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LEEET

o

RECEIVED
MAR 1 1989
Minerals Manzpement Servica
CONVEYANCE OF OVERRIDING ROYALTY INTEREST Leasing & Environment
UNITED STATES OF ARMERICA §
§ KNOW ALL MEN BY THESE PRESENTS:
FEDERAL OFFSHCORE WATERS §

That Corpus Christi Hydrocarbons Company, a Delaware
corporation, for and in cecnsideration £ the sum of One Hurdred
Dollars (5100.00) and other good and valuable consideratien to it
paid by the Royalty Owners named on Schedule A hereto, the
receipt and sufficiency of which are hereby acknowledged, has
bargained, scold, granted, conveyad, transferred, assigned, set
over and delivered, and by these presents does hereby barcain,
sell, grant, convey, transfer, assign, set over and deliver unto
each Royalty Owner, individually and not as a joint tenant or
tenants in common, an overriding royalty interest ("Overriding
Royalty Interest") in and to the Subject Minerals if, as and when
produced and saved from the Subject Interests payable solely cut
of Gross Proceeds from the Sale of Subject Minerals in an amount
equal to each Royalty Owner’s percentage share of 90% of the Net
Proceeds attributable to the Subject Interests (which term is
subject to reduction as described in the definition thereof) as a
group, as such percentage snare is set forth on Schedule A
hereto.

To Have And To Heold the Overriding Royalty Interest,
together with all and singular the rights and appurtenances
thereto in anywise belonging untc the Royalty Owners, their
successors and assigns, subject, hcwever, to the Purchase
Agreement and the other terms and :rsvisions of this Caonveyaance:
and Subject Interest Owner does by these presents bind and obli-
gate itself, its successors and assigns, to WARRANT and FOREVER
defend all and singular the Overriding Royalty Interest unto said
Royalty Owners, their successors and assigns, against every
person whomscever lawfully claiming the same or any part thereof
by, through or under Subject Interest Owner but not otherwises and
with full transfer and subrogation of all rights and actions
against all former owners of all or any part of the Subject
Interests or any interest therein.

This assignment was prepared by: Recording Requested by and
Michael L. Fitzgerald When Fecorded Return to:
Brown & Wood

One World Trade Center Mail Tax Statements to:

New York, New York 100438 s

Corpus Christi Hydrocarbons
Company

P.O. Box 2928

600 Leopard Street, Suite 1400
Corpus Christi, Texas 78403



AP [CLE I
Additional Definitions

Capitalized terms not otherwise defined herein have the
meaning ascribed to them in the Purchase Agreement. As hereir
used the following words, terms or phrases have the following
meanings:

SECTION 1.01. "Abandonment Costs" shall mean (i) the ccsts
of plugging and abandoning the wells and dismantling and salvazinz
the platforms, pipelines and other facilities and st: -tures c
the Subject Interests or lands pooled therewith and ner cecst
associated with restoration of the Subject Interests and (ii)
costs of abandoning, dismantling and salvacing of the El Gordo
Pipeline and the Matagorda Pipeline (defined below) and the costs
associated with restoratiocn of the lands in which such pipelines
are located, in each case in accordance with applicable law,
rules, regulations, agreements and other legal requirements (ang,
if applicable, the rules and regulations of the Minerals Manage-
ment Service of the U.S. Department of the Interior), net of
estimated salvage value of any salvageable equipment or perscnalct.
on the Subject Interests or associated with the El Gordo Pipeline
or the Matagorda Pipeline.

tha

SECTION 1.02. "Acquisition Cost" shall have the same mearn-
ing as is ascribed to such term in the Purchase Agreement.

SECTION 1.03. "Affiliate" means when used with reference to
a specified Person (i) any Person that directly cr indirectly
through one or more intermediaries controls or is controlled by
or is under common control with the specified Person, (ii) any
Person that is an officer, generzl partner or trustee of, or
serves in a similar capacity with respect to, the specified Fer-
son or of which the specified Person is an officer, general parcz-
ner or trustee, cr with respect to which the specified Percon
serves in a similar capacity, (iii) any Person that, directly o
indirectly, is the beneficial owner of 10% or more of any class
of equity securities of the specified Person cor of which the
specified Person is directly or indirectly the owner of 10% or
mcre of any class of equity securities, (iv) any member of the
immediate family of the specified Person or his or her spouse,
and (v) if the specified Person is an officer, dire=tcr or part-
ner, any company or other entity for which such Person acts in
such capac’ty; provided, however, that Salomon Brothers Inc, The
Northweste_n Mutual Life Insurance Company, CCNW, Ltd., a Texas
limited partnership, PB-SB Investments, Inc., and PB-SB
Investments Partnership II, a New York general partnerchip, shall
not be deemed Affiliates of Subject Interest Owner
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SECTION 1.04. "Acent shall rave the same meaning as is
ascribed to such term in the Purchase Agreement.

SECTION 1.05. "B. ..oss Day" means a day on which ncone of
the banks to or f-om whicii a payintnt authorized hereunder may be
made are closed as authorized or required by law.

SECTION 1.06. "Closing Date" sliall mean the date and time
set forth in the last grammatical paragraph hereto.

SECTION 1.07. "Conveyance" means this Conveyance of
Cverriding Royalty Interest.

SECTION 1.08. '"Development Well" means a well drilled t2 a
known producing formation, including offset wells, but not
including wildcat or exploratory wells or operations, whether or
not conducted in or from an existing wellbore, or a well drilled
+0 otherwise develop proven undeveloped reserves.

SECTION 1.09. "Effective Date" shall mean the Closing Date.

SECTION 1.10. "Excess Froduction Costs" at any point in
time means an amount equal to the excess of Production Costs over
Gross Proceeds for the period ending with such pcint and begin-
ning with the end of the most recent month in which there were
Net Proceeds.

SECTION 1.11. "Gross Proceeds" means the amounts received,
on the cash method of accounting, by Subject Interest Owner,
without duplication, from the sale or other disposition cf
Subject Minerals, subject to the following:

(a) If any Subject Minerals are Processed before the
sale thereof, the amount of the Gross Proceeds for such
Subject Minerals shall be the Wellhead Value thereof.

(b) There shall be included any amount which Subject
Interest Owner shall receive as a result of net profits
interests, overriding and other royalty interests owned by
Subject Interest Owner and included as part of the Subject
Interests.

(c) There shall be excluded any amount for Subject
Minerals attributable to nonconsent operations conducted
with respect to the Subject Interests (or any portion there-
of) as to which the Subject Interest Owner shall be a non-
consenting party and which is dedicated to the recoupment or
reimbursement of costs and expenses of the consenting party
or parties by the terms of the relevant operating agreement,
unit agreement, contract for development or other agreement



providing for ruch neonconsent operations, provided Subject
Interest Owrner’s election not to participate in such cpera-
tions is made in corformity with the provisions of Section
5.01 of this Conveyance.

(d) If a controversy or possible controversy exists
(whether by reason of any statute, order, decree, rule,
regulation, contract or otherwise) between Subject Interest
Owner and any purchaser from Subject Interes® Owner or any
other third party as to the correct sales price or =ales
volume of any Subject Minerals or as to the correct
ownership of the Subject Interests, then

(i) amounts withheld by the purchaser or
deposited by it in an interest bearing account with a
commercial bank as escrow agent shall nct be considere:z
to be received by Subject Interest Owner and shall not
be credited to the Net Proceeds account until actually
collected by Subject Interest Owner and the proceeds of
such account less the interest earned thereon shall
thereafter be distributed in accordance with this
Conveyance and the interest earned thereon allocable to
the Royalty Owners shall be paid directly to the
Royalty Owners by the escrow agent and such interest
shall not be deemed to constitute a pertion of Gross
Proceeds, but such interest shall be taken into account
for purposes of determining the Recovery Time;

(ii) amounts received by Subject Interest Owner
and promptly deposited by it in an interest bearing
account with a commercial bank as escrow agent shall
not be considered to have been received by Subject
Interest Owner and thall not be credited to the Net
Proceeds account until disbursed to Subject Interest
owner by such escrow agent and the proceeds of such
account less the interest earned thereon shall
thereafter be distributed in accordance with this
Conveyance and the interest earned thereon allocable to
the Royalty Cwners shall be paid directly to the
Royalty Owners by the escrow agent and such interes:
shall not be deemed to constitute a portion cf Gross
Proceeds, but such interest shall be tuken into account
for purpcses of determining the Recovery Time; and

(iii) amounts received by Subject Interest Owner
attributable to the Subject Interests tha: are not
suspended or not deposited in an escrow account as
herein before provided shall be cu.sidered to be
received for purposes of this definiticn.



(e) There shall be excluded any amount for Subject
Minerals unavoidably lost or used in the production therect
or used by Subject Interest Owner in conformity with pruden:
practices for drilling, production and plant operations (in-
cluding gas injection, compression, treating, transporting,
secondary recovery, pressure maintenance, repressuring,
recycling operations, plant fuel or shrinkage) (i) conducted
for the purpose of producing Subject Minerals or making the
Subject Minerals marketable or (ii) from any unit to which
the Subject Interests are committed, but only so long as
such Subject Minerals are so used.

(f) There shall be included in Gross Proceeds amcun:s
received by Subject Interest Owner from a purchaser of
Subject Minerals as advance payments and payments pursuant
to take-or-pay and similar provisions of Sales Contracts as
and when paid to Subject Interest Owner.

(g) During any period when Subject Interest Owner is,
for any Subject Interest, an Overprcduced Party under any
gas balancing arrangement {(which phrase "gas balancing
arrangement", as used in this Conveyance, shall include any
relationship in which gas balancing may be required by law
or othwrwise, whethar or not theras is a gas balancing
agrazement) :

(1) when Subject Interest Owner is producing
more than its pro tata share of gas, any amounts
received by Subject Interest Owner which are
attributable to its pro rata share shall be included in
Gross Proceeds, but any amounts received by Sukject
Interast Owner which are attributable to the sale or
other disposition of gas which 1s not attributable tc
Sukject Interest Owner’s pro rata share shall be
excluded from Gross Proceeds and shall be held in an
interest-bearing account with a commercial bank as
independent escrow agent (the "Surplus Account");

(i1) when Subject Interest Owner is producing
less than its pro rata share of gas and the amount of
its overproduction is thereby being reduced, any
amounts received by Subject Interest Owner from the
sale or other disposition of such gas shall be included
in Gross Proceeds and, in addition, the amounts
excluded from Gross Proceeds when the overproduction
accrued and held in the Surplus Account shall be
included in Gross Proceeds on a first-in/first-out
basis as the overproduction is reduced and shall
thereby reduce the balance of the Surplus Account;
provided that the escrow agent shall pay the interest



which accrued on the amount by which the Surplus
Account is so reduced while such amount was in the
Surplus Account to the Subject Interest Cwner, which
interest, for the purposes of this Conveyance, shall
not be deemed to constitute a portion of Gross
Proceeds;

(iii) if subject Interest Owner is required to
make settlement in cash for any net overproduction, the
amount so paid shall be paid, to the extent possible,
from funds attributable to such overproduction which
have been excluded from Gross Proceeds and deposited 1in
the Surplus Account; provided that, upon release from
the Surplus Account to the Subject Interest Owner of
funds to make payment of any cash settlement, any
interest accrued on such funds shall be paid directly
to the Subject Interest Owne: "y the escrow agent to
the extent that such funds are inadequate to satisfy
such cash settlement and the balance of such accrued
interest chall be paid directly to the Subject Int - :st
owner, which interest, for the purpcses of this
Conveyance, shall not Le deemed to constitute a portion
of Gross Proceeds; and

(iv) Funde that have been excluded from Gross
Froceeds and held in the Surplus Account under
applicable gas balancing arrangements but that are nc
longer subject to recoupment, either in cash or in
kird, shall ncot be included in Gross Proceeds and shall
be released to Subject Interest Owner.

(h) During any period when Subject Interest Owner 1is,
for any Subject Interest, an Underproduced Party under any
gas balancing arrarngement:

(1) when Subject Interest Owner is producing
less than ite pro rata share of gas, only the actual
amounts received by Subject Interest Owner from the
sale or other disposition of gas shall be included in
Gross Proceeds, and any amounts received by others fro-
the sale or other disposition of gas that 1is
attributable to Subject Interest Owner’s pro rata share
shall be excluded from Gross Proceeds;

(ii) when Subject Interest Owner is producing
more than its pro rata share of gas and the amount of
its underproduction is thereby being reduced, there
shall be included in Gross Proceeds the actual amounts
received by Subject Interest Owner from the sale or
other disposition ot all such production; and




(iii) if Subject Interest Owner should receive
settlement in cash for any net underproduction, the
amount received in such settlement shall be included :n
Gross Proceeds when such amount is received.

