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WAITER OIL & GAS CORPORATION

February 3. 1989

United State Department ot Inter.or
M.nerals Manrgement Servico

1201 [lmwood Park Boulovard

Mew Orleans, Loursiana 70123 2394

Attention: Ms. La Nelle Boohm
Adjudication Un VE-3=1

R federal lLedase 0LS-G 10229
Block 573, Brazus fArea
Federal (0 fshore Texas

ladies and Gortlemen:

cnclased herew you wil v ad an executed cof the fol'nwing iecscribed
Lunveyance of wverric oo Reyoelty Intere.t afirecting the captionea lease for
Tiling:

Conveyarce of Overriding Royalty Interest dated effec! .e Hovember
4, 1988  execuced cn behaif of Waiter Development Carpuration, as
Assignor, irn favor of leewav & Co., et ai, as Assignees, covering

Federal Lesse OCS-G 10229, Biock 573, Brazos Arca, 0f7<hore Texas.

We alse enclese our check in the the amounc of $2°.00 te cover the filing fee
tor the above convey :n

We nevelly request that the above Tonveyance be placed in the file affecting
the capt oned lease, and that o evidence  wuch filing by signing and
returning the enclosed duplicate of this Jletter to the attention of the
undersianed.

Yours very truly,

e

E —

Hon A Wilson
RAW: hf

Ernclosure

RECEIVED AND FILED THE ABOVE DESCRIBED CONVEYANCE RECEIVED

AS OF THE i, DAY OF  Febpruary . 1989,

MINERALS MANAGEMENT SERVI® T FEs

BY _ . ‘,/:,c o "_/‘___“; . o Minerals b sucoment Suryice
! La Nells Boehm Leasing & Envitpainent

240 The han Booading. 1212 Main Strept Mouston Tesas (7002 (71010531221
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CONVEYANCE OF CVEEFRIDINC EOYALTY INTEREEST
(1988 Prospects)

THE STATE OF TEXAS
FNOW ALL MEN BY THESE PRESENTS:

hth

COUNTY OF BRAZORIA

That WALTER DEVETCPMENT CCRPORATION, & Texas corpora-
tion with oftficec at 240 “he Main Building, 1212 Main
Street, HYouston, Texas 7700 ("Assigqneor"), for anéd in
concideration of Ten and NO/.20 Dollars (310.00) and other
good and valuable considerations to it paid by the Dur-
chasers named on the schedule attached hereto as Exhibit "."
and made a part hereof for all purpeses ("Assignees"), the
receipt and sufficienry of which are hereby acknaowledced by
Assignor, has Bargained, Sold, Granted, Conveyed, Trans-
ferred, Assigned, Set Over, and Delivered, and by these
presents does hereby Bargain, Sell; Grant, Convey, Transfer,
Assign, Set Over, and Deliver unto Assic-ees, their succes-
sors ané essigns in the undivided severa_. proportions as set
forth on the said E:zhibit "A" (and not jointly or as tenants
in common), effective as of the Effective Date, an :verrid-
ing rovalty i-terest (the "Overriding Foyalty Inte:r_~t") in
and to the Mir:rals in and urder and produced and =« ..z=d from
the lands covered by the Leases, payable solelv ou* of gross
proceeds from the sale of the Subject Mineral roduced and
saved through the Subject Wells in excess of l.unurfacturing
Proceeds in an amcunt equal to the Ne+ Cash Flow attribut-
able to the Subject Interests calculated with respect to 211
of the Subject Interests as a group, all as more fullvy
provided hereinbelow.

TO HAVE AND TO HOLD the QOverriding Rovyalt: Interest,
together with all and singular the rights and aj; -urtenances
thereto in anywise belonging, unto Assignees, t!:ir succes-
sors and assigns, subject, however, tc the foll wing terms
and provisions, to-wit:

ARTICLE I

As used herein, the followirg terms shall have the
mezning ascribed to them belcw:

RECE!VED
FEe o 7489

Mirerals Managament Service
Leasing & Enviament



"Abandonment Costs" shall mean the costs of plugging
and abandoning the Subject Wells, the ccsts of dismantling

and :.i:vdging the platfcrms, pipelines and other facilities
and structures on the Subject Interests and other costs
associated with restoration of the €Si!' ect Interests in
accordance with applicable law (and, arplicable) the
rules and regulations of the Mirnerals Ma: ment Sfervice of
the U.S. [Department of ¢the Interior, ... of estimated

salvage value of any salvageable equipment or personalty on
the Subject Interests.

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

"Assigrnor" shall have th meaning attributed to it in
the first grammatical paragrap' o©f tnis Conveyance,

"Business Day" shall mean a day on which ary bank to or
fiom which a payment authorized hereunder may be made are
not c¢losed as authoriz~d or required by law.

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

"Cenveyance" shall mean this Conveyan~e of Overriding
Rovaltyv Interest.

"Developm - ..greement"” shall mean that certain Devel-
opnent Agreement dated as of Januarv 1, 1987, between
Assignur and Walter 0Nil & Gas Corporat: n pursuant to whirch
Assignor participates in certain Prospects by paying a
p«rtion of the development costs related thercio.

"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"” s8hall mean 7:00 a.m., local time in
effect where the Subject Interests are located on
November 4 , 1988,

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



"First Reversicn Amount" shall mean an amount of cash
which would have been distributed to Assignees hereunder if
the Net Cash Flow had been computed with respect to the
Development Interests only, equal tc the total sum therato-
fore paid by Assiqgnees in (a) Develcrment ORI Purchase Price

Amour - (as defined in the Master Purchase Agreement) and
(b) s, if any, paid by Assignees pursuant to Section 4.02
of t.ue Master Purchase Agreement, all to be computed on the

1988 Prospects, as a group.

"Independent Petroleum Engineer" shall mean Raymecnd S.
Hansen, or such other firm of inderendent petroleum engi-
nee: as may be approved by Assignees.

"Lease Acquisition Costs" shall have the meaning
ascribed to it in the Walter Exploration Program Agreenent.

"Leasc." shall mean all of the o0il, gas and other
.nineral leases, as a group, 1in which Assignor wwns an
interest pursuant to the Walter Exploration Fregram Agree-

ment or the Development Agreement, 1including, but not
limited to, (i) the o0il and gas leases, oil. gas, and
mi .ral leases and other mineral leases described in

E» .ibit "R" attached hereto and any leasehold irterest in
any other cil and gas lease, o0il, gas, and mineral lecase, or
other mineral lease derived from the pooling or unitization
of such leases with the leases, or any part therenf, de-
scribed in Exhibit "P" 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, 0il, gas, and mineral lease, or other mireral lease,
together with any and all extensions thereof cr aay part
thereof in which Assignor acquires or maintain- an interest,
executed subsequent to the Effoctive Date, tu the extent,
but only to the extent, that such subsequent lease
(aa) ccvere all or any portion of the lands covered by the
leases referred to in clause (i) of this sentence, ard
(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 Ccsts" shall mean the costs ©of manu-
facturing, prcecessing, 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
proiucts thereof, that are the result of any manufacturing,



pzocessing, or r~fining operations over (ii) the rart of
such proceeds thast represents the fair market value at the
wellhead (after being separated by a convenrtiocral 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 c¢*thers effective as c¢f January 1,
19 87

"Minerals" shall mean (i) oil, (1i) gas, (iii) casing-

head wgas, (iv) sulfvr, and (v) associated hydrocarbons
produceéd with o0il or gas or casinghead gas, but shall
exclude coal, lignite, uranium, and all other non-

hydrocarben substances.

"Net :sh Flow" shall have the meaning attributed to it
in Sectior J:3d)

"Net Cash Flow Account" shall mean tne account main-
tained in accordaunce with the provisions of Secticn 2.3.

"19PR Prospects" shall meen all of the Frospects
ccvered bv the Walter Exploration Program Agreement as to
which Assignees have acguired an Overriding Royalty Interest
pursuant to the Master Purchase Agreement.

"MRI" shall mean the .nterest (expressed as a percent-
ace) of Assignor in the production of Minerals from a
Subject Well, after deducting all applicable royalties,
overriding royalties, and cther burdens (but computed prier
to deducting the Overriding Royalty Interest conveyed
pursuant tc this Conveyance).

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

"Person" shall mean any individual, partnership,
corporation, *-vust, unincorporated association, governmental
agency, subdi sion, or instrumentality, oy other entity or
association.

"Proceeds .ercencage" skall mean:

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



(1) Minmety-five percent (8F%) until sucs
time as Assignees have paid an Initial ORI Purchase Price
Amount, pursuant te the Master Purchese Agreement; for an
Overridire Bovaltv Interest out of any of Assiguor's Devel-
opment Interests and

(ii) '00% rlhereafter;

(b)Y  With respecy to all ©f Assignor'. Developmert
Inbtisrwets ;

{1} MNinety-fave zcieunt (95%)] a+ all tirmes
when tpe First PRoversiosr Amourt is nst deemed tz have been
distributed to Ascivnees. but

fiZay ‘wrir-rive percer (45%) at all times
when the First PRevoarsion 3mount is  feemed te have bean
distributed to Assigrezs but the Secord Revwoosion Amount is
not deemed t- have een distribucec Lo Assignees, but

(:11) Twenty-five percent (25%) at all times
whern the First PReversion Amount and tne Secend Eoversion
Amount are deemoed tro bPave been diutributed te Assignees.

"Quarterly PFecord Date" shall mean for each of the
menths of April, July, Octubwr and January, the twenty-fifth
(25th) day of such month, prov:s that if the twenty-fifth
(25th) day of any such month is rict a jusiress DBay, then the
Quarterl Record oate shall be th firsc Business Day
follewing the twenty-£ifth (25th) da ¢f such month,

"Reference Quarter" shall have the meaning attributed
to 1 in Section 2.3(d).

"Second Reversion Amount" shall mean an amcunt of cash
which would have been aistributed to Assignees hereunder if
thie Met Cash Flow had been computed with respect to the

Developnment Interests only, equal te the total sum thereto-
fore paid by As inees 1n (a) Developunent ORI T .rchase Price
Amounts and (k) ms, 17 any, paid by Assignecs puirsuant to

Sectio: 4.02 of the Master Purchase Agreement, plus a twenty
percent (20%) rate of return on such amounts described in
(a) and (b} (as said emount is calcusated ir accordance with
Exhibit "C" attached heret. and made a part hereof for all
purpvses), all to be computed on the 1288 Prospects, as a
group.

"Subjevt Interests" shall mean each kind and clharacter
of right, ticle, claim, or interest (ccllectively the




"rights"} that Assignor has or may own Fpursuant to <*he
Wal:er Eupleration Program Agreement and the Develcdpment
Agreement in and to the Leases (or poriicns thereof) cdes-
cribed in clause (i) ©f the defirition of "Leaces" and each
right that Assignor may acgrire in the future in and to any
Lease (or porticns thereof) described in <clause (i) or
clause (ii) e¢f the definition of "Leuses", whether such
right be under eor by virtue of a lease, a unitization or
pooling order, an operating agreement, a division order, or
a transfer oréder or be under or by virtue of any other typce
o’ claim or citle, legal or ecuitable, re:zorded or unrecord-
ed, all as such right shall be (a) erlarged or diminished by
virtue of the provisions of Rrticle VII hereof and ({b) en-
larged by the discharcge of any payments out of producticn or
b» the remcval of any charges or encumbrances to which any
of such rights are subject on the Eifective Date and any ancd
all renewals and extensions of the right oececurring within
one year after the exrciration of such right.

"Subject Minerals" shall mean all Minerals in and under
and that may be produced, saved, and sold from, and that
shall accrue and be attributable to, the Subject Interests
from and azfter the Effective Date. There shall not be
included in the ESubject Minerals any Minerals attributable

o noncensent operations conducted with respect to the
~ubject nterests (2r any porticn thereof) as to which
Acsigner shall be a nonconsenting party and dedicated tc the
recoupment or reimbursement of costs and expenses of the
ccnsenting party or parties by the terms of the relevant
operating agreement, unit agreement, contract for develop-
ment, or other instrument providing for such nenconsent
operations, provided Assignor's election not to participate
in such operations is made in cenformity with the provisions
of the Mastar Purchase Agreement.

"Subject Well" shall mean each well on the Subkject
Interests in respect of which Assignor owns anv 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 provisicons, indirectly).

'Walter Exploration Program Agreement” snall mean the
Walter 1988 Exploration Program Agreement between Assignor
and Walter 0il & Gas Corpcration dated as of January 1,
1988,

"WI" shall mean the leasehold or operating interest
(expressed as a percentage) of Assignor in a Subject Well or
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Lease, as applicable, with respect tc the Minerals preduced
there from.

"Wwindfall Profit Tax" shall mean the tax imposed by the
Crude Oil Windfall Profit lax Act cof 1980 or any excise tax
to the same cr similar effecti.

