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State Lease Number

M- 1863907

For GLO Use Only

APRIL 4, 2006
MINERAL LEASE BID APPLICATION

APPLICANT I agree, if awarded a lease on the referenced tract, to comply with all terms

AGREEMENT and conditions of said lease and with all applicable laws that so govern said
lease, and as those laws may be amended.

APPLICANT Name: Chalfant Properties Inc

IDENTIFICATION

TO APPEAR ON Address: PO Box 3123

LEASE (type/print)
City: Midland State: TX Zip: 79702

(Include +4 Code)
Telephone: (432) 684-9819

AREA County(ies): Reeves Survey/Area: Public School Land
DESCRIPTION (If Applicable)
[ ] e
. 9 L]
ane Block/Tsp.: 45 Section/Tract: 12 Acres: 178.70
B (If Applicable)
:__. BID (A) Bonus Amount ($)40,207.50

vens SUBMISSION
Forty Thousand Two Hundred Seven and 50/100
(type/print above)

:... (B) Sales Fee Amount ($)603.11
Six Hundred Three and 11/100
(type/print above)
This Sales Fee is 1¥2% of the cash bonus as provided in Section 32.110 of the
Natural Resources Code as amended.
MGL. NO. APPLICANT NAME BONUS AMOUNT ONLY (A)
(Do Not include sales fee)
O
24 Chalfant Properties Inc $)40,207.50 6\0

(same as above) N P

STATE OF TEXAS 4 5
TAX I.D. # .
(must be an 11-digit number)

SIGNATURE OF |
AGENT - (%‘ 2,
sig ¥
Z X O
William A. Chalfant '
(t;p:e/::—int namae)an \/6\
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Lease Form

S Sl Lo @‘)g éta __ Df @ex&g

Austin, Texas

OIL AND GAS LEASE
NO. M-106307

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

SECTION 12, BLOCK 45, PUBLIC SCHOOL LAND SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 178.7 ACRES, AS SHOWN ON THE
OFFICIAL MAP OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 4™ day of April, 2006, at 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 4™ day of April, 2006, hereinafter the "effective date” and it was found and determined that CHALFANT PROPERTIES INC whose
address is P.O. BOX 3123, MIDLAND, TEXAS 79702 had offered the highest and best bid for a lease of the area above descnibed and is, therefore, entitled to receive a lease thereon:

NOW, THEREFORE, [, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafler 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 heremafier designated Lessee, the sum of Forty Thousand Two Hundred Seven And 50/100 Dollars
($40,207.50), 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 following terms and
conditions, to-wit:

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

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

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

Anniversary Date Delay Rental per A
First ) § 5.00
Second $ 5.00
Third $25.00
Fourth $25.00

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

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid
hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 1/4 pan of the gross production or the market value thereof, at the option of the
Lessor, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type and
gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 3) the gross proceeds of the
sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor through an
adequate oil and gas separator of conventional type or other equipment at least as efficient to the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
written consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by Lessor.

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



(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 part of the residue gas and the
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100%) of the total plant production of residue
gas attributable to gas produced from this lease, and on fifty percent (50%) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid hydrocarbons,
attnbutable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an
interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing
agreement negotiated at arms’ length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The
respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

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

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

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

(i1) In the event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced after the expiration
of eighteen (18) months from the effective date hereof but prior to the expiration of twenty-four (24) months from the effective date hereof, the royalty rate provided herein shall be reduced to
22.5% and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such six (6) month term during which Lessee may eam a reduced
royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which to eam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

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

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

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

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

(/) MARGINAL PRODUCTION ROYALTY: Upon Lessee's wntten 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 life of this lease and encourage recovery of oil or gas that might otherwise remain unrecovered. Any such royalty reduction must
conform to the requirements of any School Land Board administrative rules on this subject. Royalty may not be reduced below the applicable statutory minimum.

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

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

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall annually furnish the Commissioner of the General Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable to this lease and shall furnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendmenis lo such contracts within thirty (30) days after entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land
Office shall be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and
marketing of the oil and gas produced on said premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to
inspection and examination by the Commissioner of the General Land Office, the Attomney General, the Govemor, or the representative of any of them.

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



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

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

(A) VERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminate as to all of the leased premises,
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quantities (including a shut-in
oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous dnilling or reworking operations, or (2) the number of acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for each
such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other govemmental authority having jurisdiction. Within 90 days of a
partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the partial termination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably necessary for the continued operation of
the portions of the lease remaining in force and effect. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a surface lease from the Land
Office, but the Land Commissioner has the discretion to grant or deny such application and 1o set the fee for such surface lease.

(B) HORIZONTAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall further terminate as to all depths below 100
feet below the total depth drilled (hereinafter "deeper depths”) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or extended
term Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as consideration for this lease (as specified on page | hereof). 1f such amount is paid, this lease shall be in force
and effect as to such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafler as oil or gas is produced in paying quantities from such
deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage 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, Lessce shall execute and record a
release or releases containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General
Land Office, accompanied by the filing fee prescribed by the General Land Office rules in effect on the date the release is filed. [If Lessee fails or refuses to execute and record such release or
releases within ninety (90) days after being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or
depths to be released hereunder and record such instrument at Lessee’s expense in the county or counties where the lease is located and in the official records of the General Land Office and such
designation shall be binding upon Lessee for all purposes. If at any time after the effective date of the partial termination provisions hereof, the applicable field rules are changed or the well or
wells located thereon are reclassified so that less acreage is thereafter allocated to said well or wells for production purposes, this lease shall thereupon terminate as to all ge not thereafl
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 this lease, the Lessee shall, within sixty (60) days after such initial production from the draining
well or the well located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset well on the area covered by this
lease, and such offset well shall be drilled to such depth as may be necessary to prevent the undue drainage of the area covered by this lease, and the Lessee, manager or driller shall use all means
necessary in a good faith effort to make such offset well produce oil and/or gas in commercial quantities. Only upon the determination of the Commissioner and with his written approval, may the
payment of a compensatory royalty satisfy the obligation to dnill an offset well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land, Lessee
should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such production thereof should
cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences
additional drilling or reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or
within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without
further operations until the expiration of the primary term; and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this lease by
conducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the
first well or any subsequent well drilled on the above descnibed land be completed as a shut-in oil or gas well within the primary term hereof, Lessee may resume payment of the annual rental in
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to
make such payment, this lease shall ipso facto terminate. If at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises payments may be
made in accordance with the shut-in provisions hereof.

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

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

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying quantities from a
well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any case in which drainage is occurring, the right to continue to maintain
the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the
lease for four more successive years by Lessee paying compensatory royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which
is completed in the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly to the Commissioner beginning on or
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same producing reservoir and located within
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an
amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessce of the obligation of reasonable development nor the
obligation to drill offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the Commissioner’s written approval, the payment of
compensatory royalties shall satisfy the obligation to dnill offset wells. Compensatory royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph 5
of this lease.



