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OIL AND GAS LEASE
NO. M-I01105

WHEREAS, plllSuantto the Texas Natural Resoun:es Code Chapters 32, 33, 51, and Chapter 52, Subcbapters A-D aod II, (said Code being beteinafte:rrefened to as N.R.C.), and subject to aU
rules and regulations promulgated by the Commissioner of the General Laud Office audlor !be School Land Boan! plllSuant thereto, and aU other applicable statutes and amendmeuts to said
N.R.C., !be following uea, to-wit

SOUTH ONE-HALF (M) OF TRACT 1007-8, GULF OF MEXICO, KENEDY COUNTY, TEXAS, CONTAINING APPROXIMATELY 310 ACRES AS SHOWN ON THE
OFFICIAL MAP OF THE GULF OF MEXICO NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, aftcrbeing dUiyadverti.sed,offered for lease on the 10" day of July, 1001, at 10:00o'c1oclca.m, by the Commissioner of the General Land Office of the State of Texas and the School Land
BoaId of!be State ofTexas, for !be sole aod only purpose of prospecting and drilling for, and producingoil and/or gas that may be found aod procJucediiom the above described area; and

WHEREAS, after aUbids and remittances which were received up to said time have been duly coasideRd by !be Commissioner of the General Laud Office and the School Laud Boan1 at a
regular meeting thereof in the General Land Office, on the 10" day of July, 1001, bcreinafter the "effective date" and it was found and determined that BNP OIL " GAS PROPERTIES,
LTD. whose address is 500 N. Water Street, Suite 1000, Corpus Christl, Tens 78471 bad offered the highest aod best bid for a lease of the area above descn"bedand is, therefore, entitled to
-eceive a lease thereon: .

ow, 11IEREFORE, I, David Dewhurst, Commissioner of the General Land oifice of the State of Texas, hereinafter sometimes rcfened to as "Lessor," whose addras is Austin, Texas, by
virtue of the authority vested in me aod in consideration of the payment by the bercinaftcr cJesjgaatedLessee, the SIDIIof Flfty-Six Tbousaod Six Hundred Slxty-Two ADd 001100 DoIIan
($56,661.00), m:eipt of which is hereby acknowledged aod of the royalties, coveuants, stipulations and conditions contained and hereby agreed to be paid, observed and performed by Lessee, do
hereby demise, grant, lease and let IDltothe above mentioned bidder the exclusive right to prospect for, produce and take oil audlor gas iiom the aforesaid area upon !be following tenm and
conditions, to-wit

I. RESERV ATlON: Tberc is bercby excepted aod reserved to Lessor the fiIIl use of the property covered bercby aod all rights with respect to the surtace and subsurface tbercoffor any and

all purposes except Ibose granted and to the extent herein granted to Lessee, together with the rights of ingress and egress and use of said lands by Lessor and its minenllesseeS, for purposes of
exploring for and producing !be minerals which are not covered, or which may not be COYa'ed in Ibe future, under the tesms of Ibis lease, but which may be Jocated wiIbin the surtace bouadaries

of the leased area. AU of the rights in aod to the leased premises retained by Lessor and an of !be rights in and to the leased premises granted to Lessee herein shaI1 be excn:ised in such a manner
that neither shaI1 unduly interfere with the operations of the other.

1. TERM: Subject to !be other provisions hereof; Ibis lease shaI1be for a Imn of five (5) yean from the effective date bercof (herein called "primary term") aod as long tberca&r as oil or

gas isproducedinpayingquantitiesfromsaidarea. -

3. DELAY RENTALS: If no wen be c:oumenced on !be land hereby leased on or before !be annivasary date of Ibis lease, Ibis lease shall laminate as to both parties uaIess the Lessee on or
before said date shall pay or teDdcrto the Conmissioner of !be General Laud Office of the State ofTcxas at Austin, Texas, Ibe SIUDof TeD DoUan ($10.00), per acre, which shall operate as
rental and cover the privilege of deferring the COlDIIIeDCCIIIentof a wen for twelve (12) DXIIIthsftom said date. In like manlier and upon like payments or teDdeIS!be C<imDlClK:cmtDtof a well may
be further deferred for like periods of the same number of DXIIIthssuccessively during the primary Imn bereot:

4. PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out insubparagraph (E) of Ibis paragraph 4, upon production of oil audlor gas, Ibe Lessee agrees to pay
or cause to be paid to !be ConDIissioner of tile General Laud Office in Austin, Texas, for the use and beucfitofthe State of Texas, during the termbereof

