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Austin, Texas

OU. AND GAS LEASE
NO. M-102099

WHEREAS, pursuant to the Texas Natural Resources Code Chapters 32, 33, $1, and Chapter 52, Subcimpters A-D and H, (said Code being hereinafier referred to as N.R.C.), and subject 10 all
rues and regulations promulgated by the Commussioner of the General Land Ofiice and/or the School Land Board pursuant thereto, and all other applicable statutes and amendments 1o said
N.R.C,, the {ollowing arca, to-wil'

NORTH ONE-HALF (N2) OF TRACT 998-S, GULF OF MEXICO, KENEDY COUNTY, TEXAS, CONTAINING APTROXIMATELY 320 ACRES AS SHOWN ON THE
OFFICIAL MAP OF THE GULF OF MEXICO NOW ON FILE IN THE TEXAS GENERAL LAND OFRICE, AUSTIN, TEXAS,

was, aQer being duly advertised, offercd for lease ou the 10™ day of July, 2001, at 10:00 o'clock a.m, by the Conumissioner of the General Land Office of the Statc of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oll and/or gas that may be found and produced from the 2bove described area; and

WHEREAS, after all bids and remittances which were received up to said time have been doly considered by the Commissioner of the Gencral Land Office and the School Land Baard at a
regular meeting thereof in the General Land Office, on the 10™ day of July, 2001, hereinafier the "effective date” and it was found and determined that BNP OIL & GAS PROPERTIES,
LTD. whose address is 500 N. Water Street, Suite 1000, Corpus Chrlsti, Texas 78471 had offered the highest and best bid for a Jeasc of Uic arca above described and is, therefore, entitled to
wceive a lease thereon: '

AOW, THEREFORE, I, David Dewlngst, Covmmissiouer of the General Land Ofice of the Siate of Texas, bereinafler sometimes referred o as "Lessor,” whose address is Austin, Texas, by
virue of the authority vested m me and in consideration of the paymnent by the hereinafler designated Lessze, tic sura of Oue Hundred Faurteep Thousand Twoe Hundred Sixty-Two Aad
007100 Dollars ($114,262.00), receipt of which ts Bercby acknowledged and of the royalties, covenants, stpaladons and condidans contained and bereby agreed (o be paid, observed and
performed by Lessee, do hereby demise, grant, lease and {et unto the above mentioued bidder the cxclusive right 1o praspect for, produce and take ofl and/or gas from the aforesaid area upon the
following tcrms and conditions, lo-wit

1. RESERVATION: Tbere is hereby cxcepted and reserved (o Lessor the full use of (b property covered hierchy aod alt rights with respect to the surface and subsurface thereof for any and
all purposes exeept lose granted and 1o the extent herein granted to Lessee, together with the rights of ingress and egress asd usc of said lands by Lessor and its mineral fessees, for purposes of
exploring for and producing the nmncrals which are not covered, or which may ot be covered i the future, under the terms of this lease, but which may be Yocaled within the swiace boundaries
of the leased area. All of the rights io and 10 the leased promises retained by Lessor and all of the rights in and to the leased premises granted 10 Lessee herein sball be exercised in such a maooer
that peither shall unduly interfere with the aperadons of the other. .

2. TERM: Subject to ihe other provisions hereof, this lease shall be for a tervn of five (3) years from the effective date hicreof (lierein called “prirmry term”) and as long thercafier as oil or
gas is produced in paying quantities from said area.

3. DELAY RENTALS: 1fno well be commenced on e land hereby leased on or before the anniversary date of this lease, this leasc shall terminace as (0 both parties unless the Lesses on of
belore said dale sbhall pay or tender to the Commissioner of the General 1and Office of the State of Texas at Austia, Texas, (he sum of Ten Dollars ($10.00), per scre, which sball operale as
rental and cover the privilege of defernipg (he commencement of 2 well for twelve (12) mooths from said date. In like manner and upon like payments or tenders (he coramencerncot of a well may
be further deferred for like periods of Ihe same number of months successively during the primary term bercof.

4. PRODUCTION ROYALTIES: Subject i6 (he provisions for royalty reductions sct out in subparagraph (E) of this paragraph 4, upon preduction of oil and/or gas, the Lessee agrees to pay
or cause to be paid Lo the Commissioner of the General Land Office in Ausnn, Texas, forthe use and bencfit of the State of Texas, during the term hereof:

(A) OIL: As a royalty oo oil, which is dcfined as including 21l hydrocarbons produced in 2 liquid form at the rmouth of the well and als all condepsate, disallate, and other liquid
frydrocarbons recovered from oil or gas run through a sepacator or other equipment, as bereinafier provided, 1/4 part of (he gross production or the market value thereof. at the option af the
Lessor, such value (6 be determined by 1) the highest posted price, plus premnan, if any, offered ot paid for oil, candensate, distllate, or other liquid hydrocarbons, respectively, of a like type and
gravity in the generad area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when rum, or 3) the gross proceeds af the
salc thereof, whichever is the greater. Lessee agrees that before any gas produced from (be laod hereby leased is sold, used of processed in a plant, it will be o Gee of cost (o Lessor trough an
adequale ol and gas separator of conventional type or other equipment at least as efficient 10 the end that ail liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
wrillen consent of Lessor, the requircment that such gas be run through such  separator or other equipment may be waived upon such torms and conditions as prescribed by Lessor.

