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State Lease 
MF108664 

Survey 

Block 

Block Name 

Township 

Section/Tract 

Land Part 

Control 
07-105241 

Part Description 

Acres 

Depth Below 
0 

Name 

Lease Date 

Primary Term 

Bonus($) 

Rental($) 

Lease Royalty 

MF108664 

Base File 
85554 

County 
REEVES 

PUBLIC SCHOOL LAND 

58 

41 

SE PART 

2.4 

Depth Above Depth Other 
0 

PETRO-HUNT LLC 

11/15/2007 

3 yrs 

$393.60 

$0.00 

0.1250 
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TrliiS3CtiJJ # 6095 

LOSS(f': Baxter, Kelly H. 

l8SS88: Petro-Hunt, LLC 

l£ASE IIICRJITliN 

County 
REEVES 

TIRMSifERm 

Prinary T ll'nt 

BOIIJS/ Acre: 

Ron tall Aero: 

Royalty: 

3 years 

1/5 

CIMPARJIIIfl 

MF# L8SS88 

C11011101lts: 

PIN# 
07-105241 

$150.00 

$1 .00 

Approvod: _ ___ _ _ 

HAL REVIEW SHEET 

G&OOJst: R. Widmayer 

LBase Date: 11/15/2007 ll '] 

Gross Acres: 

Not Acros: 

Baso Am No Part Soc. II Ddt 
85554 SE/4 41 58 

Twp 
00 

2.4 

2.4 

SUrvoy 
PUBLIC SCHOOL LAND 

Abst# 
1718 

TIRMI RRIMMEDD 

Prina'y T onn 3 years 

Bollls/ Aero $328.00 

Rontal/ Aero $1 .00 

Royalty 1/4 
-~ 

Datu Tonn Bmus/Ac. Rllltai/Ac. Royalty llstlii:O 
LastLBase 

Adjacent East 



LOSS88: Petro-Hunt LLC 

lfAIE IISI:ftiiTIIIN 

COtJJty Base Fie No 

RAL REVIEW SHEET 

Geologist: 

Lease Data: 

Acres: 

R. Widmayer 

VB;;t u~ o 

Twp Survoy 
REEVES :;./ ,0 85554 v s~~~l?'ii5';:u-:;-;:;- 00 PUBLIC SCHOOL LAND 

TERMS IFfERfD 

Prinary T 11'01: 

801118/ A~n 

Ronta/ Acre: 

Royalty: 

CIMPARIDNI 

MF# 

C01111111ts: 

13 years 

11/5 

Wednesday, March 16, 2005 

J 
$150.00 J 

$1.00 J 
_j 

TERMS RECDMMEJDID 

Prinary Tarm 13 years 

Boms/Acro L__ $~ _1~~ .,..., 

Ronta/ Aero L $1 .oo I 

Royalty 'i'\ 

Abst# 
1718 



, RELINQUiSHMENT ACT LEASE APPLICATION 

Texas General Land Office Jerry Patterson, Corrnnissioner 

TO: Jerry Patterson, Commissioner 

Larry Laine, Chief Clerk 

Bill Warnick, General Counsel 

Matt Edling, Deputy Commiss ioner 

FROM: Robert Hatter, Director of Mineral Leasing 

Peter Boone, Chief Geologist 

DATE: 

Applicant: Petro-Hunt LLC 

Prim. Term: 3 years 

Royalty: 1/5 

Bonus/Acre 

Rental/ Acre 

County: 

$150.00 

$ 1.00 

Consideration 

Recommended : ?A~ 
Not Recommended: ----

Comments: 

/Lease Form 

Recommended: - +fZ=dtJ-'-"-'-_ 
Not Recommended: ----
Comments: 

Matt Edling, Deputy Commissioner 

Recommended : ~ 
Not Recommended: ----

Bill Wamick, General Counsel 

Recommended : ~ 
Not Recommended: ----

Larry Laine, Chief Clerk 

Approved: 2{[f:-
Not Approved: ___ _ 

SSIOner 

Date: ~· I b· o ,-

Date: __ 3....~.../_z_:J..L..)=-o -'-~,..--

Date: J (J(o)--

Date: Yf!o;,/ 

Date: Y /1 el~ r 

Date: {!3 AfJe- O..$ 

16-Mar-05 

REEVES 
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PAYEE DETACH THIS PORTION BEFORE CASHING CHECK 

" 

OWNER NAME 

'?ETRO-HUNT, L.L.C. V 
1601 Elm Street, Suite 3400 

Dallas, Texas 75201 
-(214) 880 8400 

TE,XAS GENERAL LAND OFFICE 

VOUCHER VENDOR INV # INV DATE 

JPMorgan Chase Bank, N.A. 
Jefferson County 

8200 Hwy 69 
P rt Arth T 77640 0 ur, ex as 

OWNER NO DATE CHECK NUMBER 

58207 Jan-21-2008 4126571 

TOTAL 
AMOUNT 

PRIOR PMTS 
& DISCOUNTS 

01AP538 012108-A 01/21/08 518.60 0 .00 
" PYMT . FOR 1/2 OF BONUS CONSIDERATION MINERAL OWNER KELLY H. BAXTER" 

TOTAL INVOICES PAID 

••• • • • • •• 
•••• • •••• 
• 

•• • • • • •• 
•• • • • • • • • 
• 

• •••••• • • 

Page 1 of 1 

/ 
II \ AMOUNT 

II " $518.60 

~. 

518.60 

518 . 60 



1601 ELM STREET, STE 3400 
THANKsGIVING TOWER 

DALLAS, TExAs 75201-7201 

January 21 , 2008 

State of Texas General Land Office 
1700 N. Congress Avenue, Room 600 
Austin, Texas. 78701 . 
Attn: Mr. Drew Reid 

Mr. Reid : 

TEL:214-880-8400 
FAX:214-880-7101 

Enclosed please find Petro-Hunt, LLC's payment for one-half of the bonus consideration 
due for two Oil and Gas Leases taken in Reeves County, Texas as well as payment for 
the appropriate Filing and application fees. A breakdown of payment for each lease is 
as follows: 

The Estate of Nellie May Gohlke: 
Section 42, Block 58 
PSL Survey 

Kelly H. Baxter: 
The Northerly 11 0 Varas of the 
SE/4 of Sec. 41 , Block 58 
PSL Survey 

4/06/2007 

11/15/2007 

$4,614.00- Lease Bonus 
$25.00- Filing Fee 
4,639.00- Total 

$393.60- Lease Bonus 
$25.00- Filing Fee 
$100.00- Application Fee 
$518.60- Total 

A Certified copy of the above state lease is also enclosed. If you have any questions 
please give me a call at 214-880-8493. 

;;&:~+~;~~ 
Will iam A. Hearne 



606 WEST TE NN ESSEE, SUITE 100 

M IDLAND , TEXAS 7970 1 

January ll , 2008 

Via LoneStar Overnight 

Mr.Drew Reid 

DOUG FER GUSO N 
O I L & GAS LAND M A N 

P.O . BOX 4 32, M I DLAN D, TEXA S 79702 

General Land Office of the State ofTexas 
1700 N _ Congress A venue 
Austin, TX 78701 

Re: Section 4 , Block 58, PSL Survey; 
N l 10 Varas of the SE/4 of Section 41, Block 58, PSL Survey; 

Dear Mr. Reid; 

TEL, 43Z 664 - 4 S 4 Z 

F'AX 4 3Z 663-64SO 

dwf@ollprop ertles.com 

Enclosed please find two copies of original Mineral Classified OGL's, the originals are 
being recorded. Please provide M# for these leases. These leases are included in our 
application fo r a pooling hearing at the end of the month. 

Section42 has been assigned M#'s. The Baxter OGL covers the N l JO Varas of the SE/4 
of Section 4 1, for which [ have enclosed my check in the sum of $1 00.00 to cover your 
fee. 

Sincerely, 

Doug Ferguson 

DWF:rjc 
Enclosure 



I (1/2?/2008)-Ronald Widmayer - Petro-Hunt Armstrong 42 1 -_H_~--"""""'=~--~----------~~--P_a~ 

From: 
To: 
CC: 
Date: 
Subject: 
Attachments : 

Ron, 

"Paul Tough" <ptough@msmtx.com> 
<ronald.widmayer@glo.state.tx.us> 
"Patti Brees" <pbrees@msmtx.com> 
1/18/2008 1 :02 PM 
Petro-Hunt Armstrong 42 1-H 
Net Acreage.pdf 

Attached is an updated spreadsheet for the Armstrong 42 1-H. I have 
included the net acres in the column marked lease acreage in unit. Let 
me know if you need any more inform ation on that aspect. 

The two leases without mineral file numbers are as follows: 

1. RAL, 11/15/05, should be 11 /15/07. The Lessor is Kelly H. Baxter 
and it is for the 2.4 acres, described as the northerly one hundred ten 
(11 0) varas of the SE/4 of Section 41 Block 58, PSL Survey. It is for a 
term of 3 years with a 1/4 royalty. It does not have a MF number yet. 

2. RAL, 4/6/07, also does not have a MF number yet. The Lessor is the 
Estate of Nellie May Gohlke and it is for the 615 acres, described as 
Section 42, Block 58, PSL Survey, a 1/20th interest, so net 30.75 
acres. 

The proposed total vertical depth is 13,000 feet. Right now they are 
at about 6,000 feet. 

Let me know if you need anything else. 

Paul 

Paul Tough 
ptough@msmtx.com 
McElroy, Sullivan & Miller, L.L.P. 
1201 Spyglass, Ste. 200 
Austin, TX 78746 
(512) 327-8111 
(512) 327-6566 (Fax) 

Confidentiality Notice: This e-mail message is for the sole use of 
the 
intended recipient(s) and may contain confidential & privileged 
information 
exempt from disclosure under applicable law. Unauthorized review, 
use, 
disclosure or distribution is strictly prohibited. If you are not the 
intended recipient, please contact the sender by reply e-mail & destroy 
all 
copies of the original message. Thank you. 

hF- /04779. 
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FILE/Il54 

Gonerel t.1 nd Office 
Relinquishment Act Lease Form 
Revised, September 1997 

PAID-UP 

VOL. 7 8 j PJlGE 

NOTICE OF CONFIDENTIALITY RIGHTS: IF YOU ARE A NATURAL PERSON YOU MAY 
REMOVE OR STRIKE ANY OF THE FOLLOWING INFORMATION FROM THIS INSTRUMENT 
BEFORE IT IS FILED FOR RECORD IN THE PUBLIC RECORDS: YOUR SOCIAL SECURITY 
NUMBER OR YOUR DRIVER'S LICENSE NUMBER. 

£Tustin, '{[exas 
~-c.l ~ 

OIL AND GAS LEASE 

THIS AGREEMENT 15 made and entered Into thiS~ day of __,N_,o..,v"'e"'m"'be"'r'-------·.lQQL_ • between the State of Texas, actmg 

by and through Its agent, 

of P 0 Box 1§49 Austin Texas 78769 

(Gove Permanent Address) 

said agent here1n referred to as the owner of the soli (whether one Of more). and ,_Pe,.,t.,ro-'-'H..,_u,.,n""'t..,L.,L..,.C'-------------------

of 1601 Elm Street Suite 3400 Dallas IX 75201-7201 

(Gtvo Permanent Address) 

heremafter called Lessee 

1. GRANTING CLAUSE. For and In conslderat1on of the amounts stated below and of the covenants and agreements to be paid, kept and 
performed by Lessee under thos lease. the State of Texas acting by and through the owner of the soli, hereby grants. leases and lets unto Lessee. for 
the sole and only purpose of prosped1ng and drtlling for and producmg Otl and gas, !aytng ptpe !tnes, butldtng tanks, stormg 01! and but!dtng power 
stations, telephone !tnes and other structures thereon, to produce, save, take care of. 11eat and transport sa1d products of the lease. the followtng lands 
Situated tn Beeves County, State of Texas, tO=Wlt 

The Northerly One Hundred Ten (110) Varas of the Southeast Quarter (SE/4) of Section 41 Block 58, Public School Land Survey 

Contalntng.....,4,__ _____ acres, more or less. The bonus consideration paid for this lease Is as follows 

To the State of Texas Three Hundred N1nety Three and 60/100 

Dollars (S~ 

To the owner of the soil. Three Hundred Nlnetv Three and 601100 

Dollars (Sm.§Q} 

Total bonus consideratiOn' Seven Hundred El<lhtv Seven Dollars and 201100 

Dollars ($2§Z.lQ) 

The total bonus consideratiOn paid represents a bonus of .LThwr.l!ee!UlH!.I!u!!lndt!.r~ed.w.;Twe=n~tvx...ElQ!!i!.!.hlwa!!.n!.l!d..!.N!.Io/1!..1..,00""------------------

---------- ------ Dollars (Sill.QQJper acre, on ~2.:!.4 _ _____ ____ net acres 

2. TERM. Subjea to the other proviSions In thiS lease. this lease shall be for a term of Three 13) years from 
this date (herein called "primary term) and as long thereafter as oil and gas. or either of them. Is produced in paytng quantittes from satd land As used 
tn th1s lease. the term "produced In paymg quant1tles" means that the receipts from the sale or other authortzed commercial use of the substance(s) 
covered e~c;eed out of podtet operatiOnal expenses for the SIX months last past 

471 
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3. DELAY RENTALS. If no wellos commenced on the leased premoses on or before one (1) year from thos date thos lease shalltenn~nate 

unless on or before such annoversary date Lessee shall pay or tender to lhe owner of the sool or to his credol on the THIS IS A PAID-UP LEASE 

------------~~~~~--------~--~ Bank, at~ 
or ots successors (whoch shall conunue as the deposrtory regardless of changes on the ownership of saod land). the amount specrfoed below. '" addouon 
Lessee shall pay or tender to the COMMISSIONER OF THE GENERAL LAND OFFICE OF THE STATE OF TEXAS. AT AUSTIN. TEXAS, a hke sum on 
or before saod date Payments under thos paragraph shall operate as a rental and shall cover the privolege of defernng the commencement of a well for 
one ( t ) year from saoo date Payments under thos paragraph shall be on the followong amounts 

To the owner of the soli "'N"'/A"-------------------------------------------------------------­

Oollars 1'-"N"'/A"----------' 

To the State of Texas.='"-------------------------------
Dollars u(N!!/oA _________ _J 

Total Delay Rental. '-'N"'/A"-------------------------------­

Dollars ..,(N.::I"'A'---------------------' 

tn a hke manner and upon hke payments or tenders annually, the commencement of a well may be further deferred for successrve penods of one (1) 
year each dunng the primary term All payments or tenders of rental to the owner of the sool may be made by check or sight draft of Lessee. or any 
ass19nee of thos lease. and may be delivered on or before the nental paying date. If the bank designated in this paragraph (or ots successor bank) should 
cease to exist. suspend bus>ness, liquidate, faol or be succeeded by another bank. or for any reason faot or refuse to accept rental. Lessee shall not be 
held on default for failure to make such payments or tenders of rental until thorty (30) days after the owner of the soli shall deliver to Lessee a proper 
recordable Instrument namong another bank as agent to receive sUCh payments or tenders 

4. PRODUCTION ROYAL TIES. Upon production 0( ool and/or gas. Lessee agrees to pay or cause to be paid one-half (1/2) of the royalty 
provided for on thiS lease to the Commossioner of the General Land Olfoce of the State of Texas. at Austin. Texas. and one-half (1/2) of such royalty to the 
owner of the sort· 

(A) OIL. Royalty payable on ool. which IS defined as inctudong all hydrocarbons produced in a liquid form at the mouth of the well and also 
as all condensate, drslillate, and other loquid hydrocarbons recovered from oil or gas run through a separator or other equopment, as here>nafter provided, 
shall be l!!_part of the gross production or the mar1<et value thereof, at the option of the owner of the soil or the Commossooner of the General Land 
OffiCe. such value to be determoned by I ) the hoghest posted pnce, plus premium, of any, offered or pard for ool, condensate, dlstollate, or other loquid 
hydrocarbons, respectively, of a like type and gravity in the general area where produced and when run. or 2) the hoghest mar1<et pnce thereof offered or 
paid on 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 teased premises Is sold, used or processed in a plant. It woll be run free of cost to the royalty owners through an adequate ool 
and gas separator of conventional type, or other equipment at least as efficient, so that all liquid hydrocarbons recoverable from the gas by such means 
w1ll be recovered. The requorement that such gas be run through a separator or other equipment may be waived, in wnting, by the royalty owners upon 
such terms and conditions as they prescribe. 