(A) OIL: As a royalty on oil, which is defined as including aU \1ydrocaIboDSproduced in . liquid form at the mouth of the well and also aU condensate, distillate, aod other liquid
hydrocubous rccovcrcd fiom oil or gas rIDIthrough a separator or other equipment, as bercina&r provided, 1/4 part of the gross production or the market value thcRof; at !be option of the
Lessor, such value to be determined by 1) the highest posted price, plus premilllll,if any, offered or paid for oil, condensate, distillate, or other liquid hydrocubons, respectively, of a like type and
gravity in the general area wberc produced and when nm, or 2) the highest market price thereof offered or paid in the general area wberc produced and when IUD,or 3) the gross proceeds of the
sale thereof; wbichever is the greater. Lessee agrees that before any gas produced iiom Ibe land bercby leased is solei, used or processed in a plaDt,it will be rIDIlRe of cost to Lessor through an
adequate oil and gas separator of COII't'eIItionaItype or other equipment at least as efficient to !be eod that all liquid hydrocaIbons recoverable fiom the gas by such means will be recovered. Upon
written consent ofLessor, !be requirement that such gas be rIDIthrough such a separator or other equipment may be waived upon such tesms aDdconditions as prescribed by Lessor.

(8) NON-PROCESSED GAS: As a royalty on any gas (including ftared gas), which is defined as all hydroc:ubons and gaseous substauces not defiDedas oil in subparagraph (A) above,
produced iiom any well on said land (except as provided herein with respect to gas processed in a plant for Ibe extrac:tionof gasoline, liquid hydrocubons or other products) V4 part of !be gross
production or the market value thereof; at the option of the Lessor, such value to be based on Ibe higbest market price paid or offered for gas of colqlarablc quality in Ibe gCneralarea wberc
produced aod when nm, or !begross price paid or offered to the producer, wbicbeveris greater provided that the maximDDpressure base in measuring the gas UIIdcrIbis lease contract shaUnot at
my time exceed 14.65 polDldsper square inch absolute, and the standard base teIqIerature shaI1be sixty (60) degrees Fahrcubeit, corrcctioDto be made for pressure aecon1iDgto Boyle's Law,
lnd for specific gravityaccording to test made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing.



(q PROCESSED GAS: As a royalty on any gas processed in a gasolineplant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 part of the ~idue gas and the
liquid hydrocarbons cxtracted or the market value thereof; at the option of the Lessor. All royalties due herein shall be based on one hundred percent (100010)of the total plant production of
residue gas attn'butable 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
.vdrocarbons, attn'butable to the gas produced ftom this lease; provided that if liquid hy~ns are recovered ftom gas processed in a plant in which Lessee (or its parent, subsidiary or

'iate) owns an inte~t, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50"10) or the highest percent accruing to a third party processing gas through such plant
:r a processing agreement negotiated at anns'length (or if there is no such third party, the highest percent then being specified in processing agrccmcnts or contracts in the industry), whichever

is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by I) the highest marlcet price paid or offered for any gas (or liquid hydrocarbons) of

comparable quality in the gencra1 area or 2) the gross price paid or offered for such ~idue gas (or the weighted average gross sclling price for the respective grades of liquid hydrocarbons),

whichever is the greater. In no event, however, shall the royalties payable under this paragraph be less than the ro,yalties which would have been due had the gas not been processed

(0) OTHER PRODUCI'S: As a royalty on carbon black, sulphur or any other products produced or manufactured ftom gas (excepting liquid hydrocarbons) whether said gas be
"casinghead," "dry" or any other gas, by ftactionating, burning or any other processing, lli part of gross production of such products, or the market value thereof; at the option of Lessor, such
marlcetvalue to be determined as follows: '

(I) On the basis of the highest marlcet 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) V ARlABLE ROYAL TV: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pUlSuant to the tenns of

Ibis lease and such production is brought on line and sales thereof are commcnccd within twenty-four (24) months of the effective date hereof; the royalty rate provided herein shall be reduced to

20"/., and shall apply to each subsequent weD dnlled and produced on the land covered by this lease. Provided that, if during such twenty-four (24) month term during which Lessee may earn a
reduced royalty rate of 20"10as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by Ibis lease, Lessee may n:ccive a six (6) month

extension of the term in whicb to earn a reduced royalty rate by giving notice to the Commissioner of the GcncraI Land Office, commencing dri1Iing 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 eotqJleting 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.

(ii) In the event production in paying quantities is established pursuant to 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 hereof but prior to the expiration of forty-eight (48) months ftom the effective date hereof; the royalty rate provided herein shaD be reduced to

22.5% and shaD apply to eacb subscqUCDt wen dri1Ied and produced on the land covered by this lease. Provided that, if during such twenty-four (24) month term during which Lessee may earn a
reduced royalty rate of22.5% as herein provided, Lessee should dnll in good faith and complete the first wen as a dry hole on the land covered by Ibis lease, Lessee may n:ccivc a six (6) month

extension of the tenn in which to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing dri1Iing operations on an additional wen prior to the
expiration of such six (6) month period and prosecuting diligently and in good faith the dri1Iing of such additional weD and co~leting same so that production in paying quantities is established

and so that such production is brought on line and sales thereof are C01DIIICIICCdprior to the expiration of such six (6) month extension period.