13. EXTENSIONS: If, at the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased premises but drilling operations are being conducted
thereon in good faith and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary term, file in the General Land Office written application to the Commissioner
of the General Land Office for a thirty (30) day extension of this lease, accompanied by payment of Three Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640) acres or less
and Six Thousand Dollars ($6,000.00) if this lease covers more than six hundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30) day period from and
after the expiration of the primary term and so long thereafier 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 term unless preduction in
paying quantities has been obtained.

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

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

(A) UPLANDS: Lessee shall build and maintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the dnlling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-made non-
biodegradable items. A sign must be displayed in a high traffic area on all vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vessels or
platforms is strictly prohibited and may subject a State of Texas lease to forfeiture.” Such statement shall be in lettering of at least 1" in size.

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

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

16. IDENTIFICATION MARKERS: Lessee shall erect, at a distance not to exceed twenty-five (25) feet from each well on the premises covered by this lease, a legible sign on which shall
be stated the name of the operator, the lease designation and the well number. Where two or more wells on the same lease or where wells on two or more leases are connected to the same tank
battery, whether by individual flow line connections direct to the tank or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly identified
at all times, either by a firmly attached tag or plate or an identification properly painted on such line at a distance not to exceed three (3) feet from such tank or header connection. Said signs, tags,
plates or other identification markers shall be maintained in 2 legible condition throughout the term of this lease.

17. ASSIGNMENTS: The lease may be transferred at any time; provided, however, that the liability of the transferor to properly discharge its obligation under the lease, including properly
plugging abandoned wells, removing platforms or pipelines, or remediation of contamination at drill sites shall pass 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 area is located, and the recorded transfer or a copy certified to by the County Clerk of the county where the transfer is recorded must be
filed in the General Land Office within ninety (90) days of the execution date, as provided by N.R.C. Section 52.026, accompanied by the filing fee prescribed by the General Land Office rules in
effect on the date of receipt by the General Land Office of such transfer or certified copy thereof. Every transferee shall succeed to all rights and be subject to all obligations, liabilities, and
penalties owed to the State by the original lessee or any prior transferee of the lease, including any liabilities to the state for unpaid royalties.

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

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all oil and gas produced from the area covered by this lease to secure payment of all unpaid royalty
and other sums of money that may 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 secunity interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale
of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and improvements to the leased premises used in connection with the production or
processing of such leased minerals in order to secure the payment of all royalties or other amounts due or to become due under this lease and to secure payment of any damages or loss that Lessor
may suffer by reason of Lessee's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be foreclosed with or without court proceedings
in the manner provided in the Title 1, 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-described property or from Lessee’s acquisition of this lease. Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this
lease forfeited as provided herein,

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

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

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

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the
General Land Office governing drilling and producing operations on Permanent Free School Land (specifically including any rules promulgated that relate to plans of operations), payment of
royalties, and auditing procedures, and shall be subject to all other valid statutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease. Without
limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and 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 Natural Resources Code Sections 52.135
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other purpose
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incident to the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but Lessee shall
be entitled to develop such land for oil and gas by directional drilling; provided, however, that no surface 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. REMOYAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitted to remove the casing or any part of the equipment from any
producing, dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written
consent of said Commissioner or his authorized representative remove from the leased premises the casing or any other equipment, material, machinery, 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, fires, acts of God or any order, rule or regulation of govemnmental authority, then while so prevented,
Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfactory proof presented to the Commissioner of the General Land Office in support of Lessee's
contention and Lessee shall not be liable for damages for failure to comply therewith (except in the event of lease operations suspended as provided in the rules and regulations adopted by the
School Land Board); and this lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling, reworking operations or producing oil and/or gas from the leased
premises; provided, however, that nothing herein shall be construed to suspend the payment of rentals during the primary or extended term, nor to abridge Lessee's right to a suspension under any
applicable statute of this State.

25. LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced from
said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropnate protective devices on or at all access points at the lease’s production,
gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas royalties thereon
as provided herein on all oil, gas or other hydrocarbons lost by reason of theft.

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

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

28. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permanent School Fund Land is encountered during the activities authorized by this lease,
Lessee will immediately cease activities and will immediately notify the General Land Office (ATTN. Archaeologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) so that adequate measures may be undertaken Lo protect or recover such discoveries or findings, as appropriate. Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470) and the Antiquities Code of Texas, Chapter 191, Tex. Nat. Code
Ann. (Vermon 1993 & Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessee shall notify the Texas Historical Commission before breaking ground at a project
location. An archaeological survey might be required by the commission before construction of the project can commence. Further, in the event that any site, object, location, artifact or other
feature of archaeological, scientific, educational, cultural or historic interest is encountered during the activitics authorize by this lease, lessee will immediately notify lessor and the Texas
Historical Commission so that adequat may be undertaken to protect or recover such discoveries or findings, as appropriate.

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

30. LEASE FILING: Pursuant to Chapter 9 of the Tex. Bus. & Com. Code,this lease must be filed of record in the office of the County Clerk in any county in which all or any part of the
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the certified copies sent to the General Land Office.
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31. EXECUTION: |Thigoil anfl gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the General Land Office of the State of Texas.
L]
™ q E
\Q- =
IO LESSEE
NS
L, ~ 3
% N 5 TITLE:
" N
E D:—-G DATE:
-
% IN "Es_ﬁm HEREOQF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office.
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COMMISSIONER OF THE GENERAL LAND OFFICE
OF THE STATE OF TEXAS

APPROVED

Contents
Legal
DC

Exec

STATE OF

(CORPORATION ACKNOWLEDGMENT)
COUNTY OF

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

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

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

Given under my hand and seal of office this the day of ,20
Notary Public in and for
STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

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

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

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

Notary Public in and for




tRAL LAND OFFICE

JERRY PATTERSON, COMMISSIONER

April 28, 2006

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

Dear Mr. Chalfant:

Thank you for participating in the General Land Office Oil and Gas Lease Sale held on April 4,
2006. | am pleased to inform you that Chalfant Properties Inc was the high bidder on MGL. No. 24,
which has been assigned the lease number M-106307.

State Lease M-106307 is enclosed and serves as your receipt for your bid. This lease form must
be fully executed by the lessee, and then recorded in the County Clerk's office of the county or
counties in which lands covered by the lease are located. After signing and recording the lease,
please submit a certified copy of the recorded lease to the attention of the undersigned. These
requirements are material provisions of the lease; therefore, please return the certified copy at your
earliest convenience.

The lessee's other contractual and statutory responsibilities are outlined in the lease agreement,
such as Section 6(B), which requires submission of written notice for all drilling, production, and
related activities. When forms are filed with the Texas Railroad Commission, they are required to
submit copies of these forms to the General Land Office, such as Forms W-1, Application to Drill;
W-2, Oil Well Completion Report and Log; G -1, Gas Well Completion Report and Log; W-3,
Plugging Record; 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,

o -

Robert B. Hatter, Director
Mineral Leasing Division

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



T d
32UO0ISSIWWO.) ,aoﬂuﬁmg}@*_

i) VA )
@ . —UU—.—& Uumo
,\Qﬁ\m 7 "

"

.OZ 2




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

CHALFANT PROPERTIES, INC.

