fi:om 
time to time that payment or all or any royalties accruing to Lessor Wl&r this lease be made in kind without deduction ror tbc cost or producing. gathering. storing. separating. treating. 
dehydrating, compressing, processing. transponing and otherwise n.wn, the oil, cas and other products produced hereunder ready ror sale or usc. Lessor's right to take its royalty in kind shall not 
diminish or negate: Lessor's rights or Lessee's obtigations, whether express or U...lied, under this le.ase. 

(U) PLA.NT FUEL AND RECYCLED GAS: No royalty shaU be payable on any gas as rNY represent this lease's proportiotlltc: share of any fuel used to process gu produced hereunder 
in any processing plant. Notwilbstandin& anythin& contained herein to the contrary, and subject to the consent in writing or the Convnissioner or the Genenl Land OITICc, Lessee may recycle gas 
ror cas Iii\ purposes on the leased premises after the liquid hydroealbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until such time as the 
same ""'Y thereafter be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thereon under the royalty provisions or this lease. 

(I) MINIMUM ROY A1. TV: During any year afltr the expiration or the primary term or this lease, if this lease is maintained by production, the royalties paid to Lessor in no event shall be 
less than an amount equal to SS.OO per acre; otherwise, there shall be due and payable on or berorc the last day or the month succeedin& the anniversary date or this lease a sum equal to SS.OO per 
acre less the amount or royalties paid during the preceding year. 

(J) MARGINAL PRODUCTION ROYALTY: Upon Lessee's writ~n application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimum 
royalty set out in subparagraph 4 (I) to extend the economic lire or this lease and encourage recovery or oil or gas that might otherwise remain W'IJ'tcovercd. Any such royalty reduction must 
confonn to the requirements or any Scbool Land Board administrative rules on this subjccl Royalty may not be reduced below the applicable statutory minimwn. 

5. ROY A1. TV PAYMENTS AND REPORTS: All royalties not 11.ken in kind shall be paid to the Commissioner of the Genentl Land Office at Austin, Texas, in the rollowing rnan.ner. 
Payment or royalty on production or oil and gas shall be as provided in the rules set ronh in the Texas Resister. Rules currently provide that royalty on oil is due and must be received in the 

General Land Office on or before the 5th day or the second month succeeding the month or production, and royally on gas is due and must be received in the General Land OITtec on or before the 
1 Sth day or the second month succeeding the month or production, accompanied by the affidavit or the owner, mar~~ger or otbcr authorized agent, completed in the rorm aod tt~~nner prescn'bcd by 
the General Land Office and showing the gross amount and disposition or all oil and gas produced and the market value or the oil and gas, together with a copy or all documents, records or repotiS 
corutrming the gross production, disposition and market value including gas meter rcadinas. pipeline receipts, gu line receipts and other checks or memoranda or amount produced and put into 
pipelines, tanks, or pools and gas lines or gas storage, and any other rcpotiS or records which the General Laod Office may require to vcriry the gross production, disposition and market value. In 
all cases the authority ora manager or agent to act ror the Lessee herein must be 61ed in the Genenl Land Offtec. Each royalty payment shall be accompanied by a check stub, schedule, summary 
or other remittance advice showing by the assigned General Land OITtec lease number the amount or royalty being paid on each le.ase. If Lessee pays his royalty oo or berorc thirty (30) days afltr 
the: royalty payment was due, then Lessee owes a penalty or S% on the royally or S2S.OO, whichever is greater. A royalty payment which is over thirty (30) days late: shall accrue a penalty or 10"/. 
or the royalty due or S2S.OO whichever is greater. In addition to a penalty, royalties shaU accrue int.ercstata rate: or 12% per year; such interest will begin aeeruin& when the royalty is sixty (60) 
days overdue. Affidavits aod supporting documents which arc 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 ror paying or causin& royalties to be paid as prcscn'bed by tbc due date provided herein. 
Payment '?r the delinquency penalty shall in no way opc.nte to prohibit the State's right or rorfeiiW'e as provided by law nor act to postpone the date: on which royalties were originally due. The 
above penalty provisions shall not apply in case$ of title dispute: as to the State's portion or the royally or to that portion or the royalty in dispute as 10 rair tt~~rkct value. 

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall tMually rum ish the Convnissioner or the General Laod OITtec with its best possible. estimate or oil and gas 
reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies or all contracts Wldc:r which gas is sold or processed and all subsequent agrnments and 
amendments to such contracts within thiny (30) days afltr entering into or making sucb contracts, agreements or amendments. Sucb 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 peruining to the production, transportation, sale and 
marketing or the oil and ga.s produced on said premises, itteluding the books and accounts, receipts and discharges or all weUs, tanks, pools, meters, and pipelines shall at all times be subject to 
ioiSpection and nomination by Ute Conunissioner of the General Land Office, the Attorney General, the: Governor, or the representative or any of them 

(U) ORJLLINC RECORDS: Written notice of all operations on Otis lease shall be submitted 10 Ute Commissioner of the General Land Office by Lessee or operator five (S) days berore spud 
da~. workover, rc·entry, temporary abandomnent or plug and abandonment of any well or wells. Such written notice to the General Land Office shall include copies or Railroad Commission 
ronns ror application to drill. Copies or well tests, completion reports and pluggin8 reports shall be supplied to the General Laod Office at the: time they are filed with the Texas Railroad 
Commission. Lessee shall supply the General Land Office with any records, memoranda, accounts. reports, cuttinas and cores, or other inronnation relative to Ute operarion oflhe above-descn'bed 
premises, which may be requested by the General Land Office, in addition to those herein expressly provided ror. Lessee shaU have an electrical and/or radioactivity survey made on the hore·hole 
section, from the base or the surface casing to the total depth orwell, or all wells drilled on the above described premises and shall transmit a true copy or the log or each survey on each well to the 
General Land Office within fifleen (IS) days after Ute making or said survey. 
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(C) PENAL TIES: LA:ssec shall incur a penally whenever rcpons, docwncnts or o~cr nl>tcrials ~n: not filed in the Gcncrol Land Office when due. 11~< penalty for latc filing shall be set by 

the; Geoml Land Office administrative rule wbicb is effective on the datc wbco the materials were due m the Geoerol Land Office. 