{(B) NON-PROCESSED GAS: As a royalty on any gas (inchuling flared gas), which is dcfined as all hydrocarbons and gaseous substances pot defined as oil in subparagraph (A) above,
produced from any well on satd land (except as provided herein with respect W gas processed in a plant for he extraction of gasoline, liquid hydrocarbons or other products) 174 part of the gross
production or the market value ticreof, at the option of the Lessor, such value (o be based on the highest market price paid or offered for gas of comparable quality in the general arca where
produced and when nug, or the gross price paid or offered to (e produser, whichever is greater provided that the maximmmm pressure base in measwing the gas under (his lease contract shail not at
1y time exceed 14.65 pounds per square inch absolute, and (he standard base (emperature shall be suxry (60) degrecs Fabrenheil, correction to be made for pressure according (o Boyle's Law,
and for specific gravity according to lest made by the Balance Method or by the most approved method of testing being used by the industry at the time of 1esang,



(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant o ather plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 part of the residuc gas and the
liquid hydrocarbons cxtracied or the marke( vatue thereof, at the option of the Lessor. All royaltics due hercin shall be based on one bundred pereent (100%) of the towl plant production of
residue gas attibutable to gas produced from this lease. and on fifty percent (50%) or that percent acerung o Lessee, whichever is the greater, of the total plant production of liquid

sdrocasbons, attributable 0 the gas produced from this lcase; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which Lessce (or 15 parent, subsidiary ar
iate) pwns an interest, then the percentage applicable to liquid hydrocarbons shall be fifky percent (50%) or the highest percent accruing (o a third party processing ges through such plan(
er a processing agrcement negotiated at arms' length (or if there is no such third party, the highest percent then being specified in processing agrecments or contracls in the industry), whichever
is the greawer. The respactive rayzltics on residue gas and on liquid hydrocarbons shall be deterrrined by 1) the highest marke( price paid or offered for any gas (or hquid hydrocarbons) of
camparable quality in the general arca or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the tespective grades of tiquid hydrocarbons),
wiichever is the greater, In no event, however, shall the royaities payable under this paragraph be less than the royaitics which would have been due had the gas not been processed.

(D) OTHER PRODUCTS: As a toyalty oo carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
“casinghead,” "dry” or any other gas, by fracaonating, burming or any other processing, 174 part of gross production of such products, or the miarket value thereot, ad the opton of Lessor, such
roarket value to be deterrained as follows:

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

(E) VARIABLE ROYALTY: (i) Subjcet lo the other provigions of this lease, 1L is hereby provided that in the event production i paying quantities is established pursuant to the (erms of
this lease and such production is brought on line and sales thercof are conmmenced within twenty-four (24) months of the effective date hereof, the royalty ratc provided herem shall be reduced 10
20%, and shall apply to each subsequent wcl drilled and produced on the land covered by this lease. Provided that, if during such twenty-Tour (24) mouih term during which Lessce may cam 2
reduecd royzlty rate of 20% as berein provided, Lessee should drill in good faith and complete the first well 35 2 dry bole on die land covered by this tease, Lessee may receive a six (6) month
extension of the lerntin which o cara a reduced Toyaity rate by giving notice 1o the Commissiouer of the General Land Office, covmencing driling operations on a0 additional well prior o e
expiration of such six (6) month period and prosecuting diligcntly and in good fzith the dniling of such additional well 2ud completing same so Uhat production in paying quantitics is established
and 50 that such production is brought on line and sales thereof are commmnenced phor to the expuation of such s1x (6) month exlension period.

(i) In the cvent production in paying quantilies is established pursuant to the terms of this least and such production is brought on line and sales thercof ar¢ commenced afler the expiration
of twenty-four (24) months from the effective date bercof but prior o the cxpiration of forty-eight (48) months from the effcctive date hereof] (he voyalty rate provided herein shall be reduced to
22.5% and shall apply o each subscguent well drilled and produced on the tand covered by this lease. Provided that, if during such (weaty-four (24) mooth term during which Lessee may carn a
reduced royalty ratc of 22.5% 2s herein provided, Lessee should drill m good faith and commplete the Srst well as a dry bole on the land coverad by (s Icasc, Lessee may receive a six (6) month
extcnsion of the term in which o ¢arn a reduced royalty rate by giving nobicc 10 the Commissioner of the General Land Office, commencing drilling operations on au additional well pror to the
expiration of such six (6) month penod and prosecuting diligently and in good faith the drilling of such additionat well 2nd completing sarse so that production in paying quantitics is established
and so that such production is brough( on line and sales theveof ase commenced pror 1o the expiration of guch six (6) mouth extension pened.

(F) NO DEDUCTIONS: Lessee agrees that zll royalties accruing 10 Lessor under this lease shall be wathout deduction {or the cost of producing, ransporting, and otherwise makapg the
oil, gas and other products produced hereunder ready for sale or use.

(G) ROYALTY IN KIND: Notwithstarding anytbing contained berein 1o the conirary, Lessar may, at its option, upon not iess thap 60 days notice > Lessce, require at any time or from
time to time (hat payment of all or any royaldes acerning to Lessor under thix lease be made in kind without deducton for the cost of producing, gathering, storing, separating, treatng,
dehydrating, conmpressing, processing, trapsporting and otherwise making the oil, gas and other products produced hercunder ready for sale or usc. Lessors right to ke sts royalty m kind shall
nol dirinish or pegate Lessor's rights or Lessee's obligations, whether express or irplicd, under this Jease.