(B) NON PROCESSED GAS. Royalty on any gas (oncludong flared gas), whoch os defined as all hydrocarbons and gaseous substances 
not defined as ollln subparagraph (A) above, produced from any well on said land (except as provided here>n w>th respect to gas processed rna plant 
for the extraction of gasoline. liquid hydrocarbons or other products) shall be _1/_4 _____ part of the gross production or the mar1<et value thereof, at the 
option of the owner of the soil or the Commissioner of the General Land Office. such value to be based on the highest market pnce 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 >S the greater, 
provided that the maximum pressure base In measuring the gas under this lease shall not at any time exceed 14.65 pounds per square Inch absolute, 
and the standard base temperature shall be sixty (60) degrees Fahrenheot, correctoon to be made for pressure according to Boyle's Law, and for specific 
gravity according to tests made by the Balance Method or by the most approved method of testing being used by the industry at the t>me of testong 

(C) PROCESSED GAS. Royalty on any gas processed In a gasoline plant or other plant for the recovery of gasoline or other liqurd 
hydrocarbons shall be 114 pan of the residue gas arid the liquid hydrocarbons extracted or the mar1<et value thereof. at the optoon of the owner 
of the so>l or the Commissioner of the General land Office. All royaltoes due hereon shall be based on one hundred percent (100%) of the total plant 
producliOn of residue gas attrobutable to gas produced from this lease, and on fifty percent (50%). or that percent accruong to Lessee, wh1chever >s the 
greater, of the total plant product>on of liqwd hydrocarbons attrobutable to the gas produced from thos lease, provided that of liQUid hydrocarbons are 
recovered from gas processed on a plant on which lessee (of ots parent, subsodoary or affohate) owns an Interest, then the pe1centage applicable to liqurd 
hydrocarbons shall be frfty percent (50%) or the highest percent accru>ng to a thord pany processong gas through such plant under a processong 
agreement negotiated at ann's length (or If there Is no such thord party, the hf9hest percent then beong specrfied on processrng agreements or contracts on 
the Industry), whochever os the greate1 The respectove royalties on resodue gas and on liquod hydrocarbons shall be detenn1ned by I) the hoghest market 
pnce pard or offered for any gas (or liquid hydrocarbons) of comparable qualhy on the general area. or 2) the gross price pard or offered for such res1due 
gas (or the weighted average gross selling price for the respective grades of loquid hydrocarbons), whochever Is the greater In no event, however, shall 
the royalties payable under thos paragraph be less than the royalties which would have been due had the gas not been processed 

(D) OTHER PRODUCTS. Royalty on carbon black, sulphur or any other products produced or manufactured from gas (exceptrng liquid 
hydrocarbons) whether said gas be ·casinghead." ·dry," or any other gas, by fraction a tong, burning or any other processing shall be t/4 part of 
the gross productoon of such products. or the mar1<et value thereof, at the optron of the owner of the sool or the Commossooner of the General Land Office, 
such mar1<et value to be determined as follows 1) on the basis of the h>ghest mar1<et price of each product for the same month on wh1ch such product 1s 
produced, or 2) on the basis of the average gross sale price of each product for the same month in whoch such products are produced; whichever is the 
greater 

5. MINIMUM ROYALTY. Dunng any year after the expiration of the primary term of thrs lease. of this lease IS maontaoned by production, the 
royalties paod under this lease in no event shall be less than an amount equal to the total annual delay rental herein provoded, otherwise, there shall be 
due and payable on or before the last day of the month succeedong the anniversary date of this lease a sum equal to the total annual rental less the 
amount of roya~res paid dunng the preceding year If Paragraph 3 of this lease does not specify a delay rental amount. then for the purposes of this 
paragraph, the delay rental amount shall be one dollar ($1.00) per acre 

.. ... 

-

-
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6. ROYALTY IN KINO. NolW>thstandlng any other proVISIOn 1n th1s lease. at any llme or from twne to tme. the owner or the soil or tne 
CommiSSIOner of the General Land Office may, at the opbOn of erther. upon not less than s1xty (60) days notiCe to the holder of the lease. requ~re that the 
payment or any royaltJes accruong to such royalty owner under thos lease be made on kond. The owner ol the soli's or the Commossooner of the General 
Land Offices nght to take ots royalty on kond shall not drnonosh or negate the owner of the soils or the CommiSSIOner of the General Land Office s ngnts 
or Lessee's obhgatoons. whether express or tmphed, under thiS lease 

7. NO DEDUCnONS. Lessee agrees that allroyahtes accruong under thos lease (oncludong those paid on kond) shall be WithOut deducuon for 
the cost ol producmg. gathenng. stonng. separaung. treating, dehydrating. compressong. processong, transponong, and otheiWise makong the ool, gas and 
other products hereunder ready lor sale or use Lessee agrees to compute and pay roya~ies on the gross value receiVed. mcludmg any reombursements 
lor severance taxes and productoon rela ted costs 

8. PLANT FUEL AND RECYCLED GAS. No royalty shall be payable on any gas as may represent thos lease's proponoonate share ol any fuel 
used to process gas produced hereunder on any processong plant NolW>thstandlng any other provosoon of thiS lease, and subJeCt to the wrotten consent ol 
the owner of the soil and the Commossooner ol the General Land OffiCe. Lessee may recyCle gas lor gas lrft purposes on the leased premoses or tor 
mJectoon onto any ool or gas producong formallon unde~yong the leased premoses after the hquld hydrocarbons contaoned on the gas have been removed. 
no royaltoes shall be payable on the recycled gas untol it is produced and sold or used by Lessee on a manner whoch enuttes the royalty owners to a 
royalty under thos lease 

9. ROYALTY PAYMENTS AND REPORTS. All royalties not taken on kond shall be paid to the Commoss10ner of the General Land Office at 
Austin, Texas. on the lollowong manner 

Payment ol royalty on production of ool and gas shall be as provided In the rules set forth In the Texas Regoster Rules currently provode that royalty on ool 
os due and must be received In the General Land Office on or before the 5th day of the second month succeedong the month of productoon, and royalty 
on gas os due and must be receoved on the General Land Office on or befooe the t 5th day of the second month succeedong the month of productoon 
accompanoed by the affidavot of the owner, manager or other authorozed agent, completed on the form and manner prescnbed by the General Land Ofloce 
and showong the gross amount and dosposrtoon of all ool and gas produced and the mar1<et value of the ool and gas, together With a copy of all documents 
records or repons conformong the gross productoon. dosposobOn and mat1<et value oncludong gas meter readmgs. popelone receopts gas hne receopts and 
other checks or memoranda of amount produced and put onto popellnes tanks, or pools and gas lines or gas storage. and any otherrepons or records 
whoch the General Land Offoce may requore to venfy the gross produdoon. dJsposotoon and market value In all cases the authonty of a manager or agent 
to act for the Lessee hereon must be filed on the General Land Otroce Each royalty payment shall be accompanied by a check stub, schedule summary 
or other rem1nance advoce showong by the assogned General Land Offoce lease number the amount of royalty being paid on each lease If Lessee pays 
hos royalty on or before thony (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on lhe royalty or S25 00. whiChever os 
greater A royalty payment whoch Is over thony (30) days late shall accrue a penalty of 10% of the royalty due or S25 00 whochever os greater In addotoon 
to a penalty royaltoes shall accrue Interest at a rate of 12% per year. such onteoest won begon to accrue when the royalty os soxty (60) days overdue 
Affidavots and supponing documents whoch are not foled when due shall oncur a penalty on an amounl set by the General Land Office admontstratove rule 
whoch IS effectove on the date when the affidavots or supponong documents were due The Lessee shall bear all responsobolny for payong or causong 
royalties to be paid as prescnbed by the due date provided hereon Payment of the delinquency penalty shall on no way operate to prohobn the State's 
nght of forfeoture as provided by law nor ad to postpone the date on which royalbes were ongonally due The above penalty provosoons shall not apply on 
cases of totle diSpute as to the State's ponoon oil he royalty or to that ponoon of the royalty on dospute as to fa11 mat1<et value 

10. (A) RESERVES, CONTRACTS AND OTHER RECORDS. Lessee shall annually furnosh the CommiSsioner of the General Land Offoce 
With ns best possoble estrnate ol ool and gas reserves underlyong lhos lease or allocable to thos lease and shall furnosh said Commossooner woth copoes of 
all contrads under whoch gas IS sold or processed and all subsequent agreements and amendments to such contracts w1thon thony (30) days alter 
entenng onto or makong such contracts. agreements or amendments Such contracts and agreements when receoved by the General Land Office shall be 
held in confidence by the General Land Office unless otherwose authonzed by Lessee. All other contracts and records penaomng to the productoon. 
transponauon, sale and mat1<etong of the ool and gas produced on saod premoses, onctudong the books and accounts. receopts and doscharges ol an wells, 
tanks, pools, meters, and popelines shall al all tomes be subjed to onspectlon and exammatoon by the Commossooner of the General Land Office the 
Attorney General, the Goveonor, or the representa tive of any of them 

(B) PERMITS, DRILLING RECORDS. Wntten notoce of all opeoations on thos lease shall be submotted to the Commossooner of the 
General Land Office by Lessee or operator five (5) days before spud date. wot1<over, re-entry, temporary abandonment or plug and abandonment ol any 
well or wells Such wntten notoce to the General Land Office shall onelude copoes of Raohoad Commissoon forms roo apphcatoon to dnll Copoes of well 
tests. completion repons and pluggong repons shall be supphed to the General Land Office at the titTle they are filed woth the Texas Railroad 
Commoss1on All applicabons, permots, repons or other fihngs that reference thos lease or any specofic well on the leased premoses and that are submoned 
to the Texas Raolroad Commossoon or any other governmental agency shall inClude the wootl •state· in the IItie Addotoonally, on accordance woth Raolroad 
Commossoon rules, any sognage on the leased poemoses for the purpose of ldentofyong wells, tank banenes or other associated IITiprovements to the land 
must also Include the word ·state • Lessee shall supply the General Land Office woth any records memoranda, accounts, repons, cuttings and cores or 
other onfoomaloon relatove to the operauon ol the above-descnbed premoses, whoch may be requested by the General Land Ofloce on addotlon to those 
hereon expressly provided lor Lessee shall have an eledrocal and/or radooactov1ty survey made on the bore·hole sectoon, from the base of the surface 
cas1ng to the total depth of wen. of all wens dnlled on the above descrobed premises and shall transmot a true copy of the log of each survey on each well 
to tne General Land Offoce wolhln folteen (15) days after the makong of saod survey 

(C) PENALTIES. Lessee shall oncur a penalty whenever reports, documents or other matenals are not filed on the General Land Office 
when due The penalty for late fihng shall be set by the General Land Offooe admonostratJVe rule whiCh os etfectrve on the date when the matenals were 
due on the General Land Offoce 

11. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM. If, dunng the prrnary term hereof and proor to diScovery and 
productiOn of oil 0< gas on said land, Lessee should dnll a dry hole 0< holes thereon, or of dunng the promary term hereof and after the doscovery and 
actual produdoon of oil or gas from the leased poemoses such productoon thereof should cease from any cause, thiS lease shall not termonate of on or 
before the expuatlon of soxty (60) days from date of completion of said dry hole or cessabOn of produdoon Lessee commences addotoonal dnthng or 
reworkong operations thereon, 01 pays or tenders the next annual delay rental In the same manner as provided on thos lease. If, durong the last year of the 
pnmary term or wothon Sixty (60) days pnor thereto, a dry hole be completed and abandoned, or the product•on of oil or gas should cease for any cause. 
Lessee's roghts shall remaon In full force and effect wothout further operations until the expiration of the pnmary term. and of Lessee has not resumed 
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product1on in paymg quantitieS at the expiration of the primary term, lessee may maintain th1s lease by conducting additiOnal dnlling or reworkmg 
operations pursuant to Paragraph 13, using the expiration of the primary term as the date of cessation of production under Paragraph 13 Should the f~rst 
well or any subsequent well dnlled on the above descnbed land be completed as a shut-in oil or gas well within the pnmary tenm hereof, lessee may 
resume payment of the annual rental 1n the same manner as provided here1n on or before the rental pay1ng date follow1ng the exp~rat10n of Sixty 160} 
days from the date of completion of such shut-tn oil or gas well and upon the fa1ture to make such payment, th is tease shall ipso facto term1nate If at the 
exp~rat 1on of the pnmary term or any lime thereafter a shut-m oil or gas well is located on the leased premises, payments may be made 1n accordance 
With the shut-In provisions hereof 

12. DRILLING AND REWORKING AT EXPIRATION OF PRIMARY TERM. If, at the expuat10n of the pnmary tenm. neither 01l nor gas 1S be1ng 
produced on said land. but Lessee IS then engaged 1n dnlling or reworkmg operations thereon, thiS lease shall rema1n m force so long as operatiOns on 
sa1d well or for dnlling or rework1ng of any additional wells are prosecuted m good fa1th and m workmanlike manner Without mterruphons totaling more 
than s1xty (60) days durmg any one such operaoon. and 1f they result m the productiOn of oil and/or gas, so long thereafter as 011 and/or gas IS produced 
tn pay1ng quant1t1es from sa1d land, or payment of shut-m 011 or gas well royalties or compensatory royalties 1s made as provided '" thiS lease 

13. CESSATION, DRILLING, AND REWORKING. If, after the exp~ralion or the pnmary tenm. production of 011 or gas from the leased 
prem1ses. after once obtamed, should cease from any cause, thiS lease shall not tenm1nate 1f Lessee commences add1110nal dnlling or reworking 
operat1ons Within sOC1y (60) days after such cessation, and this lease shall rema1n In full force and effect for so long as such operations cont1nue 1n good 
faith and In workmanlike manner without interruptions totaling more than sixty (60) days. If such dnlling or reworking operat1ons result 1n the production 
of oil or gas, the lease shall rema1n 1n full force and effect for so long as oil or gas is produced from the leased prem1ses'" pay1ng quant111es or payment 
of shut-1n oil or gas well royalt1es or payment of compensatory royalties IS made as provided herein or as provided by law If the dnlling or rework.ng 
operations result in the completion of a well as a dry hole, the lease Will not tenm1nate if the lessee commences additional dnlling or reworktng 
operations within sixty (60) days after the complet1on of the well as a dry hole, and this lease shall remain In effect so long as lessee contmues dnlhng or 
reworking operations in good faith and in a workmanlike manner without Interruptions totaling more than sixty (60) days. lessee shall g1ve wntten nouce 
to the General land Office within thirty (30) days of any cessation of production. 

