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OIL AND GAS LEASE
NO. M-102103

WHEREAS, pursuuant to the Texas Naomal Resources Code Chapters 32, 33, $1, and Chapier 52, Subchapters A-D and H, (said Code being hereinafier referred to 2s N.R.C.), and subject 1o all
rules and regulatons promulgzled by the Commissioner of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable stanes aed 2mendments to said
N.R.C., the following area, to-wit:

ALL OF TRACT 1000-5, 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 OFFICLAL MAP OF THE GULF OF MEXICO NOW ON FILE [N THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, afier being duly adveriised, ofiesed for lease ou (he 10® day of Suly, 2001, at 10:00 o'clock a.m , by the Cormmmissioner of the Gencral Land Office of the State of Texas and the Schoal Land
Board of the State of Texas, for the solc and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up w0 said iime have been duly considered by the Comrmissioner of the General Land Office and the School Land Board at a

regulic meeting (hereof m the General Land Office, on the 10™ day of July, 2001, hereinafier the "efTective date™ and it was found and detcrmined (hat BNP OIL & GAS PROPERTIES,

TD. whose address is 500 N. Water Street, Suite 1000, Corpus Chrisd, Texas 78471 bad officred the highest and best bid for 2 Icase of the area above described and is, therefore, entitled w0
cive a lease (hereon:

NOW, THEREFORE, J, David Dewhurst, Commmissioner of the General Land Office of the State of Texas, hereinafler sometimes referved 0 as "Lessor,” whose address is Ausan, Texas, by
viriie of (e authority vesied T me aud n consideration of the payment by the hercinafter dessgnated Lessee, the sum of One Hundred Seventy-Two Thousand Fowr Hundred Four And
00/100 Dollars ($172,404.00), receipt of which is bereby acknowledged and of the royzities, covenamts, stipulati apd couditons contained and hereby agrocd 10 be paid, obscrved aod
perfomed by Lesses, do hercby desmise, grany, lease and let umio the above mentioned bidder the exclusive right to prospect for, produce 2nd take od and/or gas from ihe aforeszid area upon tbe
folowing terros and conditions, 16-wic

{, RESERVATION: There is hereby excepted and reserved 10 Lessor the full uice of the property covered hareby 2nd all rights with respect to the surface and subsurface (herea( for any and
all purpases except those granted and © the cxtent berein granted to Lessec, together with the rights of ingress aod egress and usc of s2id lands by Lessor and its mineral lessees, for purposes of
exploring for and producing the mincrals which are not covercd, or which may not be covered in the firure, under the terms of (his lcase, but which may be located within the surface boundanies
af (he leased area. All of the rights i and (o the leased premises retaired by Lessor and all of the ngbts in and 16 the Jeased pretmses granted 0 Lessee herewn shall be exercised in such 2 manner
that aeither shail unduly interfere with ihe operations of the other.

2. TERM: Subject 1o the other provisions hereof, (his leasc shall be for 1 term of five () years from the cflective date bereof (berein called “primary term”) and as Jong thercafter as ol or
gas is produced In paying quantides from said arca

3. DELAY RENTALS: I{10 well be commenced on the land hereby leased op or before the anniversary date of this lease, this leasc shall terminale as to both parties unless the Lessee on of
before said date shall pay or tender o the Cormmuissioner of the General Land Office of thic State of Texas 8t Austin, Texas, the sum of Tes Dollars ($10.00), per acee, which shall operale as
rencal and cover the privilege of deferring Lhe comoencement of a well for iwelve (12) months from said dziz. in bke manmer and wpon like payments or lenders the commencement of 2 well oy
be further deferred for like periods of the samc number of months successively during the primary (erm hereof

4. PRODUCTION ROYAJLTIES: Subject 10 the provisions for royalty reductions sct out in subparagraph (E) of this paragraph 4, upon production of o1l and/or gas, the Lessec agrees ta pay
or cause 10 be paid 1o the Commussioner of the General Land Office in Ausiin, Texas, for he use and benefit of (he Statz of Texas, dunng the lerm bereof:

(A) OIL: As a royzlty oo oil, which is defined as including all hydrocarbons produced in 2 liquid form at the mouth of the well and also all condensate, distillote, and otber liquid
hydrocarbons recovered from oil or gas run through a scparalor or oter equipment, as hereinafier provided, 1/4 part of the gross production or the market value (hereof, at the option of the
Lessor, such value w be determined by 1) (e highest posted price, plus promuum, 1f any, oficred or paid (er oit, condeasate, distllate, or other liquid bydrocarboas, respectively, of a like type and
gravily 1 Lhe general area where produced and wiren fun, or 2) the highest market price thereof offered or paid in the gemeral area where produced and when rug, or 3) the gross procesds of the
sale thereof, whichever is the greater. [essee agrees Lhat before any gas produced from the land hereby leased is sold, used o processed in a plant, it will be num free of cost 1o Lessor (brough an
adequate oil and gas separator of coaventiomal type or other equipment at least as efficient 19 the end that all liquid hydrocarbons recoverable from (e gas by such means will be recovered. Upon
wriitea conscnt of Lessor, the requiremeat that such gas be run through such a scparator or other cquipment may be waived upon such terms and conditions as prescribed by Lessor.