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

5¢ 7 Z /
June 28, 2006 ) P/[‘é ar/{pé’/
Mr. Drew Reid / 7 ) V‘%\/ M
TEXAS GENERAL LAND OFFICE /ff/;/l
1700 North Congress Ave /

Austin, TX 78701

Re: Certified Qil 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 April 4, 2006 lease sale. We also bought lease
number M-106300 which has been sent to Culberson County for recording and will be
sent to you as soon as it is returned.

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

Sincerely,

Modolo. € oo

Mashala K Cross
MKC/moh
enclosures

{

sAAPTYs FIRST INDEBRENDENT LANDMAN OF THE YEAR 1998 - 1999

. & @ L]
-
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FILE# 3019

| Lease Form
Revived 10/99
Surveyed School Land

Jusgtin, Texas

OIL AND GAS LEASE
NO. M-106307

WHEREAS, pumnnt to the Texas Natural Resources Code Chapters 32, 33, 51, and Chapler 52, Subchapters A-D and H, (said Code being hereinafter referred to as N.R.C.), and subject to all
rules and r promulgated by the C i of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable statutes and d to sad
NRC, the l'o!lnwm' ares, to-wit

SECTION 12, BLOCK 45, PUBLIC SCHOOL LAND SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 178.7 ACRES, AS SHOWN ON THE
OFFICIAL MAP OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 4™ day of April, 2006, a1 10:00 o'clock a.m., by the Commissioner of the General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and
WHEREAS, after all bids and remittances which were received up 1o said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 4™ day of April, 2006, hereinafier the "efective date” and it was found and determined that CHALFANT PROPERTIES INC whose
address is P.O. BOX 3123, MIDLAND, TEXAS 79702 had offercd the highest and best bid for a lease of the area above described and is, therefore, entitled to receive a lease thereon:

NOW, THEREFORE, |, Jerry E. Patterson, Commissioner of the General Land Office onh: Suu of Texas, hereinafter sometimes referred to as "Lessor,” whose address is Austin, Texas, by

virtue of the nulhnn:y vested in me and in ideration of the by the K ignated ume. the sum of Forty Thousand Two Hundred Seven And 50/100 Dollary
(540,207.50), receipt of which is hereby acknowledged and of the royalties, ipulations and i ined and hereby agreed (o be paid, uburved and performed by Lessee, do
hereby deruse, grant. lease and let unto the above mentioned bidder the exclusive night to prospect for, produce and take oil and/or gas from the afc d area upon the following terms and

conditions, to-wit:

1. RESERVATION: There is hereby excepted and reserved to Lessor the full use of the property covered hereby and all rights with respect 1o the surface and subsurface thereof for any and
allwpnuu:ceplﬂme granted and to the extent herein granted to Lessee, together with the rights of ingress and egress and use of said lands by Lessor and its mineral lessees, for purposes of

ng for and producing the minerals which are not covered, or which may not be covered in the future, under the terms of this lease, but which may be located within the surface boundanies
ol’lbelnudam Allofﬂun.]mmmdlolkIeuadmmsmimdbyLﬂmlndal]nl'lknlhuwwwﬂnhucdmmnmutdwmhmnlhllhumu:dnw:h:mumtr
that neither shall unduly interfere with the operations of the other.

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

3. DELAY RENTALS: If no well is commenced on the land hereby leased on or before the anniversary date of this lease, this lease shall mmmte as to both plﬂlﬂ nnlen the Lessee on or

before said date shall pay or tender to the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the amount specified in the follo ltiplied by the
number of acres in the prenuses, which shall operate as a renul and cover the privilege of deferring the commencement of a well for twelve (12) months from said d.lu- In like manner and upon
payments or tenders of amounts set out in |he following sch the of a well may be further deferred for a like period of the same number of months.

First $ 5.00

Second § 5.00

Third $25.00

Fourth §25.00 A

4. PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out in subparagraph (E) of this p h 4, upon prod of oil and/or gas, the Lessee agrees 1o pay

or cause to be paid to the Commissioner of the General Land Office in Austin, Texas, for the use and benefit of the State aﬂrm during the term hereof:

(A) OIL: As a royalty on oil, which is defined as including all hquouﬁonlpmdﬂedmlhqmdl’ounnu: mouth of the well and also all condensate, distillate, and other hiquid
hydrocarbons recovered from oil or gas run through a sep or other eq as | provided, 1/4 pant of the gross production or the market value thereof, at the option of the
Lessor, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type and
gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 3) the gross proceeds of the
sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor through an
adequate oil and gas sep of ional type or other equip at least as efficient to the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
written consent of Lessor, the requirement that such gas be run through such a separator or other equipment may be waived upon such terms and conditions as prescribed by Lessor.

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

True and Correct
copy of
Original filed in
Reeves County
Clerks Office
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(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 pan of the residue gas and the
liquid hydrocarbons extracied or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100%) of the total plant production nfrr.sldu:
gas aunbutable to gas produced from this lease, and on fifty percent (50%) or that percent accruing to Lessee, wh::h:v:r is the greater, of the total plant production of liquid hyd:

attributable to the gas produced from this lease; pﬂmtkd that if liquid hydrocarbons are d from gas p d in a plant in which Lessee (or its parent, subsidiary or 1l‘|'11|.u) owns an
interest, then the p licable to liquid hy rbons shall be ﬁﬂy percent (50%) or the highest percent ucnuuj to & third parry processing gas through such plant under a processing
agreement ne;onal.ad at mns length (or if there is no such third party, the highest percent then being specified in p in the industry), whichever is the greater. The

respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest markel price pud or offered for any gas (or liquid hydrocarbons) of conparable quality in the
general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other prod duced or fi from gas (excepting liquid hydrocarb whether said gas be
“casinghead,” "dry” or any other gas, by fractionating, buning or any other processing, ,uj pant nl’grois production of such products, or the market value thereof, at the option of Lessor, such
muarket value o be determined as follows:

(1) On the basis of the highest markel price of cach product, dunng 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 pursuant to the terms of
this lease and such production is brought on line and sales thereof are commenced within eighteen (18) months of the effective date hereol, the royalty rate provided herein shall be reduced (0
20%, and shall apply 10 each subsequent well drilled and produced on the land covered by this lease. Provided that, if duning such eighteen (18) month temi during which Lessee may cami a
reduced royalty rate of 20% as herein provided, Lessee should dnll in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month

exiension of the term in which to cam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, ing dnlling operations on an sdditional well prior 10 the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and conypleting same so that production in paying quantities is established
and so that such production is brought on linc and sales thereof are d prior to the expiration of such three (3) month exiension period.

