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OIL AND- GAS LEASE
No.59480 '
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WHEREAS, Pursuant to Chapter 271, Acts of the 4%nd Legislature, 1031, as amended by Houss Bill No.
9, Acts of the 46th Legislature, 1939, Chapter 82, Acts»of the ¥0th Legislature; 1847, and other appllcable laws,
the following ares,. to-wit: W ho

Tract 979-8, Gulf of Mexico, Kleberg County, containing 1192 4
acres, as shown on the official map of the Gulf of Mexico now on
file in tha Ganarnl Land Offtce,
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Was, wter balog duly advaxund o&'c;,pd.f k““i D day o of vy MGV 19_66 , at
10:00 o’clock AM., by the Commissioner of tha' ncul Land 0ot the Sutn;oif'rnxu und the Schaol Land Board of the State
of ‘Texas, for tha sole and only purgioie of pm lnd*dﬂlllng “foffiand pmdudus oil and/or ges that may be found snd pro-
duced from the above described ares., i .
. SR - e, K
WHEREAS, After all blds and remittances wh[c‘lt sfiimﬂco 06 upt &l tmezfisve beon duly consldered by the Commis-
sloner of the Genesal Land Ofce and the“Schoo] Land Bpa_!d at’ ta s muﬁnzﬂhexeof in the Genoral Land Office, on the
3 day of May S 19_6.5_, and {t was, fmmd and determined that ‘

PAN AHKRIOAR PETROLE UM CORPORATION

“ whose address {a P, O, Box 3092, Houston, Texas 77001,
had offored the highest and best bid for  loaso of the area above desczibed and fs, therofore, enHtled to recelve 2 leass thereon.

NOW, THEREFORE, ¥, JERRY SADLER, Commisiioner of the General Land Office of the Stats of Texas, by virtus of ths
ruthority vested in me and {n conslderation of the payment by the hereinaftor designated Lasiss, the sum of

Thirty~-Two Thousand E H

2 dollars
(% 32. 863 11' z:ecolpt of which 13 hereby acknowledged and of tha myﬂlﬁﬂ, covenants, stipulstions tnd conditfons conteined
¥ o

and hereby u_reod to be pald, chierved md.pecformad by Lessee, do hereby demisa, grant, lease and let unto

Pan Amexican Patrxoleum Coyporation
the exolusive right to prospect for, producs and take oll and/or gas from the aforoxnid area for a period of FIVE (5) YEARS and

as long theroafter as ofl and/or gas is produced therefrom in commercial quantities, upon the following terms and conditions, to-
wits
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3, When production of ofl and/or-gss is seoured, the Lasses.agrees Lo, pay./ofac b :
Genoral Land Gffice at Austin, Texag, for the use and bapefit qfthe. State, of Texap,jduring ‘the,term heveof:

Y aote I (IR U DI AT A ST HYY _-.‘;19} SR reail e Al . T
. {A] ‘As. & royalty on oil, which i5.defined. es.including, all. hydrocarbons produced. fn a Jiquid-form. at 4he. mouth-of- the well

.é"‘o%ume ﬁ.beﬁpud to the Commissloner of the

T

“and Also all 'boz'\den.sm._'éixtﬂlaxe. end other liguid hydrocarbons rnqov_ured from ofl or gas ran through a separator or other equip-
" mont, as heretnafter provided, ' ons=sixth_{118). R o

L)

of the valus of tho gross production. Said valus shall be based on the highest posted prlco, plus promulm, i any, offered or paid
for oll, condensate, distillate, or other liguid hydrocarbons, respectively, of a:like typefand: gravity in the general aree, or the

~ prevailing market price thereof in the general avea, or the prooeeds of the anle thereof, whichever Is tho greatest. Lossee agrees

that befors any gas produced from the land hereby logsed s sold, wsed of processed in @ plant, it will be ryn-through sn adequate
ofl and gas separator on the lanse of conventional type or other equipment at least as efligjont to tho end that all Tiquld hydro-
oarbons recoverable from the gas by such means will be recovered. Upon written consent of Lessor, the requirement that such gas
ba run through such & separator or other equipment may be walved upon such terms and conditons s preseribed by Lessor,

(B) Az royalty on any gas, which s deflned as all hydrocarbons and gaseous substances not definsd as ofl in subparagraph (A)