(i) If a purchaser of Subject Minerals retains or
withholds payment with respect to the purchase of the Subject
Minerals pursuant to the terms of any prcduction payment
agreement, loan agreement or any similar instrument, the
amounts of such retainedi or withheld payments shall not te
included as Gross Proceeds.

SECTION 1 12. "Leases" means the oil, gas and mineral
leases (or portions thereof or interests therein) described in
Sched' = B attached hereto.

SECTION 1.13. "Minerals" means oil, gas, other liquid and
gaseous hydrocarbons and other minerals, whether similar or
dissimilar.

SECTION 1.14. "Net Proceeds" for any period after the
Closing Date means the excess of Gross Proceeds received by the
Subject Interest Owner during suca period over the sum of (a)
Production Costs incurred during such pericd and (b) Excess
Production Costs as of the end of the immediately preceding
period, as such Net Proceeds are computed in accordance with
Section 2.4 hereof.

SECTION 1.15. "Non-Affiliate" means, as to the party speci-
fied, any Person who is not an Affiliate of such party.

SECTION 1.16. "Overproduced Party" means a partv tec a gas
balancing arrangement who, as a result of producing, in additicn
to its own share of production, that portion of another party’s
share of production which such other party is unable or unwilling
to market or otherwise to dispose of, is in a position of net
overproduction with respect tc such other party or parties to
such gas balancing arrangement.

SECTION 1.17. "Paying Quantities" means, with respect toc
any well and in light »f facts existing at the time of determina-
tion which are not short-term, such quantities of Minerals the
current gross receipts of which (less all amounts allocable to
interests therein neld by other:z such as net profits interests,
overriding royalties and royalties excluding this Overriding
Royalty Interest) exceed current and anticipated expenses
allocable to such well or, in the event such definition conflicts
with the laws of the jurisdiction in which a well is located, the
definition applicable under the laws of the jurisdiction in which
such well is locatead.



SECTION 1.18. "Person" means any individual, corporation,
partnership, trust, estate or other entity or organization.

SECTION 1.19. "Prime Interest Rate" meiuns the interest rats
announced from time to time by The Chase Manhattan Bank, N.A., at
its principal office in New York City as its "prime interest
rate".

SECTION 1.20. "Process" or "Processing" means to manu-
facture, refine, market, compress or transport Subject Minerals
in a manner which dces not constitute Well Operations.

SECTION 1.21. "Production Costs" for any period means, on
the cash method of accounting, and whether capital or non-capital
in nature, without duplication:

(a) the sum (but reduced by the amount received by
Subject Interest Owner set forth in Sections 1.21(c) and
1.21(f)) of

(i) the exploring, developing, drilling,
completing, eguipping and operating costs for such
period and all other costs (including overhead) for
such period incurred by Subject Interest Owner under
any joint operating agreement applicable to the Suktject
Interests in the Leases to which Subject Interest Owner
and one or more Non-Affiliates are parties (but
relating only to the Subject Interests or lands pooled
or unitized therewith):;

(ii) the exploring, developing, drilling,
completing, equipping and operating costs for such
pericd and all other costs (including overhead) for
such period incurred by Subject Interest Owner pursuan:
to Schedule C attached hereto with respect to any Leass
as to which there is no joint operating agreement
between Subject Interest Owner and a Non-Affiliate (but
relating only tc the Subject Interests or lands pooled
or unitized therewith):

(iii) an amount equal to all general property (ad
valorem), production, severance, sales, gathering and
similar state, fede~»l or other taxes (except income

taxes) assessed or ':vied on or in connection w° “he
Subject Interests, the Overriding Royalty Inte¢- - v
the producti.i- herefrom or equipe:.t thereon,

which taxes (as adjusted or as finally dJdetermi e’ Le
deducted or excluded from proceeds of Sale .-« 2y

Subject Interest Owner or paid by Subject Iuc: res
Oowner and attrinutable _2 ccur Subject Interest Ownevr’s



and Royalty Owners’ share in the Subjcct Minerals;
provided, however, that if Royalty Owners bear taxes
individually, such taxes will not be considered to
constitute Production Costs:

(iv) all amounts borne by Subject Interest Owner
in such periocd as to any of the following: (a) any
burdens existing at the time of the executicn of this
Conveyance (other than this Overriding Royalty
Interest) against production or the proceeds of Sale of
production attributable to the Subject Interests, to
the extent Gross Proceeds have not been reduced by such
burdens; (k) to the extent allocable to the Subject
Interests, payments made to others in the area in ¢ n-
nection with the drilling or deferring of drilling of
any well on or in the vicinity of any of the Subject
Interests (including dry hole and bottom hcle payment
and payments made to others for refraining from
dri.ling an offset well) or in connection with any cost
adjustments with respect to any well and/or leasehold
equipment upon unitization of any of the Subject
Interests; (c) to the extent allocable to the Subject
Interess, rent and other consideration paid for use c¢f
or damage to the surface and (d) all direct charges
applicable to a Prospect relating to lease acguisiticns
or renewals, title examination, geolwougical and
geophysical, seismic, engineering and preparation for
drilling costs, provided, however, that Production
Costs shall not be deemed to include any cost paid for
the acquisition of any oil, gas or mineral interest
other than as such interest may be acquired pursuant to
any applicable non-consent operation:;

(v) to the extent allocable to the Subject Inter-
ests, all other costs, expenses and liatilities of, in
connection with, arising out of or relating to operat-
irg any well on the Leases and producing Subject Miner-
als and sale and marketing thereof for such pericd,
including without limitation: (a) costs of equipping,
plugging back, reworking, recompleting, plugging and
abandoning and surface restoration and other related
costs as required by law and in accordance with the
terms of the Leases or lands pooled therewith and of
making the Subject Minerals ready or available for
market; (b) the cost of construction of gathering lines
in the immediate vicinity of the Subject Interests,
tanks, meters and other production and delivery facili-
ties on the Subject Interests, and of transporting,
compressing, dehydrating, separating, treating, storing
and marketing the Subject Minerals; (c) the costs of



secondary recovery, pressure maintenance, rep-zcs.cisg,
recyciing and oth2r operations comm2nly used in the

and gas industry which are recognized as reputable
methods of enhancing production; (d) the costs of
claims or litigation concerning marketing the Subject
Minerals or delivery of production from, title to or
operation of the Subject Interests and any other acts
or omissions cf Subject Interest Owner ccnsistent
herewith (as a prudent owner or operator) or brought cv
Subject Interest Owner to protect the Subject Interes=t:s
as a prudent owher or operator; (e) the cost of
insurance described in Section 5.04; and (f) delay
rentals and shut-in royalties;

(vi) subject to the provisicns of Article VI?I
hereof, an amount equal to all amounts deposited intc
the Abandonment Cost Escrcw Account (as defined in
Section 7.01 herecof) aind all Abandcnment Costs (excep:
to the extent such costs are paid out of the
Abandonment Cost Escrow Account);

(vii) to the extent allocable to the Subject Inter-
ests, the direct, out-of-pocket costs incurred bv
Subject Interest Owner for the independent certi.ied
public accountants and independent pet: .leum engineers
referred te in suksections 1n.03 (a) and (b), respect-
ively, which engineers may be selected by the Agent and
which accountints, subject to tne approval of the
Agent, may be ‘ected by the Subject Interest Owner:
and the costs ;urred by the Subject Interest Owner
for the audits, if any, conducted by or on behalf cof
the Royalty Ouners pursuant tc Secticn 10.02 herect:

(viii) to the extent allocable to the Subject
Interests, refunds of revenues previously includad z
Gross Proceeds raquired to be made by Subject Iaterest
Owner as a result of the bankruptcy, insolvency or
similar condition of a purchaser of producticn or
other party, an order of the Federal Energy Regulatery
Commission or other gevernmental unit or any cther
legal reason;

S

(ix) to the extent allocakle to the Subjact
Interests, any amounts paid by Sukject Interest Jwnar
after the Closing Date as a prudent owne:> or operator,
whether as refund, interest or penalty, to 2 purchaser
because the amount initially received by Subje~t
Interest Owner as sales price attributable tn
operations after the Closing Date was more or alleg il
more than permitted by the terms of anv applicable

10.



contract, statute, regulation, order, decree or other
obligation:

(x) all legal fees incurred by Agent associated
with this transaction, all fees incurred by Agent or
Seller related to verification of title and title
curative with respect to the Subject Interests, and all
necessary engineering fees reasonably incurred by
Agent; and

(xi) the amount payakble (but not in excess of
$6,300,000) pursuant to the terms of that certain Lcar
Agreement, dated as of March 22, 1985, between Houstcn
Pipeline Company and Primary Fuels, Inc., et al., in
the cvent that, pursuant to Paragraph 4 of such Lcan
Agreement, such locan becomes recourse to the Seller.

(b) Prodiction Costs shall not include (i) amounts
incurred by Subject Interest Owner which are applicable to
operations prior to the Closirt Date and chargeable to a
predecessor in interest and ¢ ) depletion, depreciation and
other non-cash deductions.

(c) Production Costs (to the extent thereof for any
nmonth or any month subsequent to the month in which amounts
described in this Section 1.21(c) are received) anrd/or
Excess Production Costs (to the extent thereof) shall be
reduced by the amount received by Subject Interest Owner to
the extent allocable tc the Subject Interests as a result of
(i) delay rentais, (ii! damages to the Subject Interests,
(iii) shut-in gas well royalty or paymnnts, (iv) sale of

{ixtures and egquipment used with res- 2 the Leascs
(including, without limitation, the do Pipeline and
the Matagorda Pipeline (defined below), :her than the iters

described on *xhibit F to the Purchase Agreement, (V)
rentals from reservoir use, (vi) dry hole and bottom hole
payments, (vii) any payments made to Subject Interest Owner
in connecticn with the drilling or deferr‘ng of drilling cf
any well on any of the Subject Interests, (viii) any amounts
which the Subject Interest Owner shall recr 'e as a bhonus
for any Lease or in connection with any ad_.stment of any
well and leasehold eyuipment constituting part of the
Subject Interestc upon unitization of any of the Subject
Interests, (ix) recoveries for breaches of drilling
contracts and recoveries in connecticn with other
proceedings arfecting the Subject Interests or operations
thereon, (x; insurance pruceeds received as a result of
damage to *he Subject Interests or to the fixtures and
equipment L.ad with respect to the Leases, (x1) any bonuses
or pavments made by third parties in connection with any

1.



farmout transaction permitted pursuant tc Section 5.0%5
nereof, (xii) any excess amounts released to Subject
Interest Owner from the Abandonment Cost Escrow Account
pursuant to Section 7.02 hereof, (xiii) any excess amounts
released to Subject Interest Owner from the Surplus Account
pursuant to Section 1.11(g) (iv) hereof, (xiv) the sale of
all or any part of the Subject Interest Owner’s interest in
the El Gordo Products pipeline (the "El Gordo Pipeline") and
the Matagorda pipeline (the "Matagorda Pipeline"), (xv) any
interest amounts paid to Seller under Sections 1l.1ll(g)(ii)
or 1.11(g) (iii) and (xvi) any such amounts not so applied .n
prior periods.

(d) If Subject Interest Owner is an Overproduced Part;
under any gas btalancing arrangement and Subject Interest
Owner is required to make settlement in cash f any net
overproduction accruing after the Closing Date Jch payment
shall not be included in Production Costs, and .f Subject
Interest Owner is required to make settlement in casi tor
any net overproduction accruing prior to the Closing Date,
such payment shall be included in Production Costs.

(e) Any costs or liabilities that are borne by Subject
Interest Owner as a result of its being a consenting party
in non-consent operations shall be deemed to be allocable t:
or applicable to the Subject Interests.

(f) Production Costs shall also be reduced by Subject
Interest Owner’s share of the net income from the Matagorda
Pipeiine and the El Gordo Pipeline.

SECTION 1.22. "Prospect" means an area covering lands
which. in the cpinior of Subject Interest Owner, contain a commcn
geologic feature or features, some portion of which is considered
pctentially capable of producing oil or gas in commercial
quantities, which is designated as such by Subject Interest Owrer
and which includes at least a portion of one Lease or lands
pocled therewith.

SEC ° 1.23. "Purchase Agreement" .eans the Mon-Operatirn:
Interes .. 1ase Agreement dated as of February 1, 1989 among,
inter a.: ‘‘loyalty Owners and Subject Interest Owner, providing

for the purcllase of the Overriding Royalty Interest by the
Hdoyalty Owner:.

SECTION 1.24. "Recovery Time" means the point in time at
which the Roy:ilty Owners have received an amount pursuant to
Sectiors 1.11(d) and 2.01 hereof (without duplicztion) which
equals the Acquisition Cost as defined in the first sentence in
tne definition thereof.

