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

Attsntlon: Ms. Ruby I . Boehm 

Re: Act of Partial Release of Multiple Security 
Interests from Bank One, Texas, National 
Association to Zilkha Energy Company, et a l . 
Our F i l e No. 02666.0023 

Dear Ms. Boehm: 

Ws have t h i s date f i l e d the following document into ths 
mortgage records for Federal Lease OCS-G 2933, Wost Delta Block 63: 

Act of Part i a l Release of Multiple Security 
Interests from Bank One, Texas, National 
Association to Zilkha Energy Company, g£ a_l. 

The federal leases affected by the aforesaid instrument 
are i d e n t i f i e d as follows: 

(1) OCS-G 2933; 
(2) OCS-G 3601; 
(3) OCS-G 5408; 
(4) OCS-G 5350; 
(5) OCS-G 4844; 
(6) OCS-G 9428; 
(7) OCS-G 7699; 
(8) OCS-G 7700; 
(9) OCS-G 5395; 
(10) OCS-G 0978; 
(11) OCS-G 5547; 
(12) OCS-G 5218; 
(13) OCS-G 4082; 
(14) OCS-C 8457; 
(15) OCS-G 5366; 
(16) OCS-G 8645; 
(17) OCS-G 5466? and 
(18) OCS-G 0807. 

I t has been our experience v i t h your o f f i c e i n the past 
vhen dealing v i t h instruments of t h i s nature vhich a f f e c t a number 
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of leaaee that ti.e procedure to be followed ia to f i l a the 
originals of tha instruments in one laaaa f i l a , and to f i l a lettera 
i n the remaining laaaa f i l e s reflecting the f i l i n g and referencing 
tha leaae f i l a where the instruments can ba seen. We therefore 
request that aince the aforesaid original waa filed in the lease 
f i l e for OCS-G 2933 that a copy of thia latter ba filed in the 
laaaa f i l e s for OCS-G 3601, OCS-G 5408, OCS-G 5350, OCS-G 4844, 
OCS-G 9428, OCS-G 7699, OCS-G 7700, OCS-G 5395, OCS-G 0978, OCS-G 
5547, OCS-G 5218, OCS-G 4082, OCS-G 8457, OCS-G 5366, OCS-G 8645, 
OCS-G 5466, and OCS-G 0007. We also requeat that you indicate on 
tha copy of thia latter, the date, time and place of the above 
f i l i n g . 

I t i a our under atand ing that one drawback to thia 
procedure ia the possibility that the laaaa f i l a for OCS-G 2933 
Bight at aoaa point be placed in tha archives, or othervise 
destroyed. Wa do not know under vhat circumstances that might 
occur. We vould assume that i t i s possibls that OCS-G 2933 could 
go off production or othervise terminate vhile the remaining leases 
ara being maintained. We ask that you make e notation in your 
f i l a a to conault us prior to destroying ths f i l e s for OCS-G 293J, 
so that vs aay aake any necessary arrangements to continue the 
affact of our f i l i n g . 

We appreciate your assistance vith thia matter. I f you hava 
any questions or difficulties concerning this f i l i n g , please dc not 
hesitate to give me s c a l l . 

With bast viahas, I aa 

Yours vary truly, 

Caroline A. Knobloch 
Landman 

CAK/sah3940/a 
c c : L i s a S. Jaubert 

Vick i G. Wall 
William C. Wallace 

RECEIVED THE ABOVE INSTRUMENTS AND FILED SAME XN 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 A CAS CORPORATION 

September 11, 1990 

United States Department of the Interior 
Minerals Management Service 
Attention: Mrs. La Nelle Boehm 
Adjudication Unit, LE-3-1 
1201 Elmwood Park Boulevard 
New Orleans, Louisiana 70123-2394 

Ladies and Gentlemen: 

Enclosed you wi l l f ind an executed copy of the following described Conveyance 
of Overriding Royalty Interest affecting the captioned lease for f i l i n g : 

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., Pi t t & Co., Howard 
Hughes Medical Inst i tu te, Pace & Co., and EMP & Co., as Assignees, 
affecting Federal Lease OCS-G 5547, Block 160, Ship Shoal Area, 
Federal Offshore Louisiana. 

We are enclosing our check in the amount of $25.00 to cover the f i l i ng fee for 
the above conveyance. 

We request that the above Conveyance of Overriding Royalty Interest be placed 
in the f i l e affecting the captioned lease, and that you evidence such f i l i ng 
by signing and returning the enclosed copy of this le t te r . Also, please date 
stamp and return the enclosed xerox copy of this conveyance for our f i l es . 

RAW:hf 
Enclosures 

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

MINERALS NANAGEMENT SERVICE R E C E I V E D 

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

Ron A. Wilson 

TITLE: Supervisory Mineral Leasing Specialist 

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



SHIP SHOAL AREA BLOCK 160 
OCS-G 5547 

CONVEYANCE OF OVERRIDING ROYALTY INTEREST 

That WALTER ENERGY CORPORATION, a Texas corporation w'.di offices at 
240 The Main Building, 1212 Main Street, Houston, Texai 77002 ("Assign j f ) , 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 pirt hereof for all purooses ("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, Grant, Convey, Transfer, Assign, Set Over, and Deliver unto Assignees, 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), effectrve 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 covc.ea 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 attributable 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 tbe rights and appurtenances thereto in anywise belonging, unto Assignees, their 
successors 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: 

"Abandonment Costs" shall mean the costs of plugging and abandoning the Subject 
Wells, the costs 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 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. 
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"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 arc 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 Royalty Interest 

"Effective Dau" 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 in tbe Master 
Purchase Agreement 

"Leases* shall mean all of the oil, gas and other mineral leases, as 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 Exhibit "B" attached hereto and any leasehold interest in any other ofl 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 
acquires or maintains an interest, and (ii) any oil and gas lease, oil, gas, and mineral lease, 
or 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 to the extent, that such subsequent lease (aa) covers aH 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" thall mean the costs of manufacturing, 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, 
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 othen effectrve as of August 24, 
1990. 

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

"Net Cash Flow" shall have the meaning attributed to it in Section 23(e). 

"A'e* Cash Flow Account" shaU mean the account maintained in accordance with 
the previsions of Section 2.3. 

"NRT 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 tbe Overriding 
Royalty Interest conveyed pursuant to this Conveyance). 

"Overproduced Pany 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 whh 
respect to such gas balancing arrangement For purposes of this Conveyance, "gas 
balancing arrangement" shall include any relationship, under law or otherwise, where parties 
are obliged to account to others, in gas or in cash for prior disproportionate production 
of gas from any well 

"Overriding Royalty Interest shaU have the meaning attributed to it in tbe first 
grammatical paragraph of this Conveyance. 
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"Person" thall mean any individual, partnership, corporation, trust, unincorporated 
association, governmental agency, subdivision, or instrumentality, or other entity or 
association. 

"Proceeds Percentage" thall 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" thall 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 tuch month it 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" thall have the meaning attributed to it in Section 2.3(e). 

"Reversion Amount thall mean an amount of cath equal to the total sum thereto
fore paid by Assignees ic ORI Purcnase 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" shall mean each land and character of right, title, claim, or 
interest (collectively the "rights") that Assignor has or owns pursuant to the Acquisition 
Agreement in and to tbe 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 otiier 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 VH 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 tuch rights are tubject on the Effective Date and 
any and all renewals and extensions of the right occurring within one year after the 
expiration of tuch right 

"Subject Minerals" shall mean aH Minerals in and under and that may be produced, 
saved, and told from, and that thall 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 thaU 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 tuch non-consent open tions, provided 



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

"Subject WetT 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 Puny 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. 

W 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 H 

11 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 Assignee! shall look solely to the Subject Minerals and payments in respect 
tnereof (as provided herein) for the satisfaction and realization of the Overriding Royalty 
Interest 

22 Except 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 hs 
own share of Minerals, the obligation to market or cause to be marketed the Minerals 
allocable to the Ovemding 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 hs own share of such Minerals from such Lease. To the extent Assignor is not 
marketing or causing to be marketed its own share of Minerals, Assignor shall use hs 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 Ovemding Royalty Interest in respect of each Lease whh purchasers 
possessing a credit standing that a prudent operator would find acceptable. Should 
Assignees dispose of their Overriding Royalty Interest 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. 

2.3 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 tbe Effective Date, of the gross proceeds (determined before 
calculating ihe Overriding Royalty Interest) from the sale of all Subject Minerals 
(induding, without limitation, proceeds attributable to take or pay payments) attributable 
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 shaO be reduced by the Manufacturing 
Proceeds; 

(ii) if as a result of the occurence 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; 

(iii) 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 fbr any payr ents 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 
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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, tbat the Net 
Cash Flow Account shall not be credited with any 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 Assignor 
by such escrow agent; provided, however, that the Net Cash Flow 
Account shall not he 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 

(v) 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 vhe 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 Assignor̂  proportionate share of gas shall not be 
credited to the Net Cash Flow Account but shall be held by Assignor 
in an account (the "Surplus Account") 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 
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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 to (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 accrueJ 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, tbe 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 Account; provided that to the extent such funds are 
insufficient to satisfy such cash settlement, any interest accrued on 
such funds shall be used by Assignor in juch settlement; and any 
remaining interest thall be released to Assignor and shall r ot 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 Parry: 

(aa) when Assignor is producing less than its proportionate 
share of gas, only the actual amounts received by Assignor from the 
sale or otber disposition of gas shall be credited to the Net Cash 
Flow Account, and any amounts received by othert from the tale 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 
aH such production; and 
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(cc) if Assignor should receive settlement 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 debited with an amount equal to the sum of the folloving (other than Manufacturing 
Costs), to the extent uVt the same are properly allocable to the Subject Wells for which 
ruch 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, subsequent to the Effective Date, but only to the extent that such items have 
not been used as a ba<is for measuring any purchase price paid by Assignees to Assignor 
for this Conveyance, 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 tlie 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; 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, transporta
tion, and marketing of production from the Subject Wells; 

(iii) The cosu of litigation, liens, judgments, and liquidated liabilities 
including amounts paid as a refund, penalty, or interest ber ose the amount 
initially received by Assignor as a sales price of Subject Minerals was more, 
or allegedly more, than permitted by thc terms of any applicable contract, 
statute, regulation, order, decree, or oiher obligation (provided, however, 
that sucb amounts were previously credited to the Nst Cash Flow Account) 
and claims attributable to the operation, maintenance, or production of tbe 
wells; 



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

(v; />irect costs which Assignor may be required to pay to counsel 
for Assign;~ and to Huddleston & Co., as engineering consultant for 
Assignee* in connection with or relating to the negotiation, preparation and 
re -iw of the Master Purchase Agreement and all v. .her documents or 
u.itruments delivered in connection therewith, mcluding this rbirveyance; 
recording costs incurred in connection with the filing of this Conveyance; and 
the costs incurred by Assignor fbr the audits, if any, conducted by An'ignees 
pursuant to Section 23(i) below; 

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

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

(viii) Subject to the provisions of Article VUl hereof, an amount 
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 aie paid out of the Abandonment 
Cost Escrow Account); 

(ix) The costs incurred by Assignor in connection with tbe 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 fbr the 
necessary or proper drilling, completion, hook up, production, operation, 
reworking, recomputing, and maintenance of the Subject Wells and the 
Subject Interests; 

(xii) All other costs incurred by Assignor pursuant to the A<-qusi-
tion Af M ient and any applicable operating agreement; 

provided that lU costs referred to in this Section 23(b) shall be reduced by (a) amounts 
received by Assignor ar bonus, advance royalty or other payments in er Election with any 
farmout as weU as any other similar arrangement or tbr dry bole, bottom hole or othei 
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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, equipment, pipelines or gathering 
lines related to the Subject I merer**, 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 tiie 
Subject Interests (d) any insurance proceeds received by Assignor in respect of the b abject 
Interests, (e) any excess amounts released to Assignor pursuant to the provisi u\ of 
tax;**! '. n'-i)(v)(dd) hereof, (f) any interest amounts released to Assignoi undei ''unions 
1:^', vYbb) and 2.3(a)(v)(cc) hereof, and (g) any amounts received by .Assignor from 
thr u parties as rental or use fees for personalty, platforms, equipment or gathering lines 
lelateo to the Subject Property. 

(c) iso':. ng set forth in this Section 23 shall be interpreted or applied 
in any manner that shall ever require or permit any duplication of 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 uiis Agreement or reflected in the Master Purchase 
/tgreement, or that shall ever require or -vrmit any inclusion of any charge to any Net 
Cash Flow Account tkat is reimburse! to »ttsignor at any time by any Person. Further, 
nc charge may be nade to the Net Cash F cw Account which is rsed to measure any 
purchase price for aiii Conveyance pursuant to the Master Purchase Agreement. 

(d) Ai tie end of each calendar year »vsr the Effective Date, a 
caH'lation of net cash flow (the "Nct Cash Flow") shall then be made by deduct) >q (? \*r. 
total uebits properly male to the Net Cash Flow Account during the such year pursue., t 
to Sectior: 23(b) from (it) t.ie total credits proper! - made to <ucn Net cash Fic?.* Aa..(. it 
during such year pursuant to Senior. 23(a) and app ip tne Proceed* Per cer t&gr to the 
result. 

(e) If the compilations maoe in aocordai - with Section 23(d) result 
in A negative sum ai the end of a /ear, tht' negathm. sum shall be deemed the "Debit 
Balance". Any Debit Balance shall be carried forward as a debit to the Net Cash Flow 
Account for the following yew. If there is a Debit Balance at the end of any annual 
period, no payments shall be made to Assignees in respect of the Overriding Royalty 
Intera* nor shill AM 4mees ever be liabie to make any payment to Assignor in respect of 
the Debit Balance. 

(f) At the end of e ,e?i quarter year ending on the last .iay of each of 
March, June and September (a "Reft ence Quarter") after tbe EfV tive Date, Assignor shall 
estinate the Net Cash Flow for such Reference Quarter by making the required 
calculations in acc . dance with this Conveyano as if the annual period had ended 01: the 
last day of the Reference Quarter for which su jh calculations are made which calculations 
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fhall take into account a.'. ;j» .or Referr-oe Quarters for su . calendar year. When the Net 
Cash Flrr.v for the aniual period is determined at the ev»« 1 of fit* yeas, appropriate 
adjustments shall be mads to reconcile differences of Assignor and Assignee between 
amounts actual!v distributed awitff this Ccmeyance and the annual Net Cash Flow at the 
enc1 of the year. 

(g) 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 

amount designated in writing by each Assignee from time to time) an amount in respect 
of the Subject Interests equal to the estimates for the immediately preceding Reference 
Quarter in accordance with Section 23(f). On or before the twenty-fifth (25th) day of 
January, Assignor shal1 transfer or cause ID be transferred to Assignees (by wire transfer 
to a bank account derigi .ted in writing by each Assignee from time to time) the adjusted 
estimated Net Cash Fk w for tbe immediately preceding year. 

(h) / d! fu ids delivered to Assignees on ac OHM c* the Over.idin • P.oya'ty 
interest shall be "ilci /wi and paid entirely and exclusive!? »>ut \i" •ho proce* ds attribut 
able to the oi '.jisci ?.i>rcrais in excess of the aggregate of We iicluring Proceeds (as 
provided herein); anti m no event *hall such p- * .rents ever exert d '00% cf the. riots fair 
market value of such f reduction (the "Gross Value") at the we'iihead before the pplication 
of any manufacturing, processing, refining cr inversion process or any rrAinpo .-sown away 
therefr;^; snd should the payments to Assignees, computed in accordant nê ewith evx 
exceed .nch Gross Value, then the amounts by whkh tuch payments ex*etd the Gross 
Value (tbe "Overage?) shall be susf ended and accrues; and it' the payments calculated ;it 
accordance herewith are mer again 'ess than the Gross Value, the Overage shall be added 
to subsequent payments but not ir .tn fmount which would then cause payments to exceed 
the Gross Value so that Assigned rhnU, if possible, be entitled to receive the total amount 
to be distributed hereunder as if the Lnitatior. imposed by the Gross Value had not been 
in effect 

(i) The books of accouir: «nd records of Assignor relating to the Net 
Cash Flow Account shall be open at all reasonable hires tot examination insrjectio*;, 
copying, and audit by Assignee-, tnd its representatives, at Assignor's expense, vf/jr- * «c 
a charge to the Net Cash Flow Account as provided in Section 23(b)(v) herrjk»ibrr/e. 

(j) No later than Aprii 15 of each ̂ 'ea:, the detennination of the -mount 
that should ha e been paid to Assignees pursuant io Section 23(e) in respect of the 
immediately preceding calendar year sliall be calculated by Assignor and submitted, 
together with substantiating data, by Assignor to Assignees fc approval If Assi;̂ .ces shall 
have received lest than the actual amount of itt Overriding Royalty Interest Assignor thaU 
deliver to Assignees, within seven (7) dayt after Assignor and Assignees hnve reached 
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agreement witb respect to such actual amount, u> amcunt necessary for Assignees to have 
received an amcunt equal to its Overriding Royalty Interest If Assignees shall have 
received more than the amount of its Overriding Royalty Interest Asrignor, within seven 
(7) days after Assignor and Assignees hnve reached agreemen. with rŝ ect to such actual 
amount, may charge the Net Cash Row Account with an amount ru T**ary to correct tbe 
imbalance unless Assignor has othr'- /ise made arrangements pursua r. o Section 3.C of 
the Master Purchase Agrteraeut to correct such imbalance. 

ARTICLE m 

3.1 Assignor shall furnish to Assignees (a) reports, in reasonable detail, *vu£ 
respect to (i) tie prod1;, ivity and productive life of all or any of the Subject Wells, 
(ii) the quantity of Su'uĵ .* Mtr: en is recoverable from all or any ui the Subject Wells, 
(iii) the projected proĉ edr and a sts attributable to the Subject Interests in respect of 
each such well, (iv) any changer made r.r p'onosed to be made in the metroes or 
treatment and operatfon of each :> ich veil, ai.y crcposci abaridf>nment of a "•ell any 
plugging of a well and reopening there it a Afferent tevel, any method ov . -rvsi »ving 
which ma) artrct such well, or any ou. ;tion that may materially incr *asr a* reduce the 
value of tbe Overriding Royarty Interest, and (b) if req jested by Assigt.v«s and to tbe 
extent not pT.hibited by agreements with third parties (Assignor hen ov agreeing to use 
its best effort to obtain the requisite consent (irom such third pat ei tu disclose such 
mformation tr. Hssignoes), pertine&t well data sufficient fo. ueVmf .. sii as*' reserve 
evaluations, including, witnou: limitation, electric logs, core data, bonv.rr hcie piiMure 
daU 4nd other reasonable well data. In addition, except as set forth in die immediately 
v jcceeding sentence, Assignor shail notify Assignees ninety i9d) days pricr tc the release, 
• urrender, or termination of any of the Subject Interests. Should Assignor not bave at 
teast ninety (90) days prior notice of such release, surrender, or terminauVxi, then Asrigrnr 
shall notify Assignees of such event as promptly as practicable after Assignor has njci 
notice. Assignor shall not be required to furnish the items refened to in clauses 
(i) through (iii) of the first sentence of this Section 3.1 more frequcr.lv ii once in each 
calendar year. 