ARTICLE II

2.1 The Overriding Fovalty Interest does not include
any right, title, or interest in and tc any personal proper-
ty, fixtures, or eguipment and is exclusively an interest in
and to the Minerals in and under ard produced and saved from
the lands ceovered by the Leases, and Assignees shall look
solely to the Subject Minerals and payments in respect
thereof (as provided herein}) for the satisfaction and
realization ©f the Overriding Royalty Interest,

2.2 Except a: set forth in the immediately sucueeding
sentence, Assignor shall have the right and, to the extent
that Assignor is marketing or causing to be marketed its own
share of Minerals, the oixligetion *> mark't or cause tg he

marketed the Minerals allocable t = Overriding Rovalty
Interest and shall market or cau » be marketed such
production proportionately with and the same terms as

Assignor's share of the production frem such Lease but in no
event for a price less than the price for which Assiaror,
acting as a veasonalkle and prudent operator, is marketing or
causing to be marketed its ewn share ©of such Minerals from
such Lease. To the extent Assigror is not marketing or
causing to be marketed its own share cf Minerals, Assigneor
shall use its best efforts to market or cause t- be market-
ed, for a price that would be acceptable to a reasonable and
prudent operator under the same or similar circumstances,
the Minerals allocable to the Overriding Reyalty Interest in
respect of eacu Lease with purchascrs possessing a credit
standing that a prudent operator would fird acceptable.
Sheould Assignees dispose of their C erriding Royalty Inte-
rest in respect ©f & Lease to a +.ird party, such third
party shall have the right, by sc notifving Assignor, to
designate the purchaser of the M:erals allocable to the
Overriding Royalty Interest, but ur.il such time, if anv, as
such right is exercised, Assignor shall have the right ard
cbligatiorn to market such Minerals in accordance with the
standard referred to in the immediately prec2ding two
sentences.

2.3 Assignor shall maintain, on a cash basis, true and
correct boouks 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
ractices, For purposes of this Section 2.3,

(1) the revenues aad expenses related to the
Exploration Interests shall bpe computed, and the
combined result of such revenues and expenses shall be
determined, for all of the Explecration Interests as =z
group, and

(2) the revenues and expenses related to the
Development Interests shall be computed, and the
‘ombined result of such revenues and experses shall be
determined, for all of the Development Interests, as a
group.

The respective results of (1) and (2) from the preceding
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 Acccunt shall be credited
with an amount equal to the sum, from and after the Effec-
tive Date, of the gross proceeds (determined before calcu-
lating the Overriding Royalty Interest} from the sale of ail
Subject Minerals (including, without limitation, proceeds
attributakle to take or pay payments) attributable toc the
Leases; provided, hcwever, that

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

(ii) if as a result of the occurrence of the
bankruptcy or insclvency or similar cccurrence of the
rv~rhaser of such Subject Minerals any amounts previously
creditel 1~ the Net Cash Flow Account are, in fact, re-
~la:med f-cm Assignor or its representative, then a debit to
the Net Cash Flow Account shall be made in the amounts
reclaimed as promptly as practicable following Assignor's
payment t! =:0f;

(iii) the Net Cash Flow Account shall not be
creditel with any amount that Assignor shall receive for any
5ale or other disposition of any of the Subject Interests or
vut of any payments made Lo Assigror .:nd related to "carried
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{25 ol t 4
third party ©r ih cennestion with anv
ané leasehnld eculipment upon
Subzect Interests; and
{iv) 17 - controversy or possible controversy
evistis (whether by r..scn oi any statute, order, decree,

rile, =egulation, cen vact, or woutherwise) as to the correct
or lawful sales price of any Subject Minerals, o 1f any
amounts received by Assigrnor as "take-cr-pay" or "ratable
take" payments are sublect to refund to any rurchasers of
Subject Minerals, then

taa) amcunts withhela by such purchaser
or deposited hy it with an escrow agent shall not be ceén-
cidered to have beer received by Assignor and shall not be
credited to the Net Cash Flow Accoun until actually col-
lected by Assigner; precvided, hewever, that the Net Cash
Flow Account shall not be credited -ith any interest,
penalty, or other amount that is not do-ived from the szale
of Subject Minerals, but, instead, 0~.signor shall make
pavment directly tc Assignees of Assignees’ allocable share
of any such amounts paid to Assignor Lv the purchaser of
Subject Mincrals c: the escrow agent; anc

{ph)  emounts received by Assisnor and
promptly deposi*e. by it with & ncn-affi’jate escrow acent,
tc be placed .n 1interest bearing accounts under usual and
ciustomary terrs, #.all not be considered to have [=en
received by Ascigner and shall nct be cradited to the Net
Cash Flew Account u-til disbursed tec Assignor by such escrow
agent; provided, however, that the Net Cash Flow Acccunt
shall not be credited with any interest, but, instead,
Assigncr shall make payment directly to Assigrees of Assign-
ees' a.l!-~able share of any such interest disbursed to
hssignor by the escrow agent.

(b) The Net Cesh Flow Azcount in respect £ the
Subject Irnrtorests shall ke debited with .o ~gpunt « .al to
the sum of the follrwing (other than Manufac:.uring Costs),
to the ex+tent that the same are rroperly allccable to the
Subject Wells for which such Net Cash Flew Account 1is
mai “ained and the preoduction and marketing of Subject
Mincwals therefrom ané have treen incurred and paid by
Assicier, wish respect to each such well, subseguent to the
Effecti e Late, but only to the extent that such items have
not been used as a basis for measuring any purchase price




paid L Assizinees to Assignor for <chis (onveyance, as
provided in the Master Purchase Agreement:

(1) The costs ipcurred by Assignor cof direct
labor, transportation, and o+ther services rnccessary for
¢rilling, operating, maintaining, rewecrking, ard producing
the Subiect wWells aid for 2ll material, eguipment, and
sapplies purchased anc used on sucl. wells and overhead costi:z
paid to the operator (including Assiynor where “+ is the
oraratar) of the wells r~ursuant to the applicable cperating
agreements; provided that such cests -~hall be reduced by
amounts received by Assignor attribntable to the S5Subject
Interests for “he sale of [ixture: and eyvipment therefrom;

(ii) The costs of dehvdration; compressir..,
czparation, traasportation, .nd marketing of picductior Irem
the Subject well:;

1iii) The costs of litigation, liens Jady-
ments, and lignhidated iiabilities including amourts paid as
a refurd. penal*y,, or interes: because tho amount i itially
received by As' 'giuor as 2 sales price of Subic.u .1 terals
was nore, or al. :gedly more, “han permitted by i verms of
any applicable ceontract, ste._ute, regulation, order., decree,
or otier obligyation (przvided, howeves, that suc omounts
were previously ~c¢edi. i *o the Net Cish Flow Accuvnt) and
claims attributable tu the cperalion, maintenance, or
preducticn of the wells;

(iv) All taxes (excep:. .ncome taxes aid the
Windfa:l Profit Tax) asc:ssf' 3g.17st oo attributable ko the

Subjec: Wells or the Tabject Mirz_.=2 r»rodiced theretrom;
(v) Direci ¢ ..ra -.nicn As.ignor mey be
;.quired to pav to ccunsel fs5  : .7gnees and 1o Huddlesicrh &
Cu., as engineering consulta: for Assignees in connection
with or relating to the prepa ion of this Conveyance, the

Master Purchase Agreement, th.. [ :velopment Agreement and the
Walter Exploration Prugram esgreements; recording costs
incurred in connectien with the filing of this Couv=rance;
and the costs incurred by “ssignor for the audits. ..f any.
conducted by Assignees purzuant to Section 2.3(g) below;

{vi} L:s3e Acgnisition Costs allocated to the
Subiect Interests by Assi-nor, all shut-in vcoyaities or
sin le payments or rentals with respect t- “he Subject
Interects;
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(-ii) Premiums on insurane carried pursuant
to Secticn 6.1.al;

(viii) Subject to Lie provisions ¢ ~_tacle
VIII hereocf, al. Abardonment Costs;

(ix) The <costs incurred by As:c.jnor in
connection with the exercise of its rights prrocasnt “o
Section 10.9;

(x) The czsh payments maue by Assignor upoa
any pooling or unitization of the Subject 'ntrrests:

(xi) All other costs rer-=nnably incurred by
Assignor for the necessarv or proper dr.1lling, compler on,
hook up, procductiun, operation, revorking, recom~leting, and
maintenance o: *h: Subject Wells and tne Subject Interests;

(~-1] All other costs incurred by Assigror
pursuant tc the Walter Exploration Program Agreement, the
Development Agreement and anv applicable opevating
agreement; and

lxiil) Prov.ded that the costs referrec =7 in
this Secticn 2.3(b) (hall »e recduced by (a) amounts rec ived
by Assignor fcr dry hole bettom hole or other similar
contributions relatec t- the ~urject Interests, (b) the

applicalle 2ztual salvage wvilue !«. determined in arcordance
with the applicable opera.ii, ag—eement then in e. .ect and
binding upon Assignor) of any .ersonalty, platfora: equip-
ment, pipelines or gathering lines related t- “tFe JSubjent
Intercests, less, in each irns*tance the ~ctual cose of
salvage, (c) the cash pzayments received Dby Assicir. as a

resnlt of any pooling o: unitirzation of the Subj.. (ntir-
ests, (d) any insurance proce:?s received by A-signis- in
espect of tie Subject Intrrest:, (e) any exness amcuints

vhich are rel-a«- to A-signor pursuant to Sectlilon B8.:
hereof. arl o) ar ints. received by Assignor upca the
«” sz zmeut of Asr. 0 o J's interest pursuant to Section 3.7 of

tiie walter Erplor. ion Program Agreemznt and Sectlinon 5.02 of
cne L - elopm nt Agreement.

(c) Nothing set forth ir this Section 2.3 shall
be intnrpreted or appliei ir a1y manner that shall ever
require or permit &ny duplicaticn of all or any part of any
credit or .iiarge to any Net (ash Flow Account with .esrect
to the samc¢ transaction, iter. of expense or charge, whether
under thiz Agreement or reilected in the Master Purchase
Acgreement, or that shal! ever reguire or permit any

=1



ImC IS S DE te any Me* Flev sfcocesrr that i
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dewlts properly macde to the portien «f the Net Cash
ig related te the Explaration Interests dur

hogow < whizh & rirc
such Refrrence Quarter pursuant to Section 2.3(b) fror
{bbk} the >s%al iz to the portiorn ¢f such

credits properly made
Net Cash “los Accour* which 1f related to the Expleration
Interests dur--=- esuech Referen: Cuarter pursuant to Ffection
2. 36a), ase

fii)  There sh..” be deduct.d (a.) the t

debits fprcoperly made the purtien of the L. Casr I r.
Account which irs rolateo to che 17:v: ~prent lntecsestis duir:
such Reference #war:er pursua 't oo Sectien 2 2 k) fre.,
(bb) the tota wridits prrper’ male to k. portion ot such
Net Casl Tlow A “int whin™ .. related wvo the Develorumern.
Tfheororts Qurin ‘.. Reloence [uarter pursuant to Section
2 Pl 5

Twe re. cPsh flow “Net Cas™r Fl»w")] =ha:l then be
determined by (1) applying the aprlicatle Pr eeds Perco.n-
tages & . he pertirnes of cthe respective belances in the Net
vasa Fouw Accetie whisi are derived from the Exploration

Inv= 5 and Deca’opiient Inke :-s5ts as determined by (i) and
Vlaey wlove, ther (¥ combinire the results rbtained from (1)
sbe.a, and then (3 dedu ng any ebkit By ance, 1f an., of
N3+ .eh F.gr ficw the 1d ol the 1nmediitely preccoduing
Re £rrence Cuartayr., If{ the -omputations ma« in accordance
witly -his Sictien Z.3(d) a the :ffect ol ame. ‘= withhesld
or comptite? and rald for ssignees' Windf.l: FPrerit Tax
result 1n 1 negativ.- "1 3t the end of & Referarce Quirter
the negative sum ghel 2 “decemed the "Dekil EBEalance". an
Debit Balance sh.'' 4 : ¢1 forrard te npo apvli @ te the
end of the imradictel; .21livang Reference ™art V2, AF
not cz—~letely util!=zedg; o Succending Relerence uarters.
If +we.c d8 @ Eebi® Balance a*t the end ol any ference
Quarter, no paymnents +hall be mal» 3 Ascignees “espect
of =wpe Cverriiing Uoya.*y Irterest ..Jr shall Assiy oc ever

be 7iable 2¢ aake any payment te Afsignor in resg-: ©f the
Deb:* R irace,




(e} Unless the parmerts ¢f Ne. ash Flow have
bean suspendeu jpursuant te Soction 4,00 +F the Master
Purcinase Agreement, on ~r bef~: the Quarter.ir Record Date
for each Reference Quarter, Ass3) nor shall tranci'r or cause
to ke transferred to Assigneers (by wire transfer to a haunk
account designated i7 sriting by each Assignee frcr time to
time) &n amount in respect of tune Subject Int-rests equal to
the exceszs of the Nev Cash Flow for the iimedrately precsd-
ing Reference (uarter over the amcunt of windf:11 Profit max
witl. resre~t *+ the imradiately preceding lefecence Quarrver
withheld or p. 1 a'd computed by Assignor o~ behalf of each
Assignee in acccrdance with the appl: -able pinvisions of the
Code and the Department of Treasur regulatio-s “rcmulgated
L’ ereuncder with respect tec ti2 p ductinan attributable to
tac Cver: iding Royalty In* ast,

(f) &1l fun-is o< livered to Assiynees on ac:rount
of the Cverriding PReoyvalty .ntere-* shall be calecnlated and
paid entirely and exclusively out of the proceels attrihut-

¢ the ESubject Mianerals in excess »f the aggregate nf
nu.icwuring Prcceeds (as preovided herei:); and i;. no event
sha .1 such payments ever exceed 10U% ¢t the grnss fair

mar. et value ¢f such productien (the "Gross Vailue") at the
wellhead bein:e the application of an rainufacturing,
Froceasing, refining or conversion process o any transpor-

tntici, away ther=from; and should the pavrment: to Assignees,
~mpu*ed 1n  accordance herewith ever exceed such Groses

'lue, then the amounts by which such payments excecd tha
“ross Value (the "Ove-age") shall be suspended and acc: 'zd;
and if the paymerts .alculated in accordance hLorewitl are
ever again less tha~ the Gross Value, the Overage shall be
*céded to subseguent payments but not .. an amount which
+:uld tien cause pavments to exceed the Gros= Value so that
Assignees shall, if possible, ke entitled ¢ receive the

cral amount to be distrihuted hereunder as if the limita-
tion imposed by the Gross Value hac not been in eftfect.