[
(8]




SECTION 1.25. "Royalty Owners" means, collectively, the
parties listed on Schedule A hereto while they own an interest in
the Overriding Royalty Interest, and any other Perscn or Persacns
who, as permitted herein, subsequently acquire legal title to all
or any portion of or any interest in -“he Overriding Royalty
Interest.

SECTION 1.26. "Sale" includes exchanges and other disposi-
tions for value.

SECTION 1.27. "Sales Contracts" means all contracts and
agreamants for the offer or sale of, or cornmitment to offer or
sell, or right of first refusal to purchase, Subject Minerals
after production.

SECTION 1.28. "Subject Interests'" means each kind and
character of right, title, claim or interest which the Subject
Interest Owner has in the Leases or portions thereof which are
described in Schedule B, a complete cop; of which is filed in
Matagorda County, Texas as provided in Section 11.09 herecf, and
the uniti-ation and pooling agreements and che units created
thereby, whether such right, title, claim or interest be under
and by virtue rf a Lease, a unitization or pooling agreement, a
unitization or pooling order, a mineral deed, a royalty deed, an
coperating agreement, a division order, a ‘ransfer order or any
other type of contract, conveyance or instrument or under any
other type of title, legal or equitable, recorded or unrecorded,
even thougn the Subject Interest Owner’s interests be incorrectl:
or incompletely described in Schedule B, all as the same shall be
enlarged by the discharge of any payments out of producticn, by
the removal of any charges or encumbrances to which any of the
same are or become subjec* or by the entering into of non-consent
operations and any and all renewals and extensions therecf
acquired by Subject Interest Owner within one yeor af*er the
termination of the prior Subject Interest; providcd, however,
that after the Recovery Time "Subject Interests" scall mean, with
respect to each ard all of the properties which con:titute the
Subject Interests, an undivided 7/9 interest in and ¢ the
Subject I[nterests (as described above) immadiately prisr to the
Recovery Time.

SECTION 1.29. "Subject Interest Owner" means Corpus Christi
Hydrocarbons Company, a Delaware corporation, w-ile it owns all
or part of the Subject Interests or any inte. * therein and any
other Person or Persons who, as permitted herein, subsequently
acquire legal title to all or any part of the Subject Interests
or any interest therein other than the Overriding Royalty
Interest conveyed hereby.

13.



SECTION 1.30. "Subject Minerals" means all Minerals in ard
under, and which may be produced, saved and sold from, and which
shall accrue and be attributable to, the Subject Interests fron
and after the Closing Date.

SECTION 1.31. "Underproduced Par*y" means a party to a gas
balancing arrangement who, a- a result of its inability or
unwillingness to market or r 1erwise dispose of a portion of its
share of production and anot.er party’s producing such share of
production, is ir a position of -et underproduction with respect
to such other party or parties to such gas balancing arrangemerc:.

SECTION 1.32. "Well Operations" means pumping, gas lifting
and gravity separation of Minerals and other normal operations in
the immediate vicinity of the well but does not include
compression or transportation of the Minerals beyond the
immediate vicinity of the well, or absorption or fractionation
and other plant cpe: tions.

SECTION 1.33. "Wellhead Value" means the amount for which
such Subject Minerals are sold by the Subject Interest Owner less
a charge for the Processing which occurs prior to such sale egual
to the sum of (A) any Processing charges pai? to Non-Affiliates
and (B) the expenditures incurred by Subject Interest Owner or
its Affiliates in Processing such Subject Minerals; provided,
however, thet in nec event shall the expenses of Subject Interest
Owner and its Affiliates in such Processing exceed the costs
which third parties charge in the same area for rendering com=-
parable services; and provided further, however, that in > even:
shall the Wellhead Value exceed the fair market value of such
Subject Minerals at the wellhead of the well from which they are
produced.
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ARTICLE II
Payment

SECTION 2.01. Payment. On the last Business Day of each
month, Subject Interest Owner shall pay to each Royalty Owner as
an overriding royalty hereunder such Royalty Owner’s percentage
share (as set forth on Schedule A hereto) of an amount equal to
90% of the Net Proceeds for the preceding month computed in
accordance with Section 2.04 hereof. Subject Interest Owner shall
use its best efforts to base such monthly payments upon the actua.
Net Proceeds for the preceding month; however, in the event
Subject Interest Owner is prevented from so doing by mechanical o
accounting system failures or malfunction, Subject Interest Cwner
shall (x) make such payment based upon an estimate of th~ MNet
Proceeds for such preceding month computed in accordance with
Section 2.04 hereof; (y) note on the statement accompanying such
payment that it is based upon an estimate of Net Proceeds, and (2
adjust the paymrnt of Net Proceeds for the month next following tc
accoun* for any discrepancy between the payment made and that
required to ha'e been mac ‘'nce the actuai amount of Net Proceeds
is determined. Amounts rer. :senting sale proceeds (less the
actual transaction costs of such sale) received by Subject
Interest Owner in connection with the disposition of any porticn
of the Overriding Rovalty Interest pursuant to Section 5.05 (but
exciuding any revenue foregone in connecticn with a farmout
pursuant to fecticn 5.05) shall be paid directly to Royalty
owners.

-

SECTION 2.02. 1Interest on Past Due Payments. Any amount
not paid by Subject Interest Jwner to a Royalty Owner when due
shall bear, and Subject Interest Owner will pay, interest at the
rate of two percentage points over the weigihted average Prime
Interest Rate in effect during the period of underpayment pro-
vided such interest shall not be in exc3iss of the maximum amount
allowed by law. Under no circumstarces, howevar, snall Subject
Interest Owner willfully withhcld payment properly Ju~ the
Royalty Owners heresuncer.

SECTICN 2.03. OQverpayment. Tf at any time Subject Interest
Owner inadvertently pays a Royalty Owner more than the amocunt
due, such Royalty “wner shall not be obligated to return any such
overpayment, but the amcunt or amounts otherwise payabla for any
subsequent period or periods shall be reduced by such overpay-
ment, plus interest thereon at the rate of two percentage pciats
over the weighted average Prime Interest Rate in effect during
the period of such ovarpayment provided such interest sha' not
be in excess of the maximum amount allowed by law.

15.




SECTION 2.04. Net FProceedis Account. A Net Proceeds account
shall be maintained by Subject Interest Owner for each calendar
month after the Closing Date by deducting the aggregate of any
charge balance existing in the Net Proceeds account at the first
of such month, plus the total charges properly made thereto during
such month, from the suvm of any credit balance existing in the Net
Proceeds account at the first of such month plus the total credits
properly made thereto during such month. Subject Interest Owner
shall pay to each Royalty Owner each month an amount equal toc the
amount specified in Section 2.01 hereof only in such monthly
periods when credits exceed charges.

On or before the date of payment of the amount set forth

in
Section 2.01 hereof, the Subject Interest Owner shall furnish to
the Agent a detailed statement clearly reflecting the credits ard
delits against and the balance of the Net Proceeds account as cf

the cluse of business on the last day of the precading calendar
morch. Any deficit or loss (an excess of charges over credits)

~a . lected by any such statement shall be carried forward to the
Nuxt and succeeding month or months until the deficit or loss
shall have been liquidated. In the event that an excess of
credits over charges in the Net Proceeds account is reflected by
any statement, payment to each Royalty Owner of the amount of such
Royalty Owner’s Net Proceeds shall be accomplished by wire
transfer to Royalty Owner’s account, pursuant to instructions
given by the Agent to the Subject Interest Owner.

The Royalty Owners shall never be personally responsiktle for
payment of any part of the costs and expenses charged against the
Net Proceeds account or for any liabilities incurred in connecticn
with developing, exploring, equipping and operating the Subject
Interests, and Subject Interest Owner does covenant with each cf
the Royalty Owners to indemnify and save it harmless from and
aga.nst any and all such responsibility and liability.

SECTION 2.05. Wellhead Value. All payments made to Royalty
Owners shall be maie entirely and exclusively out of amounts
received ‘rom the sale or other disposition of Subject Minerals
produced trcr Subject Interests, and in no event shall such
payments exceed 100% of the value of such production at the
weilhead before the application of any Processing, and should the
paymnents to Rovalty Owners, computed in accordance herewith ever
exceed such amount (such excess amount being herein referred to
as the "Overage"), such Overage shall be suspended and accrued:
and if the payments calculated in accordance herewith are ever
again less than the Wellhead Value, the Overage shall be added to
subsequent payments but not in an amount which would then cause
payments to exceed the Wellhead Value, sc that Royalty Owners, if
possible, shall be entitled to receive the total amount to be
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distributed hereunder as if the limitation imposed by this
Section had not been in effect.

ARTICLE III
Marketing of Subject Minerals

Subject Interest Owner shall market or cause to be marketed
the Subject Minerals at the best prices and on the best ter-s
that Subject Interest Owner shall deem, in its reasonable
business judgment, reasonably obtainable under the circumstances
and in any event at prices and terms at least as favcrable as
Subject Interest Owner obtains at the same time for minerals nct
subject to this Conveyance which are of a similar type and
location and are similarly dedicated. Royalty Owners shall (1)
have no right tc participate in such marketing and (ii{) have nc
right to receive production in kind. Subject to the f.regoing,
to the extent comparisons exist, sales of the Subject Minerals by
Subject Interest Owner to an Affiliate shall be made at prices
and on terms ccmparable to the prices and terms received by other
Persons in the area. Subject Interest Owner will exercise its
best efforts (which term "best efforts", as used in this
Conveyance, shall mean a party’s best efforts in accordance with
reasonable commercial practices and without the incurrence of
unreasonable expense) to perform all obligations binding on it
under the Sales Contracts in accordance with the terms thereof
and will use its best efferts to enforce performance of the
obligjations of third parties thereunder. Subject Interest Ownar
will bring the Subject Minerals to market in accordance with
reasonable and prudent business judgment and sound oil and gas
field practices.

ARTICLE IV
Non-Liability of Royalty Owners

In no event shall Royalty Owners be liakle or responsible in
any way for payment of any costs or expenses charged against the
Net Proceeds account or other costs or liabilities incurred by
Subject Interest Owner or other lessees attributable to the
Subiect Interests or to the Minerals produced therefrom and
Subject Interest Cwner covenants with each of the Royalty Owners
to indemnify and save them harmless fror and against any and al)
such responsibility and liability. Subject Interest Owner has
the right to assume the defense of any lawsuit or other legal
proceeding arising out of such obligation to indemnify and save
harmless but sh-'1 not agree to any settlement or consent to any
other action t | with regard to any lawsuit or proceeding that
could materiall, restrict or otherwise affect a party to this
Conveyance other than Subject Interest Owner without the prior
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written consent of Agent, which consent shall not be unreascnably
withheld.

ARTICLE V
Operation of Lease Premises

SECTION 5.01. Prudent Jperator Standard. (a) Subject
Interest Owner agrees that :t will conduct and carry on or cause
to be conducted and carried on the exploration, development,
maintenance and operation cf the Subject Interests with reason-
able and prudent business judgment and in accordance with sound
0il and gas field practices, and that it will drill or cause to
be drilled such wells as a prudent vperator would drill from tire

to time in order to develop the Subject Interests and to protect
them from drainage.

(b) Nothing contained in this Section 5.01 shall be deemed
to prevent or restrict Subject Interest Owner from electing not
to participate in any operation which is to be conducted under
the terms of any operating agreement, unit operating agreement,
contract for development or similar instrument affecting or per-
taining to the Subject Interests (or any portiun thereof) and
allowing consentirg parties to conduct non-consent operations
thereon, if such election is made by Sukject Interest Owner in
good faith and in conformity with sound oil and gas field prac-
tices, unless the operator under such operating agreement, unit
operating agreemen%, contract for development or similar instru-
ment is an Affiliate of Subject Interest Owner and consents to
such operation.

SECTION 5.G2. Compliance with Agreements. Subject Interest
Oowner shall, to the extent that it controls such matters, comply
or cause compliance with the terms and provisions of all agree-
ments to which the Subject Interests and this Overriding Royalty
Interest are subject as a prudent operator would comply. Subject
Interest Ovner shall not enter into any division orders
inconsistent with the terms hereof.

SECTION 5.03. Abandonment of Properties. Nothing herein
contained shall obligate Subject Interest Owner to continue to
operate any well or to operate or maintain in force or attempt to
maintain in force any of the Leases when, in Subject Interest
Owner’s reasonable opinion, such well or Lease is not capahle of
producing oil, gas or other Min.rals in Paying Quantities.

SECTION 5.04. Insurance. Subject Interest Owner shall act
as 2z reasonably prudent operator in maintaining in effect or
causing to be maintained in affect such insurance as a prudent
operat~: would deam to be reasonable for the protection of the
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Subject Interests which insurance may include blow-out, well
control, seepage, pollution, clean up, containment, redrilling
and any other similar catastrophe insurance. In this connecticr,
Subject Interest Owner snall act as a reasonably prudent operator
in, with respect to the Subject Interests, maintaining in effect
or causing to ke maintained in effect at least such insurance
coverage as is required to be maintained pursuant to the terms of
the operating agreements relating to the Subject Interests.
Subject Interest Owner shall extend such coverage to the
interests of the Rovalty Owners as additicnal insured part; =.

