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WHEREAS, Pursuant to Ch ter 271, Acts of tho 42cd Legislature 1931, as amended by House Bill No.
9, Acts of the 46th Legislature, - 1&9 Chapten 82, Acts of the 50th Le iature 1947 and other applicab]a laws,
the following ares, to-wit:  : i i
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Tract 984-8, Gu1£ o£ Hexico, Klebers CQunty, containing 640 acres,
ae shown on the official map of the Gulﬂ of Mexico now on €ile in the
General Land Otftce.,.,,'

was, alter being duly advertised, offerqgd £oi lops b A da Novemberx 19.67  at
10:00 o’clock A.M,, by the Commissiopsr of the: and ‘exas and the School Land Board of the State
of Texas, for the sole and only purpos# of p | I'd ' C uéjn ofl nn /or gas that may bo found and pro-
duced from the above described ares, ¥, N B ud

WHEREAS, After all bids and xamltuncel WM ply !o')u@‘ﬂme ha%e been duly considered by the Commis-
sloner of the General Land Office and the SQhool Land“Boerd at a vegular mseliﬁg thoreof in tha General Land Office, on the
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7 day of November i 10 67’ Fad 1t wasfmma and determined that
PAN_AMERTOANPETROLEUM CORPORATION
whose addross {s LBy O, Box 3092, Houston, Texas. 77001

had offered tho highest and best bid for & leass of the area above described and s, therofors, entitled to recolvo & Jease therson.

NOW, THEREFOQRE, ], JERRY SADLER, Commissioner of the General Land Office of the State of Texas, by virtue of the

authority vested in mo and in consideration of the payment by tho hereinafter designated Lesses, the sum of

Saventeen Thousand Two Hundred Thraee znd 20/100.ueeccenucunnnanan dollars
¢ 2 ), receipt of which is hereby scknowledged and of the royaltes, covenants, stipulations and conditions contalned

17,203.20
and hersby agreed to be paid, observed and performed by Lessee, do hereby demise, grant, lsaso and let unto
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3, When production of oll and/or gus Is sepured, the Lessae, agrees ta pa;;' or cause to be paid to the Commissionor of the
Genoral Land Gffico at Austin, Taxas, for tha use and benefit of the Stats l}f Texss, during t!xo term hareof:

. el
{A) As a royslty on ofl, which is dsfined es including all hydrocarbons produced in a liquid.form at the mouth.of the well
and also all condensatd, distillate, and other Hquid hydnocarbons recovered from oil or gas run through a separator or other equip-

meat, as hurelnafter provided, ona-gixth lll ). :

of tha value of the gross production. Eaid value shall be based on the highest pested prico, plus pressuim, 1€ uny, offeted or paid
for ofl, condensats, distillate; or-other Mquid hydrocarbons, respectively;' of -a'like typa and- gravity in'tho genesal ares, of the
prevailing market’ prico thereof in the genoral ares, or ths proceads of the wnle thereof, whichever ir tho greatest, Lessea agrees
that before any gas produced from the land hereby lossed fx sold,.used or processed in & plant, it will be run through an adequato
oll and gas separator on the lsaso of conventicnal type or other equipment at least as efflcfent to the end that’all liquid hydro-
carboris recoverable from tha gas by such moans will be recovered. Upon written conxent of Lsssor, the requirement that such gas
bo run through such a separator or other equipment may be waived upon such terms and conditions as preseribed by Lessor.

(B) As royalty on any gas, which {3 definsd as eli hydrocarbons and gassous substances not defined as oll in subparagraph (A)
above, produced from eny well and sold by Lesson, or used by Lessee: for purpores which: are not oxompted from royalty pay-
monts (except as provided herein with respeot, to.ges- processed in: t;plnnt\‘on;wpu;penuso--buu for the extractlon of gasoline, -