14. SHUT-IN ROYAL TIES. For purposes of th is paragraph, "welt" 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 tenm of a lease that. until be1ng shut '"· was bemg 
ma1ntained in force and effect. a well capable of producing oil or gas 1n pay1ng quantities is located on the leased premises, but oil or gas is not be1ng 
produced for lack of suitable production facilities or lack of a su~able market, then lessee may pay as a shut-in oil or gas royalty an amount equal to 
double the annual ren tal prov1ded '" the lease, but not less than S1.200 a year for each well capable of produc1ng oil or gas 1n pay1ng quantities If 
Paragraph 3 of this lease does not speCify a delay rental amount, then for the purposes of th1s paragraph, the delay rental amount shall be one dollar 
(S t 00) per acre. To be effectiVe, each mltial shut-in oil or gas royalty must be paid on or before (1) the exp~ration of the pnmary term, (2) 60 days after 
the Lessee ceases to produce oil or gas from the leased prem1ses, or (3) 60 days after lessee completes a drilling or reworkmg operation '" accordance 
w1th the lease provis1ons; Whichever date Is latest Such payment shall be made one-half (1/2) to the CommiSSioner of the General land OffiCe and one­
half (1/2) to the owner of the soil If the shut-1n oil or gas royalty IS paid. the lease shall be considered to be a produc1ng lease and the payment shall 
extend the tenm of the lease for a period of one year from the end of the pnmary tenm, or from the first day of the month follOWing the month 1n which 
production ceased. and, after tha~ if no surtable production facil~<es or su1table market for the oil or gas exists. l essee may extend the lease for four 
more successive periods of one (I) year by paymg the same amount each year on or before the expiratiOn or each shut-1n year. 

15. COMPENSATORY ROYAL TIES. If, during the period the lease is kept In effect by payment of the shut-m 011 or gas royalty, 011 or gas 1s 
sold and delivered in pay1ng quanuties from a well located w1thln one thousand (1,000) feet of the leased prem1ses and completed 1n the same producmg 
reservoir, or In any case In whiCh drainage is occurring, the right to continue to ma1ntain the lease by paymg the shut-In 011 or gas royalty shall cease. but 
the lease shall rema1n effect1ve for the remainder or the year for wh1ch the royalty has been paid The lessee may mamtam the lease for four more 
successive years by lessee paying compensatory royalty at the royalty rate prov1ded In the lease of the market value of production from the well caus1ng 
the dra1nage or which is completed in the same producing reservoir and within one thousand (1 ,000) feet of the leased prem1ses The compensatory 
royalty is to be paid monthly, one-half ( t/2) to the Commissioner of the General Land Office and one-half (112) to the owner of the soli, begmmng on or 
before the last day of the month following the month In which the oil or gas Is produced from the well causmg 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 penod 
Is an amount less than the annual shut-In oil or gas royally. l essee shall pay an amount equal to the difference within thirty (30) days from the end of the 
12-month period. Compensatory royally payments which are not timely paid will accrue penalty and Interest 1n accordance With Paragraph 9 or th1s 
lease. None of these provisions Will relieve lessee of the obligation of reasonable development nor the obligation to drill offset wells as prov1ded '" 
Texas Natural Resources Code 52 173; however, at the detenm1nation of the Commissioner, and with the Comm1SS10ne~s written approval. the payment 
of compensatory royalt1es can satisfy the obligation to drill offset wells. 

16. RETAINED ACREAGE. NohV1lhstand1ng any prov1sion of this lease to the contrary, after a well produCing or capable of produCing 011 or 
gas has been completed on the leased premises, Lessee shall exercise the d11igence of a reasonably prudent operator In dnlling such additiOnal well or 
wells as may be reasonably necessary for the proper development of the leased premises and in marketing the productton thereon 

(A) VERTICAL. In the event this lease IS 1n force and effecl two (2) years after the exp~ratJon date of the pnmary or extended tenm st shall 
then tenm1nate as to all of the leased prem1ses. EXCEPT ( t ) 40 acres surround1ng each 011 well capable of produCing 1n paymg quantities and 320 acres 
surrounding each gas well capable of produc1ng In paying quantities (mclud1ng a shut-In oil or gas well as prov1ded 1n Paragraph 14 hereof), or a well 
upon which Lessee is then engaged in continuous drilling or rework1ng operatiOns, or (2) the number of acres tneluded '" a producmg pooled umt 
pursuant to Texas Natural Resources Code 52. t5t -52.154, or (3) such greater or lesser number of acres as may then be allocated for product10n 
purposes to a proration unit for each such producing well under the rules and regulat1ons of the Ra1lroad CommiSSion of Texas, or any successor 
agency. or other governmental authonty having jurisdiction If at any time after the effect.IVe date of the part1al tenm1natton prov1S10ns hereof, the 
applicable f1eld rules are changed or the well or wells located thereon are reclassified so that Jess acreage Is thereafter allocated to sa1d well or wells for 
productiOn purposes, this lease shall thereupon tenminate as to all acreage not thereafter allocated to said well or wells for production purposes 
Notwithstanding the tenmlnatlon of this lease as to a port1on of the lands covered hereby, lessee shall nevertheless contmue to have the fight of ingress 
to and egress from the lands still subject to this lease for all purposes descnbed '" Paragraph 1 hereof, together wuh easements and rights-of-way for 
ex1st1ng roads, ex1sting pipelines and other existing facilities on. over and across all the lands descnbed 1n Paragraph 1 hereof ("the retamed lands"). for 
access to and from the retained lands and for the gathering or transportation of oil, gas and other minerals produced from the retamed lands 

(B) HORIZONTAL. In the event this lease Is In force and effect hVo (2) years after the expiration date of the primary or extended term it 
shall further tenminal e as to all depths below 100 feet below the total depth drilled (hereinafter "deeper depths") 1n each well located on acreage retained 
in Paragraph 16 (A) above, unless on or before two (2) years after the primary or extended term lessee pays an amount equal to one-half (112) of the 
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bonus originally paod as consideration for thos lease (as speCified on page 1 hereof) If such amount Is paid. th1s lease shall be tn force and effect as to 
such deeper depths, and said termonat•on shall be delayed for an adddlonal period of two (2) years and so long thereafter as oil or gas os prOduced on 
payong quantoues from such deeper depths covered by th•s lease 

(C) IDENTIFICATION AND FILING. The sufface acreage retaoned hereunder as to each well shall. as nearly as pracucal. be m the form of 
a square With the well located in the center thereof, or such other shape as may be approved by the Comm•ssiOner of the General Land OH'oce W1thon 
th11ty (30) days after panlal termlnauon of th•s lease as provided hereon. Lessee shall execute and record a release or releases contammg a satisfactory 
legal descnptlon of the acreage and/or depths not retained hereunder The recorded release, or a cenofied copy of same, shall be filed 1n lhe General 
Land Office, accompanted by the filing fee prescnbed by the General Land Office rules in effect on the date the release IS filed If Lessee faols 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 
Comm•ss•oner at hiS sole diScretiOn may designate by wntten instrument the acreage and/or depths to be released hereunder and record such 
1nstrument at Lessee's expense 1n the county or count1es where the lease Is located and 1n the offic•al records of the General Land OH'oce and such 
desiQnat•on shall be b•ndmg upon Lessee for all purposes 

17. OFFSET WELLS. Neither the bonus. delay rentals, nor royalties paid, or to be paid, under thiS lease shall relteve Lessee of Ius obllgauon 
to protect the o~ and gas under the above-descnbed land from be•ng draoned Lessee, sublessee. receiVer or other agent •n control of the leased 
premiSes shall dnll as many wells as the fads may justify and shall use appropnate means and dnllto a depth necessary to prevent undue dratnage of 
otl and gas from the leased premiSes In add1t10n, ~oil and/or gas should be produced on commeraal quanllttes With on t .000 feet of the leased premiSes 
or •n any case Where the teased premiSes IS bemg dra1ned by prOduCiton of ott or gas. the Lessee, sublessee, recetvef or other agent tn control of the 
leased premoses shall •n good fanh beg•n the dnlllng of a well or wells upon the leased premoses wothon t 00 days after the dra1nong well or wells or the 
well or wells completed wnh•n 1,000 feet of the leased premises stan prOducong tn commercial quanuues and shall prosecute such dnlllng wnh do1tgence 
Failure to satisfy lhe statutory offset obligation may subJeCt this lease and the owner of the soil's agency rights to foffe•ture Only upon the de1erm1nauon 
of the Comm•ssooner of the General Land Office and w1th his wntten approval may the payment of compensatory royally under applicable statutory 
parameters satosfy the ob1tgahon lo droll an offset well or wells requ11ed under this paragraph 

18. FORCE MAJEURE. II, aher a good fa•th effon, Lessee Is prevented from complyong wnh any express or unphed covenant of thts lease. 
from conductong drilling operatiOns on tho leased premoses, or from prOduang oil or gas from the leased premoses by reason of war, reDelhon. roots, 
strikes, ads of God, or any valod order, rule or regulatiOn of government authonty, then wh•le so prevented, Lessee's obhgatoon to comply With such 
covenant shall be suspended and Lessee shall not be loabte for damages for failure to comply With suCh covenants. additiOnally, thiS lease shall be 
eXlended While lessee os prevented by any such cause, from conducting drolllng and rewor1ung operauons or from prOduong o• or gas from the leaseo 
premoses However, nothong 1n thiS paragraph shall suspend the payment of delay rentals in order 10 ma•ntam this lease on elfed durong the prvnary term 
on the absence of such dNIIIng or rewor1ung operatiOns or prOduaoon of 011 or gas 

19. WARRANTY CLAUSE. The owner of the sotl warrants and agrees to defend title to the leased premoses If the owner of the sotl defaults 
1n payments owed on the leased premises, then Lessee may redeem the nghts of the owner of the soolln the teased premiSes by payong any mongage 
taxes or other hens on the leased premoses If Lessee makes payments on behalf of the owner of the so•l under th1s paragraph, Lessee may recover the 
cost of these payments from the rental and royalties due the owner of the soli 

20. (A) PROPORTIONATE REDUCTION CLAUSE. If the owner of the sod owns less than the entire und•vided surface estate In the above 
descnbed land, Whether or not Lessee's onterest is spee~fted herein, then the royalttes and rental herein provided to be paod to the owner of lhe so11 shall 
be paid to hom 1n the propon1on whoch hts interest bears to the entire undtvlded sufface estate and the roya~tes and rental hereon provided to be paid to 
the Commossloner of the General Land Office of lhe State of Texas shall be likeWise propon•onately reduced However, before Lessee adjusts the 
royalty or rental due to the Commtss•oner of the General Land Office. lessee or h•s authoriZed representative must subm•tto the Commoss•oner of the 
General Land Office a wntten statement wh1ch explatns the dtscrepancy between the mterest purponedly leased under th•s lease and the actual •nterest 
owned by the owner of the soil The Commoss1oner of the Genera I Land Offoce shall be paod the value or the whole prOduct•on allocable to any undovtded 
1nteres1 not covered by a lease, Jess lhe propon1onate development and prOdudton cost allocable to such und1vtded onterest However, •n no event shall 
the Commtss•oner of the General Land Office receive as a royally on the gross production allocable to the und1voded onterest not leased an amount less 
than the value of one-s•xteenth (1116) of such gross prOduaoon 

(B) REDUCTION OF PAYMEtfTS. If, dunng the pnmary term, a portron of the land covered by thiS lease is Included Wlthon the boundanes 
or a pooled unn that has Deen approved by the School Land Board and the owner of the sod tn accordance With Natural Resources Code Sea10ns 
52 151-52 154, or rl at any liiTie after the exporatlon of the prvnary term or the extended term, thiS tease covers a lesser number of acres than the total 
amount descnbed heretn, payments that are made on a per acre basiS hereunder shall be reduced according to the number of aCies pooled, released, 
surrendered, or otheiWise severed, so that payments determ•ned on a per acre basis under the terms of thiS lease dunng the pnmary term shall be 
calculated based upon the number of aCies outside the boundanes of a pooled unn, or, rl aner the exp11atoon of the pnmary term, the number of acres 
actually retained and covered by thts tease 

21. USE OF WATER. Lessee shall have the right to use water produced on said land necessary for operahons under thiS lease except water 
from wells or tanks of the owner of the so•l: provoded, however, Lessee shall not use potable water or water suitable for livestock or 1111gallon purposes 
for waterflood operations without the prior consent of the owner of the soil 

22. AUTHORIZED DAMAGES. Lessee shall pay the owner of the so1i for damages caused by Its operahons to all personal property 
omprovements, llvestOCII and crops on satd land 

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

24. WELL LOCATION LIMIT. No well shall be drilled nearer than two hundred (200) feet to any house or bam now on said premoses Without 
the wrrtten consent of the owner of the sool 

