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Augtin, Texag

OIL AND GAS LEASE
NO. M-102104

WHEREAS, pursuant to the Texas Natural Resources Code Chapters 32, 33, 51, and Chapter 52, Subchapters A-D and H, (said Code being heremafier referred (o as NNR.C.), and subject to all
rules and regulations promulgated by the Comrmissioner of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable statutes and amendments o said
N.R.C.,, the following area, to-wil:

NORTH ONE-HALF (N/2) OF TRACT 1007-S, GULF OF MEXICO, KENEDY COUNTY, TEXAS, CONTAINING APPROXIMATELY 320 ACRES AS SHOWN ON THE
OFFICIAL MAP OF THE GULR OF MEXICO NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, aftes being duly advertiscd, offered for lease on the 10 day of July, 2001, a¢ 10:00 o'clock a.m., by the Corrmuissiouer of the Genaral Land Office of the State of Texas and the School Land
Board of (bc State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described arca; and

WHEREAS, afier all bids and remittances which were received 1 to said time have been duly considered by the Comumssioner of the General Land Officc and (be School Land Board at a

regular meeting ereo( in the General Land Office, on (he 10 day of July, 2001, hercivafier the "effective date" and it was found and detcrusned that BNP OIL & GAS PROPERTIES,

" TD. whose address is 500 N. Watcr Street, Suite. 1000, Carpus Christl, Texas 78471 hag offiered the highest and best bid for a Jease of the area above described and is, therefore, cntitled lo
eive 2 lease Lhereon:

NOW, THEREFORE, !, David Dewburst, Commmissioner of Ihe General Land Office of the State of Texas, hereinafler sometimes rclared 10 as "Lessor,” whose address is Avstm, Texas, by
virme of e awthority vested i me and in consideration of the payment by the hercinafter designated Lessee, the sum of One Hundred' Forty-Six Thousand Two Hundred Sixty-Two And
00/100 Dollary ($146,262.00), rcecipt of which is hereby acknowledged and of (he royalties, covenants, stipulations and conditions coutained and hereby agreed to be paid, observed and
performed by Lessec, do boeby demise, grant, lease and let unio the above mentioned bidder the exclusive right to prospect for, produce and take oil and/ar gas from the 2foresaid area upon the
following terms and couditions, to-wit:

1. RESERVATION: There is hereby excopted and reserved 16 Lessor the full usc of the property covered hereby and all rights with respeet 10 the sarface and subsurface thereof for agy 2nd
all purpsscs cxoept those granted and (o the extent herem granted to Lesses, tngether with the rights of ingress and egress aad use of said lands by Lessor aad its mineral lessees, for puposes of
exploring for and producing the nyincrals which sre oot covered, or which mzy pot be covered iu the funme, wnder the icrms of this leasc, but which my be located within the surface boundanes
of the leased area. All of the rights i and to the keased premises retained by Lessor and all of the rights in and to the leased premises granted to Lessce heremn shall be excrcised in such a roanper
that neither shall unduly interfere with the operations of the other. .

2. TERM: Subject 1o the other provisions hntotmslcaseshaubcforawnnofﬁve(ﬂyemﬁom the cffective datc heroof (berein called "prmary term™) and 2s long thereafier as oil or
gas 1s produced in paying qumtides from said asca.

3. DELAY RENTALS: Ifno well be commenced on tie land hereby leased on or before the anniversary date of this lease, (his fease shall toroxnate as 10 both partics imless the Lessee on or
before said date shall pay or tender (0 the Comumissroner of the Gencral Land Office of the Stte of Texas at Austin, Texas, the sum of Tea Dollars (S10.00), per acre, which shall opaate as
rental asd cover the privilege of deferring the commencement of a well for twelve (12) wonths from said dale. In fike mzmmer end upon like payroents or tenders the commencement of & well may
be further deferred for like periods of the same ber of months successively during (he primary term hereof

4. PRODUCTION ROYALTIES: Subject to the provisions for soyalty reductions set out in subparagraph (T) of this paragraph 4, upon production of oil and/or gas, the Lessee agrees @ pay
or causc 10 be paid to the Commissioner of the General Land Office i Austin, Texas, fof the use and benefit of the State of Texas, duriog the (erm hereof:

(A) OIL: As a royalty on oil which is defined as including all hydrocarbons produced i 2 liquid form at the mouth of the well and also 21l condensate, distitlate, and otber liquid
hydrocarbons recovered from oil or gas nm through 3 scparawor or other equipment, as bercinafter provided, 1/4 pan of (he gross production or the mrrket value theroof, at the option of the
{ cssar, such valig 10 be determined by 1) the highest posted price, plus premium, if any, offered or paid for ofl, condensate, distillate, or other liquid hydrocarbons, respectively, of a like cype and
gravity @ the general area where produced and when not, or 2) e highest market price tsereof affered or paid in the general area where produced and when nm, or 3) the gross proceeds of (be
sale tereof, whichever is the greater. Lessec agrees that before any gas produced from the Land hereby leased is sold, used o processed in 8 plant, it will be run froe of cost o Lessor through an
adequate il and pas separator of conventional type or other equpment at east 4s cfficionl @ the cud (hat all liquid hydrocarbons rocoverable from the gas by such means will be reogvered. Upon
writeen consem of Lessor, the requueiment that such gas be run trongh such a separator or other equipment may be waived upon such tenms and conditions as preseribed by Lessor.