Has PWELYCQN L O FTUR (P T ORFTRQ T v s '
Jiguid hydocarbons or other preducts) _Qﬂelsﬁt‘h ii’l 8)
of the value of tho gross production, but in no ovent shall the royalty ba based on & price of less than tho highest market prios pald
or offered for gas in the goneral ares, or the price pald or offersd to the producer, whichever Is tho grsater; provided that the
maximwn base pressuro In measuring the gas under this leass contract shall not at any time exosod 14,68 pounds por squers
inoh absoluts, and the standard base tamperature shall b sixty (60) degroes Fahranhalt, comection’ to be made for pressure ac-
ocording to Boyle's Law, and for spectfio gravity socording to' test mede by sho}m‘hnpe Mothod#= & ~ t~mman 3 5

(C) As soyalty cn any ges procgssed for the recovery of gasoline or other lgquid hydrocaxbons, :

.. L e B

__ong-sixth (1,8) . p— i 2. of the valuaicf the gAs procersed.. Lessee agress that the value
of such procsssed gas shall be the value of tha liquld hydrogarbons recovered therefrom, plos one hundred per cent (100%) of the
value of this lease’s propartionate shere (being that portion seturnable to this loase) of the reaidus sald from the plant, The State’s
royalty shall bs paid on the baus of the averags selling pricesof régidue gaa and the vespeoctive grades of liguld hydrocarbons,
F.0.B. at the plent in which said gas fs used for the same month in which the gus was delivercd, provided that the price shall
not be less than the avarage of prices quoted in 0ze, or moze of the leading periodicaly of the tndystry for similar grades of Uquid
hydrocarbons and residus gas in the “terrftory, ot the ‘prloe acerulng’ta the Lesses, whichever In-the greater. The value of all Jiquid
hydracarbons shall be determined as follows;

(1) On the basls of 50% of the value of the liquid hydrocarbon content of the gas as determined at the wellhead
by the split-siream method of testing or the most approved method of tasting being used by the industry at the time of

tasting, or '
(2) That pex cent of the valus of liquid hydrocarbon content of the gas which acorues to tha Lesses, or
(3) 50% of the valua of liquid }xxd}owbbm rotually recovered, or Ly " C

B M e A ™ ) ) A ) N b
(4} That per cont of the value of the Hquid b'ydmm‘rl‘iom u;tually’ recovered which accruzs to the Lesses; whichever
iy the greatest, ¥

(D) As a royalty on carbon black, sulphur or suy other products produced or manufastured from gas (excepting lquld hydro-
carbons) whether said gus be “casingheed,” “dry” or any othet gas, by fractionating, burning or any other processing, the value of

ona-gixth (1/6)
wise by Lesses, the valuo to be determined as follows:

[}
(1) On-the basis of the everage sals price of the product, F.O.B, at the x;lant for the same month in which the pro-
duction is zecured, or- =

(2) On the basis of the average prics recsived by the seller for any of the by-products at the point of delivery, or

(3) Oa the basls of tha average of prices quoted In one or more of the leading periodicals of the industry for similar
grades of sald praduety in the ‘territory; whichever it the greatest,

of the pmducui:n used or disposed of by sale or other-

(£) No royalty shall be p-ynblo.on gus wed by Lesssa for operations on the leased premites, No royalty. shall bo payablo
on any gas as may represant Lesses’s proportionate sliara of any foel used in compressing such gue or as fuel In any processing
plant or other facility, Subjeot to the sonsunt in wriling' of the Comminsloner of the Gensral Land Ofiice, Lestso may Infect gax
fito any ofl or gas prodicing formation undeclylng tho loased premises after the liquid Iiydrocarbons contalned n the gas have
beon removed, xnd no ‘royalties shall be payabls oa the ges xa Injected until such time as the same mny thereafter be produced
and w0ld or used by Lesseo In such manner as to entitle Lessor to a royalty thereon under the royalty provisfons of this leacs,

{F) Lesses agrees to use reatonghle diligenca to pravent the undergvound or above ground waste of oil or gay, and to avold
the physical waste of ges produced from the leased premises, Losses shall either markot sald gas or uss spre benefiolally in opera-
tions on the leased premises, Commencing ninety (80) days from the date of initfal production hereunder, if wasts of gag oceurs
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8. Notwlthstanding any provision of this lease to the contrary, after e well producing or capeble of producing, ofl or gas
has been completed on the leased promises, Lasses shall exercise the diligence of a reasonably prudent operator in drilling such
additional well or wells as may be reasonably necessaxy for' the priper devélopment of the lsased premites and In marketing the
productlon therefrom, '