(g) The books of account .:rd records of Assignor
re_at ng to the Net Cash Flow Account :hall be open at 211
T=arv' able times for examination, inspection, copyiny, -°nd
a.’.. by Assignees and its representatives, at Assignor's

e cense, suhject to a charge t- iLhe M=t lash Flow Account as
provided in scction 2.3 (b) (v) hereinabc e

{h) o later than April 3¢ of each year, the
determinaticn of the amount +hat sk.oulc¢ lave been paid to
Assigre»s pursuant to CZection I.3(d) ir respect of the
immedia-e'y preceding calendar yeir shall b2 calculated by
Acsignor erd submitted, togeather with subovantiating da:a,



br D55 "~ to Assignees fc: «pproval. If Essignees shall
e re ~ived less than the actual amount of its Overriding
Foy: * 'ouerest,  Assignor = all  deliver Lo Assignees,

within o 17y days after A sianor ard Assignees have
rexched .#,; omen' with respect such actual amount, the
amcLnt neuvis: rv for Agssigrnees to :ave received an amount
euqual! to ' Urerriden i rovaliy LaTe Jt. 1f Assignees
shall ho.e u vived mere thin the anoant of dts Overriding
Foyalty Intere it Ar-lancr, with.n seven (7) days aftor
Assignor and As::. _u=ees hive reached agreement with respect
to such artual ar wunt; .ay charge the Ne* Cash Flow Account
with an .c.ount nes e ry o correct the \balance.
AHTICLE II:

J.1 Assig..~r thall turu:.» to Mssignees (a) reports,
in reascuable driail, witn reuro .t to (1) the productivitv
and productive life of all ¢+ 210 of the Subject Wells,

(ii) th» quantity of Eubject Mine: ils recoverable from all
or any =f the Subject Wells, (ii:) the prciected proceeds
and rosty attributable to the Subject Interests in “espect
of eac: such well, (iv' any changes made or proposed to hLe
made ... the methods or tr2atment . cperatior 2¢ each such
wall, any propesed abancdonment f a we.l, ary plugging of =

21! and -eopenirg ithereof a: » 3Iifferen' lovel, anv method
of repressuring whict may affect =uch well, or zny other
actior that may materially increase or reducc Lie value of
the Overriding Royalty Interest, and (b) i requasted b:
Assigneers and to the eittent not prohibi*ed by agrecments
with tuird parties (Assi 120 hereby agis-ing to use its best
efforts to obtain the ‘risite consent from suck third
parties to disclesc such informaticn *fo Assignees), perti-
nent well data sufficien inr maeging well and reserve
evalustions, including, witiout limication, ec.ectric l-ogs,
core data, botto:r hole pressire da*2, wnd c(ther reason.hle
w1l data. TIn ad “1¢cn, excepu as set fo (h in the 1lmmedi-
at.1ly succeeding scitence, Assignor shall netify Assiagnees

0

n.eety (90) davs priotr to the release, suvrender, or termi-

navict of wny 2f the Sul "ect Interests. !hould Assignor not
have al "zus3t ninoty (9C) days prior .»tice ~f such release,
surrender, or terilnaijion, ‘nen Assigne shall notify
Assignees wof v.. event as prompt. ' as pi.cticable after
Assignor has .. rotice. Assijnor _Lall not be required to
furnish the +*.-u5 referred to in ciauscs (1) through (iii}
of ‘e fizst Lontence of this Section 3.1 more frecuentily

the mer. ir ecach ca'endar yaear

R On or betore Acril 30 ¢ f each year, Assignos shall

furnish to Assignees a written engineeriny repor: with

o A




respect to the Subject Interests and each Subject Well
prepared as of January 1 of the year in «uesticn by the

Independent " -woleum Encineer, setting forth such firm's
evaluadtion - rrovsed developed ané fproved undevelcred
Mireral reis fand contiining such comments witih respgect
to probable » ie1al rererves as the Independent Petroleum

Engineer may deem appropricte) attributable te the Subject
Interests, using such set or sets cof pricang assumrtions as
may be previded to the Independent Petrcleum Er neer hy
Assignees., Such report shall set forth estimate- future
net revenue, the preosent value thereof at discrunted rates,
and the assumptions utilized *n arriving at the estimates
contained thrrein,

3.3 No later than April 30 of each year Assignor
shall furnisk to Agent an annual report for the immediately
preceding calcndar year containing the -omputation cf the
Net Cash Flow, including the components . ereof, prepared on
a cash bkasis and accompanied by a cert.fied report of Brthur
Andersen & Co. Such report shall include a det led itemi-
zation, by tyvpe or classification, of the total. costs and
expenses paid by Assignor and used in calculating Net Cash
Flow.

3.4 On or ucfere the Quarterly Record Date, Assignor
shall deliver “o Assignees a statzment showinag:

(1) the computation of Net Cash Flew attributable
to the imuadiately preceding gquarter and the computation of
Ne+ Cash Flow paid to Assignees from and after the Effective
Dc antil the clcse of such Reference Quarter;

(ii) a summazy ©f the computation made or cther
me.thods used in determining the Manufacturing Prcceeds
during sucvh Reference Quarter;

(iii) a 1list of the wells drilled on the Subject
Intrrests, a statement of the cost of each well completed or
abandoned, and a statement des-ribing the reason for aban-
doning any well;

(iv) a 9general description of all marketing
arra:igements, or any changes therecf, that have been made
with respect to Minerals produced from the Subject Interests
‘uring a Reference Quarter; and

(v) a description of each sale, farmcut or other
P

. .sposition of an interest in the Subject Interests by
¢+ ssignor,

il B



It is contemplated that in some L1nstances Ass.ianor will
not ke the operator nf th: Subject Interests and its access
to information may be limited. Accordingly, the reports
required by this Subsection 3.4 shall be prepared by
Assigner based upon the best information reasc. .bly avail-
able to it.

ABTICLE IV

THE PROVISIONS COF EFECTIGN 2.3 AND THE NET CASH FLOW
ACCOUNT PROVIDED FOR THEREIN ARE FOR THE SOLE PURPOSE OF
PROVIDING A MEASURE FOR DETERMINING TEE OVERRIDING ROYALTY
INTEREST, AND TN NO EVENT SHALL ASSIGNEES EVER BE LIABLE OR
RESPONSIBLE IN ANY WAY FOR PAYMENT OF ANY PART OF THE COSTS
AND EXTENESES CHARGED AGAINET ANY NET CASH FLOW ACCOUNT OF
FOR ANY LIABTLITIES INCUPRED IN CCNNECTION WITH THE DEVELOP-
ING, EXPLCRING, DRILLIMNG, TEETING,; OPERATING,
PRODI'CING, MAINTAINING, OF PLUGGING AND ABANDONING OF ANY
WELL OR THE STORING, HANDLING, TREATIMNG, OF MARKETING OF THE
PRODUCTION THEREFRCM, ASSIGNCR HEREBY AGPEZI.NG TO INPEMNIFY
AND SAVE HARMLEES ASSIGH FROM  AND AGHINET AMY SUCH
RESPCIEIBILITY AND LIABILITY AND FROM AND AGAINST ANY LOSS,
COST (INCLUDING, WITHOUT LIMITATION, THE C€0OST OQF THE SUIT
AND ATTORNEY'S FEES), CLAIM, CAUSE QF ACTION; AND LIABILITY
ARISING OUT OF, RESULTING FRCOM, OR ATTRIBUTABLE TO SAME OR,
TO THE BREACH OF Al COVENANT OR WARRANTY OF ASSIGNOR UNDER
THIS CONVEYANCE.

ARTICLE V

IT IS5 THE EXPRESS INTENT GF ASSIGNOR AND ASSIGNEES THAT
THE OVERRIDING ROYALTY INTEREST SHALI. CONSTITUTE (AND THIS
CCNVELANCE SHALL CONCLUSIVELY BE CONSTRUED FOR ALI., PURPOSES
AS CREATING) A NCON-CPERATING MINERAL RIGHT FOR ALL PURPQOSES.
WITHCUT LIMITATION OF THE GENERALITY OF THE IMM! YIATELY
PRECEDING SENTENCE, ASSIGNOR AND ASSIGNRES ACKNOWLEDVE THAT
ASSIGNEES HAVE NO RIGHT OR POWER TO PARTICIPATE IN THE
SELECTION OF A DRILLING CONTRACTOR, TO PROFCSE THE DEILLING
OF A WELL, TO DETERMINE THE TIMING OR SEQUENCE OF DRILLING
OPERATIONS, TO COMMENCE QR EHUT DOW! PRCEDUCTION, TO TAKE
OVER OPERATIONS, OR TO SHARE IN ANY OPERATING DECIEION
WHATEOEVER. ASSIGNOR AND rOSIGNEES HEREBY EXPRESSLY NEGATE
ANY INTENT TO CREATE (AND THIS CONVEYANCE SHALL NEVER BE
CONSTRUED AS CREATING) A MINING OR OTHER PARTNERSHIP OR
JOINT VENTURE OF 'OTHER RELATIUNSHIP SUBJECTING ASSIGNOR AND
ASSIGNEES LIABLE JOINTLY.
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6:1 Subijadt ta the erms of the Master Purchacge
Agreement, Asrignor covenan that it «1'1 caugey

(a) A prud dperatin in-Anance prmqrsm

desi ta dGrill or the SubIect E

to b congucted o covis ¢ Leases ard the

b

the Leases as
in accen

spacing units cent e any lands :
would a reasonable ard prudent operatcr anc
with =sound field practices;

The Sukject Wells tec be maintained and

i the p:rﬁqc*ion of M nerals in a geéed and
WE manmer  and in  accovds sound field
cplicable operating a’“PET““tS Wiy lppezgting

cntracts pf devzlepment, or rimm‘c“ iristruménts

and, in ! respects, with all a=licable laws,
rules, x pufﬂlt Fe3urs, Or Hpcreua, woept
those Lol lDﬂtp“tLL it gc-‘ raith and by appropriate

Lroceeding (provided that
Subject inteopests wor the »tect Minerals or anv part
therec” sha'l result during pencency or in the resolu-
ticn &: ¢ ad siuch wellg to be preduc=d at the
ma»imum efficient legal rate (subJect, however, to .any
Lpplicah]e state and/or foderel laws, rules, and/or regula-
tions geverning the amoun- e©f Minerals that may he produced
from a $ubject Wall); provided, hHowever, that nothine
ceptaine” in this | ragraph shall be deemed to prevent or

2l ssignor t m electing not to participhte in anv
oper 5 that are o be conducted under the terms cf any
oper.ti g agreecinent; unit operating agrécment, tentract for
development, or similar instrument affecting or pertaining
to the Subject Interests (or any portien thereof)] and
petrmitiing consenting parties teo c¢onduct non=consent of “ra-
tions thereen if a reasonable and prudent operator, ac.ing
in conftormity with scvnd fi=ld practices, would make such
elections;

i
torfeiture ar loss o©of the

e
Iesc
Ay

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

(d) All taxes, assessments, and governmental
charges or levies and all claims asgserted or irmposed u:on
the Subject Interests (other than those being crntested in
good faith and by aprropriate proceedings; provicded that no
forfeiture or loss of the Subject Interests or the Subject
Minerals or anv part therecf shall result during tl'e fpen-
dency of or in the reselution of such contest) that, if



unipaid, may beccme a lien upon the Subject Interests or any
of the Subject Wells. to be paid priar te delinquency;

