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September 4, 1990

Minerals Management Service
1201 Elmwood Park Blvd.
New Orleans, Louisiana 70123-2394

Attention: Ms. Ruby I. Boehm

Re: Act of Partial Release of Multiple Security
Interests from Bank One, Texas, National
Association to 2Zilkha Energy Company, et al.
Our File No. 02666.0023

Dear Ms. Boehm:

We have this date filed the following document into the
nortgage records for Federal Lease OCS-G 2933, West Delta Block 63:

Act of Partial Release of Multiple Security
Interests from Bank One, Texas, National
Association to Zilkha Energy Company, et al.

The federal leases affected by the aforesaid instrument
are identified as follows:

(~) OCS-G 2933;
(2) 0CS-G 3601;
(3) 0CS-G 5408;
(4) 0CS-G 5350;
(5) OCS-G 4844;
(6) OCS-G 9428;
(7) 0CS—C 7699+ RECEIVED
(8) 0CS-G 7700;

(9) 0CS-G 5395; SEP 07 1990
(10) 0CS-G 0978;

(11) 0CS-G 5547; Managem

(12) OCs-G 5218; .“&iﬁw:z:n:!"m

(13) ©OC5-G 4082;
(14) OCS-C 8457;
(15) 0CS-G 5366;
(16) 0CS-G 8645;
(17} 0Cs-G 5466; and
(18) 0CS-G 0807.

It has been our experience with your office in the past
when dealing with instruments of this nature which affect a number
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of leases that the procedure to be followed is to file the
originals of the instrumerts in one lease file, and to file letters
in the remaining lease files reflecting the filing and referencing
the lease file where the instruments can be seen. We therefore
request that since the aforesaid original was filed in the lease
file for 0CS-G 2933 that a copy of this letter be filed in the
lease files for OCS-G 3601, OCS-G 5408, OCS-G 5350, OCS-G 4844,
OCs-G 9428, OCS-G 7699, 0Cs-G 7700, OCsS-G 5395, OCS-G 0978, OCS-G
5547, OCS-G 5218, OCS-G 4082, OCS-G 8457, OCS-G 5366, OCS-G 8545,
OCS-G 5466, and OCS-G 0007. We alsc request that you indicate on

the copy of this letter, the date, time and place of the above
f£iling.

it is our understanding that one drawback to this
procedure is the possibility that the lease file for 0CS-G 2933
might at some point be placed in the archives, or otherwvise
destroyed. We do not know under what circumstances that miyht
occur. We would assume that it is possible that 0CS-G 2933 could
go off production or otherwise terminate while the remaining leases
are being maintained. We ask that you wmake = notation in your
files to consult us prior to destroying the files for OCS-G 2933,

so that we may make any necessary arrangements to continue the
effect of our filing.

We appreciate your assistance with this matter. If you have
any questions or difficulties concerning this filing, please dc not
hesitate to give me a call.

With best wishes, I am

Yo truly,

—

Caroline A. Knobloch
Landman
CAK/sah3940/n
cc: Lisa S. Jaubert
Vicki G. wWall
William C. Wallace

RECEIVED THE ABOVE INSTRUMENTS AND FILED SAME IN THE RECORDS OF

THE OFFICE OF THE UNITED STATES MINERALS MANAGEMENT SERVICE, NEW

ORLEANS, LOUISIANA, THIS DAY OF SEPTEMBER, 1990 AT
O’CLOCK.

UNITED STATES MINERALS MANAGEMENT SERVICE

BY:




" WALTER OIL & GAS CORPORATION

United States Department of the Interior
Minerals Management Service

Attention: Mrs. La Nelle Boehm
Adjudication Unit, LE-3-1

12017 Elmwood Park Bculevard

New Orleans, Louisiana 70123-2394

September 11, 1990

RE: Federal Lease No. 0CS-G 5547
Block 160, Ship Shoal Area
Federal Offshore Louisiana

Ladies and Gentlemen:

Enclosed you will find an executed copy of the following described Conveyance
of Overriding Royalty Interest affecting the captioned lease for filing:

Conveyance of Overriding Royalty Interest dated effective August
31, 1990, executed on behalf of Walter Energy Corporation, as
Assignor, in favor of Leeway & Co., Bost & Co., Pitt & Co., Howard
Hughes Medical Institute, Pace & Co., and EMP & Co., as Assignees,
affecting Federal Lease 0CS-G 5547, Block 160, Ship Shoal Area,
Federal Offshore Louisiana.

We are enclosing our check in the amount of $25.00 to cover the filing fee for
the above conveyance.

We request that the above Conveyance of Overriding Royalty Interest be placed
in the file affecting the captioned lease, and that you evidence such filing
by signing and returning the enclosed copy of this letter. Also, please date
stamp and return the enclosed xerox copy of this conveyance for our files.

Ver 0

&

Ron A. Wilson
RAW: hf

Enclosures

RECEIVED AND FILED THE ABOVE DESCRIBED
CONVEYANCE OF OVERRIDING ROYALTY INTEREST
THIS 13th DAY OF September , 1990.

MINERALS MANAGEMENT SERVICE RECEIVED
BY:
NAME : La Nelle Boehm SEp 13 1990
TITLE: Supervisory Mineral Leasing Specialist
Minerals Management Service
m.ﬁnum

240 The Main Building, 1212 Main Street, Houston, Texas 77002 (713)659-1221



-, " SHIP SHOAL AREA BLOCK 160
0CS-G 5547

That WALTER ENERGY CORPORATION, a Texas corporation w'.h offices at
240 The Main Building, 1212 Main Streer, Houston, Texas 77002 ("Assigr "), for and in
consideration of Ten and NO/100 Dollars ($10.00) and other good and valuable con-
siderations to it paid by the Purchase : named on the schedule attached hereto as Exhibit
"A" and made a part hereof foi all purposes ("Assignees"), the receipt and sufficiency of
which are hereby acknowledged by Assignor, has Bargained, Sold, Granted, Conveyed,
Transferred, Assigned, Set Over, and Delivered, and by these presents does hereby
Bargain, Sell, Graut, Convey, Transfer, Assign, Set Gver, and Deliver unto Assigaees, their
successors and assigns in the undivided several proportions as set forth on the said Exhibit
"A" (and not jointly or as tenants in common), effective as of the Effective Date, an
overriding royalty interest (the "Overriding Royalty Interest™) in and to the Minerals in and
under and produced and saved from the lands cove.cd by the Leases, payable solely out
of gross proceeds from the sale of the Subject Minerals produced and saved through the
Subject Wells in excess of Manufacturing Proceeds in an amount equal to the Net Cash
Flow aitributable to the Subject Interests calculated with respect to all of the Subject
Interests as a group, all as more fully provided hereinbelow.

TO HAVE AND TO HOLD the Overriding Royalty Interest, together with all and
singular the rights and appurtenances thereto in anywise belonging, unto Assignees, their
successors and assigns, subject, however, to the following terms and provisions, to-wit:

ARTICLE |
As used herein, the following terms shall have the meaning ascribed to them below:

"Abandonment Costs" shall mean the costs of plugging and abandoning the Sutject
Wells, the costs of dismantling and salvaging the platforms, pipelines and other facilities
and structures on the Subject Interests and otlier costs associated with restoration of the
Subject Interests in accordance with applicable law (and, if applicable) the rules and
regulations of the Minerals Management Service of the U.S. Department of the Interior,
net of estimated salvage value of any salvageable equipment or personalty on the Subject
Interests.

“Acquisition Agreement" shall mean that certain Agreement for Purchase and Sale
of Assets dated August 24, 1990, between Assignor and Zilkha Energy Company pursuant
to which the Subject Interests were acquired by Assignor.

RECEIVED

SEP 13 1990

Minerals Management Service
Laasing & Eqvireament




"Assignees" shall have the meaning attributed to it in the first grammatical paragraph
of this Conveyance, it being understood that Assignees shall not be deemed joint tenants,
tenants in common or members of any association or mining partnership.

"Assignor” shall have the meaning attributed to it in the first grammatical paragraph
of this Conveyance.

"Business Day" shall mean a day on which any bank to or from which a payment
authorized hereunder may be made are rot closed as authorized or required by law.

"Code" shali mean the Internal Revenue Code of 1986, as amended from time to
time.

"Conveyance" shall mean this Conveyance of Overriding Royalty Interest.

"Effective Date" shall mean 7:00 a.m., local time in effect where the Subject Interests
are located on August 31, 1990.

"Independent Petroleum Engineer" shall mean Raymond S. Hansen, or such other
firm of independent petroleum engineers as may be approved by Assignees.

"Lease Acquisition Costs" shall have the meaning ascribed to it ia the Master
Purchase Agreement.

"Lease:" shall mean all of the vil, gas and other mineral leases, 2s a group, in which
Assignor owns an interest pursuant to the Acquisition Agreement, including, but not
limited to, (i) the oil and gas leases, oil, gas, and mineral leases, and other mineral leases
described in Exiiibit "B" attached hereto and any leasehold interest in any other oil and
gas lease, oil, gas, and mineial lease, or other mineral lease derived from the pooling or
unitization of such leases with the leases, or any part thereof, described in Exhibit "B"
hereto, together with any and all extensions thereof, or any part thereof, in which Assignor
ucquires or maintains an interest, and (ii) any oil and gas lease, oil, gas, and mineral lease,
or other mineral leare, together with any and all extensions thereof or any part thereof
in which Assignor acquires or maintains an interest, executed subsequent to the Effective
Date, to the extent, but only to the extent, that such subsequent leasc (aa) covers all or
any portion of the lands covered by the leases referred to in clause (i) of this sentence,
and (bb) is acquired by or for the benefit of Assignor either prior to or within one (1)
year after the expiration of the leases referred to in clause (i) of this sentence.




"Manufacturing Costs" shall mean the costs of manufacturing, processing, or rcfining
operations (but not conventional mechanical liquid-gas separation) that generaw
Manufacturing Proceeds.

"Manufacturing Proceeds" shall mean the excess of (i) proceeds realized from the
sale of Suhject Minerals, or products thereof, that are the result of any manufacturing,
processing, or refining operations over (ii) the part of such proceeds that represents the
fair market value at the wellhead (after being separated by a conventional mechanical
liquid-gas separator) of such Subject Minerals before any such manufacturing, processing,
or refining operation.

"Master Purchase Agreement" shall mean that certain Master Purchase Agreement
entered into by and between Assignor, Assignees and others effective as of August 24,
1990.

"Minerals" shall mean (i) oil, (ii) gas, (iii) casinghead gas, (iv) sulfur, an.
(v) associated hydrocarbons produced with oil or gas or casinghead gas, but shall exciude
coal, lignite, uranium, and all other non-hydrocarbon substances.

"Net Cash Flow" shall have the meaning attributed to it in Section 2.3(e).

"Ne: Cash Flow Account” shall mean the account maintained in accordance with
the provisions of Section 2.3,

"NRI" shall mean the interest (expressed as a percentage) of Assignor in the
production of Minerals from a Subject Well, after deducting all applicable royalties,
overriding royalties, and other burdens (but computed prior to deducting the Overriding
Royaity Interest conveyed pursuant to this Conveyance).

"Overproduced Party” shall mean a party to a gas balancing arrangement who, as
a result of producing, in addition 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 take or dispose of, is in a position of cumulative net overproduction with
respect to such gas balancing arrangement. For purposes of this Conveyance, "gas
balancing arrangemens” shall include any relationship, under law or otherwise, where parties
are obliged to account to others, in gas or in cash for prior disproportionate producdon
of gas from any well.

"Overriding Royalty Interest" shall have the meaning attributed to it in the first
grammatical paragraph of this Conveyance.




“Person” shali mean any individual, partnership, corporation, trust, unincorporated
association, governmental agency, subdivision, or instrumentality, or other entity or
association.

"Proceeds Percentage” shall mean ninety percent (90%) at any time when the
Reversion Amount has actually been distributed to Assignees; and 100% at all other times.

"Quarterly Record Date” shall mean for each of the months of April, July and
October, the twenty-fifth (25th) day of such month, provided that if the twenty-fifth (25th)
day of any such month is not a Business Day, then the Quarterly Record Date shall be
the first Business Day following the twenty-fifth (25th) day of such month.

"Reference Quarter" shall have the meaning attributed to it in Section 2.3(¢e).

"Reversion Amount" shall mean an amount of cash equal to the total sum thereto-
fore paid by Assignees ir ORI Purchase Price Amounts for this Conveyance pursuant to
Article V of the Master Purchase Agreement, all to be computed on the Subject Interests,
as a group.

"Subject Interests" shail mean each kind and character of right, title, claim, or
interest (collectively the "rights™) that Assignor has or owns pursuant to the
Agreement in and to the Leases (or portions thereof) described in clause (i) of the
definition of "Leases" and each right that Assignor acquires in and to any Lease (or
portions thereof) described in clause (i) or clause (ii) of the definition of "Leases”, whether
such right be under or by virtue of a lease, a unitization or pooling order, an operating
agreement, a division order, or a transfer order or be under or by virtue of any other type
of claim or title, legal or equitable, recorded or unrecorded, all as such right shall be
(a) enlarged or diminished by virtue of the provisions of Article VII hereof and (b) en-
larged by the discharge of any payments out of production or by the removal of any
charges or encumbrances to which any of such rights are subject on the Effective Date and
any and all renewals and extensions of the right occurring within one year after the
expiration of such right.

"Subject Minerals" shall mean all Minerals in and under and that may be prosuced,
saved, and sold from, and that shall accrue and be attributable to, the Subject Interests
from and after the Effective Date. There shall not be included in the Subject Minerals
any Minerals attributable to non-consent operations conducted with respect to the Subject
Interests (or any portion thereof) as to which Assignor shall be a non-consenting party and
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 instrument providing for such non-consent oper: tions, provided



Assignor’s election nct to participate in such operations is made in conformity with the
provisions of the Master Purchase Agreement.

"Subject Well" shall mean each well on the Subject Interests in respect of which
Assignor owns any interest or is entitled to any of the Minerals production or the pro-
ceeds therefrom (whether directly or, by virtue of the effect of any non-consent provisions,
farmout or farmin provisions, or other provisions, indirectly).

"Underproduced Party" shall mean a party to a gas balancing arrangement who, as
a result of its inability or unwillingness to market or otherwise take or dispose of all or
a portion of its share of production is in a position of cumulative net underproduction with
respect to such gas balancing arrangement.

"WT" shall mean the leasehold or operating interest (expressed as a percentage) of
Assignor in a Subject Well or Lease, as applicable, with respect to the Minerals produced
therefrom.

ARTICLE 11

21  The Overriding Royalty Interest does not include any right, title, or interest
in and to any personal property, fixtures, or equipment and is exclusively an interest in
and to the Minerals in and under and produced and saved from the lands covered by the
Leases, and Assignees shall look solely to the Subject Minerals and payments in respect
thereof (as provided herein) for the satisfaction and realization of the Overriding Royalty
Interest.

22  Excerpt as set forth in the immediately succeeding sentence, Assignor shall
have the right and, to the extent that Assignor is marketing or causing to be marketed its
own share of Minerals, the obligation to market or cause to be marketed the Minerals
allocable w the Overriding Royalty Interest and shall market or cause to be marketed such
production proportionately with and on the same terms as Assignor’s share of the
production from such Lease but in no event for a price less than the price “or which
Assignor, acting as a reasonable and prudent operator, is marketing or causing to be
marketed its own share of such Minerals from such Lease. To the exteat Assignor is not
marketing or causing to be marketed its own share of Minerals, Assignor shall use its best
efforts to market or cause to be marketed, for a price that would be acceptable to a
reasonable and prudent operator under the same or similar circumstances, the Minerals
allocable to the Overriding Royalty Interest in respect of each Lease with purchasers
possessing a credit standing that a prudent operator would find acceptable. Should
Assignees dispose of their Overriding Royalty Intcrest in respect of a Lease to a third
party, such third party shall have the right, by so notifying Assignor, to designate the



purchaser of the Minerals allocable to the Overriding Royalty Interest, but until such time,
if any, as such right is exercised, Assignor shall have the right and obligation to market
such Minerals in accordance with the standard referred to in the immediately preceding
two sentences.

23  Assignor shall maintain, on a cash basis, true and correct books and records
in order to determine the credits and debits to an account (the "Net Cash Flow Account™)
from and after the Effective Date, in accordance with the terms of this Conveyance and
prudent and accepted accounting practices. For purposes of this Section 2.3:

{a) The Net Cash Flow Account shall be credited with an amount equal
to the sum, from and after the Effective Date, of the gross proceeds (determined before
caiculating the Overriding Royalty Interest) from the sale of all Subject Minerals
(including, without limitation, proceeds attributable to take or pay payments) attribu:able
to the Leases; provided, however, that:

(i) if any Subject Minerals are manufactured, refined, or processed
(other than through liquid separation operations in the vicinity of the well
using a conventional mechanical liquid-gas separator), the proceeds from the
sale of such Subject Minerals shall be reduced by the Manufacturing
Proceeds;

(ii) if as a result of the occuirence of the bankruptcy or insolvency
or similar occurrence of the purchaser of such Subject Minerals any amounts
previously credited to the Net Cash Flow Account are, in fact, reclaimed
from Assignor or its representatives, then a debit to the Net Cash Flow
Account shall be made in the amounts reclaimed as promptly as practicable

following Assignor’s payment thereof;

(iid) the Net Cash Flow Account shall not be credited with any
amount that Assignor shall receive for any sale or other disposition of any
of the Subject Interests or for any payments made on behalf of Assignor and
related to “"carried interest”" arrangements whereby Assignor’s costs and
expenses attributable to any of the Subject Interests is paid by a third party
or in connection with any adjustment of any well and leasehold equipment
upon unitization of any of the Subject Interests; and

(iv) if a controversy or possible controversy exists (whether by
reason of any statute, order, decree, rule, regulation, contract, or otherwise)
as to the correct or lawful sales price of any Subject Minerals, or if any



amounts received by Assignor as "take-or-pay” or "ratable take" payments are
subject to refund to any purchasers of Subject Minerals, then:

(aa) amounts withheld by such purchaser or deposited by it
with an escrow agent shall not be considered to have been received
by Assignor and shall not be credited to the Net Cash Flow Account
until actually collected by Assignor; provided, however, that the Net
Cash Flow Account shail not be credited with ary interest, penalty,
or other amount that is not derived from the sale of Subject
Minerals, but, instead, Assignor shall make payment directly to
Assignees of Assignees’ allocable share of any such amounts paid to
Assignor by the purchaser of Subject Minerals or the escrow agent;
and

(bb) amounts received by Assignor and promptly deposited
by it with a non-affiliate escrow agent, to be placed in interest
bearing accounts under usual and customary terms, shall not be
considered to have been received by Assignor and shall not be
credited to the Net Cash Flow Account until disbursed to Assigno:
by such escrow agent; provided, however, that the Net Cash Flow
Account shall not be credited with any interest, but, instead, Assignor
shall make payment directly to Assignees of Assignees’ allocable share
of any such interest disbursed to Assignor by the escrow agent.

W) During any period when Assignor is, for any Subject Interest,
an Overproduced Party:

(aa) when Assignor is selling more than its proportionate
share of gas, any amounts received by Assignor which are attributable
to its proportionate share of gas shall be credited to the Net Cash
Flow Account, but any amounts received by Assignor which are
attributable to the sale or other disposition of gas which is not
attributable to Assignor’s proportionate share of gas shall not be
credited to the Net Cash Flow Account but shall be held by Assignor
in an account (the "Swplus Accouns™) with the sums in such account
to bear interest at a rate equal to that credited to Assignor on its
customary bank time deposits;

(bb) when Assignor is producing less than its proportionate
share of gas and the amount of its overproduction is thereby being
reduced, any amounts received by Assignor from the sale or other

-




disposition of such gas shall be credited to the Net Cash Flow
Account and, in addition, the amounts excluded from the Net Cash
Flow Account when the overproduction accrued pursuant io (aa)
above and held in the Surplus Account shall be credited to the Net
Cash Flow Account on a first-in/first-out basis as the overproduction
is reduced and shall thereby reduce the balance of the Surplus
Account; and the interest accrued on the Surplus Account, if any,
shall be released to Assignor and shall not be credited to the Net
Cash Flow Account;

(cc) if Assignor 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 the Net Cash Flow Account and deposited
in the Surplus Accouny; provided that to the exteat such funds are
insufficient to satisfy such cash settlement, any interest accrued on
such funds shall be used by Assignor in such settlement; and any
remaining interest shall be released to Assignor and shall rct be
credited to the Net Cash Flow Account;

(dd) Funds that have been held in the Surplus Account
under applicable gas balancing arrangements but that are no longer
subject to recoupment, either in cash or in kind, shall not be credited
in the Net Cash Flow Account and shall be released to Assignor.

(vi) During any period when Assignor is, for any Subject Interest,
an Underproduced Party:

(aa) when Assignor is producing less than its proportionate
share of gas, only the actual amounts received by Assignor from the
sale or other disposition of gas shall be credited to the Net Cash
Flow Account, and any amounts received by others from the sale or
other disposition of gas that is attributable to Assignor’s proportionate
share shall not be credited to the Net Cash Flow Account;

(bb) when Assignor is producing more than its share of gas
and the amount of its underproduction is thereby being reduced,
there shall be credited to the Net Cash Flow Account the actual
amounts received by Assignor from the sale or other disposition of
all such production; and



(cc) if Assignor should receive settiement in cash for any net
underproduction, the amount received in such settlement shall be
credited to the Net Cash Flow Account when such amount is
received.

(b) The Net Cash Flow Account in respect of the Subject Interests shall
be d:bited with an amount equal to the sum of the folloving (other than Manufacturing
Costs), to the extent th~t the same are properly allocable to the Subject Wells for which
rach Net Cash Flow Account is maintained and the production and marketing of Subject
Minerals therefrom and have been incurred and paid by Assignor, with respect to each
such well, subsecuent to the Effective Date, but only to the extent that such items have
not been used as a basis for measuring any purchase price paid by Assignees to Assignor
for this Conveyarce, as provided in the Master Purchase Agreement:

(i) The costs incurred (or in the case of the application of Section
4.02 of the Master Purchase Agreement, those costs estimated to be
incurred) by Assignor of direct labor, transportation, and other services
necessary for drilling, operating, maintaining, reworking, and producing the
Subject Wells and for all material, equipment, and supplies purchased and
used on such wells and overhead costs paid to the operator (including
Assignor where it is the operator) of the wells pursvant to the applicable
operating agreements; provided that such costs shall be reduced by amounts
received by Assignor attributable to the Subject Interests for the sale of
fixtures and equipment therefrom; and by amounts by which estimated costs
which previously have been debited to the Net Cash Flow Account exceed
the costs actually incurred by Assignor related to the work or services to
which such estimated costs relate.