(B) NON-PROCESSED GAS: As a royalty on any gas (including flared gas), which is defincd as ail hydrocarbons and gaseous substances not defined s oil in subpamgraph (A) above,
produced from sny well on sad Jand (cxecpl as provided herein with respect to gas processed tn a plant for (he extraction of gasoline, Liquid hydrocarbons or olher products) {/4 part of the gross
sroducton or the rrarket value thereof, at (the opiion of the Lessor, such value to be based on the highest market price paid or officred for gas of comparable quality in the geperal area where
"oduced and when run, or the gross price paid or offered to the producer, whichever is greater provided that the maxirmum pressure base in measuring the gas under this lease contract shail not at
y time excocd 14.65 pounds per square inch absolute, and (he standard base temperanire shall be sixty (60) degroes Falirenhicit, correction 1o be made for pressurc according to Boyle's Law,
and for specific gravity according Lo test made by the Balance Method or by the most approved method of tesimg being used by the mdustry at (he Wme of lesting.



(C) PROCESSED GAS: As u royalty on apy gas processed in a gasoline plant or other plant for the recovery of gascline or other liquid hydrocarbons, 1/4 part of the residue gas and the
tiquid hydrocarbions extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100%) of the 1otal plant production of
sidue gas atuibutable to gas produced from this lease, and on fifty percent (50%) or that percent accruing to lessee, whichever is the greater, of the total plani production of liquid
{rocarbons, amrbutable to the gas produced from this lease; provided that if iquid hydrocarbons are recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or
-uiliate) owns an interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing W a third party processing gas through such plane
under a processing agreement negotiated at amms' length (or if there i no such third party, the highest percent then being specified in processing agreements or contracts i the industry), whichever
is the greater. The respective royalties on residue gas and on liquid hydrocarbons shail be determined by ) the highest market price paid or offered for any gas (or Uquid bydrocarbons) of
comparable quality m the general area or 2) the gross price paid or offcred for such residue gas {or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever 1s the greawr. Inno event, however, shall the royaltics payabie under this paragraph be less than the royalties which would have been due had the gas not been processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (¢xcepting liquid hydrocarbous) whether said gas be
"caswnghead,” Vdry™ or any other gas, by fractionaning, buming or any other processing, 14 pant of gross production of such products, of the market vajue therecf, at Lhe option of Lessor, such
market value 1o be determined as follows:

(1) On the basis of the highest market price of each product, during the same manth in which such product 1s 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.

(F) YVARIABLE ROYALTY: (i) Subject w the other provisions of this lease, i is hercby provided (hat in the event production in paying quantitics is established pursuant Lo the erms 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, (he royalty rate provided herein shall be reduced o
20%, and shall apply 10 each subsequent well drilled and produced on the land covered by (his lease. Provided that, if during such cweary-four (24) month term during which Lessee may eam 2
reduced royalty rate of 20% as herein previded, 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 cam 2 reduced royalty rate by giving nofice to the Coumissioner of the General Land Office, commmencing drilling operaians on an additional well prior o the
expiration of such six (6) month penod and prosecuting diligently and in good faith the drilling of such additional well and conpleting sage so that production in paymg quanaties is established
and so that such production is brought on line and sales thereof are commenced prior 1o the expiraton of such six (6) month extension period

(ii) In the event production in paying quaanties is established pursuant 1o the terms of this lease and such production is brought on line and sales thereof are cormmenced after the expiration
of twerty-four (24) months from the effective date hereof but prior to the expiration of forty-eight (48) months from the effective date bereof, Lhe royaity rate provided herein shall be reduced o
22.5% and shall apply to cach subsequent well drilled and produced on ihe land covered by this lease. Provided that, if during such twenty-four (24) month term during which Lessee my carn a
reduced royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hale on the 1and covered by this lease, Lessee may receive 2 six (6) month
exiension of the term m which to cam a reduced royalty rate by giving notice (o the Conmrussicner of the General Land Office, commencing drilling operations on an additional well prior o the
cxpiration of such six (6) month period and prosecuting diligently and m good faith the drilling of such additional well and completng same 56 thal production in paying quantities is established
and so that such production is brought on linc and sales thercaf are commnenced prior to the cxpirztion of such six (§) month cxicnsion penod.

(F) NO DEDUCTIONS: Lessee agrees that all royaites accrung o Lessor under this lease shall be without deduction for be cost of producing, ransporhng, and otherwise making the
ou, gas and other products produced hercunder ready for sale or use.

(G) ROYALTY IN KIRD: Notwithstanding anything contained herein to the contrary, Lessor may, al its option, upon not less than 60 days notice o Lessee, require at any fime or from
time to time thal payment of 2l or apy royalties accruing to Lessor under this lease be made in kind withont deduction for the cost of producing, gathering. stonng, scparating, Teadng,
dchydrating, compressing, processing, transporting and olherwise making the oil, gas and other products produced hereunder ready for sale or use. Lessor’s fight Io take its royzlty m kind shail

*t dimninish or negate Lessor's rights or Lessee's obligadons, whether express or immlied, under this lease

(H) PLANT FUEL AND RECYCLED GAS: No.royalty shall be payable on any gas as nmy represent this lease’s propordonate share of any fisel used (o process gas produced hercunder
in any processing plant. Natwithsianding anything contained hereia o the contrary, and subject to (he consent in writing of the Comumissioner of the General Land Office, Lessce may recycle gas
for gas lift purposes on Ui leased premises after the liquid hydrocarbons contined in the gas have been removed, and no royalties sball be payable on the gas so recycled intil such fme as the
same may tereafter be preduced and sold of used by Lessec in such manner as o enate Lessor 10 a royalty thereon umder the royzlty provisions< of dns lease.