(B) NON-PROCESSED GAS: As 2 rayalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substanoes not defimed as oil in subpzragraph (A) above,
produced from any well on s2id and (except 25 provided herein with respect Lo gas prodessed in a plant for the extraction of gasobine, liquid hydrocarbons or other products) 1/4 part of the gross
production or the market value thereof, a¢ the option of the Lessor, such value 1o be based an tie highest warket price paid or offered for gas of conparable guality in the general arca where

~oduced and whea nm, or the gross price paid or offered o (he producer, whichever is greater provided (hat the maximum p base in ing the gas under this lease contract shall rot at
0y fime exceed 14.65 pounds per square mch absolute, and the standard base wmperature shall be sixty (60) degrecs Fahirenheit, cotrection 0 be made for pressure acoording to Boylc's Law,
and for specific gravity aceording 1o test madc by the Balance Method or by the most zpproved method of Lesting beiog used by the industry at the time of tasting.




(C) PROCESSED GAS: As a royalty on any gas processed in 2 gasoline plant or other plaot for the recovery of gasoline or other liquid hiydrocarbons, 1/4 part of the residue gas and the
fiquid hydrocarbons extracted or the market value thereol, ac the option of the Lessor, All royaltes due herein shall be based on one hundred percent (100%) of the total plant production of
idue gas atributable 1o gas produced from this lease, and on fifty percent (50%) or that pereent accruing to Lessee, whichever is the greater, of the total plant producton of liquid
rocarbens, aaributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed in 2 plant in which Lessee (or its parent, subsidiary or
aifiliatc) owns an interest, then the pereentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing lo a third party processing gas theough such plant
under a processing agreement negotiated at anms' length (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the indusiry), whichever
is the greater. The respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of
comparable quality in the general arca or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons),
whichever is the greafer. Ta no cvent, however, shall the royalties payable 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 producis produced or manufactured from gas (excepling liquid hydrocarbons) whether said gas be
“casinghead,” "dry” or any other gas, by fraciopanng, burmung or any other processing, 1/4 part of gross production of such products, or the markel value thereof, at the option of Lessor, such
narket value 10 be determined as foliows:

(1) On the basis of the highest market price of each product, during the same mouth in which such product is produced, or
(2) Ov the basis of the average gross sale price of each product foe the same month in which such products are produred, whichever is the greater.

(E) VARIABLE ROYALTY: (i) Subject 1o the other provisions of this lease, it is hereby provided that 1o the event production in paywmg quantities is established pursuant (o the terms of
this lease and such production is brought on line 2nd sales thereof are commenced within twenty-four (24) wonths of the cflective date hereof, the royalty rate provided herein shall be reduced to
20%, and shall apply to each subsequent well dnlled and produced on the land covered by this lease. Provided that, if during such twenty-four (24) month term during which Lessee nay eam 2
reduced royalty rate of 20% as herein provided. Lessce should drill in good faith and corplete the first well as a dey hole on the land covered by Uis lease, Lessee may receive a six (6) month
extension of the term in which W eam a reduced royalty rate by giving notce 1o the Commissioner of the General Land Office, commencing drilling operations on an additional well prior 1o the
expiration of such six (6) month period and prosecuting diligently and in good faith the drilling of such addinonal well and completing same so that production tn paying quantities is established
and so that such production is brought on line and sales thereof arc commenced prior 1o the expiration of such six (6) month extension period.

(i) o the event production in paying quantties is established pursuant 16 the terms of this lease and such production is brought on line and safes thereof are commenced afier the expiraton
of twenty-four (24) months from the effecdve date hereof but prior o the expiration of forty-cight (48) months from the effective datc hereof, the royalty rate provided herein shall be reduced wo
22.5% and shall apply to cach subsequent well drilied and produced on ihe land covered by this leasc. Provided that, if during such twenty-four (24) month (crm dunng which Lessce may ¢arn 2
reduced royalty rate of 22.5% as herein provided, Lessee should drill jn good faith and conmplete 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 1o ear a reduced royalty rate by giving notice (0 the Comunissioner of the General Land Office, commencing drilling operations ou an additional well prior 1o the
expiration of such six (6) month period and prosecuting diligently and in good faith the drilling of such addiGonal well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof arc commenced prior 1o the cxpoztion of such six (6) month cxicnsion pariod.

(F) NO DEDUCTIONS: Lessee agrees that all royaltics acening to Lessor under (bis kase shali be without deduction for the cost of producing, transporting, and otherwise malang the
oil, gas and otber products produced bereunder ready [or salc or use.

{G) ROYALTY IN KIND: Notwithstanding aaything contained hesein to the conmacy, Lessor may, at its option, upop pot fess than 60 days notice (o Lessee, require at any time o from
ume o tane that payment of all or any royalties aceruing to Lessor under this lease be made im kind wilhout dcduction for the cost of producing, gatbering, sloring, separating, geating,
dehydrating, compressing, processing, raasporting and otherwise mmidag the o, gas and other produces produced hereunder ready for sale or use. Lesso’s right © tzke its royalty in kind shall

( dirninish or negate Lessor's nights or Lasset's obligadons, whether express or mphied, under this lease.

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payablc on any gas as may represcat this lease’s proportionate siare of any fuel used to process gas produced bereunder
in any processing plant. Notwithstanding anything contained herein to the contrary, and subject (0 the couscut in writing of the Commissioner of the General Land Office, Lessee may recycle gas
for gas 1ift purposcs on (e leased premises afier the liquid hydrocarbons contined in lhe gas have been removed, and oo rovaltics sball be payzble on the gas 30 recycled until such fime as the
s2me may thercafier be produced and sold or used by Lessee in such manner as © entitle Lessor to a royalty thereon under the royalty provisions of this lease.