7, If ofl and/or gas should bs produced in commerctal quantities in & wall on Tand privately dwned or on State land leased
at @ lesser royalty, which well i3 within one thousand (1,000) fest of the svea Included herein, the Lessce shall, within sixty (60)
days after such injtial production on such lend, begin in good faith and prosecuts diligently the drllling of an offvet well on this
aren, and such offset well shall be drilled to such depth as may be necessary to provent the unduo drainage of thiy arez, and
the Lessos, manager or driller shell uge all meana necorsary in & good faith effort to make guch offsat well produce ofl and/or gas
in commercial quantities, U g e @

LT

8, Should the first well or subsoquent sucoessive wells drilled on the sbove desoribed land be & dry hole or dry holes, this
lease shall terminate as to both parties, unfess, on or before the rental paylng date next ensulng after sixty (60) days from the data of
sompletion of such dry hole tha Lesses commences the drilling ofunathey well or rgqumes payment of gonual delay rontal In
the same manner as provided in Paragraph Number 2 in this hmrpxny'ldod'fu,nhni'}h‘n_t'{ ould-thd it well or any. subsequent
wal] drilled on the sbove described land be completed as a shut-hy sul,"ﬂelt,wuh{nggq imaty tatm hereof ths Lossoo shall so.
sume payment of anoual rental In the sams manner as providsd {i Paingraph Numbor, 2 In this lease on or before the zental pay-
ing data next snsulng from the date of completion of such shut-in gre and the failure to make auch snnual rental payment
shall subject the leess to forfeiturs under ths provisions of Paragraph Numbor 14 hereof, If at the oxpiration of the primary
tarm or at any Mmp thergefter a.shut-in.ges well is located on the-leased-premises paymentssihall-be mado in acoordancs with the

provisiong of Paragraph Number 17 hereof. ’ .
9, Whenover the Lesses coramences the driling of any well or wells upon the above described premises, written notice

thereof shall be Aled In the General Land Office within five (5) deys sfter spudding in such well, scoompanied by a plat of sald
promises showing the location of such well or walls, N I

(A) Upon the request of the Commissioner of the Ceneral Land Office or his authorized repregentative, Lessoe shall flle in
the General Land Office carbon copies of ell forms and. other information filed with the Texas Rellroad Commission which per-
tain to operations on ¢his leass within fva (5) daya after said Aling \_leh thq Commission,

(B) Lesseo shall have an electrical and/or radioactivity survey made of the bore-hole seuum'i,'fr'om the baze of the surfnce
cnsing to the total depth of well, of all wella drilled on the abovs deceribed premisey and shall Gansmit a true copy of the Jog
of cach survey on ench well to the Goneral Land Oﬁu\wnh!n fifteen (15) days after the making of said survey, |

{C) The Lemes hereln agraes, losofar as pomible, to supply the Gensral Land Office with any racords, memorands, accounts,
1eports, outtings and corss, or other information rolative to the: operation of the above described premises, that may bo requested
by the General Land Offes, In addition to thoss hereln sxpressly provided for, ' | ‘ “I :
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10, Losses shell bave the right to wse wuch water that m’ayjb‘e"dn the, yremises, necossary for drilling and operating wells,
and shall have the right to uss 30’ moch of the surface of the land that may bo necessary for drilling and operating wells and trans.
;)ming and marketing the production therefrom, such use to be conducted under conditions of 'lspt fofury to the surface of tho
an . Ut ‘. Lo R A PN

11, In developing this aren, the Lesseo shall use the highast degres of care and sll propor safeguards to prevent the pollution
of water. Lesses shall build and maintaln fences around its slush, sump, and drainage pits and tank batterles 50 as to protoct
livostock ngatost loss, damage or injury; and upon completion or abandonment of any well or wells, Lasses shall Al1 and [ovel off
all slush pits and oellars and completely eloan up the drilling site of all rubbish thepéon, Losseo also ghall erect, at » distanca not
to exceed 25 fest from each well on the pramisas covered by this leass, e legible sign on which shall be stated the name of operator,
the leass designation and the well number, Where two or more wells on the sams lease or where wolls on two or more leases
nro connected to the same tank battery, whether by {ndividual Row line connectiony direct to the tank or tanks or by use of a
multiple header system, each line between each well and such tank or header shall bo lagibly identified at all Hmes, cither by a
firmly attnched tag or plate or an identification properly painted on such lino at & distance not to exceed three {3) fest from such
tank or header connoctlon. Said signs, tags, plates or other identification markers shall be maintadnod In & legible condition through-
out tha torm of this lease, . !