{1) MINIMUM ROYALTY: During any year after the expiradon of (b primary term of this lease, if (his lease is roantamed by production, the royaltics paid 10 Lessor in 7o cvent shal
be less than an amoun( equal to (he otal annual delay rental herein provided; otherwisc, there shafl be due and payable on or before the last day of the month suceceding the anniversary date af
this lease 2 sum oquat 10 the to1al angual rental less the amount of royaltics paid during the preceding year.

() MARGINAL PRODUCTION ROYALTY: Upon Lessac’s written application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the ymsrmmm
royalfy sct out in subparagraph 4 (T) 10 extend e economic lifc of this lcase and encourage recovery of 03l of gas thal mught otherwisc remain unrecovered Any such royalty reduction must
conform ta the requirements of 2ay School Land Board administrative rules on this subject. Royalty nmy not be reduced below the applicable statuiory mnimurm

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

Payment of royalty on production of oil and gas shall be as provided in the nies sct forth in the Texas Register. Rules currently provide that royalty on ol is due and must be received in the
General Land Office on or before the Sth day of the sccond month suceending the month of production, xnd royalty on gas is duc and must be received in the Generat Land O@Gice on or before the
15th day of the second month suceecding the month of production, acconpanied by the affidavil of the awner, manager or olher authorized agent, corpleted jn the form and menner presarived by
the General Lapd Officc and showing the gross amount and dispasition of all oil and gas prodused and [he market value of the oil and gas, logcther with 2 copy of all documents, cecords or
reports confirming the gross producaon, dispasition and market value includimg gas meter readings, pipeline receipts, gas line receipts and oder checks or mernoranda of amount produced and put
intw pipelines, lanks, or pools and gas lines or gas storage, and any other reports or records which (b Gereral Land Office rmy require 0 venfy (he gross production, dispositon and market
value. In all cases the authofity of a rmnagcr or 3gent to act for the Lessce herein must be filed in e General Land Office.  Each royalty payment shall be accompanied by a check stub,
schedul y or other temttance advice showing by the assigricd General Land Office leasc number the amount of royalty being paid on cach lease. If Lessee pays his royalty on or before
thirty (30) days afier the voyalty payment was due, then Lessec owes a pepalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall
accruz 2 penalty of 10% of the royalty due or $25.00 whichever is greater. [n addition o a pemaliy, royaltes shall sscrue mtesest a€ z rate of 12% per year; such intorest will begin accruing when
the royalty is sixty (60) days overdue. Aflidavits and supportng documments which are ot filed when due shall ipcur a penalty in an amount set by the General Land Officc adminisgative rule
which is effective on the date when the aflidavits or supporting docummicnts were duc. The Lessee shall bear all responsibility for paying or causing royzlties to be paid as prescribed by the due
date provided herein. Payment of the delinquency penalty shall in 0o way operate 1o prohibit the State's right of forfeiture as provided by law gor act 16 postpone the date on which royalties were
originally due. The above penalty provisions shall not apply m cases of hitle dispute as 1o the Siate's portion of (be royalty or o gt portion of the royalty in dispule as 10 (ir market value.

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lessee shall ananally furnish ¢ Commmissioner of the General Land Office wath its best possible estinmate of oil and pas
reservet underying this lease or allocable o this Icasc a0d shall furnish said C ioter with copies of all contracts under which gas is sold or processed and all subsequent agreements and
amendments to such contracts withiu thirty (30) days after entering into or making such contracts, agreements of amendments. Such contracls and agreemeats when received by the General Land
Office shall be beld in confidence by (he General Land Ofice unicss otherwise authorized by Lessee. All other convacts and records peraming (o the production, gransportadon, sale and
markedng of the o1 and gas produced on said premmses, including the books and accounts, receipts and discharges of all wells, anks, pools, meters, and pipelines shall at alt times be subject fo
inspection and cxzrmnaton by the Commissioner of the Genceral Land Office, the Atiorney General. the Goveror, or the reproseotative of any of them

(8) DRILLING RECORDS: Written notice of all aperations on this dease shall be subminted 1o Uie Commmissioner of the General Land Office by Lessee or operztor five (5) days before
spud date, workover, re-entry, (¢ermporary abandonment or plog and sbandonment of any well or wells. Such written nobice to the General Land Office stall include copies of Railroad
Cowmmiission forms for application to drill. Copies of well (ests, completan reports and plugging reponts shall be supplied to the General Land Office at the time they are filed with the Texas
Railroad Corrmission. Lessee chail supply the General Land Office with any records, memoranda, accounls, reports, cuttings and cores, or other informaton relative lo the operation of (he
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above-described premises. which may be requested by the Genera! Land Office, in addition 1o those herein expressly provided for. Lessee shall have an electneal and/or adicactivity survey
made on the bore-hole section, from the base of the surface casing 1o the total depth of well, of ali wells drilled on the above descnibed premuses and shall transmit a oue copy of the log of each
vey on each well to the General Land Office witlun fifteen (15) days after the naking of said survey.

(C) PENALTIES: Lessee shall incur a peralty whenever reports, documents or other materials are not filed in the General Land Office when due. The penalty {or late filing shall e set
by the General Land Office administrative rule which 1s effective on the date when the materials were due in the General Land Office.