(F) NO DEDUCTIONS: Lessee agrees that all royalties accruing to Lessor under Ibis lease shaDbe without deduction for the cost of producing. transporting, and otherwise making the
oil, gas and other products produced hcreuadcr ready for sale or use.

(G) ROYAL TV IN KIND: Notwithstanding anything contained herein to the contrary, Lessor may. at its option, upon not less Ihau 60 days notice to Lessee, requireat any time or from
time to time that payment of aU or any royalties accruing to Lessor under this lease be made in kind without deduction for the cost of producing. gathering, storing. separating. treating,
dehydrating. compressing. processing, transporting and otherwise making the oil, gas and other products produced hereunder ready for sale or use. Lcssor's right to take:its royalty in kind shaD
not diminish or negate Lessor's rights or Lessee's obligations, whether express or ~lied, under this 1ease.

(II) PLANT FUEL AND RECYCLED GAS: No royalty shaD he payable on any gas as may represent Ibis lease's proportionate share of any fuel used to process gas produced hcrcuDder
~ any processing plant. Notwithstanding anything contained herein to the contrary, and subject to the consent in writing of the Commissioner of the General Land Office, Lessee may recycle gas

for gas lift purposes on the lcased premises after the liquid hydrocaJboas contained in the gas have been n:movcd, and no royalties shaD be payable on the gas so recycled uaIiI such time as the
same may thereafter be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thcn:on under the royalty provisions of this lease.

(I) MINIMUM ROYAL TV: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no event shaD
be less than an amolD1t 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 lease a sum equal to the total annual TCDIa\Jess the amount of royalties paid during the preceding year.

(J) MARGINAL PRODUCTION ROYALTY: Upon Lessee's written application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimun

royalty set out in subparagraph 4 (I) to CJUcnd the economic life of Ibis lease and encourage recovery of oil or gas that might othcswise n:main IIIII'CCOYeIed.Any such royalty reduction must
confonn to the requirements of any School Land Board administrative rules on this subject. Royalty may not be reduced below the applicable statutory minimum.

S. ROYAL TV PAYMENTS AND REPORTS: AU royalties not taken in kind shaD be paid to the Conwnissioner of the General Land 0fIk:e at Austin, Texas, in the following manner:

Payment of royalty on production of oil and gas sha1l be as provided in the rules set forth in the Texas Register. Rules currendy provide that royalty on oil is due and IIIISt be received 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 must be received in the General Land Office on or before the

15th day of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other authori2zd agent, completed in the fonn and manner prescribed by

the General Land Office and showing the gross amolD1t and disposition of aU oil and gas produced and the nmkct value of the oil and gas, together with a copy of aU documents, records or
reports confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other cbccks or memoranda of amount produced and put

into pipelines, IaDks, or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to vcriiY the gross production, disposition and marIcct
value. In aU eases the authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Eacb royalty payment shaD be accompanied by a cheek stub.
scbcduIe, SIIII'mII)' or other rcmittaDce advice showing by the assigned GcncraI Land Office 1ease number the amolD1t of royalty being paid on eacb 1ease. If Lessee pays his royalty on or before

thirty (30) days after the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or S25.00, whichever is greater. A royalty payment which is over thirty (30) days late shaD

accrue a penalty of 10"10of the royalty due or S25.00 whichever is greater. In addition to a penalty, royalties shaD accrue interest at a rate of 12% per year; such interest win begin acczuiDg when
the royalty is sixty (60) days overdue. Affidavits and supporting docmncnts wbicb an: not filed when due shaU incur a penalty in an amount set by the General Land Office administrative rule
which is effective on the date when the affidavits or supporting documents were due. The Lessee shaD bear aU responsibility for paying or causing royalties to be paid as prescribed by the due
date provided herein. Payment of the de1iDqucncy penalty shaD in no way operate to prohibit the State's right of forfeiture as provided by law nor act to postpone the date on which royalties were

originally due. The above penalty provisions shaD not apply in cases of title dispute as to the State's portion of the royalty or to that portion of the royalty in dispute as to fair maItet value.

6. (A) RESERVES, CONTRACI'S AND OTHER RECORDS: Lessee shall annually filmish the Commissioner of the General Land Office with its best possible estimate of oil and gas

reserves underlying Ibis lease or allocable to this lease and shaD furnish said Conmissioncr with copies of aU contracts under which gas is sold or processed and aU subsequeat agreements and
amendments to such contracts within thirty (30) days after entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the GeoaaI Land

Office shaD be held in confidence by the General Land Office unless otherwise authorized by Lcsscc. AU other contracts and records pcnaining to the production, traDSpOrtation, sale and

marlceting of the oil and gas produced on said premises, including the books and accolD1ts, receipts and discharges of an wells, tanks, pools, meters, and pipe1incs shaD at aU times be subject to
inspection and examination by the Commissioner of the General Land Office, the Attorney General, the Governor, or the representative of any of them.

