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Qustin, Texas

OTL AND GAS LEASE
NO. M-102101

WHEREAS, pursuant to the Texas Natural Resources Code Chapters 32, 33, $1, and Chapter 52, Subchapters A-D and H, (said Code being hereinafter referred 1o as N.R.C.), aud subject to all
rules and regulatious promulgated by the Commissioner of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable statules and amendscats 1o said
N.R.C., the following area, to-wit

NORTH ONE-HALF OF THE EAST 640 ACRES (N2 OF E/640 AC.) OF TRACT 1000-S, GULF OF MEXICO, KENEDY COUNTY, TEXAS, CONTAINING
APPROXIMATELY 320 ACRES AS SHOWN ON THE OFFICIAL MAP OF THE GULF OF MEXJCO NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIV,
TEXAS,

was, after being duly advertised, offered for leasz on the 10™ day of July, 200(, a¢ 10:00 o'clock 2.m., by the Commussioner of the General Land Office of (he State of Texas and the Schoot Laod
Board of the State of Texas, for the sole and only purposs of praspecting ard dnlling for, and producing oif and/or gas (hat may be formd and produced from the above deseribed area; aod

WHEREAS, after all bids and remittances which were received up o said time bave been doly cousidered by the Commissioner of i Geperal Land Office and the School Land Beard at 2

regular meedng (hereof in the General Land Office, on the 10 day of July, 2001, hereinafter the "effective date” and it was found and determined that BNP OTL & GAS PROPERTIES,

LTD. whose address is 500 N. Walcr Street, Snite 1000, Corpus Christi, Texas 78471 had offcred (be highest and bes( bid for a lcasc of (be area above described and is, (hercfore, entitled 10
ceive 1 lease thereon:

NOW, THEREFORZE, 1, David Dewhiurst, Cormmissioner of the Geperal Land Office of the Siate of Texas, bereinafer sometimes referred (0 as "Lessor,™ whose address is Austin, Texas, by
viriee of the authority vested ip me and in consideraton of the payment by the hereinafier designaled Lessee, the surn of Two Hundred Twenty-Six Tbonszod Two Hundred Sixty-Two And
©0/108 Doltars ($226,262.00), receipt of which is hereby acknowledged and, of the royalties, covenants, stipulations and conditions cootaived and hereby agreed to be paid, observed and
pertormed by Lessee, do bereby denrise, grant, fease and Jet unto the above mentioned bidder the exclusive right to prospect for, produce and ke oil and/or gas from the aforesaid arca ipon the
following tervos and conditons, to-wit:

1. RESERVATION: There is hereby excepled and reserved 10 Lessor the full use of the property covered hereby and 21l nights with respeet 10 the surface and subsurface thereo( for any and
all purpases except (hose granted and to the extent bowein grauted (o Lessee, ogetber with (ie rights of ingress and egress and use of said lands by Lessor and its mineral lessees, for purpases of
cxploring for and producing the mirerals which arc not covered, or which may pot be covared in (he funme, under the terms of this kease, but which may be localed withtin the surface boundarics
of the leascd arca. All of the rights i agd 10 the leascd prermises remed by Lessor and 2l of the rights i and to the leased pretomses granted to Lessce hercin shall be exercised in such a maoner
tha¢ neither shail umduly mterfere with the operatons of the other.

2. TERM: Subject to the other provisions bereof, this fease shall be for a term of five {S) yeary from the cffective date hereof (hercin called "primary term™) 2nd as foog thereafler as oil or
gas is produced in paying quantitics from said arcx

3. DELAY RENTALS: I{po well be commenced on the land hereby leased on or before the anoiversary dalc of this lease, this lease shall terminate as to both partics unless (he Lessec on or
before said date shall pay or tender to the Conmmissioncr af the Gencral Land Office of (he State of Texas at Austin, Texas, he sum of Ten Dollars ($10.00), per acre, which shall operace as
rental apd cover the privikege of deferring the comemencernent of a well for twelve (12) months from said date. [n like pmoper and upon like payments or tenders the commencement of a well may
be further deferred for like periods of the same number of months successively during (he primary term hereof

4. PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions sct oul in subparagraph (E) of this paragraph 4, upon production of od and/or gas, the Lessee agrecs o pay
or cause to be paid to the Commissioner of the Generzl Land Office in Austn, Texas, for the use and benefit of the Stzte of Texas, during (he tcrm hereof:

{A) OIL: As a royaity on oil, which is defined as including afl bydrocacbons produced in a Lqud form at the mouth of the well and lso all condensaie, dssullate, and other liquid
hydrocarbons recovered from oil or gas run Umrough 2 separator or other equipment. as bereinafier provided, 1/4 pant of the gross production or the market value hereof, at the option of the
Lessar, such value (o be determined by 1) the highesi posted poce, plus proutitm, if any, offered or paid for oil, condensate, distllate. or other liquid hydrocarbons, respeciively, of & like type ang
gravity in the geoeral area wlere produced and wheo sun, or 2) Lke higbest market price thereof offered or paid in the general area where produced 2nd when nm, or 3) the gross proceeds of the
sale thereof, whichever is the greater. Lessee agroes that before any gas produced from the land hereby leased is sold, used or proccssed i a plant, it will be run free of cost to Lessor through an
adequate oil and gas separator of conventionzl type or other equipment at Jeast as efficient (o e cad (hat alt liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
written consent of Lessor, the requiremcnt that such gas be run through such a separator or other equipiment may be waived upon such leTms and conditions as prescribed by Lessor.