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

(A) VERTICAL: In the event this lease is i force and cffect two (2) years after the cxpiration date of the primary or extended temm it shall thea terminate as 1o all of the leased premises,
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres surrounding each gas well capable of producing in paying quantities (including a shut-in
oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous dniling or reworking operations, or (2) the nunber of acres included in 2 producing
pooled vnit pursuant to Natural Resources Code Sections $2.151-52.153, or (3) such greater or lesser number of acres as may then be allocated for production purposes (0 2 proration unit for
each such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor ageney, or other governmental authority having jurisdiction. Within 90 days of a
partial lermination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the partial Lermination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across Uhe terminzted portion of the leased premises as may be reasonably necessary for the continved operation
of the portions of the lease remaining in force and efiect. 1f Lessee fails o apply for a surface lease within the 90 day period specified above, Lessee may apply for a surface lease fror the Land
Oflice, but the Land Ceramissioner has (he discretion to grant or deny such application and 1o set the fee for such surface lease.

(B) HORIZONTAL' Iu (be cvent this lease is in force and effect two (2) years afer the expiration date of the primary or extended term ik shall further terminate s to all depths below 100
feet below the total depth drilled (hereinafter "decper depths™) in each well Jocated on acreage retaintd in Paragraph 7 (A) above, upless on or before two (2) years after (he promary of extended
lerm Lessee pays 2n amount equal o one-half (1/2) of the boaus originally paid as consideration for this lease (as specified on page 1 hereof). If such amount is pard, this lease shall be in force
and cffect as ta such deeper depths, and said termination shall be delayed for an additional period of two (2) years and $0 long thereafter as oil or gas 18 produced in paying quanabes from such
deeper depths eovered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage retzined hereunder as (o each well shali, as nearly as practical, be o [he form of 4 square with the well located in (he center
thereof, or such other shape as may be approved by the School Land Board. Within thirty (30) days afier partial terminanion of this lease as provided berein, Lessce shall execute and record a
release or releases contzining a sadsfactory legal description of the acreage and/or deplhs not retained hereunder. The recorded release, or a certified copy of same, shali be filed in the General
Laod Office, accompanied by the filing fee prescribed by the General Land Office rules in effect on the dale the release is filed. I Lessee (ails or refuses 1o execute and record such release or
releases within ninety (30) days after being requested (0 do so by the General Land Office, then the Commassioner at his sole discredon may designale by written instrument the acreage aod/or
depths o be released bereunder and record such instrument at Lessee's expense in the county or counties where the lease is located and in the official records of the Genera) Land Office 2nd such
designation shall be binding upop Lessee for all purposes. If at any hime after the effective date of the partial termination provisioos bercof, (5¢ applicable field rules are changed or the well or
wells located thereon are reclassified so that less acreage is thereafier allocated w0 said well or wells for production purposes, ihis lease shall thereupon lerminate as (o all acreage not thereafier
aliocated 10 said well or wells for preduction purposcs.

8. DFFSET WELLS: If oil and/or gas should be produced in commereial quantities from a well Jocated on laod privately owned or on Stalz land leased at a lesser royalty, witch well is
within one thousand (1,000) feet of the area included herein, or which well is draining (he area covered by this lease, the Lessce shall, within sixty (60) days afier such initial production from the

vining well or the well located within one thousand (1,000) feet from the area cavered by this lease begin in good fajth and prosccute diligendy the dsilling of an offsct wel on the area covered

this lease, and such offset well shall be drilled 1o such depth as may be necessary to prevent the undue daainage of the area covered by this leasc, and the Lessee, manager ov driller shall use all
wieans pecessary in 4 good faith effort to make such offset well produce oil and/or gas in commercial quanatvs. Only upon ihe determmvation of the Conwmssioner and with his writieu approval,
nmy (he payrment of a cormpensatory royalty sansfy (he obligatian 1o drill an ofsct well ar wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior o discavery and production of oil or g2s on said land,
Lessee showuld drill a dry bole or boles (hereon, or if during (he prinxary (erm hereo! and afler the discovery 2nd acaml production of oil or gas from the eased premises such production thereof
should cozse from any cause, (his kease shzll not lermigate if 0n or before the cxpiration of sixty (60) days Gom date of completion of said dry hole or cessasion of producbon Lessee coouncnees
additiosal drilling or reworking operations thercon, or pays or (enders the next amual delay rental i the same mammer 35 provided in this lease. [E during the last year of the primary term or
within sixty (60) days prior thereto, a dry bok be completed and abandoned, or the production of otk or gas should ccase for any cause, Lessec’s nights shall remain i full force and cffect without
firther aperadons unal the expiration of the primary termp; and if Lessee bas not resumed production in paying quaatibes 2t the expiration of the pnmary teto, Lessce may maintaim this lease by
conducting additional drilling or reworking operations pursuant o Paragraph 10, using the expiration of the prumary term as thc datc of ccssation of producton under Paragraph 10. Should the
firs¢ well or any subsequent well drilled on the above described land be completed as 2 shut-in oi or gas well within the primary term hereof, Lessec may rosumnc paywent of the ammua) reatal in
the same manner at provided berein 0o or before the rental payiag date following the cxpuration of sixty (60) days from the date of completion of such shut-in oil or gas well and upon the failure
lo moake such payment, this lease shalf ipso facto termmnate. Lf at the expiration of the primmry (crm or any tme thercafter 2 shut-in 0@t or gas well is located on the fcascd prergises payments may
be made in accordance wath Uy sbut-in provisians hercaf