SECTION 5.05. Transfer or Hypothecation of Subject I
ests. Except as permitted in the mumediately succeeding -~
or in Article VI hereof and in Se.tion 5.1 of the Purchas
Agreement, Subject Interest Jwner shall have the power anc
to enter into sale agreements or other agreements for the
transfer or disposition of all or any part of an interest in the
Subject Interests only after receiving the written consent in
each instance of the Agent on behalf of the Royalty Owners.
Subject Interest Owner shall have the power and right to enter
into farmout agreements with respect to any acreage, reservoirs
or formations included in the Subject Interests provi.ded that the
Subject Interest Owner in good faith reasconably determines that a
well, other than a Development Well, will be drilled on such
farmout acreage. In the case of farmout, such farmout shall te
free from this Overriding Royalty Interest, except that any
residual interest of Subject Interest Owner under any such
farmout agreement shall b2 subject to the Overriding Royalty
Interest. No sale or farmout transaction shall be entered into
with an Affiliate of the Subject Interest Owner. The Subject
interests, or any part thereof or interest therein, shall not ke
.ancrtgaged, pledged, hypothecated or otherwise ercumbered (it
being understood that the entering into of oil =r gas sales
contracts or similar agreements in the ordinary course of
businass other than for the purpose of borrcwing money shall not
const .t.te any such encumbrance or disposition for any purprses

of thi nveyance) by Subject Interest Owner without the prior
wrist o ~ent of the Agent on behalf of the Royalty Owners,
shich t may be withheld at the discretion of the Agent.
1ivid 5.06. Affiliated Transactions. Subject Interest
ow'.. v Agree, contract or arrange with itself or any of its
Bk s "2r the performance of services or the sale or lease
v 2l pmnt nd supplies used in connection with the Subject
terc &, &n the payment of compensation therefor, as if such

partie wer: _ndependant contractors, provided that the terms of
such agreemr 1, contract or arrangement are embodied in a written
documant set’ .ng forth the specific arrangements and the compen-
sation for such services or sale or lease shall be (a) comparable
to and competitive with that of unreiated third parties renderinz
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comparable services or selling or leasing equipment or supplies
in that geographical area and (b) paid only for services, equip-
ment or supplies reasonable for, and actually furnished with
respect to, such Subject Interests.

SECTION 5.07. Delay Rentals and Shut-in Gas Payments.
Subject Interest Owner shall use 1ts best efforts to pay or cause
to be paid in a proper and timely manner any delay rentals and
shut-in gas payments which may be necessary to maintain in force
and effect the Subject Interests, except any portion thereof
which Subject Interest Owner has determined to abandon pursuant
hereto.

ARTICLE VI
Unitization

SECTION 6.01. Pooled Subject Interests. Certain of the
Subject Interests may have been neretofore pooled and unitized
for the production of Subject Minarals. Such Subject Interests
are and shall be subjsct to the terms and provisions of such
pooling and unitization agreements, and the Overriding Royalty
Interest in each such Subject Interest shall apply to and affect
only the production from such units which accrues to such Subject
Interests under and by virtu: of the applicable poeling and
unitization agreements.

SECTION 6.02. Right to Pool. Subject Interest Owner shall
have the right and power, exercisable only during the period proc-
vided in Section .03 hereof, to pool and unitize any of the
Subject Interests and to alter, change or amend or terminate any
poeoling or unitization agreements heretofore or hereafter entered
into, as to all or any part of the land covered hereby, and as t:
any one or uore Minerals, upon such terms and provisions as
Subject Interest Owner shall, in conformance with prudent indus-
try practice, determine. If and whenever through the exercise of
such right and power, or pursuant to any law now in effect or
hereafter enacted or any rule, regulation or order of any govern-
mental body or official promulgated, any cf the Subject Interests
are pocled or unitized in any manner, the Overriding Royalty
Interest insofar as it affects such Subject Interests shall also
be pocled and unitized ard in any such event such Overriding
Royalty Interest in such Subject Interests shall apply to and
affecc only the production which accrues to such Subject Inteu-
ests under and by virtue of the pooling and unitization.

SECTION 6.03. Applicable Period. Subject Interest Owner’'s
power and right to pool and unitize the Subject Interests and the
Overriding Royalty Interest shall be exercisable and enjoyed only
during the period of the iife of the last survivor of the descen-
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dants of Joseph P. Kennedy, father of the late President of the
United States of America, living on the date of execution hereco
plus twenty-one (21) years after the death of such last survive
or the term of this Conveyance whichever period shall first
expire.

£
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ARTICLE VII
Abandonment Costs

SECTION 7.01. Abandonment Costs. In the event that, as of
the end of any month, the aggregate estimated future Net Proceeds
from the Subject Interests, as estimated by the independent
petroleum engineer in such ergineer’s most current report, is 1
than 200% of the aggregate estimated future Abandonment Costs f
the Subject Interests, as estimated in good faith by Subject
Interest Owner, Subject Intere-t Owner may place in an escrow
account (the "Abandonment Cost Escrow Account") an amount equal to
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fifty percent (50%) of the Net Proceeds (calculated without taking
into account the placing of such amounts in the Abandonment Cost
Escrow Account for the Subject Interests) for such month. Subject
to the provisions of Section 7.02 below, at such time as the
amount in the Abandonment Cost Escrow Account for the Subject
Intzrests exceeds 125% of the aggregate estimated future
Abandonment Coste for all of the Subject Interests, as a group, nc
further amount shall be placed in such escrow account until such
time as the escrowed funds in the Abandonment Cost Escrow Account
shall again be less than 125% of said aggregate estimated future
Abandonment Costs. The amounts placed in the Abandonment Cost
Escrow Account shall be placed in escrow with an independent
escrow agent, and the escrow agreement between S.pject Interest
Owner and the escrow agent shall provide that the.. escrow agent
shall place such escrowed funds in certificates of deposit or

U:- .ted States government securities having maturities not to
excoed thirty (30) days. At any time, on or prior to the date
wnich any such Abandonment Costs must be incurred and Subject
interest Owner is required to expend amounts or has expended
amounts for Abandonment Costs cn the Subject Interests for which
an Abandonment Cost Escrow Account has been established, Subject
Interest Owner shall rause the escrow agent to release from the
Abancdonment Cost Escrow Accnunt for the Subject Interest the
lesser of (i) an amount equal to said Abandonment Costs or (ii)
the total amount of funds in the Abandonment Cost Escrow Account
for the Subject Interests and to pay those amounts to Subject
Interest Owner and such amount shall not be treatead as Gross
Proceeds.

SECTION 7.02. Abandonment Costs fer Single Remaining
Frospect. Notwithstanding the provisicns of Secticn 7.01 above,
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at such time as there remains a single Prospect ... which
Abandoniment Costs are expected to be incurred, Subject Inter
Owner shall retair. an independent appraiser reasonably
satisfactory *.» Agent to estimate the Akandonment Costs to be
incurrecd with respect to such Pros,ect. Thereupon, Subject
Interest Owner may never reatain more than 110% of the estimated
future hbandonment Costs with respect to such Prospect (as
determined by the independent appraiser) in the Abandonment Cecst
Escrow Account. If, upon such independent appraisement, more than
110% of the estirated Abandonment Costs remains in the Abandonnent
Cost Escrow Account, any excess shall be releasrd to Subject
Interest Owner and shall reduce the costs chargeable to Net
Proceeds.

ARTICLE VIII
Government Regulation

Subject Interest Owner shall, to the extent it controls such
matters, comply or cause compliance in all material respects with
all applicable laws, ordinances or governmental rules and )
regulations to which the %Subject Interests and this Overriding
Royalty Interest are subject, and, to the extent it controls such
matters, act as a reasonably prudent operator in obtain:ng all
licenses, permits, franchises and other governmen:6al
authorizations necess:r: vy with r2spect to the ownership,
development and operatici of t- 2 Subject Interests. In this
connection, Subject Interest Owner shall be entitled tn use its
reasonable discretion in makirng filings, for itself and con behalf
of the Royalty Owners, with the Federal Energy Regulatory
Commission, the D :~artment of Energy cr any other governmental
body, agency, boa.., official or commissi»on having jurisdiction,
affecting the prices and other matters with respect to wh'ch
Subject Minerals may be sold. Additionally, if all or a gorticn
of the Subject Interests relate to Federal leases, State leases,
Indian leases or other leases for which approval of an assignment
of an interest thereunder must be obtained prior to the date
hereof, Subject Interest Owner shall, to the extent it controls
such matters, obtain approval (if required) prior to the date
hereof from appropriate authorities or persons for th>
assignment to Royalty Owner of the Overriding Royalty Interest.

ARTICLE IX
Assignments
SECTION 9.01. Assignment by Subject Intere t Owner.

Withou: the Agent’s prior written consent in each instance,
Stbject Interest Owner shall not have the right to assign, sell,
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transfer or corve!’ the Subje:t inte2rests:, =r 721y part therecf ¢
interest therein, except pursuent .o £aciizn 5.05 or Art'cle VI
hereof and Section 5.1 of the Fur—h2se Acreenent.

SECTION 9.02. 2ssignment by Ruyaity OwWners. Each Royalty
Owner has the right tc assign its Overriding Royalty Interest :n
whole or in part to an ussignee which is not prohibited by any
federal or state law or requlation from owning an irterest in ¢
Subject Interests. Subject Interest Owner may continue to treat
each existing Royal)ty Owner as owner of its Overriding Revalty
Interest until rec i1ving a certified copy of an assignment of a..
or any portion thereof. In the event that ary l.oyalty Owner
assigns itsc Overriding Royalty Interest to two cr more assignees,
such assignees shall (i) designate one of themselves as their
agent to represent them in all matters hereunder and (ii)
designate a single paying agent to receive the pa‘ment of their
aggrejate share of 90% of the Net Proceeds and distribute such
amcunt received to the assignees.

ae

ARTICLE X
Records and keports

SECTION 10.01. Books and Records. Subject Interest Owner
shall at al! times maintain true and correct books and records
sufficient to determine the amounts payable to Royalty Owners
hereunder, including, but not limited to, a Net Proceeds accoun-
to which Gross Proceeds and Production Costs are credited and
charged.

SECTION 10.02. Inspections. The books and records referred
to in Section 10.01 shall be open at the office of Subject In-
terest Owner during normal business hours for inspection, audit
and copying by Royalty Owners and their representatives. Unless
preohibited under confidentiality agreement with non-Affiliates,
the Subject Interest Owner, upon written request, shall furnish
the Agent on behalf of the Royalty Owners with any and all
information pertaining to the Subject Interests or the propertiss
relating thereto in the Subject Interest Owner’s poussession or
that car. be obtained by the Subject Interest Owner with reascon-
able cost or expense. The Royalty Owners will attempt to
minimize the costs incurred by Subject Interest Owner in
connection with audits conducted pursuant to this Section 10.02.
No more than two audits will be conducted in any calendar year.

SECTION 10.03. Statements and Reports. (a) Subject Inter-
est Owner shall furnish to the Agent on behalf of the Royalty
owners a special purpose report prepared by a nationally
recognized firm of indeperdent certified public accountants in
accordance with generally accspted auditing standards within &0
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days after the close of each calendar year, expressing an opinicn
as to the computation of Net Proceeds prepared on a cash basis.
Such computation shall include (a2) Gross Pruceeds received by cr
credited to the Royalty Owners and Gross Proceeds received by or
credited to the Subject Interest Owner and (b) a summary
itemization, by type and/cr classification, of the total costs
and expenses paid by Subject Interest Owner or its Affiliates and
used in calculating Net Procends.

(b} Within 90 days after the close of each calendar year,
Subject Interest Owner shall furnish to the Agent on behalf of
the Royalty Owners an engineeving report as of the immediately
preceding Necemkber 3] prepared by a qualified independent
petroleum engineer reasonably satisfactory to the Agent, settirz
forth the oil and gas reserves attributable to the Subject
Interests and the present discounted value of such oil and gas
reserves together with a projection of the rat: of production ar
net income by year (using pricing assumptions and discount rates
provided by Agent) with respect thereto. 1In the event Subject
Interest Owner discovers that an event has occurred which may, in
the reasonable opinion of Subject Interest Owner, lead to a
reduction of reserves of more than 10 percent, excluding a
reduction as a resclt of normal production or due to a decrease
in the price of 0il or gas, Sub ect Interest Owner will notify
the Agent within 30 days of such discovery, will make available
all of its records relating thereto, and will make available
additional engineering worl: relating to the affected properties
and any estimates and reports which the Subject Interest Owner
has internally prepared.