7 
RETAINED ACREAGE: Notwithstanding any provision of this lc:.Sc to the contruy, after a well producing or capable of producing oil or gas has been co.....,lctc1 on~ ::sed p~cmis~ 

~ee shall cJ<Crcise the diligence of a reasonably prudent ope111tor in drilling such additional well or wells as may be reasonably necessary for the proper developm:nt 0 the cas prenuses 

in rnarketiog the production then:on. 

(A) VERTICAL· In the event this lease is in force and effect two (2) yean afler the expiration datc of the primary or cxtcodcd tcrm it shall tl":n tc.rmina~ as 10 all ~f~ lc~ pn:mise.s, 
EXCEPT (I) 40 acres s.:.n.oundiog each oil well capable of producing in paying quantities and 320 acn:s surrounding each gas well capable ofproducang ID paymgfquann~es1~1JlC~I~bng ~hut_-10 oil or gas well as provided in Para8111pb 11 hereof), or a well upon which LA:ssec is then engaged in continuous drilling or n:working open~tions, or (2) the ?umber o acn:s IJlC • . 1D 

1 p (I ucrn~ 
led unit unuant to Natunl Resources Code Sections S2.1SI-S2.1S3, or(3) such greatcr or lesser nwmerofacn:s as may then be aUocatcd for p~ucoo? P~~ '? • pro~o~n unrt or eac 

~h produc"ing well under the rules and n:gulations of the Railroad Commission of Texas, or any successor agency, or other governmental autho~ty havmg J~cno~ lh Wllhi.o 
1
90 da.ys ~fa 

panialtennination of this lease in accordance wilh this subpa111grapb and upon payment of the nlinimurn filing fee set by Generol Land Office rules m effect at the I~~ e P.aruad tcmu~oo~ 
LA:ssee shall have the right to obtain a surface lease for ingress and egJess on and across the tcnninatcd portion of the leased premises as may be n:asonably necessary or e connnue ope111UOo o 
rbe portions of the lease n:maining in force ~od c!fccL If LA:ssec fails 10 apply. for. 1 surface lease within the 90 day period specified above, LA:ssce may apply for a surface lcuc from the Land 

I 
but the Land Commissioner bas the drscn:oon to grant or deny such appticanon and to set the fee for such surface lease. 

B) l!ORlZONT AL: In the event this lease is in force and effect two (2) yean after the expiration datc of the primary or exu:nded u:m1 il shall funber u:m\ioate as to all .dcpths below 100 
low the total depth drilled (hereinafler "deeper depths") in each wcll locau:d on acreage retained in Parograph 7 ~A) above, unless on or before twO (2) y~ars ~J\er ~ pnmary or e~tcnded 

leml Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as conside111tion for this lease (as specified on page I hereof): If such.:uJ¥>Wlt rs p~1d, ~ lcuc s~ll be m force 
and effect as to such deeper depths, and said temtinatioo shall be delayed for an additional period of two (2) yean and so long thert.\fter as oil or gas rs produced Ul pa)'lng quaooues from such 

deeper deptlls covered by tlui lease. 

(C) IDENTIFICATION AND FILiNG: The surface acn:age retained hereunder as to ~acb wcU shall, as nearly u p111ctical, be in the form of a square with lhc welllocau:d in the ceuu:r 
tlren:of, or such otlrer shape as may be approved by tl~e School Land Board. Within thirty (30) days al\cr partialu:munatioo of this lease as pro.vidcd herein, LA:ssee shall cAecu~ and n:cord a 
n:lease or releases containing a satisfactory legal description of the acn:age and/or depths not n:tained hen:undcr. The recorded release, or a certified copy of same, sball be filed 10 the Genc111l 
Land Ojlice, accompanied by the filing fee prescn'bed by the Gene111l Land Office rules in effect on the da~ ~e n:leas~ is filed: If ~ssee fails ~r n:fuscs to eAec~tc and n:cord sucb release or 
releases within ninety (90) days a tier being requestcd to do so by the General Land Office, then the Conurusstoner at his sole drscrenoo may desrguate by wnru:n l11Stnll1ltnt the acn:age and/or 
deptlu 10 be n:leascd hereunder and n:cord such iosaumc:nt at LA:ssee's expense in the county or counties when: the lease is locau:d and in the official n:cords of the Gene111l Land Office and such 
designation shall be bi.oding upon Lessee for aU purposes. If at any tilllt allcr the effective date of the panial u:rmioation provisions hereof, the applicable fi.eld rules aTe ellanged or the well or 
wells locai.Cd thtn:on are n:classified so that less acreage is thercafler aUocatcd to said well or wells for production purposes, this lease shall then:upoo I.Cmunate as to all acn:.age not thereafter 
allocated to said well or wells for production purposes. 

~. OFFSET WELLS: If oil and/or gas should be produced in conunercial quantities from a well locatcd on land privau:ly owned or on State land leased at a lesser royalty, which well is wilbin 
one thousand (I ,000) feet of the an: a included herein. or which well is dnining the area coven:d by this lease, the LA:ssee shall, within sixty (60) days afler such initial production from the dnlioiog 
well or the well locau:d witllin one thousand (1,000) feet from !be area covered by this lease begin in good faith and prosecui.C diligently the dril ling of an ofTser well on the an:a covered by this 
lease, and sucb oiTset well shall be drilled to such depth as may be necessary to pn:vent the undue dsainagc of the area covered by this lease, and the Lessee, manager or driller shall usc allllluns 
necessary in a good faith elTon to make sucll ofiset well produce oil and/or gas in colllrnercial quantities. Only upon the dctemlination of the Commissiot~er and with his writteu approval, may the 
paymeut of a con1)ensatory royolty satisfy the obligation to drill an offset well or wells n:quircd under this Pan~grapb. 