(ii) The costs of dehydration, compression, separation, \:ansporta-
tion, anc marketing of production from the Subject Wells;

(iid) The costs of litigation, liens, judgments, and liquidated liabilities
including amounts paid as a refund, penalty, or interest bec use the amount
initially received by Assignor as a sales price of Subject Minerals was more,
or allegedly more, than permitted by the terms of any applicable contract,
statute, regulation, order, decree, or other obligation (provided, however,
that such amounts were previously credited to the Nt Cash Flow Account)
and claims attributable to the operation, maintenance, or production of the
wells;




(i) All taxes (except income taxes) assessed against or attributable
to the Subject Wells or the Subject Minerals produced therefrom;

(v iJirect costs which Assignor may be required to pay to counsel
for Assiin:.. and to Huddleston & Co. as engineering consultant for
Assignee, in connection with or relating to the negotiation, preparation and
ve.:2w of the Master Purchase Agreement and all ¢.her docuwnents or
wstruments delivered in connection therewith, including this Conveyance;
recording costs incurred in connection with the filing of this Conveyance; and
the costs incurred by Assignor for the audits, if any, conducted by A-cignees
pursuant to Section 2.3(i) below;

(vi) Lease Acquisition Costs allocated to the Subject Interests by
Assignor, all shut-in royalties or similar payments or ientals with respect to
the Subject Interests;

(vii) Premiums on insurance carried pursuant to Section 6.1(h);

(viii) Subject to the provisions of Aricle VIII hereof, an amouut
equal to all amounts deposited by Assignor into the Abandonment Cost
Escrow Account (as defined in Article VIII hereof) and all Abandonment
Costs (except to th extent such costs ae paid out of the Abandonment
Cost Escrow Accouuc);

(ix) The costs incurred by Assignor in connection with the exercise
of its rights pursuant to Section 10.9;

(x) The cash payments made by Assignor upon any pooling or
unitization of the Subject Interests;

(xi) All other costs reasonably incurred by Assignor for the
necessary or proper drilling, completion, hook up, production, operation,
reworking, recompleting, and maintenance of the Subject ‘Wells and the
Subject Interests;

(xii) All other costs incurred by Assignor pursuant to the Argusi-
tion Ay -*1.ent and any applicable operating agreement;

provided that tia costs referred to in this Section 2.3(b) shall be reduced by {a) amounts
received by Assignor u: bonus, advance royalty or other payments in o~ nnection with any
farmout as well as any other similar arrangement or for dry hole, Lottom hole or othex




similar contributions reiated to the Subject Interests, (b) the applicable actual salvage value
(as determined in accordance with the applicable operating agreement then in effect and
binding upon Assignor) of any personalty, platforms, equipment, pipelines or gathering
lines related to the Subject Interer*s, less, in each instance the actual costs of salvage,
(c) the cash payments received by Assignor as a result of any pooling or unitization of the
Subject Interests, (d) any insurance proceeds received by Assignor in respect of the S.ibject
Interests, (e) any excess amounts released to Assignor pursuanrt to the provisicus of
el 2.3(a)(v)(dd) hereof, (f) any interest amounts released to Assignoi under “ctions
27, vibb) and 2.3(a)(v)(cc) hereof, and (g) any amounts received by .Assignor from
thi-u parties as rental or usc fees for personalty, platforms, equipment or gathering lines
ielatea to the Subject Property.

(c})  MNo’lng set forth in this Section 2.3 shall be interpreted or applicd
in any manner that shall ever require or permit any duplication of all or any part of any
credit or cherge to any Net Cash Flow Account with respect to the same transactior, item
of expense or charge, whether under \is Agreement or reflected in the Master Purchase
Agreement, or that shall ever require or —-rmit any inclusion of any charge to any Net
Cash Flow Account tkat is reimburscd t .1ssignor at any time by any Person. Further,
nc charge .iay be made to the Net Cash F «w Account which is rsed to measure any
purchase price for uus Conveyvance pursuant to \he Master Purchase Agreement.

(d) At tie end of each calendar year 2ver the Effectiv Date, a
cal-vlation of net cash flow (the "Net Cash Flow") shall then be made by deducu g (° the
total Jdebits properly made to the Net Cash Flow Account during the such ycar pursw
to Sectior: 2.3(b) froin (i) tae total credits propert; madc to suca New Cash Fiow Aot
during suzh year pursuant to Seenc: 2.5(a) and app. '1g tne Troceeds Percer tuge o the
result.,

(e) I the cowapniations niade in arcordai . with Sectior 2.3(d) result
in a negative sum ai the end of a rear, the negative sum shall be deemed the "Debit
Balance". Any Debit Eslance shall be carried forward as a debit to the Net Cash Flow
Account for the following yvar. If theic is a Debit Balance at the end of any annual
period, no paments shali be made to Assignees in respect of the Overriding Royalty
Interes' por shall A-inees ever de liable to make any payment to Assignor in respect ol
the Debit Balance.

(f) At the end of e .«h quarter year ending on the last lay of each of
March, June and September (a "Refe ence Qu:arter”) after the ER’ ~tive Date, Assigior shall
estiraate the Net Cash Flow for such Reference Quarter by making the required
calculations in acc. dance with this Conveyanc: as if the annual period had ended ou the
last day of the Reference Quarter for which such calculations are made which calculations

<.




shall take into account a. /».or Refere-ze Quarters for su- . calendar year. “"Whern the Net
Cash Flov for the anwal period is determined at the el of i jezi, appropriate
adjustraents shall be mads to reconcile differences of Arsiynor and Assignee between
amounts actually Jdistributed uneer this Conveyance and the annual Net Cash Flow at the
end of the year.

(20 On or before the Quarterly Record Date for each Reference Quarter,
Assignor shall transfer or cause to be transferred to Assignees (by wire transfer to a bank
account designated in writing by each Assignee from time to time) an amount in respect
of the Subject Interests equal to the estiinates for the immediately preceding Reference
Quarter in accordance: with Section 2.3(f,. On or before the twenty-fifth (25th) day of
January, Assignor sha' transfer or cause 1) be transferred to Assignees (by wire transfer
to a bank account desig1.ted in writing by each Assignee from time to time) the adjusted
estimated Net Cash Flcw for the immediately preceding year.

(h}  All fuads delivered to Assignees on ac. 0wt of the Ovellidin Roya'ty
wnterest shall be ~alcu’+*e<l and paid entirely and exclusively vuvt v’ the procecds attribur-
able to the 5v"ject 1iwmerals in excess of the aggregate of 1"z [acturing Proceeds (as
provided herein); ancl in no even <hall such pryments ever exce: a "00%¢ cf the sioss fair
market value of such jroduction (the "Gross Va ue") at th: wellhead t=fore the  pplication
of any manufacturiug, processing, refining cr cunversion process ar any IawSpd Sion away
therefi>y; and should the payments to Assignees, computed in accordan e nemewith ev-r
exceed quch Gross Value, then the amounts by whick such payments exeid the Gross
Value (the "Overage™) shall be sus; :nded and accrueu; and it the paymens calculated in
accordance herewith are ever agail 'ess than the Gross Value, the Overage shall be added
to subsequent payments but not iz n ~mount which would then cause payments to exceed
the Gross Value so that Assignect rtinll, if possible, be entitled to receive the total amount
to be distributed hereunder as if the L nitatior; imposed by the Gross Value had not been
in effect.

(i) The books of accour: «nd records of Assignor relating to the Net
Cash Flow .\cccunt shall be open at all reasonable tiwes for examination, inspectiou,
copying, and audit by Assignee: end its representatives, at Assignor’s expeuse, suljest (©
a charge to the Net Cash Flow Account as provided in Section 2.3(b)(v) her~itbove.

(i) No later than Apzii 15 of each vea:, the deiermination of the =s.ount
that should ha-e been paid to Assignees pursuant (> Section 2.3(e) in respect of the
immediately preceding calendar year shall be calculated by Assignor and submitted,
together with substantiating data, by Assignor to Assignees fo' ~pproval. If As<imces shall
have received less than the actual amount of its Overriding Ruyaliy Interest, Assignor shall
deliver to Assignees, within seven (7) days afier Assignor and Assignees hsve reached
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agreement witl) respect to such actusl amount, ti. amcant necessary for Assignees to have
received an amocunt equal to its (overriding Royalty Interest. If Assignees shall have
received more than the amount of its Cwerriding Royalty literest, Ascignor, within seven
(7) days after Assignor and Assignees have reached agreemen: with rspect to such actual
amount, may charge the Net Cash Flow Account with an amount r« ~es=ary to correct the
imbalance unless Assignor has other qse made arrangements puisua1® ‘o Section 3.C7 of
the Master Purchase Agreement to correct such imbalance.

ARTICLE

3.1  Assignor shall furnish to Assignees (a) reports, in reasonable detail, »1u
respect to (i) the prodv. dvity and productive life of all or any of the Subj.ct Wells,
(ii) the quantity of Sulyc..: Miner is recoverable from all or any ur the Subject Wells,
(iii) the projected procsed~ and « sts attributable to the Subject Interests in respect of
each such well, (iv) any changer made cr nroposed t be made in the methods or
treatment and operation of cack »ich vell, any rLrupos. ) atandonment of a ~ell any
plugging of a well and reopening there: 't a d.fferent ‘evel, any method or pross.ving
which may a¥ect such well, or any ou,  ction that may materially incy 2ase o redwce the
valve of the Cuerriding Royaity Interest, and (b) if requested by Assigoces and o the
extent not prchibited by agreements with third nartics (Assignor her ov agrecin;; 10 use
its best effor's to obtain the requisitc consent from such hird par es (o disclase such
information t Assignees), pertinerit well data sufficient fo. uwakmg . an anv reserve
evaluations, including, witnou: limitation, electric logs, ~ore data, bottr.r hcie pressure
dats and other reasonable well data. In addition, excr.pt as set forth iz b= immediately
. ucceeding sentence, Assignor shail notify Assigness ainety \50) days prics to the release,
* arrender, or termination of any of the Subject Interesis. Should Assigiiur not have at
icast ninety (90) days prior notice of such release, surrender, or terminati~o, then Assig-n:
shall notify Assignees of such cvent as promptly as practiceble after Assignor has such
notice. Assignor shall not be required to furnish the iieqiz referred to in clauses
(i) through (iii) of the first sentence of this Section 3.1 more frequer;” vi 2n once in each
calendar year.

32 On or before April 30 of each year, Assigncr shall futiish to Assignees a

written engineering report with respect to the Subject Interests nod each Subject Well
prepared as of January 1 of the year in question by the Independewn: Peuocleum Enginer,
setting forth such firm’s evaluation of proved developed and proved undeveloped Mineral
reserves (and containing such comment-. with respect to probablc Mineral reserves as the
Indepencent Petroleum Engineer may deem appropriate) att:ihutable t> the Subjec.
Interests, using such set or sets of pricing assumpticrs as may he provided to the
Independent Petroleum Engineer by Assignees. Such report <tz s +: forth estimates of




PN

future net revenue, the s usent value thereof 1t discounted rates, and the assamptions
utilized in arriving at th. estimates contained therein.

3.3 No later tha  Apiil 30 of =1ch year, Assignor shall furnish 1o Ageat an annual
report for the immediately pre.eding calerds: y=ar cuntainiig the. computation of the Net
Cash Flow, including the components thereof, prepared op i: .ash basis and accompanied
by a certified report of Arviur Ardersen & Co. Such report shall include a deis i itemi-
zation, by type or classification, of tlie totai costs and expenses paid by Assignor ar«d used
in calculating Net Cash L..w.

3.4 On or before the Ouw erly Record Date, Assignor shall deliver to Assinnees
a stateinent showing:

(i) the computaiicn of Net Cash Flow (or estima.es thereof as
provided ‘n Section 2.3(f)) attributable to the immediately preceding quarter
and the computation of Net Cash Flow paid to Assignees from and after the
Effective Date until the close of such Reference Quai ter;

(1) a summary of the computation made ur other methods used
in determin ‘g the Manufacturing Proceeds during su:h Reference Quarter;

(iid) a list of the w=ls drilled on th-. Subject Intercsts, a statement
of the cost of each well compl=ted or abandoned, . nd & statemem describing
the reason for abandoning aiy well;

(iv) a general descripiion of all marksting arr==.,gements, or any
changes thereof, that have been made with respect o Mineralv ™ uauced
from the Subject 1:terests during a Reference Quarter; and

) < dzseription of each sale, farmout or other disposiuon of an
interes¢ in ti¢ Subject Intercsts by Assiynor.

It i¢ contemplated that in s me instances Ass..or will noi be: the oreiuter of the
Subject Interests and is access to information may be jimited. Accordingly, the reports
required by thi. Subsection 3.4 shall bz preparsd by Assignor hased upon the best
information reasonably available to it



ARTICLE IV

THE PROVISIONS U¥F SECTION 2.3 AND THE NET CASH FLOW ACOOUNT
PRUVIDED FOR THERZIN ARE FOR THE SOLE PURPOSE OF PROVIDING A
MEASURE FOR DETRMINING THE OVERRIDING ROYALTY INTEREST, AND
IN NO EVENT SHAILL ASSIGNEE.; EVER BE LIABLE OR RESPONSIBLE IN ANY
WAY FOR PAYMENT CF ANY PART OF THE OOSTS AND EXPENSES
CHARGED AGAINST ANY NE1I' CASH FLOW ACCOUNT OR FOR ANY
LIABILITTES INCURRED IN CONNECTION WITH THE DEVELOPING, EXPLOR-
ING, DRILLING, EQUIPPING, TESTING, OPERATING, PRODUCING, I.IAINTAIN-
INC, OR PLUGGING AND ABANDONING OF ANY WELL OR THE STORING,
HANDLING, TREATING, OR MARAETING OF THE PRODUCTION THEREFROM,
ASSIGNOR HEREBY AGRFEING TO INDEMNIFY AND SAVE HARMLESS
ASSIGNEES FROM AND AGAINST ANY SUCH RESPONSIBILITY AND LIABILITY
AMT FROM A! D AGAINST ANY LOSS, COST (INCLUDING, WITHOUT
LIMITATION, THE COST OF THE SUIT AND ATTORNEY'S FEES), CLAIM,
CAUSE OF ACTION, AND LIABILITY ARISING OUT OF, RESULTING | »OM, OR
ATTRIBUTABLE TO SAME OR, TO THE BREACH OF ANY COVENANT OR
WARRANTY OF AS%/GNOR UNDER THIS CONVEYANCE

ARTICLE V

IT IS THE EDPRESS INTEN)' OF ASSIGNOR AND ASSIGNEES THAT TRE
OVERRIDING ROYALTY INTEREST SIALL CON? IVTUTE (AND THIS CONVREY-
ANCE SHAIL OCONCLUSIVELY BE CONSTRUIL FOR ALL PURPOSES AS
CREATING) A SINGLE, SEPARATE NON-OPERATING MINERAL RIGHT FOR
WITH RESPECT TO THE SUBJECT INTERESTS ALL PURPOSES. WITHOUT
LIMITATION OF THE GENERALITY OF THE IMMEDIATELY PRECEDING
SENTENCE, ASSIGNOR AND ASSIGNEES ACKNOWLEDGE THAT ASSIGNEES
HAVE NO RIGHT OR POWER TO PARTICIPATE IN THE SELECTION OF A
DRILLING CONTRACTOR, TO PROPOSE THE DRILLING OF A WELL, TO
DETERMINE THE TIMING OR SEQUENCE OF DRILLING OPERATIONS, TO
COMMENCE OR SHUT DOWN PRODUCTION, TO TAKE OVER OPERATIONS,
OR TO SHARF IN ANY OPERATING DECISICN WHATSOEVER. ASSIGNOR
AND ASSIGNE.L'S HEREBY LXPRESSLY NEGATE ANY INTENT TO CREATE
(AN™ THIS CONVEYANCE SHALL NEVER BE CONSTRUED AS CREATING) A
MINXHG OR OTHER PARTNERSHIP OR JOINT VENTURE OR OTHER
RELATIONSHIP SUBJECTING ASSIGNOR AND ASSIGNEES LIABLE JOINTLY.




ARTICLE VI

6.1  Subject to the terms of the Master Purchase Agreement, Assignor covenants
that it will cause:

(a) A prudent operating and maintenance program designed to drill and
complete or abanaon the Subject Wells to be conducted on the lands covered by the
Leases and the spacing units containing any lands covered by the Leases as would a
reasonable and prudent operator and in accordance with sound field practices;

(b) The Subject Wells to be maintained and operated for the production
of Minerals in a good and workmanlike manner and in accordance with sound field
practices, applicable operating agreements, unit operating agreements, contracts of
development, or similar instruments and, in all material respects, with all applicable laws,
rules, regulations, permits, orders, or decrees, except those being contested in good frith
and by appropriate proceedings (provided that no forfeiture or loss of the Subject Interests
or the Subject Minerals or any part thereof shall result during the pendency or in the
resolution of such contest), and such wells to be produced at the maximum efficient legal
rate (subject, however, to any applicable state and/or federal laws, rules, and/or regula-
tions governing the amount of Minerals that inay be produced from a Subject Well);
provided, however, that nothing contained in this paragraph shall be deemed to prevent
or restrict Assignor from electing not to participate in any operations that are to be
conducted under the terms of any operating agreement, unit operating agreement, contract
for development, or similar instrument affecting or pertaining to the Subject Interests (or
any portion thereof) and permitting consenting parties to conduct non-consent operations
thereon if a reasonable and prudent operator, acting in conformity with sound field
practices, would make such elections;

(6) Al rentals and royalties with respect to the Subject Interests and the
Subject Wells to be paid;

(d) All taxes, assessments, and governmental charges or levies and all
claims asserted or imposed upon the Subject Interests (other than those being contested
in good faith and by appropriate proceedings; provided that no forfeiture or loss of the
Subject Interests or the Subject Minerals or any part thereof shall result during the pen-
dency of or in the resolutic. of such contest) that, if unpaid, may become a lien upon the
Subject Interests or any of the Subject Wells, to be paid prior to delinquency;

(e)  All machinery, equipment, and facilities of any kind now or hereafter

located on the Subject Interests necessary or useful in the operation thereof or for the
production of Minerals therefrom, to be provided and to be kept in good and effective
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operating condition, and all repairs, renewals, replacements, additions, and improvements
thereof or thereto needful to such end, to be promptly made, all as would a reasonable
and prudent operator acting in accordance with sound field practices;

() Notice to be given to Assignees of every material adverse claim or
demand of which Assignor has aciual knowledge made by any Person, aifecting the Subject
Interests or one or more Subject Wells, or of any material prcceedings instituted with
respect thereto, and all reasonably necessary and proper steps to be diligently taken to
protect and defend the Subject Interests and the Subject Minerals and such wells against
any such adverse claim, demand, or proceeding, all as would a reasonable and prudent
operator;

(8) The Subject Interests, the Subject Minerals, and the Subject Wells to
be kept free and clear of liens, charges, and encumbrances of every character, other than
(i) taxes constituting a lien but not yet due and payable, (ii) defects or irregularities of title
or liens, charges, or encumbrances that are not such as to interfere materially with the
operation, valve, or use of the Subject Interests, the Subject Minerals, or the Subject
Wells, and that do not materially affect title thereto, (iii) those being contested in good
faith (provided, however, that no forfeiture or loss of the Subject Interests or the Subject
Minerals or any part thereof shall result during the pendency or in the resolution of such
contest), and (iv) those, if any, consented to by Assignees in writing; and

(h) Insurance of the type and in the amounts as Assignor reasonably
deems prudent in respect of the Subject Interests to be maintained, Assignees to be
named as an additional assured on the Comprehensive General Liability Insurance policy,
the Comprehensive Automobile Liability Insurance policy, the Umbreila Liability Insurance
policy, and the Operator’s Extra Expense Insurance policy, Assignees to be named as an
additional assured on all third party liability policies, the insurers to waive any rights of
subrogation against Assignees as respects activity under this Conveyance or the Master
Purchase Agreement and to waive any rights to require Assignees to pay any premiums
or other costs in respect of the insurance referred to in this Section 6.1(h), a certificate
of such insurance coverage to be furnished to Assignees and, if requested by Assignees,
copies of the applicable policies to be furnished to Assignees.
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6.2  Subject to the terms of the Master Purchase Agreement, Assignor covenants
that it will:

(@) (i) Participate in each well drilled on the lands covered by the
I.zamandmcachwe[ldrilledm'cachspacmgumtmntmmnganylnndscoveredbythe
Leases unless a reasonable aiid prudent operator, acting in the same or similar
circumstances, would elect not so to participate and (ii) pay all costs attributable to its WI
in respect of each well in which it participates;

(b) Comply in all material respects with all government regulations and
reporting cquirements related to the Subject Interests and the Subject Weils that, if not
compliec! with, would have a material adverse effect upon the Subject Interests or the
Subject Weils; and

() Perform all material obligations to be performed by it under all
material contracts and agreements applicable to the Subject Interests, the Subject Minerals,
and the Subject Wells (including, without limitation, operating agreements and Mineral
salec contracts) and use its best efforts (by taking such action as is available to it by
contract, at law, or in equity) to enforce the performance under such contracts and
agreements of the other parties thereto.

6.3  Assignor shall comply with the provisions of Sections 6.1 and 6.2 without
regard to the existence of the Overriding Royalty Interest or any other royalty, overriding
royalty, or other interest created subsequent to the Effective Date. The provisions set
forth in Sections 6.1 and 6.2 that require Assignor to perform certain duties or to take,
or cause to be taken, certain actions that can only be performed or taken by the operator
of the well shall be construed to require Assignor, if it is not the operator, to use its best
efforts (by taking such action as is available to it by contract, at law, or in equity) to cause
the operator to perform the duty or to take action in question. Without limitation of the
generality of the foregoing, if the operator elects, pursuant to the applicable operating
agreement, to become a non-consenting party with respect to such duty or action, and if
Assignor may cause such duty or action to be performed or taken b  becoming a
consenting party under the applicable operating agreement, then Assignor shall so elect
to become a consenting party unless a reasonable and prudent operator, acting in
accordance with sound field practices and without regard to the existence of the Overriding
Royalty Interest or any other royalty, overriding royalty, or other interest created
subsequent to the Effective Date, would refuse to undertake the performauce of the duty
or the taking of thie action in question.
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ARTICLE VII

Assignor shall have the right to pool or unitize all or any of the Leases as to any
one or more of the formations or horizons thereunder, and as to any of the Subject
Minerals, when, in the judgment of Assignor (exercising good faith and with fair dealing
with respect to the interests of Assignees), it is necessary or advisable to do so in order
to form a drilling or proration unit to facilitate the orderly development of the Subject
Interests or to comply with the rejuirements of any law or goverumental order or
regulation relating to the spacing of wells or proration of the production therefrom. For
purposes of computing the Overriding Royalty Interest, there shall be allocated to the
Subject Interests included in such unit a pro rata portion of the Minerals produced from
the pooled unit on the same basis that production from the pool or unit is allocated to
other working ....erests in such pool or unit. Promptly after formation of any such unit,
Assignor sha'. furnish to Assignees a true copy of the pooling or unitization agreement,
declaration, or other instrument creating such unit. The interest in any such unit
attributable to the Subject Interests (or any part thereof) included therein shall become
a part of the Subject Interests and shall be subject to the Overriding Royalty Interest in
the same manner and with the same effect as if such unit and the interest of Assignor
therein were specifically described ir Exhibit "B" to this Conveyance.