(1) In the event production in paying ities is established to the terms of this lease and such production is brought on line and sales thereof are commenced aficr the capiration

of eighteen (18) months from the effective date hereof but prior to the cxpiration of twenty-four (24) months from the effective date hereof, the royalty rate provided herein shall be reduced to
22.5% and shall apply 1o each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such six (6) month term during which Lessee may camn a reduced
royalty rate of 22.5% as herein provided, Lessce should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month

extension of the term in which to eam a reduced royalty rate by giving notice 10 the Commissioner of the General Land Office, ing dnilling operations on an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are prior to the expiration of such three (3) month extension period.

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

{G) ROYALTY IN KIND: Notwith i i ined herein to the contrary, Lessor may, at its option, upon not less than 60 days notice to Lessee, require at any time or from
umc lu :lrm that payment of all or my myllﬂn ucnnn; ID Lessor under this lease be made in kind without deduction for the cost of producing, gathering, stonng, separating, treating,
and otherwise making the oil, gas and other products produced hereunder ready for sale or use. Lessor's right 1o take its royalty in kind shall not
dlmmuh or ncptg L.essors nghts or Lusu 's obligations, whether express or inplicd, under this lease,

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable on any gas as may represent this lease’s proportionate share of any fuel used w process gas produced hereunder
in any p g plant. Notwithstanding anything contained herein o the contrary, and subject to the consent in writing of the Comumissioner of the General Land Office, Lessee may recycle gas
{or gas lift purposes on the leased premises after the liquid hydrocarbons contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until such time as the
same may thereafier be produced and sold or used by Lessee in such manner as to entitle Lessor 10 & royalty thereon under the royalty provisions of this lease

(1) MINIMUM ROYALTY: Duning any year afier the expiration of the primary term of this lease, if tus lease is maintained by prod the royalties paid to Lessor in no event shall be
less than an amount equal to §5.00 per acre; otherwise, there shall be due and payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal w0 $5.00 per
acre less the amount of royalties paid duning the preceding year.

{3) MARGINAL PRODUCTION ROYALTY: Upon Lessee's wntien 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 cconomic life of this lease and encourage recovery of oil or gas that might otherwise remain unrecovered.  Any such royalty reduction must
conform to the requirements of any School Land Board administrative rules on this subject. Royalty nay not be reduced below the applicable statutory minimum.

5. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid to the Commissioner of the General Land Office at Austin, Texas, in the following manner:
Payment of royalty on production of oil and gas shall be as provided in the rules sct forth in the Texas Register. Rules currently provide that royalty on oil is due and must be received in the
General Land Office on or before the Sth day of the second month ding the month of production, and royalty on gas is duc and must be received in the General Land Office on or before the
15th day of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by
the General Land Office and sMwma lhe gross amount and disposition of all cil and gas produced and the market value of the oil and gas, together with a copy of all documents, records or reports
fi g the gross prod ion and market value including gas meter readings, pipeline receipts, gas line receipts and other checks of memoranda of amount produced and put into
pipelines, “tanks, or poob and gas lines or gas storage, and any other reports or records which the General Land Office may require 1o verify the gross production, disposition and market value. In
all cases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be sccompanied by a check stub, schedule, summary
of other i advice showing by the assigned General Land Office lease number the amount of royalty being paid on cach lease. If Lessce pays his royalty on or before thirty (30) days after
the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or §25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10%
of the royalty due or $25.00 whichever is greater. In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begu'l accruing when the wy-lly is sixty (60)
days overdue. Affidavits and supporting documents which are not filed when due shall incur a penalty in an amount set hy the General Land Office rule which is efTe on the
date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as prescribed by the due date provided herein.
Payment of the delinquency penalty shall in no way operate o prohibit the State’s nght of forfeiture as provided by law nor act to postpone the date on which royaltics were onginally due. The
above penalty provisions shall not apply in cases of title dispute as to the State’s portion of the royalty or to that portion of the royalty in dispute as to fair market value.

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lesses shall annually fumnish the Commissioner of the General Land Office with its best possible estimate of oil and gas

r:s:rvumdgrlymgthish‘notllloublelolbillnumd.lhallfmhaidConmissiom\Viwwvielofillcomcuundwwh':hpliswldor and all subseq and

amendments to such contracts within thirty (30) days after entering into or making such d Such and agr when ived by the General Land

OffweﬂnulbehummﬁdﬂtebylkamulLlndO!ﬁucunhlulhemutulhruadbybum AU¢Mmbindmld:pemmm;blhcpmdmﬁm.mupomﬁon.nlemd

narketmgofﬂzui!indw, duced on said premises, i g the books and receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to
i by the Commissi of the General Land Office, the y General, the Ge o the rep ive of any of them.

(B) DRILLING RECORDS: an mnu of all operations on this lease shall be submined 1o the Commissioner of the General Land Office by Lessee or operator five (5) days before spud
date, work re-entry, lemp or plug and abandonment of any well or wells. Such written notice 10 the General Land Office shall include copies of Railroad Commission
forms for application to drill Copu:sufwellmu.eenplmouupm:mdphumgrepmu;hﬂbelwlwdlnthmhndeﬁcellwmmlheymﬁkdwﬂhlheTexu Railroad
Commission. Lessce shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation of the above-described
premises, which may be requested by the General Land Office, in addition to those hercin expressly provided for. Lessce shall have an electrical and/or radioactivity survey made on the bore-hole
section, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premises and shall transmit a true copy of the log of cach survey on each well o the
General Land Office within fifteen (15) days after the making of said survey.
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(C) PENALTIES: Lessee shall incur a penalty wh reports, ials are not filed in the General Land Office when due. The penalty for late filing shall be set by
the General Land Office administrative rule which is effective on the date when the ml:ruh 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 develop of the leased premuises and
in marketing the production thereon

{A) YERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the pnmny or extended term it shall then terminate as 10 all of the leased premises, it

EXCEPT (1) 40 acres smmdm; cach oil well capable of producing in paying quantities and 320 acres g each gas v chI upnble of producing in paying quantities (including a shut-in
oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in conti dtillin; or or (2) the mmbetnl‘ acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, wi))mhmlmwhn«nmhrorumumylhenbe ! d for prod Wwap ion unit for each
smhpmdn:m;w:l‘lundumcndumd gulations of the Railroad C: 1SS anmwmylw:mwy.wolhn 1 suthori y having jurisdicti Within 90 days of a
partial of this lease in d with this subp h and upon payment of the minimum filing fee set by General Land Office rules in 'effect at the time of the partial termination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably necessary for the continued operation of
the portions of the lease remaining in force and effect. If Lessee fails to apply for a surface lease within the 90 day penod specified above, Lessee may apply for o suface lease from the Land
Office, but the Land Commissioner has the discretion 1o grant or deny such application and 10 set the fee for such surface lease.