() MINIMUM ROYALTY: Duwing amy year after the expiranon of the prinmary lerm of this lease, if this lease is maintained by preduction, Lhe royaltics paid (o Lessor in oo event shall
be less than a0 wpount cqual (0 te WAl annual delay renml herem provided; otherwise, there shall be due 20d payable on or before (he last day of the month succeeding the anmiversary datc of
this leasc 2 sum oqual (6 the wta) aonual rental less the amount of reyalties paid during the preceding year.

() MARGINAL PRODUCTION ROYALTY: Upon Lessee’s written application. e S¢hool Land Board mmy reduce e royalty rale set out in (his paragraph and/or the minimum
Toyalty set out i subparagraph 4 (T) 10 cxtrod the cconomne life of this lease and encourage recovery of oil or gas that might otherwise rermin unrecovered. Any such royalty redicuon must
confortn © the requircmnents of any School Land Board administrative rules oo this subject. Royalty may not be reduced below the applicable statutory minimum

S. ROYALTY PAYMENTS AND REPORTS: All royaltes not 1aken in kind shall be paid to the Commissioner of the General Land Offics at Austin, Texas, in the following manoer:

Paymcat of royalty oo production of oil and gas shall be as provided in the rules sel forih in te Texas Register. Rules cumrently provide (bat royalty on oil is due and must be received in the
General Land Office o or before the St day of the second month succeeding the moath of production, and royalty on pas is dus and must be received in the General Land Office on or beforc the
15th day of the scoond mooth succecding the month of production, accompanied by the afdavit of the owoer, Tanager or other authorized agent, complcied in the form aud mamer prescribed by
the General Land Office and showing the gross amount and disposition of all ol and gas produced aod the market value of the ol and gas, wpether with a copy of all documents, records or
reports confirmimg the gross producton, disposition and market value including gas meter readings, prpeline receipts, gas line receipts and other checks or memornda of amount produced and put
imo pipelines, tanks, of pools and gas lines or gas storage, and any other roports or records which the General Land Office may require to verify the gross production, disposition and market
value. [n all cases the authority of a manager or agent (o act for the Lessee berein must be filed m the General Land Office.  Bach royalty payment shall be acoompanied by a check stub,
s¢hedule, summary or other remittance adviec showing by the assigned General Land Office lease number the amount of royalty being paid on each lease. Lf Lessec pays his royalty on or before
thirty (30) days after (hc royaity payment was due, then Logsoc owes a penalty of 5% on Ui royalty or $25.00, whichever is greatr. A royalty payment which is over thirty (30) days laic shall
accros 2 penalty of 10% of the royalty duc or $25.00 whichever is greater. In additon (o a penalty, royaltics shall accnuc inlerest at a rate of 12% per year, such interest will begia accnuing when
Lbe royaity is sixty (60) days overduc. Affidavits and supporting documents which arc oot filed when due shall mew & pepalty m an amount set by the Geoeral Land Office adninistrative rulc
witich is cflective on (he date when the affidaviis or supporung documcnis were doc. The Lessee shall bear all responsibility for paying or causing royalties 1 be paid as prescribed by the duc
date provided herein. Payment of the delinquency penalty shall in no way operate (o prohibit the State's right of forfeiture as provided by law uor act (o postpone the date on which royalties were
originally die. The zbove penalty provisions sinll not apply in cases of fitle dispuie as to tire State’s porten of the royalty or (o that partion of the royelty in dispure as to fair market value.

6. (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lcssec sball annually furnish the Commussioner of the General Land Officc with its best possible cstimate of oil and gas
rescrves underiying this lease or allocable to this lease zod shall fumish said Commissioner with copies of all coutracts wnder which gas 1s sold or processed aod all subsequent agrecments and
ameadments to such contracts within thirty (30) days afer entering 1mlo or rmking such contracts, agreements or amendments. Such congacts and agreements when received by the General Land
Office shall be held in confidence by the General Land Office unless otherwise aurthorized by Lassee. Al other contracis and records pertining to (he production, mansporiaton, sale and
marketing of the oil 2nd gas produced on said premises, mcluding the books and accounts, recemts and discharges of all wells, tanks, pools, meters, and pipelioes shall at all bmes be subject o
mspection and examnation by the Comnmussioner of the General Land Office, the Adorney Genaal, te Governor, or Lhe representive of asy of them.

(8) DRILLING RECORDS: Wrinea natice of all operations on this kasc shall be subruiticd 1o the Cormmissioner of the General Land Office by Lessee or operstor five (5) days before
spud date, workover, re-oiry, lemporary abandonrment or plug and abandonment of any well or wells  Such written notice to the General Land Office shall melude copies of Railroad
Commission forms for zpplication to drill. Copies of well tests, completion reports and plugging reparts shall be supplied 1o the General Land Office at the time they are filed with the Texas
Railroad Commussion. Lessee shall supply the General Land Office with any reconds, memorasda, 2ocounts, reporis, cuttings and cores, or cther taformanon relative w the operation of tie

2



above-described premises, which may be requested by the General Land Office, in addition 10 those herein expressly provided for. Lesser shall have an electrical and/or radioactivity survey
made on the bore-hole sectian, from the base of the surface casing 1o the tota! depth of well, of 21l wells drilled on the above described prermises and shall transmit a mue copy of the log of each
‘tvey on each well to the General Land Office within fiReen (15) days after the making of said survey.

{C) PERALTIES: Lassce shall incur a penalty whencver reports, docurments or other ratenals ase not 6led in the Generzl Land Office when due  The penaity for 1atc fling shall be set
by the General Land Office adrmuaistraave rule wiich 1s effective on the date when the materials were due in the General Land Office

7. RETAINED ACREAGE: Nocwithstanding any provision of this lease to the contrary, after a well producing or capable of producmg ol or gas has been completed on the leased premises,
Lessce shall exercise the diligence of 2 reasonably prudent operator in dnlling such additional well or wells as may be reasonably necessary for the peoper devetopment of the leased premises and
in marketing the production thereon.