3.2 On or before April 30 of each year, Assigncr shaO fuiiish to Assignees a 
written engineering report with respect to the Subject Interests end each Subject Well 
prepared as of January 1 of the year in question by the Independent Petiole um EngmcC. 
setting forth such firm's evaluation of proved developed and proved undeveloped Mineral 
Ieserves (and containing such comment-, with respect to probable Mineral reserves as the 
Indepencent Petroleum Engineer ma}- deem appropriate) att* Mutable to the Subject. 
Interests, using such set or sets of pricing assumption as nay he provided to the 
Independent Petroieum Engineer by Assignees. Such renort -hs*! i v forth estimates of 
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future net revenue, the .7 went value thereof it discounted rates, and the assumptions 
utilized in arriving at tb. estimates contained therein. 

3.3 No later tha 1 Api i! 30 of fich year, Assignor shall furnish to Agent an annual 
report for the immediateh/ pn̂ edmg calendar, year containing the computation of the Net 
Cash Flow, including the components the reof, prepared or u. vash basis anc* accompanied 
by a certified repoit of Ani iur Andersen & Co. Such report shall include a deir. ~KU itemi
zation, by type or classification, of tlie total costs and expenses paid by Assignor ard used 
in calculating Net Cash tviw. 

3.4 On or before the OUAI .erty Record Date, Assignor shall delner to Assi/mees 
a statement showing: 

(i) the computation of Net Cash Flow (or estim3.es tliereof as 
provided n Section 23(f)) attributable to the immediately preceding quarter 
»;ia tbe computation of Net Cash Flow paid to Assignees from and after the 
Effectrve Date until the close of such Reference Qua, ter; 

(ii) a summary of the computation made ur other methods used 
in determin sg thr- Manufacturing Proceeds during su.h Reference Quarter, 

(iii) a list of the w*Iia drilled on tb Subject Interests, a statement 
of the cost of each well completed or abandoned,' fxl a statemem describing 
the reason for abandoning any well; 

(iv) a general description of all mark rung arrcigemeiits, or any 
changes thereof, tlst have been made with respec* io Mineral.' r-sauced 
from the Subject interests during a Reference Quarter, and 

(v) J description of each sale, fnrmout 01' other disposiuon of an 
interest in tr,a Subject Interests by Assignor. 

It ir contemplated that in sime instances Assizor will noi bn tbr creator of the 
Subject Interests and hs access to information may be limited. Accordingly, the reports 
required by thv* Subsection 3.4 shall bs prepared by Atsigne*- based upon the best 
information reasonably available to it 
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ARTICLE IV 

THE PROVISIONS OF SECTION 23 AND THE NET CASH FLOW ACCOUNT 
PROVIDED FOR THRFIilN ARB FOR THE SOLE PURPOSE OF PROVIDING A 
MEASURE FOR DETERMINING THE OVERRIDING ROYALTY INTEREST, AND 
IN NO EVENT SHAII- ASSIGNEEi EVER BE LIABLE OR RESPONSIBLE IN ANY 
WAY FOR PAYMENT OF ANV PART OF THE COSTS AND EXPENSES 
CHARGED AGAINST ANV NET CASH FLOW ACCOUNT OR FOR ANY 
LIABILITIES INCURRED IN CONNECTION WITH THE DEVELOPING, EXPLOR
ING, DRILLING, EQUIPPING, TESTING, OPERATING, PRODUCING, MAINTAIN
ING, OR PLUGGING AND ABANDONING OF ANY WELL OR THE STORING, 
\ LANDUNG, 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 A* 0 AGAINST ANY LOSS, COST (INCLUDING, WITHOUT 
LIMITATION, THE COST OF THE SUIT AND ATTORNEYS FEES), CLAIM, 
CAUSE OF ACTION, AND LIABILITY ARISING OUT OF, RESULTING 1 ROM, OR 
ATTRIBUTABLE TO SAME OR, TO THE BREACH OF ANY COVENANT OR 
WARRANTY OF ASWGNOR UNDER THIS CONVEYANCE. 

ARTICLE V 

I T S THB EXPRESS INTENT OF ASSIGNOR AND ASSIGNEES THAT THP 
OVERRIDING ROYALTY INTEREST SI IALL CON? IVTUTE (AND THIS CONVEY
ANCE SHALL CONCLUSIVELY BB CONSTRUE FOR ALL PURPOSES AS 
CREATING) A SINGLE, SEPARATE NON-OPER VTTNG MINERAL RIGHT FOR 
WITH RESPECT TO THE SUBJECT INTERESTS ALL PURPOSES. WITHOUT 
LIMITATION OF THE GENERALITY OF THB IMMEDIATELY PRECEDING 
SENTENCE, ASSIGNOR AND ASSIGNEES ACKNOWLEDGE THAT ASSIGNEES 
IIAVE 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 SHARK IN ANY OPERATING DECISION WHATSOEVER. ASSIGNOR 
AND ASSIGNEE'S HEREBY LXPRHSSLY NEGATE ANY INTENT TO CREATE 
(AN' > THIS CONVEYANCE SHALL NEVER BB CONSTRUED AS CREATING) A 
MINING OR OTHER PARTNERSHIP OR JOINT VENTURE OR OTHER 
RELATIONSHIP SUBJECTING ASSIGNOR 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 
Leasei 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 aU matenal respects, with all applicable laws, 
rules, regulations, permits, orders, or decrees, except those being contested in good faith 
and by appropnate proceedings (provided that no forfeiture or loss of the Subject Interests 
or tbe 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 tbe 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 may be produced from a Subject Well); 
provided, however, tbat 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; 

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

(d) AU 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 resolution of such contest) that, if unpaid, may become a ben upon the 
Subject Interests or any of the Subject Wells, to be paid prior to delinquency; 

(e) AU machinery, equipment, and facilities of any kind now or hereafter 
located on the Subject Interests necessary or useful in tbe operation thereof or fbr 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; 

(f) 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 Subject Wells, or of any material proceedings instituted witb 
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, 

(g) The Subject Interests, the Subject Minerals, and the Subject Wells to 
be kept free and clear of liens, charges, and encumbrances of eveiy 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, 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 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 (rv) 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, tbe Umbrella 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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62 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 or each spacing unit containing any lands covered by the 
Leases unless a reasonable ar.d 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 quirements related to the Subject Interests and the Subject Weils that, if not 
compliec1 with, would have a material adverse effect upon the Subject Interests or the 
Subject Weils; and 

(c) Perform all matenal 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 
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 performance under such contracts and 
agreements of the other parties thereto. 

63 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, ovemding 
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 appUcable 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 performance of the duty 
or the taking of tins action in question. 
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ARTICLE VH 

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 requirements of any law or governmental 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 " .terests in such pool or unit Promptly after formation of any such unit, 
Assignor sha' i 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 Vm 

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 seventy-five percent (75%) of the Net Cash Flow (calculated without taking into 
account the placing of such amounts in the Abandonment Cost Escrow Account 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 futuie 
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. Tbe 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 tbat the escrow 
agent shall place such escrowed funds in ceitificates 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 
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is required to expend amounts or has expended amounts for Abandonment Cosu 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 DC 

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 tbe 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. 

92 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 ARI 
ENTITLED TO ALL OF THE BENEFITS, IMPLIED RIGHTS, AND COVENANTS TO 
WHICH OVERRIDING ROYALTY INTEREST OWNERS ARE ENTITLED AS A 
MATTER OF LAW. 

93 Assignor agrees not to sell, lease, sublease, transfer, dispose of, encumber, 
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 ponion 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 us Conveyance and unless the Person to whom 
same is disposed expressly assumes, ii . document delivered to Assignees, the covenants 

-20-



and warranties of Assignor to Assignees set forth in this Conveyx. xe, 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 
tnereof or any of the Subject Wells or any portion thereof shall release Assignor from hs 
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 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: c/o Chase Investors Management 
Corporation New York 

1211 Avenue of the Americas 
New York, New York 10036 

Attention: Managing Director 
Ofl & 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 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 executed by Assignor and Assignees. 

10.4 Assignor and Assignees shall from time to time do and perfonn 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 
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 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 : p 1 
in Brazoria County, Texas. Filings of this Conveyance shall also be made wherever 
necessary to establish Assignee's priority of interest and to prevent a trustee in bankruptcy 
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 Management Service. 

'ailure of Assignor or Assignees to insist upon strict performance of any 
. shall not constitute a waiver of or estoppel against asserting the right to 

icquu. such perfonnan<*e 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 
tbat 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 3Y 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 APPI ICABLE; AND THEN ONLY TO THE 
EXTENT OF SUCH MANDATORY APPUCATION. 

1C.8 Assignees agree to r.ctify Assignor iri the event of any conveyance, 
assignment or other transfer by Assignees of all or any part c i the Overriding Royalty 
Interest Upon Assignor's receipt of such p. Vacation, Assignor agrees to acknowledge and 
ratify such transfer so that from and iftei tiie effective date thereof, the rights and privi
leges hereof ffaw* r" — •he interests -ninsferred are concerned) shall remain in full force 
and effect e ' e same extent as if written as between Assignor and such 
transferee, t and agreements of Assignor and Assignees contained in this 
Conveyai,: ion thc successors and assigns of Assignor a;id shall inure 
to the bene. " s and assigns of Assignees. 
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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 tbe 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 rules 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 tbe 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 pc iod) permitted 
uy such rule that will result in no violation. To the extent such maximum period is 
permitted to be determined ty reference to "fives in being". Assignor and Assignees agree 
that "fiver 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 
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EXECUTED effectrve for all purposes ai of the Effective Pate. 

ASSIGNOR: WTfNESSJS: 

WALTER ENERGY CORPORATION 

BV i C hk£&. g=-
/ J . C Walter HI 

' President 

THE STATE OF TEXAS 

COUNTY OF HARRIS 

On thtt 10th day of S tember 1990, before me appeared J. C Walter 
HI, 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 authoriry of itt Board of Directors and said J. C Walter III, acknowledged 
said instrument to be the free act and deed of said corporation. 

My Commission Expires: 

Safllaatttr. 30. \m 

Notary Public in »nd for 
The State of Texas 

Printed Name of Notary: 

Helan Fowler 

'.otl 
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EXHIBIT "A" 

To thc Conveyance 

ASSIGNEES AND PERCENTAGES 

Assignees Percentages 

Leeway A Co. 31% 

Bost A Co. 9% 

Pitt A Co. 39% 

Howaid Hughes Medical Institute 5% 

Pace A Co. 7% 

EMP & Co. 9% 

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

MSJt2KlMM/M 



EXHIBIT "B" 

To the Conveyance 

SUBJECT INTERESTS 

Ship Shoal Block 160: 

011 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. snd Union 011 Company of California, as Lessees, 
bearing Serial No. OCS-G 5547, covering all of Block 160, Ship 
Shoal Area, as « m on OCS Leasing Nap, Louisiana Nip No. 5. 

Vermi Von Block 95: 

"•*s Lease of Submerged Lands ("the Lease") bearing Serial 
5408, dated effective as of July 1, 1983, between ht 

>s of America, as Lessor, and Shell Offshore, Inc., 
oration Company, Fluor 011 & Gas Corp., and Apache 

c , as Lessees, covering all of Block 95, Vermilion Area, 
as shown on OCS Leasing Nap, Louisiana Nap No. 3, containing 
approximately 5,000 acres; INSOFAR AND ONLY INSOFAR said Lease 
covers and affects operating 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 equlvilent of the base 
of the productive sand seen it 9,600' TV'> In OCS-G 5408 Well No. 
1, located on Vermilion Block 95. 

wast Pelta Blocks 62 ind 63 

(i) West Oelti Block 62: Oil and Gis Lease of Submerged Lands dated 
effective is of August 1, 1977, between the United States of 
America, is Lessor, ind Nasi Petroleum Company, is Lessee, 
covering i l l of Block 62, West Delta Arti, is shown on OCS 
Official Leasing Nip, Louisiana Nip No. 8, ind bearing Serial No. 
OCS-G 3601; INSOFAR AND ONLY INSOFAR is such Ltist covers ind 
affects: 

( l l ) Tht Southeast Qjarter (SE/4); tht Northeast Quarter of tht 
Southeast Quarter of tht Southwest Quarter (NE/4 SE/4 SW/4); 
tht Southeast Quarttr of tht Northeast Quarter of tht 
Southwest Quarttr (SE/4 NE/4 SW/4) of Block 62, West Delta 
Arti, covering the dtpths below 13,178' ND - 12,863' TVD (-
12,765' substi) is encountered In the Nasi Pttroltua Co., 
OCS-G 3601, Wtst Delta Block 62 No. 5 ST Well; ind 



(bb) The Northeast Quarter (NE/4); the Northwest Quarter (NW/4); 
tho Host Half of the Southwest Quarter (H/2 SW/4); the West 
Half of tho East Half of tho Southwest Quarter (W/2 F "l 
SW/4); the Northeast Quarter of the Northeast Quarter of toe 
Southwest Quarter (NE/4 NE/4 SW/4); tho Southeast Quarter of 
tho Southeast Quarter of the Southwest Quarter (SE/4 SE/4 
SW/4) of Bloc* 62, West Delta Aroa, covering depths froa tho 
surface of tho earth down to and Including the measured 
dopth of 30,000'. 

(b) West Delta Block 63: 011 and Gas Lease of Submerged Lands datod 
effective as of December 1, 1974, between the United States of 
America, as Lessor, and Atlantic Richfield Company, as Lessee, 
covering all of Block 63, West Delta Aroa, as shown on OCS 
Official Leasing Hap, Louisiana Hap No. 8, and bearing Serial No. 
OCS-G 2933. 
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O C S - G ss»Uv-r 

SCOTT P. GALLINGMOUSE 
LISA S. J A U K f t T 
CHARLES P. K N O T , JR 
r . N tCL iS ROSCRTS 
O. rOCNSTC* S C M U U T I I I 
GERALD F SLATTCRT, J * 
WILLIAM C. WALLACE 

J A C K S O N & W A L K E R 
ATTORNEYS AND COUNSELORS 

L L * C T O W C * 

S O * P O Y D R A S . S U I T E SOOO 

NEW ORLEANS. LOUISIANA 70111-4001 
T E L E P H O N E I 5 0 4 I 9 8 * 8 8 0 0 

T E L E C O P Y <BO« i 8 8 A - 8 2 I 8 

September 4, 1990 

OTHER L O T V . IONS 

OALLAS 
N O U ' fON 
r O P T WORTH 

R E C E i V E D 

Minerals Management Service SEP 4 1990 
1201 Elmwood Park Blvd. 
Naw Orlaana, Loulaiana 70123-2394 Minerals Management Service 

Ussiag & Environment 
Attantlont Mm. Ruby I. Boehm 

Ra: ucc-3 Financing Statamant Change (Partial release) 
Zilkha Energy Company, et al.. Debtors, 
Bank One, Texaa, National Aaaociatlon, Secured Party 
Our Pile No. 02666.0023 

Daar Ma. Boehm: 

Wa hava this date filed the following document Into the 
mortgage recorda for Federal Laaaa OCS-G 5408, Vermilion Area, 
Block 95: 

UCC-3 Financing Statamant Change from Zilkha 
Energy Coapany, et al.. aa Dabtora, to Bank 
Ona, Taxaa, National Association, as Secured 
Party, relating to OCS-G 5408 and OCS-G 554/. 

Tha fadaral laaaea affacted by tha aforesaid instrument 
ara identif lad aa followa: 

(1) OCS-G 5408; and 

(2) OCS-G 5547 

Zt haa barm our *xparier.se with your office ir. to* p.».st 
when dealing with instruments of this mature which ai \oct a 'luebsr 
of laaaaa that the procedure to be followed i:~ to t i l - tht 
originals of tha instruments in ona laaaa file, anc! t. £11* lettera 
in tha remaining laaaa filea reflecting the filir.- am' :-tr?cinc 
tha leaae f i l a vhere the instruments can be sc*n. tfn +ht.. eic-
requeat that ainca the aforesaid original vaa ft.1««d in th> .v*a-
file for ocs-G 5408 that a copy of thia latter je filed in t. 
leasa f i l a for OCS-G 5547. Na alao requeat that ;•• u ' ficat* r. 
tha copy of thia letter, the data, tiae and place of thn above 
filing. 

Zt ia our understanding that ona drawee' to thia 
procedure i s tha possibility that tha laaaa f i l a for OCS-G 5408 



Minerals Managaaant Servico 
September 4, 1990 
Pags 2 

•ight at some point be placad in the archives, or othervise 
destroyed. We do not know under vhat circumstances that sight 
occur. We vould assume that i t i a poaaibie that OCS-G 5408 could 
go off production or otherwise terminate vhile laaaa OCS-O 5547 i a 
being maintained. We ask that you aaka a notation in your f i l a a 
to" consult ua prior to destroying the f i l e s for OCS-G 5408, ao that 
we say sake any neeeaaary arrangements to continue tha affect of 
our filing. 

We appreciate your assistance vith this matter. Zf you 
hava any questions or difficulties concerning thia f i l i n g , plaaaa 
do not hesitate to give w* a c a l l . 

With beat viahaa, Z am 

Yours very truly. 

Caroline A. Knobloch 
Landman 

CAK/sah 
oot Lisa 8. Jaubert 

Vicki G. Wall 
William C. Wallace 

3939ic«k/n 

RECEIVED THE ABOVE INSTRUMENTS AND FILED SANE ZN THB RECORDS OP 
THE OFFICE OF THE UNITED STATES MINERALS MANAGENENT SERVICE, NEW 
ORLEANS, LOUISIANA, THIS g DAY OF SEPTEMBER, 1990, AT 4tf/0 F A I 
O'CLOCK. 

