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OIL AND GAS LEASE
NO. M-I0Zl03

WHEREAS, pursuant to the Texas Natural Resources Code Chapters 32,33,51, and Chapter 52, Sulx:hapters A-D and II, (said Code being hereinafter referred to as N.RC.), and subject to aD
rules and regulations pronwlgated by the Commissioner of the Genetal Land Office and/or the School Land Board pursuant thereto, and aD other applicable statutes and arncodmcnts to said
N.R.C., the foDowingarea, to-wit

ALL OF TRACT l000-S, GULF OF MEXICO, KENEDY COUNTY, TEXAS, SAVE AND EXCEPT THE EAST 640 ACRES THEREOF, SAID LAND COVERING 340 ACRES,
MORE OR LESS, AS SHOWN ON THE OFFICIAL MAP OF THE GULF OF MEXICO NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease ODthe 10" day of July,l001, at 10:00o'clock a.m, by the Commissioner of the General Laud Office of the State of Texas and the School Laud
Board of the State of Texas, for the sole and only purpose of prospecting and drillingfor, and producing oil and/or gas that may be foUlldand produced from t!te above described area; and

WHEREAS, after aD bids and remittances which were received up to said time have been duly considered by the Commissioner of the General Laud Office and the School Laud Board at a
tegu\ar meeting thereof in the General Land Office, on the 10" day of July,1001, bereinafter the "effective date" and it was found and determined that BNP On. &.GAS PROPERTIES,

TD. wbose address is SODN. Water Street, Suite 1000, Corpus Christi, Tens 78471 bad offered the highest and best bid for a lease of the area above descn"bedand is, therefore, entided to
eive a lease thereon: .

NOW, 11IEREFORE, 1, David Dewhurst, Commissioner of the General Land Office of the State of Texas, bereinafter sometimes refelRd to as "Lessor," whose address is Austin, Texas, by
vinue of the authority vested in me anc!in consideration of the payment by the bereinafter designated Lessee, the smn of One Hundred SeYmty-Two Tbousand I!'oar Hundred Four ADd
00/100 Dollan ($171,404.00), receipt of which is hereby ackDowledgedand of the royalties, covenants, stipulations and conditions contained and hereby agreed to be paid, observed and
performed by Lessee, do hereby demise, grant, lease and let wto the above mentionedbidder the exclusive right to prospect for, produce and take oil and/or gas from the aforesaid area upoDthe
followingtams and conditions, to-wit

1. RESERVATION: There is hereby excepted and reserved to Lessor the filii uSe of the property covered hereby and aD rights willi respect to the surface and subsurface thereof for any and

aD purposes except those granted and to the exlCDt herein granted to Lessee, together with the rights of ingress and egress and use of said \aDds by Lessor and its minera11essees, for purposes of
exploring for and producing the minerals which are DOtcovered, or which may not be covered in the fu!ure, UDder the tams of this lease, but which may be located within !be surface boundaries
of the leased area. All of the rights in aDd to the leased premises n:tained by Lessor and aD of the rights in and to the leased premises granted to Lessee herein shaD be e=cised in such a manner
that neither shaD unduly interfere with the operations of the other.

1. TERM: Subject to the other provisions hereof; this lease shaD be for a term of five (5) yean from the effective date hereof (herein called "primary tenD") and as long thereafter as oil or
gas is produced in paying quantities ftom said area.

3. DELAY RENTALS: If 110weD be commeucedOD the land hereby leasedoDorbefore the anniversary date of this lease, this lease shaD terminate as to both parties ualess the Lessee OD01'
before said date shaD pay or tender to the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the smn ofTen DoUan ($10.00), per acre, which shaD operate as

rental and cover the privilege of deferring the COl1llllCllCClDCof a weD for twelve (12) months from said date. In like manner and upon like payments or tenders the COD'"'''' ~DleDt of a weD may

be further deferred for like periods of the same Dumber of months successively during the primary tenn hereo£

4. PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out in subparagraph (E) of this pangraph 4, upon production of oil and/or gas, !be Lessee agrees to pay
or cause to be paid to the Conmissioner of the Geoera1 Laud Office in Austin, Texas, for the use and benefit of the State of Texas, during the tenn hereof

(A) OIL: As a royalty ODoil, which is defined as including aD hydrocarbons produced in a liquid fonn at the mouth of the weD and also aD condensate, distiDatc, and other liquid

hydrocaJbons recovered ftom oil or gas nm through . separ.ltor or other equipment, as hereinafter provided, 114 part of the gross production or the mukct value thereot; at the option of die
Lessor, such value to be determined by 1) the highest posted price, plus pmuium, if any, offered or paid for oil, c:oodensate, distillate, or other liquid hydrocubons, respectively, of a like type and

gravity in the general area where produced and wbeo 11III,or 2) the highest maJtet price thereof offered or paid in the general area where produced and when 11III,or 3) the gross proceeds of tbc
sale thereof; whichever is the greater. Lcsscc agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be nm free of cost to Lessor through aD

adequate oil and gas separator of conventional type or other equipment at 1east as efficient to the end that aD liquid hydroc:aJbons recovaable from the gas by such means will be recovered. Upon
written consent of Lessor, the requirement that such gas be nm through such a separator or other equipment may be waived upon such tams and conditions as prescribed by Lessor.