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable ou any gs as may represent this Icasc's proportionate sharc of any fuel uscd to process gas produced hereunder
.1 20y processing plant. Nocwithstanding anything contamed herein @ (be contrary, and subject 1o the conseut in writing of the Commissioncr of the General Land Office, Lessce may recycle gas
for gas lift purposes on the teased premises after the quid hydrocarbons contained in the gas bave been removed, and no royaliies shalf be payablc oa the gas so recycled untll such time as (be
samne may thereafier be produced 2nd sold or used by Lessec in Such manner as to cntitic Lessor 1o a royalty thereon under the soyalty provisions of this lease.

M MINIMUM ROYALTY: During any year afier the expiration af the prmary term of this lcase, if this lease is maintained by production, the royaldes paid to Lessor in oo eveot shall
be less than an zmount equal to the total 2onual delay renta) herein provided: otherwise, there shall be duc and payable on or before the last day of the mouth succeeding the ansiversary daw: of
this Jease 2 sum cqual (0 the tol2l annual rental less the amowit of royaliics paid during the preceding year.

() MARGINAL PRODUCTION ROYALTY: Upoo Lessee’s written application, the School Land Board may reduce the royalty fate set out i this paragraph and/or the minimurm
royally set out in subpacagraph 4 (T) to extcnd (he cconomic life of this lease and encourage recovery of oil or gas (hat might otberwise remain unrccovered. Any such royaity reduction must
conform to the requirements of any School Land Board admiqustrative rules on this subjecl. Royalty my not be reduced betow the applicable seamtory minirourn

5. ROYALTY PAYMENTS AND REPORTS: All royaltes not taken in kind sbzll be paid 1o (he Commissioner of the Generzl Land Ofice at Austin Texas, ia (he following manner:

Paynient of royalty on production of oil and gas shall be as provided in the niles sc( forth 1 (he Texas Register. Rules curreatly provide (hat royalty on oil is due and must be reccived in the
General {and Office on or before lhc Sth day of the second month succeeding the manth of producgon, and royslty on gas is duc aod must be reccived in the General Land Office on or before (e
15th day of the sceond month succeeding the mouth of production, accompanied by the affidavit of the owner, manager or other authorized agent, complcted ia tie form 2pd maner presenbed by
the General Land Office and showang the gross amoun( and disposition of all oil zud gas preduced and ihe marke valuc of the oil and gas, logether with a copy of all documents, records or
reponts confirming the gross production, disposttion and market value inchuling gas meter readings, pipeline receipts, gas linc receipis and other cbecks or memoranda of amount produced 3nd put
into pipelines, 1anks, or pools and gas lines or gas swrage, and any otber repons or records which the Geoersl Land Office may require to verify the gross production, disposition and market
value. In all cascs the authority of a manager or ageut 10 act for the Lessee hereip must be filed in the General Land Office. Each royalty payment shall be accompanied by a check stub,
schedule, summary or other remttiance advice showiag by the assigned General Land Office Jease number the amount of royaity being paid on each lease. If Lessee pays bis royalty o or before
thirty (30) days after the royalty payment was due, (hen Lessee owes a penalty of 5% on the royalty or $25.00, whichever 1s greater. A royalty payment which is over ity (30) days lawc shal)
accrue 2 penatty of 10% af he royalty due or $25.00 whichever is greater. In addition (o a penalty, royaliies shall acorue interest at 2 fate of 12% per yean such interest will begin accruag when
the royalty is sixty (60) days overdve. Affidavis and supporsing documents which are ot filed when du shail incur 2 penalty in ap smoumt set by the General Land Office administrasive mie
which is effecive on the date wheo the affidavits or supporting docurneats were due. The Lessee shall bear alf responsibility for paymg or causing royaltes to be paid as prescribed by the duc
date provided hereu. Payment of the detinquency penalty shall m no way operaic (0 prohibit the State's nght of forfeinme as provided by law nor act to posipone the datc oo which royalnes were
originally due. The above penally provisions shall pot apply o cases of title dispute as 1o the S@ie's portion of the royalty or to that portion of the royzity in dispute as o fair market value.

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall annuatly furaish the Commissioner of the General Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable o his Jease and shall fumish said Commmssioner with copies of all contracts under which gas is sold ot processed and all subscquent agresmeots and
amendmens to such contracts withia thirty (30) days after entering into or makiog such contracts, agreements or amcndiments. Such contracts aod agreements whea reccived by the General Land
Office shall be held i confidence by the General Land Office unless otherwisc authorieed by Lessee. Al other contracts and records pertaining (0 the production, transporamtion, salc and
sarketing of the oil and gas produced on said premiscs, including (be books and accoums, receipis and discharges of all wells, woks, pools, meters, and pipclings shall at all times be subject to
nspection and cxamination by the C i3sioner of the General Land Office, the Adomey General, the Goveror, or (be representative of any of them

(8) DRILLING RECORDS: Written notice of all operatans on this Jease shall be submirted 1o the Commissioner of the General Land Office by Lessee or operator five () days before
spud date, workover, re<ntry, temporary abandonment of plug and abandonment of aay well or wells. Such written noticc to the General Land Office shall include copies of Ralroad
Cotmussion forms for application to drill. Copies of well tests, completion reporis and plugging reports shall be supplied 1o the General Land Office at the time they are filed with the Texas
Railroad Cormmiission. Lessee shall supply the Generel Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relaave 1o the operation af the
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abave-described premises, which may be requested by (he General Land Office, in addition to those herein expressly provided for. Lessce shall have an clectrical and/or radioactivity survey
made on the bore-hole scction, from the base of the surface casing to the total depth of well, of all wells drilled on the above described premmses and shall ransmit a true copy of the log of each
survey on each well 10 the General Land Office within fifteen (15) days after the making of said survey.