UNITED STATES MINERALS MANAGEMENT SERVICE 

BY I 

« 



•ATRlClA O BRCC«ENH'DO' 
IRAVI* J C A U S C . J * 
ICOTT W> GALLINOMOUSt 
.•SA S JAUBCMT 
• • n e u J KALCP 
• N C C U S R O B E R T S 
J rOCMSTCR S C M U I l r HI 
JC BALD r SLATTERY JR 
WILLIAM C WALLACE 

A C K S O N & W A L K E R 
ATTORNEYS AND COUNSELORS 

LL * C TOWEB 

» 0 » P O T D ' AS. S m c e o o o 

N E W O R L E A N S . LOUISIANA 70112 

T C L C P H O N C " S O * 5 8 * 5 * 0 0 

T C L C C O P T ' S O * ' 8 8 « » * ! • 

OTHER LOC-T lONS 

DALLAS 
HOUSTON 
r o R T WORTH 

Pv Cour iei; 

A p r i l 16, 1990 

Attention: Ms. Ruby L. Boehn 

R E C E I V E D 

Minerals Management Service APR 16 1990 
1201 Elmwood Park Blvd. 
New Orleans, LA 70123-2394 Minerals Management Service 

Leasmg & Environment 

Rm: 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 instruraents 
which we requeat be f i l e d in the records of the Minerals Management 
Service: 

1. Act of Collateral Chattel Mortgage and Collateral 
Mortgage, Pledge and Assignment, dated April 12, 1990 
from Walter O i l & Gas Corporation, mortgagor in favor of 
Citibank, N.A., in the principal amount of 
$18,000,000.00. 

2. Financing Statement from Walter Oi l 6 Gas Corporation, 
Debtor, in favor of City Bank, N.A., secured party. 

The mineral leases affected by the aforesaid instruments are 
identified as followa: 

1. OCS-G 6618 6. OCS-G 7699 

2. OCS-G 5395 7. OCS-G 7700 

3. OCS-G 8655 e. OCS-G 4436 

4. OCS-G 8656 0. OCS-G 4828 

5. OCS-G 5547 10. OCS-G 5408 



Minerals Managenent Service 
April 16, 1990 
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11. OCS-G 4818 14. OCS-G 5350 

12. OCS-G 9428 15. OCS-G 3601 

13. OCS-G 4844 OCS-G 2933 

I t has been our experience vith your office in the pest vhen 
dealing with instruaents of this nature vhich effect a nunber of 
leases that the procedure to be followed i s to f i l e the originals 
of ths instruaents in one lease f i l e , and to f i l e letters in the 
renaining lease f i l e s reflecting the f i l i n g and referencing the 
leass f i l e vhere the instruaents csn be found. He therefore 
request that the aforesaid originals of the instruments be recorded 
in the leaae f i l e for OCS-G 2933 and ve enclose 15 copies of this 
letter to be f i l e d in the reaaining lease f i l e a . The peraon 
delivering these instruaents v i l l have our firn check for payment 
of the fi l i n v feea. Ne estiaate the cost of f i l i n g to be $425.00 
($25.00 per docuaent for f i l i n g each of the tvo original documents 
referred to above and 15 copiea of thia l e t t e r ) . Ne alao requeat 
that you indicate on the copy of thia latter, the data, tiae and 
place of the abova f i l i n g . 

I t ia our understanding that one drav back of thia procedure 
io ths possibility that the leaae f i l e for OCS-G 2933 sight at aoae 
point be placed in the archives, or otherwise destroyed. Ne do not 
know under vhat circumstances that might recur. Ne would assume 
that i t i s possible that OCS-G 2933 could go off production or 
otherwise terminate while the other laaaaa ware being aaintained. 
Ne aak that you aaka a notation in your f i l e s to consult us prior 
to doing so, so that we aay aake any necessary arrangements to 
continue the effect of our f i l i n g . 

Ne appreciete your assistance in this matter. I f you have any 
questions or dif f i c u l t i e s concerning this f i l i n g , plsaae contact 
ua. 

With beat wishes, I aa. 

CAK:jkn 
Enc. 
cc: Nilliaa C. Wallace 

Gray Muzzy 
Ron Wilaon 

Youra very trul 

Carolina A'. Knobloch 
Landman 

: 



M i n e r a l s Management S e r v i c e 
A p r i l 16, 1990 
Page - 3 -

RECEIVED THE AOOVE INSTRUMENTS AND F I L E D SAME IN THE RECORDS OF THE 
O F F I C E OF THE UNITED STATES MINERALS MANAGEMENT S E R V I C E , NEW 
ORLEANS, LOUISIANA, T H I S / f r ? DAY OF A P R I L , 1990 AT 3'. oc O'CLOCK 

M. 

UNITED STATES MINERALS MANAGEMENT SERVICE 

BY: 

7 5 1 / N 
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L I S K O W & L E W I S 

W I L L I A M M M E V C a t 
a o a c a r T J O « D I N 
C M M L M C O K t M i L L ' O N 
• C N l W L » r i T T C 
• I L L " M M I N I ! 
J A M B * L A C L L C T H * 
T H O M A S O M A B O C M A N 
J O N N M K I N O 
I D * A » 0 J O A » • 

• I N N n N • O O A O O N J K 
W I L L I A M m B l T T S 
L I O H J B C Y M O N D . J M 
J M A R T » T J O H N . j a 

DONALD « AAAU NIA 
JOHN M WILSON 
LAWACNCC « SIMON, jm 
r a s o c a t c a w B A A O L C Y 
a s a a v M M A S S A R I 
• O C N K r ( N D L * a 
T H O M A S ' O C T T I N 
O C O R O S M a o s i N S O N . j a 
O C O N O t J R O M A S 
M A R I L Y N C M A L O N E Y 
J O H ' H c . O I O L I O . j a 
a x u e e j . o a s c a 
» » T « i C « w a » « 
• S B O B A H I A N N a a i c c 
M M * T • H O L O C N 
J O B • N O A M A N 
T H O M A S M M c M A M A a A 
J A M C S N M A N S F l C L O B 
B I L L Y J D O M I N O U B 

' « « » • B M . S S t W I B 
P H I L I P • J O W S S . J « 
W I L L I A M W R U S H 
J U L U B s c i i w a a n 

A a a o r c s s i O N A L L A W C O B R O B A T I O N 

A T T O R N E Y S A T L A W 

N E W O R L E A N S , L A . 7 0 1 3 0 - 5 0 0 1 

O N B S M B L L S O U A B S 

» l » T l B T H P L O O B 

T S L B R M O N C I B O A I • • " • » » 

T B L B A a a a a o * I L I B A O W N L N I 

T S L S C O A i S B I B O A I 1 1 1 H O i 

I B O A I s a i - s i o * 

L A F A Y E T T E , L A . 7 0 S O S - S O O S 
• a a M a a o i N O S T B C B T 

a o S O B M O O * 

t u i M O N i t a i a i a j e - r * a * 

T W B S I O e O O - J A O * I L I B K O W L A P ! 

T S L B C o a i s a I J I S I B a r - a a a a 

New Orleans, Louisiana 
February 26, 1990 

C H A R L C B a o a i r n s 
B i C H A R O w B C V C L S J R 
j o s t R H a M t a c n r 
M A a o u c a T B A N O O N A N 
O A V I O W L I I - C 
J A M B S O M c M I C H A S L 
a i c n a a o B A N D C R B O N 
Y M B L A K C a C N N B T T 
« « » « A L O O K 
O C O A O C O B N B O a B . J " 
O O M n M A T C a a r r 
S O W I k W O B N N A B O 
W M C A A 0 W Y M A N 
C A T H B B l M C N B B O W N 

O C O A O C O C U N C I T • 
R R S I T M J « « » I T T 
C H I H H v C U N N I N O M A M 

S T C V L A M W A L T H C B 
a O B B U T « A N O B L I C O 
a o a c a r L, T H C B I O T 
O C N A L O L i v i I N 
O I O A O C A B C C N C A U X a t 
B C O l N A a F U M R T 
M A T T M B W H a a o w M 
M A J t i B a a s A u x B T B O U O 
J O N A T H A N A H U N T C B 
O S W A L D » s o a a i N O 
J O M N a C B B l S C 
D A N I C L C U O D O N I 
• R Y A N O B C O ' I B L O 
T H O M A S R O I A B 
J O M N a O U I L L O A - V 

M A A Y B . J O H N S O N 
U T H L C C N ' H B T C H U M 
S C O T T c > « I L S R 
C B C I L T B L I J I C T a A ' C M A N 

C M C R T f c M O L L S a S « O N N I C « 
MAHK D L A T H A M 

A O B C AT C S M I T H 

R E C E I V E D 
Nr. Roger J . Pearcy 
United Statea Departaent FQ "C ,?90 

of tha Interior 
Minerals Manageaent Service Minerals Managemeni Servxe 
Culf of Mexico Leasine & Envtan: ' 
OCS Region 
1201 Elmwood Parkway 
Mav Orleans, Louisiana 70123 

Rat Laaaea Mo. OCS-G 8645, OCS-G ssas, OCS-G 8398, 
OCS-G 9428a OCS-G 4844, OCS-G 5350. OC8-0 7700. 
OCS-0 7699. OCS-G 8457. OCS-G 0978. OCS-G 0807, 
OCS-G 5547. OCS-G 5218, OCS-G 5408 

Dear Mr. Pearcy: 

Encioaed ia one copy of Act of Supplement to Act of 
Co l la tera l Mortgage, Co l la tera l Chattel Mortgage, Pledge and 
Assignment. This supplements an Act of Collateral Mortgage, 
C o l l a t e r a l Chatte l Mortgage, Pledge and Assignment dated 
October 2, 1989 vhich affected the intereat of Zilkha Energy 
Company and Zilkha Energy Company Dril l ing Program 1 (collectively 
the "Mortgagor1*) in the above-described mineral leasee. In order 
to maintain a complete record of amendmenta thereto and in order 
to place third persons notice as to ths execution and efficacy of 
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February 26, 1990 2 

this Act of Supplement, please f i l e chis Act of Supplement 
together with a copy of this letter in your Mortgage File M-0978, 
and please f i l e a copy of this letter in each of the other lease 
f i l e s 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" ?rogram 1 
1201 Louisiana 
Suite 3200 
Houston, Texas 77002 

BANK ONE, TEXAS, NATIONAL ASSOCIATION 
910 Travis 
6tl. Floor 
Houston, Texas 77002 

Please acknowledge that the foregoing 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. 

Filing Accomplished 
As Requested thise?6 
day of Ri%ru/Hi^ . 1990. 
Minerals Management Service 
Gulf of Mexico 
OCS Region 

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

MCM/mls 
Enclosures 

Youra very truly, 

BY: 



POO MBank Buildir..-
910 Travis Street 
Houuon. lexas 77002-589} 

DALLAS HOUSTON AUSTIN 

WINSTEAD 
MCGUIRE 

SECHREST 
&MINIGK 
A rrc> and Corporat • _n 

AnihTKy* At Counsclon 

(715)655-0392 
t ie* 510-100-1721 
Telecopier (713) 951-5800 

Direct Du l : 

650-2794 

October 1 1 , 1989 

R E C E I V E D 
Mineral Management Service 
1201 Elmwood Park B lvd . r . n j -j n jqcq 
Nev Orleans, Lou i s iana 70123-2394 1 0 , 3 0 : ' 
A t t i on : LE. - 3 - 1 ... , „ 

Minerals Management Service 
Pe: O f f s h o n Leases t o be F i l e d : Leasing & Environment 

OCS-G7700 
OCS-G7699 
OCS-G9428 
OCS-G4844 
OCS-G5350 
OCS-G5408 
OCS-G5218 

•bCS-G5547 
OCS-G0978 
OCS-G 395 
OCS-G8645 

Dear .rs t 

OCS-G5366 
OCS-G8457 
OCS-G4082 
OCS-G4721 
OCS-~904? 
OCS-G7199 
OCS-G7200 
OCS-G6055 
OCS-G4578 
OCS-G6069 
OCS-G4082 

Enclosed aro eight (8) copies of a Deed of Trust, Mortgage, 
Assignment of Production, Security /.greement and Financing State
ment and eleven {14-) copies of an Act o£ Collater al Mortgage, 
Collateral Chattel Hortgage, Pledge and Assignment to be f i l e d i n 
the Case Files referenced above. I bave also enclosed copies of 
same to serve as acknowledgment of the f i l i n g s . Please return 
the acknowledgment instruments with a stamp r e f l e c t i n g the f i l e 
date for the instrument as soon as possible i n the enclosed post
age paid envelope. 

Enclosed i s our firm check i n tno amount of $550.00 repre
senting the f i l i n g fee i n t h i s matter. 



Mineral Management Service 
October 11, 1989 
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Please do not r e t u r n these instruments t o us. I f our check 
i s i n s u f f i c i e n t or i f there are any other impediments to f i l i n g , 
please c a l l me c o l l e c t a t the phone number i n d i c a t e d abovo. 

CRBrms 
Enclosures 
cc: John R. Bonica (of the Firm) 

429iHB«10M>AAA. 30 

101189s! : 

Very t r u l y yours, 

Claudia R. Blazek 
Legal Assistant 

R E C E I V E D 

OCT 13 1989 

Minerals Management Servicr 
Leasing 4 Environment 



STATE OF TEXAS 

COUNTY OF HARRIS 

SHIP SHOAL IbO 
OCS-0,5*41 

ACT OF COLLA" MORTGAGE, 
COLLATERAL CHATTEL MORTGAG. pLEDGE AND ASSIGNMENT 

BE IT KNOWN, that, on this 2nd day of October, 1989, before 

ae, a Notary Public in and for the aforesaid County and State, 

duly qualified and commissioned as auch, personally came and 

appeared ZILKHA ENERGY CONPANY ("ZSC"), a Delavare corporation, 

represented herein by John B. Holmes, Jr., ita duly authorized 

President, and ZILKHA ENERGY COMPANY DRILLING PROGRAM 1 ("the 

Partnership"), a Texas general partnership comprised of ZEC and 

Selim K. Zilkha Trust rapreaented herein by John B. Holmes, Jr., 

the duly authorized President of Zilkha Energy Company and by 

Selim K. Zilkha, Truatee of the Selim K. Zilkha Trust whose 

mailing addreaa is 1201 Louisiana, Suite 3200, Houston, 

Texas 77002 (ZEC and the Partnership, or either of them, may be 

referred to herein individually and collectively as "Mortgagor"), 

vho, after being by me first duly svorn, did depose and sa as 

follows. 

I. 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 villing to loan the 

same, and for such purpose Mortgagor does hereby declare and 

acknowledge a debt in the Sum of ONE HUNDRED MILLION AND NO/100 

DOLLARS ($100,000,000.00) and, in order to evidence aaid 

indebtedneaa, Mortgagor haa made, executed and given one (1) 

promiaaory note (hereinafter referred to simply aa the "Note" or 

"Said Note"), being described, as follows: 

Mote of even date herevith 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, 

R r r tr i vert Texaa, National Association, 910 Travis, 
C U L I VLLI 6 t h rioor, Houston, Texaa 77002, payable on 

demand, providing for interest at the rate of 
OCT 13 1989 twelve percent (12%) per annum from the date 

of tha Note, which Said Note provides that, 
>aWaaMinipmid 
Uasafel 



if th* sant is placed in the hands of an 
attorney or firm of attorneya for collection, 
compromise or other action, or to protect the 
intaraats of the holder or holders thereof, 
or if suit is filed thereon, the maker is to 
reimburse the holder or holders of Said Note 
for the reasonable fees of the attorney vho 
msy ba employed for such purposes plus all 
other reasonable costs of collection; 

vhich Said Note, after having been paraphed "Ne Vw.ietur" by me, 

tha undersigned Notary,, for identification herevith, vas 

delivered to Mortgagor vho acknowledged receipt thereof, the 

aaid Mortgagor further declaring that Said Note vould ba 

negotiated for tha purpose of raiaing funds as heretofore atated, 

and Mortgagor does by thesa praaanta acknowledge that Mortgagor 

ia indebted unto any and all future holder or holders of Said 

Mote (hereinafter referred to simply ss "Mortgagee") in the full 

amount of the aforesaid sum snd al l other indebtedness mentioned 

herein. 

1.02 MtgrntY'l rt t i -

Xf Said Mote is placed in the handa of an attorney or firm 

of attorneya for collection, compromise or othar action, or to 

protact tha interests of the holder or holders thereof or if suit 

is filed on Said Note, Mortgagor agreea to reimburse Mortgagee 

for tha raaaonabia fees of the attorney vho aay be employed for 

auch purpoaaa, plus all other reaaonable costs of collection. 