9. DRY IIOLEICESSATION OF PRODUCTION DURJNG PRJMARY TERM: If, during the primary I.Crm hereof and prior to discovery and production of oil or gas on said land, LA:ssce 
should drill a dry hole or holes then:oo, or if during the primary t<m1 hereof and a tier tl~e discovery and actual production of oil or gas from the leased pn:mises such production then:of should 
cease from any cause, this lease shall not u:m\inatc if on or bcfon: the eApiration of siAty (60) days from dai.C of contp letion of said dry hole or cessation of production LA:ssce convne<ICCS 
additional drilling or reworking ope111tions thereon, or pays or I.Cnden the next annual delay n:ntal in lhc sam: manner as provided in this lease. If, during the last ycaJ of the primary tcrm or 
within sixty (60) days prior t11ereto, a dry hole be corTtpleted and abandoned, or the P.roduction of oil or gas should cease for any cause, Lessee's rights shall n:main in full force and effect wilhout 
further operations w1til t11e expiration of the prin..ry u:rm; and if Lessee has not n:swncd production in paying quantities at the expiration of the primary u:rm, Lessee may maintain this lease by 
conducting additional drilling or reworking ope111tions punuaot to Pa111graph 10, using the expiration of the primary u:rm u !be datc of cessation of production under Parograph 10. Should the 
ftrst well or any subsequent well drilled on the above descn.'bcd land be COrTtpleted as a shut-in oil or gas well within the primary I.Crm hen:of, Lessee may n:sunw: payllltot of the >IWual n:ntal in 
the same nl>nner as provided herein on or before the rental paying datc following the expiration of sixty (60) days frolll the dau: of corTtple tion ofsucb shut-in oil or gas well and upon the failure to 
make such payment, this lease shall ipso facto ternunatc. If at the expiration of the primary u:rm or any time thereafter a shut-in oil or gas well is locau:d on the leased premises paynw:nts may be 
made in accordance with tire shut-in provisions hereo( 

I 
CESSATION, DIULLlNC, AND REWOIUONC: If, afler the tApiration of the primary tenn, production of oil or gas from tire leased prcntises, after orx:e obtained, should cease from 

a use, tlris lease shall not tenninate if LA:ssc:c conuncnces additional drilling or reworking ope111tions within sixty (60) days after such cessation, and this lease shall rcn10in in full force and 
for so long as such operatioru continue in good faith and in workmanlilce maWler without inu:mrptions totaling mon: than sixty (60) days. If such drilling or reworking ope111tioos n:sult in 

oduction of oil or gas, the lease shall n:main in full force and effect for so long as oil or gu is produced from the leased premises in paying quantities or payment of shut-in oil or gas well 
roy ties or payment of con1"'nsatory royalties is made as provided hen: in or as provided by law. If the drilling or reworking ope111tioos result in the corTtpletion of a well u a dry hole, the lease 
will not remunatc if the Lessee convrw:nces additional drilling or n:working ope111tions within siAty (60) days afler the corTtpletioo of !be well as a dry hole, and this lease shall remain in effect so 
long as LA:ssee continues drilling or reworking operations in good faith and in a workmanlike manner without inu:mrptioos totaling more than sixty (60) days. LA:ssee shall give writi.Cn notice to 
the General Land Office within thiny (30) days of any cessation of production. 

II. SHUT-IN ROYALTIES: For purposes of this p1111graph, "well" llltaos any well thar has been assillrlCd a well oWllbcr by the statc agency having jurisdiction over tile production of oil 
and gas. If at any tinw: allcr tl1e expiration of the primary I.Crm 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 tire leased pn:miscs, 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 a.o an¥>wll equal to S I 0.00 per acre, but not less than S I ,200 a year for each well capable of producing oil or gas in paying quantities. To be effective, each initial shut-in oil or gas royalty 
must be paid on or before: (I) tiJC expiration of the primary term, (2) 60 days al\cr the LA:ssee ceases to produce oil or gas from the leased pn:mises, or (3) 60 days a tier Lessee contpletcs a drilling 
or reworking oper•tion in accordance with the lease provisions; whichever date is latesL If the shut-in oil or gas royalty is paid, the lease shall be considen:d to be a producing lease and the 
payment shall eAteod the tcrm o f the lease for a period of one year from the end of the primary u:rm, or from the fint day of the month following the month in which production ceased, and, al\cr 
that, if no suitable production facilities or suitable market for the oil or gas exists, LA:ssce may exi.Cnd the lease for four more successive periods of one (I) year by paying the salllt an¥>unt each 
year on or before tl1e expiration of each shut-in year. 

12. COMPENSATORY ROYAL TIES: If, during the period the lease is kept in effect by paym:nt of the shut-in oil or gas royalty, oil or gas is sold aod dctivercd in paying quantities from a 
well located witlun one t110usand (1,000) feet of the leased pn:nuscs and corTtplti.Cd in the same producing n:servoir, or in ooy case in wnicb dnlinage is occurring, tlJC right to continue 10 maintain 
tl1e 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 bas been paid. The Lessee may maintain the 
lease for four more successive years by LA:ssce paying compensatory royalty at the royalty rat< provided in the lease of the market value of production from the well causing the dninage or which 
is completed in tl1e same producing reservoir and within one thousand (1,000) feet of the leased pn:n\ises. The co.....,.nsatory royalty is to be paid monthly to the Commissioner beginning on or 
bcfon: tire last day of the n¥>nth following the month in which the oil or gas is produced from the well causing the dnlinage or that is corrtpleted in the s:unc producing n:servoir and locatcd wiwo 
one thousand (I ,000) feet of the leased pre1nises; if the co.....,.rrsatory royalty paid in any 12-montb period is in an amount less than the arUJual shut-in oil or gas royalty, LA:ssce shaU pay an 
a mown equal to the difference witltin thirty (30) days from the end of the 12-n¥>nth period; and none of these provisiollS will relieve Lessee of the obligation of reasonable dcvelopmcot nor the 
obligation to drill olfsct wells as provided in N.R.C Section 52.034; however, at the deu:mtioation of the Commissioner, and with the Conunissione~s writtcn approval, the paymcnr of 
con""nsatory royalties shall satisfy rhe obligation to drill o ffset wells. Contpensatory royalty pa)'llW:IIIS which are not tinw:ly paid will accrue penalty and interest in accordance with Pll111graph S 
of !Iris lease. 
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• · · f ' I has t bee obta · d on lhc leased premises but drilling openuions are being conducted 
13. EXTENSIONS: If, at lhc expiration of~ primary term of thiS lc.asc, p~uc': 0 0! 0

