OltL AND GAS LEASE
NO 618'?4 o

-

WHEREAS, Pursuant to Chapter 271, Acts of the 42nd Le latu.rei 1631, as amended by House Bill No.
9, Acts of the 46th Legislaturs, 1 Chapter 82, Acts of the Legislature, 1847, and other applicable laws,
the following area, to-wit:

Tract 980-8, Gulf of Mexico, Klebe:g COuncy,'containing 710 ¢4 acrea,
as shown on the official map of the Gulf of Mexico now on f£ile in the
General Land Office,
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HORRE the sq\ cxas gpd tho School Land Board of the State
drilling fofAand i ol and/or gas that may bas found and pro-
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WHEREAS, Aftor oll bids and remittances which wers tageived vp 1o q(d time, Rave been duly considered by the Commis.
sloner of the Genoral Land Office and the’ Schuq} Lm& Bowrd‘at a lgzulu mnoﬂug thamof in the Genersl Land Office, on tho

H( RTANE :
7 day of Manb.u__.__... o.ﬁi.. and it wu fmmd and determbned that
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way, aftor balog duly adyestised, offered fot g0 on the

10:00 o'clock A.M., by the Commissioner o tha"Gageral
of Toxas, for the tole and only purpose of m:‘p&unz agd
duced from the above describod e, \

whoso nddxess {8 2, 0. Mmgm 27001 T

had offered tha highoest and best b!d for a lease of the aren above described and ls, thorefore, entitled to receivs = leaso thereon,

NOW, THEREFORE, I, JERRY SADLER, Commissloner of the General Land Office of the State of Texas, by virtue of tho
authorlty vested in mae and In consideration of the payment by the hereinnfter designatsd Lesgeo, the sum of

Nineteen Thousand Bighty-Four a 8 pnpegupep - dollars
), xeccfpt of which is hereby lcknow]edged and of the ruyﬂdes. oovemh. :t!pulntlom and conditions contained-
19 084.8

and hereby agroed to be pald, obsarved and performed by Lessoe, do heraby demllo. grant,. Ioue and lot unto

Pan American - Petro_g_g,g_o_qugtion
the exclusive right to prowpect for, produce and take ofl. md/ongu feom tho aforssald aren.for & period of FIVE (5) YEARS and
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3. When production of ofl and/or gas is ssoured, the Lessce agrees to pay or cause to be pald to the Commissioner of the
General Land Office at Austln, Texay, for the usa and benefit of the State of Texas, durlng the term hereof:

(A) As a royalty on ofl, which is defined a3 including .all. hydrocarbons produced in-& liquid form &t the mouth of the wall
and also all condensate, distillate, and other Hquid hydrocarbony recovered from oil ox gas run through a ssparator or other equip-

ment, as hereinefter provided, ong-sixth (1/6)

of the value of the groas production. Said value shall ba bhased on the highest posted price, plus premuim, if any, offered or paid
for oil, condensate, distillate, or other liquid hydroocarbong, respectively, of a like typs and gravity in the general ares, or the
prevalling movrket’ price thersof in the goneral area, or the proceeds of the sale thereof, whichever is tho greatest. Lessee agrees
that bofore any gas produced from the land herehy lensed Is sold, used or proccssod in aplnut, it Will be run through an adequate
ofl ond gas separator on tho lease of conventidral typs or other equ(pment ot Joast as ‘effiofant to tho end that all liquid hydro-
ocarbons receverablo from the gas by such moans will be recovered. Upon written consent of Lessor, the raquiroment that such gas
bo run through such & separator or other oquipment may be walved upon such terms and conditions as preseribed by Lessor.

(B} As royalty on eny gas, which {s defined as all hydrocarbons and gaseous substances not defined s oil in subparagraph (A)
above, producad from any well and sold by Lesses, or used by Lesses for purposes which are not exempted from royalty pay-
ments (excopt as provided herein with respect to gas progessed in a plant on o percontage basis for the extraction of gasoline,

Y O N T A
Yieputd hydocnxbona or other ptoducts) one-gixth ll 6}
of the value of the gross production, but in no event ghall the royalty be hazed on a prloe of less than the highest mnrkot prics pald
or offared for gas {n the general area, or the price pald or oHered to the producer, whichever ls tho grenter; provided that the
maximum -bess pressurs in measuring the gas under thls leasa contract shall not at sny time excaed 14.65 pounds per square
tnch absolute, and the standard busa tempsrature shall be sixty (60) degroes Fahrenhsit, correction to be madc for pmsure ac-
cording to Boyle’s Law, and for specifio gravity mccording to test made by.the Balancs.Method.w .. .