(A) VERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then wermmmate as 10 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 i continuous driliing or reworking operations, or (2) (ke nurnber of acres included in a producing
pooled unit pursuant lo 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 a proration unit for
cach such producing well under the nules and regulations of the Railroad Cormmission of Texas, or any successor ageney, o other governmental authority having jurisdiction. Within 50 days of a
partial lerminadon of this lease in accordance with this subparagraph and upon payment of the minimum flling fec set by General Land Office rules in effect at the time of the partial termination,
Lessce shall have the right 1o obtam 3 surface lease for ingress and egress on and across the terminated portion of the leased premiscs as may be rezsonably necessary for the continued operation
of the portions of the lease remaining in foree and effect If Lessee fails (o apply for a surface lease within the 90 day period specified above, Lessee may apply for 2 surface lease from the Land
Office, but the Land Commissioner has the discretion (o grant or deny such application and to set the fec for such surface lease.

(B) HORIZONTAL: In the event this lease is in force and effect two (2) vears afler the expiratioa date of the primary or exteuded term it shall further terminate as (o all depths belaw 100
feet below the total depth drilled (hercinafier "deeper depths™) m cach well located on acreage retained i Paragraph 7 (A) above, unless on or before two (2) years afer the primary or extended
term Lessee pays an amount ¢qual 6 anc-half (1/2) of the bonus originzally paid as consideration for this Iease (as specificd on page 1 bereof). If such amount is paid, this lease shall be in force
and efffect as 1o such deeper depths, and said lermination shall be dulayed for an additonal period of two (2) years and so long thercafier as ol or gas is produced 1 paying quantibes from such
deeper depths covered by this Jease.

(O) IDENTIFICATION AND FILING: Tbe surface acreage reined hereunder as to each well shall, as neady as practical, be i the form of a square with Lie 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 termmnation of this lease as provided herein, Lessee shall exceute a0d vecord a
relcase or releases contzining a satisfactory legal deseripnon of (he acreage and/or depths ot retained hereunder. The recorded release, or a certfied copy of sami, shall be filed m Ure General
Land Office, sccompanied by the filing fee preseribed by he General Land Office niles in effect on the dale the release is filed. If Lessee fails or refuses o executs and record such release or
releases within ninety (90) days after being requested (0 6 so by the General Land Office, then the Commissioner at his sole discretion oay desigoatz by written instrument the acrezge and/or
depths to be released bereunder and record such instrument at Lessce's expense in the county or counties where the lease is located and in the official records of the General Land Ofisez 2nd such
designadon shall be binding upon Lassee for all purposcs. If at any time after tie cficetive date of the partial ermination provisions hereof, the applicable Geld nules are changed or the well or
wells located thereon arc reclassificd 5o that less acreage is thereafier allocated to said well or wells for production purposes, (bis Jease shall thereupon terammate as 1o all acreage nof thereafier
allocated W said wel or wells for production purposes.

8. OFFSET WELLS: If oil and/or gas should be produced ia cormercial quantities from a well lacated on land privately owned or ou Stae Land lzased at a lesser royalty, which well 15
within onc (housand (1,000) feet of the ares included hercin, or which well is draiming the area covered by this Scase, the Lessee shall, within sixty (60) days after such misial production from the
aining well or the well located within snc (housand (1,000) feet from the area covered by this lease begin in good faith and prosccute diligently the driling of 20 offsel well on the area covered
this tease, and such offsct well shatl be drilled to such depth as may be necessary to prevent the undue drainage of the area covered by Lhis Jease, and the Lessee, manager or driller shalt use all
ineans necessary in a good aith cfort to make such ofiset well produce oil 2nd/or gas in commercial quantities. Only upon the determmation of the Cormmissioper and with his wrinen approval,
may (be payment of a compensatory royalty sadsfy tre abligadon o dall an offset well of wells required under this Paragraph

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior 1o discovery and production of afl or gas on said land,
Lessee should drill a dry hole or boles thereon, o if during the primary tesn hereof and afier the discovery and seanl production of od or gas from the leased premnscs such predaction (bereof
sbould cease from any causc, this lcasc shafl not terminate if on or before the expiradon of sixty (60) days from date of completion of said dry balc or cessation of production Lessec comupences
additioual drilling or reworking operations thereon, or pays or inders the next annusl delay reotal in (he same manner as provided in this Jease. 1f; during the last year of the primmary term or
within sixty (60) days prior thereto, a dry holc be compicted and abandoned, or the production of oil or gas should cease for any cause, Lessoc's rights shall rermain i full feree and effect without
further oporasons until the cxpiration of the primary term; and if Lesses has not resumed production ir paying quantites at the expiration of the privmry lorm, Lessee may maintain this lease by
cooducting additional drilling or reworking operations purstanl © Paragraph 10, using (be expiration of the primary (em as the dale of cessation of production wider Paragraph 10. Should the
first well or any subsequent well drilled on the sbove described land be completed as a shut-in il or gas well within tie primary term hereof, Lesses may resume payment of the annuz! cental i
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from (he date of completion of such shuzt-im oil or gas well and upon the faiure
to make such payrmenl, this lease shall ipso facto terminate. £ a¢ (he expiration of the primary (erm or any timc thereafter a shut-in ol or gas well is located on the leased pramises payments may
be oade m accordance with the shut-m provisions bercof