‘above, produced from eny well and aold by Lessee, or used by Lessea for purposes which are not exsmpted from royalty pay-

monts (excppt rs provided herein with respect to gas processed in a plant on a percentage basia for ths extraction of gasoline,

ltiquid hydocarbons or othor products) oneg~gixth (1/6)

of the value of the gross production, but in no event shall the royalty be based on & price of loss than the highest market price paid
or offered for gas in the genoral area, or the prica paid or offered to the producer, whichever {8 the greater; provided that the
mexlrawn base pressure in messuring the gay under thiy Jease contraot shall not at any time exceed 14.65 pounds per square
inch absolute, and the standerd base temperature shall boe mixty (60) degress Fabrenheit, correction to be made for pressure ac-
cordfng to Boyle's Law, and, fpr. speciflo,gravity, accqrding to tast made. by the Balange Mothod.' wr oo oo

(C) As zoyalty on any gas processed for the recovery of gasqline or other liquid hydlro‘urbpnst

one-gixth (1/6) of the value of the gas processed.. Lesses agrees that the value
of such processed gas shall be the value of the liquid hydrocarbons recovered therafrom, plus one hundred per cent (100%) of the
value of this lsase's propostionate share (baing that portion seturnable to this leasc) of the residue sold from the plent. The State's
soyalty shall be pald on the basia of the averags selling _prico of residup grs wg{ t}i_bwpqplim grades of Uquid, hydrocarbans,
F.0.B, at the plant In which sald gas ix uced for thie same month n’ whichi tHs' gul Whs dellvered, provided that the price shall
not bo less than the average of prices quoted in one or more of the lsading perlodicals of the industry for similar grades of liquid
hydrocarbons and residue gas in the terrtory, or the price accruing to the Lessee;yhicheyer f¢ the greater.. Tho value of all liquid
hydrocarbons shall ba determined ss followa: o

(1) On tho basls of 50% of the value of the lquid hydrocerbon content of the gas as destermained t the wellhesd
byuthe split-stream yosthod of testing or the most mpproved method of testing being used by the fndustry at the timo of
testing, or : .

- (2) That per cent of the value of liquid hydrocarbon content of the gas which aocrues to ths Lessee, or
(3) 80% of the value of lquid hydrocarbons nctually recovered, or

(4) That per cent of the velue of the Hquld hydrocarbons aotually recovered which accrues to tho Lessco; whichever
is the greatest, ’

{D} As a rayalty on carbon blask, sulphur or any other products produced or manufaotured from gas (excepting liqutd hydro-
carbons) whather sald gas be “casinghead,” “dry” or any othst goi, by fractionating, buming or any other processing, the value of

ong-gixth (1/6)
wise by Lossse, the value to be determined aa follows:

(1) On-the basls of the averags sale price of the product, ¥.O.B, st the plant for the same month in which the pro-
ductlon i3 secured, or )

(2) On the basls of the averags price recelved by the seller for mny of the by-products at ths point of dellvery, or

(3) On the hasls of tha averege of prices quoted in ons or more of the leading periodicals of the industry for slmilar
grades of spid products jn the torxitory; whicheyer 1s: the greatest.

of the production used or disposed of by sale or other-

(E) No royalty shall be payubls on'gex wed by Lessso for operations on the Jogsed premises; Ne' ‘m:,'fdtx., shall ba puyable
on any. gas 88 mey represant Leséed’s proportionste shdxe of ‘aby fual used fn compressing'such”gas or as fuel In any rocessing
plant or other facility. Subfect to the consent In writing of the Commilssionor of the General Land Offce, Lesses muy infect gus
into any ol or gay producing formation underlylng the leased peemises aftor the liquld hydrocarbons contafned fn the gas hava
beon removed, and no royaltles shall be payable on the gas 3o lnfected untld such time as ths same may thereafter bo produced

- and pold or used by Lessée fn such manaor a3 to entitle Lessor {o. & royulty therson under tha toyalty provisions. of thiy lease.

(F) Lessco agreos to use reasonable diligounce to prevent ths undergrowmd or above ground waste of oil or gas, and to aveid

“the physical waste of gas produced from the leased premises, Lesses shall elther market sald gas ox wse same beneficially i1 opora-