(B) NON-PROCESSED GAS: As a royalty on any gas (including I1ared gas), which is defined as aD hydrocarbons and gaseous substances DOtdefined as oil in subparagraph (A) abow,

produced ftom any weD 00 said land (except as provided herein with respect to gas processed in a plant for the cmxtion of gasoline, liquid hydrocaJbous or other products) 1/4 part of die gross
oroduction or the market value themJf; at the option of the Lessor, such value to be base4 on the highest mallcet price paid 01' offaed for gas of c:oIqIarable quality in the gcucraI area whc:Ie

"Oduced and when roo, or the gross price paid or offered to the prodoccr, whichever is greater provided that the JDaXimum pressun: base in measuring the gas UDder this \ease CODIIaCtshaD not at
.y time exceed 14.65 poIDIds per square inch absolute, and the standard base IeIqIetature shaD be sixty (60) degrees Fahrenheit, comctiOD to be made for pressure according to Boyle's Law,

and for specific gravity according to test made by the Ba1ancc Method or by the most approved method of testing being used by the industry at the time oftcsting.



(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 part of the residue gas and the
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor, All lOyalties due herein shall be based on one hundred percent (100%) of the total plant production of

sidue gas attributable to gas produced ftom this lease, and on fifty percent (50%) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid
Irocarbons, attributable to the gas produced ftom this lease; provided that if liquid hydrocarbons are recovered li"omgas processed in a plant in which Lessee (or its parent, subsidiary or

_.filiate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the higbest percent accruing to a third party processing gas through such plant
under a processing agreementnegotiated at anns'length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever
is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be detennined by I) the highest market price paid or offered for any gas (or liquid hydrocarbons) of
comparable quality in the general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever is the greater. In no event, however, shall the royalties payable Widerthis paragraph be less than the royalties which would have been due had the gas not been processed.

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

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

(E) VARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursuant to the tenns of

this lease and such production is brought on line and sales thereof are commenced within twenty-four (24) months of the effective date hereof, the royalty rate provided herein shall he reduced to
200/0, and shall apply 10each subsequent well dnlled and produced on the \and covered by this lease. Provided that, if during such twenty-four (24) month term during which Lessee may earn a

reduced royalty rate of200/o as herein provided, Lcsscc should dri1I 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) month
extension of the term in which 10 earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior to the

expiration of such six (6) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such six (6) month extension period.

(it) In the event production in paying quantities is establisbcd pursuant 10 the terms of this lease and such production is brought on line and sales thereof are commenced after the expiration

of twenty-four (24) months ftom the effective date bcreofbut prior 10 the expiration of forty-cight (48) months ftom the effective date hereof, the royalty rate provided herein shall be reduced to
22.5% and shall apply to each subsequent well dri1Ied and produced on the \and covered by this lease. Provided that, if during such twenty-four (24) month term during which Lessee may earn a
reduced royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a six (6) month

extension of the term in which 10 earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior 10 the
expiration of such six (6) month period and prosecuting diligently and in good faith the dri1Iing of such additional well and eotqIleting same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such six (6) month extension period.

(F) NO DEDUCTIONS: Lcsscc agrees that aU royalties accruing 10 Lessor under this lease shall be without deduction for the cost of producing, transporting, and otherwise maIdng the
oil, gas and other products produced hereunder ready for sale or usc.

(G) ROYAL TV IN KIND: Notwithstanding anything contained herein to the contrary, Lessor may, at its option, upon not less than 60 days notice to Lcsscc, require at any time or ftom
time to time that payment of all or any royalties accruing to Lessor under this lease be made in kind without deduction for the cost of producing, gathering, storing, separating, IrCating,

dehydrating, co...,ressing, processing, transporting and otherwise maIdng the oil, gas and other products produced hereunder ready for sale or use. Lessor's right to take its royalty in kind shall
,t diminish or negate Lessor's rights or Lcsscc's obligations, whether express or iIqllied, under this lease.

(H) PLANT FUEL AND RECYCLED GAS: No.royalty shall be payable on any gas as may represent this lease's proportionate share of any fuel used to process gas produced hereunder
in any processing planL Notwithstanding anything contained herein to the contrary, and subject 10 the consent in writing of the Commissioner of the General Land Office, Lessee may recycle gas
for gas lift purposes on the 1cascd premises after the liquid hydrocarbons contained in the gas have been removed, and no roya1ties shall be payable on the gas so n:cycled IDltiJsuch time as the
same may tbcrcafter be produced and sold or used by Lessee in such mmncr as to cntitlc Lessor to a royalty thereon under the royalty provisions of this lease.

(I) MINIMUM ROYAL TV: During any year after the expiration of the primary term of this \case, if this lease is maintained by production, the royalties paid to Lessor in no event shall

be less than an amount equal to the total annual delay rental herein provided; otherwise, there shall be due and payable on or before the last day of the month succeeding the anniversary date of
this \case a S\DJIequal to the total annual rcnta11css the amount of royalties paid during the preceding year.