475 



••• • • ••• 
•••• • .... 
• 

•• • • • •• 
• • • • •• 

r-t 8 i VOL. t - PAGE 

25. POLLUTION. In developmg th1s area. Lessee shall use the hJQhest degree of care and all proper safeguards to prevent pollulJOn W1thout 
hm111ng the foregomg. pollution of coastal wellands. natural waterways. nvers and Impounded water shall be prevented by the use or contammenl 
fac•ht•es suffic•ent to prevent sp•llage. seepage or ground water contammat•on In the event of polluuon. Lessee shall use all means at Jts disposal to 
recapture all escaped hydrocarbons or other pollutant and shall be respons•ble for all damage to public and pnvate propert•es Lessee shall bUJid and 
ma•nta•n fences around its slush. sump. and dra•nage P•ts and tank battenes so as to protect livestock agamst loss. damage or InJury, and upon 
compleuon or abandonment of any well or wells. Lessee shall fill and level all slush p1ts and cellars and completely clean up the dnlhng s•te of all rubb•sh 
thereon Lessee shall. wh1ie conductmg operat1ons on the leased prem1ses. keep sa1d prem1ses free of all rubb•sh. cans. bollles. paper cups or garbage. 
and upon complet•on of operauons shall restore the surface or the land to as near 1ts ongmal cond1t1on and contours as 1s pracucable Tanks and 
equ•oment w1ll be kept pa1nted and presentable 

26. REMOVAL OF EQUIPMENT. Subtect to hm•tallons In this paragraph, Lessee shall have the nghtto remove machmery and fixtures placed 
by Lessee on the leased prem•ses. mclud•ng the nght to draw and remove casing, w1th1n one hundred twenty (120) days after the expltat•on or the 
term•naiJon or th•s lease unless the owner of the so1l grants Lessee an extens1on of th•s 120·day penod However. Lessee may not remove cas•ng from 
any well capable of producmg 011 and gas in paymg quantit ies Additionally, Lessee may not draw and remove casing until after lh1rty (30) days wntlen 
not1ce to the Comm•ssioner of the General Land Office and to the owner of the soli. The owner of the soli shall become the owner o f any machinery. 
fixtures. or cas•ng wh1ch are not timely removed by Lessee under the terms or this paragraph 

27. (A) ASSIGNMENTS. Under the cond1lions conta1ned 1n this paragraph and Paragraph 29 of th1s lease. the nghts and estates or e1ther 
party to th•s lease may be assigned, in whole or in part, and the provls1ons of lh1s lease shall extend to and be b1nd1ng upon the" he.rs. dev1sees. legal 
representat1ves. successors and ass•gns. However, a change or d1v1S10n in ownershiP of the land. rentals. or royalt1es will not enlarge the obhgat1ons of 
Lessee, dim1n1sh the nghts, pnvlleges and estates of Lessee, Impair the effectiveness of any payment made by Lessee or 1mpa1t the effectiveness of any 
act performed by Lessee And no change or dlvis1on 1n ownersh1p of the land. rentals, or royatues shall bind Lessee tor any purpose until thirty (30) days 
after the owner of the soil (or hiS helfs, dev1sees. legal representatr11es or asstgns) furnishes the Lessee w1th satisfactory wntten evidence of the change 
in ownership, Including the ortg1nal recorded munlments of t•tle (or a certified copy of such original) when the ownersh1p changed because of a 
conveyance A total or partial asstgnment of this lease shall. to the extent of the interest asstgned. relieve and discharge Lessee of all subsequent 
obligations under this lease. If th1s tease is asstgned 1n rts entirety as to only part of the acreage. the nght and option to pay rentals shall be apport1oned 
as between the several owners ratably. according to the area of each. and failure by one or more of them to pay h1s share or the rental shall not affect 
this lease on the part of the land upon wh1ch pro rata rentals are t1mety paid or tendered; however. if the assignor or ass1gnee does not file a cert1fied 
copy of such asstgnment In the General Land Office before the next rental paymg date. the entire tease shall terminate for failure to pay the entlfe rental 
due under Paragraph 3. Every ass1gnee shall succeed to all rJQhls and be subject to all obhgallons. liabilities. and penalties owed to the State by the 
orig•naltessee or any prior assignee of the lease, Including any liabihties to the Stale for unpaid roy attiCs. 

(B) ASSIGNMENT LIMITATION. Notwithstanding any prov1sion 1n Paragraph 27(a), if the owner of the soil acquires thiS lease in whole or 
In part by assignment without the prior written approval or the Comm1ssioner or the General Land Office, thiS lease Is void as of the t1me of assignment 
and the agency power of the owner may be forfeited by the Commissioner. An ass1gnment will be treated as if it were made to the owner of the sod if the 
assignee IS 

( 1) a nom1nee of the owner or the soil. 
(2) a corporatiOn or subSidiary 1n wh1ch the owner of the soli Is a principal stockholder or •s an employee of such a corporatron or subs1d1ary. 
(3) a partnership 1n which the owner of the soil is a partner or 1s an employee of such a partnership; 
(4) a pnnc1pal stockholder or employee of the corporation which Is the owner of the soil. 
(5) a partner or employee in a partnership which Is the owner of the so1t, 
(6) a fiduc•ary for the owner of the so1l, 1nctud1ng but not limited to a guardian. trustee. executor, admlmstrator. receiver, or conservator for the 
owner of the so•l. or 
(7) a family member of I he owner of the soil or related to I he owner of the so11 by marriage, blood, or adoption 

28. RELEASES. Under the cond1tlons contained In this paragraph and Paragraph 29, Lessee may at any time execute and deliver to the 
owner of the soil and place of record a release or releases covering any portion or portions of the leased premises. and thereby surrender th1s lease as 
to such port1on or portions. and be relieved of all subsequent obligations as to acreage surrendered If any part of th1s lease is properly surrendered. the 
delay rental due under th1s lease shall be reduced by the proportion that the surrendered acreage bears to the acreage which was covered by this lease 
immediately pnor to such surrender: however. such release will not relieve Lessee of any liabilities which may have accrued under th1s lease prior to the 
surrender or such acreage 

29. FILING OF ASSIGNMENTS AND RELEASES. If all or any part of th1s lease 1s ass1gned or released. such ass1gnment or release must be 
recorded In the county where the land •s Situated. and the recorded Instrument. or a copy of the recorded instrument certif1ed by the County Clerk of the 
county 1n wh1ch the Instrument is recorded, must be filed In the General Land Office w1thin 90 days of the last execution date accompamed by the 
prescnbed filing fee. If any such assignment Is not so filed, the rights acquired under th1s lease shall be subject to forfeiture at the opt1on of the 
CommiSSIOner of the General Land Office 

30. DISCLOSURE CLAUSE. All provisions pertaining to the lease of the above-described land have been mcluded In lh1s •nstrument, 
•nclud1ng the statement of the true consideration to be paid for the execut1on of th1s lease and the nghts and dut1es of the part1es. Any collateral 
agreements concem•ng the development or oil and gas from the teased premises which are not contained In this lease render this lease Invalid. 

31. FIDUCIARY DUTY. The owner of the soil owes the State a fiduoary duty and must fully disclose any facts affect1ng the State's 1nterest In 
the teased premises When the Interests of the owner or the soli conOICI with those of the State, the owner of the soli IS obligated 10 put the State's 
1nterests before his personal interests. 

32. FORFEITURE. If Lessee shall fall or refuse to make the payment of any sum Within th1rty days after it becomes due. or 1f Lessee or an 
authonzed agent should knowmgly make any false return or false report concerning production or dnlling, or if Lessee shall fa1l or refuse to dnll any 
offset well or wells •n good faith as reqwed by law and the rules and regulat1ons adopted by the Commlss1oner of the General Land OffiCI!, or 1f Lessee 
snould fall to file reports tn I he manner reqwed by law or fail to comply WJlh rules and regulations promulgated by the General Land Office, the School 
Land Board. or the Railroad Comm1sS1on. or ~ Lessee should refuse the proper authonty access to the records pertammg to operahons, or ~ Lessee or 
an authonzed agent should knoWingly fa11 or refuse to giVe correct mformation to the proper authonty. or know1ngty fa1l or refuse to tum1sh the General 
Land Office a correct ICJQ of any well, or if Lessee shall knOWingly VIOlate any of the material provisions of this lease. or 1f this lease ,. assigned and the 
assignment 1S not filed 1n the General Land Office as required by law. the nghts acquired under this lease shall be subJect to forfeiture by the 
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CommiSSioner. and he snail forfeit same when suffiCiently mformed of the facts wh1ch authOriZe a forfenure, ana when forfeited the area shall agam be 
subJect to lease under the terms of the RelinquiShment Ad However, noth1ng herem shall be construed as wa1vmg the automatic termination of thiS 
lease by operatiOn of law or by reason of any speCial hm1tat1on ans1ng hereunder Forfeitures may be set aside and th1s lease and all nghts thereunder 
re•nstated before the nghts of anomer mtervene upen sa~sfactory evidence to the Comm1ss•oner of the General Land Office of future compliance w1th 
tne prov1s1ons of the law and of thiS lease ana the rules and regulations that may be adopted relatiVe hereto 

33. UEN. In accordance With Texas Natural Resources Code 52 136. the State shall have a first hen upen all oil and gas produced from the 
area covered by th1s lease to secure payment of all unpaid royany and other sums of money that may become due under thiS lease By acceptance of 
th1s lease. Lessee grants the State, in addrt•on to the hen proVIded by Texas Natural Resources Code 52 136 and any other appliCable statutory hen, an 
express contractual l1en on and secumy Interest In all leased minerals 1n and extracted from the leased premiSes, all proceeds whiCh may accrue to 
lessee from the sale of such leased mmerals, whether such proceeds are held by Lessee or by a third party, and all fooures on ana Improvements to the 
leased prem•ses used 1n connectiOn w1th the productiOn or process1ng of such leased m1nera1s In order to secure the payment of all royalt•es or other 
amounts due or to become due under thrs lease ana to secure payment of any damages or loss that lessor may suffer by reason of lessees breach of 
any covenant or condrt1on of th1s lease, whether express or mphed Th1s hen and secunty Interest may be foreClOSed With or wrthout court proceed1ngs 1n 
the manner provided 1n the T1tle t . Chap 9 of the Texas Bus~ness and Commerce Code lessee agrees that the Comm•ss10ner may requ1re Lessee to 
execute and record such Instruments as may be reasonably necessary to acJ<nowledge, anach or perfect thiS hen Lessee hereby represents that there 
are no prror or superiOr hens anslng from and relating to Lessee's act.v•tles upon the above-oesct1bed property or from Lessees acqu•s•t•on of th•s lease 
Should the Comm•ssroner at any lime determme that th1s representation Is not true then the Comm•ss1oner may declare th1s lease forfe1ted as prov•ded 
here•n 

34. POOLING. lessee IS hereby granted the 11ght to pool or uOIIIZe the royalty mterest of the owner of the so•l under th1s lease With any other 
leasehold or m1neral •nterest for the exploratiOn, development and product•on of oil or gas or e1ther of them upen the same terms as shall be approved 
by the School land Board and the Comm•ss1oner of the General Land OffiCe for the poolrng or unrtiZmg of the Interest of the State under this lease 
pursuant to Texas Natural Resources Code 52 151-52.154 The owner of the sorl agrees that the 1nclus•on of thiS prov•s10n 1n thiS lease saosf•es the 
execution requirements stated rn Texas Natural Resources Code 52.152 

35. INDEMNITY. Lessee hereby re leases and d1scharges the State of Texas and the owner of the soli, their off•cers, employees, panners, 
agents, corttractors, subcontractors, guests, lnv•tees, and their respect•ve successors and assigns, of and from all and any actions ana causes of act1on 
of every nature, or other harm, •ncJud•ng envrronmental harm, for Which recovery of damages Is sought, •nclud•ng, but not IIITllted to, all losses ana 
expenses which are caused by the actiVIties of Lessee 1ts off1cers. employees and agents ar151ng out of, •nc•dental to, or resulting from. the operauons 
of or for Lessee on the leased premiSes hereunder, or that may anse out of or be occas1onea by Lessee's breach or any of the terms or proviSIOns or th1s 
Agreement, or by any other negligent or stndly liable act or omiSSIOn of Lessee Further, Lessee hereby agrees to be hable for, exonerate, 1ndemn•fy. 
defend and hold harmless the State of Texas and the owner of the sorl, their offiCers. employees and agents, their successors or ass~gns. agamst any 
ana an c1a1ms, hab1h11es. losses, damages. acuons, personal InJury (lnclua•ng death), costs ana expenses, or other harm for wh1ch recovery of damages 
1s sought, under any theory Including tort. contract. or strrct llablhty, lncludmg attorneys' fees ana other legal expenses. mcludmg those related to 
environmental hazards, on the leased premises or tn any way related to Lessee's fa1lure to comply w1th any and all environmental laws, those ariSing 
from or In any way related 10 lessee's operat1ons or any other of lessees awvrues on the leased premiSes. those a11s1ng from Lessees use or the 
surfaoe of the leased prem•ses and those lhat may anse out or or be occasiOned by Lessee's breach of any of the terms or provosrons of thrs Agreement 
or any other act or omiSSIOn of Lessee. rts directors. offocers, employees, partners. agents, contractors. subcontractors. guests. •nVItees and therr 
respectiVe successors and assigns. Each ass~gnee of th1s Agreement. or an Interest therein, agrees to be liable for. exonerate. 1ndemnrfy. defend and 
hold harmless the State of Texas ana the owner of the so11, the" offocers. employees, and agents 1n the same manner provraea above 1n connectiOn wl!h 
the actiVIlieS of Lessee, 11S offiCers, employees. and agents as descnbed above. EXCEPT AS OTHERWISE EXPRESSLY LIMITED HEREIN, All OF 
THE INDEMNITY OBLIGATIONS AND\OR LIABILITIES ASSUMED UNDER THE TERMS OF THIS AGREEMENT SHALL BE WITHOUT LIMITS AND 
WITHOUT REGARD TO THE CAUSE OR CAUSES THEREOF (EXCLUDING PRE-EXISTING CONDITIONS), STRICT LIABILITY, OR THE 
NEGLIGENCE OF ANY PARTY OR PARTIES (INCLUDING THE NEGLIGENCE OF THE INDEMNIFIED PARTY), WHETHER SUCH NEGLIGENCE 
BE SOLE, JOINT, CONCURRENT, ACTIVE, OR PASSIVE. 