(c) On or before the date cf payment as specified in
Section 2.01 hereof, Subject Interest Owner shall deliver to the
Agent on behalf of the Royalty Owners a statement showing:

(i) the computation of Net Proceeds attributable to the
immediately preceding month and the computation of Net
Proceeds paid to Royalty Owners from and after the Closing
Date until the end of such month;

(ii) a summary of the computation made or other methods
used in determining the Wellhead Value of Subject Minerals
during such month:

(iii) a list of the wells spudded on the Subjact Interests
during sich month, a statement of the cost of each well
completed or abandcned, and a statement describing the
reason for abandoning any well;
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(iv) a genera! description of all material marketing
arrangements, or any changes therecf, that have been maze
with respect to Subject Minerals produced during such month;:

(v) a descripiion of each sale, farmout, abandonment or
other disposition of an interest in the Subject Interests by
Subject Interest Owner during such month; and

(vi) the status of development, enhanced recovery and other
operations conducted by Subject Interest Owner on the
Subject Interests.

SECTION 10.04. Royalty Owners’ Exceptions to Statements.
If the Agent on behalf of the Royalty Owners shall take excepticn
to any item or items included in the monthly statements rendered
by Subject Interest Owner or to the computations of the Wellhead
Value of any Subject Minerals and such exception is made within
two years after such monthly payment date, the Agent on behalf cof
the Royalty Owners shall notify Subiect Interest Owner in
writing, setting forth in such notice the specific charges com-
plained of and to which exception is taken or the specific
credits which should have been made and allowed; and with respec:
to such complaints and exceptions as are justified, adjustment
shall be made. Any exception not made within such two-year
period shall be deemed waived. Subject to the provisions of the
first two sentences hereof, neither any course of dealing on the
part of the Agent on behalf of a Royalty Owner nor any failure cr
delay of the Agent on behalf of a Royalty Owner to take exception
to any such item or items shall operate as a waiver of a Royalty
owner’s right to take such exception.

SECTION 10.05. Geolcgical Data. Upon request, the Subject
Interest Owner shall, subject to their reasonable availability
and the limitations of confidentiality undertakings with co-
owners or other third parties, furnish to the Agent and its duly
authorized agents and representatives, including its advisers and
ccns:itants (herein collectively referred to as "its agents"),
copies of all electric and other logs of all wells hereafter
Arilled on the Subject Interests, and the Agent and its agents
shall also have access to all records regarding all cores,
cuttings, and other geological, well and production data secured
from operations on the Subj -t Interests. All information
furnished to the Agent pursuant to this Se<tion is confidential
and for the sole benefit of the Agent and the Royalty Owners and
s+all not be shown by the Agent to any Person other than the
Royalty Owners.
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ARTICLE XT
Miscellaneous

SECTION 11.01. Term. The terms of this Conveyance shall
remain in force so long as the leasehold and other interests
subject hereto are in effect.

SECTION 11.02. Further Assurances. Shoula any additional
instruments of assignment and conveyance be required to describe
more specifically any interests subject hereto, Subject Interest
Oowner and Royalty Cwners agree to execute and deliver the sane.
Also, if any other or additicnal instruments are required in
connection with the transfer of any State or Federal lease inter-
ests in order to comply with applicable laws or regulations,
Subject Interest Owner and Royalty Owners will execute and
deliver the same.

SECTIOM 11.03. Notices. Except as otherwise expressly pro-
vided in this Conveyance, all notices, payments, demarnds,
requests or other communic--ions required or permitted to be
giver pursuant to this Con-.eyance shall be in writing and may kte
given either (a) in person,: (b) by United States mail, certified
or registered, return receipt requested, postage prepaid, (c) by
prepaid telegram, telex, cable, telecopy, or similar means (with
signed confirming copy to follow by wnail), or (d) by any other
method permitted by law. 1In a case where notices or communica-
tions are required or permitted to be given to the Royalty
owners, such notices or communications shall be addressed to
Chase Investors Management Corporation New York, 1211 Avenue of
the Americas, 37th Floor, New York, New York 10036, Attention:
Managing Director, 0il & Gas Investments. In the case of all
notices or communications required or permitted to be given tc
Subject Interest Owner, such notices or communications shall be
addressed to Corpus Christi Hydrocarbons Company, P.O. Box 2928,
Corpus Christi, Texas 78403, Attention: President, whose street
address is The 600 Building, 600 Leopard, Suite 1400, Corpus
Christi, Texas 78473. Any of the foregoing parties may change
its address for notices and communications by giving notice in
writing, stating its new address for notices. For purposes of
the foregoing, any notice required or permitted to be given shall
be deemed to be delivered and given on the date actually
delivered to the address specified in this Section 11.03.

SECTION 11.04. Binding Effect. This Conveyance shall bind
and inure to tne benefit of successors in interest and assigns of
Subject Interest Owner and Royalty Owners.
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SECTION 11.05. GOVERNING LAW. THE VALIDITY, EFFECT AND
CONSTRUCTION OF THIS CONVEYANCE SHALL BE GOVERNED BY THE LAWS Or
THE JURISDICTION IN WHICR THE BUBJECT INTERESTS ARE LOCATED.

SECTION 11 06. Headirgs. Article and Section headings used
in this Conveyance are for convenience only and shall not affect
the construction of this Conveyance.

Section 11.07. Substitution of Warranty. This instrument
is made with full substitution and subrogation of the Royalty
Owners in and to all covenants of warranty by others heretofaore
given cr made with respect to the Subject Interests or any part
therecf or interest therein.

SECTION 11.08. 1Intention of the Parties. Nothing herein
centained is intended to create, nor shall the same be construed
as creating (under state law or for tax purpcses) any mining
partnership, commercial partnership or other partnership relaticn
or join? venture. If, however, the parties hereto are deemed tc
constitute a partnership for federal or state income tax pur-
poses, the parties elect to be excluded from the application of
Subchapter K, Chapter 1, Subtitle A of “he Code (or any similar
state law) and agree not to take any position inconsistent with
such election. 1In addition, the parties hereto intend that the
Overriding Royalty Interest conveyed hereby by Subject Interest
Owner to Royalty Owners shall at all times be treated as a non-
operating "economic interest" in the Subject Minerals within the
meaning of the Code (or any corresgonding provisions of
succeedingy law) and a non-operating mineral right for state law
purposes.

THE OVERRIDING ROYALTY INTEREST CREATED BY THIS CONVEYANCE
IS A RIGHT AFFECTING AND BURDENING THE SUBJECT INTERESTS. THIS
CONVEYANCE CREATES AN INTEREST IN REAL PROPERTY, AND THE
COVENANTS CONTAINED IN THIS CC VEYANCE ARE COVENANTS RUNNING WITH
AND BURDENING THE LAND. IN ADDITION TO THE RIGHTS AND COVENANTS
CONTAINED IN THIS CONVEYANCE, ROYALTY OWNERS ARE ENTITLED TO ALL
OF THE BENEFITS, IMPLIED RIGHTS, AND COVENANTS TO WHICH OVER-
RIDJNG ROYALTY INTEREST OWNERS ARE ENTITLED AS A MATTER OF LAW.

Section 11.09. <Counterpart Exe .on. This Counveyance may
be executed in multiple counterparts, each of which shall be
deemed an original agreement for all purposes heveunder.

This Conveyance is being executed in several original
counterparts all of which are l(dantical, except that, to facili-
tate recordation, those pages of Schedule B which contain speci-
fic descriptions of Leases affecting lands located in recording
jurisdictions zther than the jurisdiction in which the particular
ccunterpart is to be recorded are included by reference only.
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Each of such counterparts shall, for all purposes, be deemed tc
be an original, and all such counterparts shall tcgether consti-
tute but one and the same Conveyance. A counterpart of this
Conveyance with complete exhibits is to be filed in the official
real property records of Matagorda County, Texas.

Section 11.10. Validity and Severability. 1If any
provision of this Conveyance is held to be illegal, invalid or
unenforceable under the present or future laws effective during
the term of this Conveyance, such provision shall be fully
severable; this Conveyance shall be construed and enforced as if
such illegal, invalid or unenforceable provision had never
comprised a part of this Conveyance: and the remaining provisions
of this Conveyance shall remain in full force and effect and
shall not be affected by the illegal, invalid or unenforceable
provision or by its severance from this Conveyance. 1In lieu of
such illegal, invalid or unenforceable provisions, there shall te
added automatically as a part of this Conveyance a provision as
similar in teirms to such illegal, invalid or unenforceable
provision as may he possible and be legal, valid and enforceable.

Section 11.11. Amendments. Any amendment hereto shall
become effective only upon the express written consent of Subject
Interest Owner and Agent, at which time it shall become effective
as to all parties heretoc. No amendment, modification or
alteration of the terms hereof shall be binding unless the same
is in writing and is in accordance with this Section 11.11.
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IN WITNESS WHEREOF, the party hereto ras caused this
Conveyance to be executed in its name and behalf and attested
by its proper signatory officers thereunto duly authorized,
in multiple originals, on, and cthe Conveyance shall be
effective for all purposes as of 7:00 a.m., local time, on
March 8, 1989.

CORPUS CHRISTI HYDROCAREBONS

COMPANY
wWitness: ("Subject Interest Owner")
By _ . - .
Philip M. Kinkaid Leslie W. Dunn
President
Barry Hunsaker, Jr.
[SEAL]

Attest!

” L / /C' ( . /]I // g
Emmet C. Wilson
Assistant Secretary

THE STATE OF TEXAS §
§
COUNTY OF HARRIS §

BE IT REMEMBERED, that I, Jill A. Hatley, a Notary
Public duly qualified, commissioned, sworn and acting in and
for the State of Texas, hereby certify that, on this 8th day
of March, 1989, there appearad before me, Leslie W. Dunn,
President, and Emmet C. Wilson, Assistant Secretary,
respectively, c¢f COURPUS CHRISTI HYDROCA\RBONS COMDPANY, a

Delaware corporation, whose address 1is P. 0. Box 2928,
Corpus Christi, Texas 78403.

(Alabama)

I, the undersigned authority, a Notary Public in and for
said State, hereby certify that the above named persons,
whose names as the designated officers of saild corpor~* -
are signed to the foregoing cenveyance, and who are kno ° .o




me, a knowledged before me vn this day that, being informed
of tk: contents of the conveyance, they, as such officers and
with full authority, executed the same voluntarily for and as
the act of said corporation.

(Arkansas)

On this day, before me, the undersigned Yotary Public,
personally appeoared the above named perscns, who acknowledged
themselves to be the designated officers of said corpcration
and that they, as such officers, being authorized so t2 do,
executed the foregoing instrument for the purposes therein
contained by signing the name of said corporation by
themselves as such officers.

(Florida)

The foregoing instrument was acknowledged before me on
this date by the above named persons, the designated officers
of said corporation, on behalf of said corporation.

(Lo .siara)

On this day, before me, the undersigned Nocary Public in
and for said State, personally appeared the abcve nanmed
persons, to me personally known, who, being by me duly sworn,
did say that they are the designated cfficers of said
corporation, and that the seal affixed to said instrument is
the corporate seal of said corporatisan and that the
instrument was signed and sealed on behalf of the corporation
by autherity of its Board of Directors and that the above
named persons acknowledged the instrument to be the free act
and deed of the corporation.

(Mississippi)

Personally appeared before me, the undersigned authority
in and for said county and state, on this day, within ny
jurisdiction, the within named persons, duly identified
before me, who acknowledged thrat they are the designated
officers of said corporation, and that for and on behalf of
said corporation, and as its act and deed, they executed the
above and foregoing instrument, after first having been duly
authorized by said corporaticn so to do.



(Cklahcma)

This instrument was acknowledged before me on this date
by the above named persons as the designated officers of said
corporation.

(Texas)

This instrument was acknowledged before me on this day
by the above named persons as the designated officers of said
corporation on behalf of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and
ofi1.cial seal in the City of Houston, County of Harris and
State of Texas, this 8th day of March, 1989.

My commission expires: $
March 18, 198¢ t—— _Alotary Public in

The State oﬁjT;/;é

Printed Name of Motary Public:
Jill A. Hatley

for

Jl.



SCHEDULE A
ROYALTY OWNERS AND PERCENTAGES

Royalty Owners

STATE STREET BANK AND TRUST COMPANY,
as Trustee under the AT&T Master
Pension Trust Agreement dated as of
January 1, 1984

BANKERS TRUST COMPANY, as Successor
Trustee to Bank of America, N.T. &
S.A. under the Trust Agreement dated
as of October 12, 1976 betwsen
Hughes Aircraft Company and Bank of
America, as amended

EANKERS TRUST COMPANY, as Trustee
uncder General Motors Saliaried
Employees Non-Contributory
Retirement Trust Agreement dated as
ot March 1, 1983.