{C) Ae royulty on ony gas processed for tha recovery of gasoline or other liguid hydroaarbons,

___one-gixth (1/6) of the value of the gas processed. Lessee agrees that the valve
of such processed gas shall be the value of the iquid hydrocarbons recovered therefrom, plus ono hundred per cant (100%) of the
value of this lsase’s proportionate share (being that portion returneble to this lenss) of the residua sold from tho plant, Tha States
royalty shall be pafd on the baste of the average selling prico of residus. ges and the' respective, grades' of liquid hydrocurbons,
F.0.B. at the plant in which said gas is used for the same month'In which the ges was daliverod, provided that the price shall
not be less than the average of prices quoted in one or more of the leading perlodicals of the industry for similar grades of liquid
hydrocarbons and residus gas in the teritory, o the price acciiing 1o the Lessos; whickever.js the greater. Tha value of all liquid
hydrocarbons shall bs determined as follows;

{1) On the basts of 50% of the value of the Hqﬁla‘ hydrocarbon content of the gas es determined at the wellhead
by the split-stream method of testing or the most approved method of testing belng used by tho ndustry at the time of
testing, or ¢

(%) That per cent of the value of liquid hydrocarbon oontent of the gas which acerues to the Losses, or
(3) 50% of the velue of lMquid hyd:owbons lotvully rocovered, or .

GE YR Y 8 ofthn o rad e
(4) That per cont of the value of thc llquﬁ hyéma y ‘“ :lm*yr'reo‘ova‘nd whleh u:cnwi to tho !.weu; ‘whichaver™"
is the Rroatcst,

(D) Ax a royalty on carbon black, sulphur or any other products produced or manufactured from gos (excepting liquid hydro-
carbons) whether sald gas be “casinghead,” “dry” or any othet gas, by fractionating, buming or any other processing, the value of

tne-sixth (1/6) of the production ussd or dispossd of by sale or other-
wise by Lesses, the value to bs dotermined ss followst

{1) On-the basis of the average salo price of the product, F.O.B. at the plant for the same month In which the pro-
ductlon is secursd, ot

(2) On the basls of the average price rocalved by the sellor for any of the by-products at the point of deltvery, or

(3} On tho basis of the average of prices quoted in one or more of the loading perlodicals of the industry for similar
grades of ssid products {n the, territory; whichever Is the greatest,

(E) No royalty shall be payabla‘on ‘ges wsed by’ Iaseo ‘for opeuuom on tho lapnd prgm!m. No xoynlly ahnll bo paynblo
on any gas as may represant Lejsee's proportionate shaxe' of mny fuol uséd in’comipressing ich ges or as fuel In aby processisg
plant or other facility. Subject to the consent in writing of the Commissionoer of the Ceneral Land Ofice, Lissse may Infoct gas
{nto any of} or gas produclng formatlon underlylng the leased premises fter tha liquid hydrocarbons contalned fa thie gas have
been removad, and no royalties shall be payahle on the ges so injectod until such tima as ths same may thereaftor bo produced
and sold or used by Lesseo in such mannar a3 to entitla Lessor o a royalty thereon under the myllty provisions of this lease.
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(¥) Losseo agxeol to use nuomb!s dﬂlgones to prevent the underground or above ground waste of oil or gas, and to avoid
the physical waste of ges produced from the leassd premises, Lemes shall either market sald gas or uss same benefcially in opera-
tions on the leased premises, Commendns uinety (80) days from the date of Initda] production hereundar, if waste of gas oceurs
by blowing, flaring, release, Vuntfuz, empo ot otlmw&o )‘.Ame ’h;ll.bny Losor & xoya!ty of .
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8. Notwithstanding any provision of this leass to the contrary, after n well producing or oapable of producing, ofl or ges
has been completed on the leased premises,,Lesses shall exeraisa the diligence of a reasonably prudent operator fn drilling sugh
additional woll or wells as may be rouo:’{y nscassary for'the proper development of the lsased prsmues and o marketing the
production therefrom,

7. If ofl and/or gas should be produced jn commercial quantities in a well on land privately owned or on State land leassd
ut a lesser royalty, which well is within one thousagd (1,000) feet of the area included horein, the Lessee shall, within sixty (60)
days after such initial production on such land, begin fn good faith and prosscute dillgently the drilling of an offset well on this
ares, and such offset well shall be drilled to such depth as may be necessary to prevent the undue drainage of this area, and
the Lesses, manager or driller shall uso all moeans necessary in a good faith eflort to make such offset well produce ofl and/or gas
in commercial quantitiss.