(B) HORIZONTAL: In the event this lease is in force and effect two (2) years afler the expiration date of the primary or extended term it shall further terminate as (o all depths below 100
feet below the total depth drilled (hereinafler "deeper depths”) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or extended
term Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as consideration for this lcase (as specificd on page | hereof), If such amount is paid, this lease shall be in force
and effect as 1o such decper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities from such
deeper depths covered by this lease

(C) IDENTIFICATION AND FILING: The surface acreage retained hereunder as to cach 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 a factory 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, mwwmodbylhrlmgkcwwﬁdbymwmlhdm:mhwtmclmuﬁklhnkmnﬁld If Lessee fails or refuses 1o execute and record such release or
releases within ninety (90) days after being requested to do 50 by the General Land Office, then the C: s at his sole di ion may designate by written i the acreage and/or
depths to be released hereunder .mm:mmmmnuu«nwhmmwummm quulonwdmdh the official records of the General Land Office and such
designation shall be binding upon Lessee for all purposes. [f at any time after the effective date of the partial ter i hereof, the i field rules are changed or the well or
wells Jocated thereon are reclassified so that less acreage is thereafter allocated to said well or wells for production pumolu this lease shall llmmn terminate as to all acreage not thereafler
allocated to said well or wells for production purposes.

8. OFFSET WELLS: If oil and/or gas should be produced in | itics 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 udmmngﬂu:m covered by this lease, the Lessee shall, within sixty (60) days after such initial production from the draining
well or the well located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset well on the area covered by this
lease, and such offset well shall be drilled to such depth as may be necessary to prevent the undue drainage of the area covered by this lease, and the Lessee. manager or driller shall use all means
necessary in & good faith effort to make such offset well produce oil and/or gas in commercial quantities. Only upon the d unation of the C iS5 and with his written approval, may the
payment of 3 compensatory royalty satisfy the obligation o dnill an ofTset well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: 1f, during the primary term hereof and prior to discovery and production of 0il or gas on said land, Lessee
should drill a dry hole or holes thereon, or if during the primary term hereof and afier the discovery and actual production of oil or gas from the leased premises such Mﬂmmfﬂmu
cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of conpletion of said dry hole or jon of producti
lddluomldrﬂlm;orrcworhnlmnmdmmwpﬂwmhmlm&hymluhmnmnmﬂhﬁmlﬁuhﬂ. Ifmdnhﬂyuroflhpnnmma
within sixty (60) days prior thereto, a dry hole d and at 4 or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without
nmbernpennommnlnunpmimnfﬁnpnmrymmdlrmmhnmlmwmd duction in paying quantities at the expiration of the primary term, Lessee may maintain this lease by

! drilling or ki to P: h 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the
rmlwellmnyﬂtqummlldnllcdm!hlboﬂducribdllndbewmlewdlumhollorwwﬂwlmlnﬂupnmrymhmlmmymmplmmnrlkmmlmwm
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure to
make such payment, this lease shall ipso facto terminate. [f at the expiration of the primary term or any time thereafter a shut-in oil or gas well is located on the leased premises payments may be
made in accordance with the shut-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the pnmuy term, production of oil or gas from the leased premises, after once obtained, should cease from
any cause, this lease shall not terminate if Lessee ith dnilling or rk within sixty (60) days afler such cessation, and this lease shall remain in full force and
effect for so long as such operations continue in good faith and in workmanlike manner vmhuu interruptions totaling more than suty (60) day: If such drilling or reworking operations result in
the pmdu:mn of oil or gas, the lease shall remain in full force md effect for 5o long as oil or gas is produced from the leased premises in paying quantities or payment of shut-in oil or gas well

or p of Itics is made as p d herein or as provided by law. If the drilling or reworking operations result in the completion of 8 well as a dry hole, the lease
wm not terminate if the Lessee mmmu additional dr{llin;o( reworking operations within sixty (60) days after the completion of the well as a dry hole, and this lease shall remain in effect so
long as Lessee i dnlling or ions in good faith and in » workmanlike manner without interruptions totaling more than sixty (60) days. Lessee shall give writien notice to

the General Land Office within lh'rw (30) d:y' oflny cessation of production.

11. SHUT-IN ROYALTIES: For purposes of this paragraph, “well” means any well that has been assigned a well number by the state agency having jurisdiction over the production of oil
and gas. If at any time afier the expiration of the primary term of a lease that, until being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying
quantitics is located on the leased premises, but oil or gas is not being produced hklduhbhwmhﬁdlhhwhdﬂuihbhmm Ihnu.uaemypuyuuim-inoilmm
royalty an amount equal to $10.00 per acre, but not less than $1,200 s year for each well capable of producing oil or gas in paying quantities. To be effective, each initial shut-in oil or gas royalty
nu:bepmdonub:rou (1) the expiration nrmmwm(!)ﬁoanmﬂﬂumcmwuumﬂwm mumm or (3) 60 days after Lessee completes & dniling
or d: with the lease provisions; whichever date is latest. 1f the shut-in oil or gas royalty is paid, the lease shall be considered to be a producing lcase and the
payment sh.llt utend !M term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month in which production ceased, and, after
that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four more successive periods of one (1) year by paying the same amount cach
year on or before the expiration of each shut-in year.

well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any case in which drai
lhekmhyplym;ih:l.hmmolinrpsmylltyshllm.hllhmmunmmeﬂ'mnh'ﬂummdﬂofﬂunuhwmhmﬂhyhubquld The Lessee may maintain the
qu(o(fwmsmwmnbykmpm:mmmlwuﬁumpltym:wmddcdmuulnuoflhmnnlun[mamhmﬂunﬂnmlnutnupewwln:h
wleted in the same p i wmmﬂmw(lmo]mﬂ&wmmmmmmm:wuﬂmﬂbethmlumw
befououluldnyomunmmhllwu;u\emmhmﬂmhd:mlmmupmdmdhmlhemnuumme inage or that is completed in the same producing reservoir and located within
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any 12-month period is in an amount Iu-hnthemlth-hullmmwy‘ky,mmﬂplyw

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and dehverad in paying qulnulm hm ]
g 8. the right to ©

mtmlhhdﬁﬂmcmmmm(m)dny‘Emmlhemluflh;I! period; and none of these provisions will relieve Lessee of the obligation of nor the
obligation to drill offset wells as provided in N.R.C. Section 52.034; } . al the d ion of the Commissi and with the Commissioner's written 1, the of
compensatory royalties shall satisfy the obligation to dnill ofTset wells. CowumMnmﬁtmmmbmﬂmmhwmmMmmhmhs
of this lease.
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13. EXTENSIONS: If, at the expiration of the pnmary term of this lease, production of oil or gas has not been cbuined on the leased premuses but dnlling operations are being conducted
thereon in good faith and in a good and workmanlike manner, Lessce may, on or before the expiration of the primary term, file in the General Land Office written application o the Commissioner
of the General Land Office for a thirty (30) day extension of this lease, accompanied by payment of Three Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640) acres or less
mdSlammnolhu(soooooonfﬁmIeaummmhnmhmd:ﬁrumtm}umMmcmwmlhmn;uwmsmI‘nulhmy(!ﬂ)ﬂypemdﬁmnud
-n:l\hwnmefﬂnpmnnrmndnbuthnnﬂuuodumhmdwdmumqmwwalndl\nhw that Lessee may, so long as such dnlling operations are being

ducted make like ap and pay duning any thirty (30) day ded period for ion of thirty (30) days and, upon receipt of such application and payment, the
Conmmnernull.lnwmn;.mwuwnd:mIus:m:hlnmshnllummml‘ocul‘oumhnddauoul|Inrry(m)dlypmodndwhq:hmnﬂuoilawupmdmdmpqm
quantities; provided, however, that this lease shall not be extended for more than a total of three hundred ninety (190) days from and afler the expiration of the primary term unless production in
paying quantities has been oblained.