IX. GRANT OF MORTGAGE 

2.01 Grant of Mortoaoe. 

Nov, in ordar to aacure the full and punctual payment of 

Said Mots at maturity, or vhan otherwise dua hereunder, and a l l 

amounts owing in connection vith the renewal, extension and/or 

rearrangement of tha indebtedneaa rapraaented by Said Note, in 

vhole or in pare, together vith a l l intereat, attorney'a faaa, 

collection faaa, insurance premiums., assessaants, chargea, 

compensation of a keeper, taxas, costs and other amounts owing in 

connection therewith or owing under this Act (all of vhich being 

sometimes hereinafter collectively referred to aiaply as "Said 
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Indebtedness"), snd to secure the faithful observance and 

perfonnance of s l l 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 aame be held aa an original obligation or in pledge, 

the folloving described property (hereinafter referred to simply 

as the "Mortgaged Property"), to-wit: 

(a) The undivided intereata of Mortgagor aet 
forth on Exhibit A hereto and made a 
part hereof for a l l purposes in and to 
thoae certain Oil, Gaa and Mineral 
Leases (hereinsfter referred to simply 
as the "Subject Leaaes") described in 
Exhibit A; 

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

(c) Like undivided interests in and to all 
buildings, constructions and 
improvements nov rr hereafter placed 
upon aaid lands, ad all fixtures, 
movable property stt chad to immovable 
property and other movable property nov 
and hereafter placed thereon, before the 
final payment and discharge of a l l of 
Said Xndebtedneas, located on or uaed or 
obtained in connection vith any of the 
Subject Leases, including, but not 
limited to, a l l platforms, oil valla, 
gaa veils, veil equipment, gauges, pover 
and other planta, derricks, rigs, 
machinery, auppliea, aeparators, pumping 
units, tanka, tank batteries, X-mas 
treea, heater treaters, pipe, pipe 
lines, flov lines, vster lines, gss 
lines, pover lines, field gathering 
lines and systema, tubing, caaing, rods, 
fittings, metera, tools, valves, 
gssoline extraction planta, procaaaing, 
compression, dehydration, extraction 
planta and other fixturea, facilitiea, 
equipment, appurtenances, accessories, 
buildings and improvements of every kind 
and character,, and replacements thereof, 
nov .or -hereafter placed or erected on 

• such leases snd lands, or any of them, 
o<. uaed or useful thereon or in 
connection therewith; a l l of vhich are 
expressly immobilized by Mortgagor for 
the purpoae of thia Mortgage to the 
extent permitted by lav; provided that 
thia aortgage ahall attach to all auch 
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corporeal movable proparty in accordance 
vith the proviaiona of La. R.S. 31t203; 

(d) Like undivided interests in and to a l l 
o i l , gss, minerals and other 
hydrocarbons (hereinsfter referred to 
simply as the "Hydrocarbons") in, on snd 
under and in storsge on snd that msy be 
produced, ssved or sold from or 
sttributsble to the Subject Leases snd 
the rents, issues, profits, proceeds, 
products, revenues and other income from 
the aala or other discos it ion thereof. 
This paragrsph shsll oe construed ss s 
pledge of Mortgagor's interest in such 
Hydrocarbons pursusnt to Ls. R.S. 9:5351 
snd is in sddition to the pledge of such 
Hydrocarbons ss provided in Article VI 
hereof; 

(e) Like undivided intereata in and to any 
and all rights-of-way, easements, 
licenses, permits, frsnchises, units, 
opsrsting agreements, pooling 
agreements, sales contracts, procaaaing 
agreements and other contracta or 
agreements nov and hereafter executed, 
before the final payment and diacharge 
of all of the Said Indebtedness, 
relating to any of the property referred 
to in the foregoing Paragraphs (s), (b), 
(c) snd (d); 

(f) Any property that may from time to time 
hereafter, by delivery or by vriting of 
any kind, be subjected to the lien and 
privilege hereof by Mortgagor or by 
anyone acting on Mortgagor'a behalf; and 
Mortgagee is hereby authorised to 
receive the aame at any tima aa 
additional security hereunder; and 

(g) Like undivided interests in snd to s l l 
incorporeal rights thst sre or msy be 
incidentsl or accessory to the property 
referred to in the foregoing Paragraphs 
(a), (b), (c), (d), (e) and (f) or ita 
usa including but not limited to the 
rights sat forth in Ls. R.S. 9:5386. 

2.02 Term of Mortgage. 

Tha Mortgaged Property is to remain so specially mortgaged, 

affactad, hypothecated and pledged unto and in favor of Mortgagee 

until the full and final payment of Said Mote and Said 

Indebtedness. 

2.03 Posseeslon snd aa issuance of Mote bv Mortgagor. 

Mortgagor declared that this Mortgage ia executed and 

granted for tha equal benefit and aecurity of any and all future 
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holder or holders of tht Said Nott snd t h t i n t t r t s t thtrton st 

whatever period or for whatever cause Ssid Nott may bt issued or 

reissued, for sny rssson whatsoever I t is furthsr agreed snd 

understood t h s t possession of Ssid Nott st any t i n t by Mortgagor 

shal*. not in sny manner txtinguish or sffs c t Ssid Nott or t h t 

prtstnt nortgsgs stcuring t h t payment thereof, snd Mortgagor 

shsll hsvs ths r i g h t to issue snd rsissut Ssid Nott, from t i n t to 

t i r aa i t s interest or convsnisncs may raquira, vithout in any 

ner extinguisrnng or s f f t c t i n g t h t obligstion of Ssid Nott or 

se security of t h i s Mortgage. 

I I I . EVENTS OF DEFAULT 

3.01 Evsnts of Psf suit. 

Mortgagor consents, sgrsss snd stipulates thst sny ons or 

mort of t h t f o l l o v i n g tvtnts s h s l l constituts sn svsnt of dsfsult 

hereunder (hereinafter r t f t r r t d to simply ss sn "Evsnt of 

Default"), t o - w i t : 

(a) Xf d t f s u l t ba msds in ths dus snd 
punctual payment of Ssid Indebtedness or 
Said Note, or any part thsrsof ss snd 
vhsn ths sama ahall become dut, i n 
principal or i n t t r t a t , or any fats 
payablt by Mortgagor hereunder; 

(b) Zf Mortgagor s h s l l brtsch or d t f s u l t in 
ths dut observance or performance of sny 
obligstion, term, varranty, 
rsprsssntstion, covenant, sgrssmsnt, 
st i p u l a t i o n , condition or othsr 
provisions contsinsd in thi s mortgage or 
requirsd hsrsundsr to bt kept, observed 
or performed by Mortgagor; 

(c) I f this nortgsgs shsll st sny tims snd 
for any reason cesse to be in f u l l force 
and affect; or 

(d) Xf an Event of Default ahall have 
occurred under that certain Credit 
Agreemsnt of sven dsts hsrsvith between 
Mortgagor snd Sank One, Texaa, Natlonsl 
Associstion. 

3.02 Itemedies in Event of Default. 

Mortgagor does by these presents consent, sgree snd 

stipulate thst, upon ths occurrence of sny ons or mors of ths . 

Evsnts o" Default set forth in Section 3.01 hereof, Ssid Nots snd 
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Said Indebtedness shall, st ths option of Mortgagee, become due 

snd payable, sny provision in sny instrument to the contrary 

notwithstanding, and it ahall thereupon be lavful for Mortgagee, 

vithout making a demand and vithout notice or putting in default, 

the same being hereby expressly vaived, to cause s l l snd Singular 

the Mortgaged Property to be aeized snd sold by sxecutory process 

issued by. shy court of competent jurisdiction or to proceed vith 

enforcement of thia aortgage in any other manner provided by lav. 

3.03 Confeaaion of Judgment. 

Mortgagor hereby confesses judgment in fsvor of Mortgagee, 

up co ths f u l l smount of the principal, intarast snd attorney's 

fees nov snd/or hsrssfter oving on Ssid Note, snd ths ful l amount 

of Said Indebtedness, including a l l sums that Mortgagee may 

advsncs during the l i f e of this Mortgage for the payment of 

insurance premiums, taxes snd sssessments, or the protection snd 

preservation of the Mortgaged Property snd this Mortgage, as 

aut' "ised elsewhere herein. 

3.04 Authentic Evidence. 

Mortgagor sgrees thst, in the event thst sny proceedings sre 

taken under this Mortgage by vsy of sxscutory procsss or 

otherwise, sny snd s l l dselsrations of the fects msde by 

suthsntic set before s Notsry Public snd i the pressncs of 

two (2) witnesses by s person dsclsring that such facta l i e 

vithin hia knowledge, ahall conatitute authentic evidence of the 

facta for the purposes of sxscutory procsss. 

IV. REPRESENTATIONS, WARRANTIES AND COVENANTS DP MORTGAGOR 

4.01 Tsxss snd Assessments. 

Mortgagor declares thst thsre sre no tsxss or sssessments 

due on the Mortgaged Property, snd that a l l taxaa and assessments 

on such property have been paid up to and including the year 

immediately preceding the year in which thia Act ia executed 

except for taxaa and assessments which sre being contested in 

good fsith by spproprists proceedings diligsntly pursued, snd for 
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which adequate reserves have been established. Mortgagor sgrees 

to psy, before they shsll become delinquent, s l l taxes snd 

sssessments, whether locsl or otherwise, which msy be imposed on 

the Mortgaged Property, or the f si lure to psy which msy result in 

• the filing of s lisn, privilege or mortgage on the Mortgaged 

Property or sny psrt thereof, including s l l fd, valorem tsxss, 

frsnchise tsxss snd licsnss tsxss; provided, however, thst 

Mortgagor shsll not be required to psy or discharge sny tax, 

levy, ssssssment or governmental ehsrgs which is being contested 

in good fsith by spproprists procsedings diligently pursued, snd 

for which sdequste reserves hsvs been estsblished. Xn defsult of 

ths forsgoing, ths Mortgagee is hsrsby suthorissd to psy the ssme 

snd to become fully subrogated to s l l of ths rights of ths tsxing 

suthoritiss by rssson of such payments, snd such payments, 

together with interest thereon at the rste of twelve (12%) 

percent per annum from the dsts of such payments, shsll be 

sscured by the specisl mortgage herein grsnted, but nothing 

herein contained shsll be construed as making ths payment of such 

tsxss or assessments obligatory upon Mortgagee. Bach yaar, upon 

written requeat, Mortgagor agrees to preaent to Mortgagee 

official receipta from the tsxing suthoritiss showing the payment 

in full of a l l taxes snd assessments to which rsfsrsnce is msde 

in this paragraph, as well as a l l other taxaa or governmental 

chargss, tha fsilurs to psy which asy rssult in the filing of s 

lisn, privilege or aortgage on or against the Mortgaged Property. 

4.02 special Covensnts. 

Mortgagor does hereby specially covenant, sgree snd 

stipulate to the faithful fulfillment of the following 

stipulstions in fsvor of ths holder or holders of Ssid Mots, 

to-wit: 

(a) Except for oil and gaa production sold 
in ths ord i nsr y course of business, 
Mortgagor sgrees not to sell, mortgage, 
alienate or encumber the Mortgaged 
Property or any part thereof to the 
prejudice of thia Mortgage; 
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(b) To th* extent that it ia in its lawful 
power to so do (consideration being 
given to the contractual arrangements 
effecting the Subject Leases relative to 
che operation thereof), Mortgagor agrees 
not to abandon the Mortgaged Property or 
any part thereof; 

•(c) Mortgagor agrees to promptly pay or 
causs to be paid s l l amounts now and/or 
hereafter owing in connection vith labor 
and aervices performed end materials and 
auppiies furnished, on jr to the 
Mortgaged Property; and 

(d) Mortgagor covensnts that, st its 
expense, it v i l l , from time to time, 
upon request, do, sxscute, ecknovledge, 
deliver, record and file all auch 
further and additionsl sets, deeds, 
instruments snd sssursncss snd v i l l tsks 
s l l such further ection as msy be 
necesssry or spproprlste for securing, 
assuring snd confirming to snd in fsvor 
of Mortgagee, the property included or 
intended to be included by the sbovs 
descriptions snd the lien, security, 
mortgage snd pledge hereby crested snd 
intsnded to be crested, ss veil ss ths 
assignment snd pledge hereinsftsr 
contsined. 

4.03 Title to Mortgaged Property. 

Mortgagor hereby declarea that the Mortgaged Property stsnds 

rsgistered in the nsms of Mortgagor snd thst it hss not been 

heretofore sliensted by Mortgagor snd thst thsre srs no 

mortgages, liens, privileges or encumbrances, of rscord or 

otherwise, against such property except for the "Permitted 

Encumbrances" ss defined belov. Mortgager dsclsrss thst thsre 

srs no judgments, gsnsrsl or psrtlcuisr, of rscord in the United 

Ststss Courts against Mortgagor, snd no legal proceedinga pending 

againat Mortgagor except as disclosed to Mortgagee in vriting. 

4.04 Agreement of Mortgagor Relative to Operation of Mortgaged 
Property. 

Subject to any contractual arrangement affecting the Subject 

Leases relative to the operation thereof. Mortgagor further 

covenants and agrees thst, for so long as Said Note or any part 

of Said Indebtedness remains unpaid, Mortgagor ahall do and 

perform the folloving acta, or comply vith the folloving '* 

requirements, to-wit: 
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(•) Pay or cause to be paid vhen due, a l l 
amounts st sny time oving for labor, 
services, materials and supplies 
furnished in connection vith the 
operetion of the Mortgaged Property; 

(b) In sccordance vith prudent industry 
practice, conduct or cause to be 
conducted a l l drilling and other 
operations on the Mortgaged :roperty in 
good workmanlike, prudent and efficient 
manner; in accordance vith prudent 
industry prsctice keep snd maintain a l l 
material improvements, machinery snd 
equipment situstsd on, or used in 
connect fi.. vith, the operst ion of ssid 
propert/ in s good ststs of repair, 
normsl war snd tear excepted and not 
tolerate, suffer or permit the aame, or 
any mat&rtal part thereof, to be 
removed, so10 or encumbered vithout the 
prior vritten consent of Mortgsgee; 

(c) Keep esch of the Subject Lessss in f u l l 
fores snd sffsct, sxcspt such of ths 
Subject Lessss, i f sny, ss a reasonsbls, 
prudent operstor vould deem to be not 
potentially productive of Hydrocarbons 
in commercisi quantities; 

(d) Comply vith a l l proration snd 
conservation lsvs sppiicable to said 
properties and the rules snd regulstions 
of the Office of Conservation of the 
Ststs of Louisiana, snd othsr 
governmental suthoritiea having any 
jurisdiction thereof; 

(e) Furnish to Mortgagee, upon Mortgsgee's 
request, the identities of those psrtiss 
snd entities purchssing Hydrocarbons 
produced from the Mortgaged Properties; 

(f) Warrant snd defend the t i t l e to the 
Mortgaged Property snd the liens of 
Mortgagee hereunder againat the ciaima 
and demanda of a l l other peraons 
whomsoever except for the Permitted 
Encumbrances as dsfined belov; 

(g) Msintsin snd preserve the liens crsstsd 
hsreby so long ss Ssid Indebtedness 
remsins unpaid; 

(h) Immediately dsfend against sny material 
adverae claim vhich may be made againat 
t i t l e to the Mortgaged Property and take 
appropriate action to remove any 
material cloud upon t i t l a to ths 
Mortgaged Property; 

( i ) Promptly pay and diacharge a l l rentsls, 
deisy rsntsls, roysltiss snd 
indebtedness sccruing under, snd psrform 
or csuse to be performed esch snd svsry 
set, matter or thing required by, esch 
snd s l l 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 a l l other things necessary to keep 
unimpaired Mortgagor's rights vith 
respect thereto and prevent any material 
forfeiture thereof or material default 
thereunder; 

( j ) Operate the Mortgaged Property in a 
careful and eff cient manner in 
accordance vith the practicea of the 
industry and in compliance vith a l l 
applicable material contracts and 
agreements and in c* srpliance vith a l l 
applicable proration and conservation 
lavs of the jurisdiction in vhich the 
Mortgaged Property is situated, and a l l 
applicable lavs, 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 
vork as may be reasonably necessary to 
the prudent and economical operation of 
the Mortgaged Property in accordance 
vith prudent industry practices, 
including a l l to be done that may be 
appropriate to protect from diminution 
the productive capacity of the Mortgaged 
Property and each producing veil thereon 
including, vithout limitation, cleaning 
out and reconditioning esch v e i l from 
time to time, plugging snd completing st 
s different level esch such v e i l , 
drilling s substitute veil to conform to 
chsnged spscing regulations snd to 
protect the Mortgaged Property against 
drainage whenever snd as oftsn ss is 
nscsssary. 

4.05 Special Repressntstions snd warranties of Mortgagor. 

Mortgagor apecially rsprsssnts, varranta and covsnants to 

Mortgagee, as follows: 

(s) Mortgagor haa good and marketable t i t l e 
to the Mortgaged Property free and clear 
of a l l liena, aecurity interests, snd 
encumbrences sxcept fort ( i ) the 
matters ast forth in the descriptions of 
portions of ths Mortgaged Property on 
Exhibit A hereto snd minor sasements, 
zoning s t r i c t ions or othsr similar 
rsstrictions on the use of the Morton 
Prr-'^rty vhich do not. individual' 
in th* aggregate, mater i l l y affec tr-
Mortgaged Property or materislly i if. 
ths rights of Mortgagor to 
Mortgaged Pr~.p»rty; ( i i ) the lie.:, a. x 
security interest, evidenced by this 
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mortgage; ( i i i ) statutory liens for 
taxes vhich are not yet delinquent or 
vhich are being contested in good faith 
and for vhich adequate reserves have 
been established; and (iv) liens under 
operating agreements and unitization 
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 lav), pooling orders, and 
mechanics' and materialmen's liens vith 
respect to obligations .which are not yet 
due (the matters described in the 
foregoing clauses ( i ) , ( i i ) , ( i i i ) and 
(iv) being herein called the "Permitted 
Encumbrances"). The ownership of 
Mortgagor v i l l , after giving f u l l effect 
to the Permitted Encumbrances, (i) vith 
respect to each tract of land described 
in Exhibit A nereto in connection vith 
auch portion of the Mortgaged Property, 

(A) entitle Mortgagor to receive 
(aubject to the terms and provisions of 
this Mortgage) a decimal ahare of the 
Hydrocarbons produced from, or allocated 
to, such tract equal to the decimal 
share set forth in Exhibit A in 
connection vith such tract belov the 
vords "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, development and operation 
of such tract i f land equal to the 
decimal shsre set forth in Exhibit A in 
connection vith auch trsct belov the 
vords "Working Interest" or "W.I." (or 
vords of similar import) and ( i i ) if 
such tract of lsnd is shown in Exhibit A 
to be subject to a unit or units, vith 
respect to esch such unit, (A) entitle 
Mortgagor to receive (subject to the 
terms and proviaiona of thia Mortgage) a 
decimal shsre of s l l Hydrocarbons 
covered by such unit vhich sre produced 
from, or s l locsted to, such unit equal 
to the decimal ahsre set forth in 
Exhibit A in connection vith such 
portion of ths Mortgaged Property belov 
the vords "Unit Nst Revenue Interest" or 
"Unit N.R.I." or vords of similsr import 
(snd if such trsct of lsnd is subject to 
more thsn one unit, vords identifying 
such interest vith such unit), snd 

(B) obligste Mortgagor to bear a decimal 
shsrs of the cost of explorstion, 
development snd operst ion of such unit 
equal to ths dscimsl shsre set forth in 
Exhibit A in connection vith such 
portion of the Mortgaged Property belov 
the vords "Unit Working Interest" or 
"Unit W.I." or vords of similar import 
(and if auch tract of land is subject to 
more thsn one unit, vords identifying 
such intsrsst vith such unit); such 
shsrss or production vhich 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 
of 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 reflected 
in Exhibit A. 