(B) DRILLING RECORDS: Written notice of an operations on Ibis 1easeshaDbe submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before
spud date, worIcover, re-entry, temporary abandonment or plug and abandonment of any weD or wells. Such written notice to the General Land Office shan include copies of Railroad

Commission(onns(or applicationto drill. Copiesof wen tesls.cotqlletionreportsandpluggingreportsshall besupplied10IbcGcucraILi1III1O~ in !be tim: they,are filed with the Texas
Railroad Commission. Lessee shall supply the General Land Office with any records, memoranda, accounts, reports, cuttings and cores, or other information relative to the operation or the
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above-descn"bed premises, which may be requested by the General Land Office, in addition 10 those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey
made on the bore-hole section, fromthe base of the surface casing 10the Iotal depth of well, of all wells drilled on the above descn"bedpremises and shall transmit a true copyof the log of each

survey on each well 10the General Land Office within fifteen (15) days after the maIcin~of said survey.

(q PENALTIES: Lessee shall incur a penalty whenever reports, docwncnts or other materials arc not filed in the General Land Office when duc. The penalty for late filing shaDbe set
.JCGeneral Land Office administrative rule which is effective on the date when the materials were due in the GCDCraILand Office.

7. RETAINED ACREAGE: Notwithstanding any provision of this lease 10 the contrary, after a well producing or capable of producing oil or gas bas been completed on the leased premises,

Lcsscc shall exercise the diligence of a reasonably prudent operalor in drilling such additional well or wells as may be reasonably ncccssary for the proper development of the Icascd premises and
in marlccting the production thereon.

(A) VERTICAL: 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 then tenninate as 10aUof the leased premises,
EXCEPT (I) 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 inParagraph II hereof), or a weUupon which Lessee is then engaged in continuous drilling or rcworlcingoperations, or (2) the nunDer of acres includedin a producing
pooled unit pursuant 10Natural Resources Code Sections 52.151-52.153, or (3) such greater or lesser nunDer of acres as may then be allocated for production purposes 10a proration unit for
each such producing weUunder the rules and regulations of the Railroad CommissionofTcxas, or any successor agency, or other governmental authority havingjurisdiction. Within 90 days of a
partial termination 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 tcnnination,
Lcsscc shall have the right 10obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as may be reasonably ncccssary for the continued operation
of the portions of the Icasc remaining in force and effect IfLcsscc fails 10apply for a surface lease within the 90 day period specified above, Lessee may apply for a surfacelease from the Land
Office, but the Land Commissionerhas the discretion 10grant or deny such application and 10set 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 primaJy or extended term it shall further terminate as 10aUdepths below 100
feet below the Iotal depth drilled (hereinafter "dccpcr depthsj in eacb weUlocated on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or cxtcndcd
term Lessee pays an amountequal to one-half (\12) of the bonus originally paid as consideration for this Icasc (as specified on page I hereof). If such amount is paid, this 1cascshall be in force
and effect as to such dccpcr depths, and said termination shaUbe delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in payingquantities ftnm such
dccpcr depths covered by this lease.

(q IDENTIFICATION AND FILING: The surface acreage retained hereunder as 10each well shall, as ncarty as practical. be in the form of a square with the weDlocated in the center
thereof; or such other shape as may be approved by the School Land Board. Within thirty (30) days after partial termination of this Icasc as provided herein, Lcsscc shall execute and record a
release or re1cascscontaining a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copyof same, shaDbe filed in the General
Land Office, accompanied by the filing fee prcscnbcd by the General Land Office rules in effect on the date the release is filed. If Lessee fails or refuses 10execute and record such release or
releases within ninety (90) days after being rcqucstcd to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrumentthe acreage and/or
depths to be reIcascd bcrcundcrand record such instrument at Lessee's expense in the county or counties where the \case is located and in the ofIiciaJrecords of the General Land Office and such
designation shall be bindingupon Lessee for aDplll1JOSCS.If at any time after the effective date of the partial termination provisions hereof; the applicable field rules arc changed or the weDor
wells located thereon arc reclassified so that less acreage is tbercafter allocated to said well or wells for production purposes, this lease shall thereupon terminate as 10aUacreage not thcrcaftcr
allocated 10said well or wells for production purposes.

a. OFFSET WELLS: If oil and/or gas should be produced in c:ommerciaI quantities fiom a well located on land privately owned or on State land \cased at a lesser royalty, which weD is

within one thousand (1,000) feet of the uea included herein, or which weD is draining the area covaal by this lease, the Lcsscc shall, within sixty (60) days after such initial production Iiom the
draining weD or the weD located within one thousand (1,000) feet ftom the area covered by this Icasc begin in good faith and prosecute diligently the drilling of an oflSct weD on the area covered