8, Should the first well or subscquent successive wells drilled on ths above described land be a dry hols or dry holes, this
loass shall terminate os to both parties, unless, on or before tho rentsl paying date noxt ensulng after alxty (60) days from tho date of
completion of such dry hole the Lestes commences the drlling of another well or,resumes payment of annual delay vental in
the same manner &3 provided In Paragraph Number 2 in this lease; provided further that should the first well or any subsequent
well drillsd on the above described land ba completed as a shut-In gas well within the primiary term hereof the Lessss shall re-
sumo payment of suous] rental in the sams manner as provided in Paragraph Number-2 in this lease on or before the rental pay-
ing dste next ensuing from tho date of completion of such shut-in gas wel] and the failure to maks such annusl zental payment
shall subject tha lease to forfeiture under the provisions of Paragraph Number 14 hereof, If st the expiration of the primary
term or at any time thereafter a shut-in gas well is located on the leased premises payments shall be made in acoordsncs with the

provisions of Parngraph Number 17 hereof.
0, Whenever the Lessas commencas the drilling of any well or wells upon the above described premises, writton notice

thereof shall be flled In the Ceneml Land Office within flve (B) days after ypudd(ng In such well, aocompanied by & plat of sald
premlses showing the location of such well or wells,

{A) Upon the tequest of the Commissloner of tha General Land Office or his authorized representative, Lesyss shall éle in
the General Land Offios carbon coplay of all forms and-other information fled with the Texas Ruilrond Commission which per-
tain to operations on this lease wuhln five (8) days after gaid filing with the Commission.

(B) Lessee shall have an demrlcal and/or radloactivity survey madoe of the bore-hols section, from tho base of the surface
casing to the totsl depth of well, of all walla drilled on the above deseribed premises and shall transmit a true copy of tho log
of onch survey on each wall to tlw Gonersl Land Offico w:lt.hln fifteen (18) days after the making of said survey.

(C) The Lesses herain agroos, insofar as possible, to supply the General Land Offcs with any records, memorunda, &ccounts,
reporty, auttings and cores, or other Information rclative to the operation of the abave dow(bod premises, that may be requosted
by the Genaral Land Oﬂlne, in addltlon to thoso hmin exprassly provldod for.

10, Lessse shall luvn the rlght to use such water that mey ba on the promhos, pecessary for drilling and operating wells,
and shall have the right to use so much of the surface of the Iand that may bo nocessary for drilling and operating wolls and trang-
porting and marketing the production therefrom, such usa to be conducted under conditfons of least injury to the surface of the
land,

11. In developing this ares, the Lassed'shall ‘use the highest degres of taro’ *and all'proper safeguards to prevent ths pollution
of water, Lessce shall budld and malntain fonces around its slush, sump, and drainigs plts and tank batterles so as to protect
livestock against loss, damage or injury; and upon completion or abandonment of any well or wells, Losses shall 811 and lavol off
all slush pits and cellars and completoly cloan. up the drilling alte of nll ubblsh. !Hexoon. Lesses also shall erect, at a distance not
to excoed 25 feot from each well on tho premises covered W this leass| n‘loglble dgn ori Which shill b stited the name of operator,
the leass derignation and the well' number.- Whers two 6F more’ wells ‘on the saime’ ledse’ or where wells on two or moro leases
wro connected to the same tank battery, whether by individusl flow line connections direct to the tank or tanks or by use of &
multiple header system, esch line betweon cech well and such tank or header shall be legibly identified at all times, either by s
Brmly attached tag or plate or an Identification properly painted on such line at a distance not to exceed threa (3) feet from such
tank or header connection. Said signs, tags, plates or other identification markers shall be maintained In u legible conditlon through-
out the term of this leass,

12, The loasa may be transferred at any time, All transfers must bs recorded fo-the coynty where: the area is loonted, and
the recorded trangfer or o copy cextifiod to by this County Clerk 'of the ‘county’ whers the trinsfer is racorded must be fled {n
the Goneral Lend Oﬁiuu Wilhin nLnety (90) duys nf thn exocu&on dnte, nccomplmd b? a fling fee of Three Dollars (§3.00).