.' gasflhe :rimarynterrn, ":.e in lhe Geocral Land Office written application 10 lhc Commissioner 
thereon in good faith and in a good ~nd workmanlike ~nner, ~ee may, 00 or . ore cxpnoon ° Thousand Dollus (S3,ooo.OO) if this lease covers six hundred fony (640) oucs or less 
of the Gcnenll..and Office for a thiny (30) day ntentiOD of this lase_. accompanied by payment o:= C mmissiooer shaU. in writin&. extend this kasc for a thiny (30) day period &om and 
and Six Thousand Dollars ($6,000.00) if this kast coven more than _siX b~d fony (64?) -=;' uantiti~· rovidcd fullbcr that Lcnee may, so long as such drilling open tiona arc: beiog 
a~r the expiration of the primary term and so long thc~r as otl or gas " P~U::, ~ pa)'UI~tional cx;;'nsion of thirty (JO) days and upon receipt of such application and payment. lhe 
conducted make like ~pp~tion a~ payment d~ng any lhiny <30) day cxt<:nd~ .pe ~ 0J an a h additional thirty (30) day period and so'long !hereafter as oil or gas is produced in p~y~g 
Commissioner sbal~ '" wntmg. aga~ extend lhlS lease so that same shaU ='" ID ~rc:;: s:undred ninety (390) days &om and a~r lhc expiration of the primary t.:rm Wllcss producDOn m 
quantities; provided, however, that this lease shall not be extended for more n a IOta 0 ce 
paying quantities bas been obtained. 

id land ~ ope tions hereunder and solely upon the leased premises; provided, however, 
14. USE OF WATER; SURFACE: Lessee shall have_ lhe right 10 .us.• w~tcr produced ~on sa ~cess:~: wi.{;,ut the prior wrinen consent of Lessor. Subject 10 ill obtigatioo to pay 

Lessee shall not use pollble wat<:r or wat<:r suitable for livestock or unganon purposes or water ope bl ~ drilling and openting wells and tnnsporting and marketing lhc 

surface damages, Lessee shall have lhe right 10 usunde so mnduc_h. of~ ~urfa~e. of~ ~:s::ee":~:;: ;::na u!':C:~~a;~wface damages in 10 amount set by lhc General Land Off tee fcc 
production lhercfrom, such use 10 be conducted . ~r co '~?ns o cast IDJury 
schedule which is effective on lhe date wbeo lhe aenvny reqwnog the payment of surface damages occun. 

· W'tho r · · lhe fo · g. pollution of coastal 
15. POLLUTION: In developins this area, Lessee shall use the highest degree of care a~ aU proP:"~ _safeguar~ to prevent pol~uuon. ' ut ''"'~ n:go::mnatioo. In lhc event I 
tl nds natural wat.: rways riven and i~unded wat<:r shall be prevented by lhe use of contawnent factliues suffictent to prevent sptUasc, seepage or~ wa~r con . 

;; ~llurlon. Lessee shall ~ all means at ill disposal to recapture all escaped bydsoearbons or odler pollutant and shall be responsible for all damage to public and pnvate propcroes. 

(A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and dra.inage pits and tank batt<:rics so ~-10 p~t<:ct livestoc:k against loss, damage or injury; and upon 
completion or abandonment ofany well or wells, Lessee shall fill and level all slush pill and cellars and complet<:ly clean up the dsilhng Stt<: of all rubbtsh thereon. 

(B) SUBM ERGED LANDS: No discharge of solid waste or garbage shall_ be allowed into State ~"'.n &om any_drilling o_r suppon ~Is, p~uction platform, crew or •:ply boa~ 
barge jack-up rig or olher equipment located on the leased area. Solid waste shaU mcludc but shall not be hJtUt<:d 10 contamcn, eqwpmcnt, rubblSh, phlsnc, gl~ss, and any olher man made non 
biode~adable items. A sign must be displayed in a high u.mc area on aU vessels and rNoned platforms. statio': "Discharge o~ ~ny _solid waste or gartuge mto S~te Waters from vessels or 
platfonrd is strictly prohibited aod may subject a Stat<: of Texas lease 10 forfeiture ." Such statement shall be wlenenng of at least I m stze. 

(C) RIVERS: To the extent neccs.sal)' to prevent pollution, !he provisions found in subsections (a) and (b) of this paragnph shall also apply to riven and riverbeds. 

(D) PENALTY: failure to comply with lhc rcquirem:nts of lhis provision may result in lhc maximum penalty allowed by law including forfeiture oflbe lease. Lessee shall be liable for lhc 
damages caused by such faihtre and any cosll and expenses incurred in cleaning areas affected by lhc discharged waste. 

16. IDENTIFICATION MARKERS: Lessee shall erect, at a distance not to exceed rwenty-five (2S) feet &om eacb well on the premises covered by lhis lease, a leJ11'blc sign on which shall 
be stat<:d lhc name of lhe operator, lhe lease designation and lhc well number. Where rwo or more wells on lhc same lease or where wells oo rwo or more leases a.re connected to lhe S:""" _tank 
battcl)', whelhcr by individual flow line connections direct to lhc tank or Wlb or by usc ofa multiple header syst.:m, each line berwecn eacb weU and such tank or header shall. be leg~ly _idcnnfied 
at all times, either by a tinnly attached tag or plate or an identification properly painted on such line 111 distance not to exceed three (3) feet from such Lank or header connccuon. Said Signs, tags, 
plates or other identificatioo marken shall be maintained in alegt'ble condition tbrousbout lhc t<:rm of this lease. • 

11. ASSIGNMENTS: The lease may be transferred at any time; provided, however, lhat lhc liability oflhc tranSferor to properly discharge ill obligation under lhc lease, including properly 
plugging abandoned wells, removing platfom\1 or pipelines, or remediation of contamination at drill sites shall pus 10 lhc transferee upon the prior wrinen consent of the Commissioner of the 
General Land Office. The Commissioner may require the tranSferee to demonstrate financial rcsponsibnity and may require a bond or olhcr security. All transfcn must n:fcreoec lhc lease by lhc 
file number and must be recorded in lhe county where tlte orca is located, and lhc recorded transfer or a copy certified to by the County Clerk oflhc COWlty when: lhe tnnsfcr is reconlcd must be 
filed in tlte General Land Office wilhin ninety (90) days oflhc execution dat<:, u provided by N.R.C. Section 52.026,accompanicd by the filing fee prescn'bc:d by lhe General Land Office rules in 
effect on the date of receipt by the Gene.-1 Land Office of such tnnsf<r or certified copy lhcn:of. EvelY tnnsfcree shall succeed to aU righll and be subject to all obligations, liabilities, and 
penalties owed 10 lhe State by lhc original lessee or any prior transferee oflhc lease, including any liabilities to lhc state for unpaid royalties. 