12. The lesse may bo transforred at any tme, All transfers must be recorded in the county where the avoa is located, and
the recorded transfer or a copy certified to by the County Clerk of the county where the tranifer is recorded must bo fled in
the Genoral Land Office within ninety (90) days of the execution date, zccompenied by a fling fee of Three Dollars ($3.00).

18, The Lesses may relinquish the rights granted hereunder to the State at any tims by recording tho relinquishment in the
oounty whers this area Is situated and Bling the recorded relinguishment or certlified copy of sams in the Genoral Land Office
within ninety (90) days after its executlon sccompanisd by = Aling fes of Three Dollars (§3.00), Such relingquishment will not
have the sffect of reldasing the Lasseo from any liability therstofors acerued in favor of the Stats,

14, I ths Leses should fafl or refuse to make payment of any sum due for royalty on the production, within thirty (30) days
efter It shall become dus, or if tho Lesseo or his authorized agent should knowingly make any falte yetumn or false report concern-
Ing production, royalty, or drilling or If the Yessee should fall or refuse to delll any offsat well or walls in good faith ss required
by lsw and the rules and regulations edopted by the Commissioner of the General Land Offive, or if the Lessse or his agent should
refusa the proper authority access to the records pertaining to operations under this lease, or if the Lesses or his authorized agent
should knowingly fall or refuso to furnish the log of any well as provided hersin, or if Lesseo shall knowingly viclate auy of tho
mater{al provisions of this lease, this lease shall be subject to forfelture by the Commissloner of ths General Land Office, and when
forfcltcd the area shall again be subject to lease to the highest bidder, undor the same regulations controlling the origingl sala of
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componsatory royalties paid In any twelVo-niémth ‘périod ire:fn an amount Jess than: tha annusl ghiittla: gis woll royaltfes provided

for horeln, Lessce ahall pay an additfonal sum of monoy equel to the difference betwesn such compensatory royalties pald and

such shut-in gas well royaltes within thirty (80) days from the eud of such’twelvevmonth pedod; provided further thst nothlng

hereln shall velléve the Lesss of the oblfgation of roasonable deyelopment, nor of the obligstion‘to drill offset wolls as required
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18, 1f, 4t the explration’of tho 'ﬁ.q;:'wy( ¢ of thiy! e ﬁiodpd@l_or‘ypf’é‘ﬂ'q’t’.‘.A “ﬁﬂno"bécd tatned on the Ipased prem- °
fres but drilitig opoerations ara being copduoted jtharson In good faliti'aod in's goos and workaisnlike manner, the Lesics may,
on or befors the explration of the primiry. tenn;fla In the Genoral Kead Offfce’wwritlen’ applicafich 't tho Commissioner of tha
Gonaral Land OMce for a thirty (00) day extansion of this lease, socompanied by fayment of Thrve Thourand Dollary (49,000.00)
If.this lease covors slx hundred, forty, (840). soros or less and Bix Thowssnd Dollars (16,000.00)'1f'thix leass covers moro than six
hundred fosty (640) actes and the Commislaner shall, In writinig, oxtend thislenss £gk & thirty'(30) dfy perlod frsm and after the
oxplration of the primary term, mnd so long, thateaiter as oll or gas'ls produced in paying quantitles; provided futther, that Lesses
may, so long as such drilling oporations’ aye’ bolng condutled, make Liks spplioation*and peyment dusing any thisty (30) day ex-
tonded period for an sdditional extenslon of thirty (30) days and, upon Yeeplpt of nich gftpum sid paymant, the Commissioner
shall, In wriling, agaln extend this Mdals 50 that same shall remald n foroe fdr such'ad tonal'thisty (30)-day period and so'long
thereaftor as oll or gas {s produced 14 Daying quaniitios, provided; however tist %bd{gﬁoﬁgw‘lr.ﬁgg .bo ‘extonded for more than
a total of ono hundred eighty (180) days from and after the explration ¢ agiprﬁﬂuyt_‘ uniles prediiition in'paying quantities *
hss been obtalnod. . . .