ARTICLE Vil

In the event that, as of the end of any moath, the aggregate estimated future Net
Cash Flow from the Subject Interests, as estimated by the Independert Petroleum Engi-
neer in such engineer’s most current report, is less than 200% of the aggregate estimated
future Abandonment Costs for the Subject Interests, as estimated by Assignor, Assignor
may place in an escrow account (the "Abandonment Cost Escrow Account”) an amount
equal to seventy-five percent (75%) of the Net Cash Flow (calculated without taking into
account the placing of such amounts in the Abandonment Cost Escrow Accoum for the
Subject Interests) for such month. At such time as the amount in the Abandonment C st
Escrow Account for the Subject Interests exceeds 110% of the aggregate estimated futue
Abandonment Costs for all of the Subject Interests relating to the Subject Interests, as a
group (as determined by an independent appraiser acceptable to Assignees), no 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 110% 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 Assignor and the escrow agent shall provide that the escrow
agent shall place such escrowed funds in certificates of deposit or United States
government securities having maturities not to exceed thirty (30) days. At any time, on
or prior to the date which any such Abandonment Costs must be incurred and Assignc



is required to expend amounts or has expended amounts for Abandonment Costs on the
Subject Interests for which an Abandonment Cost Escrow Account has been established,
Assignor shall cause the escrow agent to release from the Abandonment Cost Escrow
Account 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 Assignor. If less than all of the funds in
the Abandonment Cost Escrow Account are to be released and paid to Assignor after
Assignor has incurred and paid all Abandonment Costs relating to all of the Subject
Interests, then the amounts, if any, in the Abandonment Cost Escrow Account shall be
released to Assignor.

ARTICLE IX

9.1 Assignor agrees to warrant and forever defend, all and singular, the
Overriding Royalty Interest unto Assignees, severally as their respective interests appear,
their respective successors and assigns, against all persons whomsoever claiming or to claim
the same, or any part thereof, by, through or under Assignor, but not otherwise. This
Conveyance shall cover and apply to any after acquired title owned or to be owned by
Assignor in the Subject Interests pursuant to the Acquisition Agreement. Assignor also
hereby transfers to Assignees by way of substitution and subrogation (to the fullest extent
that same may be transferred), ail rights or actions over and against all predecessor
covenantors or warrantors of title.

9.2 THIS CONVEYANCE IS AN INTEREST IN REAL PROPERTY, AND
THE COVENANTS CONTAINED IN THIS CONVEYANCE ARE COVENANTS
RUNNING WITH AND BURDENING THE LAND. IN ADDITION TO THE RIGHTS
AND COVENANTS CONTAINED IN THIS CONVEYANCE, ASSIGNEES ARl
ENTITLED TO ALL OF THE BENEFITS, IMPLIED RIGHTS, AND COVENANTS TO
WHICH OVERRIDING ROYALTY INTEREST OWNERS ARE ENTITLED AS A
MATTER OF LAW.

9.3  Assignor agrees not to sell, lease, sublease, transfer, dispose of, encamber,
hypothecate or pledge the Subject Interests, or to borrow money (except for amounts
advanced on Assignor’s behalf under operating agreements or other similar agreements)
or to enter into any agreement relating to any of the foregoing without the prior express
written consent of Assignees.

9.4 No disposition of the Subject Interests or any portion thereof or any Subject
Well or Subject Wells or any portion « -reof shall be effected unless and until it is made
expressly subject to the provisions of 1is Conveyance and unless the Person to whom
same is disposed expressly assumes, ii. . document delivered to Assignees, the covenants



and warranties of Assignor to Assignees set forth in this Conveyt ce, to the extent that
same arc applicable to the period from and after the date on which the disposition in
questions occurs. No disposition or encumbrance of the Subject Interests or any portion
thereof or any of the Subject Wells or any portion thereof shall release Assignor from its
obligations and liabilities under this Conveyance or subdivide or affect any Net Cash Flow
Account.

ARTICLE X

10.1 Except as set forth in Section 10.2, all notices consents, approvais, requests,
demands, or other communications required or permitted to be given under this Convey-
ance must be in writing and may be given by telex, telegram, or telecopier, or by
depositing same in the mail, addressed to the party to be notified, postpaid, and regis-
tered or certified with return receipt requested, or by delivering such notice in person to
such party. Notices given or served pursuant hereto shall be effective upon receipt by the
Person to be notified. For purposes of notice, the addresses of Assignor and Assignees
shall be as follows:

If to Assignor: Walter Energy Corporation
240 The Main Building
1212 Main Street
Houston, Texas 77002

If to Assignees: ¢/o Chase Investors Management
Corporation New York
1211 Avenue of the Americas
New York, New York 10036

Attention: = Managing Director
Oil & Gas Investments
i10.2 Assignor shall transfer or cause to be transferred all monies to which
Assignees are entitled hereunder by Federal funds wire transfer not later than the date

when due, to each Assignee at the bank account specified by each Assignee in writing to
Assignor.

103 This Conveyance may not be amended, altered, or modified except pursuant
to a written instrument executec by Assignor and Assignees.

104 Assignor and Assignees shall from time to time do and perform such further
acts and execute and deliver such further instruments, conveyances, and documents as may
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be required or reasonably requested by the other party to establish, maintain, or protect
the respective rights and remedies of Assignor and Assignees and to carry out and
eifectuate the intentions and purposes of this Conveyance, provided in each case the same
does not conflict with any provision of this Conveyance or of the Master Purchase
Agreement. Specifically, as provided in the Master Purchase Agreement, Assignor shall
file or cause to be filed this Conveyance for recordation in any jurisdiction where the
Subject Interests are located pursuant to laws and regulations of such jurisdiction and
Assignor shall also file a copy of each Conveyance covering any of the Subject Int-:¢ s
in Brazoria County, Texas. Filings of this Conveyance shall aiso be made wherever
necessary to establish Assignee’s priority of interest and to prevent a trustee in bankrupicy
from becoming a hypothetical bona fide purchaser thereof pursuant to Section 544 of the
U.S. bankruptcy Code. In addition, Assignor shall make or cause to be made any
aprronriate filings with the United States Minerals Management Service.

‘ailure of Assignor or Assignees to insisi upon strict performance of any

. shall not constitute a waiver of or estoppel against asserting the right to

requure such performance in the future, nor shall a waiver or estoppel in any one iistance

constitute a weiver or estoppel with respect to a later breach of a similar nature or
otherwise.

10.6 Assignor and Assignees acknowledge that Assignees have no right or interest
tiat would permit it to partition any portion of the Subject Interests, and Assignees hereby
waive any such right.

10.7 THIS CONVEYANCE SHALL BE GOVERNED BY AND CONSTRUED
IN ACCORDANCE WITH THE LAWS OF THE STATE OF TEXAS UNLESS THE
REAL PROPERTY LAWS OF THE STATE IN WHICH THE SUBJECT INTERESTS
ARE LOCATED ARE MANDATORILY APPLICABLE; AND THEN ONLY TO THE
EXTENT OF SUCH MANDATORY APPLICATION.

1C.8 Assignees agree to nctify Assignor in the event of any conveyance,
assignment, or other transfer by Assignees of all or any part oi the Overriding Royalty
Interest. Upon Assignor’s receipt of such » .lcation, Assignor agrees to acknowledge and
ratify such transfer so that from and zfter tiic effective date thereof, the rights and privi-
leges heicof (inenf < =~ *he interests :wansferred are concerned) shall remain in full force

and cffect @ “e same extent as if written as between Assignor and such
transferce. ¢ and agreements of Assignor and Assignees contained in this
Conveya..: son the successors and assigns of Assignor a:d shall inure
to the benc. ~ws and assigns of Assignees.



10.9 Assignor shall have the unrestricted right to extend, modify, amend, or
supplement the Leases with respect to any of the lands covered thereby in any particular
without the consent of Assignees; provided, that no extension, modification, amendment,
or supplementation shall adversely affect any of Assignees’ rights hereunder or under the
Master Purchase Agreement, including, without limitation, the amount, computation, or
method of payment of the Overriding Royalty Interest. Assignor shall furnish Assignees
with writter notice of any extension, modification, amendment. or supplementation, which
affects the Overriding Royalty Interest within thirty (30) days after Assignor has entered
into the same, which notice shall specify the date thereof and the location and the acreage
covered thereby.

10.10 It is not the intent of Assignor or Assignees that any provision herein violate
any applicable law regarding the rule against perpetuities, the suspension of the absolute
power of alienation, or other ruies regarding the vesting or duration of estates, and this
Conveyance shall be construed as not violating such rule to the extent the same can be
so construed consistent with the intent of the parties. In the event, however, that any
provision hereof is determined to violate such rule, then such provision shail nevertheless
* . effective for the maximum period (but not longer than the maximum pe-iod) permitted
vy such rule that will result in no violation. To the extent such maximvm period is
permitted to be determined ty reference to "lives in being”, Assignor and Assignees agree
that “lives in being" shall refer to the lifetime of the last to die of the now living lineal

descendants of the late Joseph P. Kennedy (father of the late President of the United
States of America).

10.11 This Conveyance is subject in all respects to the Master Purchase Agreement.




EXECUTED effective for all purposes es of the Effuctive Date.

2 ASSIGNOR:
il
TAZT—— WALTER ENERGY CORPORATION
M & /,, é By__ 7 7 ==
J. C. Walter Il
President

THE STATE OF TEXAS §
COUNTY OF HARRIS §

On this 10th dayof ___S tember , 1990, before me appeared J. C. Walter
II1, to me personally known, who, being by me duly sworn, did say that he is the President
of Walter Energy Corporation, and that said instrument was signed in behalf of said
corporation by authority of its Board of Directors and said J. C. Walter III, acknowledged
said instrument to be the free act and deed of said corporation.

Nouq;mbucﬁmmr

The State of Texas

My Commission Expires: Printed Name of Notary:
September 30, 1992 Helen Fowler
03532361 090450

cepSUwal9l Sdbgrosvey.or
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SXHIBIT "A"

To the Conveyance

ASSIGNEES AND PERCENTAGES

Assignees Percentages
Leeway & Co. 31%
Bost & Co. 9%
Pitt & Co. 39%
Howaid Hughes Medical Institute 5%
Pace & Co. 7%
EMP & Co. 9%

All Assignees’ addresses are c/o Chase Investors Management Corporation as set
forth in the Conveyance.




EXHIBIT "B"
To the Conveyance

SUBJECT INTERESTS

1. Ship Shoal Block 160:

0i1 and Gas Lease of Submerged Lands made effective as of July 1,
1983, by and between the United States of America, as Lessor, and
Texaco Inc. and Union 0il Company of California, as Lessees,
bearing Serial No. O0CS-G 5547, covering all of Block 160, Ship
Shoal Area, as < m on OCS Leasing Map, Louisiana Map No. 5.

2. Vermil‘on Block 95:

“4s Lease of Submerged Lands ("the Lease") bearing Serial

5408, dated effective as of July 1, 1983, between .he

o . 1 of America, as Lessor, and Sheli Offshore, Inc.,

* oration Company, Fluor 0il & Gas Corp., and Apache

. - a.1wil, @s Lessees, covering all of Block 95, Verlﬂion Area,

as shown on OCS Leasing Map, Louisiana Map No. 3, containing

approximately 5,000 acres; INSOFAR AND ONLY INSOFAR said Lease

covers and affects operlting rights in the south one-half (S/2) of

said Vermilion Area Block 95 from the surface of the earth down to

and including 100’ below the stratigraphic equivalent of the base

of the productive sand seen at 9,600’ TV) in OCS-G 5408 Well No.
1, located on Vermilion Block 95.

3 West Delta Blocks 62 and 63

(a) Mest Delta Block 62: 01l and Gas Lease of Submerged Lands dated
effective as of August 1, 1977, between the United States of
America, as Lessor, and Mesa Petroleum Company, as Lessee,
coverin? all of Block 62, West Delta Area, as shown on OCS
Official Leasing Map, Louisiana Map No. 8, and bearing Serial No.

0CS-G 3601; INSOFAR AND ONLY INSOFAR as such Lease covers and
affects:

(aa) The Southeast Quarter (SE/4); the Northeast Quarter of the
Southeast Quarter of the Southwest Quarter (NE/4 SE/4 SW/4);
the Southeast Quarter of the Hortheast Quarter of t
Southwest Quarter (SE/4 NE/4 SW/4) of Block 62, West Delta
Area, covering the depths below 13,178’ MD - 12,863’ TVD (-
12,765’ subsea) as encountered in the Mesa Petroleum Co.,
0CS-G 3601, West Delta Block 62 No. 5 ST Well; and




(b)

(bb) The Northeast Quarter (NE/4); the Northwest Quarter (NW/4);
the West Half of the Southwest Quarter (W/2 SW/4); the West
Half of the East Half of the Southwest Quarter (W/2 E/2
SW/4); the Northeast Quarter of the Northeast Quarter of the
Southwest Quarter (NE/4 NE/4 SW/4); the Southeast Quarter of
the Southeast Quarter of the Southwest Quarter (SE/4 SE/4
SW/4) of Block 62, West Delta Area, covering depths from the
surface of the earth down to and including the measured
depth of 30,000’.

West Delta Block 63: O0il and Gas Lease of Submerged Lands dated

effective as of December 1, 1974, between the United States of

America, as Lessor, and Atlantic Richfield Company, as Lessee,

coverim‘; all of Block 63, West Delta Area, as shown on 0OCS
a

Official Leasing Map, Louisiana Map No. 8, and bearing Serial No.
0CS-G 2933.




oCs-G6 So4t

Jackson & WALKER
ATTORNEYS AND COUNSELORS
LL & E TOWLR
909 POYDRAS, SUITE 2000

SEOTT B BALLNGHOUSE NEW ORLEANS, LOUISIANA 70112-4002

LISA 8. JAUBERT TELEPHONE (504! 584-8200 - QTHER LOC A1 IONS
5_ WEELIS ROBERTS TELECOPY (804) B84-8219 OALLAS
FOERSTER SCHULLY 11 HOUZION
“M.l.o F. BLATTLAY, JR FOFT WORTH
WILLIAM C. WALLACE
September 4, 1990
RECE!VED
SEP 4 990
Minerals Management Service !
1201 Elmwood Park Blvd.
New Orleans, Louisiana 70123-2394 Minerals Management Service
Leasing & Environment

Attention: Ms. Ruby I. Boehm

Re: UCC-3 Financing Statement Change (Partial ~elease)
Zilkha Energy Company, et al., Debtors,
Bank One, Texas, National Association, Secured Party
Our File No. 02666.0023

Dear Ms. Boehm:

We have this date filed the following document into the
n;rtgnqo records for Federal Lease OCE-G 5408, Vermilion Area,
Block 95:

UCC-3 Finsncing Statement Change from Zilkha
Energy Company, et al., as Debtors, to Bank
One, Texas, National Association, ags Secured
Party, relating to OCS-G 5408 and OCS-G 554/.

The federal leases affected by the aforesaid instrument
are identified as follows:

(1) 0OCs=-G 5408; and
(2) 0OCS-G 5547

It has benn our ewxperience with your offlue in Loe prst
when dealing with instruments of this ,ature which a) “vct. a ‘mabar
of leases that the procedure to be followed i t. “1i~ the
originals of the inatruments in one lease file, anc (. 7{1lv letters
in the remaining lease files reflecting the filiz am! (el-:":ncing
the lease file where the instruments can be scen. \1a *thi.eic:d
request that since the aforesaid original was filed in thy .oa-
file for OCS-G 5408 that a copy of this letter e tiled in t
lease file for OCS-G 5547. We also request that .u {::2{cate
ﬁuicopy of this letter, the date, time and place of thu abuave

ling.

It is our understanding that one drawhac® to this
procedure is the possibility that the lease file fur 0C3-G 5408



Minerals Management Service
Septaember 4, 1990
Page 2

might at some point be placed in the archives, or otherwise

destroyed. We do not know under what circumstances that might

occur. We would assume that it is possible that 0CS-G 5408 could

go off production or otherwise terminate while lease 0CS-G 5547 is

being maintained. We ask that you make a notation in your files

to consult us prior to destroying the files for 0CS-G 5408, so that
{ rnko any necessary arrangements to continue the effect of
ling.

We appreciate your assistance with thris matter. If you
have any questions or difficulties concerning this filing, please
do not hesitate to give m2 a call.

With best wishes, I am

Yours very truly,

p
le

Caroline A. Knocbloch
Landman
CAK/sah
cc: Lisa 8. Jaubert
Vicki G. Wall
William C. Wallace
3939:cak/n

RECEIVED THE ABOVE INSTRUMENTS AND FILED SAME IN THE RECORDS OP

THE OFFICE OF THE UNITED STtsﬂs MINERALS MANAGEMENT SERVICE,

GRLEANS, LOUISIANA, THIS DAY OF SEPTEMBER, 1990, AT £ { 2 F°m.
0’ CLOCK.

UNITED STATES MINERALS MANAGEMENT SERVICE

/\{ el //b’:ﬂ’/ét
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) ACKSON & VWALKER
« ' ATTORNEYS AND COUNSELORS
LL & € TOWER
209 POYDFAS, S NTE 2OOO
NEW ORLEANS, LOUISIANA 70112
TELEPHONE 180« 3584.5200
TELECOPY 1504 S84.5219

PATRICIA G. BRECRENRIDGT
RAVIS J CAUSEY, JR
ICOTT P GALLINGHOUSE
15A 5 JAUBCRT

AREN J MALER

" NLCECUS ROBERTS

) FOCRSTER SCHUILY
JLRALD F SLATTCAY, JR
MILLIAM C WALLACE

April 16, 1990
By Courier

Minerals Management Service
1201 Elmwood Park Blvd.
New Orleans, LA 70123-2394

Attention: Ms. Ruby L. Boehm

T LITH]

OTHER LOCATIONS

DALLAS
HOUSTON
FORT WORTH

RECEIVED

APR 16 1930

Minerals Management Service
Leasing & Environment

Re: Filing of Act of Collateral Chattel Mortgage and Collateral
Mortgage, Pledge and Assignment and Financing Statement

Our File 02853.0001
Dear Ms. Boehm:

Enclosed herewith are originals of the following instruments
which ve request be filed in the records of the Minerals Management

Service:

1. Act of Collaterzl Chattel Mortgage and Collateral

Mortgage,

Pledge aund Assignment, dated April 12,

1990

from Walter 0il & Gas Corporation, mortgagor in favor of

Citibank, N.A., in the
$18,000,000.00.

principal

anmount cf

2. Financing Statement from Wulter 0il & Gas Corporation,
Debtor, in favor of City Bank, N.A., secured party.

The mineral leases affected by the aforesaid instrumento are

identified as follows:

1. 0Ce-G 6618 6.
2. 0CS-G 5395 7.
3. 0CS-G 8655 e.
4. OCS-G 8656 2.

5. 00S-G 5547 10.

0Cs=-G 7699
0Cs-G 7700
OCsS-G 4436
0Cs-G 4828

0CS-G 5408




Minerals Management Service
April 16, 1990

Page -2-
11. 0OCsS-G 4818 14. 0CS=-G 5350
12. 0OCS-G 9428 15. 0CS-G 3601
13. 0OCS~-G 4844 16. 0CS~-G 2933

It has been our experience with your office in the past when
dealing with instruments of this nature which affect a number of
leases that the procedure to be followed is to file the originals
of the instruments in one lease file, and to file letters in the
remaining lease files reflecting the filing and referencing the
lease file where the instruments can be found. We therefore
request that the aforesaid origiials of the instruments be recorded
in the lease file for OCS-G 2933 and we enclose 15 copies of this
letter to be filed in the remaining lease files. The person
delivering these instruments will have our firm check for payment
of the filin, fees. We estimate the cost of filing to be $425.00
($25.00 per document for filing each of the two original documents
referred to above and 15 copies of this letter). We also request
that you indicate on the copy of this letter, the date, time and
place of the above filing.

It is our understanding that one draw back of this procedure
is the pousibility that the lease file for OCS~G 2933 might at some
point be placed in the archivee, or otherwise destroyed. We do not
know under what circumstances that might cccur. Wa woula assume
that it is possible that 0CS-G 2933 could go off production or
otherwise terminate while the other leases were being maintained.
We ask that you make a notation in your files to consult us prior
to deoing so, so that we may make any necessary arrangements to
continue the effect of our filing.

We appreciate your assistance in this matter. If you have any
guestions or difficulties concerning this filing, please contact
u..

With best wishes, I am,

Yours very truly,

»

|.\\ ‘l-' :.' -'\ 'k
Caroline A. Knobloch
Landman
CAK: jkm
Enc.
cc: William C. Wallace
Gray Muzzy

Ron Wilson



Minerals Management Service
April 16, 1990
Page -3-

RECEIVED THE ABOVE INSTRUMENTS AND FILED SAME IN THE RECORDS OF THE
OFFICE OF THE UNITED ST E& MINERALS MANAGEMENT SERVICE, NEW
ORLEANS, LOUISIANA, THIS ? DAY OF APRIL, 1990 AT 3. eo¢ 0'CLOCK

UNITED STATES MINERALS MANAGEMENT SERVICE

BY: XM ST b

751/N




CULLEN A LISKOW HO9I-18T1)

AUBTIN W LEWIS [I1HO-1078)

WiLLIAM M uMEYERS

ROBEAT T JORDEN
CHARLES C OREMILLION

GENE W LAF

BILLY M HINES

DOMALD A ABAUNLA
JOMN M WILBON
LAWRENCE R SIMON, JA

GEOAGE w. ROBINBON, JR
GEORGE J DOMAS
HMARILYN C MALONEY
SOBEFw C. GIOLID, JA

LISKOW & LEWIS

A PROFESSIONAL LAW CORPORATION

ATTORNEYS AT LAW

NEW ORLEANS, LA. 70139-500I
ONE B=ELL SQUARE
PIPTIETH FLOOR
TELEPHONE (BO4! B8I-TOTS
TELEX BOSRC) ILISNOW NMLN)
TELECOPIER (B04) SD2-8108
I804) B92-8:109

LAFAYETTE, LA. 70808-2008
SRR HARDING STREET
" © BIOX BEOOS
TELEPHONE (318) 238-7aRs
TWE 810 800-3484 (LIBROW LAF}
TELECORER 1318 267-2300

New Orleans, Louisiana
February 26, 1990

CHARLES B GmiFriS

JAMES D McMICHAEL
RCHARD € ANDERSON
WM BLARE BEMMETY
HMARK A LOWE
GEORGE DENECOAME. JR
DON ® HAYCRAFT
EDWik W DENNARD
Wi CRAIG WYMAN
CATHERINE = BROWN

+JAMES A BROWN
GECRGE D ERNEST I
M REITH JARRETT
CHEAYL Vv CUNMNINGHAM
STEVIA M WALTHER
ROBEAT 8 ANGELICO
ROBERT L THERIOT
OENA L OLVIER
GEOROE ARCENEAUX I
REGINA B FUMRY

JOMATHAN A HUNTER
OSWALD # BOBMIND
JOMN B CEMESE
DANIEL E LaORONE
BAYAN D BCOFIELD
THOMAS ® DIAZ

JOMN B GUILLOAY
HARY §. JOHNSOMN
RATHLEEN * RETCHUM
SBCOTY € EILER
CECILY ELLZEY BATEMAN

CHERYL MOLLERE ROANICR

HARK D LATHAM

oF coumstL

ROBEAT C BMITH

RECEIVED

Mr. Roger J. Pearcy )

United States Department U S ROTY
of the Interior

Minerals Management Service

Gulf of Mexico

0CS Region

1201 Elmwood Parkway

New Orleans, Louisiana 70123

Minerals Marazement Service
Leasing & Envircanat

Re: Leasecs No. OCB-G 8645, OCB-G 53¢6, OCB-G 51398,
OC8-G 9428, OCB-G 4844, 0OCB-G 5350, OCs-G 7700,
oCc8~-G 7699, OCB~-G 8457, OCB-G 0978, OCs-G 0807,
0C8-G 5547, OCB-G 5218, 0CB-G 5408

Dear Mr. Pearcy:

Enclosed is one copy of Act of Supplement to Act of
Collateral Mortgage, Collateral Chattel Mortgage, Pledge and
Assignment. This supplements an Act of Collateral Mortgage,
Collateral Chattel Mortgage, Pledge and Assignment dated
October 2, 1989 which affected the interest of 2Zilkha Energy
Company and Zilkha Energy Company Drilling Program 1 (collectively
the "Mortgagor") in the above-described mineral leases. In order
to maintain a complete record of amendments thereto and in order
to place third persons notice as to the execution and efficacy of




Liskow & LEwis

February 26, 1990 PacE 2

this Act of Supplement, please file this Act of Supplement
together with a copy of this letter in your Mortgage File M-0978,
and please file a copy of this letter in each of the other lease
files referenced above.