14. USE OF WATER; SURFACE: Lessce shall have the right to use water produced on said land for op h der and solely upon the leased premises; provided, however,
Lessee shall not use potable water or water suitable for livestock or irrigation purposes for water flood operations without the prior written consent of Lessor. Subject o its ohlmann 10 pay
surface danuges, Lessee shall have the right to use so much of the surface of the land that may be reasonably necessary for dnilling and operating wells and and ¥ the
production therefrom, such use to be conducted under =andmonc of least injury 1o the surface of the land. Lessec 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 of surface damages occwrs.

I5. POLLUTION: In developing this ares, Lessce shall use the highest degree of care and all proper safeguards 1o prevent pollution. Without limiting the foreguing, poliution of coastal
wetlands, natural ys, rivers and impounded water shall be prevented by the use of containment (acilities sufficient 1o prevent spillage, secpage or ground waler contanunation. la the event
of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and privaic properties.

(A) UPLANDS: Lessee shall build and mainuin fences around its slush, sump, and drainage pits and tank baticries 50 as to protect livestock against loss, damage or injury; and upon |
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drilling site of all rubbish thereon.

{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,
burge, jack-up rig or other equipment located on the leased area. Solid wasie shall include but shall not be limited to cohtainers, equipment, rubbish, plastic, glass, and any other man-made non-
biodegradable items. A sign must be displayed in a high traffic area on all vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters fram vessels or
platforms is strictly prohibited and may subject a State of Texas lease to forfeiture.” Such statement shall be in letiering of at least 1" in size.

(C) RIVERS: To the extent y to prevest pollution, the provisions found in subsections (3) and (b) of this paragraph shall also apply to nvers and nverbeds.

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

16. IDENTIFICATION MARKERS: Lessce shall erect, at a distance not to exceed twenty-five (25) feet from cach 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 10 the same tank
battery, whether by individual flow line connections direct 1o 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 umes, cither by a Iimiyumh:dugnrphuwmdmnﬂnmpmdyp:mmdmsmhlm:undumamlh:xmﬂru(})fmhmmhmnrhendwwnmmu Said signs, tags,
plates or other identification rmarkers shall be maintained in a legible conditi ghout the term of this lease.

IT ASSIGNMENTS: Thckucmybemtmwdnuym provided, however, that the liability of the feror 1o properly discharge its obligation under the lease, including properly
d wells, orp or di: of i lldnllnl.ulblllpmwMmfemmlﬁewrwmcomofl&e&mmmrdlh
Gemnlundorl't: TheCnnmwmyuqmrh: feree 10 financi y and may require a bond or other secunty. All ransfers must reference the lease by the
ﬁkmmbermdmlbumdﬂmdﬂmw&:ﬂwuﬂummlndlh:mctdedmfcroucwyumﬁedmbylh:CmmCierknflh:omtywhﬂclhmfanmudedmlhc |
filed in the General Land Office within nincty (90) days of the exccution date, as provided by N.R.C. Section 52.026, accompanicd by the filing fee prescribed by the General Land Office rules in
effect on the date of receipt by the General Land Office of such transfer or certified copy thereof. Every transferee shall succeed 1o all rights and be subject to all obligations, liabilities, and
penaltics owed to the State by the original lessee or any prior transferee of the lease, including any liabilities to the state for unpaid royalties. |

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

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all oil and gas produced from the area covered by this lease (0 secure payment of all unpaid royalty
and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any other
applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale
of such leased mincrals, whether such proceeds are held by Lessee or by a third party, and all fixtures on and inp 10 the leased premises used in ion with the production or
processing of such leased minerals in order 10 secure the payment of all royalties or other amounts due or 1o become due under this lease and 1o secure payment of any damages or loss that Lessor
muay suffer by reason of Lessee’s breach of any covenant or condition of this lease, whether express or implied. This lien and secunty interest may be foreclosed with or without court proceedings
in the manner provided in the Title 1, Chapter 9 of the Teaas Business and Commerce Code. Lessce agrees that the Commissiones may require Lessee 10 execute and record such instruments as
iy be reasonably necessary W acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens anising from and relating to Lessee's activities upon the |
above-described property of from Lessee’s acquisition of this lease. Should the Commissioner at any time ine that this rep ion is not true, then the Comunissioner may declare this \
lease forfeited as provided herein. 1

20. FORFEITURE: If Lessee shall fail or refusc to make the payment of any sum within thirty (30) days afler it becomes due, or if Lessee or an authorized agent should knowingly make any
false return or false report concerning production or drilling, or if Lessce shall fail or refuse to drill any offset well or wells in good faith as required by law and the rules and regulations adopled by
the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner required by law or fail to comply with rules and regulations promulgated by the General Land
Office, the School Land Board, or the Railroad Commission, or refuse the proper authority access to the records pertaining to operalions, or if Lessee or an authorized agent should knowingly fail
or refuse to give comect information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a correct log of any well, or if Lessee shall knowingly violate any of the
material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office a5 required by law, the rights scquired under

this lease shall be subject to forfeiture by the Commissioner, and be shall forfeit same when sufliciently informed of the facts which authorize a forfei and when forfeited the area shall again
be subject to lease to the highest bidder, udnlhemmuhmmvlkn;mmmlukﬁm However, nothing herein shall be construed as waiving the automatic termination of this
Iuahyopu:mnorhwofbynamcfmyml arising b der. Forfei may be set aside and this lease and all rights thereunder reinstated before the rights of anather
Y to the C: T oﬁth:lLaMOlﬁmofﬁmn pliance with the provisions of the law and of this lease and the rules and regulations that may be

upon
ldapml relative hereto.

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

2. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject 10 all rules and regulations, and d thereto, Igated by the Comsmissioner of the |
General Land Office governing dnilling and prod on P FruSchodLmd(lpenﬂullywhﬂuwynﬂumlplpdthluhhhpkmduwm).pﬂmﬂof
mmm;mmmummﬂmmﬂmmm i that may affect operations under the provisions of this lease. Without |
Iwun;ﬂnpmﬂ:yolthfnulom;mmmwwmmufﬁnmwkmwwlﬁulmmmmymnmmmmmhmbmomw
Office’s audit billing notice and audit heari Said p ly found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52.135
and 52.137 through 52.140. ia:lummhuwvmkﬁhuhuedwkucd«mhamuuodhynuwpmdamnrwuudusumﬁrunpupmntmwuummm:mm
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True and Correct

copy of
QOriginal filed in
Reeves County
0 i " n Clerks Office
I Res 8" :
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incident to the operation of a port. then Lessee shall not be entitled o enter or possess such land withaut 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 dnilling: provided, however, that no surface drilling location may be nearer than 660 feet and special permission from the
Commussioner 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 tuming basin which has been authorized by the United States as & federal project for future construction, whichever is nearer.

1). REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitted to remove the casing or any parnt of the equipment from any
producing, dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized fepfu:nmive. nor shall Lessee, without the written

consent of said Commissioner or his authorized representative remove from the leased premises the casing or any other eq; material, machi i or property owned by Lessee
and wsed by Lessee in the develop and production of oil or gas therefn Nl]i"dﬂ'wlmwﬂbhﬂhenplnwdlndumlllllllnhwufmpllshv:bunmﬂﬂedlndlll
broken or discarded lumber, mluwyud:bmlhlnhlwbem d from the p to the son of the said Ci i P

24. FORCE MAJEURE: Should Lessce be prevented from conplying with any express of implied covenant of this lease, ﬁumeondmml drilling operations thereon, or from producing oil
and/or gas therefrom, after effort made in good fith, by reason of war, rebellion, riots, strikes, fires, acts of God wmymdﬂ rule or regul of g hority, then while so prevented,
Lessee’s obligation to comply with such covenant shall be suspended upon proper and satisfactory proof p dw ﬂu Ci iS5 of l:he General Land Omce in support of Lessec's
contention and Lessee shall not be liable for damages for failure to conply therewith (except in the event of lease ded as provided in the rules and regulations adopied by the
Sehool Land Board), and this lease shall be extended while and 5o long as Lessee is prevented, by any such cause, fmmdnllm;. ki ions or producing oil and/or gas from the leased

premises; provided, however, that nothing herein shall be construed to suspend Lhcpnmunfmhdmdupnmwmemmmmm lbnd.e!.ﬂsefsn‘luwluupﬂummmy
applicable statute of this Sute

25. LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced from
said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's production,
gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas royalties thereon

as provided herein on all oil, gas or other hydrocarbons lost by reason of theft.

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

17. SUCCESSORS AND ASSIGNS: The ditions and agr ined herein shall exiend to and be binding upon the heirs, dmini or
assigns of Lessee herein.

28. ANTIQUITIES CODE: In the event that any feature of logical or historical interest on Py School Fund Land is d during the activi thorized by this lease,
Lesu:mllhumdul:lyemtuuvilmlndwﬂlmduu'ymfylhc(imnlundOfﬂu(ATl‘N hacologist, Asset Manags Division, 1700 N. Congress Ave., Austin, Texas 78701)
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) 5o that ad may be undertaken lo protect or recover such discoveries or findings, as appropriate. Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470) and the M:qwnes Code of Texas, Chpm 191, Tex. Nat Code
Ann. (Vernon 1993 & Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessee shall notify the Texas | Commission before ing ground at a project
bumnumhmb;xqun;ﬂkdelhwummonhmmmaFm\uammmummmmmhwm
featwre of arch cﬂmlwmmmumm:hunvnnmwmhmmmnwumymrymmwhm
Histoncal Commission so that adequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate.

29. VENUE: Lessor and lessee, melndm; lessec’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, o relating in any way to this lease or to applicable case law, statutes, or ndminunuve rules, shall be in a court of competent jurisdiction located in Travis County, State
of Texas.

30. LEASE FILING: PmniluCluplu’ul‘dwTu.am.&CmCode.l.huInsemuublllledofmmldlnlluu!fteottbeanlyClﬂtmmmm-hchmmmymonhe
leased premises is located, and cenified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany fhe cenified copies sent 1o the General Land Of

True and Correct

Original filed in
Reeves County
Clerks Office
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31. EXECUTION: This oil and gas lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the General Land Office of the State of Texas

BY: L! t"ﬂ. 4 Chqf Zlgﬂ J—'_
TITLE: ‘_A/ti.lfn‘ | =
DATE: f[z l’lﬁi

ke State of Texas wider the seal of the General Land Office

} ity :
IN TESTIMONY WHEREQOF, wimess the signature of the Connmsmncrp_{"’lhc Gg!)e'nl'l.lr;doﬁ!'u B

STATE OF S m.m (CORPORATION ACKNOWLEDGMENT)
colntyor DA OV PAND

BEFORE ME, the undersigned authority, on this day personally ‘PP‘"NMS\_J&M__
known 10 me 1o be the person whose name is subscriibed 1o the forcgoing instrument, as E .Q £330 nIT of

! oA A SN S & m:];ﬂ -3 ilg_\ﬂ_. and acknowledged 10 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.

Glven under my Sandand teal oF office i e} 2 dayof TN B Rk Us)

Notary Public w and for rEN 6:2

MASHALA K. CROSS
Notary Public, State of Texas
My Commission Expites b

7-16-2008

STATE OF (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF,

Before me, the undersigned authority, on this day p y app! F

Known to me 0 be the persons whose names are subscribed o the foregoing instrument, and acknowledged Lo me that they exccuted the
same for the pwposes and consideration therein expressed.

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

Natary Public w and for P S

R e

KXY PRSIt HERE 0
OR USE BF THE DESC

L Tt srdho st O COWK i

OR RALE IS BIVALID ahvi o A tEuEmAL
FILE No. 3019 LW
FILED FOR RECORD ON THE 6TH pAY OF JUNE A.D. 2006 1:31 P. M.
DULY RECORDED ON THE, 7TH  pay op JUNE A.D. 2006 10:00 A 1
® ’H\Lt/\li, z i \W DIANNE 0. FLOREZ, COUNTY CLERK
L/\ REEVES COUNTY, TEXAS
:
== 1rue and Correct
N *-opy of
Jriainal filed in
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CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS

COUNTY OF REEVES

The above and foregoing Is a full. trug and corregt

onginal record now in my lawfu) Custody and possession, as r:“-%_g,aze 5
n

i 538 L 5A3" BRRTCHAL puddc

photographic copy of the

ﬁﬁ"&'ﬁ;“ | hereby centified on . _‘IUEE-MOQ_Q
(2 N
y/—\‘;‘ DIANNE O. FLOREZ{CQUNTY CLERK
; , s T
&‘A ! M&W . e A
- . - -
t‘hn.u:-“"". Sy e . . " . e . : : : ot g
. . o e
see see . L]



CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
; o) LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY FEBRUARY 1, 2007 TENDERED TO