11. RELEASES: Lessee may relinquish lhc rights granted hereunder to the State at any time by recording the relinquisbm:nt in lhc county where this area is situated and filing lhc recorded 
relinquishment or certified copy of same in the General land Office within ninety (90) days a ncr its execution aeco"ll•nicd by the filing fee prescn'bc:d by lhe General Land Off tee ruks in effect 
on lhc dat<: of receipt by lhc General Land Office of such relinquishment or certified copy lhcreof. Such relinquishment will not have lhc effect of rekasing Lessee &om any liability theretofore 
accrued in favor of lhe State. 

19. LIEN: In accordance wilh N.R.C. Section 52. 136, 1hc State shall have a fust lien upon all oil and ga.s produced &om the area cov<red by this lease to secure payment of aU unpaid royalty 
and other swns of money that may become due wlder lhis lease. By acceptance of this lease, Lessee grants lhc State, in addition to lhc lien provided by N.R.C. Section 52.136 and any olhcr 
applicable slatutory lien. an cll.prcss contnctual lien on and security int<:rcst in all leased minerals in and extracted from lhe leased premises. aU proeccds which may accrue to Lessee from lhc sale 
of such leased minerals, whether such proceeds are held by Lessee or by a third pany, and all fixtures on and in1>rovcmcnll to lhe kued premises used in connection with the production or 
processing of such leased mine.-Is in order to secure the payment ofall royalties or olhcr 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 uprcss or inl>lied. This lien and security interest may be foreclosed with or without coun proceedings 
in lhe manner provided in lhe Title I, Cbapt<:r 9 of lhc Teus Business aod Commerce Code. Lessee agrees that lhe Commissioner may require Lessee to execute and record such instruments as 
may be reasonably necessary to acknowledge, attach or perfect this ticn. Lessee hereby reprcsenll that lhcrc arc no prior or superior liens arising from and relating to Lessee's activities upon lhe 
above-dcscn'bc:d propeny or from Lessee's acquisition of this lease. Should lhe Commissioner at any rime dctennine that this representation is not true, lhcn the Commissioner may declare this 
lease forfeited as provided herein. 

10. FORFEITURE: If lessee shall fail or refuse to make lhc payment of any sum wtthin thirty (30) days a~r 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 weU or wells in good faith IS required by law and the rules and regulations adopt<:d by 
the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner required by law 0< fail to comply with rules and regulations promulgated by the General Land 
Office, lhc School Land Board, or lhe Railroad Commission, or refuse lhc proper aulhority access 10 lhc rcconls penainiog 10 operations, or if Lessee or an aulhorUed agent should knowingly fail 
or refuse to give correct information 10 Lbe proper aulhority, or knowingly fail or refuse 10 furnish lhc Gencra.l Land Offtce a correct log of any wei~ or if Lessee shall knowingly violate any oflhc 
m:~teria l provisions of this lease, or if this lease is assigned and lhe assignment is not filed in lhc Genenl Land Off tee as required by law, lhe righll acquired Wider 

this lease shall be subject 10 forfeiture by the Commissioner, aod be shall forfeit same when suiTtciently informed oftbe facll which aulhorize a forfeiture, and when forfeited the area shall again 
be subject 10 lease to Lbe highest bidder, under lhc same regulations controlling t.be original sale of leases. However, nothing herein shall be consiJ\ICd u 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 rcinstat<:d before lhc rights of anolhcr 
intervene upon satisfactol)' evidence 10 the Commissioner oflhe Gcner.al Land Office of future compliance with lhc provisions of the law and oflhis lease and lhc rules and regulations that may be 
adopt<:d relative hereto. 

1 1. RIVERBED TRACTS: In the eventlhis lease covers a riverbed, Lessee is hereby specifically gnntcd lhc right of eminent domain and condemnation as provided for in N.R.C. Sections 
52.092-52.093, as a part of lhc cotlSidcraLion moving 10 Lessor for the covenants herein made by Lessee. 

11. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by lhc Conunissioner of the 
General Land Office governing drill ing and producing operations on Permanent free School Land (speciftcally including any rules promulgat<:d that relate to plans of operations), payment of 
royalties, and auditing procedures, and shall be subject to aU olhcr valid statut<:S, rules, regulations. orders and ordinances that may affect operations under lhc provisio111 of this kasc. Without 
limiting the generality of the foregoing, Lessee hereby agrees, by lhc acceptance of this lease, to be bound by and subject to all statutory and resulatol)' provisions relating to lhc General Land 
Office's audit billing notice and audit hearings procedures. Said provisions ar~ eWTCntly found at 31 Texas Ad.ministntivc Code, Chapter 4, and TCJ<u Natural ResoW'CCS Code Sections 52.135 
and 52.131 through 52.140. In lhc event this lease coven land tnnchiscd or leased or otherwise used by a navigation district or by lhc United States for tliC purpose of navigation or other purpose 
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iocidcnlto lhe open lion of a pon, lheo Lessee shallool be entitled to colCr or possess such land wilhow prior appro~ I as provided under Section 61 .117 oflhe Texas Wa~r Code, ~u~ Lessee shall 
bc cntilled to develop sucb land for oil and gas by din:ctiooal drilling; provided, however, lhal no surface drilling l~tion may be nearer lhan 660 feet ~ spcctal pemuss1on from lhe 
Convnissioncr of lhe Geocl"ll Land Office is n<:cessary to malr.e any suruce location nearer lhan 2,160 feel measured at nghl angles from lhc nearest bulkbead hoc or from lhe nearest dredged 
bottom edge of any ehalllltl, slip, or rwni.ng b&sin which bas been authorized by lhe United States as a federal project for ful\U"C consll"IICtion, whichever is nearer. 

13. REMOVAL OF EQUIPMENT: Upon lhe tennination of this lease for any cause, Lessee shall oo~ in any even~ be pennined 10 remove the casing or any part of the eq~pmcnl &um_any 
producing, dry, or abandoned well or wells without the wrinen consent of the Conuoi~sioner of lhe G~nera l Land Office ~r his authoriz~d rcprcs_entative; ~r shall Lessee, w•lhoutlhe wnnen 
consent of said Conunissioner or his authorized representative remove from lhc leased premises lhc caswg or any olhcr cqwpmeo~ matenal, machinery, appliances or property owned by Lessee 
and used by Lessee in lhe development and production of oil or gas there &om w1ti l all dry or abandoned wells have been plugged and until all slush or refuse pits have been properly tilled and all 
broken or discarded lwnbcr, machinery, or debris shall have been removed from lhe premises to lhe satisfaction oflhe said Convnissiooer or his authorized representative. 