10. CESSATION, DRILLING, AND REWORKING: [f, after thc expiration of the prirmary (crm, production of oil or gas from the leased premises, aficr once oblained, should cease from
anmy cause, this lease shall not ternznate if Lessec commences additional drilling or reworking operations withim sixty (60) days after such cessation, and this Jease shafl seomin in full force aqd
effect for so long as such operadons coativuc o good fzith and in workmenlike maneer withow itermuptions totzling more than sixty (60) days. 1f such dnilling or reworking operagops result ip
the production of oil of gas, the kease shell romain in full force and effect for so long as oil o gas is produccd from Lhe leased premises in paying quastities or payment of shut-in oil or gas well
royaltics or payroent of compensatory royalties is made 15 provided herein or as provided by law. If the drilling or reworking operations result in the cornplction of a well as a dry hole, the Jease
will not terminale if the Lessee commenecs additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry holc, and (his lease shail remmin in ciect so
long as Lessee coitiniics drilling or reworking operations i good faith and ia a workmantke manner without mterruptions otaling more than sixty (60) days. Lesscc shal give written notice 10
the Genaral Laod O(Gee within thirty (30) days of any ¢cssation of production.

1). SHUT-IN ROYALTIES: For purposes of this paragraph, "well™ means any well dist bas been assigned a well number by the state agency having jurisdiction over the producnon of ol
and gas. If at any time afler the expiration of the primary term of a lease that, umiil being shut in, was being maintined in force snd effect, a well capablc of produciag oil or £as in paying
quantities is located on the leased premses, bt oul or gas is not being produced for lack of suitable production facdlities or lack of a sumble market, then Lesses may pay as a shut-in oil or gas
foyalty an amounl equal to double the annnal renmal provided in the kease, bint not kess than §),200 a year for cach well capable of producing ofl or gas in paying quantities. To be effective, cach
initiat shut-in ol or gas royalty must be paid on or before: (1) the cxpiration of the prizmry term, (2) 60 days afer the Lassee ceases to produce oil or gas from the leased preamises, or (3) 60 days
after Lessea completes 2 drilling or reworking operation in accardance with the lease provisions; whichever date is latest. 1€ the shut-in il or gas royalty is paud, the lease shall be considered 10
be 2 producing fease ang the payment shall extend the lemm of the Jease for 2 period of obe year from the end of the prmary term, or from the first day of the month following (ke month in which
producton ceased, and, afler that, if no suitable production facitities or switable market for the o\l or gas cxists, Lessee may cxwend the lease for fowr more successive periods of one (1) year by
paying the samc agioimt each year on or before the expiration of each shwt-in year.

12 COMPENSATORY ROYALTIES: If; during the period the lease is kept i effect by payment of the sbut-in oil of gas royzlty, off or gas is sold and delivered in paying quantities from a
vell located within onc housand (1,000) feet of the leased premises and conmpleted in the same producing reservoir, or in any case 1n winch dramage is occuring, the right {0 contnue (0 mainLan
¢ lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remrain ciective for the remrainder of the year for which the royaky bas been paid. The Lessee muy mpasmntain (he
lease for four more successive years by Lessee paying compensalory royalty at the royalty raic provided in the lease of the market valuc of production from the well causing the dramage or which
is completed in (he same producing reservoir and within one thousand (1,000) feet of the leased premises, The compensatory royalty s 10 be paid monthly to the Commissioner beginning on o
before th last day of the month following the month in which thc oil or gas is produced from ibe well causing the dramage or that is complcted i the same producing reservoir and located within
onc (housand ({,000) feet of the leased premises; if the compensawry royalty paid in any 12-mobth period is in an amoun( less than e annual shot-in oil or gas royaity, Lessee shall pay an
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amount equal to the difference within thirty (30) days fom the end of the 12-month period; and nore of these pravisions will relieve Lessee of the ohligation of reasonable devclopment nor the

obligation to drill offsct wells as provided in N.R.C. Section $2.034; however, at the determination of the Cormmrussioner, 2nd with the Commissioner's written approval, the payment of

urnpensalory royaldes shalt satisfy the obligation (0 drill offset wells. Compensatory royalty pagments which are not timely paid will accrue penalty and interest i accordance with Paragraph $
‘his lease,

13. EXTENSIONS: If, at the exptration of the primary term 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 2 good and workmmanlike manner, Lessee may, on or before the expiration of the primary temm, file in the General Land Office wnitten application ta the Commissioner
of the General Land Office for a thirty (30) day cxtension of this lease, accompanied by payment of Three Thousand Dollars ($3,000.00) if this Jease 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 and the Commmissioner shall, in writing, extend this lease for a thirty (30) day peried from and
after the expiration of the primary teri and so long thereafter as ofl or gas is produced in paying quantities; provided further, that Lessec smy, so long as such drilling operations arc being
conducted make like application and payment during any thirty (30) day extended period for an additional extension of thirty (30) days and, upon receipt of such application and payment, the
Commissioner shall, in writing, again extend this lease so that same shall rerrain in force for such additional thirty (30) day period and so long thereafier as oil or gas is produced in paying
quantities; provided, howcver, that this Jease shall not be extended for more than a total of three hundred ninety (390) days from and after the expiration of the primary term ualess productdon in
paying quantitics has beea obtained.

14. USE OF WATER; SURFACE: Lessee shall have the tight 1o use water produced o0 said land necessary for operations hereunder and solely upon the leased premises; provided,
however, Lzssee shall not use potabJe water or watcr suitable for livestock or irmgation purposes for water lood operations without the prior written consent of Lessor. Subject 1o its obligation Lo
pay surface damages, Lessec shall have the nght 1o use so much of the surface of the land that mmay be reasonably necessary for drlling and operating wells and transpornng and marketing the
production therefrom, such use to be conducted under conditions of leas( mjury to the surface of the land. Lessee sball pay surface damages int an amoust set by the General Land Office fee
schedule which is effective on the date wlhen the activity requinng the payment of surface damages sceurs.