19, In the event this leasa covers a rivarbsd, Lusses s haroby specifically grantad the right'of eminent domain and condem-
nation as provided for in Chapter 40, Aots of ths Second Called Session of the 4%nd Leglslature, and smendments thereto, as a
part of the consideration moving to Lessor for the covenanta hereln mede by Lessea,

20, In the event this lease covers land leased under the provisions of Chapter 498, Aots of the 47th Legislature, 1841, no
surface location on this area may be closer then six hundrod sixty (660) feet from the center of duy nivigsbls ship channal, and
special penmission-from the Commissioner of the General Lind Offics-will be-necéssacy to make any ‘urfacs location betwesn six
hundrad sixty (660) foet and two thousand one hundred sixty (2,160) feet from the center bf auy such navigabls ship channel. Also
in such event this lesse shall be subject to all rules and regulations promulgatsd by the Commissioner of the General Land Offios,
pursuant to Articls 5368 V.C.S, aud amendments thereto, governing drilling and producing operations in coastal waters.

21, Upon the termination of this louo.,,fax any cause, the Losses shall not, Io any event, be permitted to remove the oss-
ing or any part of tho equipment from any producing, dry, or abanoned wall or wells without thé,iz‘wdmn consent of the Com-
missioner of the Goneral Land Office or his suthorized représentotive; nox shall Leyses, without the'wrltten consent of sald Com-
missloner or his authorized representative, remave from tho leassd premises the omsing or any ottier equipmont, materln), ma-
chinery, appllances or property owned by the Lesscs and ussd by the Lessoo in the development and produotion of ofl or ges there-
from until all dry or abandonod wells have been plugged and until all slush oz refuse pits haye been properly filled and a1} broken
or discarded lumber, machinary, or debris shall have besn removed from the premises to the sallsfaction of the sald Commis.
sioner or his suthorized 1eprasentative. !

H D kS B .

29. Should Lesseo be prevented from complying with a’ny expren or fmplied covenant of this lesss, from conducting drilling
operations thereon, or from producing oll and/or gas therefcom, after effort made in good falth, by reason of war, rebellion, rlots,
strikes, acts of Cod, or any order, rula or regulation of governmental authority, then whils so provented, Losses's obligation to
comply with such covenant shall be suspended and Lessee shall not ba Uable for damages for failure to comply therewith; and this
lense shall be extended whils and so long ns Lessee is prevented, by any such causs, from drilling, reworking operations or pro-
ducing oil and/or gas from the lease promises, provided, howevar, that nothing herein shall be construed to suspond the payment
of rentals during the primary or extended term,

.. 23. The covonants, conditions and agreements contained hereln shall extend to and bo binding upoxn the helrs, exeoutors,
administrator, succedsors or assigns of the Lesses hersin.