Hons on tho lossod premises, Commencing minety (80) days from the date of initial production hereunder, if waste of gas ocsurs

by blowing, flazing, rolease, venting, escape ov otherwise, Leossco ghall pay Lessor a royalty of
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8. Nohwithatanding any yxov\ls'?;n of this lease to the contrary, after a well producing or capable of producing, oll or gas
has been completed on’the*loased premises, Lossoe shell exercisa the diligence of a reasonably prudént opsmtor in Jrilling such
additional well or wells -2s mey be reasonably necessary for the proper davelopriant of the leassd premises and In mirketing 0;’
production thereftom. - . . . 4
o o

o» o ‘o, \,‘ -

7. If oll and/or ga should be produced in commercial quantities in & wali*‘hhnd. pr(vu!nly’awped or on Stats Iand leased

at a lesser royalty, which well # within ons thousand (1,000} feet of the ares’ imdluded herejn, the Lesseo shall, within ‘sixty (60)

days after such {aftial production on such Jund, begin in good faith and prosecute diligeutly the drilling of an offset well on this

ares, and such offset well shall bo drillsd to such depth a9 may bo necaswyrt‘g prevent the undue dralnage of this ares, and

the Lesses, manager or driller shall psa ‘all means necogiacy 1 o good falth effort:ty make such offsat well produce oll and/or gas
in commerclal quantities, A R N oo -g\;, T

8. Should the frst woll or subsoquant suspassive wells dtlled on the abova described land bo & dry hole or dry holos, this
leate shall terminato ax to both parties, unless, on'of belore the rental paying m‘-;m ehsuing after sixty (60) days from the date of
complation of such dry hole the Lesses commonces the drilling. of :another wél 'qt“ﬁmmnpaymmt of snnual delay réntal in
the same manner as provided in Paragraph Number 2 in this Isase; provided furtiiers bk sholild the 8nt well or- suy subsequent
well drilled on the above desaribed land be completed az a shut-in gas well with{n“the: primary tesmn hereof the Lessoe hall re.
sume payment of annual rental in the same manner s provided in Peragraph Number £ In this lease on or before tha rental pay-
ing date next ensuing from the date of opmpletion of such shut-in gas well and the failure to make such annual rental payment
shall subject tha leass to forfeiturs under the provisions of Paragraph’ Number 14 hereof, If at the expiration of the primary
term or at any time thereafter a shut-in gas well is Iocated on the leased preraises payments shall ba made in accordance with the

visi h Number- 17 hereof. . ; Ra w G Eb b L e L .
e o'f"vﬁfo::\fm'& Leﬁre‘o commences the drilling of any wall or wells upon the above doseribed premises, written notice

c3

thereof shull be Aled fn the General Land Office within five (5} days after spudding In such well, aecompanied by a plat of sald
pramises showing the location of such well or wells.

{A) Upon the request of the Coipmissioner of the General Land Office or his authorized repressntative, Lossce shall file in
the Goneral Land Offica carbon coples of ell forms and other information filed-with the Texas Railrond Commlission which per-
tain to operations on this lease within five (5) days aftex said Aling with the Commisslon, v:;

(B Lassae shall have an electrical "nnd/or radloactivity mrvo'y made of the bore-hole ucucm, from the base of ths surfacs
cusing to the total depth of well, of all 'wells drilled on ths above deseribed premizes snd shall trensmit & true copy of the log
of each survey on sach well to the General Land Offics within ffteen (15) days after the making of sald survey.

(C) The Lesses hereln egrees, insafar as possible, to supply the Gensra! Land Office with any records, memoranda, acoounts,
reports, cuttings and cores, or other information relstive to the operation of the shove desarfbed premises, that may be requested
by the General Land Office, In addition to those herein expressly provided for, ' ’ :

10, Lesssa shall have the yight to use such water that may be on the premisss, necossary for drilling and operating wells,
and shall have the right to use so much of the surface of the lamd that may be nscessary for drilling and operating wells and trans.
ﬂorﬂng and marketing the production therefrom, such use to bo conductad under conditions of lenst injury to the surface of the

nd. :

11, In developlng this aren, the Lessco shall usa the highest degreo of care and all proper safeguards te pravent the pollutdon
of water, Lesses shall bulld and maintain fences around {ts slush, sump, and drainage plits and tank batteries so ns ta protect
lvestook against loss, demage or Injury; and upon completion or abandonment of any well or wells, Lessoo shall Al and lavel off
all glush pits and cellars end completely clean up the drilling site of all rubbish thereon, Losses also shall srect, at & distance not
to excosd 25 fcot from each well on the premisss covered by this leass, a legibls sign on which shall be stated the nams of operator,
tho lease designation and the well number. Where two or more wells on the same lesse or where wells on two or more leases
sra connected to the sams tank battery, whether by Individual flow line connections direct to tho tank or tanks or by use of a
multiple header system, each lino between each well and such tank or header shall be legibly identified at all times, slther by &
fimly attached tag or plate or an {dentification properly palntsd on such ling at & distance not to excezd thres (3) feet from such
tank or header co‘;necl:uou. Said signy, tags, platss or other dentification markers shall be maintained in a legible condition through-
out the term of this lease,