(C) PENALTIES: Lessce shall incur a penalty whenever reporns, documents or other materials are not filed in the Generzi Laad Office when due. The penalty for late filing shall be set
e General Land Office administradve rule which is effective on the date when the mtenals were due in the General Land O(ee.

7. RETAINED ACREAGE: Notwilhstanding any provision of this leass to the contrary, after a well producipg or capabie of producing oil or gas has been completed on the leased premises,
Lessee shall exercise the diligence of a reasonably prudent operator in dolling such additionat well or wells as may be reasonably necessary for the proper development of the leased premmses and
in marketing the production thereon.

(A) VERTICAL: In the event this lease is in force and effect two (2) years afier the expiration date of the prirmary or extended term it shall thep (erminate as Lo all of the leased premises,
EXCEPT () 40 acres surrounding cach oil well capable of producing in paying quantities and 320 acres surmounding cach gas well capable of producg in paying quantities (including a shut-in
ofl or gxs well 2s provided in Paragraph {1 hereof), or a well upon which Lessee is then engaged in continuous drilling or reworiang operations, or (2) the number of acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser nwnber of acres as may then be altocated for production purposes 0 a proration unit for
each such producing well under (he rules and regulations of the Railroad Cormmission of Texas, or any successor agestcy, of other governmental authority having jurisdiction. Within 90 days of a
partial (ermination of this lease in 2ccordance with this subparagraph and upon payment of the manimurn filing fee set by General Land Office tules in effect at thz time of the partial terminadon,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably necessary for the continued operation
of the portions of the Jease renuaining in force and effect If Lessee fails (0 apply for a surface lease within the 90 day penod specified above, Lessee may apply for 2 surface lease from the Laod
Office, but the Land Cormmissioner has the discretion to grant or deny such application and 1o set the fce for such surface lease.

(B) HORIZONTAL: In the event this Jease is in force and effect two (2) years afler the expiration date of the primary or extended term it shatl further lermninate as o ali depths below 100
{eet below the total depth dnilled (hereinafier “deeper depths™) in each well locatzd on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or extended
lerm Lessee pays an amounl equal to one-half (1/2) of the bonus originally paid as cousideration for this lease (as specified on page 1 hereof). If such amount is paid, this lease shall be in force
and c¢ffect as 0 such deeper depths, and said (ermination shalt be delayed for an additional period of twe (2) years and so ong thereafter as oil or gas is produced in paying quantities from such
deeper depths covered by (his lease.

(C) IDENTIFICATION ARD FILING: The surfacc acreage retained hereunder as 16 cach well shall, as nearly as pracdcal, be in (be form of a square with the well locatad 1a the center
thereof, or suck ather shape as may be approved by the Sehool Land Board. Within thirty (30) days after partizl termination of this lease as provided berein, Lessee shall cxecute and record a
release or reicases conlaining a sadsfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy af same, shall be filed in the General
Land Office, acconpagied by the filing fee preseribed by the General Land Office rules in ¢ffect an the dale (e release is filed. If Lessee fails or refuses o execute and record such release or
releases within nincty (90) days after being requested (0 do 5o by the General Land Office, then the Comrmissioner at his sole discretion may designate by written inserument the acreage and/or
depths 0 be released hereunder and record such instrurent 2t Lessee's expense o the county or counties where the lease is located and In the official records of the General Land Office and such
designadon shall be binding upon Lessee for all purposes. [f at any ame after the effective date of the partial termination provisions bereof, the applicable ficld rules are changed or the well or
wells located thereou arc reclassified so Lhat less acteage is thereafier allocated © said welt or wells (or prodection purpescs, this Jease shall (hereupon terminaie as W 2ll acrcage pot thercafter
allocated to sz2id well or wells for production purposes.

8. OFFSET WELLS: If oif and/or gas should be produced in conmmercial quantitics from a well localed on land privately owned or on State land leascd at a lesser royalty, which well is
wilhin anc thousand (1,000) feet of the arca included herein, or which well is draining the area covered by this lease, Lhe Lessee shall, within sixty (60) days afier such initial production from the
draining well or the well Jocated within ove thousand (1,000) fect from the area covered by this lease begin in good fith and prosecute diligently the drilling of an ofsct well on the area covered

this lease, and such offset well shall be drilled Io such depth as may be necessary to prevent tie undue drainage of the area covered by this Jease, and the Lessee, manager or drilter shall use all