24. FORCE MAJ EURE: Should Lessee be prevented from convlyiug with any express or U...,tied coveoaot of this lease, from conducting drilling oper•tions thereon, or from producing oil 
and/or gas lhcrefrom. a.~r effon made in good faith, by reason of war, rebellion, riots, strikes, ftreS, acts of God or any order, rule or regulation of governmental authority, then while so prevented, 
Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfactory proof presented to lhc C0011nissioocr of lhe General Land Office in suppon of Lessee's 
coolentioo and Lessee shall ool be liable for carnages for failure to comply lherewith (except in lhc eveot of lease npel"ltions suspended as provided in lhe rules and regulations adopted by lhc 

l
ool Land Board); and this lease shall be cAiended while and so long u Lessee is prevented, by any such cause, from drilling, reworking opcntions or producing oil ood/or gas &om lhc leased 
nises; provided, however, that nolhiog hen: in shall be construed to suspend lhe payment of rentals during lhc primary or extended term, nor to abridge Lessee's right to a suspension under ooy 
licable statute of this State. 

S. LEASE SECURJTY: Lessee sballtak.e the highest degree of care and aU proper safeguards to protect said premises and to prevent theft of oil, gas, and otber bydroca.rboo.s produced &uru 
soid lease. This includes, but is not limited to, the io.staUatioo of all necessary equipmcn~ seals, locks, or other appropriate proteCtive devices on or at all access points atlhe lease's production, 
gathering and storoge systems where lheft ofbydroc•rboos can occur. Lessee shall be liable for lhe loss ofany hydrocarbons resulting from theft and shall pay Ill<: State of Texas royalties thereon 
as provided herein on all oil, gas or olhcr hydrocarbons lost by reason of theft. 

26. REDUCTION OF PAYMENTS: II, during lhe primary ltrm, a portion oftbe land covered by this lease is included wilhio the boWldaries of a pooled unit lhat has been approved by the 
School Land Board in accordance with Natunl Resources Code Sections S2. lSl-S2 .lS3, or if. at any time aflt:r lhe expiration of the primary term or the extended ttrm, this lease coven a lesser 
nwuber of acres than the total amount descn"bcd bereu~ paynx:nts that arc made oo a per acre buis hereunder shall be reduced IICCOrding to the number of acres pooled, released, sum:ndered, or 
otherwise severed, so that payments detennincd on • per acre basis under lhe tenns of this lease during lhe primary tenn shall be calculated blSCd upon lhc nwnber of acres outside the houocbries 
of a pooled uni~ or, ifaflt:r the expiration oflh<: primary term,lhc nwnber ofacrcs acrually retained and covered by this lease. 

~7 . SUCCESSOR~ AND ASSIGNS: The covenants, conditions and agreements contained herein shall c.ll:nd to and be bulding upon lhe hcin, executors, administntors, successors or 
assogns of Lessee heretn. 

28. A~T~QUIT.I ES CODE: I~ ~e event L~t. aoy fe~ture of a_rchcological or historical interest on PcriiWlCol School Fund Land is eucounttred during the activities authorized by this lease, 
Lessee will ~dia~ly cease ~C~VIIJCS and wtll unmedtatel~ nonfy the Oenenl Land Office (A lTN. Archaeologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701) 
and the Texas Histoncal Conuruss1on (P.O. Box 12276, Ausun, TX 787 tl) so that adequate nx:asures may be uodi:nalceo to protect or recover sucb discoveries or ftodings as appropriate Lessee 
is expressly placed on notice oflhc National Historical Preservati?n Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470) and the Antiquities Code ofTeu.s, Chap~r 191, Tex. N~L Code 
Aruo._(Vemou 1993 & ~upp. 1998). ~o stateo()~d land not dedo~te~ to the Pennanenl ~hool Fwld, ~essee shall notify lhc Texas Historical Convnission before breaking ground at a projcet 
locauon. An archacol?g•cal •.urv~y nughl b~ reqwred by lhe c~nu~s.oon before conslnleooo of lhc proJect can conuococe. Fwther, in the event that any sitt , objec~ location, trtifact or other 
fc~lur~ of arcbaeol~g•cal, scoeotilic, educauooal, cultu.-.1 or histone mteresl is encountered during lhe activities authorize by this lease, lessee will imnx:diattly noti fy lessor and lhe Texas 
HtStoncal Comnuss1on so that adequate nx:asW"CS may be undenaken to proleel or recover such discoveries or findings, as appropriate. 

. 29. YE~UE: ~ssor and Jesse~, in;ludiog lessee's ~uccessors and "':'igos, hereby agree that venue for any dispute orising out of a provision of this lease, whether express or in"licd, regarding 
lllltrprctauon of this lease, or relaung 111 any way to this lease or to applicable case law, statull:S. or admioistntive rules, shall be in a coun of competent jurisdictio n located in Trovis County State 
ofTexas. • 

30. LEA_SE ~lUNG: Pursuao_t 10 Cha~ter 9 of lhc Tex. Bus. ~ Cont Code, this lease must be filed of record in the olf~ec of the Cowny Clerk in any county in which all or any pan of lhe 
loa sed prenuses os located, and certified cop ItS lhercof must be filed 111 the General land Office. Tbc prescribed filing fee shall accompany the certified copies sent to lhe General Land Office. 
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· · · rds nd · the Geoerall..aod OffiCC of the Stale ofTeus. 
Jl. EXECUTION: This oil and gas lease must be signed and acknowledged by lhe Lessee before Il lS 6kd of rteord Ill the counly reco a Ill 

~:: ,~$14>b<?~ 
T ITLE:: _ _ _ _ _______ _ 

DATE: _________ __ _ 

(CORPORATION ACKNOWLEDGMENT) STATE OF =re- >I.~ 
COUNTY OF \'-.J\""\01 A h\D 

BllFOR.B Mil, the undersigned authority, on this day personally appeared_ \LA!>...X...Jdo:.. ILJ.l_.::L~A:u:\v\~--l£\-L---l('~~cAuA=..~\~fL.l.A_,_.,\.. .... IT...__ 

known to me to be the person whose name is subscn"bcd to the foregoing i nstrumcn~ as_;\?:L!Q.s::=l::.._:'">..l.\\J...Da.....ir-l:: ... Xb.:..;'\3u_' _______ o.f 

_]C.J:M:1.!Pc:=)u.l..lSCc...' f\Oib::..."il..:G.~QL.JQ'-..I..a?...n::::.~F::.2niSotloool.·::u::::!>od"'--S-4-, -'A-.c:b-...,\ _,_C-"-'---------'and acknowledged to me that be executed the same 

for the pwposcs and consideration then:in cxpn:sscd, in lhc capacily staled, and as lhc act and deed of said corpo.ration. 