(B) NON-PROCESSED GAS: As a royalty on any gas (including flared gas), which is defined 5 all hydrocarbons and gaseous substances oot defined as oil jn subparagraph (A) above,
produced from any well on said land (except as provided berein with respect 16 gas processed in a plant for the exracnon of gasaline, liquid hydrocarbons or other products) 1/4 part of the gross
production or the market value thereof, at the option of the Lessor. such value 0 be based on the highest mmarket price paid or offered for gas of comparable quality in he general 2rea where
sroduced and when nun, or the gross price paid or offcred to the producer, whichever is greater provided that the maxirnimm pressure base in measuring tse gas under this lease contract shall oot 3t

ny time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60) degrecs Fahrenheit, correction o be made for pressure according (o Boyle's Law,
and for specific gravity according (o test made by the Balance Method or by the most approved method of testing being used by the indusiry at the tme of (esting.



(C) PROCESSED GAS: As a royalty on any gas processed in 2 gasohme plaot ¢r other plant for the recovery of gasolinc or other liquid hydrecarbons, $/4 part of the residue gas and the
liquid hydrocarbons extracted or the market value thereof, at the opton of the Lessor Al royalties duc herein shall be based on onc lumdred pereent (100%) of the wtal plant production of
residue gas atabutable to gas produced from this lease, and on fifty pereent (50%) or that pereent acenung to Lessee, whickever is the greater, of the tota) plant production of liquid
" drocarbons, attributable o the gas produced from this Jease; provided thal if liquid tydrocarbons are recovered from gas processed in 2 plant in which Lessee (or its parent, subsidiary or

iliate) owns an interest, then the percentage applicable to liquid hiydrocarbons shall be fifty percent (50%) or the highest percent aceruing 1o a third party processing gas through such plane

.der a processing agrsement ncgotiated at arms' length (or if there 15 00 such third party, the lughest percent then being specified in processing agrecments or contracts in the industry), whichever
is he greater. The respecnve royaitics on residue gas and on liquid hydrocarbons shall be determmned by 1) e highest market price paid or offered for any gas (or liguid hydrocarbons) of
comparablc quality in the general arca or 2) the gross price paid or offered for such residuc gas (or the weighted average gross selling price (or he respective grades of fiquid hydrocarbons),
whichever is the greater. In ro cvent, however, shall the royaltes payable under this paragraph be less than the rayalties which would have becn due had the gas not been processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (cxcepting liquid hydrocarbons) whether said gas be
"casinghead,” “dry” or any other gas, by fracfionating, burming or any other processing, 1/4 paet of gross production of such products, or \he market value thereof, at the opton of Lessar, such
marke! value (o be determined as follows:

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

(E) VARIABLE ROYALTY: (i) Subject io the other provisions of this lcase, it is hereby provided thal in the event production in paying quantitics @ established pursuant to ihe terms of
this lease and such production is brought on line and sales thereo( are commenced within twenty-{our (24) months of the effective date hereo, the royalty rate provided hicrein shall be reduced to
20%, and shall apply (o each subscquent well dntled and produced oo the land covered by this lease. Provided that, if dunng such rwenty-four (24) month term during which Lessce may earn a
reduced royalty ratc of 20% as herein provided, Lessce skould drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a six (6) mouth
extension of (he tenm in which to cam a reduced royalty rate by giving notice to the Commmissioner of (e General Land Office, conunencing dniling operations on an 2dditional well prior w the
expiration of such six (6) mouth period and prosecuting ddigently and in good faith the drilting of such additional well and corplétmg same so that production in paying quantities is established
1nd so that such production s brought on Imc and sales therzof are commenced prios to the expiration of such six (6) moeth extension period.

(D) In the event production in paying quantitics is established pursuant 1o the termns of this tease and such production is broughi on line and sales therco( ave commenced after the expiradon
of wwenty-four (24) months from Lhe effecave dale hereof but prioc to the expiration ol forty-tight (48) months from the efecctive date hercof, the royalty mte provided beroin shall be reduced o
22.5% and shall apply to each sebsequent well drilled and produced on the land covered by this Icasc. Provided (hat, if durtng such ewenty-four (24) month (wvm dunng which Lessee may car a
reduced royalty ric of 22.5% as herein provided, Lesser sbould drill in good faith aod cormmplele the first well as a dry bolt: on the land covercd by this lease, Lessee may recerve a six (6) month
extension of the term in which 10 carn & reduced royalty rate by giving notice to the Commmissioner of the Gencral Land Office, commencing drilling opcrations on an additionzl we)f prior to the
expiration of such six (6) month period and prosecuting diligendy and in good faith the drilling of such additional well and commpleting same so that praduction In paying quanddes is established
and so that such production is brought on line and sales thercof arc cormmenced prior to lbc expiration of such six (6) mooth cxtension period.

(F) NO DEDUCTIONS: Lessce agrees that alt royalties accruing o Lessor under (s lease shall be without deduction for the ¢ost of producing, transporting, and otherwise making the
oil, gas and other products produced hereunder ready for sale or use.

(G) ROYALTY IN KIND: Notwithstanding anything containcd herein 1o the coptrary, Lessor may, at s option, upon not less than 60 days notice to Lessce, require at any time or from
e (o time that payment of all or any royalGes aceruing to Lessor under this lease be made in kind without deduction for the cost of producing, gathering, storing, separatng, treatng,
dehydratng, compressing, processing, transporting and otherwise making Lhe oil, gag and other products produced heraunder teady for salc or use. Lessors right 10 ke its royaity m kivd shall
oot diminish oc negate Lessor's rights or Lessee's obligations, whether cxpress or inplied, under this lease.