(J) MARGINAL PRODUCTION ROYALTY: Upon Lcsscc's written application, the School Land Board may reduce the royaltY rate set out in this paragraph and/or the minimum
royalty set out in subparagraph 4 (I) to extend the economic life of this \case and encourage recovery of oil or gas that might otherwise remain unrecovered. Any such royalty reduction IIDISt

confonn 10 the requirements of any School Land Board administrative rules on this subjecl Royalty may not be reduced below the applicable statutory minimum.

5. ROYALTY PAYMENTS AND REPORTS: AD royalties IIOttakcu in kind sbaU he paid to the Commissioner of the General Land Office at Austin, Texas, in the following manner:

Payment ofroyaity on production of oil and gas shall he as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due and must be rcccivcd in the
General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas is due and nmst be received in the Gcncral Land Office on or before the
15th day of the second month succeeding the month ofproductioD, ac:coJqIaDicd by the affidavit of the owner, manager or other authorized agent, COlqlleted in the form and manner prescribed by

the GcncraJ Land Office and showing the gross amount and disposition of aU oil and gas produced and the market value of the oil and gas, IOgether with a copy of all cJoc:umcnts, records or
reports confimmg the gross production, disposition and market value im:luding gas meter readings, pipc1inc receipts, gas line receipts and other checks or memoranda of amount produced and put
into pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the Gcncral Land Officc may require to verify the gross production, disposition and market
value. In all cases the authority of a manager or agent to act for the Lessee herein must be fiIcd in the GcncraJ Land Office. Each royalty payment shall he accoqlaDicd by a check stub,
scbcdule, summary or other remittance advice showing by the assigned GcncraJ Land Office lcase nmmcr the amolD1t of royalty being paid on each 1casc. If Lessee pays his royalty on or before
thirty (30) days after the royaltY payment was due, then Lcsscc owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall

accrue a pcna1tyof!OO/o of the royalty due or $25.00 whicbcvcr is greater. In addition 10 a pcnaIty, royalties shall accrue interest at a rate of 12% per year, such interest will hegin accruing when
the royalty is sixty (60) days overdue. Affidavits and supporting documents which are not filed when due shall incur a pcnaIty in an amount set by the Gcnera1 Land Oflicc administratiw Me

which is effective on the date when the affidavits or supporting documents were due. The Lessee shall bear aU responsibility for paying or causing royalties to be paid as prescribed by the due
date provided herein. Payment of the delinquency pcaalty shall in DOway operate to prohibit the State's right offorfeiture as provided by law nor act to postpone the date on which royalties were
originally due. The abow pcnaIty provisions shall not apply in cases of tit1c dispute as to the State's portion of the royalty or to that portion of the royalty in dispute as to fair mukct value.

6. (A)RESERVES, CONTRACTS AND OTHER RECORDS: Lcsscc sbaUannually IiIrnishthe Commissioner of the General Land Office with its best possible estimate of oil and gas
rcscrvcs underlying this 1casc or aJJocable to this lease and shall furnish said Comnissioncr with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments to such contracts within thirty (30) days after entering into or maIdng such contracts, agreements or amendments. Such contracts and agrccmcnts.when n:ccivcd by the Gcncral Land

Office shall be beld in confidence by the Gcncra1 Land Office unless otherwise authorized by Lcsscc. AD other contracts and rcccmIs pertaining to the production, transportation, sale and
marketing of the oil and gas produced on said premises. including the books and accounts, rcccip1s and discharges of aU wells, taDks, pools, metas, and pipelines shall at all times be subject to
inspection and examination by the Conmissioncr of the Gcncra1 Land Office, the Attorney Genera\, the Governor. or the representative of any of them.

(B) DRILLING RECORDS: Written notice of aU operations on this lease shall be submitted to the Conmissioner of the Gcncral Land Office by Lessee or operator fiw (5) days before

spud dale, workover, 1MIIIIy, ~RI)' abandolllllClltorplugIJJd abandonmentof IllYwell or wells. Sid written noticeto theGenmll.and OfficeshaDincludecopie$of Railroad
Commission forms for application to drill Copies of well tests, eotqIlction reports and plugging reports shall be supplied to the Gcncral Land Office at the time they are filed with the Texas
Railroad Commission. Lessee shall supply the Gcncral Land Office with any records, memoranda, accolDlts, reports, cuttings and cores, or other information relative to the operation of the

2



above-de5Cnbedpremises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical andlor radioactivity survey
made on the bore.hole section, fromthe base of the surface casing to the total depth of }Veil,Q[all wells drilled on the above descnDcd premises and shall transmit a true copy of the log of each

'ley on each well to the General Land Office within fifteen (15) days after the makingof said sW'Vey.

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

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has been col11Jleted on the leased premises,

Lessee shall exercise the diligence of a reasonably prudent operator in drilling such additional well or wells as may be reasonably necessary for the proper development of the lcased premises and
in marketing the production thereon.