(b) Mortgagor has full power and lawful 
authority to bargain, grar<t« sell, 
mortgage, assign, transfer convey and 
grant a security interest in the 
Mortgaged Propert/ as hi rein providei 
vithout obtaining tie waiver, conseot or 
approval of any lessor, sui: lessor, 
governmental a^enc/ or entity cr taf v, 

(c) The o i l , oas an.vor miners; 2ba»e&, 
contracts and other agreements ^orrnig a 
part of the mortgaged Prop' v are in 
full force md effect. Al. rvr.t-sls, 
royalties and othe.* payments <lae and 
payable under such ler.ses, ar.d other 
contracts *nd agree: .nts, forming a part 
of the Mortgaged Pr .-perty, or under the 
Permitted Encumbi .nces, have been 
properly and timely paid, and a l l 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, equipment and other 
personal property and fixtures forming a 
part of the Mortgaged Property are in 
good repair and condition, normal vear 
ond tear excepted, and are adequate for 
the normal operation of the Mortgaged 
Property in accordance vith prudent 
industry standards. 

(a) All producing veils located on the 
Mortgaged Property have been drilled, 
completed snd produced, end the 
Mortgaged Prope r t«- (and properties 
unitized therev • ) have been 
msintained, operate and developed, in 
good and vorkmanli'.e manner and material 
conformity vith a l l applicable lavs and 
a l l -ules, regulations anc orders of a l l 
duly constituted authorities having 
jurisdiction and in conformity vith a l l 
o i l , gas snd/or other mineral leasss and 
othsr contrscts snd agreements forming a 
part of the Mortgaged Property and in 
conformity vith the Permitted 
Encumbrances. 

(f) Mortgagor's "registered office" (as 
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 
vould reduce the interest of Mortgagor 
in the Mortgaged Property 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 ) Mo 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 coats 
relating to the Mortgaged Property 
greater than the Working Interest (as 
hereinafter defined) of Mortgagor 
vithout a corresponding increase in the 
Net Revenue Interest (aa hereinafter 
defined) of Mortgagor in auch portion of 
the Mortgaged Property, except in the 
event Mortgagor is obligated under an 
opt "ing agreement to assume a portion 
of ae&aulting parties' share of costs. 

V. REMEDIES AND RIGHTS OF HOLDER CF NOTE 

5.01 Modifjestlon gf Ind btedness or Security. 

From time to time extensions for the payment of any portion 

or a l l of the Said Note and/or Said Indebtedness may be grsnted; 

sdditional security msy be taker; sny portion of, or sny interest 

in thc Mortgaged Property, or the properties hereafter taken aa 

aecurity for Said Note and the Said Indebtedness, msy 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, vithout in anywise releasing, affecting, impairing, 

diminishing or lssssning this Mortgage, or sny liens, rights or 

privilsges saisting hereunder, or the priority hereof, or making 

sny of che ssme inferior to or equal to sny lien or clsim of sny 

other lienholder or psrty hsresftsr or st sny time ssserting or 

scquiring sny right, t i t l e , c l s i n or interest in snd to sny of 

said properties, or requiring the holder or holders of Ssid Note 

to account to snyone in sny respect. All other snd sdditional 

security at sny time existing in connection >'ith Ssid Note snd 

( Ssid Indebtedness s h s l l be considered snd held to be cumulative. 
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5.02 Waiver of Appraisement. 

Mortgagor expressly vaives the benefit of any and all lavs 

or parts of lavs relating to the appraisement of the property 

seized and aold under executory or other legal process, and 

consents and agrees that said property be aold vithout 

aprraisement to the highest bidder for cash. The proceeds of any 

sale held by any receiver or public officer in foreclosure of the 

lien and mortgage created hereby ahall be applied, aa follows: 

FIRST: To the payment of s l l necesssry 
costs snd expenses incident to sucn 
foreclosure ssle, including but not 
limited to s l l court costs snd 
sttorney's fess; 

SECOND: To ths payment of Ssid Indebted
ness, first to ths unpaid interest 
thereon snd thsn to the unpaid 
principal thereon; and 

THIRD: The remainder, if any, ahsll be 
paid to Mortgagor, ita successors 
or sssigns, as its or their 
interests may appear. 

5.03 Weaver pf Notice. 

Mortgagor hereby vaives ths three (3) and five (5) dsy 

not ies of demand snd deisy provided by Articles 2331 and 2639 of 

the Louisiana Code of Civil Procedure. 

5.04 we-jver pj Majahjlling gf As f i t I 

Mortgagor vsivss s l l rights to s marshalling of assets snd 

sgrees thst neither Mortgagor nor any other psrty shsll ever hsve 

the right to demsnd or require s marshalling of ssssts or ths 

ssls of ths Mortgaged Prooerty or sny other properties securing 

the payment of Ssid Nots snd/or Ssid Indebtedness in ths invsrse 

order of alienation. 

5.05 Wt pf MaiiflMtd Prop*rtv. 
Any ovner and holder of Said Note or of any part of Sa ' 

Indebtedness shsll be equally entitled to become the purchaaer „< 

any aale of the Mortgaged Property, or any part thereof, provided 

auch ovner and holder be the higheat bidder thereat. 
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5.06 No Hiivtr of Certain Rights. 

If Mortgsgee f s i l s to exercise sny option to declsre the 

maturity of the principal debt, or any other sums hereby secured, 

or pay any taxes, sssessments, liens or charges, the same shall 

not be considered as a waiver of his, her, their or its rights to 

exercise such option, or declare such maturity, or rrwke any such 

payment vith respect to sny psst or sny subsequent violation of 

sny obligstion, term, vsrrsnty, rspresentstion, covsnsnt, 

sgreement or stipulstion, condition or other provision herein 

contsined. 

5.07 Keeper of Mortgaged Property. 

(a) If an Event of Default shsll occur, Mortgsgee 

shsll hsvs snd is grsnted the right snd option to tsks over the 

operation of the Mortgaged Property to the ssme extent ss the 

Mortgagor, including the right to use s l l property covered by 

this Mortgage snd shall retain the shsre of production 

sttributsbls to the Mortgsged Property snd spply ssme to the 

dischsrge of Ssid Indebtedness both in principal and intereat. 

(b) In the event that the Mortgsged Property is seised 

ss sn incident to sn set ion for the enforcement of this Mortgsgs, 

Mortgagee (subject to any contractual arrangements sffscting the 

Subje t Lessss reletiva to the operetion thereof) shsll be 

permitted to nsme snd designste the keeper of such property in 

accodance vith ths provisions of Ls. R.S. 9:5131, f l aeo., ss 

from time to time smended. The keeper so named or designsted 

shsll be permitted to exercise, vithout interference from 

Mortgagor, any and a l l righta vhich Mortgagor haa vith respect to 

the mansgement, administration, possession, maintenance snd 

operetion of the Mortgsged Property. The keeper so named or 

designsted snail, to ths extent permitted by sppiicsbls lsv snd 

unless ths keeper is either the Mortgsgee or sn employee of 

Mortgagee, be entitled to a reasonable fss ss compenaation, vhich 

fee ahall not exceed ten percent (10%) of the amount due or aued 
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for or claimed or sought to be protected, preserved or enforced, 

snd shall be sscured by the lien cf this Mortgage. All costs, 

expenses snd lis b i l i t i e s of every chsrscter incurred by Mortgagee 

or the keeper in the menagement, administration, possession, 

maintenance snd operation of the Mortgaged Property, shsll 

constitute e demsnd obligstion owing to Mortgsgee by Mortgsgor, 

. vhich shsll bear interest from dete of expenditure until paid at 

the rate apecified in Said Mote, a l l of vhich ahsll constitute s 

portion of Ssid Indebtedness. 

5.08 waiver and Partial Releases. 

Mi thout in sny msnnsr impsiring its rights hereunder, 

Mortgagee msy, st any time and from time to time, in vriting: 

(e) Waive compiisnce by Mortgsgor vith sny 
covsnsnt herein mede by Mortgsgor to ths 
extsnt end in the msnner specified in 
such vriting; or, 

(b) Consent to Mortgagor's commission of sny 
set vhich hsreunder Mortgsgor is 
prohibited from doing, or to Mortgagor's 
fsilurs to do sny set vhich hsreunder 
the Mortgsgor is required to do, to the 
extent snd in the menner spec if isd in 
such vriting; or 

(c) Sxtsnd or suspend the period of time in 
vhich Mortgsgor is hsreunder required to 
do or perform sny act; or 

(d) Rslssse sny psrt of the Mortgaged 
Property, or sny interest therein, or 
sny procseds from ths lisn of this 
mortgage. 

5.09 Rjfjdjej tpd Rights Are Cujn.ul.ttm-

All remedies and righta exiating und to exiat in favor of 

the holder or holdera of Said Note, or any part of Said 

Indebtedneaa, vhether existing st lsv or in equity, or under the 

terms of this or any other inatruaant, ahall be consldsred ss 

cumulative one of the other snd not exclusive, snd ths grsnting 

of additional righta ahall not in anywise releaae, affect, 

impair, diminiah or lesssn sny liens, rights or privileges 

hereunder grsnted or hov existing. 
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VI. ASSIGNMENT AND PLEDGE OF PRODUCTION 

6.01 Assignment and Pledge of Production. 

(a) Mortgagor, in ordar to further secure the payment 

of Said Not* and Said Indebtedness, does by these presents 

tranafer, aaaign, convey, pledge and deliver unto Mortgagee, 

vhether the same be hel as an original obligation or in pledge, 

th* entire right, t i t l * and intaraat of Mortgagor in and to all 

of tha Hydrocarbons vhich ar* being or are to be produced, 

obtained or secured from the Mortgaged Property, including the 

revenues, proceeds and payments therefrom, present and future, 

together vith a l l auch sums aa may nov be due and owing to 

Mortgagor by the purchaser of auch Hydrocarbons, until the full 

smount of Said Mote and all of Said Indebtedneaa ia fully paid. 

It is the intention of the Mortgsgor thst the sscurity interest 

crssted by this Act extend to the proceeds, product, offspring, 

rsnts or profits gsnersted by or sttributabls to the Subject 

Leases as contemplated by 11 U.S.C.A. S552(b), as from time to 

time amended. 

(b) Anything herein contained to the contrary 

not vithatanding, until occurrence of an Event of Default under 

thia Mortgage by the Mortgagor, Mortgagor may continue to 

receive, retain and uae s l l such Hydrocarbons snd s l l procseds 

therefrom. After the occurrence of an Event of Default, 

Mortgagee ahall immediately have the right to receive, retain and 

uae all auch Hydrocarbons and a l l proceeda therefrom, and, in 

auch event. Mortgagee shsll give vritten notice to s l l psrtiss 

producing, purchssing or rsceiving sny such Hydrocarbons, or 

hsving such, or ths proceeds therefrom, in their possession thst, 

under the terms of this Mortgage, Mortgagee hss ths right 

thereunder to receipt, retain and uae all Hydrocarbons snd s l l 

procseds therefrom. Upon receiving such vritten notice, the 

purchsssrs of ssid Hydrocarbons shsll make the sforessid payments 

to ths then holder or holders of Ssid Note. Mortgagor hereby 
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sgrees to promptly execute and deliver to Mortgagee any and all 

transfer ordera and other instruments which may be necessary or 

required by sny person, firm 02 corporation transporting snd/or 

purchssing Hydrocarbons from the Mortgaged Property before making 

delivery or payment therefor to Mortgagee, vhich said transfer 

orders snd othsr instruments shsll be msde effective ss to s l l 

runs from snd siter the effective dste hereof. In no event shall 

Mortgagee be required or celled upon to execute or sign sny 

transfer ordsr, division ordsr or other instrument contsining sny 

covenants or vsrranties, or sny indemnity egreement, binding upon 

them. Subject to existing contrscts, Mortgsgor v i l l not permit 

any peraon to purchaae or take aaid Hydrocarbons from the 

Mortgaged Property vho refuses or fails to opersts under transfer 

orders, division orders, agreements or othsr instruments vhich 

sre upon terms snd conditions, provisions snd vsrrsnties 

acceptable to Mortgagee. Ths receipt of sny such rsvsnuss or 

procseds by Mortgsgee shsll in no msnner change or sltsr in sny 

respect the obligetions of Mortgagor vith rsspect to Ssid Note, 

or the maturity or payment of principal or interest thereon, but 

Ssid Note shsll continue es s vslid snd subsisting obligstion, 

subject to sny credits msde thereon, in sccordsncs vith the terms 

thsrsof, snd shsll be due end payable t f l c t l v in accordancs vith 

its tsnor snd sffscts; nor shsll t »% r .Ua*f» -T e.iy security for 

the payment of the Said Indebr n>--. »R «r,,-ite alter, vary or 

diminish the force and effect or of v th s mortgage or sny 

renewal or extension thsrsof or of Ssid Nots, snd ths lien 

thereof shsll continus ss to s l l of ths remainder of the 

Mortgsged Property not expressly relsssed, until full snd finsl 

payment of Ssid Indebtedness. Mortgsgor hereby irrevocsbly 

empowers Mortgagee to sign or endorse ths nsms of Mortgsgor upon 

s l l chscks snd othsr forma of payment rsesived by Mortgagee 

pursusnt to this pledge snd assignment vith respect to the 

ACT OF COLLATERAL MORTGAGE, 
COLLATERAL CHATTEL MORTGAGE, 
PLEDGE AND ASSIGNMENT — Psge IB 



Hydrocarbons and the proceeds thereof hereby pledged and 

aasigned. 

(c) Mortgagee is hereby absolved from a l l l i ab i l i ty 

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 a l l 

other responsibility to account to the Mortgagor for .funds 

actually received. Mortgagor agreea to indemnify and to hold 

Mortgagee harmieaa from and againat any and a l l l i a b i l i t i e s , 

actions, ciaima, judgments, costs, chargea and raaaonabia 

attorney'a feea incurred by reeson of the assertion thet the 

Mortgagee haa received, either before or efter the payment in 

f u l l of Said Indebtedness, Hydrocarbons claimed by third peraona. 

The Mortgagee s h s l l have the right (but not the obligation) to 

defend against sny such claims or set ions, employing attorneys of 

i t s ovn ss lsct ion, snd Mortgsgee shs l l hsvs the right to 

compromise snd adjust sny such claims, actions snd judgments. Xn 

the event only thst Mortgsgor shs l l rsf use or f s i l to set upon 

the vritten request of Mortgagee, Mortgagee shs l l hsve ths 

right, at i ts election snd in the name of Mortgsgor or othervise, 

to prosecute snd defend sny other ection or legsl procseding 

deemed sdvissble by Mortgagee in order to collect such proceeds 

and to protect the intereata of Mortgsgee in compromise, 

•etisfaction or discharge of sny such claim, action or judgment 

and a l l court coats, rsssonsbls attorney's feea and other 

expenses of every charsctsr incurrsd by tnem shs l l be s demsnd 

obligation owing by Mortgagor to Mortgagee, ^hall beer interest 

at the rsts of twslvs percent (12%) from the dste of expenditure 

unti l paid, and shall constituts s portion of ths Ssid 

Indebtedness secured by this Mortgage. 

6.02 Applicstion of funds. 

No pipeline company or other peraon, firm or corporation 

purchasing, hsndling or rsceiving the minersl production from or 
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•ttr:*.' s? Mortgaged 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 sny such pipeline company or other 

person, firm or corporation s h s l l operate as s fu l l and final 

discharge of a l l l iab i l i t i es of such pipeline company or any 

other psrson, f irm or corporation to the eat ent of the proceeds 

paid. 

V I I . GENERAL PROVISIONS 

7.01 gtversbUltT-

Should any paragraph, sentence or clause of this instrument 

be determined or feeld to be invalid by amy court of competent 

jur i ' l i c t ion , taw otber provisions hereof s i a l l not be affected 

thereby but s b a l l remain in f u l l force and effect . 

7.02 Successors said Assigns, 

The obligsr-icrr. , terms, warranties* representations, 

covenants, agreements, stipulations, conditions or other 

provisions herein contained sha l l be binding upon, snd the 

benefits and advantages hereof siballl inure tm the benefit of, the 

respective heirs,, executors, administrators, successors and 

sssigns of Mortgagor and .«.?.*< xexcare holder or holders of Said 

Note. 

7.03 Constructiiywu 

Whenever used "herein, the singular meter *nell include the 

plural, snd the plural the singular, snd tSat use of any gender 

ahall include a l l yenders. Ths psrsonsl pronouns "ha", "his" or 

"him" maj. r* «$rtropri«te, &t interchanged lor the pronouns "it" 

or "its". Ths inabilit ies and obligations of ZEC snd the 

Partnarahlp hereunder aha?! ba joint and several. 

7.04 Acceptance on Behalf of Holder of Note-

AND NOW TO THESE PRESENTS intervened Rally L . Elmore, I I I , a 

person of age and a reviier.t of, and domiciled in, the County of 

Harris, State of Texas, vho, on behalf of any and a l l future 
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holder or holders of Ssid Note, hereby sccepts s l l of the 

benefits snd stipulstions of this mortgage. 

7.05 Wtjver o ^ m U l t i t t l ' 

The psrties hereto waive the production of all mortgage, 

conveyance snd tsx certifiestes, and the undersigned Notary is 

relieved snd relesaed from s l l responsibility snd liability in 

connsction therewith. 

7.06 APPliciblt Uw. 

Thia Act ia executed in accordance with La. R.S. 31:203, H 

aeo.. and a l l other applicable laws. ACCORDINGLY, THIS ACT SHALL 

IE 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 CumyliUvf RJMdiit. 

All remedies herein expreasly provided for ere cumulative 

(snd not exclusive) of sny snd s l l other remedies existing st Isw 

or provided for in sny other losn documents, collateral 

documents, security agreements or finsncing statements, snd ths 

Mortgsgee shsll, in sddition to the remedies hsrsin provided, be 

entitled to s l l such othsr remedies as msy now or hereafter exist 

st Isw for the collection of Ssid Note snd ths enforcement of the 

covenants herein and the forecloaure of the apecial mortgage, 

pledge snd assignment grsnted snd evidenced hereby. The resort 

to any remedy provided for at law, hereunder or under any auch 

othar loan docuaenta, collateral documents, security agreements 

or financing statements ahall not prevent the concurrent or 

subsequent employment of sny othsr spproprlste remedy or 

reaadias. 

•».08 Non-Recourse as to the Partnership, the Trust. Zilkha «r.u 

B E 
Notwithstanding anything to the contrary in thia Mortgage, 

the Credit Agreement or any loan documents executed in connection 

herewith or therevith, the Partnerahip, 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 loan documents for satisfaction of 

Said Indebtedness, the obligations hereunder being non-recourse 

as to the Partnership, ti. Trust, Zilkha, and ZECC in all 

respects. Except in connection vith the foreclosure of rights 

under this instrument snd the other loan documents covering the 

Mortgaged Property, Mortgagee ahall 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 ~ igations under that 

certain Letter Agreement between aid ~"mk One, Texas, 

Nationil Association of even " evith. Except for 

enforcement of ssid Letter Agreement, .-.̂ rt̂ agee shall not 

inatitute any legal proceedings against Zilkha. Nothing in this 

Section 7.08 shall relieve any of the foregoing persons from sny 

liability vhich such person may othervise have for his or its 

tortious sets (excluding ordinary negligence) or villful 

misconduct. 