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payabic on any gas as may represent this leasc’s proportionaie sharc of any fuel nsed to process gas produced bereunder
1 any processiny plast. Notwithstanding amything contaiped herein 10 the contrary, and subject to the consent 1a writing of the Commissioner of the General Lznd Office, Lessee may recyele gas
for gas ift purposcs on the leased premises after the liquid hydrocarbops contained in the gas have becn removed, and no royaltics shall be payable on the gas so recycled until such time as the
same nay thereafler be produced and sold or used by Lessee in such mmanner as to entitle Lessor ta a royally thereon under the royalty provisions of diis lease.

(M MINIMUM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintzined by production, the royalties paid t Lessor in o cvent shalt
be less (han am amount equzl to dhe tota) amnual delay rep@i berein provided; otherwise, there shall be duc aod payable on or before the last day of the month succeeding the apniversary date of
this Jedse 2 suwn equal 10 the 1013) annual ren(al less the amount of royalties paid during the preceding ycar.

() MARGINAL PRODUCTION ROYALTY: Upon Lessee's written applicatian, the School Land Board may scduce ihe royaity rate set gut in this paragraph and/or the minimmom
royalty sct out in subparagraph 4 (I) 10 cxtcud the ¢conomie life of this easc and cncourage recovery of oil or gas that might otherwise remmn pnrecovercd. Any such royalty reduction must
conform b the requirements of any School Laed Board administralive rules on this subject. Royally rmay not be reduced below the applicable statutory mimmurm

5. ROYALTY PAYMENTS AND REPORTS: All rayalties not taken in kind shal) be patd io the Commissioner of the General Land Office at Austin, Texas, m the following mapner:

Payment of royalty on production of o) and gas shall be as provided int the rules set forth in the Texas Register. Rules currenily provide ¢hat royslty on oil is due and mmast be received m the
General Land Office on or before the 5th day of the sceond month suceceding the month of production, and royalty on gas 15 due and must be reccived in the General Land Office on or before the
15th day of the second month succeeding the oonth of production, accompanited by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by
the General Laod Officc and shawing the gross amount and dispositios of all ol and gas produced and the market value of the oi and gas, logether with 2 copy of all documents, records or
reports confirming the gross production, disposidon aud masket value including gas meter readings, pipeline recerpts, gas line receipts aad other checks or memoranda of amount peoduccd and put
into pipelines, tanks, or pools and gas lines or gas storage, and any other repors or records which e General Land Office may require o verify U gross production, disposition and markec
value. In all cases the authority of 2 nmanmager or agent (o act for the Lessee herein must be filed in the General Land Office. Each royaliy payment shall be 2ccompanied by a check swb,
schedule, summary or ather remitiance advice showing by the assigned General Land Office lease number hie amount of royalty being pajd on ¢ach lease. [f Lessec pays his royalty on or before
thirty (30) days afler the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever i3 greater. A royalty paymemt which is aver thirty (30) days lae shall
accrue a penalty of 10% af the royalty due or $25.00 whichever is greater. ln additoo (o 1 penalty, royalbes shall acerue interest at a rate of 12% per year; such mteres( will begio accrung when
the royalty is sixty (60) days overdue. Affidavits and supporting documents which arc not filed when dug shal) incur 2 penalty in ag amount sct by (he General Land Office admunistrzove nile
which is effective on the datc when the affidavits or supporting documenis were dee. The Lessec shall bear all responsibility for paying or causing royalties b be paid as prescribed by the due
date provided hercin. Payment of the delinquency penalty shall in no way operate to prohubit the State’s nght of farfeimure as provided by law nor acl Io postpone the datc on which royalties were
ongmnally due. The above penalty provisions shall pot apply in cases of tille dispute 23 10 the Siate's poruon of thic royalty or to that portion of the royzlty in dispute as to Gir srarket value.

6. {(A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall annually firnish the Compissioner of the Generat Land Ofice with its best possible cstimuie of ol 203 gas
reserves underlying this lease or allocable o this lease and shall furnish said Cormrissioner with copies of 21! contracis under which gas is sold or processed and all subsequent agreements and
amendments w such contracts within thirty {(30) days afier eotering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land
Office shall be held ju confidence by the General Land Office urless otherwisc 2uthorued by Lessce.  All other contracts and records peraming o (he prodaction, transportation, sale and
marketng of the oil and gas produced on £aid premmses, including the books and accoumts, recewpts and discharges of all wells, tanks, pools, meters, and pipelines shall a¢ all times be subject 10
Inspection and examination by the Commissioner of the Genceral Land Office, the Attorney General, the Governor, or the representative of any of them.

(B) DRILLING RECORDS: Wrikten gotice of alt operations on (his lease shall be subrmitizd Lo the Commissioper of lhe General Land Office by Lessee or operator five (S) days before
spud date, workover. re~cntry, temporary abandonment or plug and abandownent of any well or wells. Such written notice 15 the General Land Office shall meinde copics of Railroad
Commission forms for application to drill. Copies of well tesis, completion reports and plugging reporss shall be supplied to the General Land Office at the tinye Lhey are filed with the Texas
Railroad Corrmission. Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relafive 1o the operation of the
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above-described premises, which may be requested by the General Land Office, in addition to those hercin expressly provided for. Lessee shafl have an clectrical and/or radioactivity survey
made on the bore-hole stction, from the base of the surface casing 1o the total depth of well, of all wells drilled on the above described premises and shall ransmit 2 mue copy of the log of cach
survey on each well o the Generat Land Office within fifieen {15) days after the making of said survey,

(C) PENALTIES: Lessec shall incur a penalty whenever reports, documents or other materials are no( fiked wn the Geseral Land Office when due. The penalty for late filing shall be set
be General Land Office admintstrauve rule which is effecave on the date when the materials were due in the General Land Office.