For your reference, the addresses of the Mortgagor and
of BANK ONE, TEXAS, NATIONAL ASSOCIATION, the Mortgagee, are as
follows:

Zilkha Energy Company

Zilkha Energy Company Dri° - ’rcgram 1

1201 Louisiana

Suite 3200

Houston, Texas 77002

BANK ONE, TEXAS, NATI.NAI, ASSOCIATION
910 Travis

6tl. Floor

Houston, Texas 77002

Please acknowledge that the forecoing filing has been
accomplished as requested by signing a counterpart of this letter
in the space provided below and returning a counterpart of this
letter to the undersigned.

Youre very truly,

Marilyn cj Halone; ?

Filing Accomplished

As Requested thise&$

day of , 1990.

Minerals Managehent Service

Gulf of Mexico

OCS Region A

wliily = fRA

This documeht may be
found in Mortgage File
M-0978.

MCM/mls
Enclosures
05984 mem




- = /7
WINSTEAD /é\ﬁ %/
MEGUIRE
. SECHREST
70 Mk Bt & MINICK qieom

Houston, Texas 77002-589%

A Prci +. .onal Corporti.n Telecopeer (713) 951-3800
Davtas Houston Austin Antuneys & Counselors Direct Dual:
650-2794

October 11, 1989

RECEIVED
Minerai Management Service
1201 Elmwood Park Blvd. T "
Nev Orleans, Louisiana 70123-2394 0CT 13 1989
Att . ion: LE.-3-1 ; :
iinerals Management Service

Re: Offshrorh Leases to be Filed: Leasing & Environment
0Cs-G7700 0CS-G5366
0CsS-G7699 0CS-G8457
0CS-G9428 0CS-G4082
0CS-G4844 0CS-G4721
0CS-G5350 0CS-"9047
0CS-G5408 0CS-G7199
uCS -G5218 0CS-G7200
/OCS-G5547 0CS-G6055
0CS-G0978 0CS-G4578
0CS-G '395 0CS-G6069
00S-GB645 0CS-G4082

Dear .rs:

Enclosed are eight (8) copies of a Deed of Trust, Mortgage,
Assignment of Production, Security 2greemert and Financing State-
ment and eleven (14) ropies of an Act of Cecllate:'al Mortgage,
Collateral Chattel #ortgage, Pledge and Assignment *o be filed in
the Case Files reiccenced above. I have also enclosed copies of
same to serve as acknowledgment of the filings. Please return
the acknowledgment instruments with a stamp reflecting the file
date for the instruwent as soon as poseclible in the enclosed post-
age paid envelope.

Enclosed is our firm check in tne amount of $550.00 repre-
senting the filing fee in this matter.



Mineral Management Service

October 11,
Page Two

1989

Please do not return these instruments to us. If our check
is insufficient or if there are any other impediments to filing,
please call me collect at the phone number indicated above.

CRB:ms
Enclosures

cc: John R.

4291 HE9 101 0AAR. 30
101189sld

Very truly yours,

i
// \ 4
Claudla R. Blazek /
Legal Assistant
Bonica (of the Firm)
RECEIVED
0CT 13 1989

Minerals Management Service
Leasing & Environment
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| SHIP SHOAL /6O
STATE OF TEXAS OCS - G 55 47

COUNTY OF HARRIS

ACT OF COLLAT MORTGAGE,
COLLATERAL CHATTEL MORTGAG. ©LEDGE AND ASSIGNMENT

BE IT KNOWN, that, on this 2nd day of October, 1989, before
me, a Notary Public in and for the aforesaid County a.nd State,
duly qualified and commissioned as such, perscnally came and
appeared ZILKHA ENERGY COMPANY ("ZEC"), a Delawvare corporation,
represented herein by John B. Holmes, Jr., its duly authorized
President, and ZILFHA ENERGY COMPANY DRILLING PROGRAM 1 ("the
Partnership®”), a Texas general partnership comprised of ZEC and
Selim K. Zilkha Trust represented herein by John B. Holmes, Jr.,
the duly authorized President of Zilkha Enerqgqy Company and by
Selim K. Zilkha, Trustee of the Selim K. Zilkha Trust whose
mailing address is 1201 Louisiara, Suite 3200, Houston,
Texas 77002 (ZEC and the Partnership, or either of them, may be
referred to herein individually and coilectively as "Mortgagor"),
vho, after being by me first duly sworn, did depose and sa as
follows:

1. INDEBTEDNESS OF MORTGAGOR
1.01 Indebtedness of Mortgagor.

That Mortgagor desires to secure funds from time to time
from any bank, person, firm or corporation willing to loan the
same, and for such purpose Mortgagor does hereby declare and
acknovledge a debt in the sum of ONE HUNDRED MILLION AND NO/100
DOLLARS ($100,000,000.00) and, in order to evidence said
indebtedness, Mortgagor has made, executed and given one (1)
promissory note (hereinafter referred to simply as the "Note" or
*said Note"), being described, as follows:

Note of even date herewith in the principal
sum of One Hundred Million and No/100 Dollars °
($100,000,000.00), executed by Mortgagor,
% payable to the order of “Bearer" at the :
principal banking quarters of Bank One, L
RECEIVED E:;“r'loogtt il-l%I::slto;u"ro:xi:st i'?;‘doz 91]:0.;:;1.: i:;u
demand, providing {::r interest at the rate of

OCT 13 1989 tvelve percent (12%) per annum from the date
of the Note, which Said Note provides that,

Management
Leusing & Environment



if the same is placed in the hands of an

attorney or firm of attorneys for collection,

TATEERRce OF the heiowr ot BOIANER LREEAAE,

Painburae the holder or nelders of Seié Hote

for the reasonable fees of the attorney who

may be employed for such purposes plus all

other reasonable costs of collection;
wvhich Said Note, after having been paraphed "Ne V..ietur"” by me,
the undersignéd Notary,. for identification herewith, was
delivered to Mortgagor, who acknowledged receipt thereof, the
said Mortgagor further declaring that Said Note would be
negotiated for the purpose of raising funds as heretofore stated,
and Mortgagor does by these presents acknovledge that Mortgagor
is indebted unto any and all future holder or holders of Said
Note (hereinafter referred to simply as "Mortgagee®™) in the full
amount of the aforesaid sum and all other indebtedness mentioned
herein.
1.02 Attorney's Fees.

1f Said Mote is placed in the hands of an attorney or firm
of attorneys for collection, compromise or other action, or to
protect the interests of the holder or holders thereof or if suit
is filed on Said Note, Mortgagor agrees to reimburse Mortgagee
for the reasonable fees of the attorney wvho may be employed for
such purposes, plus all other reasonable costs of collection.

11. GRANT OF MORTGAGE
2.01 Grant of Mortgage.

Now, in order to secure the full and punctual payment of
Said Note at maturity, or when othervise due hereunder, and all
amounts owing in connection with the reneval, extension and/or
resrrangement of the indebtedness represented by Said Note, in
vhole or in part, together with all interest, attorney's fees,
collection fees, insurance premiums, assessments, charges,
compensation of 2 keeper, taxes, costs and other amounts oving in
connection therevith or oving under this Act (all of which being

sometimes hereinafter collectively referred to simply as "Said

ACT OF COLLATERAL MORTGAGE,
COLLATERAL CHATTEL MORTGAGE,
PLEDGE AND ASSIGNMENT -- Page 2



Indebtedness”), and to secure the faithful observance and
performance of all of the obligations, terms, warranties,
representations, covenants, agreements, stipulations, conditions
or other provisions contained in this mortgage and in said Note,
Mortgagor does by these presents specially mortgage, affect,
hypothecate, pledge and pawn unto and in favor of Mortgagee,
vhether the same be held as an original obligation or in pledge,
the following described property (hereinafter referred to simply
as the "Mortgaged Property”), to-wit:

(a) The undivided interests of Mortgagor set
forth cn Exhibit A hereto and made a
part hereof for all purposes in and to
those certain O0il, Gas and Mineral
Leases (hereinafter referred to simply
as the "Subject Leases") described in
Exhibit A;

(b) Like undivided interests in and to any
and all extensions, renevals,
supplements, amendments or corrections
to the Subject Leases;

(¢) Like undivided interests in and to all
buildings, constructions and
improvements now c¢r hereafter placed
upon said lands, nd all fixtures,
movable property at. ched to immovable
property and other movable property now
and hereafter placed thereon, before the
final payment and discharge of all of
Said Indebtedness, located on or used or
obtained in connection with any of the
Sub?ect Leases, including, but not
limited to, all platforms, oil wells,
gas wells, well ejuipment, gauges, powver
and other plants, derricks, rigs,
machinery, supplies, separators, pumping
units, tanks, tank batteries, X-mas
trees, heater treaters, pipe, pipe
lines, flov lines, water lines, as
lines, wer lines, field gathering
lines and systems, tubing, casing, rods,
fittings, meters, tools, valves,
gasoline extraction plants, processing,
compression, dehydration, extraction
plants and other fixtures, facilities,
equipment, appurtenances, accessories,
buildings and improvements of every kind
and character,, and replacements thereof,
nov .or ‘hereafter placed or erected on
such leases and lands, or any of thenm,
o. used or useful thereon or in
connection therewith; all of which are
expressly immobilized by Mortgagor for
the purpose of this Mortgage to the
extent permitted by law; provided that
this mortgage shall attach to all such

ACT OF COLLATERAL MORTGAGE,
COLLATERAL CHATTEL MORTGAGE,
PLEDGE AND ASSIGNMENT -- Page 3



co real movable property in accordance
wvith the provisions of La. R.S. 31:203;

(d) Like undivided interests in and to all
oil, gas, minerals and other
hydrocarbons (hereinafter referred to
simply as the "Hydrocarbons") in, on and
under and in storage on and tha: may be
produced, saved or sold ‘from or
attributable to the Subject Leases and
the rents, issues, profits, proceeds,
products, revenues and other income from
the sale or otheir disvosition thereof.
This paragraph shall oe construed as a
pledge of Mortgagor's interest in such
Hydrocarbons pursuant to La. R.S. 9:5351
and is in addition to the pledge of such
Hydrocarbons as provided in Article VI

hereof;

(e) Like undivided interests in and to any
and all hts-of-vay, easements,
licenses, rmits, franchises, units,
operating agreements, pooling

agreements, sales contracts, processing
agreements and other contracts or
agreements nov and hereafter executed,
before the final payment and discharge
of all of the Said Indebtedness,
relating to any of the property referred
to in the foregoing Paragraphs (a), (b),
(c) and (4);

(£) Any property that may from time to time
hereafter, by delivery or by writing of
an¥ kind, be subjected to the lien and

vilege hereof by Mortgagor or by
anyone lctin? on Mortgagor's behalf; and
Mortgagee s hereby authorized to
receive the same at any time as
additional security hereunder; and

(g) Like undivided interests in and to all
incorporeal rights that are or may be
incidental or accessory to the property
referred to in the foregoing Paragraphs
(a), (b), (c), (a), (e) and (f) or its

use including but not limited to the
rights set forth in La. R.S. 9:5386.

2.02 Term of Mortgage.

The Mortgaged Property is to remain so specially mortgaged,
affected, hypothecated and pledged unto and in favor of Mortgagee
until the full and final payment of Said Note and Said
Indebtedness.

2.03 Pogsession and Reissuance of Note by Mortgagor.

Mortgagor declared that this Mortgage is executed and

granted for the equal benefit and security of any and all future

ACT OF COLLATERAL MORTGAGE,
COLLATERAL CHATTEL MORTGAGE,
PLEDGE AND ASSIGNMENT -- Page ¢




® &

holder or holders of the Said Note and the interest thereon at
vhatever period or for vhatever cause Said Note may be issued or
reissued, for any reason wvhatscever. It is further agreed and
understood that possession of Said Note at any time by Mortgagor
shal® not in any manner extinguish or affect Said Note or the -
present mortgage securing the payment thereof, and Mortgagor
shall have the right tB{illuc and reissue Said Note, from time to
t1r as its interest or convenience may require, without in any

ner excinguishing or affecting the obligation of Said Note or

se sacurity of this Mortgage.
I111. EVENTS OF DEFAULT

3.01 Events of Default.

Mortgagor consents, agrees and stipulates that any one or
more of the following events shall constitute an event of default
hereunder (hereinafter referred to simply as an "Event of
Default"), to-wit:

(a) If default be made in the due and
punctual payment of Said Indebtedness or
Said Note, or any part thereof as and
wvhen the same shall become due, in
principal or interest, or any fees
payable by Mortgagor hereunder;

(b) 1f Mortgagor shall breach or default in
the due observance or performance of any

obligation, term, varranty,
rcyrusentation. covenant, agreement,
stipulation, condition or other

provisions contained in this mortgage or
required hereunder to be kept, observed
or performed by Mortgagor;

(c¢) 1f this mortgage shall at any time and
for an; reason cease to be in full force
and effect; or

(d) I1f an Event of Default shall have
occurred under that certain Credit
Agreement of even date herewith between

Mortgagor and Bank One, Texas, National
Association.

3.02 Remedies in Event of Default.
Mortgagor does by these presents consent, agree and
stipulate that, upon the occurrence of any one or more of the _

Events o Default set forth in Section 3.01 hereof, Said Note and
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Said Indebtedness shall, at the option of Mortgagee, become due
and payable, any provision in any instrument to the contrary
notwithstanding, and it shall thereupon be lawful for Mortgagee,
without making a demand and without notice or putting in default,
the same being hereby expressly waived, to cause all and singular
the Mortgaged Property to be seized and sold by executory process
issued bi any court of competent juéitdiction or to proceed with
enforcement of this mortgage in any other manner provided by law.
3.03 confession of Judgment.

Mortgagor hereby confesses judgment in favor of Mortgagee,
up co the full amount of the principal, interest and attorney's
fees nov and/or hereafter owing on Said Note, and the full amount
of Said Indebtedness, including all sums that Mortgagee may
advance during the life of this Mortgage for the payment of
insurance premiums, taxes and assessments, or the protection and
preservation of the Mortgaged Property and this Mortgage, as
aut’ -ized elsewhere herein.

3.04 Authentic Evidence.

Mortgagor agrees that, in the event that any proceedings are
taken under this Mortgage by way of executory process or
othervise, any and all declarations of the facts made by
authentic act before a Notary Public and 1 the presence of
twvo (2) witnesses by a person declaring that such facts lie
within his knowledge, shall constitute authentic evidence of the
facts for the purposes of executory process.

IV. REPRESENTATIONS, WARRANTIES AND COVENANTS JF MORTGASOR
4.01 Taxes and Assessments.

Mortgagor declares that there are no taxes Or assessments
due on the Mortgaged Property, and that all taxes and assessments
on such property have been paid up to and including the year
immediately preceding the year in which this Act is executed
except for taxes and assessments wvhich are being contested in

good faith by appropriate proceedings diligently pursued, and for
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which adequate reserves have been established. Mortgagor agrees
to pay, before they shall become delinquent, all taxes and
assessments, whether local or othervise, vhich may be imposed on
the Mortgaged Property, or the failure to pay vhich may result in
the filing of a lien, privi'ege or mortgage on the Mortgaged
Property or any part thereof, including all ad valorem taxes,
franchise taxes and license taxes; provided, howvever, that
Mortgagor shall not be required to pay or discharge any tax,
levy, assessment or governmental charge which is being contested
in good faith by appropriate proceedings diligently pursued, and
for vhich adequate reserves have been established. In defaul: of
the foregoing, the Mortgagee is hereby authorized to pay the same
and to become fully subrogated to all of the rights of the taxing
authorities by reason of such payments, and such payments,
together with interest thereon at the rate of twelve (12%)
percent per annum from the date of such payments, shall be
secured by the special mortgage herein granted, but nothing
herein contained shall be construed as making the payment of such
taxes or assessments obligatory upon Mortgagee. Each year, upon
written request, Mortgagor agrees to present to Mortgagee
official receipts from the taxing authorities showing the payment
in full of all taxes and assessments to which reference is made
in this paragraph, as vell as all other taxes or governmental
charges, the failure to pay vhich may result in the filing of a
lien, privilege or mortgage on or against the Mortgaged Property.
4.02 Special Covenants.

Mortgagor does hereby specially covenant, agree and
stipulate to the faithful fulfillment of the following
stipulations in favor of the holder or holders of Said Note,
to-wit:

(a) Except for oil and gas production sold
in the ordinary course of business,
Mortgagor agrees not to sell, mortgage,
alienate or encumber the Mortgaged

Property or any part thereof to the
prejudice of this Mortgage;
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(b) To the extent that it is in its lawful
power to so do (corsideration being
given to the contractual arrangements
=ffecting the Subject Leases relative to
che operation thereof), Mortgagor agrees
noc to abandon the Mortgaged Property or
any part thereof;

{c) Mortgagor agrees to promptly pay or
cause to be paid all amounts now and/or
hereafter owing in connection with labor
and services performed and materials and
supplies furnished, on or to the
Mortgaged Property; and

(d) Mortgagor covenants that, at its
expense, it will, from time to time,
upon request, do, execute, acknovledge,
deliver, record and file all such
further and additional acts, deeds,
instruments and assurances and vill take
all such further action as may be
necessary or appropriate for secur.ng,
assuring and confirming to and in favor
of Mortgagee, the property included or
intend to be included by the above
descriptions and the 1lien, security,
mortgage and pledge hereby created and
intended to be created, as well as the
assignment and  pledge hereinafter
contained.

4.03 Title to Mortgaged Property.

Mortgagor hereby declares that the Mortgaged Property stands
registered in the name of Mortgagor and that it has not been
heretofore alienated by Mortgagor and that there are no
mortgages, liens, privileges or encumbrances, of record or
othervise, against such property excep: for the "Permitted
Encumbrances” as defined below. Mortgage: declares that there
are no judgments, general or particular, of record in the United
States Courts against Mortgagor, and no legal proceedings pending
against Mortgagor except as disclosed to Mortgagee in writing.
4.04 Agreement of Mortgagor Relative to Operation of Mortgaged

Property.

Subject to any contractual arrangement affecting the Subject
Leases rela.ive to the operation thereof, Mortgagor further
covenants and agrees that, for so long as Said Note or any part
of Said Indebtedness remains unpaid, Mortgagor shall do and
perform the following acts, or comply with the folloving
requirements, to-wit:
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(a)

(b)

(c)

(a)

(e)

(£)

(g)

(h)

(i)

Pay or cause to be paid when due, all
amounts at any time owing for labor,
services, materials and supplies
furnished in connection with the
operation of the Mortgaged Property;

In accordance with prudent industry
practice, «conduct or <cause to be
conducted all drilling and other -
operations on the Mortgaged .'roperty in
good workmanlike, prudent and efficient
manner; in accordance with prudent
industry practice keep and maintain all
material improvements, machinery and
equipment situated on, or used in
connecric', with, the operation of said
propert’ in a good state of repair,
normal «ar and tear excepted and not
tolerate. <uffer or permit the same, or
any material part thereof, to be
removed, sold or encumbered without the
prior vritten consent of Mortgagee;

Keep each of the Subject Leases in full
force and effect, except such of the
Subject Leases, if any, as a reasonable,
prudent operator would deem to be not
tentially productive of Hydrocarbons

n commercial quantities;

Comply with all proration and
conservation laws applicable to said
properties and the rules and regulations
of the Office of Conservation of the
State of Louisiana, and other

overnmental authorities having any
guri:diction thereof:;

Furnish to Mortgagee, upon Mortgagee's
request, the identities of those parties
and entities purchasing Hydrocarbons
produced from the Mortgaged Properties;

Warrant and defend the title to the
Mortgaged Property and the liens of
Mortgagee hereunder against the claims
and demands of all other persons
vhomsoever except for the Permitted
Encumbrances as defined below;

Maintain and preserve the liens created
hereby so long as Said Indebtedness
remains unpaid;

Immediately defend against any material
adverse claim wvhich may be made against
title to the Mortgaged Property and take
appropriate action to remove any
material cloud wupon title to the
Mortgaged Property;

Promptly pay and discharge all rentals,
delay rentals, royalties and
indebtedness accruing under, and perform’
or cause to be performed each and every
act, matter or thing required by, each
and all of the material assignments,
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deeds, Leases, sub-leases, contracts and
agreements described or referred to
herein or affecting Mortgagor's
interests in the Mortgaged Property and
do all other things necessary to keep
unimpaired Mortgagor's rights with
respect thereto and prevent any material
forfeiture thereof or material default
thereunder;

(j) oOperate the Mortgaged Property in a

careful and eff cient manner in

. accordance with the practices of the

industry and in compliance with all

applicable material contracts and

agreements and in ¢ mpliance with all

applicable proration and conservation

laws of the jurisdiction in which the

Mortgaged Property is situated, and all

applicable laws, rules and regulations

of every other agency and authority from

time to time constituted to regulate the

development and operation of the

Mortgaged Property and the production

and sale of Hydrocarbons and other
minerals therefrom; and

(k) Do or cause to be done such development
work as may be reasonably necessary to
the prudent and economical operation of
the Mortgaged Property in accordance
with prudent industry practices,
including all to be done that may be
appropriate to protect from diminution
the productive capacity of the Mortgaged
Property and each producing well thereon
including, without limitation, cleaning
out and reconditioning each well from
time to time, plugging and completing at
a different level each such well,
drilling a substitute well to conform to
changed spacing regulations and to
protect the Mortgaged Property against
drainage whenever and as often as is
necessary.