IN TESTIMONY WHEREOF, Witness the signature of the C_t_:r:zrpf;giong_r_ of the Cenoral Land Office, under the sen there-
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feet of or drafning the feased promises wnd” comploted [n the samo prodpcing rosorvolr,  provided }m(m that In thy eyent such
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18, I, 4t the expiration’of tho 'ﬁqgn.ryt ‘ G’f;%,‘k}'&;‘jiow,pf'@i?ﬂ Y'ﬁﬂ siot béer obtatned on the lsased prem- °
fres but drilling operations are’ belng conduoted {thardori tn good falth and In & good and workmanlike 'manner, the Letise may,
on oz befors the explration of the primary! tenn; s In the General Land Ofifde’ swritien’ applicatich to”the Commistioner of the
Gonaral Land Office for a thirty (00) day. extansion of this leaie, sccompanied by fayment of Thrue Thourand Dollars (89,000.00)
If-this lease covers six bundred forty, (840) sores or less and Bi¢ Thowsand Dollars (§8,000.00) If thiy leass coyers moro than six
hundred forty (640} actes and the Commisfoner shall, In Writing, oxtend thiisTenss {gk & 'thirty'(80) diy period from and after the
oxplration of the primury term, wnd so lorig thateafter as oil or gas'ls produced in paying quantities; provided further, that Lesseo
may, so long s such drilling operations ae belng condubled, make liks spplioatica’and payment”'dusing any thisty (30) day ex-
tonded poriod for an sdditional axtenalon of thizty (B0} days and, upon Yecplpt of nich E?flgqum tiﬁ-pi{rln'ent. the Commissioner
shall, in wrlting, agatn extend this ldady sq that same hall remald’(n fores fdr such’nddltional’thisty (30)-day period and so-long
thersafter as ofl or gas {x produced 14 paying quantities, providedy howevet, tist this lesse alidll it .bo ‘extendsd for more than
a tatal of ono hundred eighty (180) days from and after the explration of aﬁiprfuiuy tendh iles prédiition in'paying quantitisy °
has been obtalnod. L. s |

19, In the event this leasa covers a rivarbsd, Lasses Is haroby specifically granted the right'of eminent domain and condem-
nation as provided for in Chapter 40, Aots of the Second Called Session of the 4%nd Leglslature, and smendments thereto, as a
part of the vonsideration moving to Lessor for the covenants hm:eln made by Lessoe,

20, In the event this lease covers land leased under the provisions of Chapter 408, Aots of the 47th Legislature, 1841, no
surface location on this area may be closer than six hundred sixty (660) fset from the center of dxy navigabls ship channal, and
special permission-from the Commissioner of the Genéral-Lind Offics-will be-necéssasy to make any ‘surfacs location batwesn six
hundred sixty (660) feet and two thousand one hundred sixty (2,160) feet from the center bf any such navigabls ship channel. Also
in such event this leass shall ba subjsct to all rules and regulations promulgatsd by the Commissioner of the General Land Offios,
pursuant to Article 5368 V.C.S. and amendments therato, governing drilling and producing operations in coastal waters.

21, Upon the termination of this leuo.,'fo: any cause, the Lossee shall not, In any event, be permitted to remove the oss-
ing or any part of tho equipment from sny producing, dry, or abanoned wall or wells without thé,%’vnitfen consent of the Com-
missioner of the General Land Office or his suthorized représentative; noy shall Leysos, without the' wrltten consent of sald Com-
missloner or his authorized representative, remave from tho leasad premlses the casing or any otfier equipment, matorel, ma-
chinery, appliances or property owned by the Lesscs and ussd by the Lessoo in the development and production of ofl or gas there-
from wntil all dry or abandonod wells have been plugged and until all stush or refuse pits havs been properly filled and &1} broken
or discarded lumber, machinery, or debris shall have besn removed from the premises to the sallsfagtion of the sald Commis.
sloner or his authorized representative, !
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22. Should Lessee be prevented from complylng with n‘ny expren or fmplied covenant of this leass, from conducting drilling
operations thereon, or from producing oll and/or gas therefcom, ofter offort made in good falth, by roason of war, rebellion, riots,
strikes, acts of Cod, or any order, rule or' regulation of governmental suthority, then while s0 provented, Lossse's obligation to
comply with such covenant shall be suspended and Lessee shall not ba lable for damages for failure to comply therewith; and this
lease shall be extended while and so long ns Lessee is prevented, by any such cause, from drilling, reworking operations or pro-
ducing oll and/or gas from the lease promises, provided, howevar, that nothing hereln shall be construed to suspond the payment
of rentals during the primary or extended term,

.
23, The covenants, conditions and agreements contained herein shall extend to nnd be binding upon the helrs, exeoutors,
administrator, succeasors or assigns of the Lesses hersin.

IN TESTIMONY WHEREQOF, Witness the signature of &!9_ ng\:p!;tlongg pf_ the Genoral Land Office, under the sea) there-

of, s —— 2 dayof.—. Novembay " 1947 ' .