36. ENVIRONMENTAL HAZARDS. lessee shall use the h~ghest degree of care and all reasonable safeguards to prevent contammatJOn or 
pollutton or any env~ronmental mea•um. rncJud•ng SOli, surface waters, groundwater, sedments, ana surface or subsurface strata. amb.ent a1r or any 
other env~ronmental med1um 1n, on, or under, the leased prem1ses, by any waste, pellutant. or contaminant Lessee shall not b11ng or pe1m111o rema1n on 
the leased prem1ses any asbestos conta1nrng materials explos.ves, tox1c mate11a1s, or substances regulated as hazardous wastes, hazardous matenals 
hazardous substances (as the term "Hazardous Substance· Is defined 1n the Comprehens•ve Enwonmental Response. Compensation and Llab•llty Act 
(CERCLA), 42 USC Sections 9601. et seq .), or tOXIC substances under any federal, state, or local law or regulatiOn ("Hazardous Matenals"), except 
ordinary prOduCts commonly used In connectiOn w1th 011 ana gas exploratiOn and development operauons and stored rn the usual manner and quant•ues 
LESSEE'S VIOLATION OF THE FOREGOING PROHIBITION SHALL CONSTITUTE A MATERIAL BREACH AND DEFAULT HEREUNDER AND 
LESSEE SHALL INDEMNIFY, HOLD HARMLESS AND DEFEND THE STATE OF TEXAS AND THE OWNER OF THE SOIL FROM AND AGAINST 
ANY CLAIMS, DAMAGES, JUDGMENTS, PENALTIES, LIABILITIES, AND COSTS (INCLUDING REASONABLE ATTORNEYS' FEES AND COURT 
COSTS) CAUSED BY OR ARISING OUT OF (1) A VIOLATION OF THE FOREGOING PROHIBITION OR (2) THE P RESENCE, RELEASE, OR 
DISPOSAL OF ANY HAZARDOUS MATERIALS ON, UNDER, OR ABOUT THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OR 
CONTROL OF THE LEASED PREMISES. LESSEE SHALL CLEAN UP, REMOVE, REMEDY AND REPAIR ANY SOIL OR GROUND WATER 
CONTAMINATION AND DAMAGE CAUSED BY THE PRESENCE OR RELEASE OF ANY HAZARDOUS MATERIALS IN, ON, UNDER, OR ABOUT 
THE LEASED PREMISES DURING LESSEE'S OCCUPANCY OF THE LEASED PREMISES IN CONFORMANCE WITH THE REQUIREMENTS OF 
APPLICA BLE LAW. THIS INDEMNIFICATION AND ASSUMPTION SHALL APPLY, BUT IS NOT LIMITED TO, LIABILITY FOR RESPONSE 
ACTIONS UNDERTAKEN PURSUANT TO CERCLA OR ANY OTHER ENVIRONMENTAL LAW OR REGULATION. LESSEE SHALL IMMEDIATELY 
GIVE THE STATE OF TEXAS AND THE OWNER OF THE SOIL WRITTEN NOTICE OF ANY BREACH OR SUSPECTED BREACH OF THIS 
PARAGRAPH, UPON LEARNING OF THE PRESENCE OF ANY HAZARDOUS MATERIALS, OR UPON RECEIVING A NOTICE FROM ANY 
GOVERNMENTAL AGENCY PERTAINING TO HAZARDOUS MATERIALS WHICH MAY AFFECT THE LEASED PREMISES. THE OBLIGATIONS 
OF LESSEE HEREUNDER SHALL SURVIVE THE EXPIRATION OR EARLIER TERMINATION, FOR ANY REASON, OF THIS AGREEMENT. 

37. APPLICABLE LAW. ThiS lease IS •ssued under the provisions of Texas Natural Resources Code 52 171 through 52 190. commonly 
known as the Rehnqu•shment Act, and other apphcable statutes ana amendments thereto, ana If any prov•s•on •n thiS lease does not conform to these 
statutes, the statutes Will prevarl over any nonconforming lease proVISions 

477 
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38. EXECUTION. Thts otl and gas lease must be stgned and acknowledged by the Lessee before tits filed or record tn the county recoras ana 
tn the General Land Office of the State or Texas. Once the filing reqUirements found In Paragraph 39 of thts lease have been sausfied the effecllve date 
of this tease shall be the date found on Page 1 

39. LEASE FILING. Pursuant to Chapter 9 of the Texas Business and Commerce Code, this tease must be filed of record •n the office of the 
County Clerk In any county m which all or any part of the leased premises Is located. and certtfied coptes thereof must be filed tn the General Land 
Offtee. Thts tease Is not effecttve unttl a certtfied copy of thts lease (which is made and cerufied by the County Cieri< from nts records) ts hied tn the 
General Land Offtee tn accordance with Texas Natural Resources Code 52 t83 Additionally, this lease shall not be btndtng upon the State unless rt 
recites the actual and true consideration patd or promtsed for executton of this tease The bonus due the State and the prescnbed fihng fee shall 
accompany suCh certofied copy to the General Land Offtce 

LESSEE /) 

PETRO·HUW;A c 

By . Bruce w. Hunt , President ~ ~ /..,. 

Date. ot/Cfi/or v' ~/~/0 tpO 

STATE OF TEXAS 
BY. _____________________________ _ 

Individually and as agent for the State of Texas 

Date·-----------

c 

STATE OF TEXAS 
BY: ______________________________ _ 

Individually and as agent forthe State or Texas 
Date: __________ _ 

STATE OF TEXAS 

BY:------------------------------

Individually and as agent for the State of Texas 

Date:----------- -
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STATE OF _T_e_x_a_s _____ _ (CORPORATION ACKNOWLEDGMENn 

COUNTY OF ...::D_a_l_l _a_s ___ _ 

BEFORE ME. the undersogned aulhonty. on thos day personally appeared -'~"""~...:;..c,;;....{J):p:::c..:..· .:.H_,_,u,_,i\...:d..._ ___________ _ 

known to me to be the person whose name os subscnbed to the foregoong onstruments~ ~ .. _......::5::..,_1 d.:::.....:t..,_,_~ ... rr.._ ______________ _ 
of \t±tO- t\unt L. L,G. and acknowledged to met/lathe 

\\\\\llihliillll)Jt,, 

executed the same for the purposes and co~P!IQ" ~r~flf-o~pressed , in the capacoty stated. and as the act and deed of saod 80'P9' altell' C.O~ "'i . 
!' .,~ .. ~~~-~-:g~ 

Goven under my hand and setf o!~~ J ~· j :ry of~~ 2o...Qi. 

! ;_ ~ .. ~ ; ~ &cv,..'Jn. ':t~ 
" . (' c, . .:: ,~--- u:.:J 
a ·. <"-t oF re."~-~ ... ,;; C'!. r -r::: 
% 0a ···.f.~llf& .. / ./ Notary Pubhc on and for .)(G:t I. ~ I e-x. c.. S 
~ ,-?. ....... ~ 

"'''~,/· 20 0& .;# 
''''m"111~"'"'1'\~ 

STATE OF-------- (INDIVIDUAL ACKNOWLEDGMENn 

COUNTY OF _______ _ 

BEFORE ME, the undersogned authonty. on thos day personally appeared _,K,.e"'l!yL!.'H'-"'B"'aX!"""er.._ ________ ____ ____ _ 

known to me to be the persons whose names are subscrobed to the foregoong Instrument, and acknowledged to me that they executed the same for the 

purposes and consoderatoon thereon expressed 

Goven under my hand and seal of offoce this the ___ day of __________ , 20 __ 

Notary Pubhc In and for --------------

STATE OF ________ _ (INDIVIDUAL ACKNOWLEDGMENn 

COUNTY OF _______ _ 

BEFORE ME. the undersigned authoroty, on thos day personally appeared ______________________ _ 

known to me to be the persons whose names are subscnbed to the foregoong Instrument, and acknowledged to me that they executed the same for the 

purposes and consoderauon thereon expressed 

Goven under my hand and seal of offoce this the _ __ day of---------~ 20 _ _ 

Notary Pubtoc on and for----- ---------

STATE OF _ _ _________ _ (INDIVIDUAL ACKNOWLEDGMEN11 

COUNTY OF _______ _ 

BEFORE ME, the undersogned authonty, on thos day personally appeared'- ------- ----------- --- - -

known to me to be the persons whose names are subscnbed to the foregoong onstrumenL and acknowledged to me that they executed the same for the 

purposes and consoderauon therem expressed 

Given under my hand and seal of offoce this the ___ day of---------- 20 __ 

Notary PubliC on and for _____________ _ 
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CALIFORNIA ALL-PURPO E 
CERTIFICATE OF ACKNOWLEDGMENT 

tate of California 

Count) of _[}.:1"(-'<::..,\\....,31-<--, ------

persona lly appeared ~''i-(-J:H:l.,__BB.6axtlfW~1--===============-
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(.s) is/a.c.subscribed to 
the within instrument and acknowledged to me that h~ executed the same in his/her/the ir authoritcd 
capacity(i6), and that by hislbcr'thgir signaturcW on the instrument the person(~. or the entity upon behalf of 
which the person~) acted, executed the instrument. 

I certify under PENAL TV OF PERJ URY under the laws of the tate of California that the fo regoing paragraph 
is true and correct. 

AODIT IO 

DESCRIPTIO OF THE ATIACHED DOCUMENT 

(Till< Or descnpuon or I IIXh<d do<umtnll 

(Tille or dcscnpuon ofan11<htd doc:umtnl conlinU<d) 

Number of Pages __ Document Date ___ _ 

(Add&uonal tn(ormauon) 

CA PACITY CLAIMED BY TH E SIGNER 
0 Individual (s) 
0 Corporate Officer 

(Tulc) 
0 Pnnner(s} 
0 Attorney-in-Fact 
0 Trustee(s) 
0 Other ___________ _ 

~noR Vm!<ln CAP/\ ' 1210 07 800-873-9865 www NoiAryCiass<> com 

FILE# 154 

INSTRUCTIONS FOR COMPLETING TillS FORM 
Am· odJtO'MI~dgtrttnt a»npp'ttd ;n Col(omto mwt co,Jtom ''erbtog' uocth• OJ 
DpJNDfJ uhow1 In tM notary sutton fN o uporott octn~l~dgmtnt form muJt htl 
propttl) (tJmpltltd anti ouochtJ to that docwm .. nt 1"M onl) actption 11 1/ a 
docttmtnt UIO htt r~conll!d ()UI.J.I/h o{Cull(f>rma /n JWh lnJtilntrJ. Off\' u/ttrttdll\'t 

«~l~gmcmt ~rbuzg~ as may IH P"'nttd on such a doct1m~nt so lcmg a.• tM 
\'t'rbm~ tlOitJ ft011Yqu1r~ tM notan· to dn tt>nt~thlttg that u 11lt~a/ for a ftDidn tn 

Coll/rJrnln (1 t aml\wg tit* 011thort:~l COJNICIIY of tht' Jtgn.-r) Pl~oJ~ chtcl. tht' 
document Ctlrtfully for prDfHr nmurJo/...,.cmlmg nne/ ottoclt th1s {otm ifrrqu~r~d 

Slat< nnd CO<Jnl~ mr()ml;lllOn mu\1 be lhc Sl.'lle •nd Counl) where 1hc docum<nl 
stgnct(S) pc::rsof\311)' 11ppe:m::d before 1he OOI3ry rubiiC: for ackno'-"ledgmenc 
l).Jie or 1101.U1JII10n rnU>I be the WI<WIIhc \lgnetfS) f'COOrl31fy Dppt;lrtd "hoCh 
muSI also be lhc same d:o1< lhc otkiKl" ltdRm<nl " tomplcltd 
rhc n<\W)' pubhc must pnnl hat or her name as u appc:us \lolthtn h~ or her 
commiSSoon followed by a comma •nd !hen )OUr 1111< (00131V publiC) 

"""' lhc namc(s) or documcnl <OJncr(>) " ioo pcnonallv oppear • • lhc """' o( 

ll'dtealr 1hc correct ~mguhu or plural fonm by CR'J\.Stnl oiT anc:orttct fonni (I c 
~s~ as J~ ) or C1rchng 1he com:ct forms Foulure 10 correc:ll)' tn.liCitc lhts 
1nform:t110n may lead lO re)«t.on or dc)Q.Imc:nt rccordtng 
The noiAry seal omprc$$oon mu<1 be cltor •nd pllO<oan>f'loocally rtproduc;oblc 
lmrcQSIOn rmm nOt CO\·er text or lines 1r scul tmpres.ston ~mudges. re-seal tl a 
sutr.c:otnl area perm us, 01hcrwlsc compt<l< a doi'T<rtnllltknowltdgmcnl lorm 
Sta,n:nurc: of the notary publiC mu.s1 nu1ch lhe s•gn3tuJc on file wnh the office: or 
lhc coun1y den 

" Adchuon;sl mfonn.auon IS Ml rcquncd but could htlp 10 ensure lJus 
rd.no¥.1edgrnen1tS not m11u~ or attaChed tO a dtffcrent document 

.;. tnd1011c lttlc or 1\pe orauac:hc.l document number ol P"&CS ond d:o1c 

.;, lnda1< 1hc capocny etatmcd by lhc ••ancr tr 1hc d1orncd capecn) •• • 
corpor>.t< offitcr, ondltlllc lhc llllc (o c CEO. CFO, !i<tmary) 

Stcurcly auoch lhos do<umtnt 10 1hc "'ned documtnl 

.. ,:"". '·. •' 
Of; US£ Ill Tll l l)L<,!.ltiU( IJ Al AI ~koJPlr!I'Y l:i':~USI ~~ COlU~ 
Oil RACE IS IUVAIJO ANO UllfNfmt'HI'J! lt~r.rP. ml":W. 
w 

FI LED FOR RECORD ON THE'---"'1-"'l~T.:::.H ___ DAY OF_"'-J...,A...,NU_,_...,AR~Y _____ A.D- 2008 3:05 P. H. 

;.,------- ·DAY OF __ J_ANU __ AR_ Y ______ A. D. 2008 2 :00 p .H. 

DIANNE 0. FLOREZ, COUNTY CLERK 
REEVES COUNTY , TEXAS 
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March 13, 2008 

Attn: William A. Hearne 
Peh·o-Hunt, L.L.C. 
160 1 Elm Street, Ste. 3400 
Thanksgiving Tower 
Dallas, Texas 75201-7201 

Re: Relinquishment Act Lease MF-108664 
2.4 acres out of tbe SE/4 of Section 41 , Blk. 58, 
PSL Survey, Reeves County, Texas 

Dear Mr. Hearne: 

The certified copy of the Relinquishment Act lease covering the above referenced tracts has been 
approved and fi led in our records under Mineral File number M-108664. Please refer to this 
number when making payments to the State and in a ll future correspondence concerning the 
lease. Failure to include the minera l file number may delay processing of any payments 
towards the lease. 

Your remittance of$518.60, has been applied as the state's portion of the cash bonus $393.60, along 
with a processing and filing fee in the amount of$125.00. Please let me know if you should have 
any questions. 