(2} All machiner:, equirment,; and facilitir i
any kiné new or hereafter located con the Subject Interests
necessary or useful! in the operation thereof or £for the
preduction of M:nerals therefrom, to he provided ané to be
kept in good ané effective operating condition, and all
repairs, renewaic, rerlacements, additions, and improvement
thereof or theretec needful to such end, to be promptly made,
all as would a reascrable and prudent operator acting in
accordance with scund field practices;

(f) MNotice to be given to Assignees of every
material adverse claim or dJdemand of which Assigror has
actual krowledge made by anv Person, affectinc the Subject
Interests or one or more Subject Wells, or of ary material
proceedings insti<uted with respect thereto, and all rea-
sonably necessary and proper steps to be Jlilicently taken to
protect and defend the Subject Interests and the Subject
Minerals and such wells agaimrst any such adverse claim,
demand, or proceeding, all as would a reascnable and prudent
cperator;

(g) The ESubject Interests, the Subject Minerals,
and the Subject Wells to be kept free and clear of liens,
charges, and encumbrances of every character, other than
(i) taxes constituting a lien but not yet due ard payable,
(ii) defects or irregularities o: title or liens, charges,
or encumbrances that are nect such 2s to interfere materially
with t"e cperation, value, or use of the Subject Intereuts,
the Subject Minerals, or the Subject Wells, and that do not
materially affect title thereto, (iii) those being contested
in gocd faith (provided, however, thac no forfeiture or loss
of the Subject Interests or the Subject Minerals or any purt
thereof shall result during the pendency or in the resolu-
tion of such contest), and (iv) those, if any, consented to
by Assignees in writing;

(h) Insurance of the type and in the amounts as
Assignor reasonably deems prudent in respect of the Subject
Interests to be maintained, Assignees to be named as an
additional assured on the Comprehensive General Liability
‘nsurance policy, the Comprehensive Autcmobile iiability
.nsurance policv, the Umhrella Liebility 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 tc waive any rights of
subrogation against Assignees as respects activity under

= e



tHig Conveyance oy ith Agreenent and to
wglive any rights te rez ay any premiums or
other costs in respect ©f the insurance referred to in this
Segtion 6.1 (h) , @ certiZficate of Such insurance covzrage to
be furniched to Assigness and, 1f reguested ty Ascicnﬂas,
copies o¢f the applicable pelicies to ke urnished to
Assignees; and
(i) 'The is Prefit Tax attributable to
Ass Overriding FReovalty Interest to be witiaeld and
dep with the U.&, reasury. Assignar shell contaest
any rutes relating to such Tax and, 1% a refund 1is
obt Assigner will premptly pay such amcunt to
Assi
6.2 Subject Lo the terms o©f the Master Purchase
Agreement, Assignor covenants that it will:

n each well drilled on the

(a} (i) ‘“Participat
a n cach well drilled an each

lands covered by *he Leasos

spaging unit COﬁ_hlEihq any lands covered by the Leases
unless a reascnable ané prudent operater, acting in the same
or similar circumsiances, would elect =rticipate
and (1i) pay all costs atiributable to its WI in respect of

each well in which it participates;
(k) Cemply in all material! respects with all

govarnment regulations anc reportlng requirements related teo
the SubieLt Interests and the Subject Wells that, 1if not
ccmplied with, weould have a material adverse effect ugpcn the
Subject Interests or the Sukject Wells;

{c) Perform 2all material obligations to be
performed by it under all material contracts and agreements
applicable to the Subject Interests, the Sukjcct Minerals,
and the Subject Wells (including, without limitation,
crperating agreements and Mineral sales cortzacts) and use
its best efforts (by taking such action as is available to
1t by centract, at law, or in equity) to enforce the perfor-
mance under such contracts and agreements o©f the other
parties thereto.

€.3 Asszgnor shall comply with the provisions of
Sectirne 6.1 and .2 without regard to the existence of the
Overr:ding Royvalty Interest or any other royalty, overriding
rovalty, or cther i”tProqt greated subsequent 'to the Effec-
tive Date. The provisions; set forth in Sectiecns 6.1 and 6.2
that require Assignor to pcrform certain duties or to take,
or cause to be taken, certain accions that can cnlv be
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perferimed of : ¥ the coperadator o©f the well shall be
construed tc ~zuire Assignor; if it is not the gperatoer, tc
1os best 2 : ucb action as 1s &

Gliaes) te cause ‘the
setien in allestin.

+he [ 2. '-'1"'1(::,

vee

-t qrr
o g i o o
T 4]

acreement, to kecome = non-consentirg par

suchk duty or action, and if Assigror may

actien tc be rperformed cor taken by bec

E&r tboiskiia the apelicab operatlnc

Asszzmer shall s8p Bleect o “ebc"g a ccnsen 3

a reascnable arnd prudent operator; acting in &

sound fleld practices and without regard to t & e
the verrrdan Faoyalty Interest or any royal
overriding ; Or cother interest created subseéguent to
t Effe ¢ weonld refuse te undextake the pecfor=
mance of the dutwy or the taking of the action in guestion.

ARTICLE WVIZ

Arsignotr shall have the right g rrgl or uhitize all of
any @I the Leases as to anr onée or more of the formaticns or
herizonz thereunder, and as €0 any of the Subjeoct Mim .
when, in the judgment of Assignor (exercising goed faith and

with £air dealing with recspect t¢ the interests of Rasian-

ees), it it necessary or advisable to do so in order to form
drilling w©or proration ucit +o facilitate the wcrder

cevelopment 2f the ESubject Interests or to comply with the

requiremerts of any law or govarnidental erder or regulation
relating to the spacing of hullﬁ or proraticn of the produc-

tion therefram. Fer purpe es of computing the Overridirg
Royalty Interest, there shall be allocated te the Subrect
Interects included in su4cH unit = prec ata poeortien of the
Minerals produced from the poole ! uni. on the same basis
that preductien frem the pool er it is all-gated te otlher
workine interesis in such ponl or unit. Promptly after
formatic: ©f any such wunit, Assignor shall furnish to

Assigneez a true cuny of the peoling or unitication agree-
ment, declaraticn, or gther instrument creating such unit.
The interest in any such unit attrikbutable to the Subject
Interests (oar any part thec=eof)l included therein shall
become a part of the Subject Inte =sts and shall be subject
“c the Overriding Revalty Intereszst in the same manner and
:ith the same effect as if such unit and the interest of
Assigner therein were specifically described in Exhikit "B"
to this Convevance.
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tas  Abarn
SSTLEW A crow
acreennnt shall
providy rowes
fvnas in rment
securitie hJVL,c natu-ities dars.
At any tl"‘l" cn. er prier to % Abanc=
Costs nust be incurrad and Asslcnor is reguired te
dmcunts or has éxpended amourts for Abandonment Costs
Subfect Interests for which an Abandenment Cost
Acoenat b akligked, agsigney szall cause
the pcserow ago : the Abandommernt Cost Escrow
Account for the Subject Interest tihie lesze. of (i) an amount
oqual te said Abandeonment Ceosts or (1:1) the total amount of
furgs in the Abkandonment Cew+ Egcrow Account sor the Subject
ntfrests and Yo pday those amourits to Ascignor. P lQEE

-

thar all .of the Zfunds in the Abandcrm=er.t Tos® Escrow Account
are te be released ard paid to Asg o wr after Assignor has
inecurred and paid all Abandornme-t Costs relating to all of
the 8ubject Interests on the 1988 Prospects. then the
amounts, if 7 he Abanconment Cost Escrow Account
shall ke paid

o we 2 rovisions ©f Efection 8.1
above, at s a single Prospect on
which Abando -~ed to be dncurrsgd,
Acsignar shall _<wiian w arpraiscr satisfactory

ra
bt



to Assicnees * : estimate the shandenment Ccstn to be ircu: -
reé with re:s;..ct to such Prospect. Therevpon, Asgignor may
never retain more than 110% of the estimated future Akaindon-
ment Costs with respect to such Presrect (ds determine! b
the independent appraiser) in the AL :ndonment Cost Esc:

Account. 1Y, upen such indep :ndent ajrraisement, mere thor
the reguired amount remains in the Akandonment Cost Escrow
Account, any excess shall be released te Assignor and shall
reduce the costs chdrgeable to the tdet Cash Flow BAccount

Fursuant to Section 2.3(b) hereof.

ARTICLE IX

9.1 Assiguor agrees to wo and fcrever defend, =zl
and sinqular, the Overriding ¥ ty Interest unto Assign-
ees, severally their respective interests appear, their
respective succassors ard assigns, against all persons
whemsoever «laiming er to <laim the same, «r any rpart

therec?, hy, chrouah or under Assianor, but not otherwise.
Thir Conveyat~e shall cover and appl¥ to ar after acaquired

v owned «r  to be cowned by Assiagnor the Subject
Trtvirvsts pursuant 1o the Walter Explaratiol regram Agree-
ment and the Development Agreemernt . Assignor also her=by

transters to Assignecs by way of substitution and subroga-
tion .to the fullest e:tent that same may be transferred),
all rights or actions ov:r 2na against all predecessor
covenantors or warrantor c¢f :3%le.

9.2 THIE CONVFEYANCE 1. IN REAL PROPERTY,
{E COVENANTS CONTAINED IN Th.o CONVEYANCE ARE COVENANTS
i WITH AND BURDENING THE AND . IN ADDITION TO THE
AND COVENAN & CONTATNED IN THIE CONVEYANCE, ASSIGNEES
ARE ENTITLE: T ALTe OF TUEF BENFEPITS, IMPLIED RIGHTES, AND
COVENANTS ITCH OVIERRIDING ROYALTY TINTEREST OWNERS ARE
ENTITLED AT A ! «TTFR OF LAW.

9.3 Assignor agroeo: nt to zell, transfer, dispose of,
encumber, hypothe-ate or pliddge the Subject Interests, or to
barrow money (except ‘or amounts advanced on Assignor's
belhalf under operati: agreements or other similar ajgree-
ments) or to enter into any aagreement rclating to any of the
foregoing without the prior coxpress written consent of
Assiqgnees,

9.4 No dispos) ionh of the Subjrct Interests or any
pertion thereof or ai.y Subject Well or Subject Wells or any
portion thercof shall be effected unless and until 1t is
made expressly subject to the provisions of this Convevance
and unless the Person to whom same s o) sposcd expressl:



assumes, in a document deliversd to Assicne: th

and warranties of Assignor to Assignees rth in this
Tonveyance., to the extent that same ar . «cakle to the
perioc frorm and after +he éate on whic, he disposition in
questi ns oLeurs. He dispvosition or encumbrance of the
fubhject Lnterests or any pertion thereof or any of the
“ublect Wells or any portion therecf shall release Assignor

from i« obligations and liabilities wunder this Conv vance
or :.kdivide or affect any Net Cash Flow Account.

AZTICLE X

10.1 Ex~epr as set for'h in Section 10.2, all rotice;

~nnrsents, aprrevals, reques: -, demands, or oth‘ r communicq-

tions reguired or permitted o bhe given unde: this Convay

ance must be in writing -wd rev ke given by telex, teleqram

or telecopier, our by cdepositing same in the mail, ad-dre:ss @
to the party to be notified; postpaid, and recister=l Or
certified wit:: return receipt regquested, ¢ by deliv:ir’ng
such notice person to such jarty. t.ces givan o
served pursuant hereta shall be «fiart upnn receirc
the Person to be notified. For purp: .5 of notl e,
addresses of Assignor and Assigneess ola a2 as folliw

If to Mssignor: Walter Developtient Corporaciva

240 The fain Build'ng
1212 Main Street
Houston, Texas 77002

If to Assigunees: c/o Chase Investous ! rigyeaear
Curporation New Yo
1211 avenue of the duncvicoss
New York, New York 11(3

Attn: Managi 5518 Pl L) LB
O 1 & C-e.:: Ensvie s tinonits

10.2 Assigner shall trarsfer or cause to Le Lraneglferred
all moniecs to which Assignees are oentitled he-eidev by
Federal funds wit« transfer notr later +*hanr \h tatne ‘when
due, to each Assiciee at tro hank account Facified bt each
Assignee in writing to Assignor.