10. CESSATION, DRILLING, AND REWORKING: If, afler tbe expiration of (he primary term, production of oil or gas from the keased prerises, after once obtained, sbould cease from
any cause, this leasc shall not termibate if Lessce commmences additional drilling or reworking operations within sixty (60) days after such cessation, and this Jease shall remain in 6l force and
cffect for 50 loug as such operanons confifiue in good {aith and in worlamanlike manner without nteruptions totaling more than sixty (60) days. [f such drilling or reworking opcrabons result in
the production of ofl or gas, the lease shall remmin in full foree and effect for 50 long as oil of gas is produced from the leased premises in paying quantitics or payment of shut-in oll or gas well
royalties or payment of compensatory royalties is made as provided berein or 2s provided by law. If (b drilling or reworkiitg operatons result in the completion of 2 well as 2 dry bole, the Jeasc
will not lerminate if the Lessee commences additional drilling or reworking operations within sixty (60) days afler the completion of Ihc well as a dry hole, and ¢his leasc shall remain in cffect so
long as Lessee continucs drilling or reworking operations i good (zith and in a workmanlike mammner without interrupGons totaling more thao sixty (60) days Lessee shall give wrilten potice o
the General Land Office within thirty (30) days of amy cessation of production.

31. SRUT-IN ROYALTRES: For purposes of this paragraph, “well" means any well that has been assigned z well mumber by (he state agency having jurisdiction over the production of oil
and gas. If a¢ any wmne afier the expiration of the primary term of 2 lease that untl being shut in, was being maintained i force and cfiect, a well capable of producing oil or gas il paying
Quandities is Jocated on the leased premmises, but o or gas is nat being produced for kack of suitable production facilities or lack of ¢ surtable arketl, then Lessee may pay #s a shut-i ol or gas
coyalty an amount equal (o double the annual rental provided in the lease, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantiics. To be effective, cach
initial shut-in oil or gas royalty rmst be paid on or before: (1) the expirabon of the primaty @mm. (2) 60 days after the Lessee ccases to produce oil or gas from Lhe leased premises, or (3) 60 days
after Lessee completes a drillmg or reworking aperation in sccordance with the Icase provisions; whichever date 15 latest. If the shut-in oil or gas royalty is paid, the lease shall be considered ©
be 2 producing lcase and the payment shall extend the term of the lease for a periad of one year from the cnd of the prismry term, or from the frst day of the month following the mogth in which
production ceascd, and, afer that, if no suitable production facilies or swiable market for the o1l or gas cxists, Lessee tmy cxiend the dease for four more successive periods of one (1) year by
paying tht same amount each year o or before the expiration of each shut-in year.

12. OOMPENSATOR}’ ROYALTIES: If, during the peniod the lcase is kept in effect by payment of te shut-in oil or gas royalty, oil or gas is old and delivered in paying quzutities from 3
el localed within anc thousand (1,000) fect of the leased premises and completed in the same producing reservoir, or fn any case fn which drainage is occurring, the right (6 continue to mraintain

: kease by paying the shut-in o1f or gas royalty shall cease, but the lease shall remain cffective for the remainder of the year for which the royalty has been paid. The Lessec may maintain the
rease for lour more suceessive years by Lessee paying compensalory royalty at the royalty rate provided in the lease of the market value of production from the well causing the dramage or which
is completed in he same producing reservoir and within one (housand (1,000) feet of the leased premises. The compensalory royalty is t6 be paid monthly to the Commissioper begimming on o
before die last day of the month following the month in which the oil or gas is produced from the well causing the draimage or that is completed in the same producing reservoir and focated within
one Whoussnd (1,000) feet of the leased premises: if the compensatory royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessez shail pay an
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amount equal to tie difference within thirty (30) days from the end of the 12-month penod; and none of these provisions will relieve Lessee of the obligation of reasonable developmnent mor the

obligation to dnill offset wells as provided in N.R.C. Section $§2.034; however, at e determination of the Commissioner, and with the Commussioner’s written approval, the payment of

ammpensalary royalties shall satisfy the obligation to drill offset wells, Compensatory royatty payments which are not imely paid will acerue penalty and mterest m accordance with Paragraph §
his lease.

13. EXTENSIONS: If, at the expiration of (he primary tertm of this Jeasc, production of oil or gas has not been obtained on the leased premises but drilling operations are being conducted
thereon in good faith and in a good and workmanlike manner, Lessee may, on or hefore the expiration of the primary term, file in the General Land Office written application to the Commissioner
of the General Land Office for a thirty (30) day extension of this lease, accomrpanied by payment of Three Thousand Dollars ($3,000.00) if this lease covers six bundred foity (640) acres or less
and Six Thousand Dollars (86,000.00} if this lease covers more than six bundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30) day period from and
afler the expiration of the primary term and so long thereafier as otl or gas is produced in paying quantities; provided furthier, that Lessee may, so long as such dniling 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
Comnissioner shall, in writing, agzin extend this lease so that same shall remain in farce for such additional thirty (30) day period snd so long thereafier as o1l or gas is produced in paying
quangitics; provided, however, that this lease shall not be extended for more than a total of three hundred nincty (390) days from and after the expiration of the primary (crm unless production in
paying quantities has been obtained.