(A) VERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the primaJy or extended term it shall then tenninate as to all of the leased premises,
EXCEPT (1) 40 acres surroundingeach oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quantities(including a shut-in
oil or gas well as provided in Paragraph II hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes to a proration unit for
each such producing well under the rules and regulations of the Railroad CommissionofTcxas, or any successor agCDCy,or other governmental authority having jurisdiction. Within 90 days oCa
partial tennination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the partiallcmlination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the tenninated portion of the leased premises as may be reasonably necessary for the continued operation

;. of the portions of the lease remaining in force and effect If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a surface lease from the Land
Officc, but the Land Commissionerhas the discretion to grant or deny such application and to set the fee for such surface lease.

. (8) HORIZONTAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall further terminate as to all depths below 100
feet below the total depth drilled (hereinafter "deeper depths") in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or extended
term Lessee pays an aIOOuntequal to one-half (112)of the bonus originallypaid as consideration for this lease (as specified on page 1 hereof). If such aIOOuntis paid, this lease shall be in force
and effect as to such deeper depths, and said termination shall be delayed for an additional period of two (2) years and SOlong thereafter as oil or gas is produced in paying quantities from such
deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form oCa square with the well located in the center
thereof; or such other shape as may be approved by the School Land BoanL Within thirty (30) days after partial termination of this lease as provided herein, Lessee shall cxccuIe and record a
release or releases containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The rcconicd release, or a certified copy of same, shall he filed in !be GCDCra1
Land Office, accoqJaDied by the filing fee prcscn"bcdby the GCDCra1Land Office rules in effect on the date the release is filed. If Lessee fai1sor refuses to execute and record such release or
releases within ninety (90) days after being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrumentthe aaeage and/or
depths to be relcased hcrcundcr and record such instrument at Lessec's expense in the county or counties where the lease is located and in !be official rcconis of the GencrallaDd Office and such
designation shall he biDdingupon Lessee for aU purposes. If at any time after the effective date of the partial tennination provisions hereof; the applicable field rules are changed or !be well or
wells located thereon are reclassified so that less acreage is thcrcaftcr allocated to said well or wells for production plllpOSCS,this lease shall thereupon tenninate as to all acreage DOttbercaftcr
allocated to said well or wells for production purposes.

8. OFFSET WELLS: If oil and/or gas should be produced in commercial quantities trom a well located on land privately owned or on State land leased at a lesser royalty, which wen is

within one thousand (1,000) feet of the area included herein, or which well is draimng the area covered by this lease, !be Lessee shall, within sixty (60) days after such initial productioa from !be
lining weD or the weD located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset weD on !be arca covered

this lease, and such offset weD shall be drilled to such depth as may be necessary to prevent the undue drainage of !be arca covered by Ibis lease, and the Lessee, manager or driller shaD use aU
..eans necessary in a good faith effort to ma1cc such offset well produce oil and/or gas in commercial quantities. Only upon the determination of the Commissioner and.with his written approval,
may the payment of a COJqJCDSatoryroyalty satisfy the obligation to drill an offset well or wells required under this Paragraph.

,. DRY HOLE'JCESSA TION OF PRODUCTION DURING PRIMARY TERM: If; during the primary term hereof and prior to discovery and production of oil or gas OIl said land,
Lessee sbou1d drill a dry bole or boles thereon, or if during the primary term hereof and after !be discovery and actual production of oil or gas from the leased premises such pmduction thereof

should cease trom any cause, this lease shall not tenninate if on or before !be expiration of sixty (60) days Dom date of c:on.,letion of said dry bole or cessation of production Lessee CODIIIICIICCS
additional drilling or reworking operations tbercon, or pays or tenders the next annual delay rental in the same maDDCI"as provided in Ibis lease. If; during the last year of !be primary term or

within sixty (60) days prior thereto, a dry hole be col11Jleted and abandoned, or !be production of oil or gas should cease for any cause, Lessee's rights shaD remain in IiI11force and effcd without
1Urtber operations until the expiration of the primary term; and if Lessee bas DOtresumed production in paying quantities at the expiration of the primary tam, Lessee may maintain Ibis lease by

conducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the
first well or any subsequent well dnlled on the above dcscn"bcd land be cOlqlleted as a shut-in oil or gas well within !be primary term hereof; Lessee may rcsum: payment of the annual RIltal in

the same maIIDCI'as provided herein on or before the rental paying date fonowing the expiration of sixty (60) days from the date of colqlletion of such shut-in oil or gas weD and upon the failure
to make such payment, this lease shall ipso facto terminate. If at !be expiration of the primary term or any time thcrcaftcr a shut-in oil or gas well is located on the leased premises paymenlS may
be made in accordance with the shut-in provisions berco£

10. CESSATION, DRILLING, AND REWORKING: If; after the expiration of the primary tam, production of oil or gas from !be leased premises, after once obtained, should cease trom
any cause, this lease shall not tenninate if Lessee COI11IDCIICCSadditional drilling or reworking operations within sixty (60) days after such cessation,' and this lease shaD n:main in fidI force and
effeet for so long as such operations coatinue in good faith and in workmaD1i1ccmanner without intenuptions totaling more than sixty (60) days. If such drilling or reworking opemions rault in

the productioa of oil or gas, !be lease shall remain in IiI11force and effect for so long as oil or gas is produced from !be leased premises in paying quantities or payment of shut-in oil or gas well
royalties or payment ofco~tory royalties is made as provided herein or as provided by law. If the drilling or reworking operations rault in the colqlletion oCa weD as a dry hole, the lease
wil1not tenninate if the Lessee COIJIIn=DCCSadditional dri11ing or reworking operations within sixty (60) days after the c:on.,lction of the well as a dry hole, and this lease shall remain in effect so
long as Lessee continues drilling or reworking operations in good faith and in a worlanan1ikc manner without interruptions totaling more than sixty (60) days. Lessee shan give wntteD DOtice to

the Gcoeral Land Office within thirty (30) days of any cessation of production.