7.09 Htfltiinqj-

Ths section hesdings utilised herein sre for the convenience 

of the resder snd sre no; intended snd shsll not be construed to 

limit or very the terms snd provisions hereof. 

7.10 Maximum Amount. 

The maximum amount for vhich the special mortgagee herein 

grsnted shall be deemed to aecure the obligations of Mortgagor, 

aa atipulated 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 sny lien, privilege or mortgage affecting 

the property herein mortgaged and costs and expenses of a keeper 

of the Mortgaged Property, is hereby fixttd in an amount equal to 

. the face smount of the Note, wnich amount ahall be exclusive of 

and in addition to the principal of the Note snd this Mortgage 

with interest es herein set forth. 

XN WITNESS WHEREOF, this Act of Collateral Mortgage, 

Collateral Chattel Mortgage, Pledge end Assignment done snd 

passed in multiple originals, on the day, month and yesr 

hereinabove first vritten, effective ss of the dste hereof, st 

2:00 o'clock P.M., by Mortgagor and Intervenor in the preaenee of 

the undersigned competent witnesses, vho have hereunto executed, 

affixed snd aigned their names vith Mortgagor, Intervenor and me, 

aaid Notsry Public, all in the presence of esch other sfter due 

reading of the vhole. 

WITNESSES T9 AIA glfflATVWS: MORTGAGOR: 
ZILKHA ENERGY COMPANY 

ZILKHA ENERGY COMPANY DRILLI G 
PROGRAM 1 

By: ZILKHA ENERGY COMPANY, 
General Partner 
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By: SELIM K. ZILKHA TRUST 

Selim K/Zilkha-^rustee 
of the Selim KXZilkha 
Trust created under Trust 
Agreement dated December 9, 
1987. 

INTERVENOR: 

147:H890831BB.00 
092989BC1 
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a* 

EXHIBIT A 

(Attached to and made a part of that jerta.n 
Act of Collateral Mortgage, Collateral Chattel 

Mortgage, Pledge and Assignment from 
Zilkha Energy Company and Zilkha Energy 
Company Drilling Program 1 to Bank One, 

Texas, National Association 
dated as of October 2, 1989) 

INTROrriCTION 

1. The recitation that certain of the c i l , gas and mineral 
leases described herein are subject tc a specifically 

. ^d agreement or instrument shal not alter or 
the» i*e impair the represented or w. rranted Working 
•'-*ar' t and Net Revenue Interest in and to the o i l , gas and 
* •• .: leases, veils or units hereinafter set forth and the 
lasting of such agreements or instruments shall not operate 
to subject any o i l , gas and mineral leases rr undivided 
interest therein to any such agreement or instrument, except 
to the ext*-t such agreement or instrument, is valid a i 
presently suL^isting vith respect to Mortgagor's interest in 
said leases as of the date hereof. 

2. References contained herein to t.<e recording data of the 
o i l , 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 vhich such document referred to is actually or 
customarily recorded. 

3. References to the o i l , gas and mineral leases shall be 
deemed to include a l l instruments, ratifications, 
amendments, reformations or renewals of said o i l , gas ar.d 
mineral leases and to any and a l l revisions, rearrangements 
or modifications of any units vhether formed through order 
of regulatory agency or othervise and as to the o i l and gas 
leases s'.iall include a l l nev leases vhich affect a l l or any 
portions of the lands included in the o i l and gas leases 
described in this Exhibit A. 

4. "Working Interest" or "W.T." (expressed in a decimal) shall 
mean the varranted interest of Mortgagor in a particular 
o i l , gas and miner? . lease, veil , or unit »k the case may 
ba, entitling the IHC rtgago- to produce o i l , gas and other 
hydrocarbons produced therefrom and being equivalent to the 
proportionate part of th? cost of exploratio1 . development 
and production of o i l , ras and other minerals .orne by the 
owners thereof vith respect to such o i l and gas lesse and/or 
vei l and/or u»: —. 

5. "Net Revenue Interest" or "N.R.I." (expressed in a decimal) 
means the varranted interest of Mortgagor representing the 
proportionate ahare of the production of o i l , gas and other 
hydrocarbons produced from the o i l , gas and mineral lease, 
v e i l or unit as the ca*e raay bc, to vhich the Mortgagor is 
entitled after deduction of a l l royalties, overriding 
royalty interests, production payments and other burden? on 
or payments out cf production. 

6. Any reference herein tc wells or veil names, units, 
prospects or prospect names, if any, r v . 1... be iur 
information purposes and shall not limit the description of 
the interests made subject tc this Mortgage. 

ACT OP COLLATERAL MORTGAGE, 
COLLATERAL CHATTEL MORTGAGE, PLEDGE 
AND ASSiG.KMENT — Exhibit "A" Page 1 



7. Any reference herein to SE, NE, SN or NW shall mean the 
Southeast Quarter (SE/4), Northeast Quarter (NE/4), 
Southwest Quarter (SW/4) or Northwest Quarter (NW/4), 
respectively of any section or portion of a section 
described. 

147:H690631B».00 
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Ship Shoal 160 
Offshore Louisiana 

UnitWI Unit NRI 

OCS-G554, #2 12.5333% 8.5850% 

Exploration Piogram Agraamant datad January 1, 1988, batwaan 
Walter Oil ft Gas Corporation and Zilkha Enargy Company. 

Latter Agreement dated October 14, 1388 and March 27, 1989, 
between union Exploration Partners, Texaco Inc. and Walter Oil & 
Gas Corporation. 

vmnota* 





WALTER OIL * CAS CORPORATION 

July 27, 1989 

United States Deoartment of Interior 
Minerals Management Service 
1201 Elmwood Pa»-k Boulevard 
New Orleans, Louisiana 70123-2394 

Attention: Ms. La Nelle Boehm 

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 
fili n g : 

Conveyance of Overriding Royalty Interest dated effective October 
15, 1988, executed by Walter Oil & Gas Corporation, as Assignor, in 
favor of Robert D. Jolly, David A. Pustka and Rodney L. Cottrell, 
as Assignees, covering Federal Lease OCS-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 f i l e affecting 
the captioned lease, and that you evidence such fi l i n g by signing and 
returning the enclosed duplicate of this letter to the attention of the 
undersigned. 

Adjudication Unit, LE-3-1 

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

Ron A. Wilson 
RAWrhf 

Enclosure 

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

RECEIVED 
MINERALS MANAGEMENT SERVICE 

SEP 28 1989 
La Nelle Boehm 

Minerals Management Senrfct 
Leasing t&vimmiBt 

240 The Main Building, 1212 Main Street. Houston. Texas 77002 (713)660-1221 



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 1s 240 The Main Building, 1212 Main Street, Houston, Texas, 77002, is 

the owner of certain undivided Interests »n and to the herelna'ter described 

lease: 

011 and Gas Lease of Submerged Lands (the "Lease") bearing Serial 
No. OCS-G 5547, dated effective as of July 1, 1983, between the 
United States of America, as Lessor, and Texaco Inc. and Union 011 
Company of California, as Lessees, covering all of Block 150, Ship 
Sheil Area, OCS Leasing Map, Louisiana Map No. 5, containing 
approximately 5,000.00 acres. 

NOW, THEREFORE, WALTER OIL & GAS CORPORATION, a Texas corporation, whose 

address 1s 240 The Main Building, 1212 Main Street, Houston, Texas, 77002 

(hereinafter referred to as "Assignor"), for and In consideration of the 

mutual advantages accruing to the parties hereto, 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 DELIVER 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 other 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 
2915 Woodland Ridge 
Kingwood, Texas 77345 

Such overriding royalties shall be free and clear of all costs of developing, 

operating and maintaining the Lease in force and effect. 

RECEIVED 

SEP 28 1989 
Minerals Manasomant Santa) 



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 1s made subject to the terms and conditions of the lease, as 

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

1. 

Fuel oil 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. All ad valorem, production and ether 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 undivided 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 abeve described, or to maintain any such 

operations after once begun, or production of oil or gas after once 

established, nor to protect said land from drainage nor to maintain the Lease 

In effect u ' 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. 
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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 royalty 

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 

is 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 producer from 

the pooled unit on the same basis that production from the pool or unit 1s 

allocated to the Lease. It Is agreed that Assignee shall receive and will 

accept on production from a unit so pooled or unitized only such proportion of 

the overriding royalties 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 1n the same manner and with the 

same effect as If such pool or unit and the Interest of Assignor 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. 

4. 

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 ehargos Incurred in making the 

gas ready or av- ror aarket to the point of sale, provided such costs or 

charges are p» tactIbi* from Lessors' royalty under the terms of the 
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Lease or applicable regulations. In no event and under no circumstances shall 

Assignee ever have the right to take gas or gaseous hydrocarbons from the 

Lease In kind. 

In the event it 1s determined that the price for the sale of oil, gas 

or other hydrocarbons and upon which pavments have been made hereunder, Is in 

excess of that allowed by rule, order, statute, regulation 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 provide 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 applicable accounting 

period. Such recoupment shall not prejudice the right of Assignee to 

institute, nor be a bar to Assignee's Instituting, any action to contest or 

dispute the liability of Assignee for any alleged overpayment of overriding 

royalties hereunder. 

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 shall have 

been furnished with a certified copy or copies of the recorded Instrument or 

Instruments evidencing such change In ownership. 

IN WITNESS WHEREOF, this Instrument Is executed and delivered this 21st 

day of July, 1989, but made effective for all purposes as of the 15th day of 

October, 1988. 

5. 

6. 

WALTER OIL & GAS CORPORATION 



STATE OF TEXAS ( 
( 

COUNTY OF HARRIS { 
On this 21st day of July, 1989, before me personally appeared J. C. 

Walter, I I I to me personally known, who being by me duly sworn, did say that 
ho 1s the President cf Walter Oil & Gas Corporation, a Texas corporation, and 
that the said Instrument was signed on behalf of said corporation by authority 
of Its Board of Directors, and said appearer acknowledged that he executed the 
same as the free act and deed of said corporation. 

In witness whereof, I have hereunto set my official hand and seal on the 
date hereinabove written. —«, / 

Notary Public in and for the 
State of Texas 

My"€Q*Jliss1on Ixplres 9/30/92. 

ASSIGNMENT OF OVERRIDING ROYALTY INTEREST 
BLOCK 160, SHIP SHOAL AREA 
FEDERAL OFFSHORE, LOUISIANA 
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WALTER OIL & GAS CORPORATION 

February 3, 1989 

United States Oepartment of Interior 
Minerals Management Service 
1201 Elmwood Park Boulevard 
New Orleans, Louisiana 70123-2394 

Attention: Ms. La Nelle Boehm 

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 
17, 1988, executed on behalf of Walter Development Corporation, as 
Assignor, In favor of Leeway & Co., et al, af Assignees, covering 
Federal Lease OCS-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 the 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. 

Adjudication Unit, LE-3-1 

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

Ron A. Wilson 
RAW:hf 

Enclosure 

RECEIVED AND FILED THE ABOVE DESCRIBED CONVEYANCE 
AS OF THE _&h_ DAY OF Februarv , 1989. 

DECEIVED 

MINERALS MANAGEMENT SERVICE 
FEB 6 1989 

Minerals Management Servica 
^slng&EnvjrjMiment 

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



SHIP 5H0AL AREA, fXQCK 160 

CONVEYANCE OF OVERRIDING POYALTY INTEREST 
(1988 Prospects) 

THE STATE OF LOUISIANA § 
S ENOW ALL MEN BY THESE PRESENTS: 

PARISH OF TERREBONNE § 

That WALTER DEVELOPMENT CORPORATION, a Texas corpora
tio n with offices at 240 The Main Building, 1212 Main 
Street, Houston, Texas 77002 ("Assignor"), for and i n 
consideration of Ten and NO/100 Dollars ($10.00) and other 
good and valuable considerations to i t paid by the Pur
chasers named on the schedule attached hereto as Exhibit "A" 
and made a part hereof for a l l purposes ("Assignees"), the 
receipt and sufficiency of which are hereby acknowledged by 
Assignor, has Bargained, Sold, Granted, Conveyed, Trans
ferred, Assigned, Set Over, and Delivered, and by these 
presents does hereby Bargain, S e l l , Grant, Convey, Transfer, 
Assign, Set Over, and Deliver unto Assignees, t h e i r succes
sors and assigns i n the undivided several proportions as set 
forth on the said Exhibit "A" (and not j o i n t l y or as tenants 
i n common), effective as of the Effective Date, an overrid
ing royalty interest (the "Overriding Royalty Interest") i n 
and to the Minerals i n 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 i n excess of Manufacturing 
Proceeds i n an amount equal to the Net Cash Flow a t t r i b u t 
able to the Subject Interests calculated with respect to a l l 
of the Subject Interests as a group, a l l as more f u l l y 
provided hereinbelow. 

TO HAVE AND TO HOLD the Overriding Royalty Interest, 
together with a l l and singular the rights and appurtenances 
thereto i n anywise belonging, unto Assignees, t h e i r 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: 

R E C E I V E D 

FEB o 1989 

Minerals Management Service 
Leasing ft Enviawment 



"Abandonment Costs" s h a l l mean the costs of plugging 
and abandoning the Subject Wells, the costs of dismantling 
and salvaging the platforms, pipelines and other f a c i l i t i e s 
and structures on the Subject Interests and other costs 
associated with restoration of the Subject Interests i n 
accordance with applicable law (and, i f applicable) the 
rules and regulations of the Minerals Manageraent Service of 
the U.S. Department of the I n t e r i o r , net of estimated 
salvage value of any salvageable equipment or personalty on 
the Subject Interests. 

"Assignees" shall have the meaning attributed to i t i n 
the f i r s t grammatical paragraph of t h i s Conveyance, i t being 
understood that Assignees shall noc be deemed j o i n t tenants, 
tenants i n common or members of any association or mining 
partnership. 

"Assignor" shall have the meaning attrib u t e d to i t i n 
the f i r s t grammatical paragraph of t h i s Conveyarce. 

"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 t h i s Conveyance of Overriding 
Royalty I n t e r e s t . 

"Development Agreement" shall mean that certain Devel
opment Agreement dated as of January 1, 1987.. between 
Assignor and Waltar Oil & Gas Corporation pursuant to which 
Assignor participates i n 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 i n 
effect where the Subject Interests are located on 
October 17 1988. 

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



" F i r s t Reversion Amount" shall mean an amount of c*3h 
which would have been dis t r i b u t e d to Assignee hereurdei i f 
the Net Cash Flow had been computed with respect to the 
Development Interests only, equal tc the t o t a l sum thereto
fore paid by Assignees i n (a) Development ORI Purchase Price 
Amounts (as defined i n the Master Purchase Agreement) and 
(b) sums, i.' any, paid by Assignees pursuant to Section 4.02 
of the Master Purchase Agreement, a l l to be computed on the 
1988 Prospects, as a group. 

"Independent Petroleum Engineer" shall mean Raymond S. 
Hansen, or such other f i r m of independent petroleum engi
neers as may be approved by Assignees. 

"Lease Acquisition Costs" ehall have the meaning 
ascribed to i t i n the Walter Exploration Program Agreement. 

"Leases" shall mean a l l of the o i l , gas and other 
mineral leases, as a group, i n which Assignor owns an 
interest pursuant to the Walter Exploration Program Agree
ment or the Development Agreement, including, but not 
limited t o , ( i ) the o i l and gas leases, o i l , gas, and 
mineral leases, and other mineral leases described i n 
Exhibit "B" attached hereto and any leasehold interest i n 
any other o i l and gas lease, o i l , gas, and mineral lease, or 
other mineral lease derived frora the pooling or unit i z a t i o n 
of r.uch leases with the leases, or any part thereof, de
scribed i n Exhibit "B" hereto, together with any and a l l 
extensions thereof or any part thereof i n which Assignor 
acquires or maintains an i n t e r e s t , and ( i i ) any o i l and gas 
lease, o i l , gas, and mineral lease, cr other mineral lease, 
together with any and a l l extensions thereof or any part 
thereof i n which Assignor acquires or maintains an interest, 
executed subsequent to the Effective Date, to the extent, 
but only to the extent, that such subsequent lease 
(aa) covers a l l or any portion of the 1 nds covered by the 
leases referred to i n clause ( i ) of t h i s sentence, and 
(bb) i s acquired by or for tha benefit of Assignor either 
prior to or within one (1) year after the expiration of the 
leases referred to i n clause ( i ) of t h i s sentence. 

"Manufacturing Costs" shall mean the costj of manu
facturing, processing, or re f i n i n g 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. 
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procvtJI'KJ, or refining operations over ( i i ) the part of 
•uch pro* eeds that represents the fair market value at the 
wellhead (after being separated by a conventioral mechanical 
? 4 quid-gas separator) of such Subject Minerals before any 
uucn manufacturing, processing, or refining operation. 

"Master Purchase Agreement" shall mean that certain 
Master Purchase Agreement entered into by v>d between 
Assignor, Assignee and others effective as of January 1, 
1987. 

"Minerals" shall mean (i) o i l , ( i i ) gas, ( i i i ) ct ing-
head gas, (iv) sulfur, and (v) associated hydrocarbons 
produced with o i i or gas or casinghead gas, but shall 
exclude coal, lignite, uranium, and a l l other ncn-
hydrocarbon substances. 

"Met Cash Flow" shall have the meaning attribute* to i t 
in Section 2.3(d). 

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

"1988 Prospects" shall mean a l l of the Prospects 
covered by the Walter Exploration rrogram Agreement aa to 
which Assignees have acquired an Overriding Royalty Intereat 
pursuant to the Master Purchase Agreement. 

"NRI" shall mean the interest (expressed as a percent
age) of Assignor in the production of Minerals from e 
Subject Well, after deducting a l l a* olicable royalties, 
overriding royalties, and other burdens (but computed ptior 
to deducting the Overriding Royalty Interest conveyed 
pursuant to this Conveyance). 

"Overriding Royalty Interest" ahall have the meaning 
attributed to i t in the f i r s t grammatical paragraph of this 
Conveyance. 

"Urson" shall mean eny individual, partnership, 
corpi -v-ir.n, trust, unincorporated assoc 4ation, governmental 
agenc; aubdivision, or instrumentality, or other entity or 
associavion. 