14. USE OF WATER; SURRACE: Lessee shali bave the right to usc water produced on said land ncecssary for operations herewmder and solely upon the leased premises; provided,
however, Lessee shall not use potable water or water suitable for livestock or imigation purposes far water fload operaGogs without the prior wrinea consent of Lessor. Subject to its obligation o
pay surface damages, Lessee shall have the aght o use so much of the surface of the land that may be reasonably nceessary for drilling and operating wells and transporting and marketing the
production therefrom, such use o be conducted under conditons of least injury to the surface of the land. Lessee shall pay swface damages w1 an amount set by the General Land Office fee
schedule which is effective on the date when the activity requining the payment of surface damages occurs.

15. POLLUTION: In developing this area, Lessec shall use the highest degree of care and all proper safeguards (o prevent pollution. Without limiting the foregoing, polluton of coastal
wetlands, nabural waterways, nivers and impounded water shall be prevented by the use of contamment facilitics sufficient (o prevent spillage, seepage ot ground water contamination. In the event
of poliunon, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or ather pollutant and shall be respopsible for all damage to public and private properties.

(A) UPLANDS: Lessee shall build and maintain fenoces around its stush, sunp, and drainage pits and tank batteries so as W protect livestock against loss, damrge or injwy; 20d upon
completion or abandoument of 2ny well or wells, Lassee shall fill and leve! all slush pits and cellars and completely ¢lczn up the dnlling site of 21l rubbish thercon

(B) SUBMERGED LANDS: No dischasge of solid waste or garbage shall be allowed inlo State waters from any drilling or support vessels, production platform, erew or supply boad,
barge, jack-up nig or other equipment located on the leased area. Solid waste shall include but shall oot be limited to containers, equipment, rubbish, plastic, glass, and any other man-made non-
biodegradable items. A sign must be displayed in a high traffic arca on al} vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vesscls or
pladorns is strictly prohibited and may subject a State of Texas leasz to forfeiture.” Such statement shall be in lettering of at Jeast )7 in size.

(C) RIVERS: To (he cxient necessary 1o prevent pollution, the provisions found in subsections (a) and (b) of this paragraph shall also apply 10 rivers and riverbeds.

(D) PENALTY: Failure to comply with the requiremeants of this provision may result in the maximum penalty allowed by {aw including forfeiture of the lease.  Lessec shall be lable for
the dammpges caused by such [ilure and any ¢osts and expenses incurred i cleaning areas affacted by the discharged waste.

16. IDENTIFICATION MARKERS: Lessec shall evect, at 2 distance nol 1o exceed (weaty-five (25) fect fom cach well oa the premises covered by (s lease, 2 legible sign on which shall

* stated the name of the operator, (he leasc designation and the well number. Where two or morc wells on the same bease or where wells on two or more leases e connected (0 the same ak

Icry, whether by individaal Qow line conpectons dureet (o the tapk or auks or by use of 2 multiple header system, each linc between cach well and such tank or header shall be legibly

sdentified at alf tires, cither by a Grmly attached tag or plate or an idcnufication properly painted on such line at 2 distance not o exceed three (3) fict from such tank or header connection. Said
sigus, tags, plales or other identificadion markers shall b mamtained in a legible condition throughou( the term of this lease.

17. ASSIGNMENTS: The leasc may be trapsferred at any ame; provided, however, thal the liability of the transferor to properly discharge its obligation inder the lease, including properly
plugging abandoned wells, removing pladonms or pipelines, or remediation of coutamination at drill siles shall pass (o 1be transferee upon e prior written consent of the Commmssioner of the
General Land Office. The Comumissioner wiay require the bzasferce 1o demonstrate financial responsibility and may require a bond or other secunity. All wansfcrs must reference the lease by the
file number and must be recorded in the county where (he aren is located, and (he recorded transfer or a copy certified (0 by the County Clerk of the county where the transfer is recorded mus( be
filed in the Goueral Land Office within ninety (90) days of the cxecution date, as provided by N.R.C. Section 52.026, accompanied by the filing fee preseribed by the General Land Office ndes in
efiect an the date of receipt by the Generat Land Office of such rausfer ar ceruficd copy Wereal Every trassferee skall suceeed o all rights and be subject to all obligatigns, liabilides, and
penzlties owed 1o the Sate by the original Iessee or any pror transferee of the lease, including aoy liabilities 10 the state for uppaid royalties.

18. RELEASES: lessee may releasc the rights granled hercunder 10 the State ac any time by recording the release in the county where this area 1s sinzated and filing the recorded release or
certifed copy of same i the General Land Office within nincty (90) days afler its execution acconmpanied by the filing fee prescribed by the General Land Office rules in effect oo the date of
receipt by the General Land Office of such release or certified copy hercof Such release will oot have the efiect of relcasmg Lessee from any liability theretofore accrued in favor of the State.