15. POLLUTION: In developing this arca, Lessee shall use the highest degree of care and ali proper safeguards to prevent polluaca. Without linudng the foregoing, polluton of coastal
wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment (acilities sufficicat 1o prevent spillage, scepage or ground water contzrmnaﬁ_on. Lo the event
o' pollunon, Lessee sha)l use all means at its disposal o recapture all escapsd hydrocarboas or other pollutant and shall be responsible for all damage 1o public and private properties.

(A) UPLANDS: Lessee shall buiid and rmaintain fences around its slush, sump, and dracage pits and (ank bacderies so as to protect livestock against loss, damage of injury; and upon
complenon or abandonment of any well or wells, Lessee shall fill and Jevel all slush pits and cellars and compietely clean up the drilling site of all rubbish thereon

(B) SUBMERGED LANDS: No discharge of solid wasle or garbage shall be zllowed into State waters from aay drilling or support vessels, production platform. crew or supply baat,
barge, jack-up fig or nther equipment located on the leased area. Solid waste shall include but shall not be limited W coptainers, equipment, rubbish, plastc, glass, and any other yan-made wog-
biodegradable icms. A sign mmust be displayed in a high tra(lic arca on al) vessels and rmaned platforms stating, "Discharge of auy solid waste or garbage into State Walers from vessels or
pladorms is strictly prohibuad and may subject a State of Texas lease to forfeinre.” Such statement shall be in Jcticring of at Jeast 1" in size.

(C) RIVERS: To the cxlcat necessary (o prevent pollution, the provisions found in subsections (a) and (b) of this paragraph shall alco apply 10 rivers and nverbods.

(D) PENALTY: Failure to comply with the requirements of this provision may result in the maxismm penalty allowed by Jaw including forfeiturc of the lease, Lessoc shall be liable for
the damages caused by such failure and any cosls and expenses incurred m cleaning areas affected by the discharged waste.

6. IDENTIRFICATION MARKERS: Lessec shall erect, at a distance not 1o exceed twenty-five (25) feet from each well oo the premises covered by this lease, a legible sign on which shall
 stated the pame of Ihe operator, the lease designation and the well number. Where two or roore wells on e samse lease or where wells on two or more leases are comnected © Lhe same tank
uery, whether by individua! Gow linc connections direct (o the ok or tanks or by usc of a multiple header system, ¢ach line between tach well and such ank or header shall be legibly
1dentified at all times, either by a fmly attached (ag or plate or an identificadion properly painted om such line at a distance ot t exceed three (3) fect from such aok or beader connoction. Said
signs, tags, plates or other identification markers shall be maintzined in a legible condition throughout the lerm of this lease.

17. ASSIGNMENTS: Tbe leasc may be transferred af any time; provided, Bowever, tha( the }iability of (be transferor 10 properly discharge its obligation under the lcase, including properly
plugging abandoned wells, remaving pladonms or pipelines, or remediation of coptamination at drill sites shal pass o the transferee upon (e prior writicn consent of tbe Comamussioner of (he
Generat Land Office. The Copmmissioner may require the transforec to demansirate fiancial responsibility and may require a bond or other sceurity. Al ransfers must reference e lease by the
file nurober and st be recorded i (be county where the ares is tocated, and tie recorded wansfer or a copy certified 1o by the County Cletk of e county where the @anster is reeorded must be
filed m e General Laod Office within ninety (90) days of the exceution date, as provided by N.R.C. Section §2.026, accompanicd by the filing fee prescribed by the Geoeral Land Office rules in
effect on the datc of receipt by the General Land Office of such transfer or cerified copy thereof Every ansferee shall succeed (o all ights and be subject 1o all obligabons, liabilides, and
penalties owed (0 (e State by the onginal essec or any prior ansferae of the lease, including any Labilities (o (he state for unpaid royalties.

18. RELEASES: Lessec sy releasc (he rights granted hereunder 10 the State at any time by recording the release in (e county where this area is situated and filing the recorded release or
certified copy of sarue in the General Land Office within ninety (90) days after 1ts execution accompanied 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 capy thereof. Such releasc will not have (e effect of roleasing Lessee from any Liability therciofore accrued in favor of the Stale.

19. LIEN: ln accordance with N.R.C. Scction 52136, (he State shall have 2 first lien upon all oil 2nd gas produced from (e arca coversd by this lease 1o secure payment of all unpasd royalty
and other sums of mouey that may becoms duz under this lease. By acceptance of this lcasc, Lessce grants Ihe State, in addition to the licn provided by N-R.C. Section 52.)36 and aoy other
applicable staquiory lien, an express contrachnl Uico on and sccurity interest in all leased minerals in and extracted from the Jeased promises, all proceeds which may accrue lo Lessee from (e sale
of such teased minerals. whethier such prooceds are held by Lesses or by a third party, and all fixtures on and improvernents @ the leased promises used in connection with the producton or
processing of such eased mincrals in order to secure the payment of all royalties or other amounts due or 16 become duz under this lease and W securc paymend of any damages or loss that Lc_ssor
may suffer by reason of Lessec's breach of any covenant or condition of this lease, whether express or implied.  This lien and security mlcrest may be forcelased with or without court procecdings
in the mmincr provided in the Tidle 1, Chapicr 9 of the Texas Business and Comunerce Code. Lesses agrees that the Commmissioner may require Lessee to exceute and record such instrumeats as
may be reasonably necessary (o acknowledge, attach or perfect this lien. Lessee hereby represepts that there are no prior or superior liens arising fromt and relating to Lessees actrties upon the
above-described property or from Lessee's acquisition of this lcase. Should the Conprissioner at any time detenmane that (bis representation is not true, then the Comimissioer may declarc this
lease forfeited as provided herein