7. RETAINED ACREAGE: Notwithstanding any provision of Lhis leasc (o the contrary, after a well producing or capable ol producing oil or gas has been completed on the leased premises,
Lessee shail cxercise the diligence of & reagonably prudent operatar in dnlling such additional well or weils a5 may be reasonabty necessary for the proper developmen( of the leased premuses and
in markebng the production thereon.

{A) VERTICAL: In the event this lease 1s in force and effect two (2) years after the expiration date of the pnnary or extended term it shall (hen termminale as to all of the leased premises,
EXCEPT (1) 40 scres surrounding each oil well capable of producing in paying quaniities and 320 acres surrounding cach gas well capable of producing in paying quantities (including 2 shut-in
oil or gas well as provided m Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous drlling or reworking operations, ar (2) the oumber of acres meluded in 2 producing
pooled unit pursuant to Nawral Resouvrces Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated (or production purposes 0 a proration wmit for
cach such producing well under the rules and regwladons of the Railroad Cormmission of Texas, Or any suceessor ageney, or other governmental authority baving jurisdicion. Within 90 days of a
partial termination of this lease in accordance with (his subparagraph and upon payiment of the minimum filing fee set by Gemeral Land Office rules in effect at the time of the partial termination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the tenmuinated portion of the Jeased premises as may be reasonably necessary for the continued operation
of the portions of the lease rematning in force and effect. [{ Lessce fails 1o apply (or a surface lease within the 90 day period specified above, Lessee may apply for a surface lease from the Land
Office, but the Land Cormmissioner has the diseretion (o grant ar deny such applicadon and to szt the fee for such surface lease.

(B) HORIZONTAL: Ln the event this Jease is in force and effect two (2) years aRer (he expirtion date of the primary or extendad lerm it shall further termninate as 1o all depths below 100
feet below the total depth drilled (hereinater “deeper depths™) in each well located on acreage retamcd in Paragraph 7 (A) above, uniess on or before two (2) years after the primary or extended
term Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as consideration for Lhis lease (as specificd on page | hereof). If such amount is paid, this lease shall be in force
and cffcet as 10 sneh deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafier as oil or gas is produced in paying quandties from such
deeper depths covered by this leasc.

(C) IDENTIFICATION AND FILING: Tbe swfacc acreage retained hereunder as 1o each well shall, as pearly as practical, be in the form of 2 square with the well located in Lhe ecuter
thereof, or such other shape as may be approved by the School Land Board Within thirty (30) days afier partial termmnanon of thus lease as provided hercin. Lessoe shall execute and record a
release or releases contzining a satisfactory legal descnption of the acreage and/er depths pol retained bereunder. The recorded release, or a certified copy of same, shall be fled i the General
Land Office, accompanied by the filing fee prescribed by the General Land Office rules in efect on the datc (he relcase is fled I Lesses fails or refuses o execute and record such release or
releases wathin ninery (90) days afier being requested to do 20 by the General Land Office, then the Commissioner at his sole discretion may designale by written msmrument the acreapge and/or
depthis to be weleased hereunder and record such instrument at Lessec’s expense in the county or coumities where the lease is located and in e official records of the General Land Office and such
designation shall be binding upon Lessee for 21l purposes. If at any ime afier the cficctive date of the partial wrmmation provisions hereol, the applicable field rules are changed or the well or
wells located (hereo are reclassiGed so that less acreage is thereafter allocated to said well or wells for producton purposes, this lease shall thercupou lermmaate as 0 all acreage vot thereafier
allocated to said well or wells for production purposes.

8. OFFSET WELLS: [f oil and/ar gas should be produced in cormmercial quandtics fom 2 well Jocated on land privately owned or on State land teased at 2 lesser royalty, which well s
within one thousand (1,000) feet of the area included berein, or which well is draining the area covered by (his dease, the Lessee shall, within sixty (60) days afier such initial production from Lhe
draining well or tie well located within obe (housaod (1,000) fee( from the area covered by this lease begin in good faith and prosccuie ditigently ¢he drilling of 2n offsct well on the area covered

* this tease, and such offset well shall be drilled 10 such depth as may be necessary to prevent the undue dramage of the area covered by this lease, and the Lessze, manager or driller shall use all

n$ necessary i a good faith effort o make such offset well produce oil and/or gas in commercial quantities. Only upon he determmination of the Conmmssioner and with his written approva),

.y the payment of a compensatory royalty satisfy the obligation to drill an offset well or wells required under this Parsgraph

9. DRY HOLE/CESSATI(ON OF PRODUCTION DURING PRIMARY TERM: !f, during the prioary term hereof and prior to discovery and production of oil or gas on said land,
Lessee should drill a dry hale or holes thereon, or if during the primmary term hereof and after the discovery and achnl production of ot or gas from the Jeased premises such production thereof
should ccase from amy cawse, this lease shall nat terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessaton of production Lossee commences
additional drilling or reworking operations thercon, aor pays or (cnders the next anoual delay rental in the samc mmoner as provided in this Jease. Lf, during the last year of the prmarsy term ot
withto stxty (60) days prior thercto, a dry hole be cormpleted and abandoned, or the production of oil or gas should ¢ease for any causc, Lessec's rights shall semain im full force and cffect without
further operations until the expiration of the primary lermn; and if Lessee has not resurned production in paying quantities at the expiration of the primary crm, Lessee mmy mamtain this lease by
conducting additional drilling or reworking operations purswant (o Paragraph 10, using the expirabon of the prinary (erm as (he dale of cessation of production under Paragraph 10. Should e
first well or any subsequent well drilled on the above described land be completed as a shut-m ol or gas well within the prinery term bereof, Lessee my resume payment of the anmnl rental in
the same manner 28 provided berein on or before (he rental paymg date following the expiration of sixty (60) days from the date of completion of such shul-m oil or gas well and upon the failwre
to make such payment, this lease shzll ipso (2¢to lerminate. 1fat ihe expiradon of (he primary lerm or any ime thereafier a shut-in ol or gas well is located on the keased premises payments may
be rade in accordance with the shut-in pravisions bereol