. Ibis lease, and such oflSct well shall be drilled to such depth as may be ncccssary to prevent the undue drainage of the area covered by this lease, and the Lcsscc, manager or driUcr shall use aD

ans ncccssary in a good faith effort to maIce such oflSct well produce oil and/or gas in c:ommerciaI quantities. Only upon the determination of the Conmissioocr and with his written approval,
..y the payment of a compensatory royalty satisfy the obligation to drill an oflSct well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If; during the primaJy term hereof and pm to discovery and production of oil or gas on said land,
Lcsscc should drill a dry hole or holes tbercon, or if during the primary term hereof and after the discovery and actual production of oil or gas from the Icascd premises such production thereof

should cease Iiom any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee C:OIIIIDCDCCS
additional drilling or rcworIcing operations thereon, 01' pays or tenders the next annual delay rental in the same manner as provided in this lease. It: during the last year of the primary term or

within sixty (60) days prior tbc:rcto, a dry bole be c:DqIleted and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in filii force and effect without

fiDtber operations until the expiration of the primary tam; and if Lessee has not resumed production in paying quantities at the expiration of the primaJy lam, Lessee may maintain this \case by
coadndiag additional drilling 01' rcworIcing operalioas pursuant to Pangraph 10, using the epiration of the primary term as the date of cessation of production under Paragraph 10. Should the
fizst well or any subscqucat well driI1cd on the above dcscribcd land be c:oo.,lctcd as a shut-in oil or gas well within the primaJy term hereof; Lessee may resume paymcat of the annual rental in
the same manner as provided bcrcin on or before the RDta\ paying date following the expiration of sixty (60) days Iiom the date of c:oo.,lction of such shut-in oil or gas weD and upon the failure
to make such paymcnl, this 1casc shall ipso facto tenDinate. If at the expiration of the primary term or any time tbcIaftcr a shut-in oil or gas well is located on the 1cascd premises payments may
be made in acccm1ance with the shut-in provisions bcreo£

10. CESSATION, DRILLING, AND REWORKING: It: atIer the expiration of the primary tenD, production of oil or gas &om the \cased praniscs, atIer once obtained, should cease fiom
any cause, this Icasc shall not tcnDinate if Lessee ~ additional drilling or reworking operations within sixty (60) days after such cessation, and this Icasc shaD remain in tbII force and

effect for so long as such operations continue in good faith and in worbnanlike mannct' without intemJptions totaIiDg more than sixty (60) days. If such drilling or n:working operations result in
the production of oil or gas, the Icasc shall remain in full force and effect for so long as oil or gas is produced limn the \cased premises in paying quantities or payment of shut-in oil or gas weU

royalties or payment of compensatory royalties is made as provided bcrcin or as provided by law. If the drilling or RWOrking operations result in the c:oo.,letion of a well as a dry hole, the lease
wiD not terminate if the Lessee COIIIIIIeIICCSadditional drilling or reworking operations within sixty (60) days atIer the completion of the well as a dry hole, and this \case shall remain in effect so
long as Lessee continues drilling 01' rcworting operations in good faith and in a workmanlike manDcr without intcmJptions totaling more than sixty (60) days. Lcsscc shall give written notice 10
the General Land Office within thirty (30) days of any cessation of production.

11. SHUT-IN ROYALTIES: For purposes of Ibis paragraph, .weU. means any weD that has been assigned a well nunDer by the state agency having jurisdiction over the production of oil
and gas. If at any time after the expiration of the primary term of a lease that, unti1 being shut in, was being "",int:tincd in force and effect, a well capable of producing oil or gas in paying

quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable production DciIitics or lack of a suitable market, then Lcsscc may pay as a shut-in oil or gas

royalty an amount equal to cIoubIc the annual rental pnMdcd in the lease, but not less than SI.2oo a year for each well capable of producing oil or gas in paying quantities. To be effective, each
initial shut-in oil or gas royalty mISt be paid on or before: (I) the expiration of the primary tenD, (2) 60 days atIer the Lessee ceases to produce oil or gas Iiom the Icascd premises, or (3) 60 days
atIer Lcsscc complctca a drilling or rcworIcing operation in accordance with the lease provisions; wbichevcr date is latest. If the shut-in oil or gas royalty is paid, the 1casc shall be considered to
be a producing lease and the payment shall extend the term of the lease for a period of one year from the end of the primary term, or fiom the first day of the zmoth following the zmoth in which

production ceased, and, after that, ifno suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four mon: successive periods of one (I) year by
paying the same amount each year on or before the cqIiration of each shut-in year.