Given under my hand and seal of office Ulis the '2 I o"" day of .::St.-0£ \>.AP)£ R . 20 01 D 

FILE NO: 06- 1363 

~'\lo. '(_ 

Nolary P11blic Srale of Texas 
M~ C.onuii·S~ton Exp1res 

i·lb·2008 

I, BEVERLY HANSON, Clerk of the County Court, In and for said County, do hereby certify that the within 
instrument in w riting, dated 09/26/2006 with It's certification of authentication, was filed for record in my 
office 10/03/2006 at 11 :32 AM o'clock and recorded 10/03/2006 in the OFFICIAL PUBLIC RECORDS of Loving 
County , Texas, in VOL OP 64, PG: 19. Witness my Hand and Seal of said Court, at office in Mentone, Texas, 
o n date and year last above w r itten. 

FEE: 36.00 

CERTIFIED COPY CERTIFICATE 
STATE OF TEXAS COUNTY OF LOVING 
I hereby certify that the above is a true & correct 
copy of the original record on file in my office. 

I 

::1 
•••• 

• 
•• • • • • •• 
•••• • •••• 

• 
•••• • •••• 
•••• • • •• 

I 



• • ••••• • 
•••• • •••• 
• 

• 
•• 

•• • • • 
•••• • •••• 
• 

•••• . • •• • .... 
• • •• 



W llllf. .I A ..... - ~I ALFANT, C PL Ofc: (432) 684-9819 
Fax: (432) 682-2601 

E-mail : bill@chalfantproperties.com 

CHALFANT PRO PERTIES, IN C. 
c..-{);[ & §a, ~ca,in:J arul c:J>,ajmli<> 

1502 NORTH BIG SPRING 
( ..) , ... 

P. 0. BOX 3 123 

MIDLAND, TEXAS 79702-3 123 

September 26, 2006 

TEXAS GENERAL LAND OFFICE 
Attn: Oil and gas lease rentals department 
1700 North Congress Ave. 
Austin, Texas 78711 

To whom it may concern: 

Re: oil and gas lease rentals 

~~;, 
.-:; 

Enclosed please find my check for $21 ,119.55 for rentals for the following oil and gas 
leases purchased at the October 2005 General Land Office oi l and gas lease sale: 

1. M-105601 $432.30 
2. M-105602 $527.85 
3. M-105603 $569.40 
4. M-105604 $390.00 
5. M-105606 $3,200.00 
6. M-105607 $6,400.00 
7. M-105608 $3,200.00 
8. M-105609 $3,200.00 
9. M-105610 $3,200.00 

Let me know if you have any questions about any of the rental amounts. 

WAC:moh 
Enclosures 

Sincerely, 

AAPL's FIRST 1"-J·)~PENDENT LAI'-f)MAN OF THE YEAR 1998 - 1999 

, . 
, . 



WI.Ll !A .\ A. --~ ~ I ALFANT, CPL Ofc: (432) 684-98 19 
Fax: (432) 682-2601 

E-mai l: bill@chalfantproperties.com 

CH ALFANT PROPERTIES, INC. 
{);[ & § a; ..£c.a;in9 and c:Pwp~'tiu 

1502 N O RTH BIG SPRING 

P. 0. BOX 3 123 

M IDLAND, TEXAS 7970 2-3 123 

September 26, 2006 

TEXAS GENERAL LAND OFFICE 
Attn: Oil and gas lease rentals department 
1700 North Congress Ave. 
Austin, Texas 78711 

Re: oil and gas lease rentals 

To whom it may concern: 

Enclosed please find my check for $21 , 119.5 5 for rentals for the following oil and gas 
leases purchased at the October 2005 General Land Office oil and gas lease sale: 

1. M-105601 $432.30 
2. M-105602 $527.85 
3. M-105603 $569.40 
4. M-105604 $390.00 
5. M-105606 $3,200.00 
6. M-105607 $6,400.00 
7. M-105608 $3,200.00 
8. M-105609 $3,200.00 
9. M-105610 $3,200.00 

Let me know if you have any questions about any of the rental amounts. 

WAC:moh 
Enclosures 

Sincerely, 

AAP L' s FI RST 1 .-.J·)~PENDENT i.AI'-DMAN O F TH E YEAR 1998- 1999 
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CHESAPEAKE OPERATING, INC. P.O. BOX 18496 OKLAHOMA CITY, OK 73154 

LEASE OBLIGATION DEPOSIT RECEIPT 

WE HAVE THIS DAY JUNE 20, 2007 TENDERED TO 

COMMISSIONER OF THE GENERAL LAND 

THE SUM OF $390.00 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 

TO COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS: 
10/4/2007 10/4/2008 

Survey: W&NW Block/Suffix: 2 Section: 46 Short Desc: 78.00 ACS, SEC. 46, BLK 2, W&NW RY CO SVY 

PAYMENT RENTAL 
LEASE NUMBER TX1990064-000 LEASE DATE: 10/4/2005 

ENTRY NUMBER: 
PROSPECT: 
COUNTY/PARigwE LAND 

I 0\/ING 
RECORDED: BOOK 64 PAGE 19 
FOR CREDIT OF: 

017397 COMMISSIONER OF THE GENERAL LAND 
OFFICE OF THE STATE OF TEXAS 
STEPHEN F. AUSTIN BUILDING 
1700 NORTH CONGRESS, SUITE 600 
AUSTIN, TX 78701 

IMPORTANT 

Acct· 

STfTX- M-105604/$5 00/AC 

GO R 
YOUR RECORDS 

COp~ FOR Subtotal 
I BANK SERVICE 

-------- ---:::-------i CHARGES 

The attached check Is for the person(s) named above. Please dale, sign 
and return the attached receipts on the day you receive it. If directed to a 
bank, please deposit the amount to the credit of the person(s) named 
above and date, sign and return the receipt on the day you receive it. If 
correspondence required, please make reference to lease number. 