4.05 Special Representations and Warranties of Mortagagor.
Mortgagor specially represents, warrants and covenants to
Mortgagee, as follows:

(a) Mortgagor has good and marketable title
to the Mortgaged Property free and clear
of all liens, security interests, and
encumbrances except for: {i) the
matters set forth in the descriptions of
portions of the Mortgaged Property on
Exhibit A hereto and minor easements,
:onin? cutrictions or other similar
restrictions on the use of the Mortgr -*
Pe-.~rty which do not. individual®
in L. aggregate, mate-.ally affec
Mortgaged Property or materially i r.
the rights of Mot C?Dr to oue :
Mortgaged Praperty; ?i ) the lien. 4 4
secur:t.y interesi.. evidenced by this
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mortgage; (iii) statutory liens for
taxes wvwhich are not yet delinguent or
vhich are being contested in good faith
and for which adequate reserves have
been established; and (iv) liiens under
operating agreements and wunitization
agreements relating to obligations not
yet due and pursuant to vhich Mortgagor
is not in default (only to the extent
the same are properly perfected under
applicable law), pooling orders, and
mechanics' and materialmen's liens with
respect to obligations.which are not yet
due (the matters described in the
foregoing clauses (i), (ii), (iii) and
(iv) being herein called the “"Permitted
Encumbrances”). The ownership of
Mortgagor will, after giving full effect
to the Permitted Encumbrances, (i) with
respect to each tract of land described
in Exhibit A nereto in connection with
such portion of the Mortgaged Property,
(A) entitle Mortgagor to receive
(subject to the terms and provisions of
this Mortgage) a decimal share of the
Hydrocarbons produced from, or allocated
to, such tract egual to the decimal
share set forth in Exhibit A in
connection with such tract below the
wvords "Net Revenue Interest” or "N.R.I."
(or vords of similar import), (B) cause
Mortgagor to be obligated to bear a
decimal share of the cost of
exploration, dev:lopment and operation
of such tract of land equal to the
decimal share set forth in Exhibit A in
connection with wusuch tract below the
words “"Working Interest® or °"W.I1." (or
words of similar import) and (ii) if
such tract of land is shown in Exhibit A
to be subject to a unit or units, with
respect to each such unit, (A) entitle
Mortgagor to receive (subject to the
terms and provisions of this Mortgage) a
decimal share of all Rydrocarbons
covered by such unit which are produced
from, or allocated to, such unit equal
to the decimal share set forth in
Exhibit A in connection with such
portion of the Mortgaged Property below
the words "Unit Net Revenue Interest®™ or
"Unit N.R.1." or vords of similar import
(and if such tract of land is subject to
more than one unit, words identifying
such interest with such wunit), and
{B) obligate Mortgagor to bear a decimal
share of the cost of exploration,
development and operation of such unit
ecual to the decimal share set forth in
Zxhibit A in connection with such
portion of the Mortgaged Property below
the words "Unit Working Interest™ or
"Unit W.I1." or words of similar import
(and if such tract of land is subject to
more than one unit, words identifying
such interest with such unit); such
shares or production which Mortgagor is
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entitled to receive, and shares of
expenses which Mortgagor is obligated to
bear, are not subject tc change (other
than pursuant to nonconsent provisions
o{ operating agreements described in
Exhibit A in connection with such
portion of the Mortgaged Property,
respectively) except and only to the
extent that such changes are reflec-ed
in Exhibit A.

“(b) Mortgagor has full power and .awful

- - avthority to barggir, grx-:, sell,
mortgage, assign, transier. convey aad
grant a security interest in the
Mortgaged Propert: as hirein provided
without obtaining tie wvaiver, consent or
approval of any lessor, sullessor,
governmental acgency or entity or marv.

(c) The o0il, nas ani/or mirera. Ilvaases,
contracts and othes agreements “ormi-g a
part of the ..ortgaged Propr *¥ 4arz2 in
tull force 2and effect. Al. rintals,
royalties and othe:r payments <ue and
payable under such lezses, ard other
contracts and agree: .nts, forming a part
of the Mortgaged P: ;perty, or under the
Permitted Encumbr _nces, have been
properly and timely paid, and all other
obligations under such leases and other
contracts and agreements, or under the
Permitted Encumbrances, or otherwise
attendant to the ownership or operation
of the Mortgaged Property, have been
met.

(d) The machinery, eguipment and other
personal property and fixtures forming a
part of the Mortgaged Property are in
good repair and condition, normal wear
cnd tear excepted, and are adejuate for
the normal operation of the Mortgaged
Property in accordance with prudent
industry standards.

(e) All producing wells located on the
Mortgaged Property have been drilled,
completed and wvroduced, and the
Mortgaged Propert- (and ©properties
unitized therev ' ) have been
maintained, operat:. and developed, in
good and workmanlile manner and material
conformity with all applicable laws and
all -ules, regulations anu orders of all
dul constituted authorities having
jurisdiction and in conformity with all
cil, gas and/or other mineral leases and
other contracts and agreements forming a
part of the Mortgaged Property and in
conformity wvith the Permitted
Encumbrances.

(f) Mortgagor's "registered office” (a&s
.-+ defined in La. R.S. 9:5353E is situated
in Orleans Parish, Louisiana.
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(g) There are no "back in" or "reversionary”
interests held by third parties which
would reduce the interest of Mortgagor
in the Mortgaged Froperty except as set
forth on Exhibit A,

(h) There are no prior consent rights or
preferential purchase rights in third
parties’ affecting any part of the
Mortgaged Property except as disclosed
in writing to Mortgagee.

(i) No operating or other agreement to which
Mortgagor is a party or by which
Mortgagor is bound affecting any part of
the Mortgaged Property requires
Mortgagor to bear any of the costs
relating to the Mortgaged Property
greater than the Working Interest (as
hereinafter defined) of Mortgagor
without a corresponding increase in the
Net Revenue Interest (as hereinafter
defined) of Mortgagor in such portion of
the Mortgaged Property, except in the
event Mortgagor is obligated under an
ort “ing agreement to assume a portion
of 2e:4ulting parties’' share of costs.

V. REMEDIES AND RIGHTS OF HOLDER CF NOTE
5.01 Modafication of Ind “Stedness or Security.

From time to time extensions for the payment of any portion
or all of the Said Note and/or Said Indebtedness may be granted;
additional security may be taker; any portion of, or any interest
in the Mortgaged Property, or the properties hereaiter taken as
security for Said Note and the Said Indebtedness, may be released
or exchanged, or any portion of, or any interest in, said
property or properties may be made available to Mortgagor or any
other party, without in anywise releasing, affecting, impairing,
diminishing or lessening this Mortgage, or any liens, rights or
privileges existing hereunder, or the priority hereof, or making
any of :he same inferior to or equal to any lien or claim of any
other lienholder or party hereafter or at any time asserting or
acquiring any right, title, clain or interest in and to any of
said properties, or requiring the holder or holders of Said Note
to account to anyone in any respect. All other and additional
security at any time existing in connection with Said Note and

. Said Indebtedness shall be considered and held to be cumulative.
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5.02 Waiver of Appraisement.

Mortgagor expressly waives the benefit of any and all laws
or parts of laws relating to the appraisement of the property
seized and sold under executory or other legal process, and
consents and agrees that said property be sold wvithout
aprraisement to the highest bidder for cash. The proceeds of any
sale held bf any receiver or public officer in foreclosure of the
lien and lorigage created hereby shall be applied, as follows:

FIRST: To the payment of all necessary
costs and expenses incident to such
foreclosure sale, including but not
limited to all court costs and
attorney's fees;

SECOND: To the payment of Said Indebted-
ness, first to the unpaid interest
thereon and then to the unpaid
principal thereon; and

THIRD: The remainder, if any, shall be
paid to Mortgagor, its successors

or assigns, as its or their
interests may appear.

5.03 Waiver of Notice.

Mortgagor hereby waives the three (3) and five (5) day
notice of demand and delay provided by Articles 2331 and 2639 of
the Louisiana Code of Civil Procedure.

5.04 Waiver of Marshalling of Assets.

Mortgagor waives all rights to a marshalling of assets and
agrees that neither Mortgagor nor &ny other party shall ever have
the right to demand or require a marshalling of assets or the
sale of the Mortgaged Property or any other prcperties securing
the payment of Said Note and/or Said Indebtedness in the inverse
order of alienation.

5.05 Sale of Mortgaged Property.

Any owner and holder of Said Note or of any part of S»
Indebtedness shall be equally entitled to become the purchaser .
any sale of the Mortgaged Property, or any part thereof, provided

such owner and holder be the highest bidder thereat.

ACT OF COLLATERAL MORTGAGE,
COLLATERAL CHATTEL MORTGAGE,
PLEDGE AND ASSIGNMENT -- Pare 14



5.06 No Waiver of Certain Rights.

If Mortgagee fails to exercise any option to declare the
maturity of the principal debt, or any other sums hereby secured,
or pay any taxes, assessments, liens or charges, the same shall
not be considered as a vaiver of his, her, their or its rights to
exercise such option, or declere such maturity, or m.ke any such
payment with respect to any past or any subsequent violation of
any obligation, term, warranty, repre-entation, covenant,
agreement or stipulation, condition or other provision herein
contained.

5.07 Reeper of Mortgaged Property.

(a) If an Event of Default shall occur, Mortgagee
shall have and is granted the right and option to take over the
operation of the Mortgaged Property to the same extent as the
Mortgagor, including the right to use all property coverer by
this Mortgage and shall retain the share of production
attributable to the Mortgaged Property and apply same to the
discharge of Said Indebtedness both in principal and interest.

(b) 1In the event that the Mortgaged Property is seized
as an incident to an action for the enforcement of this Mortgage,
Mortgagee (subject to any contractual arrangements affecting the
Subje © Leases relative to the operation thereof) shall be
permitted to name and designate the keeper of such property in
accordance with the provisions of La. R.S. 9:5131, gt seg., as
from time to time amended. The keeper so named or designated
shall be permitted to exercise, without interference from
Mortgagor, any and all rights which Mortgagor has with respect to
the management, administration, possession, maintenance and
operation of the Mortgaged Property. The keeper so named or
designated snall, to the extent permitted by applicable law and
unless the keeper is either the Mortgagee or an employee of
Mortgagee, be entitled to a reasonable fee as compenssation, which

fee shall not exceed ten percent (10%) of the amount due or sued
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for or claimed or sought to be protected, preserved or enforced,
and shall be secured by the lien cf this Mortgage. All costs,
expenses and liabilities of every character incurred by Mortgagee
or the keeper in the management, administration, possession,
maintenance and operation of the Mortgaged Property, shall
constitute a demand obligation owing to Mortgagee by Mortgagor,
. which shall bear interest from date of expenditure until paid at
the rate specified in Seid Note, all of which shall constitute a
portion of Said Indebtedness.

S.08 Waiver and Partis) Releases.
Without in any manner impairing its rights hereunder,
Mortgagee may, at any time and from time to time, in writing:
(a) Waive compliance by Mortgagor with any
covenant herein made by Mortgagor to the

cxtent and in the manner specified in
such writing; or,

(b) Consent to Mortgagor's commission cf any
act vhich hereunder Mortgagor is
prohibited from doing, or to Mortgagor's
failure to do any act which hereunder
the Mortgagor is required to do, to the
extent and in the manner specified in
such writing; or

(c) Extend or suspend the period of time in
wvhich Mortgagor is hereunder required to
do or perform any act; or

(d) Release any part of the Mortgaged
Property, or any interest therein, or
any proceeds from the lien of thix
mortgage.

5.09 Remedies and Rights Ar¢ Cumulative.

All remedies and rights existing and to exist in favor of
the holder or holders of Said Note, or any part of Said
Indebtedness, whether existing at lawv or in equity, or under the
terms of this or any other instrument, shall be considered as
cumulative one of the othar and not exclusive, and the granting
of additional rights shall not in anyvise release, affect,
impair, diminish or lessen any liens, rights or privileges

hereunder granted or fow existing.
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VI. ASSIGNMENT AND PLEDGE OF PRODUCTION
6.01 Assignment and Pledge of Production.

(a) Mortgagor, in order to further secure the payment
of Said Note and Said Indebtedness, does by these presents
transfer, assign, convey, pledge and deliver unto Mortgagee,
vhether the same be hel as an original obligation or in pledge,
the entire right, title and interest of Mortgagor in and to all
of the Hydrocarbons which are being or are to be produced,
obtained or secured from the Mortgaged Property, including the
revenues, proceeds and payments therefrom, present and future,
together with all such sums as may nov be due and owing to
tortgagor by the purchaser of such Hydrocarbons, until the full
smount of Said Note and all of Said Indebtedness is fully paid.
It is the intention of the Mortgagor that the security interest
created by this Act extend to the proceeds, product, offspring,
rents or profits generated by or attributable to the Subject
Leases as contemplated by 11 U.S.C.A. §552(b), as from time to
time amended.

(b) Anything herein contained to the contrary
notwithstanding, until occurrence of an Event of Default under
this Mortgage by the Mortgagor, Mortgagor may continue to
receive, retain and use all such Hydrocarbons and all proceeds
therefrom. After the occurrence of an Event of Default,
Mortgagec shall immedistely have the right to receive, retain and
use all such Hydrocarbons and all proceeds therefrom, and, in
such event, Mortgagee shall give written notice to all parties
producing, purchasing or receiving any such Hydrocarbons, or
having such, or the proceeds therefrom, in their possession that,
under the terms of this Mortgage, Mortgagee has the right
thereunder to receive, retain and use all Hydrocarbons and all
proceeds therefrom. Upon receiving such written notice, the
purchasers of said Hydrocarbons shall mzke the aforesaid payments

toe the then holder or holders of Said Note. Mortgagor hereby
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agrees to promptly execute and deliver to Mortgagee any and all
transfer orders and other instruments which may be necessary or
required by any person, firm o: corporation transporting and/or
purchasing Hydrocarbons from the Mortgaged Property before making
delivery or payment therefor to Mortgagee, which said transfer
orders and other instruments shall be made effective as to all
runs from and aiter the effective date hereof. 1In no event shall
Mortgagee b« required or called upon to execute or sign any
transfer order, division order or other instrument containing any
covenants or warranties, or any indemnity agreement, binding upon
them., Subject to existing contracts, Mortgagor will not permit
any person to purchase or take said Hydrocarbons from the
Mortgaged Property who refuses or fails to operate under transfer
orders, division orders, agreements or other instruments which
are upon terms and conditions, provisions and wvarranties
acceptable to Mortgagee. The receipt of any such revenues or
proceeds by Mortgagee shall in no manner change or alter in any
respect the obligations of Mortgagor with respect to Said Note,
or the maturity or payment nf principal or interest thereon, but
Said Note shall continue as a valid and subsisting obligation,
subject to any credits made thereon, in accordance with the terms
thereof, and shall be due and payable si-ictlv in accordance with

its tenor and effects; nor shall t .. c:lvaxe 4.1y security for
the payment of the Said Indebt. n::. in sry<ise alter, vary or
diminish the force and effect or lion of +: ch's mortgage or any
reneval or extension thereof or of Said Note, and the lien
thereof shall continue as to all of the remainder of the
Mortgaged Property not expressly released, until full and final
payment of Said Indebtedness. Mortgagor hereby irrevocably
empovers Mortgagee to sign or endorse the name of Mortgagor upon
all checks and other forms of payment received by Mortgagee

pursuant to this pledge and assignment with respect to the
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Hydrocarbons and the proceeds thercof hereby pledged and
assigned. .
(c) Mortgagee is hereby absolved from all liability

for any delay, neglect or failure to enforce collection of the
proceeds of Hydrocarbons so pledged and assigned, or to take any
other action in connection therewith or thereunder, and from all
other responsibility to account to the Mortgagor for  funds
actually received. Mortgagor agrees to indemnify and to hold
Mortgagee harmless from and against any and all liabilities,
actions, claims, judgments, costs, charges and reasonable
attorney's fees incurred by reason of the assertion that the
Mortgagee has received, either before or after the payment in
full of Said Indebtedness, Hydrocarbons claimed by thircd persons.
The Mortgagee shall have the right (but not the obligation) to
defend against any such claims or actions, employing attorneys of
its own selection, and Mortgagee shall have the right to
compromise and adjust any such claims, actions and judgments. In
the event only that Mortgagor shall refuse or fail to act upon
the written request of Mortgagee, Mortgagee shall have the
right, at its election and in the name of Mortgagor or othervise,
to prosecute and defend any other action or legal proceeding
deemed advisable by Mortgagee in order to collect such proceeds
and to protect the interests of Mortgagee in compromise,
satisfaction or discharge of any such claim, acti»n or judgment
and all court costs, reasonable attorney's fees and other
expenses of every character incurred by them shall be a demand
obligation owing by Mortgagor to Mortgagee, chall bear interest
at the rate of twelve percent (12%) from the date of expenditure
until paid, and shall constitute a portion of the Said
Indebtedness secured by this Mortgage.
6.02 Application of Funds.

No pipeline company or other person, firm or corporation

purchasing, handling or receiving the mineral production from or
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attri! .® Murtgaged Property shall ever be required to
see to the application by Mortgagee of Said Note of such
production or the proceeds from the sale thereof, and payment of
such proceeds to Mortgagee by any such pipeline company or other
person, firm or corporation shall operate as a full and final
discharge of all 1liabilities of such pipeline company or any
other person, firm or corporation to the extent of the proceeds
paid.
V1l. GENERAL PROVISIONS

7.01 Severability.

Should any paragraph, sentence or clause of this instrument
be determined or held to be insmlid by amy court of competent
juricliction, the other provisinons hereof shall not be affected
thereby but shalll remain in full force and effect.

7.02 Successors amd Assigns.

The obligation., terms, warrantiss, reprasentations,
covenants, agree=ments, stipolations, cmmiitions or other
provisions hereim rcontained shall be bimding upon, and the
benefits and adwvanmtages hereof shall inure t» the benefit of, the
respective heirs, executors, afminiztrators, successors and
assigns of Mcrtgagor anrd 2') fptmre holder or holders of Said
Note.

7.03 Constructiom.

Whenever use2d herein, the singulsr nmidber snall include the
plural, and the plural the singular, and the use of any gender
shall include all gyenders. The personal pronouns "he", "his" or
*him® maj;. = «pmropriste, o2 interchanged for the pronouns "it"
or "its", The liabilities and obligations of 2ZEC and the
Partnership hereunder sha'l be joint and several.

7.04 Acceptance on Bghe.f of Holaer of Note.

AND NOW TO THESE PRESENTS intervened Kelly L. Elmore, 111, a

person of age and a resiient of, and domiciled in, the County of

Harris, State of Texas, vho, on behalf of any and all future
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holder or holders of Said Note, hereby accepts all of the
benefits ana stipulations of this mortgage.
7.05 Waiver o Jertificates.

The parties hereto waive the production of all mortgage,
conveyance and tax certificates, and the undersigned Notary is
relieved and released from all responsibility and liability in
connection therewith.

7.06 Applicable Lav.

This Act is executed in accordance with La. R.S. 31:203, et
aeg., and all other applicable laws. ACCORDINGLY, THIS ACT SHALL
BE GOVERNED IN ALL RESPECTS (INCLUDING VALIDITY, INTERPRETATION
AND EFFECT) BY, AND SHALL BE CONSTRUED AND ENFORCED UNDER, THE
INTERNAL LAWS OF THE STATE OF LOUISIANA, WITHOUT GIVING EFFECT TO
THE PRINCIPLES OF CONFLICTS OF LAW THEREOF.

7.07 cumulative Remedies.

All remedies herein expressly provided for are cumulative
(and not exclusive) of any and all other remedies existing at law
or provided for in any other loan documents, collateral
documents, security agreements or financing statements, and the
Mortgagee shall, in addition to the remedies herein provided, be
entitled to all such other remedies as may now or hereafter exist
at lav for the collection of Said Note and the enforcement of the
covenants herein and the foreclosure of the special mortgage,
pledge and assignment granted and evidenced hereby. The resort
to any remedy provided for at law, hereunder or under any such
other loan documents, collateral Jocuments, security agreements
or financing statements shall not prevent the concurrent or
subsequent emplogment of any other appropriate remedy or
remedies.

7.08 Non-Recourse as to the Partnership, the Trust, Zilkha and
ZECC.

Notwvithstanding anything to the contrary in this Morigage,
the Credit Agreement or any loan documents executed in connection

hereavith or therewvith, the Partnership, Selim K. Zilkha Trust,
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created pursuant to Declaration of Trust by Selim K. Zilkha
executed on December 9, 1987 creating the Selim K. Zilkha Trust
(the "Trust"™), Selim K. Zilkha ("Zilkha") and/or Zilkha Energy
Capital Corporation ("ZECC") shall in no event be liable for a
money judgment in the event of default hereunder. Mortgagee may
look only to ZEC and to the liens and security interest created
hereby and under the other lcan documents for satisfaciién of
Said Indebtedness, the obligations hereunder being non-recourse
as to the Partnership, t.- Trust, Zilkha, and 2ZECC in all
respects. Except in connection with the foreclosure of rights
under this instrument and the other loan documents covering the
Mortgaged Property, Mortgagee shall not institute any legal
proceedings against the Partnership or the Trust for the
collection of Said Indebtedness that are contrary to the

provisions of this Section 7.08. Nothing herein contained :s

intended to release Zilkha from 7 . .igations under that
certain Let*er Agreement between . . . ard “ank One, Texas,
Nationil Asscciation of even .. : *< awith. Except for

enforcement of said Letter Agreement, ..ortyagee shall not
institute any legal proceedings against Zilkha. Nothing in this
Section 7.08 shall relieve any of the foregoing persons from any
liability which such person may otherwise have for his or its
tortious acts (excluding ordinary negligence) or willful
aisconduct.

7.09 Headings.

The section headings utilized herein are for the convenience
of the reader and are no: intended and shall not be construed to
limit or vary the terms and provisions hereof.

7.10 Maximum Amount.

The maximum amount for which the special mortgagee herein
granted shall be deemed ‘o secure the obligations of Mortgagor,
as stipulated herein, to reimburse Mortgagee the amounts paid,

advanced or incurred for insurance premiums, taxes and
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assessments, repairs to the Mortgaged Property, costs, attorneys
fees, charges and expenses of any and every kind for the full
protection and preservation of this Mortgage, including payments
required in respect to any lien, privilege or mortgage affecting
the property herein mortgaged and costs and expenses of a keeper
of the Mortgaged Property, is hereby fixed in an nﬁount equal to
..th! face amount of the Note, which amount shall be exclusive of
and in addition to the principal of the Note and ihis Mortgage
with interest as herein sei forth.

IN WITNESS WHEREOF, this Act of Collateral Mortgage,
Collateral Chattel Mortgage, Pledge and Assignment done and
passed in multiple originals, on the day, month and year
hereinabove first written, effective as of the date hereof, at
2:00 o'clock P.M., by Mortgagor and Intervenor in the presence of
the undersigned competent witnesses, who have hereunto executed,
affixed and signed their names with Mortgagor, Intervenor and me,

said Notary Public, all in the presence of each other after due

reading of the whole.

WITNESSES TO ALL SIGNATURES: MORTGAGOR:
ZILKHA ENERGY COMPANY

ZILKHA ENIRGY COMPANY DRILLI G
PROGRAM 1

By: ZILKHA ENERGY COMPANY,
General Partner

By:
. Holmes, Jr.
ident

L)
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By: SELIM K. ZILKHA TRUST

By

Selim K. Zilkha

c¢f the Selim Zilkha
Trust created under Trust
Agreement dated December 9,
1987.

INTERVENOR:

lder or Holders of

147:HBS0831BB.00
092989BC1
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1.