13, The Lesseo may xehuquhh tha rlghts granted hmunder to the Shte at any ‘time by moordinx the relinquishment in the
county whore this area {s situated and Aling the recorded relinguishment or certified copy of same in the Genersl Land Office
within ninety (80) days after i¢s execution socompanied by & Bling fes of Three Dollars ($9.00). Such selinquishment will not
have tho effect of releasing the Lesseo from any liability theretofore accrued In favor of the Stats.

14, If the Lessea should fall or refuse to meke payment of ay sum due for royally on the praduction, within thirly (30) dayz
after it shall becomo due, or if the Lesses or his'authorizod agent thould knowingly muke any falie return or-false seport concarn-
ing production, royalty, or driliing or if the Lesses should fail or refuse to drill any offsst well or walls Ia good falth ag requlred
by law and the rules and regulations adopted by the Commisstoner of the General Land Offce, or {f tho Lasao or his agent should
vefuss the proper authority mccess to the records pertaining to oparations under this lease, of 1f the Lessos or his authorized sgont
should kaowingly fall or refuse to furnish the log of any well as provided Lievaln, or if Xassee shull knowingly viclats any of the
material provisons of this lease, this lenso shall be subjoct to forfeifure by the Commissioner of the Ganaral Land Offios, and when
liorfcl(ad the aren shall again bo subject to leass to the highest hlddut, undur the game xeguhtlom contralling the orlginal wale of
LERLE)

(] e i e F e st it




i 219 mxe 376

has expired within sixty (80) days after the Layseo shuts in such well or geases to produce gas therefrom or within sixty (60) daye
after this leaso ceases to be othorwise maintained {n forco and sffect; and iF such payment Is zade, this ldase shell be considered
to be & producing loass and such shut-ln geas well royalty payment shall extond the term of thin lease for a poriod of one (1) year
from the end ‘of the primary term or, If aftor the primary term, from”the' Brst day of thd' month nekt sudcoeding the month in
which such well was shut In or production ceased or this lease ‘ceased to bo otherwiss malntained in forco and effect; and thore-
after, if no cuitable market for such ges exdsts, the Losssp may oxtend this losse for four (4) sdditional and succsssive perlods of
one (1) year each by the payment of 4 like sum of mpnsy ech year as above provided, on or befors the explvation of the ex-
tended term, Provided, howavor, that if, while this loass is belng malnteined In force end effect by paymont of such shut-{n gas
well royalty, gas should be sold and delivered In paying quantties fram a woll situated within 1,000 fast of the lensed premises
and completed in the .same producing resorvoir, or {n any case whore drainage is occurring, the xight to further extend this lenss
by such shut-in gas well royalty payments shall cease and this leaso shall femnin in forco and effact for' the'remainder of the cur-
rent ong-yoar period for which the shut-in gas well royalty has boen'paid and for an ‘2dditional peried not'to exceed fve (5) yenrs
from the expiration of the primary tesm by payment by the Lessee of compensatory royalty at the royalty mate provided for
herein, of the value at the well of production from the well complsted in the same producing yaservolr from which gas is being
sold and delivered and which Is sltuated within 1,000 fost of or dreining the leased premises on which such shut-in gas well is
situated, such compensatory royalty to be paid monthly to the Commissioner of the Gensral Land Office beginning on or bsfore
the 20th day of the month next sucoseding the month in which such gas is sold and delivered from tha woll situated within 1,000
feot of or draining ths lessed premises and completed In the same producing reservolr, provided further that in the event such
compangatory royalties paid in eny twelve-month period are fu an armount less than the.annusl shut-in gas well royalties provided
for hereln, Lessee shall pay an additional sum of monsy equel to the difference bstween such corapensatory roysltles paid and
such shutdn gas wall royalties within thirty (30) days from the end of such twelve-month period; provided further that nothing
heroin shall relievs the Lesses of ths cbligation of reasonable development, nor of the obligation to drill offset wally ag raquired
by law:

. 1B, If, st the expiration of the primery tenm of this lesse, productlon of oit or gas has not boen obtainod on the leased prom-
fses but dellling operations arc bolng conducted thereon In good faith and in a good and workmenllke manner, the Lesseec may,
on or befors the expiration of ths primary term, file In the Ceneral Land Office written application to the Commissionor of the
Genaral Land Offlon for a thirty (30) day extension of this leaso, accompanied by payment of Tiiras Thousand Dnllars ($3,000.00)
{F this lease covers gix hundred forty (840) aaros or less and Six Thousand Dollars {$6,000.00) if this lsase covers more than six
hundrod forty (640) ncres and the Commissioner shell, in writing, extend this Jeaso for a thirty (30) day perlod from snd after tho
oxpleation of the primary term and so long thersafter as oil or gas is produced in paylng quontitios; provided further, that Lessee
may, 80 long ag such drilling operationy are boing conducted, make like application and payment during any thirty {30) day exs
tendsd poriod for an sdditional extension of thirty (30) days end, upon vecelpt of such application and payment, the Commissioner
shall, $n writing, again extend this loass so that zame shall yemain' in fores for such additional thirty (30) day period and so long
thersaftar a1 ol or ges is produced in paying -quantjtles, provided, howover, that, this leags ghell pot he extended for more than
a total of ono hundred eighty (180) dayi from and after ths expiration of the primary term unless producton'in paying quantitics"’
has besn obtained, b W s .

10, In the ovent this leass bovers a riverbad, Lesses is hereby specifieally’ grdntéd the' Hght'of ominent domaln’ ahd’ coridems
natlon as provided for in Chapter 40, Acts of ths S8econd Called Session of the 42nd Leglslature, aund amendments thersto, as a
part of the consideration moving to Tessor for the covenants herein made by Lasses, - . -

. : : . 1

20. In the event this lease covers land Jeased under the provisions of Chapier 498, Acts of tha 47th Leghlaturo, 1041, no
aurface location on this sres mey bé closer than' slx hundred sixty (8BOJ feet.from thi‘benter ‘of 'any’navigable ship channel, end
speclal permiuslon from the Comthtssioner of the”Gelisral Land DHICY Will'BSBecdisaty to miuke any surface’ location betwgen six
hundred sixty (680) fest and two thousand one hundred sixty (2,160) feet from the center of-any'such navigabls ship channel. Also
in such svent this leaso shall bs subjoct to all rules and regulations promulgated by the Commissioner of the Genera! Land Office,
pursuant to Artlole 5368 V.CS. and amendments. thoreto; ‘governing drilling and produo!ni oparations in corstel watsrs,

21, Upon the termination of this leass, for any cause, the Lesses shall noy; In any event, he permitted to remove the cas-
ing or any part of the squipment from sny produclng; dry, 6r abanoned well 'or wells without the written consent of the Com-
rafssioner of the General Land Offico ‘or his-authorzed representative; por shall Lasses, without the written consent of sald Com-
mitsloner or his authorizod representative, romove from tho 'leased” premises the casing ‘or any’ other aquipment, materia], ma-
ohinery, appllances op property ownod by ths Lessee and used by the Lessoo in the development and preduction of ofl or gas there-
from until all dry or abandoned wells have baen plugged and until all slush or refuss pits have bean properly Alled and all broken
or discarded lumber, machinery, or debris shall have besu removed from the premises to the satisfagton of the sald Commis-
sloner or his authorized reprosentative,

22, Shopld Lessse be provented from complying with any axpress of {ropliad covesiant of this leaso, from conducting drilling
operations thereon, or from producing ofl and/or, fes therefrom, nftepgfart mads in godd faith, by.reason of war, rebellion, rots,
strikes, acts of God, or any order,.rule or regulation.of govemmental: dutharity, then wWwhile ap; provented, Lesses's obligution to °
comply with such covenant shall be suspended and Lesses shall not be Hable for dumages for fallure to comply therewith; and this
lease shall be oxtended whils and so long ay Lessee is prevented, by any such csuss, from drilling, reworking oparations or pro-
ducing ofl and/or gas from the lease pramises, provided, however, that nothing hereln thall bo conttrued to suspend the paymant
of rentals during the primary or extended term, .

. 23, Tha covenants, condidons and sgreemenlx' contalned hereln shall oxtend to and be binding upon the heirs, executors, .
admin{sirator, successors or assigns of the Lesses hersin,

IN TESTIMONY WHEREOF, Witnosi the signature of \ha Commissioner of tho Genaral Land Office, under the real thers.
e MEOMHER Jud || (.r (VRS e !""v"ffl_“-”,’““‘_”"“?M","“"ﬂ PV hanie fe TEed R Y

of, this 7 day of November ' * : ﬁl‘ ' / .