1%. COMPENSATORY ROYALTIES: It: during the period the 1cascis Iccptin effect by paymcDtof the shut-in oil or gas royalty, oil or gas is sold and delivered inpaying quantities froma
well located within ODethousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any case in which drainage is occurring, the riglltto continue to maintain
~ lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for wbich the royalty has been paid. The Lessee may maintain the
:asc for four more successive ycan by Lessee paying ~tory royalty at the royalty rate provided in the \case of the marIcctvalue of production fiom the weUcausing the drainage or which

IScompleted in the same producing J'CSCM)irand within one thousand (1,000) feet of the Icascdpremises. The c:oIqIeDS&toryroyalty is to be paid monthly to the Conmissioncr beginning on or

beforethelastdayof!betmJItbfollowing!bemmthinwbicb!beoil orgasisproducedIi'om1bcweDcausiDg1bcdlliaagcor 1I1atUWIqIIctcc1in IbcADlGp~ racrvoirIIIIi JoQtcd within
one thousand (1,000) feet of the leased premises; if the co~tory royalty paid in any 12-zmoth period is in an amount less than the annual shut-in oil or gas royalty, Lcsscc shall pay an
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amolUlt equal to the difference within thirty (30) days ftom the end of the 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the

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

compensatory royalties shall satisfy the obligation to drill offset wells. Compensatory royalt)l payments which are not timely paid will accrue penalty and interest in accordance with Paragraph 5
'f thislease. . .

.3. EXTENSIONS: If, at the expiration of the primary tenn of this lease, 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 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 lease, accompanied by payment of Three Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640) acres or less
and Six Thousand Dollars ($6,000.00) if this lease covers more than six hundred forty (640) acres aod the Commissioner shaD, in writing, extend this lease for a thirty (30) day period ftom 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
cooducted 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 paymen~ the
Commissioner shall, in writing, again extend this lease so that same shall remain in fOICefor such additional thirty (30) day period and so long thereafter as oil or gas is produced in paying
quantities; provided, however, that this lease shall not be extended for more than a total of tbr1:ehundred ninety (390) days ftom and after the expiration of the primary term unless production in
paying quantities has been obtained. .

14. USE OF WATER; SURFACE: Lessee shall have the right to use water produced on said land necessary for operations herelUlderand solely upon the leased premises; provided,
however, Lessee shall not use potable water or water suitable for livestock or irrigation pUlposes for water flood operations without the prior written consent of Lessor. Subject to its obligationto
pay surface damages, Lessee shall have the right to use so much of the surface of the laod that may be reasonably necessary for drilling and operating wells and transportingand marla:tingthe
production therefrom, such use to be conducted under conditions of least injwy to the surface of the land. Lessee shall pay surface damages in an amount set by the GeneralLaod Office fee
schedule which is effective on the date when the activity requiring the payment of surface damages OCCIUS.

15. POLLUTION: In developing this area, Lessee sball use the higbest degree of care and all proper safeguards to prevent 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 to prevent spillage, seepage or ground water contamination. In the event
of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other pollutant and shall be responsible for all damage to public and private properties.

(A) UPLANDS: Lessee shall build and maintain fences around its slush, s~, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drilling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or gaIbage shall be allowed into State waters from 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 shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-madenon-
biodegradable items. A sign must be displayed in a high traffic area on all vessels and manned platforms stating, "Discharge of any solid waste or gaJbage into State Waters ftom vessels or
platforms is stricdy prohibited and may subject a State of Texas lease to forfeiture." Such statement shall be in lettering of at least I" in size.

(C) RIVERS: To the extent necessary to prevent pollution, the provisions found in subsections (a) and (b) of this paragraph shall. also apply to riYI:ISand riverbeds.

(D) PENAL TV: Failure to comply with the requirements of this provision may result in the maximum penalty allowed by law including forfeiture of the lease. Lessee shall be liable for
the damages caused by such failure and any costs and expenses incurred in cleaning areas affected by the discharged waste.

16. IDENTIFICATION MARKERS: Lessee shall erect, at a distance not to exceed twenty-five (25) feet ftom each well 00 the premises covered by this lease, a legiblesign on whichshall
be stated the name of the operator, the lease designation and the well nU1riJer.Where two or more wells on the same lease or where wells on two or more 1easesare eonnected to the same tanlc

,ttery, whether by individual tlow line connections direct to the tank or tanks or by use of a multiple header system, each line between each well and such tank or beader shall be legibly
:ntified at all times, either by a finnly attached tag or plate or an identificationproperly painted ODsuch line at a distance not to.exceed three (3) feet from such tank or header connection. Said

.gns, tags, plates or other identificationmarkers shall be maintained in a legible condition throughoutthe term of this lease.