BANKERS TRUST COMPANY, as Trustee
under General Motors Hourly-Rate
Employees Pension Trust Agreement
dated as of March 1, 1983

BOSTON SAFE DEPOSIT AND TRUST
TOMPANY, as Trustee under the Kodak
Retirement I.come flan Trust
Agreement dated as of January 1,
1975

BANKERS TRUST COMPANY,

as Truste2 under GTE Service
Corporation Trust Agreement dated as
of March 1, 1981

Percentage

34.5%

12.7

12.4

12.4

12.0



HOWARD HUGHES MEDICAL 6.0
INSTITUTE

BOSTON SAFE DEPOSIT AND TRUST 3.0
COMPANY, as Trustee under the
Honeywell Master Trust Agreement
dated as of December 1, 1988
1003

All Royalty Owners’ addresses are c/o Chase Investcrs
Management Corporation New York as set forth in the Conveyance.




SCHEDULE B

Schedule B

Consists of the attached Pages entitleq:

Primary Fuels, Inc.
Exhibit wan
Part 1
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PRiMARY FUELS, INC. Page no. !
EXHIAIT "A* Date - 02/2:709
PART 1
lzoam hamber . Lessor/Lease Name lesase Las Date Record \rg Dase .
Liact . Prospect Hame Steteftounty —Cross Acres .
1264001 - OCS G 6578 By 228 Corpus Christl Exploracioy 7o, 08/01/84
[111]] Ceeron West (226...) LA West Cameron Area 5,000. 0000
LEGAL DESCRIPTION:
All of Block 278, West Cumeron Area,
0CS Leasing Map, Loulslana Map No |
1264002 - CCS G 5291, BLX 226 Corpus Christl Exploration i.1. 07/01/83
on) Camer v West (226.. .) LA Weat Cameron Area %, 100, 0000
LEGAL DESCRIFTION:
All of Rlock 226, Vest Cameron Area,
OCS Leasing Map, louislana Map No 1
1723001 - 0CS G V515,P1K  an T T Shell OCtah re, fnc. 0770178 i
001 Krypton LA =2+ Cemaron Ars, - Weat Rddition $,000. 0000

LFCAL DESCRIPITON:
All of Block b8, Vest Camero: Ares,
OCS Leasning Mep, wLoulslana Map do. L-A




2lale PRIMARY FUELS, INC Page no. - 1

EXHIBIT =a® Data - 02/21/89
PART *
Lease Number ___ Lessox/laasrc Name i MR e Lic Date Recording Date
Icmct  _______ Prospect Name o stetesCowuty . _ __Gross Acrea o
1261002 - OCS C 5)18 BlK 414 Corpus Christl Explos-lun Co 0771783
001 Camvion West 1A West Camercn West Area 5 000 0000
LESAL DESCRIPTIUN
ALl of Block 414, West Cameron Area,
NCS Laasing Map, louleiana Map No |
1266001 - OCS G ‘299 ,BLX 1.} Corpus Christi 01l & Gas ‘o Nt ul/8y = S
001 Cameron West 161,289 LA West Cameron West Area 5L 0GD (000
LECAL DESCRIFTION
All of Block 16) Yest Cameron Area,
OCS Leasing Mep. loulniana Hap No |
1266002 - 0CS ¢ 5300, BLK 289 Corpus Christl Oil & Gas Co 0/ ul/8)
001 Casaron West 16) 289 LA Vest Cameron-Wes! Area 5 . 000 . 0000
LECAL DESCRIPTION:
All of Block 789, West Cameron Ar=a,
OCS Leasing Map, loulsiana Map No |
1267001 - OCS G 5 9, BLK 31) Corpus Christi il & Cas Co Vo l4/8)
001 Camer.o West (313 ) LA West Camero:. West Area 5,000 W50
IECAL DESCRIPTION
All of Bleex )1}, West Comeron A.ea,
OCS Leasing Map, loulsiana Map No |
12670002 - OCS G Tals, MK 112 Corpus Chrlstl 0Ll & Cu= Co 0172784
oul Camz on We ¢ (312...) LA West Cameron West Area 5,000 1000

LECA. DESCRIFTION
All of Block 112, West Cameron Area,
West Addition, OCS Leasing Map, loulslana Hap No 1A

186567 - S G 8407, BIX 115 Corpus Christl Exploration (o 07/01/86
0o Camcron West West (J1&. ) LA West Cameron-West rea 5,000 V00U
LEGAL FSCRIPTION
Al of Block 115, West Cameron Area,
Vest Additlon, OCS Leasing Map, louisiana Hap No 1A

1865007 - OCS o Ve ALK M4 Corpur Christl Exploration Co 07701 /84
001 Came! wy West Wes. V1L, ) LA Yort Camerc i -We t Area 5,000 (O
LEGAL Gy =CRIFJION
All o: (lack Jl4 West Cameron area,



21416

leans Nuabes _ _ lassor/leas+ Name

1697001

Itast  _______ Proapsc

0Cs G 5)%9 ELX 60
Aragonite Er ¢
LGAL DESCRIPTION

FRIMARY FUELS, [NC Page no. - 1
EXHIBIT *A*® Uate 02/23789
PART |
—_ Leregee 00000 Lse Date — Recoxdiog Dete
— pe———- | {1 { Fip ] 1 PO —Gross Acres
Shell Offshore. Ine 07/01/8)
LA East Cameron Area 4. 000 0U00

All of Bloch 60, East Cameron Area,
CCS Lassing Map. loulslana Map Nu 2




21416 PRIMARY FUELS, INC Fage no. - 1

EXHIBIT *A" Date - 02721789
PART |
Llesas Mumber __ lessor/lesas Nams leasge Lae Date — Recording Date
Icact Prospsct Name State/County Gross Acgpugs
1383001 - OCS G 6638 BLK 267 Corpus Christl Explocation Co 05/10/84
001 Cameron East LA East Cameron-South Area %, 000 0000
LEGAL DESCRIPTION
All of Block 26/, East Cameron Area,
OCS Laasing Hap, ilouislana Map No. 2
1383002 - OCS C 16% BLK 166 Corpus Christi Exploration Co 06/25/85
001 Cameron East LA East Cameron-South Area 5,000 0000

LEGAL DESCRIFPTION:
All of Block 266, East Caseron Area,
OCS Leasing Map, Loulsiana Map No. 2




21416

Leass Number

1729001

—  leasor/leasne Nameo
Iract — Pxospect Name

PRIMARY FUELS,

INC.

EXHIBIT "A"

PART 1

Lessee

0CS G 5408,BLX 95

Topaz

Shell Offshore,

LA Vermil)- i Area

LEGAL DESCRIPTION
All of Block 9%, Vermiliun Area
OCS Leasing Hap, loulsiana Map No.

i}

RN T 11PNl A ————

Tnc

Lac Date
—Cross Acres

07/01/83
5,500 0000

Page no, - 1
Date 02/23/89
— Recording Date




21416 PRIAARY FUELS, INC Page no 1
EXHIBIT "A" Date 02723789
PART |
Lanas Nusber ________ lasaor/laass Name Lessce Lic Date — RBecording Date
Icact — Prospect Name —— Siete/Couniy —Gross Acres
1996001 - €S G 9537 ,BLX BC Primary Fuels, Inc 06/01,/88
001 South Marsh Island 80 LA South Marsh Island South Area 5,000 . 0000

LECAL DESCRIFPTION
All of Block 80, South Marsh Island Area,
South Addition, OCS Leasing Map, Loulslana Map No. 1C




21616 PRIMARY FUELS, INC. Page no. - 1
EXHIBIT “a® Date - 02/23/89
PART 1
laase Mvathex . _lessor/lesss Name lesace Lee Date . —Recording Dage
Ixact ______FProspect Name —State/fCounty === —Gross Acres
1690001 - OCS G 0O57A . BLK 63 Anra M. Becher And o08/13/46 BK 42% G 77
001 Ship Shoal 72 LA Ship Shoal Area 3,111.4400
LECAL DESCRIFPTION:
Parct of Block 6], Ship Shoal Area,
OCS Lsanlng Mup, Loulslana Map No. 5
1690002 - OCS G 058A,BLK &4 Magnolia Pet Co 09/1 46
001 Ship Shoal 72 LA Ship Shoal Area 93/ 5000
LEGAL DESCRIPTION:
Part of Block 64, Ship Shoal Area,
OCS Laasing Map, Loulslana Map No. 5
002 Ship Shoal 72 LA Ship Shoal Area 17 1100
Parc of Block 6%, Ship Shoal Area,
OCS Leasing Nap, Loulslana Map No. 5
1690001 - OCS C 059A.BLK 71 Magnolia Pet Co 09/12/46
001 Ship Shoal 72 LA Ship Shoal Area 2,500 0000
LEGAL DESCRIPTION:
Block 71, Tract 785, Ship Shoal Area,
OCS Leasing Map, Loulsiana Map No. 5
1690004 - 0CS C 060A,.BLK 72 Kagnolia Pet Co 09/12/46
001 Ship Shoal 72 LA Ship Shoal Area 5.000 . 0000
LECAL DESCRIFTION:
Block 71, Tract 786, Ship Shoal Areas,
OCS Lsasing Map, Loulslana Map No. 5
1690005 - OCS G 062A BIX 87 Magnclia Pet Co 09/12 /68
001 Ship Shoal 72 LA Ship Shozl Area 1,953 1300

LECAL DESCRIPTION:
Block 87, Tract 801, Ship Shoal Area,
OCS Leasing Map, Loulslana HMap No. 5




21416

PRIMARY FUELS, INC Paga hes - 2
EXHIBIT “A* Date - 02/23/89
PART |
Lease Number ___  Lessor/lesse Name lessee Las Date Recording Date
Ixact — Prospect Nare State/County Cross Acies
1704001 0CS G 5557,BLK 201 Shell Offshore, Inc 07/01/83
Bromeliad LA Ship Shoal Area 5,000, 0000
LECAL DESCRIFPTION:
All of Block 201, Ship Shoal Areas,
OCS Leasing Map, Loulslana Map No. 5
1704002 - 0OCS G 3358 BLX 202 Shell Offshore, Inc 07/01/8)
Bromellad LA Ship Shoal Area 5,000 0000
LECAL DESCRIPTION:
All of Block 202, 3hip Shoal Area,
OCS Lsasing Map. lLoulsiana Map No. 5
2002001 - OCS C 5568 Sun Exploration and Production 01701783
Ship Shoal Blk 285 LA Ship Shoal Area . 5,000 0000
LEGAL DESCRIPTION:
All of Block 282, Ship Shoa! Area,
OCS Leasing Map, Loulslana Map No 5
2002002 - 0CS G 5569 Amerada Hess Corporation 0170148)
001 Ship Shoal Blk 285 LA Ship Shoal Area 5,000 0000
LECAL DESCRIPTIO®
All of Block 5, Ship Shoal Area.
OCS ieasing Louisiana Map No. 5
2008001 - 0CS G 674l Unlon Texas Petroleum Company 06/01/84
001 Ship Shoal Blk 173/174 LA Ship Shoal Area 5,000 . 0000
LEGAL DESCRIFPTION:
All of Block 17}, Ship Shoal Area,
OCS Leasing Map, Loulsiana Hap No. 5
2008002 - OCS G 9618 Unlon Texas Petroleus Company 07/01/88
001 Ship Shoal Blk 173/174 LA Ship shoal Area 5,000 0000

LEGAL DESCRIPTION:
All of Block 174, Ship Shoal Area,
OCS Leasing Map, Louisiana Map No. 5




21416 PRIMARY FUELS, INC Page no. - 1

EXHIBIT "A" Date . 02721789
PART 1|
lease Nusber _____ leasor/lears Name Leusce Lse Date — Bocording Date
Tract Prospoct Neme State/County —Cross Acrea
1998001 - OCS G 9664, BIK 237 Primary Fuels, Inc als01/88
001 South Timballer Block 237 LA South Timballer Area 5 0000000

LEGAL DESCRIFTION:
All of Block 237, South Timballer Ares, South Additloen,
OCS Lsasing Map, Loulsians Map No. 6A




21416 PRIMARY FUELS, INC.
EXHIBIT =A"

PART 1
lLanss Numbexr __________ lewsor/Loasce Name Lessee
Iract _____ Prospocl MName =~ e SURKRCOURTY: oo o o
1955001 - OCS G 7793, BLK %8 Lorpus Christi Exploration Co.
001 Dalta Vast 98 LA West Delta Ares

LECAL DESCRIPTION:
All of Block 98, West Delta Area,
OCS Leasing Hap, Loulsiana Hap No. 8