1ns necessary ia a goed faith effort 1o muka such offser well produce oil and/or gas i comrmercial quantities. Only upon the determination of the Cotmmissioner and with his wnitten approval,
«ay the payment of a compensatory royley sansfy the obligatdon to drill an offset well or wells required \mder this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, duriug the primary term hereof and prior (o discovery and production of oil or gas oo said land,
Lessee should dritl a dry hole or holes thereon, or if during e primary torm boreaf and afier the discovery and acmal production of 61l or gas from the leased premmses such production thereof
should cease from any cause, this lease shall not terrdnate if on or before the expiration of sixty (60) days from date of completon of said dry hole or cessation of production Lessee commmences
addidonal drilling or reworking opcrations Lhereon, or pays or tenderts the next annual delay rental in (he same manner as provided i this lcasc. If, during the last year of the primary term or
within sixty (60) days prior thereto, a dry hole be completed and abandoned, or the production of of or gas should cease for amy cause, Lessee’s rights shall remain in full force and effect without
further operations untl the cxpiration of the primary term; and if Lessee has not resumed production in paying quantities al the cxpiration of (he prinmry term, Lessee may meimtzin this leasc by
conducting additional drilling or reworking operations pursuant lo Paragraph 10, using the expration of the primary term as the date of cessation of producton under Parzgraph 10. Should the
first well or any subsequent well drilled on (he above described land be corrpleted s 2 shut-n oil or gas well within the primary term hereof, Lessee mmy reswne payment of the 2nnual resal i
the samic manmer s provided berein on or before the rental paying date following e cxpiraton of sixty (60) days from che date of completion of such shut-in oil or gas well and upoua Ibe Gdure
to make such payment, this lease shall ipso facto terminate. 1€ at the expiration of the primary tesm or aoy time thercafler 2 shut-in il or gas well is localed on the leased premises payrents may
be made m accordance with the shut-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: If, aficr (he expiration of the primary term, production of oil or gas from the Jeased premises, after once obtaioed, should cease from
any cause, this Yease shall not crminatc 5 Lessce conmences additiona) drilling or reworking operations within sixty (60) days afler such cessation, and this lease shalf reomin in full forse and
cffoct for 30 Yong as such operations continue in good faith and in workmanlike Tmanner without interuptions totling more than sixty (60) days. 1f such drilling or raworking operations result in
the production of oil or gas, the lease sball reman in full force and effeet for so long as o or gas 15 produced from the Jeased premises i paying quantitics or payment of shut-in oil or gas well
royaltics or payment of compensatory royalties is made as provided bercin or as provided by law. [f the drilling or reworking operations result in the completion of a well as a dry hole, the lease
will not termminace if the Lessee commences additional drilling or reworking operations within sixty (60) days aftar the campleton af the well as a dry hole, 2nd this lease shall remaun i effect so
long as Lessee continues drilling or reworking operatous in good (aith and in a worlamnlike manrer without imermiptions tomling moce than sixty (60) days. Lessee shall give written ootice 0
the General Land Oee within thirty (30) days of any cessation of produchon.

11. SHUT-IN ROYALTIES; For purposes of this paragraph, “well” rueans amy well that has been assigned a well aumber by the state agency having jurisdiction over the production of oil
and gas. If at any time afier the expiration of (he primary om of a case thar, undl being shut im, was being mainmined in force and effect, a well capable of producing oil or gas 1 paying
quanaes is located on the leased premises, but oil or gas s not being produced for lack of suitzble production facilities or lack of 2 suitable market, then Lessec may pay as a shut-in 03t or gas
royalty an amount equal t6 double the annual rental provided in (he lease, bue oot less than §1,.200 a year for each well capable of producing oil or gas v paying quantities. Ta be effoctive, cach
iinal shut-in oil or gas royalty must be paid on or before: (1) the expiration of the primary term, (2) 60 days aficr (he Lassee otases \o produce oil or gas from Uic leased premises, or (3) 60 days
afier Lessee commpletes a driiling or reworlang aperanon in accordance with the kease provisions; whichever date is latest. }f the shut-in oi) or gas royalty is paid, the leasc shall be considered to
be a producing lease aud the payment shall extend the tcrm of the Icasc for 3 periad of one year from he end of (e prismary Lerm, or from the first day of (be month following the mouth in which
production ceascd, and, afier that, ¥f no suitable producton facilities or swiable market for the ou or gas exists, Lessee may extend the lease for four more successive periods of one (1) year by
paying the same amount each year on or before the expiration of cach shui-in year.

1Z. COMPENSATORY ROYALTIES: If, dunng the period the lease is kept in effect by payment of the shut-in o1l or gas royalty, oil or gas is sold and delivercd in paying quantites fom a
well located within one thousand (1,000) feet of (he lcased premmscs and completed in the same producinig reservolr, of in any case in which drainage is occurring, the right (© continue (0 MALLain
he lease by paying the shut-in ol or gas royalty shall ceasc, bl the lease shall rermain effecave for the remainder of the year for which the royalty has heen paid. The Lessee may maintamn the
ase for four more successive years by Lessee paying compensatory rovalty at thie royaliy ratc provided in the lease of the marke( value of production from (he well causing the drainage or which
i1s completed in the same producing reservorr and within one thousand (1.000) feet of the leased premises. The compensatory royalty is to be paid monthly 1o the Commissioner beginning on or
before the last day of the month following the month in which the il ar gas is produced from the well causing the drainage or that is completed in the same producing reservoir and locaied within
one thousand (1,000) feet of the leased premises; if (he compensatory royalty paid in any 12-momnth period is m an amount less than Lhe annual shut-in o or gas royalty, Lessee shall pay an
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amount cqual to the difference widun thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessec of the obligacon of reasonable development nor the

obligation to drill offset wells as provided in N.R.C. Secton 52.034; however, at the determination of the Commssioner, and with the Comnvmissioner’s written approval. the payment of

compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory toyalty payments which are net tmely paid will accrue penalty and interest in accordance with Paragraph §
€ this lease.

13. EXTENSIONS: If, at the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased prermiscs but drilling operations arc being conducted
thereon in good faith and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary term, file in the General Land Office writien application 1o the Cormmissioner
of the General 1.and Office for a thirty (30) day extension of this lease, accompaniad by payment of Three Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640) acres or less
and Six Thousand Dollars (36,000.00) if this lease covers more than six bundred forty (640) acres and the Cormmissioner shall, in writing, extend this lease for a thirty (30) day period from and
after the expiration of the primary lerm and so long thereafter as o1} or gas 1s produced m paying quanddes; provided further, that Lessee may, so fong as such drilling operations are being
counducted make like application and payment during zny thirty (30) day extended period for an additional extension of turty (30) days and, upon receipt of such application and payment, the
Comumissioner shall, in writing, again extend this lease so that same shali remain in force for such additiona! thirty (30) day period and so long thereafter as oil or gas is produced in paying
quantitics; provided, however, that this lease shall not be extended for more than a total of three hundred ninety (390) days from and afler the expiration of the primary term unless production in
paying quantities has been obtained.