20. FORFEITURE: If Lessec shall fadl of rcfuse 10 make the payment of aay sum within (hirty (30) days afler it becomes duc, or if Lassee or an authorized agent sbould knowingly make aoy
false renmn or false report concarning production or drifling, or if Lessce shall (ail or refuse to drill any offset well or wells in good faith as required by law and the mes and regulations adopted
by the Courrmissioner of Lhe General Land Office, or if Lessee should fail to file repons in tbe manmer required by law or Gl 10 comply with rules and regulations pronmigated by the Genersl
Land Office, the School Land Board, or the Railmad Commission, of refuse the proper authority access o the rocords pertaining o operations, or if Lessee or an authorized agent should
farowingly fail or refuse to give comrect mformalion 10 the proper euthority, or knowmgly (ail or refusc to furnish the General Land Office a correct log of any well, or if Lessee shall inowingly
violaie any of (he material provisions of this ieasc, or if this lease is assigned and the assigument is ot filed in the Geoeral Land Office as required by law, the rights acqured under this lease shall
be subject lo forfeiture by the Commissioner, and be shall forfeit same when sufficiently indormed of the facts which autborize a forfciture, and when {orfcited the area shall again be subject o
leasc (0 the highest bidder, ynder the same regulations conaolling the original sale of Jeases. However, nothing hearein shall be construed as waiving the 2uomatic terinanion of this lease by
operation of law or by reason of any special limitation ansing bereunder. Forfeinres may be set aside and this lease and all rghts Wercunder remstated belore (he nghts of ansther intzrvene upon

wshctory evdence lo the Commissioner of the General Land Office of futwre compliance with the provisions of the law md of this lease and the rules and regulations that r=y be adopted
.lative hereto.

21, RIVERBED TRACTS: In Lhe event this lease covers a riverbed, Lessee is hereby specifically granted the right of eminent domain and condermation as provided for in N.R.C. Sections
5$2.092-52.093, as a part of the consideration moving 10 Lzssor for the covenants hereim made by Lessee.
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22. APYLICABLE LAWS AND DRILLING RESTRICTIONS: Thus lease shall be subject ta all rules and regulations, and amendments thereto, promulgated by the Commussioner of the
General Land Office governing drilling and producing operations on Permmanent Free School Land specifically mcluding any rules promuigated that relate o plans of vperations, payment of
valties, and auditing procedures, and shali be subject 1o all other valid statutes, nulcs, regulations, orders and ordinances that may affect operations under the prowisions of this lease. Withoue
“ting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this leasc, to be bound by and subject 1o all stacutory and regulatory provisions relating w the General Land
Aee’s audit billmg notice apd audit hearings procedures. Said provisions are currently (ound at 31 Texas Adminisative Code, Chapter 4, and Texas Natural Resourees Code Sections $2.135
and 52.137 through 52.140. In the ¢vent this lease covers land franchised or leased or otherwise used by a navigation district or by the United Statcs for the purpose of navigaton or other
pumpose incident to the operation of a port, then Lessee shall not be entitled to cnter or possess such land without prior approvat as provided under Scetion 61.117 of the Texas Water Code, but
Lessee shall be cnutled to develop such land for oil and gas by directonal drifling; provided, however, that no surface drijling locaton may be nearer than 660 fect and special ptrmission from
the Cocnmissioner of the Geoeral Land Office is nccessary (o make any surface locaton nearer than 2,160 fect measured al right angles from the nearest butkhead line or from (be nearest dredged
botom edge of any channel, slip, or turning basin which has been authorized by the United States as a faderal project for fuure counstructon, whichever is nearer

23. REMOVAL OF EQUIPMENT: Upon (he terminanon of this lease for any cause, Lessee shall nat, 1 any event, be peemitied to remove the casing of any part of e cquipment from any
producing, dry, or abandoned well or wells without the writtes consent of the Commmissioner of the Geaeral Land Office or his zuthorized represcntanve; nor shall Lesses, without the written
consent of said Conmussioner or his anthorized represenlative rempove from the leased premises the casing or any other oquipment, matcrial, machinery, apphiauces or propeaty owned by Lessce
and used by Lessee in the development and production of ofl or gas therefrom until ail dry or abandoned wells have been plugged and undl all slush or refuse pits have beee properly filled and al
broken or discarded lumber, machinery, or debris shall bave been removed from the premises o the satisfaction of the said Commissioner or his authorized representative.

24. FORCE MAJEURE: Should Lessee be prevented fom complying with any express or implicd covenant of this lease, from conducting drilling operations thereon, or from producing oil
and/or gas therefrom, afler efort made i good faith, by reason of war, rebellion, riots, sirikes, fires, acls of God or any order, rule or regulation of goverwmenta) zuthority, then while so
prevented, Lessce’s obligation o comply with such covenaut shall be' suspended upon proper and saus(actory proof presented to the Cormmissioner of the Genceral Land Office in support of
Lessee’s contention and Lessee shall not be Lable for damages for failure te comply therewsth (except in the event of lcase operations suspended as provided in the rules aed regolations adopted
by the School Land Board); ard ihis lease shall be extended while and so long as Lessce is prevented, by any such cause, from drilling, reworkung operations or producing ail and/or gas from the
leased premises; provided, bowever, that nothing ficrein shall be construed (o suspend the payment of rentals during the primary or extended tem, nor lo abndge Lessee’s right (o a suspension
inder any applicable siatule of this State. R