II, SHUT-IN ROYALTIES: For purposes of this paragraph, "well" means any well that has been assigned a wen number by the state agency havingjurisdiction over !be production of oil
and gas. If at any time after the expiration of the primary term of a lease that, until being shut in, was being mainIaiDcd in force and effect, a well capable of produciug oil or gas in paying
quantities is located on !be leased premises, but oil or gas is not being produced for lack of suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas
royalty an arnolDltequal to double the annual rental provided in the 1casc:,but not less than $1,200 a year for each weD capable of producing oil or gas in paying quantities. To be effective, each
initial shut-inoil or gas royalty must be paid on or before: (1) the expiration of the primary term, (2) 60 days after the Lessee ceases to produce oil or gas from the lcased premises, or (3) 60 days
after Lessee COIqIlctcsa drillingor reworking operation in accordance with !be lease provisions; wbichcvcr date is latest. If the shut-in oil or gas royalty is paid, the lease shaDbe c:aasidcrcd to
be a producing lease and the payment shall extcDdthe termof!be lease for a period ofone year trom!be end of the primary term, or from !be first day of !be month following!be moath in which
productionceased, and, after that, if DOsuitable production facilitiesor suitable market for the oil or gas exists, Lessee may extcDd !be lease for folD'more successive periods of ooe (I) year by
paying the same amount each year on or before !be expiration of each shut.in year.

11. COMPENSATORY ROYALTIES: If; during !be period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying qumtiDes ~.a
'ell located within one thoUsand(1,000) feet of the leased premises and COIqIIctedin the same producing reservoir, or in any case in which drainage is occurring, the right to continue to mamtam
: lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of !be year for which the royalty has been paid. The Lcsscc may maintain the

.ease for folD'more successive years by Lessee paying co~toryroyalty at the royalty rate provided in the lease of the market value of production from the well causing the dr2iaaF or which

is CDqIIctedill tile same produI;iDgrc=wir 811dwitbin 01lCIOOusand(1,000)feetof theleased premises.The~ royaltyisto bepaidmoatb1ytotheCo"",,;..w-bezinningon or
before 1hclast day of!be month following the month in which !be oil or gas is produced trom the well causing the drainage or that is c:on.,leted in the same producing rc5eM)ir and 1oc:atcdwithin
one thousand (1,000) feet of the leased premises; if the compensatory royalty paid in any 12-month period is in an amount less than !be annual shut-in oil or gas royalty, Lessee shaDpay an
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amount equal to the difference within thirty (30) days from the end of the 12-monthperiod; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the
obligation to drill offset wells as provided in N.R-C. Section 52.034; bowever, at the dctennination of the Cormnissioner, and with the Commissioner's written approval, the payment of
"!mpcnsatoryroyalties shall satisfy the obligation to drill offset wells. COlJ1lCnsatoryroyalty payments which arc not timely paid will accrue penalty and interest in accordance with Paragraph 5

ltis lease.

13. EXTENSIONS: If, at the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased premises but dnlling operations are being conducted
thereon in good faith and in a good and worlcmanlikemanner, Lessee may, on or before the expiration of the primary term, file in the General Land Office written application to the Commissioner
of the General Land Office for a thirty (30) day extension of this Jcasc, accoll1'3nied by payment ofThrcc Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640) acres or less
and Six Tbousand Dollars ($6,000.00) if this lease covers more than six hundred forty (640) acres and the Commissioner.shall, in writing, extend this lease for a thirty (30) day period fiem and
after 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 drilling operations are being
conducted make like application and payment during any thirty (30) day extended period for an additional extension of thirty (30) days and, upon receipt of such application and payment, the
Commissioner shall, in writing, again extend this lease so that same shaD remain in force for such additional thirty (30) day period and so long thereafter as oil or gas is produccd in paying
quantities; provided, however, that this lease shall not be extended for morc than a total of three hundred ninety (390) days fiem and after the expiration of the primary term unless production in
paying quantitieshas been obtained

14. USE OF WATER; SURFACE: Lessee shall have the right 10 use water produced on said land necessary for operations herelmder and solely upon the leased premises; provided,
however, Lessee shall not use potable water or water suitable for livestock or irrigationpurposes for water flood operations without the prior written consent of Lessor. Subject 10.itsobligation to
pay swface damages, Lessee shall have the right 10use so much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marlccting the
production thcrcfiem, such use to be conducted lDIderconditions of least injury 10the swface of the land. Lessee shaD pay swface damages in an amount set by the General Land Officc fee
schedule which is effective on the date when the activityrequiring the payment of swface damages occurs.