10. CESSATION, DRILLING, AND REWORKING: If, after the expraton of the privmary term, production of ol or gas from the leased premises, after once obtained, should cease from
any cause, this lease shall not terminate if Lessee cotmmences additonal drilling or reworkimg operations within sixty (60) days aficr such cessation, ang this Jeasz shall reumin m full foree and
effect for 50 long as such operatians continue in good faith and in workipanlike manner witbout internmiions tomling more than sixty (60) days. If such dritling or reworking operations result in
the production of oD or gas. e lcasc shall rermain m full foroe and effect for so long as oil or gas is produced from the leased premises in paying quanties or payment of shit-in ol or gas well
royaltics or payment of compensatory royalties is made as provided berein o as provided by law. If the delling or reworking aperations result in the completion of 2 well a5 2 dry hole, the lease
will pot terminale if the Lessee commences addidonal drifling or rewarkang operations within sixty (60) days aflcr the completion of the well as 2 dry bole, and this lease shall romam in cfiect so
long as Lessee contnues driliing or reworking operations in good fith and in a worknmnlike ranmmer wilbout mtcxruptions lotaling more than sty (60) days. Lessee shall give writtea potice lo
the General Langd Office witho thisty (30) days of any cessauon of producton.

t1. SHUT-IN ROYALTIES: For purposes of this paragraph, "well” mcans any well that has been assigned a well number by (e stzte agency having jurisdiction over the production of oil
and gas. If at any ame afier the expiration of e primary term of 2 leasc that, wntil being shut in, was bemg mmaintained in force and effect, 2 well capable of producing off or gas in paying
quantities is located on the Jeased premises, but o1l or gas is not being produced for lack of suntable production Eacdilics or Lack of 2 suitable market, then Lessee may pay as a shut-in ofl or gas
royalty an amount equal to double the annual rental provided in ihe leasc, but not Jess than §1,200 a year for each well capable of producing ol or gas in paying quantities. To be cfieccuve, aach
initial shut-in oil or gas royzlty mus( be paid on or before: (1) the expuaon of the prumary taroy (2) 60 days aficr the Lessce ceases b prodice oil or gas from the leased premises, or (3) 60 days
afer Lessee completes a drilling or reworking operation in accordance with the lease provisions; whichever date is latast If the shut-in of? of gas royalty is paid, the keasc shall be considercd to
be a producing lease and (he payment shall extend the term of the lease for 2 period of one year from he cod of the primary term, or from the first day of the month following the month 1n which
production ceased, and, zfter that, if no suimble production facilites or suitable market for the oil or gas exists, Lasses may extend the lease for four more successive periods of one (1) year by
paying (he same amoun( cach year on or before the expiranon of each shut-lp year.

12. COMPENSATORY ROYALTIES: Lf during the period the leass is kept in effect bry payment of the shut-in 0l or gas royalty, o or gas is sold and delivered in paying quantitics from 2
well localed within one trousand (1,000) feet of the Jeased premises and cotmpleted in the sate producng reservorr, or m any case in which drainage is ocowring, the right lo continue to maintain
“e lease by paying the shut-in oil or gas royalty shall cease, but the Iease shall remain cffecdve for the remainder of the year for which tha royalty has been paid. The Lessee may maintain the
wse for four more successive years by Lessee paying compensatory royzity at the royalty rate provided 1 the lease of the market value of production from the well causing the drainage or which

. completed in the same producing reservoir and within ope thousand (1,000) feet of the leased promises. The compensatory royally 1s to be paid monthly (o e Commissioner beginning on of
before the last day of the month (ollowing the moath in which the oil or gas is produced from the well causing the drainage or that is completed in the same producing rescrvoir and focated within
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any 12-month period is in an amount Jess than the znnual shut-in oil or gas royalty, Lessce shail pay an
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amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the

obligation to drili offset wells as provided in N.R.C. Section 52.034; however, at the determination of the Commissioner, and with the Commmissicner's written approval, (he payment of

compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royaity payments which are not timely paid will acerue penalry and interest in accordance with Paragraph §
f this lease.

13. EXTENSIONS: If. at the expiration of the primary term of this lease, production of oil or ges has not been obtained on the leascd premmses but drilling operations are being conducted
thereon in good faith and in a good and workmanlike manner, Lessee may, on or before the expiration of the primary term, file i1 the General Land Office written application o the Commuissioner
of the General Land Office for a thirty (30) day extension of this lease, accompanied by payment of Three Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640) acres ot less
a0d Six Thousand Dollars ($6,000.00) if this lease covers more thzn six hundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30) day period from and
aficr the expiration of the primary term and so long thereafter as oil or gas is produced in paying quantities; provided further, that Lessee may, so long as such dndlng operations are being
conducted tmake like application and payment during any thiry (30) day extended period for an additional extension of thirty (30) days and, upon receipt of such applicaton and payment, the
Commissioner shall, in writing, again extend this lease so that same shall remain in force for such additional thirsy (30) day period and so Tong thereaficr as oil or gas is produced in paying
guantities; provided, however, that this lease shall not be extended for more than a total of three hundred ninety (390) days from and after the expuation of the primary rm umlcss production in
paying quantities has been obtained.