17. ASSIGNMENTS: Tbe lease may be transferred at any time; provided, however, that the liability of the transferor to properly discharge its obligation under the lease, including properly
plugging abandoned wells, remJving platforms or pipelines, or mnediation of CODtaminationat driIIsites shall pass to the transferee UPODthe prior written consent of the Commissioner of the
General Land Office. The Commissioner may require the transferee to demonstrate finaociaIresponsibilityand may require a bond or other security. An transfers must reference the lease by the
file DUIdIerand must be recorded in the county where the area is located, and the recorded transfer or a copy certified to by the County Clericof the county where the transfer is recorded must be
filed in the General Land Office withinninety (90) days of the execution date, as provided by N.R.C. Section 52.026, a~ by the filing fee prescnbed by the General Land Office rules in
effect ODthe date of receipt by the General Land Office of such transfer or certified copy thereof: Every transferee shall succeed to all rights and be subject to all obligations, liabilities, and
penalties owed to the State by the original 1essee or any prior transferee of the lease, including any liabilities to the state for unpaid royalties.

18. RELEASES: Lessee may release the rights granted hereunder to the State at any time by recording the release in the county where this area is situated and filingthe reconied release or
certified copy of same in the General Land Office within ninety (90) days after its executiODaceotqJanied by the filing fee prescnbed by the General Laud Office rules in effect on the date of
receipt by the General Land Office of such release or certified copy thereof: Such release will not have the effect of releasing Lessee from any liability theretofore aecrued in favor of the State.

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a filst lien upon all oil and gas produced ftom the area covered by this lease to secure payment of all UDpaid royalty
and other SID11Sof money that may become due WIder this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any other

applicable statutory lien, an express contractuaIlien on and security interest in all leased minerals in and extracted fiom the leased premises, all proceeds which may accrue to Lessee fiom the sale
of such leased minerals, whether such proceeda are held by Lessee or by a third party, and all fixtures on and iIq!rovements to the leased premises used in COODectionwith the production or
processing of such leased minerals in order to secure the payment of all royalties or other amounts due or to become due WIder this lease and to secure payment of any damages or loss that Lessor
may suffer by reason ofLessee's breach of any covenant or condition of this lease, wbctber express or iIqIlied. This lien and security interest may be foreclosed with or without court proceedings

in the manner provided in the Tide I, Chapter 9 of the Texas Business and Commen:e Code. Lessee agrees that the Commissioner may require Lessee to execute and record such instruments as
may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the
ahove-descnbed property or ftom Lessee's acquisition of this lease. Should the Commissioner at any time determine that this representatiOD is not true, then the Commissioner may declare this
leaSe forfeited as provided herein.

10. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sma within thirty (30) days after it becomes due, or.ifLessee or an auIborized agent should knowingly make any
false return or false report concerning production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good faith as required by law and the.rules and regulations adopted
by the Commissioner of the General Land Office, or if Lessee should fail to file reports in the manner required by law or fail to comply with rules and regulations promulgated by the General
Land Office, the Sehool Land Board, or the Railroad Coumission, or refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should
knowingly fail or refuse to give correct information to the proper authority, or knowingly fail or refuse to tiImish the General Land Office a co~ log of my weD,or if Lessee shall knowingly
violate any oCthe material provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Laud Office as required by law, the rights acquiredunder this lease shall
be subject to forfeiture by the Commissioner, and be shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again be subject to
lease to the highest bidder, under the same regulations controlling the original sale of leases. However, nothing herein shall be construed as waiving the automatic terminationof this lease by
operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated before the rights oCanother interveneupon
satisfactory evidence to the Commissioner of the General Laud Office of future co~liance with the provisions oCthe law and of this lease and the rules and regulations that may be adopted
-elative hereto.

11. RIVERBED TRACTS: In the event this lease covers a riverbed, Lessee is hereby specifically granted the right of eminent domain and Condemnationas provided for in N.R.C. Sections
52.092-52.093,as a part of the consideration moving to Lessor for 1hccOmwlls hcrcio 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 .

General Land Office governing drilling and producing operations on Permanent Free School Land specifically including any rules promulgated that relate to plans of operations, payment of

royalties, and auditing procedures, and shall be subject to all other valid statutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease. Without

"'1Iiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of !hi! leas~ to be bound by and subject to aU statutory and regulatory provisions relating to the General Land
:~e's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52.135

;2.137 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

" pose incident to the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but

Lessee shall be entitled to develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special pennission 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 line or from the nearest dredged

bottom edge of any chaMe~ slip, or turning basin which has been authorized by the United States as a federal project for fUtun: construction, whichever is nearer.

13. REMOVAL OF EQUIPMENT: Upon the tennination of this lease for any cause, Lessee shall not, in any event, be permitted to remove the casing or any part of tileequipment from any
producing, dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written
consent of said 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 IIIltilall dry or abandoned wells have been pl~ and IDltilaU slush or refuse pits have been properly filled and aU
broken or discarded lumber, machinery, or debris shall have been removed from the premises to the satisfaction of the said Coamissioner or his authorized representative.