15. POLLUTION: In developing this area, Lcsscc shall use the highest degree of carc and all proper safeguards 10prevent pollution. Without limiting the foregoing, pollution of coastal
wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient 10prevent spillage, seepage or grolDldwater contamination. In the event
of poUution,Lessee shall use aUmeans at its disposal 10recapture aUescaped hydrocarlxIDsor other pollutant and shall be responsible for aDdamage to public and private properties.

(A) UPLANDS: Lcsscc sba1I build and maintain fences arolDld its slush, SIUllp, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon

colqlletion or abandonment of any well or wells, Lcsscc shaD fill and level aU slush pits and ceDars and colqlletely clean up the drilling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or galbage shall be aUowedinto State waters fiem any drilling or support vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shaDnot be limited 10containers, equipment, rubbish, plastic, glass, and any other man-made non-
biadcgradable items. A sign must be displayed in a high traffic area on aUvessels and manned platforms stating, "Discharge of any solid waste or gatbagc inlo State Waters from vessels or
platforms is strictly prohibited and may subject a State ofTcxas lease 10forfeiture." Such statement shaDbe in lettering of at \cast I" in size.

(C) RIVERS: To the extent necessary 10 prevent poDution, the provisions found in subsections (a) and (b) of this paragraph shall also apply to rivers and rivClbcds.

(0) PENALTY: Failure to comply with the requirements of this provision may result in the maximmn penalty allowed by law including forfeiture of the lease. Lcsscc shaD be liable for
the damages caused by such failure and any costs and cxpcnscs incUlTCdin cleaning areas affected by the discbargcd waste.

Iii. IDENTIFICATION MARKERS: Lessee shaD erect, at a distance not to cxcccd twenty-five (25) fect fiom each weD on the premises covered by this lease, a legible sign on which shaD
, stated the name of the operator, the Jcasc designation and the weD nmmcr. Wbere two or more weUs on the same \case or where weUs on two or more \cases arc CODDCCtcd10 the same tank

:!cry, wbcthcr by individual tIow line cooncctions direct to .the tank or tanks or by use of a multiple header system, each line between each weU and such tank or header shaD be legibly
.dcntificd at aU times, either by a finnIy attached tag or plate or an identification properly.painted on such line at a distance not 10 cxcccd three (3) feet from such tank or header connection. Said
signs, tags, plates or other identification markers shaD be maintained in a legible condition throughout the term of this lcasc.

17. ASSIGNMENTS: The Jcasc may be transferred at any time; provided, however, that the liability of the transferor 10 properly discharge its obligation under the lease, including properly
plugging abandoned wells, rczmving platforms or pipc\incs, or remediation of contamination at dri1I sites shaD pass 10 the transfcrcc upon the prior written consent of the Commissioner of the
Gcncral Land .Office. The Commissioner may require the transfcrcc to demonstrate financial responsibility and may require a bond or other security. AU transfers must rcfcrcncc the Jcasc by the
file nuuilcr and IWSt be reconlcd in the colDlty where the area is located, and the rccordcd transfer or a copy certified 10 by the County Clerk of the county wbcrc the transfer is recorded IWSt be

filed in !be Gcncral Land Office within ninety (90) days of !be cxmdion date, as provided by N.R.C. Section 52.026, acccIJqIaDicd by the filing fce prcscribcd by !be GcnaaI Land Office rules in

efl'ect on the date of receipt by the Gcncral Land Office of such transfer or certified copy thcrco£ Every transfcrcc shaD succeed 10 aU rights and be subject 10 aU obligatiqns, liabilities, and
penalties owed 10 the State by the originallcsscc or any prior transfcrcc of!be lease, including any liabilities 10 the state for unpaid royalties.

18. RELEASES: Lessee may release the rights granted bcrcunder 10 !be State at any time by recording the release in the COlmty where this area is situated and filing the recorded rclease or

certified copy of same in the General Land Oflicc within ninety (90) days after its cxcc:ution accolqlanicd by the filing fce prescribed by the General Land Oflicc rules in efl'ect on the date of
receipt by the Gcncral Land Office of such release or certified copy 1bcnIo£ Such reJcasc wiD not have the efl'ect of releasing Lcsscc from any liability therelofore acaucd in favor of the State.

19. LIEN: Inacc:onlancc witbN.R.C. Section 52.136, the State shaD have a first lien upoD aU oil and gas produced from the area covered by this lease to secure payment of aU unpaid royalty
and other sums of money that may become due under this lease. By acceptance of this lease. Lessee grants the State, in addition 10 the lien provided by N.R-C. Section 52.136 and any other

applicable statutory licn, an express contraA:tual lien ODand security interest in aU lcascd minerals in and extracted from the leased premises, au proceeds which may accrue to Lcsscc from the sale
of such lcascd minerals, wbctbcr such proceeds arc held by Lcsscc or by a third party, and aU fixtmes on and iIqnovcmcnts 10 the leased premises used in connection with the production or
processing of such lcascd minerals in onIcr 10 secure the payment of aU royalties or other amounts due or 10 become due under this lcasc and 10 secure payment of any damages or loss that Lessor
may su1fer by reason ofLcsscc's breach of any covenant or condition oflbis Jcasc, wbcthcr express or implied This lien and security interest may be foreclosed with or without court procccdings
in the IIIIUIDCI'provided in the Tide I, Cbapter 9 of the Texas Business and Commcn:c Code. Lcsscc agrees that the Coamissioner may require Lcsscc 10 cxccutc and record such inslnlmcnts as