14. USE OF WATER; SURFACE: Lescee shall have the right to use water produced on said land necessary for opcrations hereunder and solely upon the leased premises; prowvided,
however, Lessee shall not use potablc water or waler suitable for livestock or irrigation puposes for water flood eperadons without Lthe prior writicn consent of Lessor. Subject to its obligation to
pay surface damages, Lessee shall have the right 1o use so much of the surface of the land thal my be reasonably necessary {oc drilling and operaang wells and transparting 2nd markeong the
production therefrom, such use o be conducted under conditions of least mjury 1o the surface of the lavd. Lessee shall pay swface damages in an amowit set by the General Land Office fec
schedule which is ¢ ectve op the date when the acgvity requiring the payment of surface damages occurs.

15. POLLUTION: In developing this arca, Lessce shall usc the highest degree of carc and all proper safeguards to prevent pollution. Without limiting the feregoing, pollution of caastal
wetlands, natural waterways, rivers and impounded waler shall be prevented by the use of containment facilities sufficient 1o prevent spillage, seepage or ground waler coutaminztion. In the cvent
of polludon, Lessee shall use all means at its disposal 1o recapture all escaped hydrocarbons or other potlutant and shall be responsible for all daczge 1o public and private properties.

(A) UPLANDS: Lessee shall build and maintzin fences around its stush, sump, and drainage pits and tank batteries so as W protect livestock against loss, damage or injury; 2nd won
commpletion or abandonmcol of any well or wells, Lessee shall fill and Yevel all slush pits and cellars and, cormpletely clean up the drilling site of all rubbish thereon

(B) SUBMERCED LANDS: No discharge of solid waste or garbage shall be allowed into State walers from any drilling or support vessels, preduction pladorm. crew or supply boat,
barge, jack-up rig or other cquiptment located on Lhe Jeased area. Solid waste shall mclude but shail noc be Umited to containers, cquipment, rubbish, plasdc, glass, and any other man-made non-
biodegradable items. A sign must be displayed in a high maffic area on all vessels and manned plaiforms staang, "Discharge of any solid waste or garbage inw Stale Walers from vessels or
platforms is strictly prohubiled and may subject a State of Texas lease to forfeiture.” Such statement shall be in leaering of at least 17 in size.

(C) RIVERS: To the cxien pecessary to prevent pollution, the provisions found in subsections (a) and (b) of this paragraph shall also apply to rivers aod niverbeds.

(D) PENALTY: Falure to comply with the requirements of this provision oy result in lhe maximum penzlty allowed by law including forfciture of the lease. Lessee shall be liable for
the darmges caused by such Gilure and any ¢osis and cxpenses incurred in cleaning areas affecled by the discharged waste.

16. TDENTIFICATION MARKERS: Leszee shall erect, at 2 distance pol to exceed hwenty-Gve (25) feel from each well on the premuses covered by this lease, a legible sign on which shall
be stated the mame of the operztor, (he \ease designation and (he well murber, Where two or more wells on the same lease or where wells on iwo or oore leases are commected {6 the same ok
ey, whether by individual flow line connections direct 1o the lank or tanks or by use of 2 mulnple header system, each line between eachb well and such tank or header shall be legibly
mafied ac all ames, either by a firnly actached tag or plate or an identification properly painted on such line at a distance nol (0 exceed three (3) feet from such (ank or header counection. Said
180, tags, plates or other identificaton markers shall be maintained in a legible condition throughout the (o of this leasc.

17. ASSIGNMENTS: The lease may be ransferred al any time; provided, however, that the liability of the transicror ta propesly discharge its obligation under the lease, including properly
plugging abandoned wells, removing platforms or pipelines, or remediation of contamination at drill sites shall pass © the tzasfcree upon the peior written consent of ihe Commissioner of the
General Land Office. The Cotrmissioner rmy require the iransferee 1o demonsuate financial responsibility and may requirc a bood or other seeurity. Al mansfers must reference the lease by the
file number and omust be recorded in the county where the area is located, and the recorded wamsfer or 2 copy certified to by the County Clerk of the county where the trausfer is recorded must be
filed in the General Land Office within ninety (90) days of the execution date, as provided by N.R.C. Section $2.026, accampanied by the filing fee prescribed by the General Land Office rules in
cHect o the date of reecipt by the Geueral Land Office of such transfer or cerified copy thereof Every transferce shall succeed o all rights and be subjoct 1o all obligations, liabilities, and
penaltics owed to i Stale by the original Jessee or any paor mansferee of the lease, including any liabilities o the state for unpaid royaldes.

18. RELEASES: Lessee may release (he rights granicd hereunder 1o he State at any dme by recordiog the reicase in (e county where (his area is situated and filing the recorded release or
cernfied copy of same in the General Land Office within ninety (90) days afier its cxecution accompanied by the filing fez prescribed by the General Land Office rules ip effect on the date of
receipt by the General Land Office of such release or certified copy thercof. Such release will not have (he effect of releasing Lessee from any Lability therewfore accruad in favor of the State.