12, Tho lease may be transferred at any tlme, All transfers must bo recorded in the county where the area i located, and
the recorded transfer or & copy certified to by the County Clerk of the county where the transfer {5 recorded must be fled in
the Ceneral Land Office within ninety (80) days of the execution date, sccompanied by a filing faa of Three Dollars ($3.00),

18. The Lesses may relinguish the rights granted hereunder to the State &t any time by recording the rolinguishment jn the
county whare this area is sltuated and fling the recordsd relinquishment or cartified copy of same in the Gonoral Land Office
within ninoty (00) daya after Its execution sccompavied by a filing fee of Threo Dollars ($3.00), Such relinquishment will not
have the effect of reldasing the Lesses from any linbility thorstofore accrued In favor of the Stats.

14, If the Lessoe should fall or refuse to make payment of any sum dus for royalty on the production, within thirty (30) days
after it shall become due, or if the Lesses or his authorized agent should knowingly make any falts return or falsa report concern-
ing production, royalty, or drllling or if the Lessea should fai) or refusa to drill any offsst wall or wells in good Faith as roquired
by law and the rules and ragulations adopted by the Commissioner of the Ceneral Land .Ofice, or if the Lessea or his agent should
refués the proper authority access to the records pertaining to operations under this laase, or If the Lessoo or his authorized agent
should knowingly fail or refuso to furnish the log of any well as provided herain, or if Lesses shall knowingly violate any of the
materlal provisions of thie lsase, this lease shall be subject to forfeiture by ths Commissioner of the Genarsl Land Office, and when
forfelted the area shall again be subject to lease to the highest bidder. under tha sama raculatiane annrenlling tha meledanl nala <
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has expired within sixty (60) days after the Lessse shuts in such' well or ceases to produce gas therefrom or within sixty (60) days
aftor this lease ceases to be otherwiso'maintaiued in force and ‘6féct; and-if such payment is made, ths Iease shall-bo’ considered
lo bs & producing leass ead euch shutdn gas sell zeyalty paysaent shall extead the torm of s losd for ' seriod of one (1) year
from the end 'of the primiary térin of, if sker the’Primary term, from’{he frét ‘day of the month next succesding the month in
which such well was shut in or production csssed or this loase ceased ta be otherwite malntained in foros hnd effect; snd thero-
after, If no suitable market for such gas exists, the Lessco may extend thia Teaze for four (4) edditlonal nd succosive persiods of
one (1) year each by the payment of @ like sum of mpney sach year as above provided, on-or bafore' the expiration of the ex-
tended term. Provided, however, that if, whils thiy leass {s belng maintainéd in force'and effect by paymeidt of-auch shut-tn gas
well royalty, gas should be sold and delivered In paying quantities from & woll sitifated withia 1,000 feet of the lsased pramises
and completed {n the .same producing' retevolr, or in any case whare dratnage I3 cdeuring, tha right to further extend this lease
by such shut-in gas well royally payments ghall ceass and this lesss shall remain i foroe’and effoct for the ihmalnder of the our.
ront one-year partod for which the shut-in gds well royalty has boen paid and for dfi additional perfod not to exased fva (5) years
from the sxpiration of tho primary term by payment by the Lesses of ‘compensatéry toyalty ut the royalty rats provided for
horaln, of the valua at the well of production from the woll comploted in the same producing reservolr from which gas fs baing
sold and delivered and which i situated within 1,000 fest of or draining tho leased premises on which such shut-in gas wall is
sltuated, such componsatory royalty to bs pald monthly to the Commissloner of thé Ceneral Lakd Offico boginning on or before
the 20th day of the month next succsading the month {n which such gas & sold and delivéred from the well situated within 1,000
feet of or draining tho lossed premises and complsted in the sams produting reservoir, provided furthor that in tho event such
compansatory royalties pafd in any twelve-month period are in an nmount less than the annual ghut-in gas, well royalties provided
for herefn, Lesses shall pay an sdditional sum’ of money equal to the- differance between such’cobmpens tory royalties paid and
such shut-in gas well rayaltise"within thirty (30) days’ from'the ‘eha"&'ﬁ&h"mlﬁ&%ﬁlﬁ%ﬂ'ﬂﬁ%aﬁ q ‘fuithor 'thint Hothing"
hereln shell selieve the Lestes of the obligation of mwﬂa‘ble'asynbmn(,. noe of the ‘obligation! {0 drll offiet wells ns required