Drew Reid 
Minerals Leasing 
Energy Resources 
(51 2) 475-1534 

MS/DR 

Srephcn F. Ausrin 13uildi ng • 1700 orth Congn.:ss Avenue • Austin, Texas 78701-1495 

Posr O ffi(e Box 12873 · Austin, Texas 78711 -2873 

512-463-5001 • 800-998-4G LO 

www.glo.sratc. rx.us 



~atterson, Commissioner 



TEXAS GENERAL LAND OFFICE 
GEORGE P. BUSH , COMMISSIONER 

January 13, 2020 

Chesapeake Operating, LLC. 
6100 N. Western Avenue 
Oklahoma City, OK 73118 
Attention: Lacy Mccomack, Accounting Manager 

Certified Mail# 7011-1150-0001-2420-7145 

RE: Final Audit Billing Notice for State Leases Mf 104792, MF084110, MF! 06201, MF109267 and other Toyah 
State Leases (in Exhibit A) 

Dear Ms. Mccomack: 

The Texas General Land Office (GLO) has completed the audit of above referenced state leases (and other Toyah 
State leases on Exhibit A) that were operated and/or held by Chesapeake Operating, LLC. (Chesapeake). The 
audit covered the reporting period of Janua1y 2008 through March 2013. This letter constitutes an Audit Billing 
notice as defined in Section 52.135(c) of Texas Natural Resources Code. The audit resulted in the determination 
of additional amounts due as follows: 

Royalty 

Penalty 

Interest 

Total 

$1,556,486.81 

$177,610.41 

$1,481,854.03 

$3,215,951.25 

Interest has been computed through August 31, 2019 in accordance with Section 52.131 of the Texas Natural 
Resources Code and will continue to accrue until the royalty has been paid. 

The following documents are attached in support of our findings: 

► Attachment I - Summary of the audit exceptions by lease; 

► Attachment Il - Final Audit Report which includes a brief discussion of the audit exceptions and 
recommendations; 

► Attachment IlI - The procedures used for assessment of penalties and interest; and 

► Attachment IV - Various schedules and documents that support royalty calculations 

To ensure your company remains in good standing with the GLO, please respond within 30 days from the receipt 
of this Final Audit Billing Notice with your payment, or to request a hearing before the 

Stephen F. Austin Building• 1700 North Congress Avenue • Austin, Texas 78701-1495 

P.O. Box 12873 • Austin, Texas 78711-2873 

512.463.5001 • 800.998.4GLO 

glo. texas.gov 



Chesapeake Operating, LLC. 
January 13, 2020 
Page2 

Commissioner, or his representative, for redetermination of such assessment. In order to ensure proper credit, your 
payment should be mailed with your audit billing notice, to the following address: 

Texas General Land Office 
Stephen F. Austin Building 
1700 No1th Congress Avenue 
Austin, Texas 78701-1495 

For any questions or additional information on this audit, please contact Brian B. Raygon at 512-463-0154 or send 
an email to brian.raygon@glo.texas.gov. 

Director of Minerals Audit 
Texas General Land Office 
(512) 463-2921 / dale.sump@glo.texas.gov 

Attachments 
Ltr. Log #0294 



Attachment I 



Summary of Audit Exceptions (Attachment I) 

Lease/Unit State Lease W orkpaper Additional Gas Penalty Interest Total Gas Production 

Well Name Number Reference# Royalty Due throug h throug h Revenue Months 

08/31/19 08/31/19 Amount Covered 

Pelican Ranch & Robertson State Units Mf104792 0 .1.23 $1 17,401.74 $11,805.98 $131,473.45 $260,681. 17 I /2008 through 3/20 I 3 

Harrison State 2 MFI04871 D. 1.26 $ 170,812.60 $17,298.97 $ I 65,370.03 $353,48 1.60 1/2008 through 3/2013 

Darden State 71-26-1 H 3 MFl04585 0 .1 .27 $35,21 1.58 $3,534.30 $11,867.90 $50,6 13.78 1 /2008 through 3/2013 

Darden State 7 1-26-11-l 4 MF108655 0. 1.29 $25,760.53 $2,595.43 $8,97 1.51 $37,327.47 I /2008 through 3/2013 

Wright State Non-unit & Jobe State Unit 5 MF104186 0 .1.30 $60,571.32 $6,147.71 $69,337.04 $136,056.07 I /2008 through 3/2013 

Wright State Non-unit & Jobe State Unit 6 MF107630 0 .1.31 $5,222.47 $1,054.14 $5,918.45 $12,195.06 1/2008 through 3/20 I 3 

Yada State 7 MF105495 0.1.32 $73,034.10 $7,521.51 $83,109.78 $163,665.39 1/2008 through 3/20 I 3 

Torrez State 6 1 - I H 8 MF104587 0.1 .33 $41,714 .56 $4,417.20 $37,026.77 $83,158.53 1/2008 through 3/2013 

Torrez State 6 1-11-1 9 MF104601 0 .1.35 $19,691.33 $2,219.26 $15,552.98 $37,463.57 I /2008 through 3/2013 

Brackenridge State 57-44-1 10 MF105848 D.1 .36 $66,386.95 $6,744.39 $56,641.82 $129,773.16 1/2008 through 3/2013 

Block 59 State 27-11 - 1 II MFI04524 0 .1.37 $805.25 $258.94 $2,364.30 $3,428.49 I /2008 through 3/20 I 3 

Block 59 State 27-11-1 12 MF I04530 0 .1 .38 $70,077.39 $7,038.63 $50,798.63 $127,914.65 1/2008 through 3/2013 

Block 59 State 27-11-1 13 MF1 04539 D.1.39 $28,645.53 $3,056.07 $26,506.76 $58,208.36 1/2008 through 3/2013 

Jobe State 70-58-11-1 14 MFI04 187 0. 1.40 $66,527.36 $6,863.77 $71,785.76 $145,176.89 1/2008 through 3/2013 

Block 59 State 35-11-1 15 MF l03430 D.1.42 $36,150.35 $3,655.27 $23, 154.50 $62,960.12 I /2008 through 3/2013 

Jobe State 70- l /C-17-18 16 MFI 04 185 0 .1.43 $57,375.33 $6,20 1.43 $64,324.74 $127,90 I.SO I /2008 through 3/2013 

Caldwell State 7 1-5-1 H 17 MF104190 D.1.44 $15,353.63 $1,751.66 $14,945.44 $32,050.73 I /2008 through 3/2013 

Caldwell State 71 -5-IH 18 Mfl04191 D.1.45 $46,086.16 $4,634.81 $44,867.68 $95,588.65 1/2008 through 3/2013 

Johnson State 56-10-1 19 MFI02645 0 .1.46 $27,859.69 $2,884.52 $34,437.38 $65,181.59 I /2008 through 3/20 13 

Block 58 State Unit Wells 20 MFI05285 D.1.47 $38,573.99 $4,0 I 0.42 $29,846.71 $72,431.12 1/2008 through 3/20 I 3 

McClure State 72-23 11-1 21 MF105243 D.1.48 $8, 112.84 $1,141.38 $8,616.40 $17,870.62 I /2008 through 3/2013 

McClure State 72-23 I H 22 MF l 05497 D. 1.49 $25,404.10 $2,684.14 $26,661.03 $54,749.27 I /2008 through 3/20 I 3 

Hodge ST 70-24, Jobe ST 72-7, Lowe ST 72-8 23 MF l 04184 0. 1.50 $56, 178.45 $5,926.06 $64,335.89 $126,440.40 l /2008 through 3/2013 

Methodist ST 72-38 24 MF I08406 D. 1.51 $3 1,229.60 $3,296.19 $19,580.27 $54,106.06 I /2008 through 3/2013 

Grove ST 72-21 25 MF I05245 0 . 1.54 $39,744.96 $4,205.40 $39,339.80 $83,290. 16 I /2008 through 3/20 I 3 

Grove ST 72-21 26 MF I05320 D. 1.55 $6,599.95 $ 1,185.80 $6,304.99 $14,090.74 I /2008 through 3/2013 

Grove ST 72-21 27 MF I06675 D. 1.56 $1,644.48 $725.89 $1 ,570.35 $3,940.72 I /2008 through 3/2013 

Grove ST 72-21 28 MF!07499 D.1 .57 $ 1,314.60 $700.00 $1 ,255.86 $3,270.46 I /2008 through 3/20 I 3 

Grove ST 72-21 29 MFl09204 D. 1.58 $10,868.50 $1 ,618.07 $8,999.83 $21 ,486.40 I /2008 through 3/2013 

Page 1 of 2 



Lease/Unit State Lease Workpaper Additional Gas Penalty Interest Total Gas Production 

Well Name Number Reference/I Royalty Due through through Revenue Months 

08/3 1/19 08/3 1/1 9 Amount Covered 

Grove ST 72-2 1 30 MF109 l 89 D.1.60 $ 1,067.37 $575.00 $ 1,020.28 $2,662.65 1/2008 through 3/2013 

Block 58 ST 40-14 & ST 42-1 H 31 MF104778 D.1.61 $33,431.77 $3,529.30 $18,889.76 $55,850.83 ! /2008 through 3/2013 

Block 58 ST 40-14 32 MF1 04548 D. 1.62 $ 19, 180.95 $2,440.13 $18,307.74 $39,928.82 1/2008 through 3/2013 

Block 58 ST 40-14 33 MF I05287 D.1.63 $5,972.00 $820.53 $5,971.22 $ 12,763.75 1 /2008 through 3/2013 

Block 58 ST 40-14 34 MF1076l9 D.1.64 $4,849.38 $ 1,210.11 $3,607.67 $9,667. 16 1/2008 through 3/2013 

Block 58 ST 40-14 & ST 42-11-1 35 MFl07733 D. 1.66 $3,777. 16 $717.75 $3,783.08 $8,277.99 1/2008 through 3/20 I 3 

Block 58 ST 40-14 36 MF I07769 D.1.67 $8,743.67 $ 1,435.89 $4,821.60 $ 15,001. 16 1/2008 through 3/2013 

Block 58 ST 42-1 H 37 MF104580 D.I .68 $14,23 1.69 $ 1,762.90 $7,575 78 $23,570.37 I /2008 through 3/2013 

Block 58 ST 42-11-1 38 MFl076 12 D.1.70 $764.5 1 $202.79 $1,383.69 $2,350.99 I /2008 through 3/2013 

Lowe ST72-8 39 MFl05534 D.1.73 $ I 9,303.67 $2,295.64 $24,211.92 $45,811.23 1/2008 through 3/20 I 3 

Block 59 ST 37-1 H 40 MF104526 D.1.74 $ 15,100.95 $ 1,844.85 $12,624.43 $29,570.23 1/2008 through 3/2013 

Block 59 ST 37-11-1 4 1 Mr-1 05485 D.1.75 $2,951.39 $430.3 1 $4,354.67 $7,736.37 1/2008 through 3/2013 

Block 59 ST 37-1 H 42 MF1076l0 D.1.76 $1 ,639.72 $3 I 3.46 $2,41930 $4,372.48 1/2008 through 3/2013 

Shuffield 72-14 43 MFl08598 D.1.77 $11,559.34 $2,034.42 $13,0 15.83 $26,609.59 I /2008 through 3/2013 

Shuffield 72- 14 44 MFl08599 D.1.78 $1 1,505.14 $2,030.36 $12,954.85 $26,490.35 1/2008 through 3/20 I 3 

Hill State 71-4 45 MFI05230 D.1.79 $8,803.83 $ 1,594.23 $9,351.52 $ 19,749.58 1/2008 through 3/20 I 3 

Hill State 71-4 46 MF105236 D.1.80 $3,956.07 $1,082.59 $4,201.69 $9,240.35 1 /2008 through 3/20 13 

Hill State 71-4 47 MF105494 D.1.81 $3,205.23 $927.68 $3,404.19 $7,537. 10 1/2008 through 3/2013 

Hodge ST 70-24 48 MF !04981 D.1.82 $5,080.79 $574.60 $5,999.92 $ 11,655.3 1 l /2008 through 3/20 I 3 

LoweST72-8 49 MI'I05532 D. ! .83 $4,825.67 $ 1,154.06 $6,052.98 $12,032.7 1 1/2008 through 3/2013 

Lowe ST 72-8 50 MFl05433 D.1.84 $3,602.79 $980.71 $4,519 11 $9,102.6 1 1/2008 through 3/20 13 

Lowe ST 72-8, Jobe ST 72-7 51 MF I05499 D.1.85 $4,391. 12 $1,090. 11 $4,847.66 $ 10,328.89 I /2008 through 3/2013 

Block 58 ST 3 1-3 52 MF104780 D. l.86 $2,481 .59 $770.9 1 $2,691.22 $5,943.72 1/2008 through 3/20 I 3 

Block 58 ST 31-3 53 MF104781 D.1.88 $2,928. 11 $841.89 $3, 163.59 $6,933.59 I /2008 through 3/20 13 

Block 58 ST 31-3 54 MFl04782 D.1.87 $4,804.73 $953.22 $5,1 91.20 $10,949.15 I /2008 through 3/2013 

Block 58 ST 31-3 55 MF10529I D.1.89 $1,60 1.56 $719.75 $ 1,730.33 $4,05 1.64 1/2008 through 3/2013 

Block 58 ST 31-3 56 MF105490 D.1.90 $4,504.73 $913.96 $4,866.99 $10,285.68 1/2008 through 3/2013 

Block 58 ST 3 1-3 57 MF106627 D.1.91 $2,323.42 $795.92 $2,500.20 $5,619.54 1/2008 through 3/2013 

Block 58 ST 31-3, Block 55 TS ST 31 - IH 58 MFI06641 D.1.92 $807.14 $550.00 $874.02 $2,231.16 I /2008 through 3/2013 

Block 58 ST 31-3 59 MF I08251 D.1.93 $749.55 $550.00 $810.68 $2, 110.23 I /2008 through 3/2013 

Hodge ST 70-24 60 MFI04982 D.1.94 $3,0 10.65 $545.24 $4,667.57 $8,223.46 I /2008 through 3/20 13 

Hodge ST 70-24 61 MFI 05825 0 .1.95 $3,763.53 $463.29 $4,444.32 $8,67 1.14 1/2008 through 3/20 13 

Jobe ST 72-7 62 MF I06243 D.1.96 $1,168.28 $300.00 $387.93 $1,856.21 I /2008 through 3/2013 

Vaquillas Ranch 63 MF084l 10 D.1.99 $49,771.57 $5,007.93 $58,300.44 $ I 13,079.94 1/2008 through 12/20 I 0 

Indus-State & Ford Unit 64 MF!0620I D.1.100 $ I 08,208.35 $10,860.79 $93,651.59 $212,720.73 1/2008 through 12/2012 

Ford Unit 65 MF106600 D. l.104 $876.91 $112.75 $289.01 $ 1,278.67 I /2008 through 12/20 12 

$1,559,303.67 $177,610.41 $1,481,854.03 $3,218,768. ll Sub-total Amount 

!MBF Non-unit 66 MFI04874 D.1.41 ($2,8 16.86) $0.00 $0.00 ($2,816.86) l /2008 through 3/20 I 3 

$1,556,486.81 $177,610.41 $1,481,854.03 $3,215,951 .25 Total Amount 
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ATTACHMENT II 

Final Audit Report 
Chesapeake Operating, LLC. 