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have 2 first fien upon 2l) oil and gas produced from e area covered by this lease 1o secure payment of all wnpaid royaley
and other sums of yooney (hat may become due under this lease. By acceptance of this lease, Lessee grants (he State, in addition to the ticn provided by N.R.C. Section 52.136 and any other
applicable smutory licn, an express contractual lien on and security interest o all cased minerals in and extracied from the teased premises, all proceeds which mmy acerue (b Lessee frorn the sale
of such leased minerals, whether such proceeds are beld by Lessee or by a third party, and all fixwres on and improvements o the leased premuses used in ¢ with the producton or
processing of such leased minerals in order W secure the payment of 21l royaldes or oler amounts due or to become due under this lease and 1o secure payment of any damages or loss that Lessor
may suffer by rcason of Lessee’s breach of any covenanl or coudition of this tease, whether express or implicd. This lien and security interest may be forcelased with or without cowrt proceedings
in the manoer provided in the Title 1, Chapier 9 of Lhe Texas Business and Commerce Code. Lessoe agrees that the Copmmssioner may require Lessee 10 exctute and record such insgurments as
may b reasonably necessary (0 acknowledge, attach or perfect this lien. Lessee hereby represents that there are 1o prior or superior Liens arsimg from and relating W Lessee's activides upon Lhe
2bove-described property or from Lessed's acquisition of this Jease. Should the Commussioner at aay time determine that this represcntation 1s oot truc, then e Commissioner rmy declate this
1ease forfeiled as provided heroin

i0. FORFEITURE: If Lessec shall fzil or refuse to make the payment of any surn within thirty (30) days afier it becomes due, or if Lessec or an authborized agent should knownngly make any-
(zls¢ retum or false report conceming producton or drilling, or if Lessee shall fail or refuse 1o drill any offse( well or wells in good faith as required by law and the rules and regulations adopted
by the Commmissioner of the General Laod Office, or if Lessee should G o §i¢ reports i the manrer required by law or fail 1o comply with rules and regulations promulgated by the General
Lapd Office, the School Land Board, or the Railroad Commission, or refuse the proper authority access 1o (he records pertaiming to operztions, or if Lassee or an authorized agent should
knowingly fzil or refuse (o grve comect information (o the proper authonty, or knovaagly Gail of refuse o furnist the General Land Office a comect log of amy well, or if Lessee shall kmowiagly
violate any of the roaterial provisions of his lease, or if this lease 15 assigned and the assigrmment is o filed in the General Land Office as required by law, the rights acquired under this lease shall
be subject to forfeinme by the Commissioner, and be shall forfeit same when sufficiently mionmed of the {acts which authorize a forfeiture, and when forfeited (he area shall again be subject 1o
leasc (o the highest bidder, imder the same regulations controlliog the original sale of leases. However, nothing herein shall be construed as waiving tie autonatic lermination of this lezsc by
operadon of law or by reason of 2ny special lirmitation arising hereumder. Foricitures may be set aside and this lease and all nghts thereunder reinstated before (be rights of another intervene upon

safisfactory cvidence (0 (he Commissioner of the Generzl Land Office of fuhre compliznce with the provisioas of the law and of (his kease and the rules and regulanons that may be adopted
relative hetcto.

21. RIVERBED TRA?‘TS: (n _Lhc event this lease covers a riverbed, Lessee is hereby specifically granted the right of eminent dormala and condemnznon as provided for in N.R.C. Sections
§2.092-52.093, as a part of the consideration moving to Lessor for the covenants herein made by Lessee,
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22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: Tius lease shall be subject to all nues and regulations, and amendments thereto, promulgated by the Cormmussioner of (he
General Land Office goveming drilling and producing operations on Pcrmanent Free School Land specifically including any rules promulgated that relete o plans of operations, payment of
royalties, and auditing procedures, and shall be subject to all other valid statuees, rules, reguladons, orders and ordmances that may affect operadons under the provisions of this lease. Without
*miting the genenlity of he foregoing, Lessee hereby agrees, by the acceptance of thid lease] 10 be bound by and subject to all! statutory and regulatory provisions relating 1o the General Land

"ze's audic billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections §2,135

53,137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other
purpose incident 1o the operation of 2 port, then essee shall nol be entitled to enter or possess such fand without prior approval as provided under Section 61.117 of the Texas Waler Code, bug
Lessee shall be entitled to develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 fect and special perdssion from
the Commmissioner of the General Land Office is necessary to make any surface locaon nearer than 2,160 feet measured at right angles from the nearcst bulkhiead line or from the nearest dredged
bottom cdge of any channel, slip, or tuming basin which has been authorized by the Unitcd States as a federal project for future construction, whichever is nearer

23. REMOVAL OF EQUIPMENT: Upon (he termination of this lease for any cause, Lessee shall oo, in any event, be permitied 1o remove the casing or any part of the cquipment from any
producing, dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written
consent of said Commissioper or fus authorized representative remove from the leased premises the casing or any other equipment, material, macbinery, appliances or property owned by Lessce
and used by Lessee in the development and production of oil or gas therefrom until all dry or abandoned wells have been plugged and undl all shush or refuse pits have been properly filled and all
broken or discarded lumber, machinery, or debris shall have been removed from the premises to the satisfaction of tbe said Coummissioner ar his authorized representative.