"Proceeds Percentage" shall mean: 

(a) With respect to a l l of Assignor's Exploration 
Interests: 
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( i ) N i i w t v - f i v e percent (95%) u n t i l such 
time as Assignees hav*: paid an I n i t i a l ORI Purchase Price 
Amount, pursuant to the Master Purchase Agreement, fo r an 
Overriding Royalty Interest out of any of Assignor's Devel
opment In teres ts , and 

( i i ) 100% thereaf te r ; 

(b) With respect to a l l of Assignor's Development 
Interests: 

i i ) Ninety-five percent (95%) at a l l times 
when the F i r s t Reversion Amount i s not deemed to have been 
distributed to Assignees, but 

( i i ) F o r t y - f i v * percent (45%) at a l l times 
when the F i r s t Reversion 'mount i s deemed to have been 
distributed to Assignees but the Second Reversion Amount i s 
not deemed to have been distributer* to Assignees, but 

(.Ui) Twenty-five percent (25%) at a l l times 
when he F i r r t Reversion Amount and tho Second Reversion 
Amount are deemed to have been distribute-', to Assignee*.. 

"Quarterly Pecord Date" shall m**r> for e»ih of t h ^ 
monlhs of A p r i l , July, October ard January, the twenty-fif :& 
(25th) day of sucn mo?.wh, provided h».t i t b e t w e n t ' - f i l t h 
(2 r)thi day of any tu.h mor .h i s nct a Business L*y, r.jen the 
Quarterly Recsid L^te shall be the f i r s t Business Day 
following the twenty-fifth (25th) dry o.f -nich month. 

"Reference Quarter* shall hav* the meaning attributed 
to i t i n Section 2.3(d). 

"Second Reversion Amount" shall mean an amount of cash 
which would have been di s t r i b u t e d to Assignees hereunder i f 
the Net Ca »h Flow had been computed with respect to the 
Development IntPtocts only, equal to the t c t a l sum thereto
fore paid by Assi gnees i n (a) Development ORI Purchase Price 
Amounts and (b) sums, i f any, paid by Assignees pursuant to 
Section 4.02 of the Mast er Purchase Agreement., plus a twenty 
percent (20%) rate of return on such amoui ;s described i n 
(a) and (b) (as said amount i s calculated i n accordance with 
Exhibit "Cr attached hereto an< made a part hereof for a l l 
purposes) . a l l to be computed on the 1988 Prospects, as a 
group. 

"Subject Interests" s h a l l mean each kind and chair..:ter 
of r i g h t , t i t l e , claim, or interest ( c o l l e c t i v e l y the 
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"rights") that Assignee has or awy ewn pursuant to the 
Walter Exploration Program Agreemen*- and the Development 
Agreement in and to the Leases (or portions 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 
Lets- (or portions thereof) described in clause (i) or 
clause ( i i ) of the definition of "Leases", whether such 
right be under or by virtue of a lease, a unitization or 
pooling orde.*, an operating agreement, a division order, or 
a transfer orVe- or be under or by virtue of any other type 
of claim or t i t l e , legal or equitable, recorded or unrecord
ed, a l l as such right shall be (a) enlarged or diminished by 
virtue of the provisions of Article VII hereof and (b) en
larged by tha discharge of any payment*1 o.c of production or 
by the removal of any charges or encuavr&v. YS to vhic.\ cr»y 
of surh **i:jh; 3 are pubject on the Effects I. and any and 
a l l r«-.iewali» a:.d extensions of the righi jrurring within 
one year af';«tr the expiration :f such right 

•Subject Minerals" shall mean a l l Minerals in zw'. 'jnder 
a.J! that may be produced, saved, rnd ao} d fron, a :d that 
Siall accrue and be attributable to, thc Subject Interests 
from and after the '.ffective Datr. There shall not be 
included in the Subjfct Minerals any Minerals attributable 
to nonconsent operat'ons conducted vith respect to Uie 
Subject Interests [rr any portion thereof) as to which 
Assignor shall be a r o .consenting party and dedicated to the 
recoupment or reimbursement of costs and expenses of the 
consenting party or pa: Mee by the terms of the relevant 
operating agreemeit, ur.it agreement, contract for develop
ment, or other ii»'trv.-̂.-r.- providing for such none, ient 
operations, provided Assiguer's election not to participate 
in auth operations is made in conformity with the provisions 
of the Master Purchase Agreement. 

"Subject Well" shall mean e?.ch well on tiie S-ojecL 
Interests in respect of which Assi, or owns any interest or 
ia entitled to eny of the Minerals production or the pro
ceeds therefrom (whether directs or, by virtue of the 
effect of any non-consent provisions, farmout or farmin 
provisions, or other provisions, indirectly). 

"Walter Exploration Program Agreew.ut" shall mean the 
Walter 1988 Exploration Program Agreement between /issignor 
and Walter Oil & Gas Corporation dated as of January 1, 
1988. 

"WI" shall ruft'in the leasehold or operatiug interest 
(expressed as a percentage) of Assignor in a Subject Well or 

-6-



Lec.se, as applicable, with respect to the Minerals produced 
therefrom. 

"Windfall Prf»fi*> Tax" t ^ a l l mean the tax iir« osed by th«t 
Crude Oil Windfi • TL Profit Tax Act of 1980 or aiy excise ta-. 
to the same or similar effect. 

ARTICLE I I 

2.1 The 0**erridi ig Royalty Interest does not include 
any right, t i t i a , or i.iterest in and to any personal proper
ty, fixtures, v*. "»qi:i- aent and i s exclusively an interest in 
and to the Minerals ir and under and produced and saved from 
the lands covered by the Leases, anc1 Assignees shall look 
solely to the Subject M'.neinl? and payments in respect 
thereof (as provided h-rein) ror w i«» t» i t i a faot ior aud 
realization o:2 the Overr ng Royalty Interest. 

2.2 Except as set lorth in the immediately 3i:cceeiing 
sentence. Assignor shall have the ri'rht and, to 0;« e:\tent 
that iissicnor i s marketing or causing tc be marw.e? it« own 
share 'jf Mineralr, the obligation to mc.*-ket « c c u s s to be 
marketed the Minerals allocable to the »«%?xi.fif. . i a Royalty 
Interest and jh a l l market or caus* tc be matkete.c'. -uch 
production proportionately with anA on ths sam'i terms as 
Assignor's share of che production frcrn nuch Lea- e but in no 
event for a price less than the price for whi r. Assignor, 
acting as a reasonable and prudent operator, i s marketing cr 
causing to be marketed i t s own share of such Minerals fro* 
such Lease. To the extent Assignor i s not marketing ox-
causing to be marketed i t s own ahare of Minersxs, Assignor 
shall use i t s beet efforts to market or caust to be market
ed, for a price that would be acceptable to t *£/i»onable and 
prudent operator under the same or -simile • ' i i Constances, 
the Minerals allocable to the Overriding RoywA :y 1 Merest in 
respect of each Lease with purchasers posse .. sing a credit 
standing that a prudent operator would find acceptable. 
Should Assignees dispose of their Overriding Royalty Inte
rest in respect of a Lease to a third party, such thi*:* 
party shall have the right, by so notifying Assignor, to 
designate the purchaae*. of the Minerals allocable to the 
Overriding Royalty Interest, but until such time, i f any, ac 
such right i s exercised. Assignor shall have the right anr:* 
obligation to market such Minerals in acco whence with tha 

ndard referred to in the iraaet'lical} preceding two 
se .ix.«r:res. 

2 3 Assignor shall maint"}'.-, on a casn basis, true and 
cc -»ct bocks and records in order to determine the credits 
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and debits to at; account (tna "Net Cash Vlov Account") froro 
and after the Effective Date, in accordance with the tame 
of this Conveyance and prudent and accepted accosting 
practices. Por purposes of this Section 2.3, 

(1) the r?venues and expenses related to ;he 
Exploration Interests shall be computed, ani thv 
combined result of such revenues and expense?, shall be 
determined, for a l l of the Exploration Interests as a 
group, and 

[2) the revenues and expenses related to t're 
Development Interests shall be computed, and cho 
combined result of such revenues and expenses shall be 
determined, for a l l of the Development Interests, ds a 
t rotjp. 

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

(a) The Net Cash Flow Accent shall be credited 
with an amount equal to the sum, from and after the Effec
tive Date, of the gress proceeds determined before calcu
lating the Overriding Royalty Interest) from t*\« sale of a l l 
Subject Minerals (including, withott limitation, proceeds 
attributable t-j take or pay payments) attribute*la to the 
Leases; provideu, however, that 

ti.) i f any Subject Minerals are manufac
tured, refined, or processed (other vhan through liquid 
separation operations in the vicinity o." the well using a 
ciii.-cr'.ionax aochaniral ?'.quid-«H<a separator) , the prc.eeds 
from the sale of sucr. f f.o ject Minerals shall be rei.iced by 
the Manufacturing Proceeds; 

( i i ) i f as a raeu.it of the occurrence of the 
bankruptcy or insolvency :r similar occurrence of the 
purchaser of such Subject Minerals ar.j anounts previously 
credited to the Net Cash Flow Account are, in fact, re
claimed from Assignor or i t s representative, then a debit to 
the Net Cash Plow Ao ount fihall be made in vhe amounts 
reclaimed as promptly an practicable following Assignor's 
payment thereof; 

( i i i ) the Net Cash Flow Account shall not be 
credited with any amount that Assignor shall receive f>r any 
sale or other disposition of any of hhe Subject Interests or 
out of any payments made to Assignor end related to "carried 
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interest" artan-fements whereby Assignor's costs and expenses 
attributable tc any o the Subject Interests i s 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) i f 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 i f any 
amounts received by Assignor as "take-or-pay" or "ratable 
take" pay ents are subject to refund to any purchasers of 
Subject * .nereis« then 

(aa) amounts withheld by such i urchaser 
or deposited by i t with an escrow agent shall not be con
sidered to have been received by Assignor and shall not be 
credited t r the Net Cash Flow Account until actually col
lected by Assignor; provided, however, that the Net Cash 
Flow Account sha-1 not be credited with any interest, 
penalty, ar other amount that i s not derived from the sale 
of Subject Minerals, but, instead, Assignor shall make 
payment directly to Assignees of Assignees' allocable -.ha::., 
of any such amounts paid to Assic ncr by the purchaser of 
Subject Minerair or the escrow agert, and 

(bb) an.ounts received by Assignor and 
promptly deposited by i t 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 sh.-ri of any such interest disbursed to 
Assigno. by the escrow 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 following (other than Manufacturing Costs) , 
to the extent that the same are properly allocable to the 
Subject Wells for which such Fet Cash Flow Account i s 
maintained and the production and marketing of Subject 
Minerals therefrom 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 
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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 a l l material, equipment, and 
supplies purchased and used on such wells and overhead costs 
paid to the operator (including Assignor where i t i s the 
operator) of the wells pursuant to the applicable operating 
agreements; provided that such coats shall be reduced by 
amounts received by Assignor attributable to the Subject 
Interests for the sale of fixtures and equipment therefrom; 

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

( i i i ) The costs of litigation, liens, judg
ments, and liquidated l i a b i l i t i e s including amounts paid as 
a refund, penalty, or interest because the amount i n i t i a l l y 
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 Met Cash Flow Account) and 
claims attributable to the operation, maintenance, or 
production of the wells; 

(iv) A ll 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 Explorecion Program Agreements; recording costs 
incurred in connection with the filing of this Conveyance; 
and the costs incurred by Assignor for the audits, i f any, 
conducted by Assignees pursuant to Section 2.3(g) below; 

(vi) Lease Acquisition Costs allocated to the 
Subject Interests by Assignor, a l l shut-in royalties or 
similar payments or rentals with respect to the Subject 
Interests; 
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( v i i ) Premiums on insurance carried pursuant 
to Section 6.1(h); 

( v i i i ) Subject to the provisions of A r t i c l e 
V I I I hereof, a l l Abandonment Costs; 

(ix) The costs incurred by Assignor i n 
connection with the exercise of i t s rights pursuant to 
Section 10.9; 

(x) The cash payments made by Assignor upon 
any pooling or u n i t i z a t i o n of the Subject Interests; 

(xi) A l l other costs reasonably incurred by 
Assignor for the necessary or proper d r i l l i n g , completion, 
hook up, production, operation, reworking, recompleting, and 
maintenance of the Subject Wells and the Subject Interests; 

( x i i ) A l l other costs incurred by Assignor 
pursuant to the Walter Exploration Program Agreement, the 
Development Agreement and any applicable operating 
agreement; and 

( x i i i ) Provided that the costs referred to i n 
this Section 2.3(b) shall be reduced by (a) amounts received 
by Assignor f or dry hole, bottom hole or other similar 
contributions related to the Subject Interests, (b) the 
applicable actual salvage value (as determined i n accordance 
with the applicable operating agreement then i n effect and 
binding upon Assignor) of any personalty, platforms, equip
ment, pipelines or gathering lines related to the Subject 
Interests, less, i n each instance the actual costs of 
salvage, (c) the cash payments received by Assignor as a 
result of any pooling or un i t i z a t i o n of the Subject I n t e r 
ests, (d) any insurance proceeds received by Assignor i n 
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 Agreement and Section 5.02 of 
the Development Agreement. 

(c) Nothing set fo r t h i n t h i s Section 2.3 shall 
be interpreted or applied i n any manner that shall ever 
require or permit any duplication <f a l l 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 t h i s Agreement or reflected i n 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 i s 
reimbursed to Assignor at any time by any Person. Further, 
no charge may be mde to the Net Cash Flow Account which i s 
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 
each March, June, September and December) (the "Reference 
Qu«rter") 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 i s related to the Exploration 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 i s related to the Exploration 
Interests during such Reference Quarter purauant to Section 
2.3(a), and 

(i i ) There shall be deducted (aa) the total 
debics properly made to the portion of the Net Cash Flow 
Account which i s 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 i s 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 Flow 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, i f any, of 
Net Cash Flow from the end of the immediately preceeding 
Reference Quarter. I f the computations made in accordance 
with this Section 2.3(d) and the effect of amounts withheld 
or computed and paid for Assignees' Windfall Profit 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, i f 
not completely utilized, to succeeding Reference Quarters. 
I f there i s 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 Section 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 i n w r i t i n g by each Assignee from time to 
time) an amount i n 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 P r o f i t Tax 
with respect to the immediately preceding Reference Quarter 
withheld or paid and computed by Assignor on behalf of each 
Assignee i n 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 ) A l l funds delivered to Assignees on account 
of the Overriding Royalty Interest shall be calculated and 
paid e n t i r e l y and exclusively out of the proceeds a t t r i b u t 
able to the Subject Minerals i n excess of the aggregate of 
Manufacturing Proceeds (as provided herein); and i n no event 
shall such payments ever exceed 100% of the gross f a i r 
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 payments to Assignees, 
computed i n 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 i f the payments calculated i n accordance herewith are 
ever again less than the Gross Value, the Overage shall be 
added to subsequent payments but not i n an amount which 
would then cause payments to exceed the Gross Value so that 
Assignees s h a l l , i f possible, be e n t i t l e d to receive the 
t o t a l amount to be distributed hereunder as i f the l i m i t a 
tion imposed by the Gross Value had not been i n e f f e c t . 

(g) The books of account and records of Assignor 
relating to the Net Cash Flow Account sh a l l be open at a l l 
reasonable times for examination, inspection, copying, and 
audit by Assignees and i t s representatives, at Assignor's 
expense, subject to a charge to the Net Cash Flow Account as 
provided i n Section 2.3(b)(v) hereinabove. 

(h) No later than A p r i l 30 of each year, the 
determination of the amount that should have been paid to 
Assignees pursuant to Section 2.3(d) i n 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. I f Assignees shall 
have received less than the actual amount of i t s Overriding 
Royalty Interest, Assignor shall deliver to Assignees, 
within seven (7) days af t e r Assignor and Assignees have 
reached agreement with respect to such actual amount, the 
amount necessary for Assignees to have received an amount 
equal to i t s Overriding Royalty Interest. I f Assignees 
shall have received more than the amount of i t s 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 I I I 

3.1 Assignor shall furnish to Assignees (a) reports, 
in reasonable d e t a i l , with respect to ( i ) the productivity 
and productive l i f e of a l l or any of the Subject Wells, 
( i i ) the quantity of Subject Minerals recoverable from a l l 
or any of the Subject Wells, ( i i i ) the projected proceeds 
and costs attributable to the Subject Interests i n respect 
of each such w e l l , (iv) any changes made or proposed to be 
made i n 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 di f f e r e n t l e v e l , 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) i f requested by 
Assignees and to the extent not prohibited by agreements 
with t h i r d parties (Assignor hereby agreeing to use i t s bes : 
e f f o r t s to obtain the requisite consent from such t h i r d 
parties to disclose such infomation to Assignees) , p e r t i 
nent well data s u f f i c i e n t for making well and reserve 
evaluations, including, without l i m i t a t i o n , e l e c t r i c logs, 
core data, bottom hole pressure data, and other reasonable 
well data. In addition, except as set forth i n the immedi
ately succeeding sentence, Assignor shall n o t i f y Assignees 
ninety (90) days pr i o r to the release, surrender, or termi
nation of any of the Subject Interests. Should Assignor not 
have at least ninety (90) days pr i o r notice of such release, 
surrender, or termination, then Assignor shall n o t i f y 
Assignees of such event as promptly as practicable after 
Assignor has such notice. Assignor shail not be required t o 
furnish the items ref red to i n clauser ( i ) through ( i i i ) 
of the f i r s t sentence of t h i s Section 3.1 more frequently 
than once i n each cal' iar year. 

3.2 On or before A p r i l 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 i n question by the 
Independent Petroleum Engineer, setting forth such firm's 
evaluation of proved developed and proved undeveloped 
Mineral reserves (and containing such comments with rerpect 
to probable 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 fo r t h estimates of future 
net revenue, the present value thereof at discounted rates, 
and the assumptions u t i l i z e d i n ar r i v i n g at the estimates 
contained therein. 