may be reasonably ncccssary 10 acIaIowlcdge, attach or perfect this 1ica. Lcsscc hereby represents that there arc no prior or superior liens arising from and relating 10 Lcsscc's activities upon the
abovc-dcscnbed property or fiem Lcsscc's acquisition of this lease. Should the Commissioner at any time determine that this representation is not true, !ben the Commissioner may declare this
Jcasc forfeited as provided herein.

10. FORFEITURE: IfLcsscc shall fail or rctUsc 10 ma1cc the payment of any sum within thirty (30) days after it becomes due, or ifLcsscc or an authorized agent should kDowingly ma1cc any

false return or false report conccming production or driI1ing, or if Lcsscc shaD fail or relilsc to dri1I any offset weU or weUs in good faith as requiIcd by law and the rules and n:gu1ations adopted
by the Conmissioncr of the General Land Of!icc, or if Lcsscc should fail 10 file reports in the manner requiIcd by law or fail 10 COIqIly with rules and regulations promulgated by the General
Land Office, the Scbool Land Board, or the Railroad Commission, or relilsc !be proper authority access 10 the records pertaining to operations, or if Lcsscc or an authorized agent should
knowingly fail or rctUsc 10 give c:orrcct infonnation 10 the proper aUlbority, or knowingly fail or rctUsc 10 furnish the General Land Oflicc a correct log of any well, or if Lessee shaD kDowingIy

violate any of the material provisions of this lcasc, or if this lease is assigDcd and the assignment is not filed in the GcncraI Land Oflicc as requiIcd by law, the rights acquired under this Icasc shaD
be subject to forfeiture by the Commissioner, and he shaD forfeit same wbc:u sufficicutly infOlDlCd of the facts which authorize a forfeiture, and when forfeited the area sba1I again be subject 10

lease to the highest bidder, under the same regulations controlling the original sale of Icascs. However, nothing hcn:in shall be construed as waiving the automatic termination of this lease by
operation of law or by reason of any spcciallimitation arising bcrcundcr. Forfeitures may be set asidC and this Jcasc and all rights thereunder reinstated before the rights of another intcrvcnc upon

1tisfactory evidence 10 the CoDDJissioncr of the Gcncral Land Office of future colqlliancc with !be provisions of the law and of this Icasc and the rules and regulations that may be adopted
lative bcrcto.

11. RIVERBED TRACTS: In Ibc CVCIII1bislease c;ovm a rivcIbcd, Lessee is hereby specifically granled the right of eminent domain aDd eondermation as provided for in N.R.C. Sections
52.092-52.093, as a part of the consideration moving 10 Lessor for the covenants herein made by Lcsscc.
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11. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the

Gener.tl Land Office governing drilling and producing oper.ttions on Pennanent Free School Land specifically including any rules promulgated that relate to plans of op=tions, payment of

-valties, and auditing procedures, and shall be subject to all other valid statutes, rules, regulaiions. orders and ordinances that may affect oper.ttions under the provisions of this lease. Without
'!ing the gener.tlity 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 Gener.tl Land
..:e's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administr.ttive Code, Chapter 4, and Texas Natural Resources Code Sections 52.135

and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other

purpose incident to the oper.ttion ofa port, then Lessee shall not be eotitled 10 enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but
Lessee shall be entitled 10 develop such land for oil and gas by directional drilling; provided, however, that no sw:face drilling location may be nearer than 660 feet and special pennission from

the Commissioner of the Gener.tl Land Office is necessary 10 make any surface location nearer than 2,160 feet measured at right angles from the nearest bullchead line or from the nearest dredged

bottom edge of any channel, slip, or turning basin which has been authorized by the United States as a feder.tl project for future construction, whichever is nearer.

13. REMOVAL OF EQUIPMENT: Upon the terminationof this lease for any cause, Lessee shall not, in anyeveol, be permitted 10remove the casing or any part of the equipment ftom any
producing, dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written
consent of said Commissioner or his authorized representative remove from the leased premises the casing or any other equipment, material, machinery, appliances or property owned by Lessee
and used by Lessee in the development and production of oil or gas therefrom until all dry or abandoned wells have been plugged and until all slush or refuse pits have been properly filled and all
broken or discarded lumber, machinery, or debris shall have been removed fromthe premises 10the satisfaction of the said Commissiooer or his authorized representative.