EXHIBIT A

(Attached to and made a part of that :ertsa.n
Act of Collateral Mortgage, Collateral Chattel
Mortgage, Pledge and Assignment f.om
Z:lkha Energy Company and Zilkha Energy
Company Drilling Program 1 to Bank One,
Texas, National Association
dated as .of October 2, 1589)

INTROMICTION

The recitation that certain of the cil, gas and mineral
leases described herein are subject tc a specifically
‘*s5¢' . »d agreement or instrument shal not alter or
.the:- se impair the represented or w. rranted Working
"~*er- .t and Net Revenue Interest in and to the oil, gas and
= .u.:. leases, wells or units hereinafter set forth and the
1i:stang of such agreements or instruments shall not operate
to subject any ocil, gas and mineral leases rr undivided
interest therein to any such agreement or instrument, e:cept
to the exte~t such agreement or instrument, is valid a-
presently sulcisting with respect to Mortgagor's interest 1n
said leases as of the date hereo’,

References ccntained herein to t.e recording data of the
oil, gas and mineral leases or other instruments include, or
are intended to include, references as to the book, volume,
page or entry number of the appropriate records of the
Parish in which such document referred to is actually or
customarily recorded.

References to the o0il, gas and mineral 1leases shall be
deemed %0 include all inst-uments, ratifications,
amendments, reformations or renewals of said oil, gas arnd
mineral leases and to any and all revisions, rearrangements
or modifications of any units whether formed through order
of regulatory agency or otherwise and as to the oil and gas
leases shall include all new leases which affect all or any
portions of the lands included in the cil and gas leases
described in this Exhibit A.

"Working Interest"” or "W.7." (expressed in a decimal) shall
mean the warranted interest of Mortgagor in a particular
oil, gas and miners'. lease, well, or unit Pz the case may
be, entitling the mrtgage~ to produce coil, gas and other
hydrocarbons produced ther.irom and being equivalent tc the
proportionate part of the cost of exploratio', development
and production of o0il, cas and other minerals .orne by the
owners thereof with respect to such oil and gas leese and/or
vell and/or urn ..

®Net Revenue Interest®™ or "N.R.I." (expressed in a decimal)
means the warranted interest of Mortgagor representing the
proportionate share of the production of o0il, gas and other
hydrocarbons produced from the oil, gas and mineral lease,
wvell or unit as the casxe may be, to which the Mortgagor is
entitled after deduction of all royalties, overriding
royalty interests, production payments and other burders on
or payments out cf production.

Any reference herein to¢ wells or well names, units,
prospects or gprospect names, if any, e . Dbe fur
information purposas and shall not limit the description of
the interests made 3ubject tc this Mortgage.
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Vi Any reference herein to SE, NE, SW or NW shall mean the

Southeast Quarter (SE/4), Northeast Quarter
Bouthwest Quarter (SW/4) or Northwest Quarter

respectively of any section or portion of a section

described.

147:H890831BE.00
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Ship Shoal 160
Offshoro Louisiana

Unit WI Unit NRI
OCS-G554, #2 12.5333% 8.5850%

loration Piogram Agreement dated January 1, 1988, between
Walter Oil & Gas Corporation and Zilkha Energy Company.

Letter Agreement dated Octcber 14, 1388 and March 27, 1989,

between union Exploration Partrers, Texaco Iuc. and Walter Oil &
Gas Corporation.
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" WALTER OIL & GAS CORPORATION

United States Deoartment of Interior
Minerals Management Service

1201 Elmwood Park Boulevard

New Orleans, Louisiana 70123-2394

July 27, 1989

Attention: Ms. La Nelle Boehm
Adjudication Unit, LE-3-1

RE: Federal Lease 0CS-G 5547
Block 160, Ship Shoal Area
Federal Offshore Louisiana

Ladies and Gentlemen:

Enclosed herewith you will find an executed copy of the following described
Conveyance of Overriding Royalty Interest affecting the captioned lease for
filing:

Conveyance of Overriding Royalty Interest dated effective October
15, 1988, executed by Walter 0il & Gas Corporation, as Assignor, in
favor of Robert D. Jolly, David A. Pustka and Rodney L. Cottrell,
as Assignees, covering Federal Lease 0CS-G 5547, Block 160, Ship
Shoal Area, Offshore Louisiana.

We also enclose our check in the the amount of $25.00 to cover the filing fee
for the above conveyance.

We hereby request that ths above Conveyance be placed in the file affecting
the captioned lease, and that you evidence such filing by signing and
returning the enclosed duplicate of this letter to the attention of the

undersigned.
4
Ron A, Wilson
RAW: hf
Enclosure

RECEIVED AND FILED THE ABOVE DESCRIBED CONVEYANCE
AS OF THE 28th DAY OF September ., 1989.

MINERALS MANAGEMENT SERVICE RECEIVED

La Nelle Boehm Minerals M s
Leasing & Environment

240 The Main Building, 1212 Main Street, Houston, Texas 77002 (713)850-1221




ASSIGNMENT OF OVERRIDING ROYALTY INTEREST

SHIP SHOAL AREA BLOCK 160 {
GULF OF MEXICO (
FEDERAL OFFSHORE, LOUISIANA (

WHEREAS, WALTER OIL & GAS CORPORATION, a Texas corporation, whose
address is 240 The Main Building, 1212 Main Street, Houston, Texas, 77002, is
the owner of certain undivided interests in and te the hereina®ter cescribed

lease:

0i1 and Gas Lease of Submerged Lands (the "Lease") bearing Serial

Ne. OCS-G 5547, dated effective atc of July 1, 1983, between the

United States of America, as Lessor, and Texaco Inc. and Union 0il

Company of California, as Lessees, covering all of Block 150, Ship

Sheal Area, OCS Leasing Map, Louiciana Map No. 5, containing

approximately 5,000.00 acres.

NOW, THEREFORE, WALTER OIL & GAS CORPORATION, a Texas corporation, whose
address is 240 The Main Building, 1212 Main Street, Houston, [lexas, 77002
(hereinafter referred to as "Assignor"), for and in consideration of the
mutual advantages accruing to the parties heretn, and for Ten and NO/100
Dollars ($10.00) and other good and valuable consideration, the receipt and
sufficiency of which is hereby acknowledged, does hereby TRANSFER, ASSIGN, SET
OVER AND DELIVEP unto the assignees hereinafter named, overriding royalty
interests equal to an aggregate one percent of six-sixths (1% of 6/6ths) in
and to all oil, gas, other hydrocarbons, and all cther minerals produced,
saved and sold from the lands covered by the Lease.

The overriding royalty interests herein assigned shall be owned by the
following parties in the proportions set forth next to their respective names

(herein collectively called "Assignee”, whether one or more) as follows:

Robert D. Jolly 1/3
201 Vanderpool #122
Houston, Texas 77024

David A. Pustka 1/3
5916 Annapolis
Houston, Texas 77005
Rodney L. Cottrell 1/3
2615 Woodland Ridge
Kingwood, Texas 77345
Such overriding royalties shall be free and clear of all costs of developing,

operating and maintaining the lLease in force and effect.
RECEIVED
SEP 28 1989
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TO HAVE AND TO HOLD said overriding royalty interests unto Assignee, his
successors and assigns; and for the same consideration Assignor agrees to
warrant and defend title to said overriding royalty interests unto Assignee
against all claims arising by. through and under Assignor, but not otherwise.
This Assignment is made subject to the terms and conditions of the lease, as

well as the following terms and provisions, to-wit:

1s

Fuel o0il and gas for operating the premises, and for treating and
handling the products therefrom (and the proportionate part of fuel oil and
gas consumed in a central plant, should the Lease be operated jointly with
other premises through the use of such plant) shall be deducted before said
overriding royalties are computed. A1l ad valorem, production and cther taxes
chargeable against the overriding royalty ownership or production shall be
paid by Assignee. If the Lease covers an interest in the oil, gas and other
minerals in and under the lands described therein less than the full and
undivided mineral fee interest in said land, or if Assignor owns less than the
full and entire undividcd leasehold estate under the Lease, then the
overriding royalties payable to Assignee shall be proportionately reduced in
accordance with the ratio that the mineral interest in said land covered by
the Lease bears to the full and undivided mineral fee interest in such land
and the ratio that the leasehold estate owned by Assignor bears to the entire
undivided leasehold estate.

2.

The conveyance of the foregoing overriding royalties on oil, gas and
other minerals shall never be deemed as imposing any obligation upon Assignor,
or its heirs, successors or assigns, to conduct any drilling operations
whatsoever upon the property abcve described, or to maintain any such
operations after once begun, or production of o0il or gas after once
established, nor to protect said land from drainage nor to maintain the Lease
in effect - payment of delay rentals, drilling operations or otherwise, but
all operations, if any, on said premises and the extent and duration thereof,
as well as the preservation of the leasehold estates by rental payments or

otherwise, shall be solely at the will of Assignor.



3.

Assignor shall have the right and power to combine, pool or unitize the
acreage covered by the Lease, or any portion thereof, and the leasehold estate
and overriding royalty ownership therein, including the overriding royaity
conveyed hereby, with other land, lease or leases, mineral and/or royalty
estates in the vicinity thereof when and as often as in Assignor’s judgment it
1s necessary or advisable to do so in order to properly explore, develop and
operate said premises to facilitate the orderly development of such interests
or to comply with the requirements of any law or governmental order or
regulation relating to the spacing of wells for proration of the production
therefrom. For purposes of computing the overriding royalty interest conveyed
hereby, there shall be allocated to the said overriding royalty included in
such unit a pro rata portion of the oil, gas and other minerals producec from
the pooled unit on the same basis that production from the pool or unit is
allocated to the Lease. [t is agreed that Assignee shall receive and will
accept on production from a unit so pooled or unitized only such proportion of
the overriding royaities hereinabove specified as is allocated to the lease as
to which this overriding royalty applies. The interest in any such pool or
unit attributable to the overriding royalty interest included therein shall be
subjected to said overriding royalty interest in the same manner and with the
same effect as if such pool or unit and the interest of Ascignor therein were
specifically described in this conveyance. It is understood and agreed that
no formal pooling or declaration need be filed with respect to any such pool
or unit but only that the Lease(s) be subjected to a pool, unit or other

cooperative agreement for the development of a common reservoir.

Should Assignor enter into a contract for the sale of gas from the
Lease, and such sales agreement is with an unaffiliated third party, then the
payments to Assignee pursuant to this Assignment shall be made based upon the
net price received by Assignor under said contract, after deducting any third
party transportation costs or other costs or chargi:s incurred in making the
gas ready or av: for nmarket to the point of sale, provided such costs or

charges are D Juctibl» from Lessors’ royalty under the terms of the




Lease or applicable regulations. In no event and under nv circumstances shall
Assignee ever have the right to take gas or gaseous hydrocarbons from the

Lease in kind.

5.

In the event it is determined that the price for the sale of o0il, gas
or other hydrocarbons and upon which payments have been made hereunder, is in
excess of that allowed by rule, order, siatute, reqgulation or other
governmental or regulatory determination, Assignee agrees that Assignor shall
be allowed to recover, out of the overriding royalties payable hereunder, such
amounts as may have been overpaid to Assignee hereunder; provided, however,
that prior to commencing any such recoupment, Assignor shall pruvide Assignee
with notice of its intent to institute such recoupment with the details,
reasons and amounts relating thereto; and provided further that such
recoupment may never be made out of more than fifty percent (50%) of the
amount payable to Assignee during any month or other applicabie accounting
period. Such recoupment shall not prejudice the right of Assignee to
institute, nor be a bar to Ascignee’s instituting, any action to contest or
dispute the liability of Assignee for any alleged overpayment of overriding

royalties hereunder.

6.

The provisions hereof shall inure to the benefit of and be binding upon
the parties hereto and their respective heirs, successors or assigns; however,
no change or division in the ownership of said overriding royalty interest
shall be binding on Assignor until thirty (30) days after Assignor skall have
been furnished with a certified copy or copies of the recorded :nstrument or
instruments evidencing such change in ownership.

IN WITNESS WHEREOF, this instrument is executed and delivered this 2lst
day of July, 1989, but made effective for all purposes as of the 15th day of
October, 1988.

WITNESSES: WALTER OIL & GAS CORPORATION

24 7




STATE OF TEXAS (
(
COUNTY OF HARRIS (

On this 21st day of July, 1989, before me personally appeared J. C.
Walter, III to me personally known, who being by me duly sworn, did say that
he is the President cf Walter 0i1 & Gas Corporation, a Texas corporation, and
that the said instrument was signed on behalif of said ccrporation by authority
of its Board of Directors, and said appearer acknowledged that he executed the
same as the frze act and deed of said corporation.

In witness whereof, 1 have hereunto set my official hand and seal on the
date hereinabove written.

{7 i..,\';""?"-n.,_ K/JJL@&Q ~ 4

h“&_:'.uh : Helen Fowler =
| T Notary Public in and for the
Tl e, State of Texas

o WU
-M’-'ngt_nion Expires 9/30/92.
CeNG
s
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" WALTER OIL & GAS CORPORATION

United States Department of Iaterior
Minerals Management Service

1201 Elmwood Park Boulevard

New Orleans, Louisiana 70123-2394

Attention: Ms. La Nelle Boehm
Adjudication Unit, LE-3-1

February 3, 1989

RE: Federal Lease OCS-G 5547
Block 160, Ship Shoal Area
Federal Offshore Louisiana

Ladies and Gentlemen:

Enclosed herewith you will find an executed copy of the following described
go?veyance of Overriding Royalty Interest affecting the captioned lease for
iling:

Conveyance of Overriding Royalty Interest dated effective October
17, 1988, executed on behalf of Walter Development Corporation, as
Assignor, in favor of Leeway & Co., et al, a< Assignees, covering
Federal Lease 0CS-G 5547, Block 160, Ship 3Shoal Area, Offshore
Louisiana.

We also enclose our check in the the amount of $25.00 to cover the filing fee
for the above conveyance.

We hereby request that the above Conveyance be placed in the file affecting
the captioned 1lease, and that you evidence such filing by signing and
returning the enclosed duplicate of this letter to the attention of the
undersigned.

Yours v

,

Ron A. Wilson

RAW:hf
Enclosure
RECEIVED AND FILED THE ABOVE DESCRIBED CONVEYANCE RECEIYV ED
AS OF THE _g6+*h DAY OF _February , 1989.
. FEB ¢ 1989

MINERALS MANAGEMENY SERVICE

Minerals Mana ;
sv% Preve. fiooe Ll gemeat Service

a Nelle Boehm Leasing & Envimament

240 The Main Bullding, 1212 Main Strest. Houston, Texas 77002 (713)859-1221



= s SHIP SHOAL AREA, PLOCK 160

CONVEYANCE OF OVERRIDING ROYALTY INTEREST
(1988 Prospects)

THE STATE OF LCUISIANA

€
§ FNOW ALL MEN BY THESE PRESENTS:
PARISH OF TERREBONNE s

That WALTER DEVELOPMENT CORPORATION, a Texas corpora-
tion with offices at 240 The Main Building, 1212 Main
Street, Houston, Texas 77002 ("Assignor"), for and in
consideration of Ten and NO/100 Dollars ($10.00) and other
good and valuable considerations to it paid by the Pur-
chasers named on the schedule attached hereto as Exhibit "A"
and made a part hereof for all purpecses ("Assignees"), the
receipt and sufficierncy of which are hereby acknowledged by
Assignor, has Bargained, Sold, Granted, Conveyed, Trans-
terred, Assigned, Set Over, and Delivered, and by these
presents does hereby Bargain, Sell, Grant, Convey, Transfer,
Assign, Set Over, and Deliver unto Assignees, their succes-
sors and assigns in the undivided several proportions as sct
forth on the said Exhibit "A" (and not jointly or as tenants
in common), effective as of the Effective Date, an overrid-
ing royalty interest (the "Overriding Royalty Interest") in
and to the Minerals in and under and produced and saved from
the lands covered by the Leases, payable solely out of gross
proceeds from the sale of the Subject Minerals produced and
saved through the Subject Wells in excess of Manufacturing
Proceeds in an amount equal to the Net Cash Flow attribut-
able to the Subject Interests calculated with respect tc all
of the Subject Interests as a group, all as more fully
provided hereinbelow.

TO HAVE AND TO HOLD the Overriding Royalty Interest,
together with all and singular the rights and appurtenances
thereto in anywise belonging, unto Assignees, their succes-
sors and assigns, subject, however, to the following terms
and provisions, to-wit:

ARTICLE I

As used herein, the following terms shall ‘have the

meaning ascribed to them below:

RECEIVED

FEB G 1989
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“Abandonment Costs" shall mean the costs of plugging
and abandoning the Subject Wells, the cocsts of dismantling
and salvaging the platforms, pipelines and other facilities
and structures on the Subject Interests and other costs
associated with restoration of the Subject Interests in
accocdance with applicable law (and, if applicahle} the
rules and regulations of the Minerals Management Service of
the U.S. Department of the Interior, net of estimated
salvage value of any salvageable equipment or personalty on
the Subject Interests.

"Assignees" shall have the meaning attributed to it in
the first grammatical paragraph of this Conveyance, it being
understood that Assignees shall not be deemed joint tenants,
tenants in common or members of any association or mining
partnership.

"Assignor" shall have the mraning attributed to it in
the first grammatical paragraph of this Conveyarre.

"Business Day" shall mean a day on which any bank to or
from which a payment authorized hereunder may be made are
not closed as authorized or required by law.

"Code" shall mean the Internal Revenue Code of 1986, as
amended from time to time.

"Conveyance"” shall mean this Conveyance of Overriding
Rovalty Interest.

"Davelopment Agreement" shall mean that certain Devel-
opment Agreement dated as of January 1, 1987, between
Assignor and Waltar 0il & Gas Corporation pursuant to which
Assignor participates in certain Prospects by paying a
portion of the development costs related thereto.

"Development Interest"” shall mean, as to a Prospect,
the portion of the Subject Interests which are acquired by
Assignor pursuant to the terms and provisions of the Devel-
opment Agreement.

"Effective Date" shall mean 7:00 a.m., local time in
effect where the Subject Interests are 1located on
October 17 , 1988,

"Exploration Interest" shall mean, as to a Prospect,
the portion of the Subject Interests which are acguired by
Assignor pursuant to the Walter Exploration Program
Agreement.



"First Reversicn Amount” shall mean an amount of cash
which would have been distributed to Assignee hereurde:r if
the Net Cash Flow had been computed with respect to the
Develorment Interests only, egual tc the total sum thereto-
fore paid by Assignees in (a) Development ORI Purchase Price
Amounts (as defined in the Master Purchase Agreement) and
(b) sums, 1° any, paid by Assignees pursuant to Section 4.02
of the Master Purchase Agreement, all to be computed on the
1988 Prospects, as a group.

"Independent Petroleum Engineer" shall mean Raymond 5.
Hansen, or such other firm of independent petroleum engi-
neers as may be approved by Assignees.

"Lease Acquisition Costs™ <chall have the meaning
ascribed to it in the Walter Exploration Program Agreement.

"Leases" shall mean all of the o0il, gas and other
mineral leases, as a group, in which Assignor owns an
interest pursuant to the Walter Exploration Program Agree-
ment or the Development Agreement, including, but not
limited to, (i) the o0il and gas leases, o0il, gas, and
mineral leases, and other mineral 1leases describeé in
Exhibit "B" attached hereto and any leasehold interest in
any other oil and gas lease, o0il, gas, and mineral lease, or
other mineral lease derived from the pooling or unitization
of ruch leases with the leases, or any part therecf, de-
scribed in Exhibit "B" hereto, together with any and all
extensions thereof or any part there>f in which Assignor
acquires or maintains an interest, and (ii) any oil and gas
lease, 0il, gas, and mineral lease, cr other mineral lease,
together with any and all extensions thereof or any part
thereof in which Assignor acquires or maintains an interest,
executed subsequent to the Effective Date, to the extent,
but only tc the extent, that such subsequent lease
(aa) covers all or any portion of the 1 nds covered by the
leases referred to in clause (i) of this sentence, and
(bb) is acquired by or for thes benefit of Assignor either
prior to or within one (1) year after the expiration of the
leases referred to in clause (i) of this sentence.

"Manufacturing Costs" shall mean the costs of manu-
facturing, processing, or refining operations (but not
conventional mechanical liquid-gas separation) that generate
Manufacturing Proceeds.

"Manufacturing Proceeds" shall mean the excess of
(i) proceeds realized from the sale of Subject Minerals, or
products thereof, that are the result of any manufacturing,




proc«csingy, or refining operations over (ii) the part of
such piro.eeds that represents the fair market value a2t the
wellh:ad (after being separated by a conventioral mechanical
l{quid-gas separator) of such Subject Minerals before any
sucn manufacturing, processing, or refininc opcration.

"Master Purchase Agreement"” shall mean that certain
Master Purchase 2Agreement entered into by -‘od between
Assignor, Assignee: and others effective as of January 1,
1987.

"Minerals" shall mean (i) oil, (ii) gas, (iii) ce¢. ing-
head gas, (iv) sulfur, and (v) associated hydrocarbons
produced with o0il or gas or casinghead gas, but shall
exclude coal, lignite, wuranium, and all other necn-
hydrocarbon substances.

"Net Cash Flow" shall have the meaning attribute? to it
in Secticn 2.3(d).

"Net Cash Flow Account" shall mean the account main-
tained in acct dance with the provisions of Section 2.3.

"1988 Prospects" shall mean all of the Prospects
covered by the Walter Exploration !rogram Ayreement as to
which Assignees have acquired an Overriding Royalty Interest
pursuant to the Master Purchase Agreement.

"NRI" shall mean the interest (expressed as a pocoent-
age) of Assignor in the production of Minerals from @2
Subject Well, after deducting all a'»licable royalties,
overriding royalties, and other burdens (but computed p~ior
to deducting the Overriding Royalty Interest conveyed
pursuant to this Conveyance).

"Overriding Royalty Interest" shall have the meaning
attributed to it in the first grammatical paragraph of this
Convevance.

“¢rson” shall mean any individual, purtnership,
corp: --¢~.rn, trust, unincorporated association, governmental
agenc, subdivision, or instrumentality, or other entity or
associaiiovn,

"Proceeds Percentage” shall mean:

(a) With respect to all of Assignor's Expleration
Interests:



(i) Niwtv-five percent (95%) until such
time as Assignees have paid an Initial ORI Purchase Price
Amount, pursuant tn the Master Purchase Agreement, for an
Overrid.ng Royalty Interest out of any of Assignor's Devsl-
cvment Interests, and

(ii) 100% thereafter;

(b) With respect to all of Assignor's Nevelopment
Interasts:

(i) Ninety-five percent (95%) at all times
when the First Reversion Amount is not deemed to have been
distributed to Assignees, but

(ii) Forty-fiv: percert (45%) at all times
when the First Reversion ’mount is deemed to have been
distributed to Assigneer tut the Second Reversion Amount is
not Jeemed to have been distr.buted to Assignees, but

({ii) Twenty-five percent (25%) at all times
when he Firrt Reversion Amount and tho Seccad Reversion
Amount are deemed to have been distribute’. to Ass.gnee:.

"Quarterly Record Date" shall ma2san for es-n of tbh.
months of April, July, October ard January, the twenty-Ifif'a
(25th)} fay of sucn munth, provided 'nat i the twent'-£i.th
(25th) day of any tu.h mor :h is nci a businsss Lay, raen the
Quarteriy Rencid La3te shall be the first Business Day
following the twenty-€ifth (25th) day o ~uch montt.