Discussion of Audit Exceptions 

The Texas General Land Office (GLO) has reviewed the payment of royalties made by Chesapeake Operating, 
LLC. (Chesapeake) on selected State Leases for the period January 2008 through March 2013. Our review 
consisted of examining the components that comprise the royalty payments: volume, price, and royalty interest. 

Our examination of volumes consisted of comparing amounts repo1ted to the State with documents both produced 
by Chesapeake and third-party documents provided to Chesapeake. Prices reported by the royalty payor(s) were 
compared to governing provisions of the leases, statutes, rules, agreements and contracts. The appropriate royalty 
interest was verified by comparison to the governing contractual agreements. Other procedures were used, as we 
considered necessaiy to enable us to detennine if royalties were repo1ted and computed properly. 

As a result of our audit, we have concluded the State is due additional royalty. The exceptions and related details 
for the audit exceptions are summarized below. Discrepancies noted in the audit period are calculated from J anuaiy 
2008 through March 2013 . 

COUNTY NAME LEASE# LEASE TYPE 

Reeves MFI04792 Relinquishment Act Lands 
Webb MF084110 Relinquishment Act Lands 
Tarrant MF106201 Department of Corrections 
Tarrant MF109267 Mental Health & Retardation 

For complete listing of audited State leases, see Exhibit A. 

Under-reporting of Non-Processed Gas Volumes (Audit Exception# 1): 

Audit Exception Overview 

AUDIT PERIOD 

1/2008 thru 3/2013 
1/2008 thru 12/2010 
1/2008 thru 12/2012 
1/2008 thru 12/2012 

The review of non-processed Gas volumes comprised on and off-lease fuel, unaccounted Gas and Gas sales. Our 
testing indicated material volume differences among Chesapeake's Wellhead Meter Statements, Allocation 
Statements, and GLO Reports. Specifically, the auditor noted material difference between "Theo MMBtu" gas 
from the Allocation Statements and MMBtu Gas from GLO-2 Reports. Note that "Theo MMBtu" gas from the 
Allocation Statements can be traced to Wellhead Meter Statements when Gas Lift is deducted. The Gas volumes 
in these meter statements were produced at the lease; they were measured after oil, gas and water were separated 
and before being commingled with other Gas volumes in the area. For production months in which meter 
statements were not available (January 2008 through December 2009), the auditor reviewed and compared Gas 
volumes on Daily Reports (provided by Chesapeake) to those in the Allocation Statements and noted that Gas 
volumes from both records were comparable. Finally, due to material differences in a comparison of prices 
conducted between MMBtu Gas prices and prices from GLO-2 Repo1ts, the auditor notified Chesapeake that the 
Weighted Average Selling Price (WASP) would be used to recalculate the GLO's Gas royalties. 

Iv1Fl04792 Lease Agreement Relevant Royalty Provision 
According to Section 4, Paragraph (B) entitled Non Processed Gas: "Royalty on any gas (including flared gas), 
which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A) above, 
produced from any well on said land (except as provided herein with respect to gas processed in a plant for the 
extraction of gasoline, liquid hydrocarbons or other products) shall be 1/5 part of the gross production or the market 
value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such value 
to be based on the highest market price paid or offered for gas of comparable quality in the general area where 
produced and when run, or the gross price paid or offered to the producer, whichever is greater ... " 
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MF084110 Lease Agreement Relevant Royalty Provision 
According to Section 3, Paragraph (b) entitled 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) One-fowih (1/4) part of the gross production or the 
market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such 
value to be based on the highest market price paid or offered for gas of comparable quality for the field where 
produced and when run, or the gross price paid or offered to the producer, whichever is greater ... " 

MFl 06201 and MFl 09267 Lease Agreement Relevant Royalty Provision 
According to Section 4, Paragraph (B) entitled 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 pa1t 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 
comparable quality in the general area where produced and when run or the gross price paid or offered to the 
producer, whichever is greater ... " 

MF l 06600 Lease Agreement Relevant Royalty Provision 
According to Section 3, Paragraph (b) entitled Non-Processed Gas: "To pay Lessor on gas and casinghead gas 
produced from said land (1) when sold by lessee 1/4 of the amount realized by Lessee, computed at the mouth of 
the well, or (2) when used by Lessee off said land or in the manufacture of gasoline or other products, the market 
value, at the mouth of the well, of 1/4 of such gas and casinghead gas ... " 

ADDITIONAL ROYALTY DUE: $1,506,715.24 

Under-repo1iing of Processed Gas and NGLs (Audit Exception# 2) 

A review of the field schematics indicated that State gas volumes were commingled with other gas volumes in the 
area; then production was sent to gas plants (i.e. Houston Central Plant CP) for processing ofNGL and Residue 
Gas volumes. After processing, NGLs and Residue Gas were sold. To review and determine Processed Gas and 
NGL volumes and values, the auditor used the GLO's Processed Gas Model (PGM). The PGM simulates the 
Natural Gas Fractionation process that allows us to compute volume and value of products available in the gas 

stream. 

The GLO used the following source documents as inputs into the PGM to determine the gross value and volume of 
NGL and Residue: The Gas Plant Settlement statements (Net Deliveries, Meter Totals Theoretical and Allocated 
Gallons, Plant Fuel Usage Percentage, Gas Mo!% and prices for NGLs & Residue). Note that Inlet Gas volumes 
from the allocation statements were used as inlet gas inputs when gas meter statements were not available. The 
results from the PGM and GLO-2 Reports indicated material differences on Residue Gas, NGL volumes and values. 
Consequently, the PGM was used to dete1mine the additional royalties due to the GLO. 

:tv.!F084110 Lease Agreement Relevant Royalty Provision 
According to Section 3, Paragraph (c) entitled 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, One-fourth (1/4) µart of the residue 
gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the owner of the soil or the 
Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) 
of the total plant production of residue gas attributable to gas produced from this lease, and on fifty percent (50%) 
or that percent accruing to Lessee, whichever is greater, of the total plant production of liquid hydrocarbons 
attributable to the gas produced from this \ease ... " 

ADDITIONAL ROYALTY DUE: $49,771.57 

Gas Royalty Overpayment (Audit Exception# 3) 
Detail Testing results indicated that Chesapeake continued to rep01t and pay royalties after the unit and 
associated State leases in the unit had expired, which resulted in royalty overpayments. Incorrect Btu Factors 
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were used on GLO-2 Production Reports (GLO-2) that resulted in overpayment. Noted MMBtu Gas Differences 
between Allocation Statements and GLO-2, misallocated MMBtu Gas among unitized leases and Chesapeake 
used incorrect Net Royalty Interest (NRI) that resulted in gas royalty overpayments. For MFl 04874, 
Chesapeake used Btu Factor of 1 instead of the actual Btu Factors from Wellhead Meter Statements of 
0.7772213 and 0.859148 in reporting gas volumes. As a result, the auditor applied these overpayments as credits 
to audited State leases with outstanding balances and calculated the remaining balance. 

TOTAL APPLIED GAS ROYALTY CREDIT: - $163,942.31 
For an overview of this credit, see Exhibit B 

Audit Exception #1 & #2 Resolution 
After several months of discussion between the GLO and Chesapeake personnel via telephone, it was agreed upon 
that the MMBtu Gas from the Wellhead Meter Statements are reliable and can be used to recalculate the GLO's 
royalty on non-processed gas. Also, that Wellhead MMBtu Gas from the Allocation Statements are not just 
"Theoretical Gas" as previously indicated by Chesapeake personnel in response to the Draft Audit Billing Notice. 
The auditor demonstrated (using field schematics) that the Wellhead Meter Statements included Gas measw-ed 
when the gas was first separated from water and condensate. Furthermore, the Detail Testing results indicated that 
Wellhead MMBtu Gas from the Allocation Statements are comparable to those in the Wellhead Meter Statements 
(and Daily Repo1ts for 2008 and 2009 production months when Meter Statements were not provided) when Gas 
Lift is deducted. Therefore, the Wellhead MMBtu Gas from the Allocation Statements are royalty bearing. 

To determine Non-Processed Gas royalty valuation, the auditor multiplied the MMBtu Gas from the Wellhead 
Meter Statements (or Allocation Statements and Daily Reports) by the Lease Royalty Rate or by the State Lease 
Net Royalty Interest (NRI) to dete1mine State's Production in MMBtu's. The State's production MMBtu Gas were 
then multiplied by the MMBtu WASP (as agreed upon by GLO and Chesapeake) from the purchase statements to 
arrive with Gas Royalty Due. Lastly, the recalculated Gas Royalty Due was then subtracted by the Gas royalty 
payments rep01ted to the GLO to attain the Additional Gas Royalty Due. 

To determine the Processed Gas royalty, the auditor multiplied Processed Gas Values by the Lease Royalty Rate 
or by the State Lease Net Royalty Interest (NRI) to determine Royalty Due. Gas Royalty Due was subtracted from 
the Gas royalty payments repmted to the GLO to determine Additional Gas Royalty Due. The key factors 
contributing to these differences were attributed to the allocation of Residue Gas and NGLs' molecular balance 
and values; the reporting of Residue Gas volumes and NGLs to the GLO in compliance with the lease agreements. 

For more information on royalty provisions used in the audit for other State leases, see lease agreement(s) of 
applicable audited leases. 

Total Additional Royalty Due: $1,556,486.81 
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ATTACHMENT II 

GLO Recommendations 
Chesapeake Operating, LLC. 

1. AE# I - Under-rep01iing of Non-Sales Gas Volumes: 
Recommendations: Measure on-and off-lease fuel and report and pay royalties on these volumes to the 
GLO, including unaccounted gas volumes. Compare Wellhead Meter Statements to Allocated Gas from 
the Allocation Statements and review material differences. Pay the GLO on its royalties based on Gas 
Gross Production. Use the price based on the highest market price paid or offered for gas of 
comparable quality in the general area. 

2. AE# 2 - Under-reporting of Processed Gas and NGL Sales Volumes: 
Recommendations: Review the volumes returned for Residue Gas and NGLs f rom the Plant Settlement 
Statements to determine and allocate each p roduct by molecular balance, including State leases. Pay the 
GLO 's royalties on Residue Gas Volumes at I 00% per the State Lease Agreement. Communicate and 
request "Pennission to Commingle" with the GLO and solicit guidance from the GLO's Engineers in 
reporting Non-processed Gas, Residue Gas and NGL Components to the GLO. 
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Exhibit A 

County Name Lease# Lease Type Audit Period 

Reeves MF104792 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104871 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104585 Upland Fee 1/2008 through 3/2013 

Reeves MF108655 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104186 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107630 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105495 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104587 Upland Fee 1/2008 through 3/2013 

Reeves MF104601 Upland Fee 1/2008 through 3/2013 

Reeves MF105848 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104524 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104530 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104539 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104187 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104874 Free Royalty Lease 1/2008 through 3/2013 

Reeves MF103430 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104185 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104190 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104191 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF102645 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105285 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105243 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105497 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104184 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF108406 Surface Sold - All Minerals Reserved 1/2008 through 3/2013 

Reeves MF105229 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105245 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105320 Upland Fee 1/2008 through 3/2013 

Reeves MF106675 Relinquishment Act Lease 1/2008 thrnugh 3/2013 

Reeves MF107499 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF109204 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF109205 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF109189 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104778 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104548 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105287 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107619 Relinquishment Act Lease 1/2008 through 3/2013 
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Reeves MF107733 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107769 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104580 Upland Fee 1/2008 through 3/2013 

Reeves MF105289 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves I\1Fl07612 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF108664 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105534 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104526 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves I\1F105485 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107610 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF108598 Free Royalty Lease 1/2008 through 3/2013 

Reeves MF108599 Free Royalty Lease 1/2008 through 3/2013 

Reeves MF105230 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105236 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105494 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104981 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105532 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105433 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105499 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104780 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104781 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104782 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105291 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105490 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF106627 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF106641 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF108251 Free Royalty Lease 1/2008 thrnugh 3/2013 

Reeves MF104982 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105825 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF106243 Relinquishment Act Lease 1/2008 through 3/2013 

Webb MF084110 Relinquishment Act Lease 1/2008 through 12/2010 

Tanant MF106201 Department of Corrections 1/2008 through 12/2012 

Tan-ant MF109267 Mental Health & Retardation 1/2008 through 12/2012 

Tarrant MF106600 County Roads 1/2008 through 12/2012 
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Chesapeake Audit - Exhibit B (Royalty Overpayment to Chesapeake) 

Lease# WP# Amount (Credit) I 
MF104585 D.1.27 ($13,763.42) 

N:IF104586 D.1.28 ($28,449.06) 

N:IF109479 D.1.28 ($5,901.21) 

N:IF109480 D.1.28 ($1,003.08) 

MF109559 D.1.28 ($372.39) 

MF108655 D.1.29 ($11,150.59) 

MF104186 D.l.30 ($2,239.95) 

MF107630 D.1.31 ($ I 1,232.67) 

MF105495 D.1.32 ($318.34) 

MF104601 D.l.35 ($2,567.74) 

MF104530 D.1.38 ($1,686.20) 

MF104539 D.1.39 ($1,555.21) 

MF104874 D.l.41 ($2,816.86) 

MF103430 D.1.42 ($2,22 1. l 4) 

N:IF104190 D.1.44 ($3,888.57) 

MF104191 D.1.45 ($ 11,665.76) 

MF102645 D.1.46 ($24,064.65) 

MF105285 D. 1.47 ($1,670.99) 

MF104184 D.1.50 ($1,671.03) 

MF108406 D.1.51 ($922.32) 

MF105229 D.1.52 ($2,186.83) 

MF104981 D.1.82 ($1,437.63) 

MF105825 D.1.95 ($1,064.91) 

MF106243 D.1.96 ($2,401.75) 

MF084110 D.1.99 ($2,748.21) 

MF106201 D.1.100 ($4,877.68) 

MF109267 D.1.101 ($14,354.59) 

MF106600 D.1.104 ($5,709.53) 
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Attachment III 



PENALTY(l) 
For delinquent royalty 

For delinquent report, 
affidavi t, or other document 

INTEREST (2) 
For delinquent royalty 

(1) 31 TAC §9.51 (b) (3) (A) 

ATTACHMENT ill 

SUMMARY OF PENALTY/ INTEREST ASSESSMENT RULES 
FOR DELINQUENT ROYALTIES AND DELINQUENT 

REQUIRED REPORTS OR DOCUMENTS 

Due Before 10/1/75 Due After 10/1/75 and Before Due After 9/1/85 (Production 

(Production prior to 9/1/85 (Production 8/1/75 7/1/85 through 12/31/09) 
8/1/75) through 6/30/85) 

(2) For delinquencies of30 
days or less, the greater of 5% 

The greater of 1 % of the of the delinquent amount or 
None delinquent amount or $5.00 for $25.00; for delinquencies of 

each 30-day delinquency more than 30 days, the greater 
of 10% of the delinquent 
amount or $25.00 

None 
$5.00 per document for each $10.00 per document for each 
30-day period of delinquency 30-day period of delinquency 

6% per year, simple; accrual 6% per year, s imple; accrual 
(3) 12% per year, simple; 

accrual begins 60 days after due 
begins 3 0 days after due date begins 30 days after due date 

date 

Due After 2/26/10 (Production 1/1/10 

through present) 

(2) For delinquencies of30 days or less, the 
greater of5% of the delinquent amount or 
$25.00; for delinquencies of more than 30 
days, the greater of 10% of the delinquent 
amount or $25.00 

$10.00 per document for each 30-day period 
of delinquency 

( 4) Prime plus 1 % set on the first business 
day of each calendar year 

(2) Penalties are not assessed in cases of title dispute as to the state's portion of the royalty or to royalty in dispute as to fair market value except when fraud is involved, in which 
case the fraud penalty is applicable. Penalty provisions are found at Tex Nat. Res. Code Ann §52.131 (e) (f) (h). 