COMMISSIONER OF THE GENERAL LAND

THE SUM OF 893.50 DOLLARS FOR THE CREDIT OF PARTY OR PARTIES NAMED BELOW R
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:
4/4/2007 4/4/2008
Survey: PUBLIC SCHOOL LAND Block/Suffix: 45 Section: 13  Short Desc: ALL

cseen
L] -
.o L]
L
LR
LE LN}
LE L] .
- o
e
EAE‘YA";EEN:I"UMBE (RO LEASE DATE: PROSPECT:
TX2330060-000 4/4/2006 IE LAND
RECORDED: BOOK . PAGE .,  ENTRYNUMBER: ™ ~’ counTY/PARISH'E AN STATE _
FOR CREDIT OF: AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND Tax I_
OFFICE OF THE STATE OF TEXAS Acct: 893.50
STEPHEN F. AUSTIN BUILDING $5/AC FOR DELAY RENTAL
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701
IMPORTANT N
The attached check is for the person(s) named above. Please date, sign BANK SERVICE 893.50
and return the attached receipts on the day you receive it. If directed to a Date Received CHARGE §
bank, please deposit the amount to the credit of the person(s) named 0.00
above and date, sign and return the receipt on the day you receive it. If Sign Here Grand Total
correspondence required, please make reference to lease number. 893.50
B Check No.
Y = 26992
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CHESAPEAKE OPERATING, INC. PO.BOX 18496 OKLAHOMA CITY, OK 73154
LEASE OBLIGATION DEPOSIT RECEIPT

WE HAVE THIS DAY  FEBRUARY 15, 2008 TENDERED TO
COMMISSIONER OF THE GENERAL LAND
THE SUM OF $893.50 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
4412008 TO 4/4/2009 COVERING LESSOR'S INTEREST IN LAND DESCRIBED AS: .
Survey: PUBLIC SCHOOL LAND Block/Suffix: 45 Section: 13  Short Desc: ALL = :‘
2%
- ...
- .
:'...Q
L]
.. . .'
LE L XY
PAYMENT  ReNTAL el
LEASE NUMBER TX2330060-000 LEASE DATE:  4/4/2006 PROSPECT: KkiNG EDWARD
RECORDED: BOOK 734 PAGE 544 ENTRY NUMBER: 3054 COUNTY/PARISH gpepves STATE 1y
FOR CREDIT OF: AMOUNT
017397 COMMISSIONER OF THE GENERAL LAND
OFFICE OF THE STATE OF TEXAS Acct: 893.50
STEPHEN F. AUSTIN BUILDING $5/AC FOR DELAY RENTAL
1700 NORTH CONGRESS, SUITE 600
AUSTIN, TX 78701
COPY FOR
YOUR RECORDS
MN—1cCJe 7
IMPORTANT .

The attached check is for the person(s) named above. Please date, sign BANK SERVICE

and return the attached receipts on the day you receive it. If directed to a Date Received —\‘Q{JR—RLEGGRBS— CHARGE § 0.00

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 Sign Here Grand Total 893.50

correspondence required, please make reference to lease number.
By Check No. 22481
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UNITED STATES POSTAL SERVICE ;oo | B R e
| ‘7 ‘ . A sl Bt o Pgstasge & FBOB P’ard
A il "Permit, Np 10,

IR e Lo

* Sender: Please print your name, address, and 2IF’+4.in this box .

J :
Lo ¢

- § &

S S Y Q
KERRIE EUBANKS & «, O
TEXAS GENERAL LAND OFRICE &
P O BOX 12873 >
AUSTIN TEXAS 787?4:7873? ;

lnHow%oﬁ




NDER: COMPLETE THIS SECTION

Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.

Print your name and address on the reverse
so that we can return the card to you.
Attach this card to the back of the mailpiece,

COMPLETE THIS SECTION ON DELIVERY

- BLent
Q [ Addresset

Pd b>'( nred Nam Z"Pat%lj’e("jv?
Lo ¢ MO L Q /-

A _SignatL‘Jre

or on the front if space permits.

Article Addressed to:

MR WILLIAM A CHALFANT
CHALFANT PROPERTIES

D. Is delivery address different from item 17 [ Yes
livery address below: [ No

ESent
el%a\( 22>
fy: wa) LD “54

INCORPORATED

P OBOX 3123
MIDLAND TEXAS 79702

4702
3. Service Type
[ Certified Mail [ Express Malil
[ Registered [ Return Receipt for Merchandise
O Insured Mail [0 C.O.D.
4. Restricted Delivery? (Extra Fee) [ Yes

Article Number
(Transfer from servic

2007 07?10 0000 5379 5221

2 Enarm AR11 Cakhriian: 90NA

NaAamastia DAk

e Dasaind AnAEAE AN R AC 4
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GERTIFIED MAIL.. RECEIPT

(Domestic Mail Only; No Insurance Coverage Provided)

For delivery information visit our website at www.usps.comg

Uruu wuuuug Jaar 1

Postage | $

Certified Fee

Postmark

Return Receipt Fee Here

(Endorsement Required)

Restricted Delivery Fee
{Endorsement Required)

Total Pos

MR WILLIAM A CHALFANT
[SenTe ~ CHALFANT PROPERTIES
........... INCORPORATED

Sireel, Apt.

orPOBoxi P O BOX 3123

City. State, MIDLAND TEXAS 79702




»ertified Mail Provides: -
I Amailing receipt v -

I A unique identifier for your mailpiece

I Arecord of delivery kept by the Postal Service for two years

mnportant Reminders:
I Certified Mail may ONLY be combined with First-Class Mailg or Priority Mail
I Certified Mail is not available for any class of international mail.

1 NO INSURANCE COVERAGE IS PROVIDED with Certified Mail. Fc¢
valuables, please consider Insured or Registered Mail.

! For an additional fee, a Return Receipt may be requested to provide proof
delivery. To obtain Retum Receipt service, please complete and attach a Retun
Receipt (PS Form 38112 to the article and add applicable postage to cover th
fee. Endorse mailpiece *Return Receipt Requested”. To receive a fee waiver fo
;aegﬂprlé%ate return receipt, a USPSg postmark on your Certified Mail receipt i

I B

! For an additional fee, delivery may be restricted to the addressee ¢
addressee's authorized at_igm, Advise the clerk or mark the mailpiece with th
endorsement “Restricted Delivery”.

1 If a postmark on the Certified Mail receipt is desired, Elease present the arti
cle at the post office for postmarking. If a postmark on the Certified Ma
receipt is not needed, detach and affix label with postage and mail.

MPORTANT: Save this receipt and present it when making an inquiry.
'S Form 3800, August 2006 (Reverss) PSN 7530-02-000-9047



TEXAS GENERAL LAND OFFICE

JERRY PATTERSON, COMMISSIONER

June 24, 2009 Certified Mail # 7007 0710 0000 5379 5221

Mr. William A. Chalfant
Chalfant Properties Inc.
B. ). Box 3123
Midland, Texas 79702

RE: MF-106307
Section 12, Block 45
Reeves County, Texas

Dear Mr. Chalfant:

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

Any well on these tracts should be plugged and abandoned in accordance with Railroad
Commission Rules and Regulations. The General Land Office will actively oppose any action to
avoid or postpone compliance with these requirements. 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 sent to the attention of
Beverly Boyd.

If you have any questions regarding this assessment you may contact me at 512-475-1579 or
Deborah Cantu at 512-305-8598.

Kerrie Eubanks

Mineral Leasing, Energy Resources
Telephone: 512-475-1579

Fax: 512-475-1543
kerrie.eubanks@glo.state.tx.us

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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