19. LIEN: In accordance with N.R.C. Section §2.136, the Statc shall have a first lien upon all ou and gas prodnced from the area covered by this lease 0 sceure payment of all unpaid royalty
and other sums of money thas may become dic undcr this lease. By acceptance of Lhis fease, Lessec grants the Staic, in addition 1o the Lien provided by N.R.C. Secnon $2.136 and any other
applicable statiory lien, an express contractual licn on and security fnterest in alf leased mierals in and extracted from the leascd presises, all proceeds which may accrue 1o Lessee from (he sale
of such leased minerals, whether such procoeds are held by Lessee or by a third party, and all fixwres on and improvemients to Lhe leased premises used in connection wilh the production or
processing of such leased miberals in order 1o secure the payment of 2l royalties ar other amounts duc or 10 become due under this dease ang (o secure payment of any dammages or loss (hat Lessor
may suffer by reason of Lessec's breach of any covenant or condition of this lease, whether express or implicd. This lien and sccurity interest may be foreclosed with or without court procesdings
in the panncr provided m the Trtie 1. Chapier 9 of the Texas Busioess aod Commerce Code. Lessee zgrees that the Commissioner may require Lessee 0 execute and record such instruments as
may be reasonably necessary 10 acknowledge, atach or perfect (his fied.  Lessee hereby represents that there are no prior or superior liens aasing from and relating to Lessee's activitics upou the
abave-described praperty or (rom Lessec's acquisition of chis lcasc. Should (he Commmssioner at any time delesmine that this representation is not qrue, then the Commussioner may deelare this
lease forfeited as provided bereim

20. FORFEITURE: If Lessee shall f2il or refuse 10 make the payment of 2oy surn within thirty (30) days after it becomes due, or If Lessee or an authorized zgent should knowingly make any
false reurm or false repott concerning productiou or drilling, or 1 Lessec shall fail or refuse 1o drll any offset well of wells in good faith as required by Law and the rules and regulations adopted
by the Commissioner of the General Land Office, or if Lessoe should fail to file reports in the manaer required by Law or fail 1o comply with rules and regulations promulgzizd by the General
Land Office, the School Land Board, or the Railread Commmission, or refise the proper authority access lo the records pertaining lo operations, or if Lesscc or an authorized agent sbould
knowyngly fail or refuse io give correct information (0 the proper authority, or knowingly fail or refuse W fumish the General Land Office a correct lag of amy well, or if Lessee shall knowingly
viwolate any of the rmaterial provisions of this leasc. or if (his lease 1s assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under this fease shall
be subject 1o forfeiture by e Commissioner, and be shall forfei same when sufficiently informed of the (acts which authorize a forfeiture, and when forfeited the arca shall again be subject ©
lease ta the highest bidder, under the same regulanons contsolling (he original sale of leases.  Howcver, nothing hereimn shall be construcd as waiving the aulomatic tenuination of (his lease by
opcration of law or by reason of 2y special limitation arising bercunder. Forfestures may be sct aside and this lease aod 2ll nghts thereunder reinstated before he rights of another intervent upon

islactory cviderce to the Conmissioner of the General Land Officc of fisture compliance with (he provisions of Wi law and of Lhis feasc and (he rules and regulations that may be adopted
lative bereto,

21. RIVERBED TRACTS: In the event this lease covers & riverbed, Lessee s hereby specifically pranted the right of eminent dormain and condermstion as provided for in N.R.C. Sections
52.092-52.093, as a part of the consideration moving 10 Lessor for the covenants heretn rade by Lessee.
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22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulagons, and amendments thereto, promuigated by the Cormmissioner of the
Generl Land Office goveming drilling and producing operations on Permanent Free School Land specifically incinding any ndes promulgated that reiate 10 plans of operztions, payment of
~vaities, and auditing procedures, and shall be subject o all other valid statutes, rules, rcg,u]atlou& orders and ordinances that may affect operations under the provisions of this lease. Without
“ing the generality of the foregoing, Lessce hereby agrecs, by the acceptance of this lease, to be bound by and subject (o all statutory and regufatory provisions relating 10 the General Land
cc's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Adnunistrative 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 ot Jeased or otherwise used by a navigation district or by the United States for the purpose of navigation or other
purpose incident to the operation of a port, then Lessee shall not be entitled 1o enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but
Lessee shall be entitled to develop such land for oil and gas by directional drilling; provided, however, that 0o surface drilling location may be nearer than 660 feet and special permission from
the Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead jine or from the nearest dredged
bottom edge of any channel, stip, or turning basin which has been authorized by the United States as a federal project for future construction, whichever is nearct.

23. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shail not, in any event, be permitted o remove the czsing or amy part of the equpment from any
producing, dry, or abandoned well or wells without the wriden 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 representaave 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 siush or refuse pits have been properly filled and ali
broken ot discarded lumber, machinery, ot debris shall have been removed from the premises 1o the satisfaction of the said Commissioner or his authorized represenmtive.