14. USE OF WATER; SURFACE: Lessee shall have the right to use waler produced on said land necessary for operations hereunder and solely upon the leased premises; provided,
hawever, Lessee shall not use potable water or water suitable for livestock or irrigation purposes for water flood operations without the prior writien cansent of Lessor. Subject to its obligation to
pay surfacc damages, Lessee shall have the right  use so much of the surface of the land that may be reasonably pecessary for drilling and operating wells angd Iransporung and marketing the
production therefrom, such use 0 be conducted under conditions of lgast injury o the surface of the land.  Lessec shall pay surface damages in 4n amount sel by the Gereral Land Office fee
schedule which is effective on the dale when the actvity requiring the payment of surface dasmages occurs,

15. POLLUTION: Ia developing this area, Lessee shall use the highest degree of care and all proper safeguards 10 prevent polludon. Without limiting the foregoing, polluton af coastal
wedands, natural watsrways, rivers and impountded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or ground water contamunanon, [n the event
of pollunon, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other pollutant and shall be responsible for ail damage to public and privale propertics.

(A) UPLANDS: Lessee shalt build and maint@im fences around its slush, sump, and drainage pits and tank batteries so as 1o protect livestock agatust loss, damage or wjury; and upoa
completion or abandonment of 2ny well or wells, Lessee shall fill 2nd level all siush pits and ¢cllars and commpietely elean up the dnlling site of all rubbish thereon

(B) SUBMERGED LANDS: No discharge of solid wastz or garbage shall be allowed into State waters from any drilling or support vessels, producton pladorm, crew or supply boat,
barge, jack-up rig or other equipment Jocated on the Jeased arca. Solid waste shall inclnde but shall not be Limited to containers, equipmient, rubbish, plastic, glass, and any other mag-made non-
biodegradable items. A sign must be displayed in 2 high traffic area on all vessels and manned platforms stating, “Discharge of any solid waste or garbage into State Waters from vessels or
pladorms is strictly prohibited and may subject a State of Texas lease (o forfeiture.” Such staterent shall be in lettering of at least 1™ in size.

(C) RIVERS: To the cxtent necessary (o prevent pollution, (he provisions found in subsections (2) and (b) of this paragrapb shall also apply to rivers and Rverbeds.

(D) PENALTY: Failure o comply with the requireraents of Lhis provision may resull in the rgaxirmum penalty allowed by law including forfeiture of the lease. Lessee shall be liable for
the darmages caused by such failure and 2any costs and expenses incurred in cleaning areas affected by the discharged waste.

16. MENTIFICATION MARKERS: Lessee shsll erect, at a distance niot to exceed twenty-five (25) feet from cach well on e prefises covered by this kase, a legible sign oo which shall
e stated 1he nasme of the operator, (be tease designation and the well number. Where two or more wells on he samce lease or where wells 0n hwo or more kases are connected to the same tank
uzery, whethicr by individual flow line connections direct o the tank or tanks or by use of a multiple header systern, cach line between each well and such tank or header shall be legibly
cutificd at all times, ¢itber by a frmly airached tag or plate or an 1dendfication properly painted on such line at a distapce pot to cxoccd three (3) feet from such ank or header connection. Said
signs, tags, plales or other identification markers shall be nuinined m a legible condition throughout the term of this lease.

17. ASSIGNMENTS: The lease may be transfesred at any time; provided, however, thal the liability of the ransferor (0 properly discharge its obligation uder the lease, including properly
plugging abandoned weils, removing platforms or pipelines, or remediation of contarminadon at drill sites shall pass to the transferee upon the prior writtza consent of e Comumissioner of the
Gereral Land Office. The Commissioner may require the wransferee to demonserate financial respensibility aud may require a bond or other security  All cansfers miust reference the lease by the
file nurober and must be recorded in the county where the area is locaied. and the recorded transfer or a copy certified 1o by the County Clerk of the county where the mansfer is recorded must be
filed in the Genernl Land Office within ninety (90) days of (he cxccutiou date, 25 provided by N.R.C. Section 52.026, accompanied by the filing fee prescribed by (he General Land Office rules in
effect on the date of receipt by the General Lasd Office of such ansfer or certified capy thereof Every transferee shall succeed (o all rights and be subject to all obligations, liabilides, and
penzliies owed (o the State by the original lessee or any prior fransferee of the lease. including any liabilities 10 the state for unpaid royalties.

18. RELEASES: Lesstc may rclease (he rights granted hereunder (o Lhe Stale at any hime by rceording (be release in the county where this area is situatcd and filing the recorded release ot
certificd capy of samc in the General Land Office within ninety (90) days afler its exceution accompanied by the Bling fee prescribed by the General Laod Office rules in effect on the date of
receipt by (e General Land Office of such release or cewtified copy therool. Such release will not have the effect of releasing Lessee from any Liability theretofore acenied i favor of Lhe State.