Lsc Date

0%/01/8%
3,000 0000

Page no. - 1
Date - 02/23/89
——RBegording Date




11416 PRIMARY FUELS, INC

EXHIBIT A"
PART |
Logas Yushsr ____ laascr/leass Nams lessee
Icact — Prospect Naga ——dtete/County
1.25001 - 0CS G 5052, ALK 8) Shell Offshore, Inc.
001 Hanx LA South Pess-South Area

LEGAL DESCRIFTION:
All of Block 8), South Pass Area, South & East Addition,
OCS Laasing Map, lLoulsians Map No. 9A

Lac Date
—Cross Acres

04 /01 /87
4,000 . 0000

Page no. - 1
Date - 02/23/89
—Recording [ate




21416 PRIMARY FUELS, INC Page no. - 1
EXHIBIT *A* Date - 02/13/89
PART |
lease Number . lesvor/lcase Mame =~~~ = 00 lessee 0000 Lae Date — Recording Date
Iract — FProspeci Name —_—  Siste/Coupty —Cross Acres
1263002 - 0CS G 7805,BLX 109 09/01/85
fdain Pass Southesst 1A Maln Pass South & Fast Ares 4,994 5500

LECAL DESCRIPTION
All of Block 109 Maln Pass Areas,
OCS Lsasing Map. loulsiana Map No. 10

1L95003 - 0OCS G 5714 ,BLK 202 Shell Offshore, l[mw 07/91/83
Annapurna LA Mein Pass Sourh & East Arva 4,794 5500
LECAL DISCRIFTION
Al) of Block 207, Maln Pass Area, South & Kast Addaltion,
0OCS Laasing Map, loulslana Map No 10A

16950046 - 0CS € 5715,BLK 203 Shell Offshore, Inc 07,01/83
Annapurna LA Main Pass-South & Fast Area 4,394 .5500
LEGAL DESCRIPTION
All of Block 20} Malo Pass Area,
OCS Leasing Map, louistlana Mep No 10

1695005 - 0CS G 5716 ,BLK :ud SLel: Offshore, laoc 0701/83
a0l Annapurna LA Main Pass South & East Area 4, 94 5400
LALAL DESCRIFTION
a1l of Bleock 208, Aaln Pasa Areas,
OCS Lsasing Hap, 'oulsisrs Map No. 10

1730001 - OCS . &%22 By 7)% Shell Oifshore, Inc 06/01/84
0G1 Shasta LA Maln Pass-South & East Area 4,994 5500
LEcal DESCRIPTION:
All of Block 215, Maln F.:a Ares  South & Fasr Addition,
OUCS Leasiog Mop  louwisiona Map Noo 10




21416 PRIMARY FUELS, INC Page no - 2

EXHIBIT "A" Date - 02/2)/89
PART |
Luane Bugber . leasor/\ease Name lessgs. == Lae Da. —aekding Dage
Icack e Prospecl Mame —— StmtefCoupty _Gross ACKes
1730002 - OCS G 6827, BLK 216 Shell Offshore, lInc 06701 /84
00l Shasta LA Maln Pass-South & East Area 4,994 5500

LECAL DESCRIPTION:
Al) of Block 216, Main Pass Area, South & East Addltion,
OCS Laasing Map, loulslana Map No. 10a

1730001 - OCS G 6824 BLK 226 Shell Offshore, In: 06/0\ /84
001 Shasta LA Main Pass- South & East Area 4,99 %500
LECAL DESCRIPTION:
All of Block 226, Main Pass Area, South & East Additlion,
UCS Leasing Map, loulslana Map No. 10A




214lé PRIMARY FUELS, INC.

Page no. - 1
EXHIBIT A" Date - 02723789
PART 1|
Lease Musber ___ lesyor/lease Name Lessee Las Date —Recording Date
Iract —— Prosuect Name 2tate/County Cross Acres
1262001 - OCS G 3694 BLX 98 Corpus Christi Exploratlon Co 01701783
ool Main Pass 98 LA Main Pass Area 49945300
I EGAL DESCRIPTION:
All of Block 98, Maln Pass Area,
OCS Lsasing Map, Louisiana Hap No. 10
1864001 - 0:S G 7800,BLK 43 F Corpus Christi Exploration Co 07/01/8%
001 Hain Pass 4) F & C LA hain Pass Area 167 .0500

LECAL DESCRIFTION
All of Block &43F, Maln Pass Area,
OCS Laasing Map, Loulslsna Hap No. 10
Being that portion of Block &), Maln Pass Area, OCS leasing Map,
Louisiana Map Mo 10, seaward of the line established pursuant to
Section B (g) of the OCS Lands Act as amended, specliiically
described as follows

INTERSECTIONS ARC CENTERS
X Y X Y

1 2 723 &02 91" 263 130 007 1-2 2 689 0% 250
2.2 720 195 06' 169 180 1) 23 2 b6BB 214 252
1.2 719 669.08' 210 105 00° #3-4 2 681 9% 2957
4. 2 714 6131.25' 210 10% 00'

5.1 714 631.2% 267 017 s0°

6. 2 709 100.00° 267 017 »0* *Tangent Segment

7. 2 109 100.00° 261 130 GO’

8.2 723 40291 26) 330 09°

3957

215

19%*




21616

icase Nusber

1864002

001l

—_— laasor/leans Name
Iracs — ProspecC Hame —nlAleu OOty

OCS G 7801 ,BlX 43 G
Maln Pass 43 F & C

LECAL DESCRIFTION

All of Block 4)GC, Haln Pass Areas,
OCS Leasing Map, loulsiana Map No. 10
Being that portion of Block 4}, Maln Pass Area, OCS Leasing Hap,

louisiana Hap No.
Sectlon B (g) of the 0TS Lands Act as amended, speciflically

dascribed as

follows:

INTERSECTIONS

123
120
719
T4
Ti4
109
109
123

R e
ORRD R R R AR M

402

195.
669 .
631.

631
100
100
402

9’
06"
oa’
25
25"
00'
00’
91’

26)
269
210
210
261
267
26)
262

330
180
10%
105
o1z
017
130
3130

Corpus Carlstl Exploration Ca
LA Hain Pass Area

00"
17
00*
00’
50
50°

oo’

ARC CENTERS

2-3

X
1-2 2
2
)4 2

*Tangent

689 105"
688 21357
681 915"

Segment

PRI¥ARY FUELS, INC Page nc. - 2
EXHIBIT =A" Date - 02723/%9
LT
Lessge Lae Dals —Recording Date

10, landward of the line established pursuant to

~Lross Acrea
07/01/8%
1.661 9800
Y
250 195°
252 215°
297 19%¢




21416

PRIMARY FUELS, IHC.

Fage no. - 1
EXHIBIT "a" Date - 02/23/89
PART |
lasne Nusbsr . lesor/lease Name legsce Lie Dave — Recording Date
Iragct __ PromuccC Hams — SistefCounty —Cuoss Ackes
1692001 - 0Cs G 5719, BLK 22 Shell Offshore, Inc 07/01/83
Achilles LA Chandeleur Area 5,000 . 0000
LEC L DESCRIFPTION:
All of Block 22, Chandeleu: Area,
OCS Lesasing Map, Loulslana Map No. 11
1692002 OCS G 5742 BLK J& Shell Offshore, Inc. ar/01/83
Achillas 1A Chandeleur Area 5,000 . 0000

LECAL DESCRIPTION:
All of Block 14, Chandsleur Area,
OC3 Leasing Map, Loulslana Map Ko 11




21616

PRIMARY FUELS, INC

Page no. - 1
EXHINIT "A" Date - 0272)/89
PART |
Leasc Nuabex __  Lessor/lease Name legseg Lic Date Record.ng Date
Tract State/County —Grosy Acres
1301001 - OCS G 6045, BLK 651 Corpus Christi 011l & Gas Co 10,01/8)
Matagorda Island 651 TH Matagorda Is. S B Area %, 760. 0U00
LECAL DESCRIPTION:
AlL of Block 651, Matagorda Island Area,
OCS Leasing Hap, 1:xas Hap No &
1302001 - 0OCS G 6052,BIX 687 Corpus Christi 0il & Gas Co 1070178}
Matagorda Island 687 TX Katagorda Is S B. Area 5, 760 0000
LEGAL DESCRIPTION:
Ail of Block 687, Matagorda Island Area,
OCS Lsasing Map, Texas Hap No. &
1708001 - OCS G 4997 ,BLX 588 Shell Oftshore, Inc 04701 /82
Cortez TX Matagorda Is. 5 B Area %, 160 0000

LECAL DESCRIPTION:
All of Block 588, Matagorda Island Area,
OCS lLeasing Map, Texas Map No &







-
-
-~
-
-0
-~
-
L

11816

'
il
"
)
1
'
'
i
-
as
-
-
1
-
-
-
-
-
o
“
-
-
'
|
'
'
'
'
v e
o
-mno
—~mno
-
au—o
-0 .
-~ e
-
e
o o
- =
R
. -
. -
. =
"
" v
-
-
-
-
-
-
=
@
=
“
-
-
-
"
v
o
mwe a
e o
e -
1o -
Po.
e om
Lt o
S e e
eow
. -
" -
" -+
. -
. w
T
v
- om
- —a
- ra
= -
o
- =y
& uo
- vd
- @ we
- - a
o
wue O
ow
- U
e o
o
- e
wan 8
e
-
-
14 e
| B
rioe
™
(e
' e
(o
su -
as o
w0
e
- -
-
- o
- c
- @
. e
- -



21416 PRIMARY FUELS, INC Page na. - 1

EXHIBIT =A" Date . 02/23/89
PART 1
Leasc Number _______ lessor/lesse Name lessee Lae Date Re:ordine Date
Iract  _____ FPrespect Name Siate/County —Gross Acres
1300001 - OCS G 6147 BLX B6 Corpus Christi Exploration Co 10/01/83
High Island 86, 1'7 TX High Is. S.B. Area 5, 1600000
LECAL DESCRIPTION:
All of Block 86, High Island Area,
OCS Leasing Map, Texas Hep No. /
1300002 - OCS G 72/7,BLK 117 Corpus Christi Exploratioen Co 09/01 /84
High Island 86, 117 TX High Is. S.B. Area 5,760 0000
LECAL DESCRIFTION:
All of Block 117, High Island Area,
OCS Leasing Map, Texas Map No. 7
1702002 - 0OCS G 6172,BLK 232 Shell Otfshore, Inc 10701 /83
Bo TX High Is. S B. Area . %, 160 0000
LECAL DESCRIPTION:
All of Block 232, High Island Area,
OCS Leasing Map, Texas Map No. 7
1715001 - 0CS G 6173 ,BLK A-1 Shell Offshore, Inc. 10/01/8)
Clenda East TX High Is. 5 B. Area 5, 160 0000

LEGAL DESCRIPTION:
ALl of Block A-1, High Island Areas,
OCS Leasing Map, Texas Map No. 7




ilsie FPEinm

Amy (xS *age mo - i
n: Palse - 03/07/09
kesse Npmbeg ... . ... I.nuv“-::u.lnl ............. oo kesEwe . ¢ Lee Date ________ Eecocding Bmbe________
itec S £ " (Y D S i B i AT T .
1867001° " TR TTi i (A IT) tislarsenes ea V2885 H
ool Batagorde Jauleand 546 Tl Natsgordas drea $,750. 0000
LEGAL PESCRIPTION:
411 of Bleck 566, Natsgordas lalane Aces. OCS Leseiag Mep, Texms Nap Mo &



This Schedule sets forth Producti-n
Costs set forth in Section 1.21(a) (ii)

SCHEDULE C

Attached to and made a part of Overriding Royalty Interest

Conveyance (the "Conveyance") from Subject Interest Owner to
Royalty Ownors.

PRCJUCTION COSTS

I. Definitions

Defined cerms used in the Conveyance to which this
$chedule C is attached have the same meaning when used
hereir.

"Controllable Material"™ shall mean Material which at the
time is so classified in the Material Classification
Manual as most recently recommended by the Council of
Petroleum Accountants Societies cf North America.

"First Level Supervisors" shall mean those enployees whose
primary function is the direct supervision of other
employees and/or contract laber directly employed cn the
Subpject Interests in a field operating capacity.

"Material" shall m personal property, eguipment or sugp-
plies acquired or held for use on the Subject Interests.

"Operations" shall mean all operations necessary cor proper
for the develonment, operation, protection and mainterance
of the Property.

"Operator" shall mean the Subject Interest Owner.

"pPersonal Expenses® shall mean travel and other reascrnatle
reimbursable expenses of Subject Interest Owner’s
employees.

"Property” shall mean the property to which a Subject
Interest described in Schedule B to the Conveyance
relates.



9. "Technical Employees" shall mean those emplcyees having
special and specific engineering, geoclogical or other
professional skills, and whose primary function is the
handling of specific operating conditions and problems fcr
the benefit of the Subject Interests.