(3) Tex Nat. Res. Code Ann §52.131 (g) 

(4) Per 31 TAC §9.51 (b) (3) (E), the interest rate on past due royalty is Wall Street Journal Prime plus 1 %, to be adjusted annually. 

~;rri~~'.t~}~~;~~,!:~i(2Jf~~Q.~~~~~~!i~f5ti~:~;-~~~t ~'.~!:,'\ .·.~s~Q%j.)(.6~:;;,~if:{d~~~/;~ f:1.:<5.·.;~iil:~~-~;~~~~~:;J4~5.0%;;~::~~:::~r1:·;~ .. :-;..;::;:;,jh 
:1:;f i_~~-i?:f J.~~·O~l}1if~.Q~!'tf i;f1:~:/ ·?t~ %lt:/'J!S~~tt1~~-~?3Jf/:SPl<>~iI~fii~:·}'??J?t: ~~-R:};:~f~f ;/~:{.:f~,:'J.~75 'Y.'ci•:t)?; ~-:;::.l :,::?j~~ 
f:}.t1~trf~f:#/ft,;~~P~8_f?ta~~·1ttr;-~1;·~1{f~ :~~~~?11¾?.;1;4~i~~:f.5.\>%~:~-iJ:t~;}E;.~~;-~r,•:~t~; fi{t1:~~{}t~~f~~jJ~,:sJ)%~f.~W~\~f~\;i:~11fitf. 
~•d::-::i· t.s:\tit~~i~ -o1~}/ftt~~?Zt::i{t~}~t3} r.r~;1~}~t~r¾-':ts~sfs.0·~0:r;~1-JI;f ~:it::t~iit ';_~:;;{Jf'.li~7-:J?~~\1~0~1s_o~o:~~~~ .•:~-~-~~\:::it? 
A royalty payment that is not accompanied by the required royalty affidavit identifying the GLO lease number is delinquent, 31 TAC §9.51 (2) (B). 
The state's power to forfeit a lease shall not be affected by the assessment or payment of any delinquency, penalty, or interest provided in 31 TAC §9.51 (b) (3) (D). 

Updated: 01/01/2019 
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TEXAS GENERAL LAND OFFICE 
GEORGE P. BUSH, COMMISSIONER 

May 4, 2020 

Chesapeake Operating, LLC. 
6100 N. Western Avenue 
Oklahoma City, OK 73 118 

CERTIFIED MAIL NO. 7016-2070-0000-7391-0902 

Attention: Lacy McComack, Accounting Manager 

RE: Audit Closure Letter for the Period January 2008 through March 2013 

Dear Ms. Lacy: 

Chesapeake Operating, LLC (Chesapeake) directly or indirectly holds or held interest in state oil 
and gas leases as listed on Exhibit A. The Texas General Land Office (GLO) conducted an audit 

of the books, accounts, reports and other records relating to the subject leases for the audit period 
of January 2008 through March 2013. As a result of the audit, the GLO has received 

Chesapeake's payment of $1,556,486.81 on February 18, 2020 and $400,000 on April 27, 2020 
with a total audit payment of $1 ,956,486.81 to close out audit exceptions. 

In accordance with the Texas Natural Resource Code Section 52.139 (b), the Commissioner may 
not again audit the books and records covering the same issues, time period, and leases involved 

in this audit. However, the Texas Natural Resource Code Section 52.139 (c) states that nothing 
shall preclude the GLO from conducting subsequent audits or examinations covering the same 
issues, time periods and leases in cases where fraud exits. 

For any questions or additional information on this audit, please contact me. 

Sincerely, 

Interim Director of Minerals Audit 
Texas General Land Office 

(512) 463-01 54 / brian.raygon@glo.texas.gov 

Ltr Log# 0297 

I 700 North Congress Avenue, Austin, Texas 78701-1495 
P.O. Box I 2873, Austin, Texas 78711-2873 

5 12-463-500 I glo.texas.gov 



Exhibit A (List of Audited State Leases in Chesapeake Audit) 

Audit Property 
# of Lease Catee:orv Countv Name Lease# Lease Tvoe Audit Period 

1 Toyah State Leases Reeves MF104792 Relinquishment Act Lease 1/2008 through 3/2013 

2 Tovah State Leases Reeves MF104871 Relinauishment Act Lease 112008 through 3/2013 

3 Toyah State Leases Reeves MFI04585 Upland Fee J/2008 through 3/2013 

4 Toyah State Leases Reeves MFI04586 Upland Fee 1/2008 through 3/2013 

5 Toyah State Leases Reeves MFJ09479 Relinauishment Act Lease 1/2008 through 3/20 I 3 

6 Tovah State Leases Reeves MF109480 Relinouishment Act Lease 1/2008 throue:h 3/2013 

7 Toyah State Leases Reeves MFI09559 Relinauishment Act Lease 1/2008 through 3/2013 

8 Tovah State Leases Reeves MF108655 Rel inauishment Act Lease 1/2008 throue:h 3/2013 

9 Toyah State Leases Reeves MF104186 Relinauishment Act Lease 1/2008 through 3/2013 

10 Toyah State Leases Reeves MF107630 Relinauishment Act Lease 112008 through 3/20 I 3 

II Toyah State Leases Reeves MF105495 Relinauishment Act Lease 1/2008 throu!!h 3/2013 

12 Toyah State Leases Reeves MF104587 Upland Fee 1/2008 throue:h 3/2013 

13 Toyah State Leases Reeves MF104601 Unland Fee 1/2008 through 3/2013 

14 Toyah State Leases Reeves MF105848 Relinauishment Act Lease 1/2008 throue:h 3/2013 

15 Toyah State Leases Reeves MF104524 Rel inquishmcnt Act Lease 1/2008 through 3/2013 

16 Tovah State Leases Reeves MFI04530 Relinauishment Act Lease 1/2008 throu!!h 3/2013 

17 Toyah State Leases Reeves MF104539 Relinquishment Act Lease 1/2008 through 3/2013 

18 Tovah State Leases Reeves MF104187 Relinquishment Act Lease 1/2008 through 3/20 I 3 

19 Toyah State Leases Reeves MFI04874 Free Royalty Lease 1/2008 through 3/2013 

20 Tovah State Leases Reeves MF103430 Relinquishment Act Lease 1/2008 through 3/2013 

21 Tovah State Leases Reeves MFI04185 Relinauishment Act Lease I /2008 throu!!h 3/2013 

22 Tovah State Leases Reeves MF104190 Relinquishment Act Lease 1/2008 through 3/2013 

23 Tovah State Leases Reeves MFI04191 Rel inauishment Act Lease 1/2008 through 3/2013 

24 Toyah State Leases Reeves MF102645 Relinouishment Act Lease 1/2008 through 3/20 I 3 

25 Tovah State Leases Reeves MFJ05285 Relinauishment Act Lease 1/2008 thrOU!!h 3/20 I 3 

26 Toyah State Leases Reeves MF105243 Relinauishment Act Lease 1/2008 throue:h 3/20 I 3 

27 Toyah State Leases Reeves MFJ05497 Relinquishment Act Lease 1/2008 through 3/2013 

28 Tovah State Leases Reeves MF104184 Relinauishment Act Lease 1/2008 through 3/2013 
Surface Sold - All Minerals 

29 Toyah State Leases Reeves MF108406 Reserved 1/2008 lhrough 3/2013 

30 Tovah State Leases Reeves MF105229 Relinauishment Act Lease 1/2008 through 3/2013 

31 Toyah State Leases Reeves MF105245 Relinauishment Act Lease 1/2008 throu0 h 3/2013 

32 Tovah State Leases Reeves MF105320 Upland Fee 1/2008 through 3/2013 

33 Toyah State Leases Reeves MF106675 Relinauishment Act Lease 1/2008 through 3/2013 

34 Toyah State Leases Reeves MF107499 Relinquishment Act Lease 1/2008 through 3/2013 

35 Tovah State Leases Reeves MF109204 Highway-Right-of-Way 1/2008 lhroue:h 3/2013 

36 Tovah State Leases Reeves MF109205 Relinauishment Act Lease 1/2008 throue:h 3/2013 



37 Toyah Slate Leases Reeves MF109189 Relinauishment Act Lease 1/2008 throueh 3/2013 

38 Tovah State Leases Reeves MF104778 Relinauishment Act Lease 1/2008 throu 0 h 3/2013 

39 Tovah State Leases Reeves MFI04548 Relinauishment Act Lease 1/2008 throue.h 3/2013 

40 Tovah State Leases Reeves MFI05287 Relinauishment Act Lease 1/2008 throuPh 3/2013 

41 Toyah State Leases Reeves MF107619 Relinauishment Act Lease 1/2008 throue.h 3/2013 

42 Tovah State Leases Reeves MFI07733 Relinauishment Act Lease 1/2008 throuPh 3/2013 

43 Toyah State Leases Reeves MF107769 Relinauishment Act Lease 1/2008 throue.h 3/2013 

44 Tovah State Leases Reeves MF104580 Unland Fee 1/2008 throueh 3/2013 

45 Toyah State Leases Reeves MF105289 Relinauishment Act Lease 1/2008 through 3/2013 

46 Tovah State Leases Reeves MF107612 Relinauishment Act Lease 1/2008 throue.h 3/2013 

47 Tovah State Leases Reeves MF108664 Relinauishment Act Lease 1/2008 through 3/2013 

48 Tovah State Leases Reeves MF105534 Rel inauishrnent Act Lease 1/2008 through 3/2013 

49 Toyah State Leases Reeves MF I04526 Relinquishment Act Lease 1/2008 through 3/2013 

50 Tovah State Leases Reeves MF105485 Relinauishment Act Lease 1/2008 through 3/2013 

51 Toyah State Leases Reeves MF107610 Relinouishment Act Lease 1 /2008 through 3/2013 

52 Tovah State Leases Reeves MF108598 Free Rovaltv Lease 1/2008 through 3/2013 

53 Tovah State Leases Reeves MF108599 Free RovaJtv Lease 1/2008 throu<1h 3/2013 

54 Tovah State Leases Reeves MF105230 Rel inauishment Act Lease 1/2008 throue.h 3/2013 

55 Tovah State Leases Reeves MF105236 Relinouishment Act Lease 1/2008 throue.h 3/2013 

56 Tovah State Leases Reeves MF105494 Relinauishment Act Lease 1/2008 through 3/2013 

57 Toyah State Leases Reeves MFI04981 Relinauishment Act Lease 1/2008 throue.h 3/2013 

58 Tovah Staie Leases Reeves MF105532 Relinauishment Act Lease 1/2008 through 3/20 I 3 

59 Toyah State Leases Reeves MF105433 Relinauishment Act Lease 1/2008 through 3/2013 

60 Tovah State Leases Reeves MFI05499 Relinauishment Act Lease 1/2008 through 3/2013 

61 Tovah State Leases Reeves MFI04780 Relinouishment Act Lease 1/2008 through 3/2013 

62 Tovah State Leases Reeves MF104781 Relinauishment Act Lease 1/2008 through 3/2013 

63 Tovah State Leases Reeves MFl04782 Relinauishment Act Lease 1/2008 throuQh 3/2013 

64 Tovah State Leases Reeves MF10529 1 Relinauishment Act Lease 1/2008 through 3/2013 

65 Tovah State Leases Reeves MF105490 Relinauishment Act Lease 1/2008 through 3/2013 

66 Toyah State Leases Reeves MF106627 Relinauishment Act Lease 1/2008 throueh 3/2013 

67 Tovah State Leases Reeves MF106641 Relinauishment Act Lease 1/2008 throue.h 3/2013 

68 Toyah State Leases Reeves MF108251 Free RovaJtv Lease 1/2008 throu<>h 3/2013 

69 Tovah State Leases Reeves MF104982 Relinauishment Act Lease 1/2008 throue.h 3/2013 

70 Tovah State Leases Reeves MF105825 Relinauishment Act Lease 1/2008 throu0
" 3/2013 

71 Tovah State Leases Reeves MF106243 Relinauishment Act Lease 1/2008 throuoh 3/2013 

72 Tovah State Leases Reeves MF107483 Relinauishment Act Lease 1/2008 throu<1h 3/2013 

73 Toyah State Leases Reeves MFI06676 Relinquishment Act Lease 1/2008 throu<>h 3/2013 

74 Non-Tovah State Leases Webb MF0841 IO Relinauishment Act Lease 1/2008 throue.h 12/2010 

75 Non-Toyah State Leases Tarrant MF106201 Mental Health & Retardation 1/2008 through 12/2012 



76 Non-Toyah State Leases Tarrant MF109267 Mental Health & Retardation 1/2008 through 12/2012 

77 Non-Tovab State Leases Tarrant MF106600 County Roads l/2008 through 12/2012 
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