15, LEASE SECURITY: Lessee shall take the highest degree of care and al) proper safeguards (o protzct said premiscs 2nd 10 prevent theft of oil, gas, and other hydrocarbons produced
from said lease. This incfudes, but is not limited o, the installation of all nccessary cquipment, seals, locks, or other appropriate protecave devices on or at all access pomes at the Jease’s
producton, gathering and storage systems wheee theft of bydrocarbons can oceur. Lessee shall be liable for the 1oss of any hydsocarbous cesulting from thefl aod sball pay (be Statc of Texas
royzlties thereon a5 provided bercin on all oil, gas or other hydrocarbans lost by reason of thefl

26. REDUCTION OF PAYMENTS: L, during the primary term, a portion of the land covered by this lease is included within the boundarics of a pooled unit that bhes been approved by the
School Land Board in accordance with Natural Resowrces Code Scetions $2.151-52.153, or i€ at any ame afler the expiration of the primasy term or the extended term, (his lease covers a Jesser
number of aeves (han (ke toal amount deseribed herem, payments that are made on a per acre basis hereunder shall be reduced according 10 the number of acres pooled, released, swrendered, or
otherwise severed, so that payments determincd on a per acre basis under the terms of (his lease during (be primary term shall be cafculaicd based upon the number of acres outside the boundarics
of a pooled unig, or, i aficr the cxpiration of the primary term, the nwnber of acres actually retained and covered by this Jease.

27. SUCCESSORS AND ASSIGNS: The covenants, conditions and agrecments contained herein shall exiend o and be binding upon the heirs, exocutors, administrators, SUCCessors or
assigns of Lesser berem

. ANTIQUITIES CODE: In the event that any feaamrc of archeological or historical interest on Pemmncnt School Find Land is cocountered during (e activitics authorized by this lease,
isee will mmrmedialely ecase acavities and will iramediatcly notify the General Land Office (ATTN. Archacologist, Assct Managemen( Division, 1700 N. Cougress Ave., Austn, Texas 78701)
~ad the Texas Historical Commmission (P.0. Box 12276, Auvstin, TX 78711) 30 (hat adequate measires noay be undertaken (o pratect or recover such discoverics or findings, as appropriate.
Lessee is expressly placed oa notice of the Natioaal Historical Prescrvation Act of 1966 (PB-89-66, 80 Satutc 915; 16 U.S.C.A, 470) and the Antiquities Code of Texas, Chapter 191, Tex. Nat
Code Ann. (Voroon 1993 & Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessec shall notify (e Texas Historical Commission before breaking ground at a
project location. An archaeological survey roight be required by the commission before construction of the project can commnence. Further, in the cvent that any site, object, location, artiface or
other feature of archacologieal, scientifie, cducatonzl, cultural or historic mterest is encoumtered during (he activities authorize by this lease, Jessec will immediately nodfy lessor and the Texas
Historical Conmmission so that adequnte measurcs may be undertaken to protect or recover such discoveries or findings, as appropriate.

29. VENUE: Lessor and lessee, inclading lessee’s sucecssors and assigns, hiereby agree thal veauc for any dispute arising out of 2 provisiou of ihis lease, whether express or implied,
regarding mrterpretation of this lease, of relaling in any way to this lease or o applicable case law, statutes, or zdmm!stnmvc nules, shall bc in 2 court of wmpcl:ul Jjunsdiction tocated i Travis
County, State of Texas. . el R et

. ‘ E— ’

30. LEASE FILING: Parsuast to Chapier 9 of the Tex. Bus. & Com Codc, this lease mmust be fled of record in the office of the.County Clétk in any com:zgy io which 2ll or any part of the
leased premuses is Jocated, and certified copies thereof must be filed in the General Land Office. The preseribed filing fee shall é\.ccou-pany the certificd:copies sent w the General Laod Office.



3. EXECUTION: Tius oil and gas lease must be signed and acknowledged by the Lessce before it ts filed of record in the county rccords and in the Generat Land Office of the State of
Texas. - -

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

LESSEE /

P V@ fd
TITLE: MANAGER
BATE. AUGUST 30, 2001

IN TESTSMONY WHEREOR, witness the signature of the Commmissioncr of the General Land Office of the State of Texas under the seal of the General Land Office.

Crind N

COMMISSIONER OF THE GENERAL LAND OFFICE

OF THE STATE OF TEXAS
8-17-200 |
APPROVED
Contents 4"\
Legal
hloy
Exec
TEXAS
STATE OF (CORPORATION ACKNOWLEDGMENT)
NUECES
COUNTY OF
BEFORE ME, the undersignad audiority, on this day personally appeared Paul P. Black
ABOWN Lo me 10 be the person whase name is subscribed 0 the foregoing instrument, as, Mﬂnager of BNP Oil & Gas Properfies, Ltd.,

by Pagenergy Company, LLC, its General Partner and acknowledged o me that he executed the same

for the purposes and consideration thercin expressed, m the capacity stated, and as the act and deed of said corporadon.

Given imder my hand and seal of office this the QO&’ day of Q;igd&i w«aﬁg/

PPN t—
) Notary Public w and for J 5

GETN  STAN FOX
) (*,/ﬁ \T“.\ Notary Public
{ \#N /s} STATE OF TEXAS  p

4 s vy Conm b, June 18,202

>

STATE OF,

(INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF.

Belore me, the undersigned authority, on this day personally appeared

known 10 e 1o be the persons whose names are subscribed 1o the foregoing instrument, and acknowledged to me that they executed the
same for the purposes and consideration thercm expressed.

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

Notary Public i and for

BAY/GULF
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BARBARA B. TURCOTTE
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