Sign Here -1ft1tit=t-T1~;t4~fijd~---1 Grand Total 

P.O. BOX 18496 

6 KLAHOMA CITY, OK 73154 

405/848-8000 

............. •••••••390 • DOLLARS 00 ' CENTS 06/20/2007 

BANK OF OKLAHOMA, N.A. 
OKLAHOMA CITY, OK 

Check No. 

STATE 
IX 

AMOUNT 

390.00 

•••• • • • •• • 
• 

•• • • • • • •• 
• • •• • • • •• • 

• 
•••• • • •••• 

••• • • • •• 

390.00 

0.00 

390.00 

28591 

28591 

AMOUNT 

$390.00 

PAY 
TO 

THE 
1)9ER 
OF 

COMMI~IONER OF THE GENERAL LAND 

OFFICE OF THE STATE OF TEXAS 
STEfHEN F. AUSTIN BUILDING NO THIRD PARTY ENDORSEMENTS 

1700 NORTH CONGRESS, SUITE 600 
AUSTIN, TX 78701 



•••• • • • • • • 

• • 
• 

• 
••• • • • • • • • 

• 
•••• • • •••• 

• • •• • • •• 

0 
z 
u 

i.!: 

u: 
ll ... 
~ 

0 

E 
E 
-;:, 
J 

u --. 
;.... 

cc 

. .:.· ''"" ·-.. ~. . . ' ..... . '/., . ·;~,-. _ ... '..... \ . ' - . . . 



. ,. • CHESAPEAKE OPERATING, INC. P.O. BOX 18496 OKLAHOMA CITY, OK 73154 

LEASE OBLIGATION DEPOSIT RECEIPT 

VE HAVB THIS DAY SEPTEMBER 12, 2008 TENDERED TO 

COMMISSIONER OF THE GENERAL LAND 

'HE SUM OF $1 ,950.00 DOLLARS FOR THE C REDIT OF PARTY OR PARTIES NAMED BELOW 

\1 AMOUNT STATED PURSUANT TO THE TERMS OF THE LEASE IDENTIFIED HEREIN, FOR THE PERIOD FROM 

10/4/2008 TO 10/4/2009 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS: 

Survey: W&NW Block/Suffix: 2 Section: 46 Short Desc: 78.00 ACS, SEC. 46, BLK 2, W&NW RY CO SVY 

MENT RENTAL 

lSE NUMBER TX1990064-000 LEASE DATE: 10/4/2005 

~ORDED : BOOK 64 PAGE 19 ENTRY NUMBER: 

I CREDIT OF: 

017397 COMMISSIONER OF THE GENERAL LAND 
OFFICE OF THE STATE OF TEXAS 
STEPHEN F. AUSTIN BUILDING 
1700 NORTH CONGRESS, SUITE 600 
AUSTIN, TX 78701 

IMPORTANT 

attached check is for the person(s) named above. Please date, s1gn 
return the attached receipts on the day you receive it. If directed to 
nk, please depos1t the amount to the credit fo the person(s) named 
1e and date, sign and return the receipt on the day you rece1ve 11. If 
espondence required, please make reference to lease number. 

PROSPECT: VERMEJO 

COUNTY/PARISH LOVING 

Acct: 
S25/NA RENTAL FOR 3RD & 4TH ANNIV 

COPY FOR 
YOUR RECORDS 

Subtotal 

BANK SERVICE 
CHARGES 

Grand Total 

Check No. 

• •• • • •••• 
• 

• • •••••• • 
••• • • • •• • 

• 
•••• • • •••• 
•• • • • • •• • 

STATE TX 

AMOUNT 

1,950.00 

1,950.00 

0.00 

1,950.00 

36975 

CHESAPEAKE OPERATING, INC. 
DELAY RENTAL ACCOUNT 

P.O. BOX 18496 
OKLAHOMA CITY, OK 73154 

405/848-8000 

BANK OF OKLAHOMA, N.A. 
OKLAHOMA CITY, OK 36975 

PAY 
TO 
THE 

ORDER 
OF 

~·.ru- ... ~ ..... 1 ,950 'DOLLARS . 00 'CENTS 

COMMISSIONER OF THE GENERAL LAND 

OFFICE OF THE STATE OF TEXAS 
STEPHEN F. AUSTIN BUILDING 
1700 NORTH CONGRESS, SUITE 600 
AUSTIN, TX 78701 

DATE 

09/12/2008 

- AMOUNT 

$1 ,950.00 

CHESAPEAKE OPERATING, INC. 
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TEXAS 

March 24, 20 I 0 

William Chalfant 
Chalfant Properties 
PO Box 3 123 
Midland, Texas 79702 

E[~AL LA D OIFIFKCE 
JERRY PATTERSON, COMMfSSJO ER 

Certified Mail #700707 10000053804763 

RE: MF 10560 1, Sec. 8, Blk. 2, N.W. Ry Co. Survey, Loving County, Texas 
MF 105602, NE/2 Sec. 12, Blk. 2, W & N WRy Co. Survey, Loving County, Texas 
MF 105603 , NE/2 Sec. 14, Blk. 2, W & N WRy Co. Survey, Loving County, Texas 
MF I 05604, Sec. 46, Blk. 2, W & N W Ry. Co. Survey, Loving County, Texas 

Dear Mr. Chalfant: 

Our records indicate that the captioned lease has terminated for failure to pay the delay rental due 
October 4, 2009. 

According to our files you are the record leaseholder under this lease. You have 30 days from 
receipt of this letter in whjch to present evidence and convince the General Land Office that a 
termination has not occurred. If such evidence has not been presented at the expiration of the 30-
day period, the mineral file shall be endorsed "terminated." 

Any we ll on these tracts should be plugged and abandoned in accordance with Rai lroad 
Commission Rules and Regulations. The General Land Office will actively oppose any action to 
avoid o r postpone compliance with these requ irements. Pursuant to the Texas Administrative 
Code, a recorded original or certified copy of a Release of the State Oil and Gas Lease must be 
filed with our office within 90 days along with a processing fee of $25.00 per document sent to 
the attention of Beverly Boyd. 

If you have any questions regarding this assessment please feel free to contact me. 

Sincerely, 

~b~ 
Deborah A. Cantu 
Mineral Leasing, Energy Resources 
512-305-8598 
512-475- 1543 (fax) 

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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