10.3 This Conveyaace may not be aranded, altered, o
modified pursuant *o a wrltter ik : icegtoed by
Assicnor \saignees.

10.4 Assiganeor ana Assignee- t fr toes to time do

5 : 3

and perform such further acts a..” £ g el e 8 ek



further instruments, convevances, and documents as may be
reguired or reasonably reguested by the other party to
2stablisl; maintain, or protéct the respective rights and
remedies of Assignor and Assignees and to carry cut and

ffectuate the intentions and purposes of this Conveyance,
provided in ea.h ca3e the came dozs not conilict with anv
provision of this Jdonveyance or cof the Master Purchase
Agreement., Specifirully, as provided ipn the Master Pur:hase
Agreement, Assigner shall file or cause *o »n2 filed this
Convevance for recordation irn anv Jjurisdiction where the
Subject Interests are located pursuant to lavs ans regula-
tions of such Jjurisdiction and Assigr.r shall a':s fiie a
copy of each Conveyance covering any c¢< the Sub® . TInter-
ests in Brazoria County, Texas. Tiliugs of this fonveyance
shall alsc be made whrerever necescsz-y to eccabl®~n Assig-
nee's prior:ty of .(-terest and tc g.event a trustee in
bankruptcy from becc 1ing a hypothetical bona fide purchaser
thereo: pursuant to t :ction 544 of the U.,S. Bankruptcy Code.
In addition, Assignor shall n:ke or cause tcg be made any
apprepriate filings will Lhe United States Minerals
Management Service.

10.5 The £failure of Assignor or Assignees to insist
upon strict rerformance of any provisiorn hereof shall nct
constitute a waiver of or estoppel against asserting the
right to require such performance in the future, nor shall a
waiver or estoprel in any one instance constitute a waiver
or estcppel with respect to a later breact of a similar
nature or othervise.

10.6 P2Rssignor and Assignees acknowledge t:at Assignees
hawe no right or interest that would permit it to partition
any portion of the Subject Interests, and Assignees hereby
waive any s=such right.

10.7 THIS CONVEYANCE SHALL BE GOVERNED BY AND CONSTRUEL
IN ACCORDANCE WITIH THE LAWS OF THE STATE OF TEX UNLESS THE
REAL PROPERTY LAWS OF THE STATE IN WHICH Tiii SUBJECT INTE-
RESTE ARE LU ATED ARE MANDITORILY APPL.ICABLE; AND THEN ONLY
TC THE EXTENT OF SUCH MANDITORY APPLICATION.

10.8 Assignees agree tc nctify Assignor in the event of
any conveyance. assignment, or other transfer by Assignees
of all cr any wart of the Overr: !ing Rovalty Interest. Upon
Assicror's receipt of such notiZication, Assignor agrees to
ack-~wledge and ratify such transfer so that from and after
the “fective date thereof, the rights and privileges hereof
(:nscfar as the interests transferred are ccncerned) shall
romain in full force and effect as if and to the same extent




as 1f written as tetween Assigneor and such transferee. 2all
the «covenants and agreements o Assignor and Assignees
contained in this Convevance shall be binding wupon the
succeccors 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 cupplement the l.eases with respect
to any of the lands covered thereby iIn anv particular

without the consent of Assignees; ;- -ovided, that no exten-
sion, modification, amendment, or supplementation shall
adver:~ly affc t any of Assignees' richts hereunder or under

the Mister P.rchase Adgreement, including, withcut limita-
EiGH, he amcunt, computation, or methcd of payront of the

Overricing Royalty Interest. Assignor shall furnish
Assigness with written notice of any extension, modifica-
tion, amendment, or supplementaticn, which affects the

Cverriding ke ralty Interest within thirty (30) days after
Assignor has entered inte the same, which notice shall
specify the date thereof and the locatima and the acreage
covered thereby.

10.10 It is nct the invent of Assignor or Assignees that
any provision rerein wioclaté any aprlicable law regarding
the rule azgainst perretuities, the suspension of the al:o-
lu power of alienation, or »>ther rules regarding the
ve: _ing or duration of estates, and :his Conveyan.e shall be
construed as not viclating such rule to the extent the same
car be so construed c-nsistent with the intent of the
parties, In the event, however, that any provision hereof
is determined t- viclate such rule, then such provision
shall nevertheless be effective for the maximum period (but
nnot longer than the maximum perioc fpermitted by such rule
that will result in no wvieolatica. To the extent such
maximum pericd is permitc.~ to be determined by referenc:s to
"lives in being", Assignc: and Assicnees agree that "lives
in beirq" shall refer to the lifetime of the last to die of
the¢ now living lineal descendants of the lat: Joseph P.
Kennedy {father »f +he late President of the United States
of America).

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

1
ta
i

I



EXECUTED effective for all purpcocses as of the Effective

hITﬁ?;iiﬁ ASSIGNOR
L —_—
_ Ll WALTEP DEVELOPMENT CORPORATION

_ 5 - v (‘ | =
P o pprre LK /32’40 sy _ 4. (L Lku_u
L 7 Name_ ], C. Welter, [1]
Title | Executive V.ce President

STATE OF TEXAS §
g
COUNTY OF HARRIES €
On this 18th d_a:xrc;’ January . 19849, before
me appeared J. L. WaTter, TII to me personally

known, who, being by me duly sworn, chc1 say that he is the

Executive Vice lresident ©fF Walte . , and that
said instrument was sicned in be**zi of said corporation by

authority of its Board of Directors and said J. 7. Walter, TII
acknowledged said instrument tc be the free act a.éd deed of
said cerporation.

T /

PRy &
"'f" ....... -'-._:'4’((" _/ L7V . L & o
LA T Notary Public in and for
o o L The State of Texas
o ? 2% = - 7
" My C Isslon Expires: Printed Name of Notary:
5 - ‘5

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

E14DBG/125



EXHIBIT "A"

ASSIGNEES AND PERCENTAGES

Aus Tnees Percentage
wezxway & Co. 31%
. .3t & Co. 17%
ritt & Co. 17%
Howard Hughes Medical Institute 17%
Kate & Co. 13%
how & Company 5%
All Assigneecs' addresses are c/o Chase Investors

Management Corporation as set forth in the Conveyance.



EXHIBIT "B"

Subject Interests

011 and Gas Lease of Submerged Land, dated effective as of November 1, 1988,
bearing Serial No. 0CS5-G 10229, between the United States of America, as
Lessor, and Walter 011 & Gas Corporation, as Lessee, covering all of Block

573, Brazos Area, 0CS Leasing Map, Texas Map No. 5, containing approximately
5, 760,00 acres.



The Assignees shall be deemed to have obtained a 20% rate of
return when the sum of the Discounted Net Cash Flow eguals
the sum of the Discounted Purchase Price. For the purpcses
of this Convevance, "Discounted Net Ca:rh Fleocw" shall mean
the produet of (i) the porticn of the cash which is attri-
butable solely to the Development Intevests and which would
have been paid teo the Assignees, collectively, in a given
month frem their Overriding PRevalty Interes: in connection
with the Developrment Interests if the Net Cash Flew attv -
butable to the Exploration Interests had not been mbined
therewith, nultiplied by (ii) the disccunt factor ccrres-
ponding to such month as sec forth below; "Discounted
Purchase Price" shall mean the product of (i) the portion of
the purchase price and parments made uunder Section 4.02 of
the Master Purchase Agreement pz2id by trn=2 Assignees, collec-
tively, 1in a given menth pursuant toc the Master Purchase
Agreement 1in connecticn with the Development Interssts,
multiglied by (ii) the discount factor corresponding to such
meonth as set forth belov,

For the purpece of this Cenvevance, all payments made cr

deem=2d to have bzenrn made ky nr tc the RAssic- es in z given
mer+n shall be deemed made oa the l&st day of such menth.

Sample Discount Factorxs

Period End of Calendar Month,/Year Discount Factor
18 8/87 .9849214
2 9/87 .970C¢701
2, 10 'B7 .9554428
4 11,87 .9410360
5 12/87 .9268465
6 1/88 .9128709
, 2/88 .8991061
8 3/88 .885548¢8
] 4/:% .8721960
10 5/88 .B590444
11 6/88 .8460912
12 7/8¢8 .8333333

Thereafter: Intentionally omitted, to be calculatec

in the same method as the above discount
factors are derived




" WALTER OIL & GAS CORPORATION

United States Department of Interior
Minerals Management Service
Attention: Mrs. La Nelle Boehm
Adjudication Unit, [ E-3-1

1201 tlmwood Park Eoulevard

New Orleans, Louisiina 70123-2394

December 7, 1989

RE: Federal Lease No. 0CS-G 10229
Block 573, Brazos Area
Federal . richore Texas

Ladies and Gentlemen:

Enclosed you will find an executed copy of the fallowing described Assignment
of Overriding Royalty Intorest affecting the captioned lease for filing:

Assignment of Ove ~-iding Royalty Interest dated effective November
2, 1988, executed on behkalf of WJalter 0il & Gas Corporation, as
Assigner, in favor of Robert D. Jo)ly, David A. Pustka, and Rodney
L. Cottrell, as Assignees, affecting Federal Lease 0CS-G 10229,
Block 573, Brazos Ar :, Federal Offshore Texas.

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

We request that the above Assignment of Overriding Royalty Interest be placed
in the file affecting the captioned lease, and that you evidence such filing
by signing and returnina the onclosed copy of this Jletter to the attention of
the undersigned.

© truly,
P
Ron A. Wilson

RAW:hf
Enclosures

RECEIVED AND FILED THE ABOVE DESCRIBED
ASSTICNMENT OF OVERRIDING ROYALTY INTEREST

THIS 8th pay oF December 1989
MINERALS MANAGEMENT SFRVICE RECEIVED
V/ |

NAI'"IE 1z "e ¢ Toehm

TITLE: Slerwsary Hﬂe_'rq'l Leasing Specialist Winerals Manage: ent Servica

l.easing & Environment

240 The Main Bui!ding. 1212 Main Streetl, Houslon. Texas 77002 (713)659-1221



ASSIGNMENT OF OVERRIDING ROYALTY INTEREST RECEIVED

DEC ¢
BRAZOS AREA BLOCK 573 { w b 1989
GULF OF MEXICO { " o
FEDERAL OFFSHORE, 1EXAS { "“hn':?m.em&m

WHEREAS, WALTER OIL & ZAS CORPORATION, a Texas corporation, whose
address is 240 The Main Building, 1212 Main Street, Houston, Texas, 77002, is
the owner of certain undivided interests in and to the hereinafter described
lease:

011 and Gas Lease of Submerged Lands (the "Lease") dated effective

as of November 1, 1988, between the United States of America, as

Lessor, and Walter 0il & Gas Corporation, as |[essee, covering all

of Block 573, Brazos Area, as shown on OCS Leasing Map, Texas Map

Nu. 5, and bearing Serial No. 0CS-G 10229.

NOW, TH*RLTORE, WALTER OIL & GAS CORPORATION, a Texas corporation, whose
address is 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 consideratior, 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 2.08333% of 6/6ths in and to all oil, gas,
other hydrocarbons, and all other minerals produced, saved and sold from the
Tands 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 cne 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.



TO HAVE AND TO HOLD said overriding royalty interests unto Assignee, his
successors and assigns; and for the same consideration Assignor agrees tn
warrant and defend title ‘o said overriding royalty interests unto Assignee
against all claims arising by, through and undar Assignor, but not otherwise.
This Assignment is made subject to the terms and conditions of the lease, as

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

1.
Fue, oil and gas for operating the premises, and for treating and
handling tne products therefrom (and the pro ortionate part of fuel o0il and
gas consumed in a central plant, should the Lease be operated jointly with

rl

other premises through the use of such nlant) shall be ded: ~tore said

overriding royalties are computed. All ad valorem, producti -ther taxes
chargeanle against the overriding royalty ownership or prou on shall be
paid by Assignee. If the Lease covers an interest in .ne 11, gas and other

minerals in and under the lands described therein less than the full and
undivided mineral fee interest in said land, then the overriding royalties
payaole to Assignee shall be proportionately reduced in accordance with the
ratio that the mineral interest in saicd land covered by the Lsase bears to the

full and undivided mineral fee interest in such land.

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 dJdrilling operations
whitsoever upon the property above described, or to maintain any such
operations after once begun, or production of o0il or gas after once
established, nor to prutect said land from drainage nor to maintain the Lease
in effect by payment of delay rentals, drilling operations or otherwise, but
all operations, if any, on said premises and the extent and duration thereof,
as wel! as the preservation of the leasehold estates by rental payments or

otherwise, shall be solely at the will of Assignor.