24. FORCE MAJEURE: Should Lessze be prevented from complying with any express or implied covenant of this lease, from conducting drilling operations thereon, or from producing oil
and/or gas therefrom, afier effort made in good faith, by reason of war, rebellion, rots, strikes, fices, acts of God or any order, nule or regulation of govermmental authority, then while so
prevented, Lessec's obligation o comply with such covenant shall be suspended upon proper and sansfactory proof prescated ta the Commissioner of the General Land Office in support of
Lessee's contention and Lessec shall not be liable for damages for failure W comply therewith (except in the event of lease operations suspended as provided m the rules and regulations adopted
by the School Land Board); and this lease shall be extended while and so long as Lessce is prevented, by any such cause, from drilling, reworking operanons or producing oil and/or gas from the
leased premises; provided, however, that nothing ]\crem shall be construed 10 suspend the payment of rentals during the primary or cxtended term, nor to abridge Lessee’s fight (o a suspension
under any applicable stanute of this State. PEN

25. LEASE SECURITY: Lessee shall ke the highest degres of care and all proper safeguards to protect said peemuses and (o0 prevent thefl of oi, gas, and other hydrocarbons produced
from said lease. This includes, but is not limited to, the installztion of all neeessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's
production, gathering and storage systerns where theR of hydrocarbons can occur.  Lessee shail be dable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas
royaltes thereon as provided herein on alt ail, gas or other hydrocarbons lost by reason of theft

26. REDUCTION OF PAYMENTS: [ during the prirmary term, a portion of the Land covered by this lease is included within the boundaries of a pooled it that has been approved by Lhe
School Land Board in accordance with Natural Resources Code Sections S2.151-52.153, or if, at 2oy time afler (he expirstion of the primary lemm or the extzended term, this fease covers a {esser
fumber of acres than the total amount described herein, payments that are wade on 2 per acre basis hereunder shall be reduced according o the mamber of acres pooled, released, surrendered, or
otherwise severed, so (hat payments determined on a per acre basis under the (erms of this lease during the primary term shall be caleulated based upon the number of actes outside the boundaries
of a paoled unit, or. if after e expiration of the prumary term, the number of acres actuzily rewsined and covered by this lcase

27. SUCCESSORS AND ASSIGNS: The covenants, conditions and agreements contatned herein shall extend 1o and be binding upon he heirs, executors, adrinistrators, SUCCESSOTS 0F
assigns of Lessee heremn.

28. ANTIQUITIES CODE: In (he cvent that any feaaure of archeological or historical intcrest op Permanent School Fund Land is apcountered during the acdvities authorized by this lease,
“ssee will immedintely cease acnvitics and will immediately notify the General Land Office (ATTN. Archaeclogist, Asset Management Division, 1700 N. Cangress Ave., Ausun, Texas 7870])
" the Texas Historical Commrmission (P.O. Box 12276, Austin, TX 78711) so that adequate measwres may be undertaken to protect or recover such discoverics or findings, as appropriate.

. ssec is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Stamte 915; 16 U.S.C_A- 470) and (be Antiquitics Code of Texas, Chapter 191, Tex. Nat
Code Ann. (Vemnon 1993 & Supp. 1998). On state-owned land pot dedicated o (he Permanent School Fund, lessee shall oorify tbe Texas Historical Commmssion before breakdng ground at a
project locabon. An archacological survey roight be required by the conmssion before construction of (he project can commence. Further, i the event that any site, object, location, arafact or
otber feanxe of archaenlogical, scientific, edecational, cultural or historic interest is encountered during the activities authorize by this lease, lessee will immediately notify lessor and the Texas
Historieal Cc ission so that adequsle measures may be undertaken 10 protect or recover such discoveries or findings, as appropnate.

19. VENUE: Lessor and lessec, including lessee’s successors and assigns, hereby agree (hat venue for any dispute arising out of a provision of this leasc, whether express or moptied,
reganding interpretation of this lease, or relating in any way to this lease of o applicable case law, statutes; or admigistative rules, shal} be in.a cwn»of eompem( jurisdicton located jo Travis
County, State of Texas. oo,

30. LEASE FILING: Pursuant o Chapter 9 of the Tex Bus. & Com Code, this lease must be filed of reeond i the office of the Cuuncy Clegk in any Pounty m which all or any part of the
leased premuses is located, and certified copies thezcof must be filed in the General Land Office. The prescribed filing fee shall accompany the ceriified copics scat to the General Land Office.
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31.

EXECUTION: This oil and gas lcase must be signed and acknowledged by the Lessee before it is filed of record 1n the county records and in the Gereral Land Office of the Stawc of
Texas.

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

"l e

E > — MANAGER

AUGUST 30, 2001

DATE:

IN TESTIMONY WHEREOF, withess the signature of the Comrmassioner ol the General Land Office of the State of Texas under the seal of tie General Land Office.

Ny Auwhunni™

COMMISSIONER OF THE GENERAL LAND OFFICE

OF THE STATE OF TEXAS
g —17-2001
APPROVED
Contents %'/
Legal
DC
Exec
TEXAS
STATE OF (CORTORATION ACKNOWLEDGMENT)
NUECES
COUNTY OF
BEFORE ME, e undcrsigned autharity, on this day personally appeared Paul P. Black
wn ta me o be the person whase name is subscribed 1o the foregoing instrument, as Manager of BNP Oil & Gas Propertles, Ltd.,

by Pagenergy Company, LLC, its General Partner AT Sele T AR WAL G (b saroe

for the purposes and consideration Lhercin expressed, in the capacity staled, and as the act and deed of said corporation

¢
Given under my hand and seal of office this the k%& day of &%M Hﬂ%a/

A N N P N

/,-'?:\ STAN FOX o Pt s £
{. Notary Pubic olary cm and for
Lo a.,i STATE OF TEXAS )

i..,/ My Comm. Exp. June 18, 2002

= e A o

o

STATE OF,

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF.

Before me, the undersigned authonity, on Lhis day personally appearcd

known (0 m¢ © be (he persons whose panes are snbscribed (o the forcgoing wstrwment, and acknowledged 1o roe Wbal they executed W
same for the purposes and consideranon therein expressed.

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

Notary Public in and for

SAY/GULF
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