19. LIBN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all oil 2nd gas produced from the area covered by this lease i secure payment of all wipaid royalty
and other sumns of maney that may become du¢ under this lease. By acceptance of this lease, Lessee granis the State, in addition © the lien provided by N.R.C. Section 52.136 and any other
applicablc stanuory licp, 10 express contracmat lien on and security interest in all leased mincrals in aod cxtracted from the leased premises, all proceeds which may accrue 1o Lessze from the sate
of such leased mincrals, whether sech proceeds arc held by Lessec or by a third party, and all fixiures on and improvernents 1o the leased prermises used in connection wilb the prodection ot
processing of such leased minerals in order to secure the payment of ail royalties or other amatses due or 10 become duc under this lease and 1o secure payment of any damages or loss that Lessor
way suffer by reason of Lessee's breach of any covenant or condition of thus lease, whethes express or implied. This licn and security interest may be foreclosed with or without court procecdings
in the manner provided in the Tide 1, Chapler 9 of the Texas Business and Commerce Code. Lessce agrees (hat the Commissioner may require Lessee lo cxecute and record such msguments as
ury be reasonably necessary 1 acknowledge, attach or perfeet this lien. Lessec hereby represents thac there are no prior or superior liens ansing from and reladng to Lessce's activities upon the
above~described property or from Lessee’s acquisition of this lease. Showld the Corrmissioner at any tme determne (bat (his representation is not e, then the Cormmussioner may declare this
Yease Jorfeited as provided herein.

20. FORFEITURE: IfLessce shall fail or refuse 1o make the payment of 2ny sum withia thinty (30) days after it becomes due, or if Lessee or an authorized agent should kpowingly mzke any
false return or false report concerning production or drilling, or if Lessee shall fail or refuse (o drill 2oy offset well or wells 1n good (aith as required by law and the roles and regulabons adopted
by the Commmssioner of the General Land Office, or if Lessee should fil to file reports in the manner required by law or fail 10 comply with rules and regulations promulgaled by the General
Land Office, the School l.and Board, or the Railroad Commussion, or refuse the proper awthonry access to the rocords pertaining o operations, or if Lessee or an authorized agent showd
Imowingly fail or refuse 10 give correct information (o the proper authority, or knowingly fail or refusc 10 furnish the Geveral Land Office a correct log of aay well, or if Lessee shat} kpowingly
violate any of the maenal provisions of this Icase, or if this lease is assigned and (be assigament is not fled in the General Laod OfScc as required by law, (he rights zcquired under Lhis lease shall
be subject to forferture by the Commmissioner, and e shail forfeit same when sufficiently informed of the facts which authorize a forfeinme, and when forfeited the area shall again be subject o
lease 1o the highest bidder, under the same regulations conwolling Lhe original sale of leases. However, nothing herein shall be consaued as waiving the automnatic temmation of this lease by
operation of law or by reason of any special limitatio arising hereunder. Forfeitures may be sel aside and this Jease and all rights thereunder reinstated before the rights of another intervene upon

satisfactory evidence 1o the Commissioner of the General Land Office of fisturc compliance with the provisions of the law and of this lease and the rules and regulations that may be adopted
clative hereto.

11, RIVERBED TRACTS: In the cvent this lease covers a riverbed, Lessee is hereby specifically granted the right of eminent dormin and condemnztion as provided for in N.R C. Secvons
52.092-52.093, as a pant of the consideraton moving 10 Lessor for the covenants herein made by Lesses.
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22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shalf be subject to all rules and regulanons, and amendments thereto, promulgated by the Commmissioner of the
General Land Office governing dnlling and producing operations on Permanent Free School Land specifically including any ndes promulgated that relate to plans of operations, payment of
royalties, and auditing procedures, and shall be subject (o all other valid statutes, nules, cegulations, orders and ordinances that may affect operations under the provisions of this lease. Without

<ting the generality of the foregoing. Lessee hereby agrees, by the acceptance of this lease, to be bound by and subject to all statutory and regulatory provisions relating to the General Land

se's audit billing notice and audit hearings procedures. Said provisions are currendy found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52.135
—d 52,137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a2 mavigadon disaict or by the United States for the purpose of navigation or other
purpose incident o the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but
Lessee shall be entitled 1o develop such land far oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feel and special permission from
the Cotmmissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearcst bulkhead line or from the nearest dredged
bottom edge of any channel, skip, or arning basin which has been authorized by Lhe United Stales a< a federal project for future construction, whichever is nearer.

23. REMOVAL OF EQUIPMENT: Upon the lerminztion of (s lease for any cause, Lessec shall not, ia any cvent, be permuied 1o remave e casing or any part of the ¢quipment fom any
producing, dry, or abandoned well or wells without the written consent of (he Cormmissioner of the General Land Office or his authorized representative; nor shall Lessee, without the wnrien
consent of said Conmmissioner or his authorized representative remove from the leased premuses the casing or any other equipment, material, machinery, appliances or property owned by Lessee
and used by Lessee in the development and production of oi or gas therefrom until all dry or abandoned wells have been plugged and wntil all slush or refuse pis have been properly filled and afl
broken or discanded lumber, machinery, or debris shall have been removed from the premises 1o the satisfaction of the said Cormmissioner or bis authorized representative.

24. RORCE MAJEURE: Should Lessee be prevented from conmlying with any express or implicd covenant of this lease, from conducting drilling operations thereon, or from producing oii
and/or gas therefrom, zfier effort made in good failh, by reason of war, rebellion, riats, strikes, fires, acts of God or any order, nile or regulanon of governmental avthority, then while 50
prevented, Lessee's obligation o comply with such covenant shall e suspended upon proper and satisfactory proof presented to the Commissioncr of the General Land Office in support of
Lessee's contention and Lessee shall nat be liable for damages for failure to commply therewith (except in the cvent of lease operations suspended as provided in the rules and regulations adopted
by the School and Board); and this lease shall be extended while and so long as Lessec is prevented, by any such cause, from dritling, reworking operations or producing oil and/or gas from the
leased premises; provided, however, that nothing h(,n.m shall be constmcd t0 suspend the payment of rentals during the primary or exiended term, or 1o abndge Lessee's right 0 a suspension
under any appheable statwte of this State. . .

25. LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and 1o prevent thefl of oil, gas, and other hydrocarbons produced
from said lease. This includes, but is not limited o, the installation of ail nccessary equipment, seals, locks, or other appropriate protective devices op or at all access points at the lease’s
production, gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liahle for the loss of any hydrocarbons resulting from thefl and shall pay (he State of Texas
royalties thercon as provided herein oa all oil, gis or other hydrocarbons lost by reason of theft

. REDUCTION OF PAYMENTS: !, during the primary lerm, a portion of the land covered by this leasc is meluded within the boundaries of 2 pooled unit that has been approved by the
School Land Beard in accordance with Nagural Resources Code Scetions 52.151-52.153, or if, al any time afier the expiration of the primary erm or the extended tevm, this lease covers a lesser
number of acres than the total amount described herein, payments that are made on a per acr basis hereunder shail be reduced according 1o the number of acres pooled, releascd, surrendered, or
otherwise severed, o that payments determined on a per acte basis mder the terms of this Jease during the primary term shal be calculated based upon the number of actes outside (he bouadanes
of a paoled unit, ar, if afler the expaation of the primary {crm, the oumber of acres acually retamed aod covered by this lease.

27. SUCCESSORS AND ASSIGNS: The covemants, condidons and agreements conined herein shall extend to and be binding upon the beirs, execntors, adnuinistrators, successors of
assigns of Lessee herein.

28. ANTIQUITIES CODE: In the event that any fcature of archcological or historical interest on Permnagent School Fund Land is encowstered during the activities authorized by this Jease,
ssee will immediately cease activitics and will immediately notify the General Land Office (ATTN. Archacologist, Asset Management Division, 1700 N. Congress Ave., Austn, Texas 78701)
! the Texas Historkcal Comymission (P.O. Box 12276, Austin, TX 78711) so that adequale measurcs nmy be underiaken to protect or recover such discoveries or findings, as appropriale.
Lessce is expressly placed on notice of the National Historical Preservadon Act of 1966 (PB-89-66, 3D Statute 915; 16 U.S.C.A. 470) and the Antiquitics Code of Texas, Chapter 151, Tex. Nat
Code Ann. (Vernon 1993 & Supp. 1998), On smale-owned land not dedicaled 1o the Permanent School Fund, lessee shall nodfy the Texas Historical Commmission before breaking groumd at a
projecl locadan. An archrealogical survey mmight be required by the cormmission before constreetion of the project can comrnence. Further, in Use cvent that any sitc, object, tocation, artifact or
other feanme of archacological, scicntific, educational, cultural or historic interest is encountered during (he activities authorize by this lease, lessee will immediately nonfy lessor and (be Texas
Histwrical C ission 50 that adequate measures may be undertaken to protect or recover such discoveries or findings, as approptiate.

29. VENUE: Lessor and lesser, including lessee’s sucoessors and assigns, hereby agree that venue for any dispute arising ouw of a provision of this lease, whether express or implicd.
reganding mlerpretation of this lease, or relating in any way bo this lease or W applicable case law, siagutes, or administrative rules, shall be i a court of ccmpﬂmnljmsdxcuou located 1 Travis
County, State of Texas.

30. LEASE FILING: Pursuant o Chapter § of the Tex. Bus. & Com. Code, his lease must be filed of record in the office.of the Cavmey Clcﬂ in eny countyin which all or any pat of the
leased premuiscs is located, and cerufied copies thereof must be Gled in the General Land Office. The presenibed filing fee shall acoorq:arly the ccmﬁcd copies scnuo the Generat Land Office.
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31. EXECUTION: Thus oil and gas lease must be signed and 2cknowledged by the Lessee befor it is filed of record in the county records and i the General Land Office of the State of
Texas.

BNP OIL & GAS PROPERTIES, LTD.
BY PAGENERGY COMPANY, LLC, ITS GENERAL PARTNER

0 gl

7
~.

TITLE: MANAGER
DATE: AUGUST 30, 2001

N TESTIMONY WHEREOF, wimess the signature of We Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office,

M. AuohuaT™

COMMISSTONER OF THE GENERAL LAND OFFICE

OF THE STATE OF TEXAS
8~17-00 |
ABPROVED
Contents
Legal
DC
I
TEXAS
STAYE OF (CORPORATION ACKNOWLEDGMENT)
NUECES
COUNTY OF
BEFORE ME, the undersigned authority, on this day personally appeared Paul P. Black
own {6 me 10 be the person whose namc is subscribed 1o (be foregoing instrument, 2s Manager of BNF Oil & Gas Propertics, Ltd.,
by Pagenergy Company, LLC, its General Partoer and acknowledged to me that he executed the same

for (ke purposes aad consideradon therein expressed, in the capacity stated, and as the act and deed of said corporaton

Given under my hand 2nd seal of office (his Lhe gé& day of W ﬂ?’%/ N
e 7
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f AFTNs  STAN FOX Notary Pubiic in nd fr

. %\ Notary Public

STATE OF TEXAS )
or My Comm. Exp. June 18, 2002
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STATE OF (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF

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

known to me 10 be the persons whose names are subscribed 1o the foregoing instrument, and acknowledged (0 me that they executed the
same for the purposes and consideration theremn expresscd

Given under my band and seal of office this the day of , 19

Notary Public in and for
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