Assignor <hall have the r ght ard power to combine, pool or .vitize the
acreage ¢ vered by the lease, or any portion thereof, and the ieasehold estate
apd overricinrg royalty ownership therein. including the overriding royalty
conveyed hereby, with other land, lzase or leases. mineral and/or royalty
e~tates in the vicinity thereof when and as ofter as in Assignor’'s Judament 1t
is necessery or ac sacle L de so in order to properly explure. develup and

2rate said premisc., to facilitate the orderly development of such interests
or to comply with the requirements of zan, law or governmental order or
regulation reiating to the spacing of wells (or proration of the production
therefrom. Fo curposes of computing the overriding royalty interest conveyed
hereby, thera shall be allocated to the said overriding royalty inciuded in
such unit a pre rata portion of the cil, gas and otner minerals produced from
the pooled unit on the -ame basis that production from the pool or unit g
allocated to the tease. It is agreed that Assignez shall receive and wil
accept on . cticn Ffrom a unit so pooled or unitized only such proparcion of
the overriging royaliies herei; /e specified as is allocated to the lease as
to which thy  aJverridicg royalty applies. The interest in any such pool or
uniit attributable te the overriding royalty interest included herein shal! be
subjected to said overriding royalty interest in the same 74nr-r and with the
same effect as if such r:0l e unit and the “nterest of Assignor therein were
specifically described in ihis conveyance. It s understood and agreed that
no tormal poaoling or deciaraticn need be filed with respot to .ny such pool
or unit but "y that tne | -ase(s) be subjected to a pool, unit or oiher

cooperative agreement for the development of a common reservoir.

o~

Should Assisnor enter ‘a0 a contract fur the sale of gas from the
Lease, and suci. sales agreement -5 with an u aftiliated third pa ty, then the
payments to Assignee pursuant to th1: Assignment shal. « made based upon the
nel price received by & signor under =1id contract, after deducting any third
rarty transportation costs or other :isis or charges incurred in making the
gas ready or a-vailable for market to the ;<int of sale, provided such costs or

charges are progeriy deductible from rLessors’ rovalty under the terms of the

Lad



Lease r sble regulations. In no event and under no ¢ircun:ances shall
Assigr ave the right to take gas jaseous hydrocarbons from the

Lease 1 n

5

In the event * 1y determined that the price for th .. e of oil, gas
or other hydrocarbons and upon which payments have been made hereunder, 15 in
excess of that allowed by ru'e, order, statute, requlation or other
governmental or requlatory determination, Assignee agrees that Assigni shall
be allowed to recovir, out of the overriding royaltie< pavable hereunder. such
amounts as may have been cverpaid to Assignee hereunder: provided, nowever
that prior tu commencing any sucn recoupment, Assignor shall prov Assign: e
with notire of its intent to institute such recoupment w.th the details,
reasons  and  emounts  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 <ny month or other applicable accourting
period. Such  recoupment sha!l not prejudice the right of Assignee to
institute. nor be a bar to Assignee’s instituting, any action to conteot or
dispute the liability of Assignee for any alleged overpayment of overriding

royalties hereunder.

B

The provisions hereof sh:ll inure to the benefit of and be binding upon
the parties hereto and their respective heirs, succe ors or assigns: however,
no change or division in the owner kip of said overriding royalty interest
shall be binding on Assignor until thirty (30) days aftar Ascignor srtall havre
been furnished with a certified copy or copies of the recorded nstrumer  or
instruments evidencing such change in ownership.

IN WITNESS WHEREOF, this instrument is executed and ¢ live,ed th s Jand
day of J:fhégggr‘ , 1989, but made effecti.e for all purposcs as o. the 7nc

day of November. 1988.

NITNESS{&_':’L_ - WALTER OIL & GAS CORPURATIuN

7 -

g :4;) /il .
A Kz By: ( o
A 7 "3 £ (iénérzi_.@[(f{zL"

Erdsident




STATE OF TEXAS {
{
COUNTY OF HARRIS

On this ;;Lxlday of 1w4 4{‘:f‘ , 1989, before me personally appeared
J. C. Walter, IIl to me pefsona y known, who being by me duly sworn, did say
that he is the President of Walter 0i1 & Gas Corporation, a Texas corporation,
and that the said ipstrument was signed on behali of said corporation by
authcrity of its Board of Directors, and said appearer acknowledged that he
executed the same as the free act und deed of said corporation.

In witness whereo?, I have hereunto set my official hand and seal on the

date hereinabove written.
Helen fcwfer

Notary Public in and for the
State of Texas

Commission Expires 9/30/92.

ASSIGNMENT OF OVERRIDING ROYAILTY INTEREST
BLOCK 573, BRAZOS AREA
FEDERAL OFFSHORE, TEXAS




‘ WALTER OIL & GAS CORPORATION

February 26, 1990

United States Department of Irterior RECEIVED
Minerals Management Service

1201 Elmwood Park Boulevard

New Orleans. Louisiara 70123-2394 FEB 25 1380

Attention: Ms. La Nelle Boehm Minerals Management Service
Adjucication Unit, LE-3-1 Leasing & Enviroament

RE: Federc! Lease OCS-G 10229
Block 573, Brazos Area
Federal "ffshore Texas

Ladies and Gentlemen:

Enclesed herewith you will find an executed copy of the following descr red
Conveyance of Overriding Royalty Interest affecting the captioned lease tor
filing:

Conveyance of Overriding Royalty Interest ted effective January
1, 1985, executed on behalf of Walter Offshore. Inc.. as Assigror,
in favor of Leeway & Co., et al, as Assignees, affecting Federal
Lease 10229, Block 573, Braros Area, Federal Offshore. Texas.

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

We hereby reguest that th 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.

Yours fe;‘y truly,

\-‘_-——

7 A

Ron A. Wilssn RECEIVED
RAW:hf

FEB 2& 10€0
Enclosure
Minerals Managei=ut Service

RECEIVED AND FILED THE ABOVI SCRIBED CONVEYANCE Leasing & Envirwainent
AS OF THE 28th DAY OF February | 1990.

MINERALS MANAGEMENT SERVICE

BY 'z.k/_’z_g‘ L

La Nelle Boehm

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



RECEIVED

. P FRR 2& 1990
\ RRIDING ROYAI 1Y INTHREST
(Brazos & West Delta Blocks) Minerals Management Serviod
Leasing & Environmesd

CONVEYANCE OF OVE

Fhat WALTER OFFSHORIEL, INCL 0 Texas corporation with offices at 240 The

Main Building, 1217 Min Street, Houst Texas T ("Assignor”), tor and n
constderation ot 1 il NO/HKDE Doollars (2 104K and otiier good and valuable con-
siderations to it pid | e Purchaser named on the schedule attached hereto as Exhibit
AT and made w part hereof for all purposes ("Assignees”), the receipt and sutficiency of
which wi hereby wcnowledged by Assignor, has Bargained, Sold, Granted, Coaveyed,
Iransteried, Assigned, Set Owver, uod Delivered, and by these presents does hereby
Bargae Sell, Grant, Convey., Transter, Assign, Set Over, and Deliver unto Aisignees, their
stacees s and assiens o0 the undmaded several proportions as set forth on the sind Exhibie
"AT (and nooomthy uroas ter s i common). effective as o the FEtfectve Date, an
overmidimg re Ity interest (the ermidinge Rovain Interese”) in and 1o the Mierels in and
under and pi duced and saved trom the T oads Covered by the Leases, pavable solely out
ol gross procecds from the sale of the Su t Shmerals produced and saved throogh the

Subject Wells moexcess of Manufactuning 1 cecds i an amount ¢ ual to the Net Cash
Flow attributable to the Subject Interests calculated with respect o all of the Subjeo
Interests as a group, all as more fully provided heremnbelow,

TO HAVE AND TO HOLD the Ove nding Royalty Interest,  cether with all and
singular the nights and appurtenances thereto i anvwise belonging, uitto Assignees their
successors and assigns, subject. however, to the following 1o ms and provisions, to-wit:

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

"Abandonment Costs”™ shall mean the coste of pluggmg and abar loming the Subjeci
Wells, the costs of dismantling and salvaging the platforms, pipelines and other facilities
and structures on the Subject Interests and ¢ er costs assoriated with restoration of the
Subject Interests in accordance with applicacle law (and, if applicable) the rules and
regulations of the Minerals Management Service of “he U.S. Department of the interior,
net of estimated salvage value of any salvageable equipment or personalty on the Subject
L terests.

"Acquisiion and Development Agreement” shall nican that certain Acquisition and
Developmen' Agreement dated effecuve as of Januany 1, 1989, between Assignor and
Waltor Gl ias Corpora on pursuant to which the Prospects were acquired by Assignor.




Astignees” shall have the meaning attributed to it in the first gramratical paragraph
of this Corveyance, it being understood that Assignees shall not be deemed joint tenants,
tenants 11 common or members of any associadon or mining partoership,

“Assignor’ sh 1l have the meaning attributed to it in the first grommarical paragraph
of this Conveyance.

"Business Day" shall meun o day on which any bank to or from whi . a payment
authorized hereunder may be made are not closed as authorized or requii i by faw.

"Code" shall mean the Internal Revenue ‘ode of 1986, as amended from uyroo

"Conveyance  shall mean this Conveyance of Overriding Roye't e oo

"Effective Daie” shall mean 7:00 a.m., local time in ¢ ffect where the Sumeor "nicests
are located on January 1, 1989

“ndependent Petroleum Fngineer” shall mean Raymond 5. Harsen, o such other
firm of independent petroleum engineers o+ may be approved by Assi nees.

"Lease Acquisuion Costs” shall have the meaning ascribed 1o it in the Exploration
Program Agreement, as such term is detined in the / quisition and Developmeni
Agreement.

"Leases" shall mean all of the oil, pas and other mineral leases, as a group, in which
Assignor owns an oterest pursuant to the Acquisition and Development Agreement,
including, but not limited to, (i) the oil and gas leases, oil, gas, and mineral leases, and
other mineral leases described in Foohibit "B" attached hereto and any leasehold interest
in any other ail and gas lease, oil, gas, and mineral lease, or other mincral lease derived
from the pooling or unitizatien of such lcases with the leases, or ny part thereof, de-
scribed in Exhibit "B hereto. together with any and all «xtensions thereof or any part
thercof in which Assignor acquires or maintains an interest, and (i) any oil and pus lease,
oil, gas, and mireral lease, or other mineral lease, wgether with any and all extensions
thercof or any |t thereof ir 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 all or any porton of the lands covered by the leases i ferred
to in clause (i) of this sentence, and (bb) is arquired by or for the benefit of Assignor
either prior to or within cne (1) veor after the expiration of the leases referred to in
clause (i) of this sentence.



"Manufacturing Costs" shall mean the costs of manuficturing proces:ing. or relining
operations  (but not conventional mechanical liquid-gas sepaation) that genzrate
Manufacturing Proceeds.

"Manufacturing Proceeds" shall mean the excess of (i) proceeds realized from (-
sule of Subject Minerals, or products thereof, - 't are the - alt of any manufact jing,

processing, or refining operations over (ii) the “art of such v oceeds that repre.. e the
tair market value at the wellhead (after being separated | a conventiona! n nanical
liquid-gas separator) of such Subject Minerals before any »u Y inanufacturir . 1 ocessing,

or refining operation.

"Master Puichase Agre ment" shall mean that cortain Master ase Apreement
entered into by and betweci Assignor, Assignees and others efiective s of Janvary 1,
1989.

"Mirerah" chall mean (i) oil, (i) gas, (i) casingheaa gas, () Hiar, ard
(v) associated hydrocarbons produced with oil or gas or casinshiead o« “hall exclude
coal, lignie, vranium, and all other non-hydrocarbon substances,

"Net Cash Flow" shall have the meaning ai ibuted to it in Seooon L3gd).

"Net Cash Flow Account” shall mean the account maintaincd in accorduance with
the provisions of Section 2.3,

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

"Overproduced Party" shail mean a party to a gas balancing arrangement who, as
& result of producing, in addition to its own share of production, that portion of another
party’s share of production whirh such other party is unable or ' nwilling to market or
otherwise to take or dispose of, i1s in a position of cumulative net overproduction with
respect to such gas balancing arrangement. For purposes of this Conveyance, "gas
balancing arrangemeni” shall include any relationship, under law or otherwise, where parties
are obiiged to account to others, in gas or in cash for prior disproportionate production
of gas from any well.

"Ovemiding Royalty Interest”" shall have the meaning auributed to it in the first
grammatical paragraph of this Conveyance.



"Person” shall mean sny individual, partnership, corporation, trust, unincorporated
association, governmental agency, subdivision, or instrumentality, or other entity or
association.

"Proceeds Fercentage" shail mean seventy percent (70%) ¢t any time when the
Reversion Amount has actually been distributed to Assignees; and ninety percent (9%%)
at all other times.

"Prospects” shall mean collectively all of the West Delta Blocks and the Brazos
Blocks, as those terms are defined in the Acquisition and Development Agreement.

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

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

"Reversion Amount” shall mean an amount equal 10 the total sum theretofore paid
by Assignees pursuant to Article V of th* Master Purchase Agreement, all to be comput-
ed on the Prospects, as a group.