"Reference Quarter® shall have the meaning atiributed
to it in Section 2.3(d).

"Second Rev.rsion Amount®™ shall mean an amount of cash
which would have beern distributed to Assignecs hereunder if
the Net Ca }i Flow had been computed with respect to the
Development Interrets only, equal to the ctectal zum thereto-
fore paid by Ass!gnees in (a) Developmeni ORI Purchase Price
imounts and (b) sums, if any, paid by Acsignees pursuant to
Section 4.02 of the Masti:r Purchase Agreement, plus a twoenty
percent (20%) rate of return on such amow .s described in
(a) and (b) (as said amount is calculated in accordance with
Exhibit "C" attached hereto ant made a part hereof for all
purposes), all to be computed on the 1988 Prospects, as a
Jroup.

"Subject Interests" shall mean each kind and cha.acter
of right, title, claim, or interest (collectively the



"ricghts") that Assignor bhas or mcy c¢wn pursuant to the
Walter Exploration Precgram Agreemen* and the Development
Agreement in and to the Leases (or porticns thereof) des-
cribed in clause (i) of the definition of "Leases" and each
right that Assignor may acquire in the future in and to any
Lezza (or portions thereof) described in clause (i) or
clause (ii) of the definition of "Leases", whether such
right be under or by virtie of a lease, a unitization or
pooling orde-, an operating agreement, a division order, or
a transfer ordJe or be under or by virtue of any other type
of claim or title, legal or eguitable, recorded or unrecord-
ed, all as such right shall be (a) enlarged or diminished Ly
virtue of the provisions of Article VII hereof and (h) en-
larged by th: discharge of any payments c.t of production or
by the removi) 5f any charges or encumirzanc s to whica anv
of suzk rijh s are rubject on the Fffect. '« ! '« and any and
all renewals a:.d extensions of the righi sarring within
one year af’.er the expiration :f such right

"Subject Minerals" shall mean all Minerals in su/. wnder
a-d +hat may be produced, saved, ind so:d €fron, a:d tiat
siall nccrue and be attribatable to, the Subject In“=arests
from and after the “.ffective Datr.. There sha.l not be
included in the Subjrct Minerals any Minerals atiributable
to nonconsent coperat’ons conducted with respect to ihe
Subject Interests (“r any portion thereof) as to which
Assignor shall be a ro:ucunsenting party and dedicated to the
recoupment ©or ieimburssment of costs and expenses of the
consenting party or pa.tiers by the terms of the relevant
operating agreeme:t, unrit Aagrzement, contract for develop-
ment, or other iun-t.vmzn: providing for such noncr. sent
operations, provided Assig'icr's election not to participate
in sush operations jis made in conformity with the provisions
of the Master Purch:se Agreement.

"Subject Well" shall mean esch well on che Sip)acl
Interests in respect of which Assi. >r cwns any inte.esc or
is entitled to 2ny of the Minerals production or the pro-
ceeds therefrom (whether direct.' or, by virtue of the
effect of any non-consent provisions, farmout or farmin
provisions, or other provisions, indirectly).

"Walter Exploration Program Agreewzut" shall mean the
Walter 1988 Exploration Program Agreement between nssignor
and Walter O0il & Gas Corporation dated as of Jenuary 1,
1988.

"WI" shall nesn the leasehold or operati'g interest
(expressed as a percentsce) of Assignor in a Subject Well or



Lezse, as applicable, with respect to the Minersls produced
therefrom.

"Windfall ¥rafi+t T.x" chall mean the tax 1ir; osed by the
Crude 0il Windf: ) Profit Tax Act of 1980 or aiy exci-= taa.
to the same or similar effect.

ARTICLE II

2.1 The Owerridi g Royalty Interest does not includ:
any right, ti{.ie, or j.terest in and to any personal proper-
ty, fixtures, .. =~guiruent and is exclusively 2ua inte:east in
and to the Minerals ir and under and produced and saved from
the lands covered by the Leases, and Assignees shall 1loudk
solely to the Subje-t Minernl:s ané payments 1in respect
thereof (as provided hrrein) Jor ¢ entisfactior and
realization of the Cverr ng Royalty Interest.

2.2z Except as set rorth in the immediateiy succeeling
sentence, Assignor shall have the right and, to vle er<ent
that assicnor is marketing or causing +c be mariete! its own
share ={ Mineralr, the obligation to ma~ket : ¢ c.ise to be
marketcd the Méinerals allocable to “he .=rridl., Royalty
Interest and shall market or cause to be matketec -uch
groduction proportinnately with and on thes som: “erms as
Assignor's share of the production frem such Lea:e but in no
event for a price less than thre price for whi<n assignor,
acting as a reasonable and prudent operator, is marketing cr
causing to bes marketed its own sghare of such Minerals f£row
such Lease. To the extent Assignor Jis not marketing ox
causing to be marketed its own share of liinera.s, Assignor
shall use its best efforts to mazket or causs to be market-
ed, for a price that would be acceptable to s .irsnsonable and
prudent operator under the same or 3imile: -ircumstances,
the Minerals allocable to the Overriding Roya' :y Interest in
respect of each Lease with purchaser: posse.sing i credit
standing that a prudent operatcr would fina acceptable.
Should Assignees dispose of their Overriding Royalty Inte-
rest in respect of a Lease to a third party, such thauo?
party shall have the right, by so notifying Assignor, to
designate the purchase. of the Minerals allocable to the
Ovarriding Royalty Inte:’est, but until such time, if anyv, ac
such right is exercised, Assignor shall have the right an¢
obligation to market such Minerals in ac~n. Jance with the
g. ndaréd referrsd to in the irmeciucel; preceding two
8¢ 1t 28,

2.3 Aszignor shall maintair, on a cash basis, true and
co: ~ct ocks and records in order to determine the credits
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and debits tc an account (thz "Net Cash %low Accont™) from
and after the Effective Date, in accoruaunce with the tarms
of this Convevance and prudent and accepted acccuiating
practices. For purposes of this Section 2.3,

(1) the r»venues and expenses relatecd ¢to the
Exploration 1Intevests shall be computed, ani tbu
combined result of such revenues and expenser shall he
determined, for all of the Exploration In:erests as a
group, and

:2) the revenues and expenses related (o tie
Development Interests shall be computed, and Zzhu
combined result of such revenues and expenses shall De
determined, for all of the Development Interests, as a

croup,

The respective results of {!) and (2) from the preced ng
senterce shall be utilized to determine the Net Cash Flow in
accordance with the provisions of Section 2.3(d) hereof.

(a) The Wet Cath Flow Accront shall be credited
with an amount equal to the sum, from and after ihe Effec-
tive Date, of the grcss proceeds ‘determined befrre calcu-
lating the Overriding Rovalty Interest) from tte sale of all
Subject Minerals (including, without 1liirication, proceeds
attributable tv take or pay payments) attributeble to the
Leases; provided, however, that

(i) 4if any Subject Minerals are manutac-
tured; re’inv3d, or processed f(other than through liguid
geparatior cpaorations in the vizinity of the well using a
couvertiorali nechaniral "‘quid-ren separator) . the prc.eeds
from the zale of sucit fubject Minc.vals shall be reluced by
the Manufaccuring Frocceds;

(ii) if as a resu’t of the ocunrrence of the
bankruptcy or insolvency :r similar occucrence of the
pvzchaser of such Subject Minerals an; amounts previously
credited to the Net Cash Flow Account are, in fact, re-
claimed from Assignor or its representative, then a debit to
the Net Cash Flow Ac.ount shall be made in i‘he amounte
reclaimed as promptly as practicable following .ssignor's
payment thereof;

(iii) the Net Cash Flow Account shall not be
credited with any amount that Assignor shall rece've 1i5r any
sale or other disposition of any of ‘the Subject Interests or
ouv of any payments made to Assignor &nd related to "corried




interest" ar-angements wh-reby Assignor's costs and expenses
attributable t2 any o- the Subject Interests is paid by a
third party or in ccrmnection with any adjustment of any well
and leasehold equipment upon unitization of any of the
Subject Interests; and

(iv) if a controversy or possible cortroversy
exists (whether by reason of any statute, order, decree,
rule, regulation, cont.act, or otherwise) as to the correct
or lawful sales price of any Subject Minerals, or if any
amounts received by Assignor as "take-or-pay" or "ratable
take" pay ents are subject to refund to any purchasers of
Subject } .aerals, then

(aa) amounts withheld by such jurchaser
or deposited by it with a: escrow agent shall not be con-
sidered to have been received by Assijuor and shall not be
credited tc the Net Cash Flow Account until actuilly col-
lected by Assignrr; provided, however, that the WNet Cash
Flow Account sha.l not be credited with any interest,
yenalty, or other amount that is not derived from the sale
of Subjeci. Minerals, but, instead, Assignor shall make
payment directly to Assignees of Assignees' allocable sha::
of any such amounts paid to Assicnrr by the purchaser of
Subject Minerals or the escrow agert, and

(bb) ancunts received by Assignor and
promptly deposited by it with a non-affiliate escrow agent,
to be placed in interest bearing accounts under usual and
customary terms, shall not be considered to have been
received by Assignor and shall not be credited to the Net
Cash Flow Account until disbursed to Assignor by such escrow
agent; provided; however, that the Net Cash Flow Account
shall not be credited with any interest, but, instead,
Assignor shall make payment directly to Assignees of Assign-
ees' allocable shir: of any such interest disbursed to
Assigno. by the esciow agent.

(b) The Net Cash Flow Account in respect of the
Subject Interests shall be debited with an amount equal to
the sum of the fnllowing (other than Manufacturing Costs),
to the extent that the same are properly allocable to the
Subject Wells for which such VMet Cash Flow Account is
maintained and the production and marketing of Subject
Minerals therefrum and have been incurred and paid by
Assignor, with respect to each such well, subsequent to the
Effective Date, buv only to the extent that such items have
not been used as a basis for measuring any purchase price




paid by Assignees to Assignor for this Conveyance, as
provided in the Master Purchase Agreement:

(i) The costs incurred by Assignor of direct
labor, transportation, and other services necessary for
drilling, operating, maintaining, reworking, and producing
the Subject Wells and for all material, equipment, and
supplies purchased and used on such wells and overhead costs
paid to the operator (including Assignor where it is the
operator) of the wells pursuant to the applicable operating
agreements; provided that such costs shall be reduced by
amounts received by Assignor attributable to the Subject
Interests for the sale of fixtures and equipment therefrom;

(ii) The costs of dehydration, compression,
separation, transportation, and marketing of production from
the Subject Wells;

(iii) The costs of 1litigation, 1liens, judg-
ments, and liquidated liabilities including amounts paid as
a refund, penalty, or interest because the amount initially
received by Assignor as a sales price of Subject Minerals
was more, or allegedly more, than permitted by the terms of
any applicable contract, statute, regulation, order, decree,
or other obligation (provided, however, that such amounts
were previously credited to the Net Cash Flow Account) and
claims attributable to the operation, maintenance, or
production of the wells;

(iv) All taxes (except income taxes and the
Windfall Profit Tax) assessed against or attributable to the
Subject Wells or the Subject Minerals produced therefrom;

{(v) Direct costs which Assignor may be
required to pay to counsel for Assignees and to Huddleston &
Co., as engineering consultant for Assignees in connection
with or relating to the preparation of this Conveyance, the
Master Purchase Agreement, the Development Agreement and the
Walter Exploraiion Program Agreements; recording costs
incurred in connection with the filing of this Conveyance;
and the costs incurred by Assignor for the audits, if any,
conducted by Assignees pursuant to Section 2.3(g) below;

(vi) Lease Acquisition Costs allocated to the
Subject Interests by Assignor, all shut-in royalties or
gimilar payments or rentals with respect to the Subject
Interests;

=1h=



(vii) Premiums on insurance carried pursuant
to Section 6.1(h);

(viii) Subiect to the provisions of Articie
VIII hereof, all Abandonment Costs;

(ix) The «costs incurred by Assignor in
connection with the exercise of its rights pursuant +to
Section 10.9;

(x) The cash payments made by Assignor upon
any pooling or unitization of the Subject Interests;

(xi) All other costs reasonakly incurred by
Assignor for the necessary or proper drilling, completion,
hook up, production, operation, reworking, recompleting, and
maintenance of the Subject Wells and the Subject Interests;

(xii) All other costs incurred by Assignor
pursuant to the Walter Exploration Program Agreement, the
Development Agreement and any applicable operating
agreement; and

(xiii) Provided that the costs referred to in
this Section 2.3(b) shall be reduced by (a) amounts received
by Assignor for dry hole, bottom hole or other similar
contributions related to the Subject Interests, (b) the
applicable actual salvage value (as determined in accordance
with the applicable operating agreement then in effect and
binding upon Assignor) of any personalty, platforms, equip-
ment, pipelines or gathering lines related to the Subject
Interests, less, in each instance the actual costs of
salvage, (c) the cash payments received by Assignor as a
result of any pooling or unitization of the Subject Inter-
ests, (d) any insurance proceeds received by Assignor in
respect of the Subject Interests, (e) any excess amounts
which are released to Assignor pursuant to Section 8.2
hereof, and (f) amounts received by Assignor upon the
adjustment of Assignor's interest pursuant to Section 3.7 of
the Walter Exploration Program Agreemert and Section 5.02 of
the Development Agreement.

(c) Nothing set forth in this Section 2.3 shall
be interpreted or applied in any manner that shall ever
require or permit any duplication ¢ £ all or any part of any
credit or charge to any Net Cash Flow Account with respect
to the same transaction, item of expense or charge, whether
under this Agreement or reflected in the Master Purchase
Agreement, or that shall ever require or permit any
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inclusion of any charge to any Net Cash Flow Account that is
reimbursed to Assignor at any time by any Person. Further,
no charge may be m.de to the Net Cash Flow Account which is
used to measure any purchase price for this Conveyance
pursuant to the Master Purchase Agreement.

(d) Each quarter year (ending on the last day of
eack March, June, September and December) (the "Reference
Quucter®™) after the Effective Date:

(i) There shall be deducted (aa) the total
debits properly made to the portion of the Net Cash Flow
Account which is related to the Exploration Interests during
such Reference Quarter pursuant to Section 2.3(b) f£from
(bb) the total credits properly made to the portion of such
Net Cash Flow Account which is related to the Exploration
Interests during such Reference Quarter pursuant to Section
2.3(a), and

(ii) There shall be deducted (aa) the total
debics properly made to the portion of the Net Cash Flow
Account which is related to the Development Interests during
such Reference Quarter pursuant to Section 2.3(b) from
(bb) the total credits properly made to the portion of such
Net Cash Flow Account which is related to the Development
Interests during such Reference Quarter pursuant to Section
2.3(a).

The net cash flow ("Net Cash Flow") shall then be
determined by (1) applying the applicable Proceeds Percen-
tages to the portions of the respective balances in the Net
Cash Plow Account which are derived from the Exploration
Interests and Development Interests as determined by (i) and
(ii) above, then (2) combining the results obtained fror (1)
above, and then (3) deducting any Debit Balance, if any, of
Net Cash Flow from the end of the immediately preceeding
Reference Quarter. If the computations made in accordance
with this Section 2.3(d) and the effect of amounts withheld
or computed and paid for Assignees' Windfall Prefit Tax
result in a negative sum at the end of a Reference Quarter
the negative sum shall be deemed the "Debit Balance". Any
Debit Balance shall be carried forward to be applied to the
end of the immediately following Reference Quarter or, if
not completely utilized, to succeeding Reference Quarters.
If there is a Debit Balance at the end of any Reference
Quarter, no payments shall be made to Assignees in respect
of the Overriding Royalty Interest nor shall Assignees ever
be liable to make any payment to Assignor in respect of the
Debit Balance.



(e) Unless the payments of Net Cash Flow have
been suspended pursuant to ESection 4.02 of the Master
Purchase Agreement, on or before the Quarterly Record Date
for each Reference Quarter, Assignor shall transfer or cause
to be transferred to Assignees (by wire transfer to a bank
account designated in writing by each Assignee from time to
time) an amount in respect of the Subject Interests equal to
the excess of the Net Cash Flow for the immediately preced-
ing Reference Quarter over the amount of Windfall Profit Tax
with respect to the immediately precediny Reference Quarter
withheld or paid and computed by Assignor on behalf of each
Assignee in accordance with the applicable provisions of the
Code and the Department of Treasury regulations promulgated
thereunder with respect to the production attributable to
the Overriding Royalty Interest.

(£f) All funds delivered to Assignees on account
of the Overriding Rovalty Interest shall be calculated and
paid entirely and exclusi—ely out of the proceeds attribut-
able to the Subject Mineials in excess of the aggregate of
Manufacturing Prcceeds (as provided herein); and in no event
shall such payments ever exceed 100% of the gross fair
market value of such production (the "Gross Value") at the
wellhead before the application of any manufacturing,
processing, refining or conversion process or any transpor-
tation away therefrom; and should the pavments to Assignees,
computed in accordance herewith ever exceed such Gross
Value, then the amounts by which such payments exceed the
Gross Value (the "Overage") shall be suspended and accrued;
and if the payments calculated in accordance herewith are
cver again less than the Gross Value, the Overage shall be
added to subsequent payments but not in an amount which
would then cause payments to exceed the Gross Value so that
Assignees shall, if possible, be entitled to receive the
total amount to be distributed hereunder as if the limita-
tion imposed by the Gross Value had not been in effect.

(g) The books of account and reccrds of Assignor
relating to the Net Cash Flow Account shall be open at all
reasonable times for examination, inspection, copying, and
audit by Assignees and its representativas, at Assignor's
expense, subject to a charge to the Net Cash Flow Account as
provided in Section 2.3(b) (v) hereinabove.

(h) No later than April 30 of each year, the
determination of the amount that shoulé have been paid to
Assignees pursuant to Section 2.3(d) in respect of the
immediately preceding calendar year shall be calculated by
Assignor and submitted, together with substantiating data,
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by Assignor to Assignees for approval. If Assirnees shall
have received less than the actual amount of its Overriding
Royalty Interest, Assignor shall deliver to Assignees,
within seven (7) days after Assignor and Assignees have
reached agreement with respect to such actual amount, the
amount necessary for Assignees to have received an amount
equal to its Overriding Royalty Interest. If Assignees
shall have received more than the amount of its Overriding
Royalty Interest, Assignor, within seven (7) days after
Assignor and Assignees have reached agreement with respect
to such actual amount, may charge the Net Cash Flow Account
with an amount necessary to correct the imbalance.

ARTICLE III

3.1 Assignor shall furnish to Assignees (a) reports,
in reasonable detail, with respect to (i) the preocductivity
and productive life 2f all or any of the Subject Wells,
(ii} the quantity of Subject Minerals recoverable from all
or ary of the Subject Wells, (iii) the projected proceeds
and costs attributable to the Subject Interests in respect
of each such well, (iv) any changes made or proposed to be
made in the methods or treatment and operation of each such
well, any proposed abandonment of a well, any plugging of a
well and reopening thereof at a different level, any method
of repressu-ing which may affect such well, or any other
action that may materially increase or reduce the value of
the Overriding Royalty Interest, and (b) if requested by
Assignees and to the extent not prohibited by agreemenks
with third parties (Assignor hereby agreeing to use its bes®
efforts to obtain the requisite consent from such third
parties to disclose such information to Assignees), perti-
nent well data sufficient for making well and reserve
evaluations, including, without limitation, electric logs,
core data, bottom hole pressure data, and other reasonable
well data. In addition, except as set forth in the immedi-
ately succeeding sentence, Assignor shall notify Assignees
ninety (90) days prior to the release, surrender, or termi-
nation of any of the Subject Interests. Should Assignor not
have at least ninety (90) days prior notice of such release,
surrender, or termination, then Assignor shall notify
Assignees of such event as promptly as practicable after
Assignor has such notice. Assignor shall not be required to
furnish the items ref -red to in clauses (i) through (iii)
of the first sentence >f this Section 3.1 more frequently
than once in each cal: lar year.

3.2 On or befcre April 30 of each year, Assignor shall
furnish to Assignees a written engineering report with
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respect to the Subject Interests and each Subject Well
prepared as of January 1 of the year in guestion by the
Independent Petroleum Engineer, setting forth such firm's
evaluation of proved developed and proved undeveloped
Mineral reserves (and containing such comments with recpect
to probsble Mineral reserves as the Independent Petroleum
Engineer may deem appropriate) attributable to the Subject
Interests, using such set or sets of pricing assumptions as
may be provided to the Independent Petroleum Engineer by
Assignees. Such report shall set forth estimates of future
net revenue, the present value thereof at discounted rates,
and the assumptions utilized in arriving at the estimates
contained therein.

3.3 ©No later than April 30 of each year, Assignor
shall furnish to Agent an annual report for the immediately
preceding calendar year containing the computation of the
Net Cash Flow, including the components thereof, prepared c¢n
a cash basis and accompanied by a certified report of Arthur
Andersen & Co. Such report shall include a detailed itemi-
zation, by type or classification, of the total costs and
expenses paid by Assignor and used in calculating Net Cash
Flow.

3.4 On or before the Quarterly Record Date, Assignor
shall deliver to Assignees a statement showing:

(i) the computation of Net Cash Flow attributable
to the immediately preceding quarter and the computation of
Net Cash Flow paid to Assignees from and after the Effective
Da*te until the close of such Reference Quarcer;

(ii) a summary of the computation made or other
methods wused in determining the Manufacturing Proceeds
during such Reference Quarter;

(iii) a list of the wells drilled on the Subject
Interests, a statement of the cost of each well completed or
abandoned, and a statement describing the reason for aban-
doning any well;

(iv) a general description of all marketing
arrangements, or any changes therecf, that have been made
with respect to Minerals produced from the Subject Interests
during a Reference Quarter; and

(v) a description of each sale, farmout or other

disposition of an interest in the Subject Interests by
Assignoy.

=Bk



It is contemplated that in some instances Assignor will
not be the operator of the Subject Interests and its access
to information may be 1limited. Accordinglv, the reports
required by this Subsection 3.4 shall be prepared by
A::ignoribased upon the best information reasonably avail-
able to it.

ARTICLE IV

THE PROVISIONS OF SECTION 2.3 AND THE NET CASH FLOW
ACCOUNT PROVIDED FOR THEREIN ARE FOR THE SOLE PURPOSE OF
PROVIDING A MEASURE FOR DETERMINING THE OVERRIDING ROYALTY
INTEREST, AND IN NO EVENT SHALL ASSIGNEES EYER BE LIABLE OR
PESPONSIBLE IN ANY WAY FOR PAYMENT CF ANY PART OF THE COSTS

T"/2ENSES CHARGED AGAINST ANY NET CTASH FLOW ACCOUNT OR

¥ LIABILITIES INCURRED IN CONMECTION WITH THE DEVELOP-
+wG, EXPLOPING, DRILLING, EQUIPPING, TESTING., OPEKATING,
PRCDUCING, MAINTAINING, OR PLUGGING AND ABANDONING OF ANY
WELL OR THE STORING, HANDLING, TREATING, OR MARKETING OF THE
PRODUCTION THEREFROM, ASSIGNOR HEREBY AGREEING TO INDEMNIFY
AND SAVE HARMLESS ASSIGNEES FROM AND AGAINST ANY SUCH
RESPONSIBILITY AND LIABILITY AND FROM AND AGAINST ANY LOSS,
COST (INCLUDING, WITHOUT LIMITATION, THE COST OF THE SUIT
AND ATTORNEY'S FEES), CLAIM, CAUSE OF ACTION, AND LIABILITY
ARISING OUT OF, RESULTING FROM, OR ATTRIEUTAELE TO SAME OR,
TO THE BREACH OF ANY COVENANT OR WARRANTY OF ASSIGNOR UNDER
THIS CONVEYANCE.