14. FORCE MAJEURE: Should Lessee be prevented fromcotq)lying with any express or ~Iied covenant of this lease, from conducting dnlling operations thereon, or from producing oil
and/or gas therefrom, after effort made in good faith, by reason of war, rebellion, riots, strikes, fires, acts of God or any order, rule or regulation of governmental authority, then while so
prevented, Lessee's obligation 10comply with such covenant shall be suspended upon Pt:Operand .satisfac!i>ryproof presented 10 the Commissioner of the General Land Office in support of
Lessee's contention and Lessee shall not be liable for damages for failure.1Ocomply there\vith (except in the event ciflease QperatiollSsuspended as provided in the rules and regulatiollS adopted
by the School Land Board); and this lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling. reworking operations or producing oil and/or gas from the
leased premises; provided, however, that nothing ~in s/ljlll.be col!Struedto suspend the paymentof rentals during the primary or extended term. nor to abridge Lessee's right to a suspension
under any applicable statute of this State. ,", .'

15. LEASE SECURITY: Lessee shall take the highest degree of care and all proper safeguards to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced
from said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or oth... appropriate protective devices on or at aU access points at the \ease's
production, gathering and stonge systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydroc:aIbons resulting from theft and shall pay the State of Texas
royalties thereon as provided hereinon all oil, gas or other hydrocarbons lost by reasol! of-theft.

16. REDVcnON OF PAYMENTS: If; during the primary term, a portion of the land covered by this lease is included within the boundaries of a pooled unit that has beeo approved by the:
School Land Board in accordance with Natural Resources Code Sections 52.151-52.153, or if; at any time after the expiration of the:primary term or the extended term, this lease covers a lesser
nlDllberof acres than the total amount descnDed herein, payments that are made on a per acre basis hereunder shall be reduced acconfing to the nmnber of acres pooled, released, sunendered, or
otherwise severed, so that payments detennined on a per acre basis under the terms of this lease duringthe primary term shall be calculated based upon the nmmer of acres outside the boundaries
of a pooled unit, or, if after the expiration of the:primary term, the nmnber of acres actually retailied a'-lit-coveredby this lease.

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

..
~.8. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permaneot School Fund Land is encountered during the activities authorized by this lease.

_ will immediately cease activities and WIllimmediately notify the General Land Office (ATTN. Archaeologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)
.1the Texas Historica1Commission (p.O. Box 12276, Austin, TX 78711) so that adequate measures may be undcr1aken to proII:d or recover such discoveries orJindings, as appropriate.

Lessee is expressly placed on notice of the National Historical Preservation Act of 1966 (pB-89-66, 80 Statute 915; 16 U.S.C.A. 470) and the Antiquities Code of Texas, Chapter 191, Tex. NaL
Code Ann. (Vernon 1993 & Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessee shall notify the Texas Historical Commission before brealdng ground at a
project location. An an:haeological survey might be requiJed by the:commissionbefore construction of the project can commeoce. Further, in the event that any site, object, location, artifact or
other feature of an:haeological, scientific, M riomoJ,cultural or historic interest is encountered during the activities authorize by this lease. lessee will immediatelynotify lessor and the:Texas
Historical Commission so that adequate measures may be underta1cento protect or recover such discoveries or findings, as appropriate.

19. VENUE: Lessor and lessee, including lessee's successors and assigns, hereby agree that veoue for any dispute arising out of a provision of this lease, whether express or iIqIlied,
regarding interpretation of this 1ease,or relating in any way to this lease or to applicable case law, statutes, or administrative rules, shall be in a court of co~ntjurisdiction located in Travis
County, Slate of Texas. ' . . . ... - M."".' , "<.. "_ ~ " ..:...

:" :. : t~

30. LEASE FILING: PlD'Suantto Chapter 9 of the Tex. Bus. & Com. Code, this lease must be filed of record in the office of ~ CO~I)'.Clerkin~ lX!untyin whichall or any part of the

leased premises is located, and certified copit=i tbereofmust be filed in the General Land Office. The prescnDed filing ~Ceshall ~ tI!e ~ copie$-S~t .~:thebenera1 Land Office.. <
... .

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

BNP OIL & GAS PROPERTIES, LTD. ____..
BYPAGENERGYCOMPANY,LLC, ITS GENERALPARTNER

'@ BY:
TITLE:

DATE:

MANAGER

AUGUST 30, 2001

IN TESTIMONY WHEREOF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office.

~~~-
COMMISSIONER OF THE GENERAL LAND OFFICE
OF THE STATE OF TEXAS

S-J1~J
APPROVED

Contents

1StLegal
DC .

Exec ~
STATE OF

TEXAS

NUECES
(CORPORATION ACKNOWLEDGMENT)

COUNTY OF

...lOwa to me to be the person whose name is subscnDed to the foregoing instrument, as

by Pagenergy Company, LLC, its General Partner

Paul P. Black

Manager of BNP Oil & Gas Properties, Ltd.,
BEFORE ME, the undersigned authority, on this clay peISOnally appeared

and acknowledged to me that be executed the same

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

Given ~ my band and seal of office this the ~ ~ clay of

Notary Public in and for

STATE OF (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF

Before me, the undersigned authority, on this clay peISOnally appeared.

kDown to me to be the pcISOOSwhose names arc subscribed to the foregoing instrument, and acknowledged to me that they executed the

same for the pmposcs and considcmioD therein expressed.

GivCD under my band and seal of office this the clayof ,19

Notary Public in and for

BAY/GULF
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