3.3 No later than A p r i l 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 cn 
a cash basis and accompanied by a c e r t i f i e d report of Arthur 
Andersen & Co. Such report shall include a detailed itemi
zation, by type or c l a s s i f i c a t i o n , of the t o t a l costs and 
expenses paid by Assignor and used i n 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 
Date u n t i l the close of such Reference Quarter; 

( i i ) a summary of the computation made or other 
methods used i n determining the Manufacturing Proceeds 
during such Reference Quarter; 

( i i i ) a l i s t of the wells d r i l l e d 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 w e l l ; 

(iv) a general description of a l l marketing 
arrangements, or any changes thereof, 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 i n the Subject Interests by 
Assignor. 
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I t i s contemplated that i n some instances Assignor w i l l 
not be the operator of the Subject Interests and i t s access 
to information may be l i m i t e d . Accordingly, the reports 
reguired by this Subsection 3.4 shall be prepared by 
Assignor based upon the best information reasonably a v a i l 
able to i t . 

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 E**ER BE LIABLE OR 
RESPONSIBLE IN ANY WAY FOR PAYMENT GF ANY PART OF THE COSTS 

~\?ENSES CHARGED AGAINST ANY NET CASH FLOW ACCOUNT OR 
LIABILITIES INCURRED IN CONNECTION WITH THE DEVELOP-

EXPLORING, DRILLING, EQUIPPING, TESTING, OPERATING, 
PRODUCING, 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 ATTRIBUTABLE 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-OPERATING KINERAL RIGHT FOR ALL PURPOSES. 
WITHOUT LIMITATION OF THE GENERALITY OF THE IMMEDIATELY 
PRECEDING SENTENCE, ASSIGNOR AND ASSIGNEES ACKNOWLEDGE THAT 
ASSIGNEES HAVE NO RIG .2 OR POWER TO PARTICIPATE IN THE 
SELECTION OF A DRILLING CONTRACTOR, TO PROPOSE THE DRILLING 
0? A ' TO DETERMINE THE TIMING OR SEQUENCE OF DRILLING 
OI TO COMMENCE OR SHUT DOWN PRODUCTION, TO TAKE 
Q\ .-• -NS, OR TO SHARE IN ANY OPERATING DECISION 
V SSIGNOR AND ASSIGNEES HEREBY EXPPESSLY NEGATE 
i CREATE (AND THIS CONVEYANCE SHA7.L NEVER BE 
C\ CREATING) A MINING OR OTHER PARTNERSHIP OR 
JO*. . v... . . OR OTHE* RELATIONSHIP SUBJECTING ASSIGNOR AND 
ASSIGNEES LIABLE JOINTLY. 
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ARTICLE VI 

6.1 Subject to the terms of the Master Purchase 
Agreement, Assignor covenants that i t w i l l cause: 

(a) A prudent operating and maintenance program 
designed to d r i l l and complete or abandon 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 i n accordance 
v i t h sound f i e l d practices; 

(b) The Subject Wells to be maintained and 
operated for the production of Minerals i n a good and 
workmanlike manner and i n accordance with sound f i e l d 
practices, applicable operating agreements, u n i t operating 
agreements, contracts of development/ or similar instruments 
and, i n a l l material respects, w i t i a l l applicable laws, 
rules, regulations, permits, orders, or decrees, except 
those being contested i n good f a i t h and by appropriate 
proceedings (provided that no f o r f e i t u r e or loss of the 
Subject Interests or the Subject Minerals or any part 
thereof s h a l l r e s u l t during the pendency or i n the resolu 
tio n of such contest), and such wells to be produced at the 
maximum e f f i c i e n t legal rate (subject, however, to any 
applicable 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 i n t h i s paragraph shall be deemed to prevent or 
r e s t r i c t Assignor from electing not to participate i n any 
opentions 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 thereof) and 
permitting consenting parties to conduct non-consent opera
tions thereon i f a reasonable and prudent operator, acting 
i n conformity with sound f i e l d practices, would make such 
elections; 

(c) A l l rentals and royalti e s with respect to the 
Subject Interests and the Subject Wells to be paid; 

(d) A l i taxes, assessments, and governmental 
charges or levies and a l l claims asserted or imposed upon 
the Subject Interests (other than those being contested i n 
good f a i t h and by appropriate proceedings; provided that no 
f o r f e i t u r e or loss of the Subject Interests or the Subject 
Minerals or any part thereof shall result during the pen
dency of or i n the resolution of such contest) that, i f 
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'..ipaid, may become a l i s n upon the Subject Interests or any 
of the Subject Wells, to be paid prior to delinquency; 

(e) A l l machinery, equipment, and f a c i l i t i e s of 
any kind now or hereafter located on the Subject Interests 
necessary or useful i n the operation thereof or for the 
production of Minerals therefrom, to be provided and to be 
kept i n good and ef f e c t i v e operating condition, and a l l 
repairs, renewals, replacements, additions, and improvements 
there«->r or thereto needful to such end, to be promptly made, 
a l l as -ould a reasonable and prudent operator acting i n 
accordance with sound f i e l d practices; 

(f) 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 
proceedings i n s t i t u t e d with respect thereto, and a l l rea-
sonal y necessary and proper steps to be d i l i g e n t l y taken to 
protect and defend the Subject Interests and the Subject 
Minerals and such wells against any such adverse claim, 
demand, or proceeding, a l l 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 l i e n but not yet due and payable, 
( i i ) defects or i r r e g u l a r i t i e s of t i t l e or li e n s , charges, 
or encumbrances that are not such as to inte r f e r e materially 
with the operation, value, or use of the Subject Interests, 
the Subject Minerals, or the Subject Wells, and that do not 
materially affect t i t l e thereto, ( i i i ) those being contested 
in good f a i t h (provided, however, what no f o r f e i t u r e or loas 
of the Subject Interests or the Subject Minerals or any part 
thereof shall result during the pendency or i n the resolu
tion of such contest), and (iv) those, i f any. consented to 
by Assignees i n w r i t i n g ; 

(h) Insurance of the type and i n the amounts as 
Assignor reasonably deems prudent i n respect of the Subject 
Interests to be maintained. Assignees to be named as an 
additional assured on the Comprehensive General L i a b i l i t y 
Insurance policy, the C'-mnrehensive Automobile L i a b i l i t y 
Insurance policy, the C-.i*elli L i a b i l i t y Insurance policy, 
and the Operator's Extr?* Expense Insurance policy. Assignees 
to be named as an additional assured on a l l t h i r d party 
l i a b i l i t y p o l i c i e s , the insurers to waive any rights of 
subrogation against "»-cigii>ees as respects a c t i v i t y 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 i n respect of the insurance referred to :n t h i s 
Section 6.1(h), a c e r t i f i c a t e of such insurance covei\g-» to 
be furnished to Assignees and, i f requested by Assi nees, 
copies of the applicable policies to be furnishe1 to 
Assignees* and 

( i ) The Windfall P r o f i t Tax attributable to 
Assignees' Overriding Royalty Interest to be withheld and 
deposited with the U.S. Treasury. Assignor shall contest 
any disputes relating to such Tax and, i f a refund i s 
obtained. Assignor w i l l promptly pay such amount to 
Assignees. 

6.2 Subject to the terms of the Master Purchase 
Agreement, Assignor covenants that i t w i l l : 

(a) ( i ) Participate i n each well d r i l l e d on the 
lands covered by the Leases and i n each well d r i l l e d on each 
spacing u n i t containing any lands covered by the Leases 
unless a reasonable and prudent operator, acting i n the same 
or similar circumstances, would elect not so to participate 
and ( i i ) pay a l l costs at t r i b u t a b l e to i t s WI i n respect of 
each well i n which i t participates; 

(b) Comply i r a l l material respects with a l l 
government regulations anc reporting requirements related to 
the Subject Interests and the Subject Wells that, i f not 
complied with, would have a material adverse effect upon the 
Subject Interests or the Subject Wells; 

(c) Perform a l l material obligations to be 
performed by i t under a l l material contracts and agreements 
applicable to the Subject Interests, the Subject Minerals, 
and the Subject Wells (including, without l i m i t a t i o n , 
operating agreements and Mineral sales contracts) and use 
i t s best e f f o r t s (by taking such action as i s available to 
i t by contract, at law, or i n 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 fo r t h i n 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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perfonned or taken by the operator of the well ahall be 
construed to require Assignor, i f i t is not the operator, to 
use i t s best efforts (by taking such action as i s available 
to i t by contract, at law, or in equity) to cause the 
operator to perfonn the duty or to take action in question. 
Without limitation of the generality of the foregoing, i f 
the operator elects, pursuant to the applicable operating 
agreement, to become a non-consenting party with respect to 
such duty or action, and i f Assignor may cause such duty or 
acti ' to be performed or taken by becoming a consenting 
pert under the applicable operating agreement, then 
Aasij.icr 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, 
verriding royalty, or other interest created subsequent to 
ie 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 a l l or 
any of the Leases as to any one or more of the formations or 
horizons thereunder, and is 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 Assign
ees) , i t i s 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 i s 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 ro 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 i f 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, i s 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 a l l 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 i s required to 
expend amounts or has expended amounts for Abandonment Costs 
cn the Subject Interests for which an Abandonment Cost 
Esci.w 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 ( i i ) the total amount of 
funds in the Abandonment Cost Escrow Account for the Subject 
Interests and to pay those amounts to Assignor. I f less 
than a l l of the funda in the Abandonment Cost Escrow Account 
are to be released and paid to Assignor after Assignor has 
incurred and paid a l l Abandonment Costs relating to a l l of 
the Subject Interests on the 1988 Prospects, then the 
amounts, i f 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 be incur
red with respect to such Prospect. Thereupon, Assignor 
never retain more than 110% of the estimated future Aoan .a-
ment Costs with respect to such Prospect (as determine.- by 
the independent appraiser) in the Abandonment Cost Escrow 
Account. I f , upon such independent appraisement, more thai 
the required amount remains in the Abandonment Cost Er.crcw 
Account, any excess shall be released to Assignor and shall 
reduce the costs chargeable to the Net Cash Flow Accour.t 
pursuant to Section 2.3(b) hereof. 

ARTICLE IX 

9.1 Assignor agrees to warrant and forever defend* a l l 
and singular, the Overriding Royalty Interest unto Assign
ees, severally as their respective interests appear, their 
respective successors and assigns, against a l l 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 
t i t l e owned or to be owned by Assignor In the Subject 
In-wsrests pursuant to the Walter Exploration P "ram Agree
ment and the Development Agreement. Assignor so heieby 
transfers to Assignees by way of substitution &r.u subroga
tion (to the fullest extent that same may be transferred), 
a l l rights or actions over and against a l l predecessor 
covenantors or warrantors of t i t l e . 

9.2 THIS CONVEYANCE IS AN INTEREST IN REAL PROPERTV, 
AND THE COVENANTS CONTAINED IN THIS CONVEYANCE AFT? COVENANT'S 
RUNNING WITH AND BURDENING THE LAND. IN ADDITION TC THE 
RIGHTS AND COVENANTS CONTAINED IN THIS CONVEYANCE, ASSIGNEES 
ARE ENTITLED TO ALL OF THE B2KEF.TS, IMPi,.".2 RIGHTS, AND 
COVENANTS TO Wi.ICH OVERRIDING PtVioiTt irTFSJBST OHUM ARE 
ENTITLED AS A MATTER OF LAM. 

9.3 Assignor agrees not to 4*.}\ tr.msfer, diapose of, 
encumber, hypothecate or pled?* t.i* ^b.^'t Interests, or to 
borrow money (except for aidants aoViWjr-ed -n Assignor's 
behalf under operating agreerne: ?-. or* ovhA\ mi'.*r agree
ments) or to enter into any agrwei-int rel at: »*K O my of the 
foregoing without the prior a* ire.'.* wriv ; • consent of 
Assignees. 

9.4 No disposition of che Subject Interests or any 
portion thereof or any Subject Keil #r Subject Wells or any 
portion thereof shall be effected unless end until i t i s 
made expressly subject to the provisions of tiiis Conveyance 
and unless the Person to whom same i s disposed expressly 
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attunes, in a document delivered to Assignees, the covenantt 
and varrantiea 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 
queations occura. Mo disposition or encumbrance of the 
Subject Interests or any por*<on thereof or any of the 
Subject Wells or any portion thereof shall release Assignor 
from i t s obligationa and l i a b i l i t i e s under this Conveyance 
or subdivide or affect any Net Cash Flow Account. 

ARTICLE X 

10.1 Except as set forth in Section 10.2, a l l 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 given 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 by delivering 
such notice in perion 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 aa followst 

I f to Assignori Walter Development Corporation 
240 The Main Building 
1212 Main Street 
Houston, Texas 77002 

I f to Assignees: c/o Chase Investors Managemeni 
Corporation New York 

1211 Avenue of the Americas 
New York, New York 10036 

Attn: Managing Director 
Oil & Gas Investments 

10.2 Assignor shall transfer or cause to be transferred 
a l l 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. 

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 aa may be 
required or reasonably requested by the other party to 
establish, maintain, or protect the respective rights and 
remedies of Assignor and Assignees ar.d to carry out and 
effectuate the intentions and purposes of this Conveyance, 
provided in each case the same does not conflict with any 
provision of thia Conveyance or of the Master Purchase 
Agreement. Specifically, as provided in the Master Purchase 
Agreement, Assignor ahall f i l e or cause to be filed this 
Conveyance for recordation in any jurisdiction where the 
Subject Interests are located pursuant to laws and regula-
tions of such jurisdiction and Assignor shall also f i l e 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 
bankruptcy 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 
Management Service. 

10.5 The failure of Assignor or Assignees to insist 
upon st r i c t performance of any provision hereof shall not 
constitute a waiver of wr 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 i t 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 INTE
RESTS ARE LOCATED ARE MANDITORILY APPLICABLE; AND THEN OITLY 
TO THE EXTENT OF SUCH MAND I TORY APPLICATION. 

10.8 Assignees agree to notify Assignor in the event of 
any conveyance, assignment, or other trarsfer by Assignees 
of a l l or any part of the Overriding Royalty Interest. Upon 
Assignor's receipt of auch notification. Assignor agrees to 
acknowledge and ratify such transfer so that from and after 
the effective date thereof, the righta and privileges hereof 
(insofar as the interests transferred are concerned) shall 
remain in f u l l force and effect as i f and to the same extent 
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at i f written at between Assignor and tuch trantferee. A ll 
the covenants end agreement! of Assignor and Aatigneet 
contained in thia 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, modification, amendment, or supplementation 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
tion.- 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 I t i s not thc indent of Assignor or Assignees that 
any provision herein violate any applicable law regarding 
the rule against perpetuities, rhe suspension of vhe abso
lute power of alienation, or other rules regarding the 
vesting or duration of estates, and this Conveyance shall be 
construed as not violating auch 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 
i s determined to violate such rule, then such provision 
shall nevertheless be effective for the maximum period (but 
not longer than the maximum period) permitted by such rule 
that w i l l result in no violation. To the extent such 
maximum period i s permitted to be determined by reference to 
"lives in being". Assignor and Assignees agree that "lives 
in being" ahall 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 i s subject in a l l respects to the 
Master Purchase Agreement. 
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EXECUTED effsctive for a l l purposes as of the Effective 

ASSIGNOR: 

WALTER DEVELOPMENT CORPORATION 

By 
Name 
T i t l e VExecutive Vict Presidsnt 

STATE OF TEXAS S 
S 

COUNTY OF HARRIS S 

On this 18th day of January , 1989 , before 
me appeared J. C. Walter. I l l . to me personally 
known, who, being by me duly sworn, did say that he i s the 
Executive Vice President of Walter Development Corporation- and that 
said instrument was signed in behalf of said corporation by 
authority of i t s Board of Directors and oaid J. C. Walter. I l l 
acknowledged said instrument to be the free act and deed of 
said corporation. 

\ » \ N o t a r y Public'in and for 

" T e ^ ' i ! ^ S t* t # ° f T * X M 

• '•My>jCcj»A,,8aion Expires t Printed Name of Notary t 

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

E14DBG/12S 
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EXHIBIT mKm 

ASSIGNEES AND PERCENTAGES 

Assignees Percentage 

Leeway & Co. 31% 

Boat & Co. 17% 

Pitt Co. 17% 

Howard Hughes Medical Institute 17% 

Kane ft Co. 13% 

How ft Company 5% 

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



EXHIBIT "B" 

Subject Interests 

011 and Gas Lease of Sub- qed Lanus bearing Serial No. OCS-6 5547, effective 
July 1, 1983, granted bv > Ited States of America, as Lessor, 1n favor of 
Texaco Inc. and Union r any of California, as Lessees, covering all of 
Block 160, Ship Shoal / IS Leasing Map, Louisiana Map No. 5, containing 
approximately 5,000.00 a< 



EXHIBIT "C" 

DETERMINATION OF A 20%RATE OF RETURN 

The Assignees s h a l l be deemed t o have obta ined a 20% ra t e o f 
re turn when the sum o f the Discounted Net Cash Flow equals 
the sum o f the Discounted Purchase P r i c e . For the purposes 
of t h i s Conveyance, "Discounted Net Cash Flow" s h a l l mean 
the product o f ( i ) the p o r t i o n o f the cash which i s a t t r i 
butable s o l e l y t o the Development I n t e r e s t s and which would 
have been p a i d t o the Assignees, c o l l e c t i v e l y , i n a g iven 
moLth f rom t h e i r O v e r r i d i n g Royal ty I n t e r e s t i n connect ion 
• i.th the Development I n t e r e s t s i f the Net Cash Flow a t t r i 
butable t o t he E x p l o r a t i o n I n t e r e s t s had not been combined 
t h e r e w i t h , m u l t i p l i e d by ( i i ) the discount f a c t o r c o r r e s 
ponding t o such month as se t f o r t h below; "Discounted 
Purchase P r i c e " s h a l l mean the product o f ( i ) the p o r t i o n o f 
the purchase p r i c e .nd payments made under Sec t ion 4.02 o f 
the Master Purchase Agreement p a i d by the Assignees, c o l l e c 
t i v e l y , i n a g iven month pursuant to the Master Purchase 
Agreement i n connection w i t h the Development I n t e r e s t s , 
m u l t i p l i e d by ( i i ) the d i s c o u n t i a c t o r corresponding to such 
rr-jnth as s e t f o r t h below. 

For the purpose o f t h i s Conveyance, a l l payments made or 
deemed t o have been made by o r t o the Assignees i n a g iven 
month s h a l l be deeiaed made on the l a s t day o f such month. 

Sample 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 
? 2/88 .8991061 
o 3/88 .8855488 

4/88 .8721960 
10 5/88 .8590444 
11 6/88 .8460912 
12 7/88 .8333333 

The.veaf ter : I n t e n t i o n a l l y o m i t t e d , t o be ca l cu l a t ed 
i n the sur _<sthod as the above discount 
f a c t o r s a e r i v e d . 