24. FORCE MAJEURE: Should Lessec be prevented from complying with any express or implied covenant of this lease, from covducting drilling operations thereon, or from producing oil
andfor gas therefrom, after effort made In good faith, by rcason of war, rebellion, wots, sirkes, fires, 22ts of God or any order, rule or regulation of govemmental authority, then while so
prevented, Lessee's abligation to comply with such covenant shall be suspended upon proper and satisfactory proof presented to the Commissioner of the General Land Office in support of
Lessze's contention and Lessee shall not be liable for damages for failure to comply (herewith (except in the event of lease operations suspended as provided in the niles and regulations zdopted
by the Schoal 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 preducing ofl and/or gas from the

leased premises; provided, however, thal nothing herein shah be coastrued to suspend the payment of rentals durng the primary or extended teom, nor (o abndge Lessee's fight to a suspension
under any applicable staoute of this State. . B

1S. LEASE SECURITY: Lessce shall take the highest degree of care and all proper safeguards 1o protect said premmscs and 1o prevent (cft of oil gas, and other hydrocarbans produced
from said jease. This includes, but is not limited 10, the instaliation of all necessary equipment, seals, locks, or other appropriate protective devices on or at 2ll access points al the lease's
productian, gathering and storage systeros where thefl of bydracarbons can occur. Lessce shall be lable for the loss of any hydrocacbons resulting from theft and shall pay the Stace of Texas
royalacs thereon a3 provided berein on ail ojl, gas or other hydrocarbons lost by reason of theft

26. REDUCTION OF PAYMENTS: i, during the prirary (erm, a pornon of the land covered by this Jease s included withim the boundaries of a pooled unit that has been approved by the
School Land Board in accordance with Nanural Resources Code Sections $2.151-52.153, or if, a( any Lime after the expiration of the primmary term or the extended torm, this lease covers a lesser
nurmber of acres (han the lotal amount described herein, payments (ha( arc madc on 2 per acre basis bercunder shall be reduced acconding to the number of acres pooled, released, surrendered, or
otherwise severed, so (hat payments deterumed ob a per acre basis under the terms of this Yease during die primary term shall be calculated based upon the nurnber of acres outside the boundanes
of a pooled umit, or, if 2fter the expiracon of (ke primary term, (he number of acres actually retamed and covered by this lease.

27. SUCCESSORS AND ASSIGNS: The covenants, conditions apd agrecments covtained herein shall cxicnd 1o 2nd be binding upon the heirs, executors, adminismators, suceessors or
assigns of Lessce herein

8. ANTIQUITIES CODE: [u thc cvent that any (eature of archeological or historical intorest on Permanent Sehool Fund Land is encomicred during the activities authorized by (his Jease,
sce will immediately cease activities and will immediately votfy the General Land Office (ATTN. Archacologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)
1 the Texas Historics! Compmission (P.O. Box 12276, Auson, TX 78711) 50 that adequate measures may be underaken o protect or recover such discoveries or findings, as appropriatc.
Lessee is expressly placed on notice of the Nadonal Historical Prescrvation Act of 1966 (PB-29-66, 80 Statulc 515; 16 U.S.C.A. 470) and the Antiquitics Code of Texas, Chapter 191, Tex. Nat.
Code Am. (Veroon 1993 & Supp. 1998). On state-owned laud not dedicated o (he Permapent Sehool Fund, [esser shall natfy the Texas Historical Commission before breaking ground at a
project location. An archaeological survey rmght be required by the commmission before construction of the project can coommence. Further, in the cveat that any site, object, location, amifact or
other feature of archacological, seiennfic, educational, cultural or historic interest is encouniered during the activides authorize by dris lease, lessee will imuncdiately nadfy lessor and the Texas
Historical Commission 5o that adequale measures mmay be undettaken (o protect of recover such discoveries or findings, a8 appropriaic.

29. VENUE: Lessor and lessce, including lessee's successors aod assigns, hereby agree that veoue for any dispute urising out of a provision of this lease, whether cxpress or mmplied,

regarding iaicrpretaton of this Jease, or reladng in any way (0 this Jease or to applicable case law, slatules, or admunstmnve rules, sball bc m a court of corrp-:teuljunsdxcnou located m Travis
County, Stte of Texas. e e o en ; »

30. LEASE FILING: Pursusnt to Chapter 9 of the Tex Bus. & Com. Code, this lease amist be filed of record in the office of the County Clerk any county in which all or any part of the
leased premises is located, and certificd copies (hereof must be filed i tbe General Land Office. The prescribed filing fec shall zccotcpany the ccmﬁcd COplC-S sent o !hctcncml Land Officz.
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EXECUTION: This or and gas Jease must be signed and acknowledged by the Lessee before 1t is filed of record m the councy records and in the General Land Office of the State of
Texas

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

vy

TITLE: MANAGER
DATE: AUGUST 30, 2001

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

COMMISSTIONER OF THE GENERAL LAND OFFICE
OF THE STATE OF TEXAS

8-17-200|
APPROVED
Contentx
Legal 3
DC
Exec é
TEXAS
STATE OF (CORPORATION ACKNOWLEDGMENT)
NUECES
COUNTY OF
BEFORE ME, the undersigned authority, o this day personally appeared PaulP.Black
k0w 0 e (0 be (he person whose natne is subseribed 1 (he forcgoing instument, 15 Manager of BNP Oil & Gas Properties, Ltd

by Pagepergy Company, LLC, its General Pariner

and ackmowledged 10 me (hat hie executed the same

for the purposes and consideration thercin expressed, in b capacity stated, and as the act and decd of said corporation

Given under oy hand 2nd seal of office (his the K%& day of %'C/M .—W&

STAN FOX

LI\ Notary Putic

e f STATE OF TEXAS =
N My Comm. Exp. June 18, 2002 i

Norary Public in and for

~

STATE OF,

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

Before me, the undersigned acthority, ou (bis day personally appeared

kmown 10 mz 10 be the persons whose names are subscribed to Lhe foregoing instrument, and ackaowledged to wie Lhat they executed the
same for the purposes and consideration therein expressed.

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

Notary Pubtic in and for

BAY/GULF
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