II1. Direct Costs

1. Rentals and Royalties.

Direct costs shall include (i) lease rent.ls (including
delay rentals and shut-in gas payments) and (i1) roayalties
burdening the Property which .ere in existence at the
Closing Date.

2. Labhor.

A. (1) Salaries and wages uf Cp. rator’s fielc employees
directly employed on the fvoperty in “he cu du~st of
Operations.

(2) Salaries of First Level Supervisors in the field
are not covered by the Overhead ratns.

(3) Salaries and wages of Tecrnical Employees

directly employed on the Property if such charges are
excluded from the Overhead rates.

B. Operator’< cost of hcliday, vacation, sickness and
disability benefits and other customary allowances
raid tc emplouyees whose salaries and wages are
chargeabla under Paragraph 2A of this Section II.

Such costs under this Faragraph 2B may be charged on a
"when and as paid basis" or by "percentage assessment”
on the amount of salaries and wages chargeable under
Paragraph 2A of this Section II. 1If percentage
assessment is used, the rate shall be based on the
Operator'’s cost experience.

C. Expenditures or contributions made pursuant to assess-
ments imposed by governmental authority which are
applicable to Operator’s costs chargeable under Para-
graphs 2A and 2B of this Section II.

D. Personal Expenses of those employees whose salaries
and wages are chargeable under Paragraph 2A of this
Section II.



Emplovyee Benefits.

Operator’s current costs of established plans for
employees’ group life insurance, hospitalization, pension,
retirement, stock purchase, thrift, bonus, and other
benefit plans of a like nature, applicable to Operator’s
labor cost chargeable under Paragraphs 2A and 2B of this
Section II shall be Operator’s actual cost not to exceed
twenty percent (20%) or the percent most recently
recommended by the Council of Petroleum Accountants
Societies of North America.

1iterial.

Material purchased or furnished by Operator for use on the
Property as provided under Section iV. Only such Material
shall be purchased for or transferred to the Property as
may be required for immediate use and is reasonably
practical and consistent with efficient and economical
operations. The accumulation of surplus stocks shall be
avoided.

Transportation.

Transportation of employees and Material neceassary for
Operations but subject to the following limitations:

A.

If Material is moved to the Property from the
Operator’s warehouse or other properties, no charge
shall be made for a distance greater than the distance
from the nearest reliable supply store, recognized
barge terminal, or railway receiving point where like
material is normally available.

If surplus Material is moved to Operator’s warehouse
or other storage point, no charge shall be made for a
distance greater than the distance to the nearest
reliable supply store, recognized barge terminal, or
railway receiving point. No charge shall be made fcr
moving Material to other properties belonging to
Operator.

In the application of Subparagraphs A and P ove,
there shail be no equalization of act' .l gross
trucking costs of $200 or less excluc.ng accessorial
charges.



Services.

The cost of contract services, equipment and utilities
provided by outside sources, except services excluded by
Paragraph 9 of Section II nd Paragraph l1.ii of Section
III. The cost of professional consultation services and
contract services of technical personnel directly engaged
in connection with the Property. The cost of professional
consultant services or contract services of technical
personnel not directly engaged on the Property shall not
be charged.

Equipmeat and Facilities Furnished by Opeiator.

A. Operator shall charge for use of Operator owned
equipment and facilities at rates commensurate with
costs of ownership and operation. Such rates shall
include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest
on investment not to exceed the Prime Rate plus two
per cent per annum. Such rates shall not exceed
average commercial rates currently prevailing in the
immedia '@ area of the Property.

B. In lieu of charges in Paragraph 7A above, Operator may
elect to use average commercial rates prevailing in
the immediate area of the Property less 20%. For
automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport
Association.

Damages and Lcsses to Property.

All costs or expenses necessary for the repair or
replacement of Property made necessary because of danages
or losses incurred by fire, flood, storm, theft, accident,
or other cause, except those resulting from Operator’s
gross negligence or willful misconduct.

Legal Expense.

Expense of handling, investigating and settling litigation
or claims, discharging of liens, payment of judgments and
amounts paid for settlement of claims incurred in or
resulting from operations under the agreement or necessary
to protect or recover the Property, except that no charge
for services of Operator’s legal staff or fees or expense
of outside attorneys shall be made; provided, however,
that a charge may be made for the expense of outside



10.

11.

12.

attorneys in connection with any actions brought by
Operator against third parties which actions a prudent
operator would determine tec bring or to defend acticns
brought by third parties against Operator in connection
with the operations hereunder. All other legal expense is
considered to be covered by the overhead provisions of
Section III.

Taxes.

All taxes of every kind and nature assessed or levied upcn
or in connection with the Property, the operation thereof,
or the production therefrom and which taxes have been pai-
by the Operator.

Insurance.

Net premiums paid for insurance required to be carried for
Operations. In the event Operations are conducted in a
state in which Operator may act as self-insurer for
Workmen'’'s compensation and/or Employers Liability under
the respective state’s laws, Operator may, at his
election, include the risk under its self-insurance
program and in that event, Operator shall include a charge
at Operator’s cost not to exceed manuval rates.

Other Expenditures.

Any other expenditure not covered or dealt within the
foregoing provisions of this Section II, or in Section
III, and which is incurred by the Operator in the
necessary and proper conduct of the Operations.

III. Overhead

Overhead -- Drilling ard Producing Operations.

(i) As compensation for administrative, supervision,
office services and warehousing costs, Operator shall
charge drilling and preducing operations on the Fixed
Rate Basis provided below. Such charge shall be in
lieu of costs and expenses of all offices and
salaries or wages plus applicable burdens and
expenses cf all personnel, except those directly
chargeable under Paragraph 2A, Section II. The cost
and expens. of services from outside sources in
connection with matters of taxation, trasfic,
accounting or, except as otherwise provided in this
Schedule C, matters before or involving governmental



agencies shall be coasi.lered as included in the
Overhead rates prov:ic ' "nr.



(ii)

The salaries, wages and Personal Expenses of
Technical Employeas not directly employed on the
Property shall be covered by the Overhead rates, ard
the costs of protessional consultants’ services and
cortract services of technical personnel directly
employed on the Property shall not be covered by the
Overhead rates.

Operator shall charge the following rates per well
per month:

Drilling Well Rate: Rates competitive with the fees
of unaffiliated persons in the area engaged in the
business of renderinj comparable services.

Producing Well Rate: Rates competitive with the fees
of unaffiliated persons in the area engaged in the
business of rendering comparable services.

Application of Overhead -- Fixed Rate Basis shall be
as follows:

(1) Drilling Well Rate

(a) Charges for onshore drilling wells shall
begin on the date the well is spudded and
terminate on the date the drilling or
completion rig is released, whichever is
later, except that no charge shall be made
during suspension of drilling operations
for ten (10) or more consecutive days.

(b) Charges for offshore drilling wells shall
begin on the date when drilling or
completion equipment arrives on location
and terminate on the date the drilling or
completion equipment moves off location or
rig is released, whichever occurs first,
except that no charge shall be made during
suspension of drilling operations for ten
(10) or more consecutive days.

(c) Charges for wells undergoing any type of
workover or recompletion for a period of
five (5) consecutive days or more <hall be
made at the drilling well rate. Such
charges shall be applied for the period
from the date workover operations, with




rig, commence through the date of rig
release, except that no charge shall be
made during suspension of operations for
ten (10) or more consecutive days.

(2) Producing Well Rates

(a) An active well either produced or injected
into for any portion of the month shall be
considered as a one-well charge for the
entire month.

(k) An inactive gas well shut in becausz of
overproduction or failure of purchaser to
take the production shall be considered as
a one-well charge providing the gas well is
directly connected to a permanent sales
outlet.

(c) A orn.-well charge may be made for the month
in w.ich plugging and abandonment
operations are completed on any well.

(d) All other inactive wells (including but not
limited to inactive wells covered bv unit
allowable, lease allowable, transferred
allowable, etc.) shall not qualify for an
overhead charge.

C. The well rates shall be adjusted as of the first day
of April each year commencing in 1989. The adjustment
shall be computed by multiplying the rate currently in
use by the percentage increase or decrease in the
average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared
to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas
Fields Production Workers as published by the United
States Department of Labor, Bureau of Labor
Statistics. The adjusted rates shall be the rates
currently in use, plus or minus the computed
adjustment.

IV. Pricing of Material Purchases,
Transfers and Dispositions

Operator is responsible for Material and shall make proper
and timely charges and credits for all material movements
affecting the Property. Operator shall provide all material



for use on the Property. Operator shall make timely
disposition of idle and/or surplus Material, such disposal
being made either through sale to Operator or sale to
outsiders. The disposal of surplus Controllable Material not
purchased by the Opzrator shall be determined by Operatcr.

1. Purchases.

Material purchased shall be charged at the price,
including carrying costs incurred during the 24-month
period preceding the sale, paid by Operator after
deduction of all discounts received. 1In case »f Material
found to be defective or returned to vendor fcr any other
reason, credit shall be allowed when adjus“ment has been
received by the Operator.

2. Transfers and Dispositions.

Material furnished to the Property and Material
transferred from the Property or disposed of by the
Operator shall be priced on the following bases exclusive
of cash discounts:

A. New Material (Condition A}

(1) Tubular goods, except line pipe, shall be priced
at the current new price in effect on date of
movement on a maximum carload or barge locad
weight basis, regardless of quantity
transferred, equalized to the lowest published
price f.o.b. railway receiving point or
recognized barge terminal nearest the Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall
ke priced at the current new price, in
effect at date of movement, as listed by a
reliable supply store nearest the Property
where such Material is normally available.

(b) Movement of 30,000 pounds or more shall be
priced under provisions of tubular goods
pricing of Paragraph 2A(1l) of this Section
IV.

(3) Other Material shall be priced at the current
new price, in effect at date of movement, as




listed by a reliable supply store or f.o.b.
railway receiving point nearest the Propertv
where such Material is normally available.

B. Good Usad Material (Condition B)

Material in sound and serviceable condition and
suitable for reuse without reconditioning:

(1)

(2)

Material moved to the Property

(a) At seventy-five percent (75%) of current
new price, as determined by Paragraph 2A cof
this Section IV.

Material moved from the Prcoerty

(a) At seventy-five percent (75%) of current
new price, as determined by Paragraph 2A of
this Section IV, if Material was originally
charged as new Material, or

(b) At sixty-five percent (65%) of current new
price, as determined by Paragraph 2A of
this Section IV, if Material was originally
charged as goci usec¢ Material at seventy-
five percent (75%) of current new price.

The cost of reconditioning, if any, shall he absorbed by
the transferring property.

25 Other Used Material (Condition C and D)

(1)

(2)

Condition C

Material which is not in sound and serviceable
condition and not suitable for its original
function until after reconditioning shall be
priced at fifty percent (50%) of current new
price as determined by Paragraph 2A of this
Section IV. The cost of reconditioning shall be
charged to the receiving property, provided
Condition C value plus cost of reconditioning
does not exceed Condition B value.

Condition D

All other Material, including junk, shall be
priced at a value commensurate with its use or



at prevailing prices. Material no longer
suitable for its original purpose but usable for
some other purpose, shall be priced on a basis
comparable with that of items normally used for
such other purpose.

D. Ocbsolete Material

Material which is serviceable and usable for its
original function but condition and/or value of such
Material is not equivalent to that which would
justify a price as provided above may be specially
priced by the Operatcr. Such price should result in
the Operations being charged with the value of the
serviceirendered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged at
the rate of twenty-five cents (25) per hundred
weight on all tubular goods movements, in lieu
of loading and unloading costs sustained, when
actual haulin¢ cost of such tubular goods are
equalized under provisions of Paragraph 5 of
Section II.

(2) Material involving erection costs shall be
charged at applicable percentage of the current
knocked-down price of new Material.

Premium Prices.

Whenever Material is not readily ~btainable at published
or listed prices because of nat..ral emergencies, strikes
or other unasual causes over which the Operator has not
control, the Operator may :-. rge for the requi..Z Material
at the Operator’s actual cost incurred in provid:ng =uch
Material, in making it suitable for use, and in moving i*
to the Property.

V. Inventories

The Operator shall maintain detailed recor.s of
Contrullable Material.

Periodic Inventories, Notice and Representation.

At reasonable intervais, Inventories shai ' = taken by
Operatcr of the Controllable Material.

S=11




be

Reconciliation and Adjustment of Inventories.

Reconciliation of a physical inventory with charges
against Operations shall be made, and inventory
adjustments shall be made by Operator for coverages and
shortages, but Operator shall be held accountable only for
shortages due to lack of reascnable diligence.

Special Inventorier.

Special Inventories m- r be taken whenever there is any
sale or change of int: 'est in the Property. It shall be
the duty of the party .elling to notify all other working
interest holders as quickly as possible after the transfer
of interest takes place. 1In such cases, both the seller
and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories.

The expense of conducting periodic Inventories shall not
charged.

c-12
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