by law, . 6 iy
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18. M, at tho explration of the prihary term: of this lesss, production’of:dil or gus hat not-béen obitmined on-the'lersed prem.
ises but drilllng operations are belng conducted therson in good falth and in & good sad workmnnlike manner, the Lesses may,
on or bofore the explration of the primary term, fils In the General Land Office written application to the Commissloner of the
General Land OfBes for a thirty (30} day extension of this lesse, nccompanied by payment of Three Thousand Dollars (33,000.00}
{f this Isasa covers six hundred forty (640) acres or less and Six Thousand Dollars {$6,000,00) {f this lesss covers more than six
hundred forty (840) auwres and the Comunlssionsr shell, in writing, extend this leass for a thirty (30) day period from and after the
explration of the primary term and so long thereaftar as ofl or gas 12 produced Ju paylng quantites; provided further, that Losses
may, so long as such drilling operations are belng conducted, make Jike ppplication and payment dusing any thirty, (30) day ex-
tendod period for an additonal sxtension of thirty (30) days and, upon recsipt of such application and ‘payment, the Commisgloner
shall, in writing, again extond this lease so that same shall remeln in force for such edditional thirty {30) day perdod and so long
theraafter as oil or gas {s produced ia paylog guantities; provided, however, that 'this:leass shill not bo extended for mers than
a total of ono hundred eighty {1B0) days from and after the expliratlon of the primary term unless production in paying quanttes
has bean obtained, )

18, In the ovent this lease covers a rivarbed, Lessss s heroby specifically granted the right of eminent domain &nd condsm.
natlon as provided for in Chapter 40, Acts of the Second Called Sesston of ‘the 420d Legislature, and amendments thereto, as a-
part of the constdezation moving to Lessor for tha covenants heroin made by Lasses,ll + - - v/t o ¥
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20, In the event this lease covers land lensed under the provisions of Chaptar 408, Acts of the 47th Legislaturs, 1841, no
surfuco Jocation on this area may be oloser than six hundrad sixty (660) fest from the canter of any navigable ship channel, and
speolal permission from the Commissioner of the Genéral Land Offics will be nscessary to make any surfaca location between six
hundred sixty (680) feet and two thousand ona hundred sixty (2,160) feot from the ceater of any'such navigable ship chennel, Also
tn such evont this leass shall bo subject to all rules and regulations promulguted by ths Commissionst of the General Land Offics, .
purauant to Article 5380 V.C.8. and ameundments thereto, governing drlling and producing oporations {n coastal wateys. i

21, Upon the termination of this leass, for any cause, the Lossee shall not; in any event, bo permitted to remove the ease
ing or any part of the squipment from any producing, dry, or abanoned well or wells without the written consent of ths Com-
miusionor of the General Land Office or his authorized representative; nor shall Lesseo, without tha written consent of said Com-
missioner or his authorized reprosentative, remove from the leased premises the casing or suy other. equipmont, materis), ma-
chinery, nppliznces or praperty owned by the Lesses and used by the Lessoo In the development and production of oll or gas thers-
from until all dry or abandonod wells have been plugged and until all slush or refuse pits hava been properly fAlled and all broken
or discorded lumber, machinery, or debris shall have been removed from the premises to tha satisfaction of the safd Comunls-
sloner or his authorized representative. k

: . ’ e W, . 1

22. Should Lessso bo provented from cmnp'lylrgg with any express or implied oovenant of this lense, from conducting drilling
operations theréon, or from producing ol ahd/or gas therefrom, afier offort mada in good faith, by reason of war, rebellion, viots,
strikes, nots of God, 'or any’order, rule or regulation of ‘governmental wuthority, then Whils so prevented, Lessee's obligation to
comply with such covenant shall ba sruspsnded and Lesses shall not be lisble for damages for failure to comply therewith; and this
loaso shall bs extended while and so long a3 Lesses is preventsd, by any such cause, from drilling, reworking operations or pro-
ducing ofl &nd/or gas from the loase premises, provided, however, that nothing hersin shall be construsd to suspend the payment
of rentals durlng the primery or extended term, )

: 23, The covenants, conditions and agreomonts contained hereln shall extend to and be binding upon the heirs, exeoutors,
dministrator, sucoessors or assigns of tha Lasseo hersin.

IN TESTIMONY WHEREOF, Witaess tho signature of the Commlssionos o&%;ﬁgwxd Lend Office, under the ser) thers-
e

rﬁas {8
of, this 3 day of My Xo6 AR
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