"Subject Interests”" shall mean each kind and character of right, title, claim, or
interest (coilectively the "rights") that Assignor has or may own pursuant to the Acquisition
and De clopment Agreement in and to the Leases (or porons thereof) described in
clause (i) of the definition of "Leases” and each right that Assignor may acquire in the
future in and to any Lease (o7 portions thereof) described in clause (i) or clause (ii) of
the definition of "Leases”, whether such right be under or by virtue of a lease, a unitization
or pooling order, an operating agreement, a division order, or a transfer order or be under
or by virtue of any other type of claim or title, legal or equitable, recorded or unrecord-
ed, zll as such right shall be {a) enlarged or dimirished by virtue of the provisions of
Articie VII hereof and (b) enlarged by the discharge of any payments out of production
or by the removal of any charges or encumbrances to which any of such rights are subject
on the Effective Date and any and all renewals and extensions of the right cccurring
within one year after the expiration of such right.

"Subject Minerals" shall mean all Minerals in and under and that may be produced,

saved, and sold from, and that shall accru d be attributable to, the Subject Interests
from and after the Effective Date. There 1l not be included in the Subject Minerals

any Minerals attributable to non-consent operation conducted with respect to the Subject
Interests (or any portion thereof) as to which Assignor shall be a non-consenting party and




dedicated to the recoupment or reimbursement of costs and expenses of the consenting
party or parties by the termis of the relevant operating agreement, unit agreement, contract
for development, or other instrumen* providing for such non-consent operations, provided
Assignor’s election not to participate in such operations is made in conformity with the
provisions of the Master Purchase Agreement.

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

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

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

ARTICLE 11

2.1 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 produccd and saved from the lands covered !y the
Leases, and Assignees shall look solely to the Subject Minerals and payments in respect
thereof (as provided herein) for the satisfaction and realization of the Overriding Royalty
Interest.

2.2 Except as set forth in the immediately succeeding sentenre, Assignor shall
have the right and, to the extent that Assignor is marketing or causing to be marketed its
own share of Minerals, the obligaticn to market or causc to be marketed the Minerals
allocable to the Overriding Royalty Interest and shall market or cause 10 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 for which
Assignor, acting as a reasonable and prudent operator, 1s mark:ting or causing to be
marketed its 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 its best
efforts to market or cause to be marketed, for a price that would be acceptable to a
reasonable and prudent operator under the same or similar circumstances, the Minerals
allocable to the Overriding Royalty Interest in respect of each Lease with purchasers



possessing a credit standing that a prudent operator would find acceptable.  Should
Assignees dispose of their Overriding Royalty Interest in respect of a Lease to a thir?
party, such third party shall have the right, by so notifying Assignor, to designate the
pirchaser of the Minerals allocable to the Overriding Royalty Iriercst, but until such time,
if Loy, as such right is exercised, Assignor shall have the right and obligation to market
such Minerals in accordance v7iih the standard referred to in the immediately preceding
two sentences.

2.3 Assignor shall maintain, on a cash basis, true and correct books and rerciads
in erder 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 Lccepted accounting practices.  For purposes of this Secticn 2.3:

) The Net Cash Flow Account shall be credited with an amount equ.l
to the sum - nand after the Effective Date, of the gross proceeds (determined before
calculating the Overriding Royalty Interest) from the sale of all Subject Minerals
(including, without limitation, proceeds attributavle to take or pay payments) attributable
to the Leases; previded, however, that:

(1) if any Subject Minerals are ma jufactured, refined, or
processed (other than through liguid separation operations in the
vicinity of the well using a conventional mechanical liquid-gas
separator), the proceeds from the sal: of such Subject Minerals shall
be reduced by the Manufacturing Proceeds:

(i1) if as a rev it of the vecu.rence of the bankruptey or
insolvency or similar occurrence of the purchaser of such Subject
Minerals any amounts previously credited to the Ne. Cash Flow
Account are, in fact, reclaimed from Assignor or its representative,
then a debit to the Net Cash Flow Account shall be made in the
imounts ieclaimed as promptly as practicable following Assignor’s
payment thercof;

(i11) the Net Cash Flow Account shall not be credited with
rny amount that Assignor shall receive for any sale or othe
.sposition of any of the Subject Interests or for any payments made
on behalf of Assignor and related to "carried interest” arrangements
whereby Assignor’s costs and expenses attributable to an of the
Subject Interests is paid by a third party or in connecticn with any
adjustment of any well and leasehold equipment upois un. -ation of
any of the Subject Interests; and

r3



(1v) if & controversy or possible controversy exists (whether
by reason of any statute, order, decree, rule, regulation, contract, or
otherwise) as o the correct or lawful sales price of any Subject
Minerals, or if any amounts received by Assignor as "take-or-pay" or
“ratable tuke” puavments are subject to refund to any purchasers of
Subject Minerals, then:

(aa) amounts withheld by s.ch 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 untl actualiy collected by Assignor:
provided, however, that the Net Cash Flow Account shall not
be credited with any interest, penalty, or other amount that is
not dernived from the siale of Subject Minerals, but, instead,
Assicior shall make  payment  directly to Assignees  of
Assignees’ allocable share of any such amounts paid to
Assignor by the purchaser of Subjecr Minerals or the escrow
agent; and

(bb) amounts reccived by Assignor and promptly
deposited by it with a non-atuhate escrow agent, to be placed
in interest bearing accounts under ustcal and customary terms,
shall not be considered to have been received by Assignor and
shall not be eredited 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
Assigness 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 proportion-
ate share ot gas, any amourts received by Assignor which are
attributable te its proportionate share of gas shall be credited
to the Net Casn Flow Account, but any amounts received by
Assignor which are attributable to the sale or other disposition
of gas which is not attributable to Assignor’s proporticnate
share of gas shall not be credited to the Net Cash Flow



S orount but shall be held by Assignor in an account (the
"5S¢ n 15 Account") with the sums in such account to bear
interest at a rate equal to that credited to Assignor on its
customary ban¥ time deposits;

(bb) when  Assignor is pooclucing  less  then its
proportionaie share of gas and the wnount of its overproduc-
tion is thereby being reduced. any amonnts received by
Assignor from the sale or other disposition of such gas shall
be credited to the Net Cash Flow Account and, in addition,
the amounts excluded =+ the Net Cash Flow Account when
the overproduction ac..o ' puersuant to (aa) above and heid
ir the Surplus Account ~i.»" be credited ta the Net Cash Flow
Account on a first-in/fi-si-out basis as the overproduction is
reduced and shall thereby reduce the balance of the Surplus
Account; and the interest accrued on the Surplis Account, if
any, shali be reledased to Assignor and shall not be credited to
the Net Cash Flow Account;

(cc) if Assignor is required to make settiement in cash
for any net overproduction, the amount so paid shali be paid,
to the extent possible, from funds autributable to such
overproducticr: 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 {unds shall be
used by Assignor in such seitlement; and anv -cmaining
mnterest shali be released wo Assignor and shall not t - credited
to the Net Cash “low Account;

(dd) Funds that have been held .1 the Surplus
Account under applicable pus balancing arrangement< but that
are no lonpger subject to recoupment, either in cash or in kind,
shall not he credited in the Net Cash Flow Account and shall
be released to Assignor.

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

(aa} when Assignor is producing less than its
proportionate share of gas, only the actual amounts received



by Assignor from the sale or other disposition of gas shall be
credited to the Net Cash Flow Account, and any amounts

ceived by others fron the sale or other disposition or gas
that 15 attributable to. st sor’™ proportionate share shall ne.
be credited to the Net Cosh Flow Arcount;

(bb) hen Assignor is producing more than its b
of gas and the amount of iis underproduction is thereby « ~ing
reduced, there shall be credited to the Net Casic 2w £ ceount
the actual amounts received by Assignor from e sele 1 otle
disposiuon of all such pioduction: and

(¢cc) if Assignor shouid recer o settie~  *in cash for
any net underproduction, the amount = .c. m such
settlement shall be credited to the Net G i Flow Account
when such amount 1s received,

(b}  The Net Cash Flow Account in respect of the Subject Interests st ll
be debited with an amount equal to the sum of the rollowing (other than Manufacturing
Chasts), to the exwent that the same are pronerly allocable to the Subject Wells for which
such Net Cash Flow Account is maintained and the produciion and marketing of Subject
Minerals therefrom and have been incurred and pail by Assignor, with respect to each
such well, subsequent to the Effective Date, but only to the extent that such items have
ot been used as o basis for measuning any purchase price paid by Assignees to Assicnor
tor this Convevance, as provided in the Master Purchase Agreement:

(1) The costs incurred (or estimated to be incurred
pursuant to Section 4.02 of the Master Purchase Agreement) by
Assignor of direct labor, transportatic 1, and  her services necessary
for driliing, operating, maintaining, reworkiig, and producing the
Subject Welis and for all matenia’. 2quipment, and supplies purchased
and used on cuch wells und overhead coste paid to the operator
(including Assignor where it is the operator) of the wells pursuant to
the applicabic operating agreements; provided that such costs shiall be
reduced "y amounts 1+ ceived by Assignor attributable to the Svaject
Interests for the sale of fixtures and ey pment therefrom; av
amounds by which estimuted costs which prev.c usly have been de I
to the Net Cash Flow Account exceea the couts actually incurre d by
Assignor related to the work or services to which such estimated costs
relate.



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

(1ii) The costs of litigation, licns, judgments, and hquidated
liabilities including amounts paid as a refund, penaitv o interest
because the amount initially received by Assipnor as @ sales price of
S bject Minerals was more, or allegedly more, than pormitted by the
terms of any appicable contraet, statute, regulaticn, order, decree,
or other obligation (provided, however, that such amounts vere
previously credited to the Net Cash Flow Account) and _.aims
attributable to the operation, maintenance, or nroduction of the wells;

(1v) All taxes (except income tixes) assessed against or
atrributable 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 Conveyvance; recording costs incurred in connec-
tion with the filing of this Conveyance; and the costs incurred by
Assignor tor the audits, if any, conducted by Assignees pursuant to
Section 2.3(g) below;

(vi) cease Acquisiton Costs allocated to the  Subject
Interests by Assignor, all shut-in royalties or sim «r payments or
rentals vith respect to the Subject Interests;

{vin) Premiums on msurance carried pursuant to Section
o.1(h);
(viii) Subject to the previsions of Article VI hereof, an

amount equal to all amounts deposited into the Abandonment Cost
Liscrow Account (as defined in Section 8.1 hereof) and sl AL andon
ment Costs {except to the extent such costs are paid cut of the
Abandonment Cost Escrow Account);

(1x) The cost: mcurred by Assignor in connection with the
exercise of its rights pursuant to Section 10.9;
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(x) The cash payvments made by Assignor upon any . oling
or unitization of the Subject Interests;

(x1) All other costs reasonably incurred by Assignor fo. (he
necessary or proper drlling, completion, hook up, production,
operation, reworking, recompleting, and maintenance of the Subject
Wells o 1 the Subject Interests;

(x11) All other costs incurred by Assignor pursuant to the
Acquisiion  and  Development  Agrec aent and  any - applicable
operating agreement,

(xu1) Provided that the costs referred to i this Secuon 2.30h)
shall be recuced by () amounts received vy Assignor as bons,
advance royelty or other payments im conruon with an, farmout as
well as any other similar arrangement or dry hole, bottom hole or
other similar contributions related o the Subject Interests, (5) the
applicable actial salvage value (as determined in accordance wiih the
appiicabic operating sgresment then in eftect and binding upon
Astignor) ol any poosonalty, platforms, eguipnient, pipelines or
gathering lines redated o the Subject Interests, less, in each insiance
the actual costs of salvage, (c) the cash payments received by
Assignor as a resuic of any pooling or unitization of the Subjecr In*=r-
ests, (d) any insurance proceeds received by Assignor in respect
the Subject Interests, (e) amounts received by Assignor upon the
adjustment of Assignor’s interest pursuant w Section .7 of the
Explorabon Progra- Agreement, as swid term s defined in the
Acquisiton and 13 clopment Agreement, () any excess amournts
released  to Assignor  pursuant  to the  provision of - Section
2.3(a)(v)(dd) hereof, (g) any interest amounts rele. o 10 Assignor
under Sections 2.3(a)(v)(bb) and 2.3(a)(v)(<c) hereof, and (h) any
amounts received by Assignor from tird parties as rentai o use fees
for personalty, platforms, equipment or gathering lines related 1o the
Subect Property.

e

(¢} Nothing set forth an this Section 2.3 shall be interpreted o applied
in any manner that shall ever require or permit any duphcanon 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, wh ier under this Agre=ment or reflected in the Master Purchase
Apreement, or that shall ever require or permit anv inclusion of @1y charge to any Net
Casn Flow Account that is reimburscd 10 Assignor at any time by any erson. Further,



no charge may ¢ made to the Net Cash Flow Account . hich is used to measure any
purchase price ior 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 Quarter") after the Effective Date there shall
be deducted (i) the total debits properly made to the Net Cash Flow Account during the
Reference Quarter pursuant to Section 2.3(b) from (ii) the touwl credits properly made to
such Net Cash Flow Account during the Reference Quarter pursuant to Section 2.3(a).