14. FORCE MAJEURE: Should Lessee be prevented from co~lying with any express or implied 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 to comply with such covenant shall be suspended "lIOnproper and satisfactoty proof presented to the Commissioner of the General Land Office in support of
Lessee's contention and Lessee shall not be liable for damages for failure to comply therewith (except in die event"oflease opentions suspended as provided in the rules and regulations 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 herein shall be construed to suspend the payment of 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 hydrocatbons produced
from said lease. This includes, but is not limited to, the installation of aU necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's
production, gathering and storage systems where theft of hydrocarbons can occur. lessee. shall be liable for the loss of my 1rydrocarbons resulting from theft and shall pay the State of Texas
royalties thereon as provided herein on all oil, gas or other hydrocarbons lost by reason,bf theft.

16. REDUCTION 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 been approved by the
School Land Board in accordance with Natural Resoun:es Code Sections 52.151-52.153, orif, at any time after the expiration of the primary term or the extended term, this lease covers a lesser
nwnber of acres than the total amoWitdescn'bed herein, payments that are made on a per acre basis hereunder shall be reduced according to the nwnber of acres pooled, released, sunendered, or
otherwise severed, so that payments detennined on a per acre basis under the terms of this lease during the primary term shallbe calculated based upon the nwnber of acres outside the boundaries
of a pooled unit, or, if after the expiration of the primary term, the nwnber of acres actually retained and covered by this 1ease.

17. SUCCESSORS AND ASSIGNS: The covenants, conditions and agreements contained herein shall extend 10and be binding upon the heirs, executors, administrators, successors or
assigns of Lessee herein. .

18. ANTIQUmES CODE: In the event that any feature of ucheological or historicaI interest on Pennanent School Fund Land is encountered during the activities authorized by this lease,
'SSCCwill immediately cease activities and will immediately notify the General Land Oflice (ATTN. An:haeologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)

the Texas Historical Commission (p,O. Box 12276, Austin, TX 78711) so that adequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate.
.;eeis 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 ofTexas, Chapter 191, Tex. Nal

Code Ann. (Vernon 1993 & Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessee shall noIify the Texas Historical Commission before breaking ground at a
project location. An archaeological survey might be required by the commission before construction of the project can CODDJeIICC.Further. in the event that any site, object, location, artiJact or
other feature of uchaeological, scientific, educational, cultural or historic interest is encolDlteredduring the activities autborizleby this 1ease, lessee will.immediately notify lessor and the Texas
Historical Commission so that adequate JDeaSUI'!:Smay be undertaken to protect or recover such discoveries or findings,as appropriate.

19. VENUE: Lessor and lessee, including lessee's successors and assigns, hereby agree that venue for any dispute arising out of a provision of this lease, whether express or ~lied,

reganting interpretation of this lease. or relating in any way to this lease or to applicable case law, statutes, ~.~~~ .~ shallbe in a courtof competentj~ction locatedin Travis
County,StateofTexas. . . ' >.-,. ' " ".. :'.'.:'.'

: :. ~ I'" ,. ,- . .,'. .
~ . ~. , ~.- ~ ,.- .,"" ... .

30. LEASE FILING: Pursuant to Chapter 9 of the Tex. Bus. & Com Code, this lease must be filed of record in.the,ofti&:cofibi: COllllty.~erk ill anYcojmty in which all or any part of the
leased premises is located, and certified copies thetcofmust be filed in the General Land Office. The prescnbed filing fq: $baqaa:o~y the.~.copies ient to the General Land Oflicc.. .

.'.",. ,~. ,. .-
'. ., ;'~..
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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 Stale of
Texas.

BNP On, 8i GAS PROPERTIES, LTD.
BY PAGENERGY COMPANY, LLC, ITS GENERAL PARTNER

LESSEE

c§BY:
TITLE:

DATE:

MANAGER

AUGUST 30, 2001

IN TESTIMONY WHEREO F, witness the signature of the Commissionerof the General Land Office of the State ofT exas under the seal of the General Land Office.

~~h.uML
COMMISSIONER OF THE GENERAL LAND OFFICE
OF THE STATE OF TEXAS

STATE OF
TEXAS

NUECES
(CORPORATION ACKNOWLEDGMEN'I)

COUNTY OF

BEFORE ME, the undersigned authority, on this day personally appeared. Paul P. Black

Manager of BNP Oil & Gas Properties, Ltd.,

and ac1cDowledged to me that be executed the same

'wn to me to be the persoo whose name is subscribed to the foregoing ins!lUmellt, as

by Pagenergy Company, LLC, its General Partner

for the purposes and consideratioo therein expressed, in the capacity stated, and as the act and deed of said corporation.

Givcnundermybandandsealofofliccthisthe 30V:i day of . ~~
NotaJy Public in and for

STATE OF , (INDIVIDUAL ACKNOWLEDGMENT)

COUNTY OF

Before me, the undersigned authority, 00 this day personally appeared.

known to me to be the persons whose names are subscnbed to the foregoing ins!lUmellt, and acknowledged to me that they executed the
same for the purposes and consideration therein expressed.

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

NotaJy Public in and for

.AY/GULF
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