ARTICLE V

IT IS THE EXPRESS INTENT OF ASSIGNOR AND ASSIGNEES THAT
THE OVERRIDING ROYALTY INTEREST SHALL CONSTITUTE (AND THIS
CONVEYANCE SHALL CONCLUSIVELY BE CONSTRUED FOR ALL PURPOSES
AS CREATING) A NON-NPERATING MINERAL RIGHT FOR ALL PURPOSES.
WITHOUT LIMITATION OF THE GE%ERALITY OF THE IMMEDIATELY
PRECEDING SENTENCE, ASSISNOE aND ASSIGNEES ACKNOWLEDGE THAT
ASSIGNEES HAVE NO RIG.. OR POWER TO PARTICIPATE IN THE
SELECTION OF A DRILLING CTONTRACTOR, TO PROPOSE THE DRILLING

U A TSTT 7O DETERMINE THE TIMING OR SEQUENCE OF DRILLING
OF TO COMMENCE OR SHUT DOWN PRODUCTION, TO TAKE
o . .NS, OR TO SHARE IN ANY GCPERATING DECISION
w SSIGNNR AND ASSIGNEES HEREBY EXPRESSLY NEGATE
t CREATL (AND THIS CONVEYANCE SHATL NEVER BE
C. CREATING) A MINING OR OTHER PARTNERSHIP OR
JOu. - vo L. OR OTHER RELATIONSHIP SUBJECTING ASSIGNCR AND

ASSIGNEES LIABLE JOINTLY.
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ARTICLE VI

6.1 Subject to the terms of the Master Purchase
Agreement, Assignor covenants that it will cause:

(a) A prudent operating and maintenance program
designed to drill and complete or abandon the Subject Wells
to be conducted on the lands covered by the Leases and the
spacirg units containing any lands covered bv the Leases as
would a reasonable and prudent operator and in accordance
with sound field practices;

(b) The Subject Wells to be maintained and
operated for the production of Minerals in a goecd and
workmanlike manner and in accordance with sound field
practices, applicable operating agreements, unit operating
agreements, contracts of development, or similar instruments
and, in all material respects, wit: all applicable laws,
rules, regulations, permits, orders, or decrees, except
those being contested in guod faith and by appropriate
proceedings (provided that no forfeiture or loss of the
Subject Interests or the Subject Minerals or anyv part
thereof shall result during the pendency or in the resolu-
tion of such contest), and such wells to be prcduced at the
maximum efficient legal rate (subject, however, to any
epplicable state and/or federal laws, rules, and/or regula-
tions governing the amount of Minerals that may be produced
from a Subject Well); provided, however, that nothing
contained in this paragraph shall be deemed to prevent or
restrict Assignor from electing not to participate in any
operations that are to be conducted under the terms of any
operating agreement, unit operating agreement, contract for
development, or similar instrument affecting or pertaining
t« the Subject Interests (or any portion therenf) and
permitting consenting parties to conduct non-consenif: opera-
tions thereon if a reasonable and prudent operator, acting
in conformity with sound field practices, would make such
elections;

(c) All rentals and royalties with respect to the
Subject Interests and the Subject Wells to be paid;

(d) All taxes, assessments, and governmental
charges or levies and all claims asserted or imposed upon
the Subject Interests (other than those being cocntested in
good faith and by appropriate proceedings; provided that no
forfeiture or loss of the Subject Interests or the Subject
Minerals or any part thereof shall result during the pen-
dency of or in the resolution of such contest) that, if
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v..upaid, may become a liesn upon the Subject Interests or any
of the Subject Wells, to be paid prior to delinquencv;

(e) All machinery, equipment, and facilities of
any kind now or hereafter located on the Subject Interests
necessary or useful in the operation thereof or for the
production of Minerals therefrom, to be provided and to be
kept in good ané effective operating condition, and all
repairs, renewals, replacements, additions, and improvements
therenr or thereto needful to such end, to be promptly made,
all as .ould a reasonable and prudent operator acting in
accordance with sound field practices;

(£) Notice to be given to Assignees of every
material adverse claim or demand of which Assignor has
actual knowledge made by any Person, affecting the Subject
Interests or one or more Sub, .ct Wells, or of any material
proce=dings instituted with respect thereto, and all rea-
sonal y necessary and proper siteps to be diligently taken tc
protect and defend the Subject Interests and the Subject
Minerals and such wells against any such adverse claim,
demand, or proceeding, all as would a reasonable and prudent
operator;

(g) The Subject Interests, the Subject Minerals,
and the Subject Wells to be kept free and clear of liens,
charges, and encumbrances of every character, other than
(i) taxes constituting a lien but not yet due and payable,
(ii) defects or irreqgularities of title or liens, charges,
or encumbrances that are not such as to interfere materially
with the operacion, value, or use of the Subject Interests,
the Subject Minerals, or the Subject Wells, and that do not
materially affect title thereto, (iii) those being contested
in goocd faith (provided, however, hat no forfeiture or losc«
of the Subject Interests or the Subject Minerals or any part
thereof shall result during the pendency or in the resolu-
tion of such contest), and {iv) those, if any., consented to
by Assignees in writing;

(h) Insurance of the type and in the amounts as
Assignor reasonably deems prudent in respect of the Subject
Interests to be maintained, Assignees to be named as an
additional assured on the Comprehensive General Liability
Insurance policy, the Crmnrehensive Automobile Liability
Insurance policy, the U....=ll: Liability Insurance policy,
and the Operator's Extrn Expense Insurance policy, Assignees
to be named as an additional assured on all third party
liability policies, thL2 insurers to waive any rights of
subrogation against M-zignees as respects activity under
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this Conveyance or the Master Purchase Agreement and to
waive any rights to require Assignees to pay any premiums or
other costs in respect of the insurance referred to :n this
Section 6.1(h), a certificate of such insurance covei'J® to
be furnished to Assignees and, if requested by Assi nees,
copies of the applicable policies to be furnishei to
Assignees* and

(i) The Windfall Profit Tax attributable tc
Assignees' Overriding Royalty Interest to be withheld and
deposited with the U.S. Treasury. Assignor shall contest
any disputes relating to such Tax and, if a refund is
obtained, Assignor will promptly pay such amount to
Assignees.

6.2 Subject to the terms of the Master Purchase
Agreement, Assignor covenants that it will:

(a) (i) Participate in each well drilled on the
lands covered by the Leases and in each well drilled on each
spacing unit containing any lands covered by the Leases
unless a reasonable and prudent operator, acting in the same
or similar circumstances, would elect not so to participate
and (ii) pay all costs attributable to its WI in respect of
each well in which it participates;

(b) Comply ir all material respects with all
government regulations anu reporting reguirements related to
the Subject Interests and the Subject Wells that, if not
complied with, would have a material adverse effect upon the
Subject Interests or the Subject Wells;

(c) Perform all material obligations to be
performed by it under all material contracts and agreements
applicable to the Subject Interests, the Subject Minerals,
and the Subject Wells (including, without 1limitation,
operating agreements and Mineral sales contracts) and use
its best efforts (by taking such action as is available to
it by contract, at law, or in equity) to enforce the perfor-
mance under such contracts and agreements of the other
parties thereto.

6.3 Assignor shall comply with the provisions of
Sections 6.1 and 6.2 without regard to the existence of the
Overriding Royalty Interest or any other royalty, overriding
royalty, or other interest created subsequent to the Effec-
tive Date. The provisions set forth in Sections 6.1 and 6.2
that require Assignor to perform certain duties or to take,
or cause to be taken, certain actions that can only be
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performed or taken by the operator of the well shall be
construed to require Assignor, if it is not the operator, to
use its best efforts (by taking such action as is available
to it by contract, at law, or in equity) to cause the
operator to perform the duty or to take action in question.
Without limitation of the generality of the foregoing, if
the operator elects, pursuant to the applicable operating
agreement, to become a non-consenting party with respect to
such duty or action, and if Assignor may cause such duty or
arti- to be performed or taken by becoming a consenting
pert under the applicable operating agreement, then
Ass),..or shall so elect to become a consenting party unless
a reasonable and prudent operztor, acting in accordance with
sound field practices and without regard tc the existence of
the Overriding Royalty Interest or any other royalty,
verriding royalty, or other interest created subsequent to
1e Effective Date, wou'd refuse to undertake the perfor-
mance of the duty or the taking of the action in question.

ARTICLE VII

Assignor shall have the right to pool or unitize all or
any of the Leases as to anv one or more of the formations or
horizons thereunder, and s to any of the Subject Minerals,
when, in the judgment of Assignor (exercising good faith and
with fair dealing with respect to the interesis of Assign-
ees), it is necessary or advisable to do so in order to form
a drilling or proration unit to facilitate the orderly
development of the Subject Interests or to comply with the
requirements of any law or governmental order or regulation
relating to the spacing of wells or proration of the produc-
tion therefrom. For purposes of computing the Ove’ riding
Royalty Interest, there shall be allocated to the Subject
Interests included in such unit a pro rata portion of the
Minerals produced from the pooled unit on the same basis
that production from the pool or unit is allocated to other
working interests in such pool or unit. Promptly after
formation of any such unit, Assignor shall furnish to
Assignees a true copy of the pooling or unitization agree-
ment, declaration, or other instrument creating such unit.
The interest in any such unit attributable to the Subject
Interests (or any part thereof) included therein shall
become a part of the Subject Interests and shall be subject
to the Overriding Royalty Interest in the same manner and
with the same effect as if such unit and the interest of
Assignor therein were specifically described in Exhibit "B"
to this Conveyance.
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ARTICLE VIII

8.1 In the event that, as of the end of any month, the
aggregate estimated future Net Cash Flow from the Subject
Interests, as estimated by the Independent Petroleum Engi-
neer in such engineer's most current report, is less than
200% of the aggregate estimated future Abandonment Costs for
the Subject Interests, as estimated by Assignor, Assignor
may place in an escrow account (the "Abandonment Cost Escrow
Account”) an amount equal to sixty-two and one-half percent
(62.5%) of the Net Cash Flow (calculated without t  king 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 8.2 below, at such time
as the amount in the Abandonment Cost Escrow Account for the
Subject Interests exceeds 125% of the aggregate estimated
future Abandonment Costs for all of the Subject Interests
relating to the 1988 Prospects, as a group, no 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 Assignor and the escrow agent shall
prov.de that the escrow agent shall place such escrowed
funds in certificates of deposit or United States government
securities having maturities not to exceed thirty (30) days.
At any time, on or prior to the date which any such Aband-
onment Costs must be incurred and Assignor is required to
expend amounts or has expended amounts for Abandonment Costs
on the Subject Interests for which an Abandonment Cost
Esci.+ Account has been establi ', Assignor shall cause
the escrow agent to release from the Abandonment Cost Escrow
Account 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 Assignor. If less
than all of the funds in the Abandonment Cost Escrow Account
are to be released and paid to Assignor after Assignor has
incurred and paid all Abandonment Costs relating to all of
the Subject Interests on the 1988 Prospects, then the
amounts, if any, in the Abandonment Cost Escrow Account
shall be paid to Assignor.

8.2 Notwithstanding the provisions of Section 8.1
above, at such time as there remains a single Prospect on
which Abandonment Costs are expected to be incurred,
Assignor shall retain an independent appraiser satisfactory
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to Assignees to estimate the Abandonment Costs to bhe incu.r-
red with respect to such Prospect. Thereupon, Assiguexr ..
never retain more than 110% of the estimated future Apan .n-
ment Costs with respect to such Prcspect (as determineu Yy
the independent appraiser) in the Abandonment Cost Escrew
Account. If, upon such independent appraisement, more tha:
the reguired amount remains in the Abandonment Cost Ercrow
Account, any excess shall be released to Assignhor and shall
reduce the costs chargeable to the Net Cash Flow Accuurt
pursuant to Section 2.3(b) hereof.

ARTICLE IX

9.1 Assignor agrees to warrant and forever defend, all
and singular, the Overriding Royalty Interest untc rssign-
ees, severally as their 71 :spective interests appear, their
respective successors and assigns, against all perrons
whomscever claiming or to claim the same, or any part
thereof, by, through or under Assignor, but not otherwise.
This Conveyance shall cover and apply to any after acquired
title owned or to be owned by Assignor 'n the Subject
In.2arests pursuant to the Walter Exploration P ~ram Ag.ee-
ment and the Development Agreement. Assignor so hexeby
transfers to ascsignees by way of substitution zi. subroja-
tion (to the fullest extent that same may be transferred),
all rights or actions over and against all predecessor
covenantors or warrantors of title.

9.2 THIS CONVEYANCE IS AN INTERES?T IN REAL PROPERTY,
AND THE COVENANTS CONTAINED IN THIS CONVEYANCE APT COVENANTS
RUNNING WITH AND BURDENING THE LAND. IN ADDITION IT THE
RIGHTS AND COVENANTS CONTAINED IN THIS (7:NVEYANCE, ASSIGNEES
ARE ENTITLED TO ALL OF THE ZENEF'TS, IMruL.=l RIGHTS, AND
COVENANTS TO WnICR OVERRIDING PFLYsilTY IXVTFIEST OSNERS ARE
ENTITLED AS A MATTER OF LAW.

9.3 Assignor agrees notc to 4e¢’' . transfer, dispose of,
encumber, hypothecate or pledr= tas Uub_+.t Tnterests, or to
borrow money (except for auwunts adracted .n Assignor's
behalf under operating agreemer!y or o.hax mi’sr agree-
ments) or to enter into any agrverint relatiww o any of the
foregoing without the prior a.s:re’s wrii :. consent of
Assignees.

9.4 No disposition of rthe Suliject Interests or any
portion thereof or any Subject Well .- Subject Wealls or any
portion thereof shall be effectel! nninss ond until it is
made expressly subject to t.he provi.ions of tiis Conveyance
and unless the Person to whom sane !s disposed expressly
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assumes, in a document delivered to Assignees, the covenants
and warranties of Assignor to Assignees set forth in this
Conveyance, to the extent that same are applicable to the
period from and after the date on which the disposition in
questions occurs. No disposition or encumbrance of the
Subject Interests or any portion thereof or any of the
Subject Wells or any portio=. thereof shall release Assignor
from its obligations and liabilities under this Conveyance
or subdivide or affect any Net Cash Flow Account.

ARTICLE X

10.1 Except as set forth in Section 10.2, all notices
consents, approvals, requests, demands, or other communica-
tions required or permitted to be given under this Convey-
ance must be in writing and may be siven by telex, telegram,
or telecopier, or by depositing same in the mail, addressed
to the party to be notified, postpaid, and registered or
certified with return _eceipt requested, or Ly delivering
such notice in person to such party. Notices given or
served pursuant hereto shalil be effective upon receipt by
the Person to be notified. For purposes of notice, the
addresses of Assignor and Assignees shall be as follows:

If to Assigior: Walter Development Corporation
240 The Main Building
1212 Main Street
Houston, Texas 77002

If to Assignees: c/o Chase Investors Managemen:
Corporation New York
1211 Avenue of the Americas
New York, New York 10036

Attn: Managing Director
0il & Gas Investments

10.2 Assignor shall transfer or cause to be transferred
all monies to which Assignees are entitled hereunder by
Federal funds wire transfer not later than the date when
due, to each Assignce at the bank account specified by each
Assignee in writing to Assignor.

10.3 This Conveyance may not be amended, altered, or
modified except pursuant to a written instrument executed by
Assignor and Assignees.

10.4 Assignor and Assignees shall from time to time do
and perform such further acts and execute and deliver such
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further instruments, conveyances, and documents as may be
required or reasonably requested by the other party to
establish, maintain, or protect the respective rights and
remedies of Assignor and Assignees and to carrv out and
effectuate the intentions and purposes of this Conveyance,
provided in each case the same does not conflict with any
provision of this Conveyance or of the Master Purchase
Agreement. Specifically, as provided in the Master Purchase
Agreement, Assignor shall file or cause to be filed this
Conveyance for recordaticn in anyv jurisdiction where the
Subject Interests are located pursuant to laws and regula-
tions of such jurisdiction and Assignor shall also file a
copy of each Conveyance covering any of the Subject Inter-
ests in Brazoria County, Texas. Filings of this Conveyance
shall also be made wherever necessary to establish Assig-
nee's priority of interest and to prevent a trustee in
bankruptey from becoming a hypothetical bona fide purchaser
thereof pursuant to Section 544 of the U.S. Bankruptcy Code.
In addition, Assignor shall make or cause to be made any
appropriate filings with the United States Minerals
Managemunt Service.

10.5 The failure of Assignor or Assigrees to insist
upon strict performance of any provision hereof shall not
constitute a waiver of .r estonpel against asserting the
right to require such performance in the future, nor shall a
waiver or estoppel in any one instance constitute a waiver
or estoppel with respect to a later breach of a similar
nature or otherwise.

10.6 Assignor and Assignees acknowledge that Assignees
have no right or interest that would permit it to partition
any portion of the Subject Interests, and Assignees hereby
waive any such right.

10.7 THIS CONVEYANCE SHALL BE GOVERNED BY AND CONSTRUED
IN ACCORD E WITH TH WS OF THE E
REAL PROPERTY LAWS OF THE STATE IN WHICH THE SUBJECT INTE-

LOCATED RIL ABLE LY
TO THE EXTENT OF SUCH MANDITORY APPLICATION.

10.8 Assignees agree to notify Assignor in the event of
any conveyance, assignment, or other trarsfer by Assignees
of all or any part of the Overriding Royalty Interest. Upon
Assignor's receipt of such notification, Assignor agrees to
acknowledge and ratify such transfer so that frem and after
the effective date thereof, the rights and privileges hereof
(insofar as the interests transferred are concerned) shall
remain in full force and effect as if and to the same extent
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as if written as between Assignor and such transferee. All
the covenants &nd agreements of Assignor and Assignees
contained in this Conveyance shall be binding upon the
successors and assigns of Assignor and shall inure to the
benefit of the successors and assigns of Assignees.

10.9 Assignor shall have the unrestricted right to
extend, modify, amend, or supplement the Leases with respect
to any of the lands covered thereby in any particular
without the consent of Assignees; provided, that no exten-
sion, mudification, amendment, or esupplementation shall
adversely affect any of Assignees' rights hereunder or under
the Master Purchase Agreement, including, without limita-
tion, the amount, computation., or method of payment of the
Overriding Royalty Interest. Assignor shall furnish
Assignees with written notice of any extension, modifica-
tici.. amendment, or supplementation, which affects the
Overriding Royaltv Interest within thirty (30) days after
Assignor has entered into the same, which notice shall
specify the date thereof and the location and the acreage
covered thereby. A

10.10 It is not the intent of Assignor or Assignees that
any provision herein viclate any applicable law regarding
the rule against perpetuities, the suspension of ihe abso-
lute power of alienation, or other rules regarding the
vesting or duration of estates, and this Conveyance shall be
construed as not viclating such rule to the extent the same
can be so construed consistent with the intent of the
parties. In the event, however, that any provision hereof
is determined to violate such rule, then such provision
shall never:iheless be effective for the maximum period (but
not longer than the maximum period) permitted by such rule
that will result in no violation. To the extent such
maximum period is permitted to be determined by reference to
"lives in being®", Assignor and Assignees agree that "lives
in being” shall refer to the lifetime of the last to die of
the now 1living lineal descendants of the late Joseph P.
Kennedy (father of the late President of the United States
of America).

10.11 This Conveyance is subject in all respects to the
Master Purchase Agreement.
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EXECUTED effective for all purposes as of the Effective
Date.

WITNESSE ASSIGNOR:
WALTER DEVELOPMENT CORPORATION
By / o ! -Qq! h ﬁ
__i (] - a E.I"_.

'ritl xecutive Vice President
STATE OF TEXAS s
s
COUNTY OF HARRIS §
On this __18th day of January » 1989, before

me appeared Je F, Walter. IIl » to me personally
known, who, being by me duly sworn, did say that he is the
Executive Vice President of HWW” and that
sald instrument was signe n behalf of said corporation by
authority of its Board of Directors and gaid J, C. Hal?r, II1

acknowledged said instrument to be the free uct and deed o
said corporation.

£

-

otary c’in and for
The State of Texas

Printed Name of Notary:

SIGNATURE PAGE FOR THAT CERTAIN CONVEYANCE OF OVERRIDING
ROYALTY INTEREST (1988 PROSPECTS) AMONG WALTER DEVELOPMENT
CORPORATION AND LEEWAY & CO., ET AL.

E14DBG/12E
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EXHIBIT "A"

ASSIGNEES AND PERCENTAGES

Assignees Percentage
Leeway & Co. 31%
Bost & Co. 17%
Pitt & Co. 17%
Howard Hughes Medical Institute 17%
Kane & Co. 13%

How & Company 5%

All Assignees' addresses are c¢/o Chase Investors
Management Corporation as set forth in the Conveyance.




EXHIBIT "B"

Subject Interests

0il1 and Gas Lease of Sub~~-ged Lanus bearing Serial No. OCS-G 5547, effective

July 1, 1983, granted by : ited States of America, as Lessor, in favor of
Texaco Inc. and Union [ -any of California, as Lessees, covering all of
Block 160, Ship Shoal i :S Leasing Map, Louisiana Map No. 5, containing

approximately 5,000.00 a... .




EXHIBIT "C"

DETERMINATION OF A 20% RATE OF RETURN

The Assignees shall be deemed to have obtained a 20% rate of
return when the sum of the Discounted Net Cash Flow equals
the sum oI the Discounted Purchase Price. For the purposes
of this Convuyance, "Discounted Net Cash Flow" shall mean
the product of (i) the portion of the cash which is attri-
butable solely to the Development Interests and which would
have been paid to the Assignees, collectively, in a given
mor.th from their Overriding Royalty Interest in connection
»th the Development Interests if the Net Cash Flow attri-
butable to the Exploration Interests had not been combined
therewith, multiplied by (ii) the discount factor corres-
ponding to such month as set forth below; "Discounted
Purchase Price" shall mean the product of (i) the portion of
the purchase price .nd payments made under Section 4.02 of
the Master Purchase Agreement paid by the Assignees, collec-
tively, in a given month pursuant to the Master Purchase
Agreement in connection with the Development Interests,
multiplied by (ii) the discount iactor corresponding to such
ronth as set forth below.

For the purpose of this Cconveyance, all payments made or
deemed to have been made by or to the Assignees in a given
month shall be deciied made on the last day of such month.

Samples Discount Factors

Period End of Calendar Month/Year Discount Factor
1 8/87 .9849214
2 9/87 .9700701
3 10/87 .9554428
4 11,87 .9410360
5 12/87 .9268465
6 1/88 .9128709
7 2/88 .8991061
o 3/88 .8855488
2 4/88 .8721960
10 5/88 .8590444
11 6/88 .8460912
12 7/88 .B333333
Ther=after: Intentionally omitted, to be calculated

in the sar - -=2+thod as the above discount
factors a .arived.