The net cash flow ("Ner Cash Flow") shall then be determined by taking the results
obtained from the foregoing paragraph and (1) applying the applicable Proceeds Percen-
tage to the balance in the Net Cash Flow Account at the end ot each Reference Quarter,
and then (2) dzducting the Dcbit Balance, if any, of Net Cash Flow from the end of the
immediately preceding Reference Quarter. If the computations made in accordance with
this Section 2.3(d) result in a negative sum at the end of a Reference Quarter, the
negative sum shall be deemed the "Debir Balance". Any Debit Balance shall be carried
forward to be applied to the end of the immediately following Reference Quarter or, if
not completely utilized, to succeeding Reference Quarters. If there is a Debit Balance at
the end of any Reference Quarter, no payments shall be made to Assignees in r2spect of
the Overriding Royalty Interest nor shall Assignees ever be liable to make any payment
to Assignor in respect of the Debit Balance.

(e)  On or before the Quarterly Record 1 e fur each Reference Qua
Assiguor shall transfer or cause to be transferred to Assignees (by wire transfer to a ba
account designated ir writing by each Assignee from time to time) an amount in respect
of the Subject Interests equal to the Net Cash Flow for the immediately preceding
Reference Quarter.

(f)  All funds delivered to Assignees on accou.  of the Overriding Royalty
Interest shall be calculated and paid entirely and exclusively out of the proceeds attribut-
able to the Subject Minerals in cucess of the aggregate of Manufacturing Proceeds (as
provided herein); and in no event skall such payments ever exceed 100% of the gross fair
market value cf such production (the "Gross Value") at the wellhead before the application
of any manufacturing, processing, refining or cCOnversion process Or any (dansper ition awas
therefrom; and should the payments to Assignee:, computed in accordance 1 -with eve)
exceed such Gross Value, then the amounts by which such payments excecd the Gross
Value (the "Overage") shall be suspended and accrued; ana if the payments calculated in
accordance herewith are ever again less than the Gross Value, the Cverage shall be added
1o subsequent payments but not in an amount wvhich would then cause payments to excced
the Gross Value so that Assignees shall, if possible, be entitled to receive the total amount



to be distributed hereunder as if the limitation imposed by the Gross Value had not been
in effect.

{g)  The books of account and records of Assignor relating to the Net
Cash Flow Account shall be open at ull reasonable times for examination, inspection,
copying, #nd audit by Assignees and its representatives, at Assignor's expense, subjeci to
a charge 10 the Net Cash Flow Account as provided in Section 2.3(b)(v) here nabove.

(hy  No later than Aprd 30 of each: year, the determinat: n of the amount
that should have been paid . Assignees pursuant to Section 2.3(d) w0 respect of the
immediately preceding calendar year shall be calculated » As gnor zand submitted,
together with substantiating data, by Assignor to Assignees far appr 1l If Assignees + all
have received less thun the actual amount of its Overriding Koyalty - verest, 2 sgignor wnall
deliver 10 Assignees, within seven (7) days after sssignor and Assignees have rcach: i
agreemment with respect 1o such actual amount, the amount necessary for Assignees - have
received an amount equdi to its Overnding Royalty Interest. If Assignees shall have
recerved more than the amount of its Cverriding Roy: Interest, Assignor, within seven
(7} day after Assignor and Assignees have reached agr ement with respect to such actua!
amount. may charge the Net Cash Flow Account with an amount necessary 1o correct the
imbalan. e,

ARTICLi: 1§

3.l Assignor shall turmish to Assignees (a) - zpeits, o reasorcchle etaan, win
respoct 10 (1) the produc ivity and preductive aife of z2lb or any of the © a Welj-
(i) the quantty of Subject Minerals + coveraie frem ali or any of the cet We
(i) the projected proceeds and costs attributable to the Subject Interests w respect of
cach such welt () any changes made or proposed to be made in the methods or
treatment and operatici, of each such well, any proposed abandonment of a well, any
plugaing of o well ard” renpening thereof e @ different level, any method of rejre suring
which muay atfect suc. well, or ny other acuon that may matenally increase or reduce ihe
value of the Overriling Royally Interest, and (b) if requested by Assignees and to the
extent not prohibited by agreements with third parties (Assignor hereby agreeing to use
15 best ciforts to obiain the requisite consent from such third parties to discl we such
informadon o Assignees), pertinent well data sufficient for making well and eserve
evitluatons, meluding  without limitation, electric logs, core data, bottom hole pressure
data, and other reason, ie well data. In addition, except as soi forth in the immediately
Socce ling sentence. Astipnor shall notify Assignees ninety (X)) Cays prior (o the reiease,
surtonder, or teonination = © any of the Subject Interests. Should Assignos not nhave at
least ninety (K1) days pror neace of such release, suriender, or termination, then Assignor
shall notufy Assignees of such event as promptly as practicable after Assignor has such



notice.  Assignor shall not be requirc:! 10 furnish the items referred to in clauses
(1) through (iii) of the first sentence of thus Section 3.1 more frequently than once in each
calendar year.

32 On or before April 30 of each year, Assignor shall furnish to Assignees a
written engineering report with respect to the Subject Interests and each Subject Well
prepared as of January 1 of the year in 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 respect to probable Mineral reserves as the
Independent Petroleum ['ngineer 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-'h estimates of
future net revenue, the present value thereof at discounted rates, and e assumptions
utilized in arriving at the estimates contained therein.

3.3 No later than April 30 of each year, /ussignor shali furnish .o Agent an annual
senort for the immediately preceding calendar year containing the computation of the Net
Cas  Flow, including the components thercof, prepared on a cash basis and accompanied
by . certified report of Arthur Andersen & Co. Such report shall include a detailed itemi-
zation, by type or classification, of the toial costs and expenses iid by Assignor and used
in calculating Net Cash Flow.

3.4 On or before the Quar.erly Record Date, Assignor shall deliver to Assignees
. statement showing:

(i) the computation of Net Cash Flow attribut ¢ to the
immediately prec:ding quarter and the computation of Nou Cash Flow
paid o As-‘gnecs from and after the Effective Date until the close
ot such Reference Quarter;

(i) i summary of the computation made or other methods
used in deiormiarg the Manufucturing Proceeds during such
Reference Quarter;

(1) a list of the wells drilled on the Subject I :rests, a
statement of the cest of each well completed or abandoned, ard a
statement describing the reason for abandoning any well;

fiv) a general description of all marketing arrangements, or
any changes the-eof, that have becn made with respect to Minerals
produced from the Subject Interests during a Reference Quarter; and



(v) & description of each salc.  mout or other dispaosition
ot an interest i the Subject Interests by Assignor.

" is contemplated that in some instances Assignor will not be the operator of the
Subject Interests and its access to information may be limited. Accordingly, the reports
required by this Subsection 3.4 shall be prepared by Assignor based upon the best
information reasonably available to it

ARTICLE 1V

THE PROVISIONS Ol SECTION 23 AND THE NET CASH FTLOW  CCOUNT
PROVIDED FOR THEREIN ARLE FOR THE SOLE FIUPOSE OF PRU DING A
MLEASURIE FOR DETLZEMINING THE OVERRIDING KOYALTY INTER! T, AND
IN NO EVINT SHAILL ASSIGNEES EVER BE LIALLE OR RESPONSIBLI IN ANY
WAY FOR PAYMENT OF ANY PART OF THE COOSTS AND FE .PENSES
CHARGLED AGAINST ANY NET CASh FLOW A(C COUNT OR FOR ANY
LIABILITII 5 INCURREI N CONNECTION Wit THE DEVELOPING,
EXPLORI" G, DRI LING, i:QUIPPING, TES 'ING, OPLEERATING, PROI' CING,
MAINTA NING, OR PLUGGING AND ABANLITONING OF ANY WLELL OR THE
STORING, HANDLING, TREATING, OR MARKETING OF THE PROD! " TION
THEREFROM, ASSIGNOR 1IEREBY ACKEEING TO INDEMNIFY A » (AVE
HARMLESS ASSICNED  FROM AND AGAINST ANY SUCH RESPCHYG S1LITY
AND LIABILITY AND FROM AND AGAINST ANY 1085 COST (ot JDING,
WITHOUT LIMITAOM, THE OOST OF THE SUIT . ND ATTORNE 'S FEES),
CLAIM, CA'LE CF ACTION, AND LIABIITY ARISING OUT OF, ReSULTING
FROM, OR ATRIBUT ™IE TO & ME OR, TO THE BREACH OF AMY
COVENANT OR WAREANTY OF ASSIGNG. UNDLER THIS CONVEYANCE

SETCLE Y

IT IS THE EXPReESS INTENT OF ASG -NCR AND ASSIGNEES THAT THE
OVERRIDING ROYALTY INTELEST SH«'!. CONSTTTUTE (AND THIS
CONVEYANCE SHAL] CONC USIVELY BE 70 {SSTRULL FOR ALL PURPOSES
AS CREATINC) A NGN-DPERATING MINER G RIGHT FOR AlLL PURPJOSES.
WITHCUT LIMITATION OF Thi GENERA IUY OF THE IMMEDIATELY
P ECEDIMNG SENTENCT, ASFIGNDK AND ASSIGM S ACKMNOYWLENDC . THAT
SO BIGNEES HAYE MO RICHT OK POWER 1O I'ARTICIPATE IN THE SELEC-
T.ON OF A DRILLING QONTRACTOR T PROPOSE THE DRILLING O A
Wiitl, TO DETERMINE Thi. TIMING OR SEQUERCE OF DRILLING
OFERATIONS, 7O COMMErNCE OR S i POVIN PRODUCTION, TO TAKE



OVER OPERATIONS, OR TO SHARE IN ANY OPERATING DECISION
WHATSOEVER. ASSIGNOR ANMD ASSIGNLES hEREBY EXPRESSLY NEGATE
ANY INTENT 10 CREATE (AND THIS CONVEYANCI SHALL NEVER BE
CONSTRUED AS CREATING) A MINING OR OTHER PARTNT RSHIP OR JOINT
VENTURE OR OTHER RELATIONSHIP SUBJECTING  SSIGNOR AND
ASSIGNEES LIABLE: JOINTLY.

ARTICLE VI

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

(a) A prudent operating and maintenzance program designed to ¢ 1l and
complete or abandon the Subject Wells to be conducted on the lands covered v the
Leases and the spacing units coatainng wny Junds covered by the Leases as wo ald a
reasonable and prudent operator and in accordance with sound field practices:

. I'he Subje. . vioells to be maintained and operated for the production
of Minerais i1 geod and workmanlike manner and in accordance with sound feld
practices, appucable operating ogreements, unit operaung agreements, contracy of
development, or similar instrunc s and, in all matenal respects, with all applicable laws,
rules, regulations, permits, order | or decrees, except those being contested in good faith
and by appropnate proceedings  pravided thit no forfeiture 2 '~<< of the Subjec 'nterests
er the Subject Minerals or an. part thereor shall result duning the pendency @ in the
resolution of such contest), and such wells to be produced at the maximum efficient legal
rate (subject, however, to any  Hplicable state and/or 1oderal laws, rules, and/or regula-
tions governing the amount of inerals that  ay be produced from a Subject Well);
provided, " wever, © 0t notning contamed in this paragrapa shall be deemed to prevent
O TesStrict  ssip or m electing not to participate in any operations that are to
conducied under the terms of any o] - rating agreement, unit operating agreement, contract
for development, or similar instrument affecting or pertaining to the Subject Intecests (or
any portion thereof) and permitting consenting parties to conduct nor-consent operations
thereon if a reasonable and prudent operator, acting in conformity with sound field
practices, would make . 2lecuions;

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

(d) Al taxes, assessments, and governmental charges or levies and all

claims asserted or imposed upon the Subjeci Interests (other han those being contested
in good fait nd by appropriate proceedings; provided that no torfeiture or loss of the
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Subhject Interests or the Subject Minerals or ar part there t shall result during the pen-
dency of or in the resolution of such contest) that, if unpaid, may become = lien upon the
subject Interests or any of the Subj 1t Wells, to be paid prior to delinquency;

(¢) All mazhinery, equipnaent, and facilities of any kind now or hereafter
located on the Subject Interests necessary or useful in the opeiation thereof or for the
production of Minerals therefror . to be provided and to be kent in good and effective
operating condition, and all r . renewals, replacements, additions, and provements
thereot or thereto needful to si0 end, to be promptly made. ali as would rasonable
and prudent operator gcting in accordance with sound field practices;

(f) Notice to given to Assignees of every n aterial adverse claim or
demand of which Assignor has  Ctual knowledge made by any Person, affecting the Subject
Interests or one or more Subject Wells, or of any material proceedings instituted with
respect thereto, and all reasonably necessary and proper steps to be diligently taken to
protect and defend the Subject Interests and the Subject Minerals and such weils against
any such ac orse ¢lam, demand, or proceeding, all as would a reasonable and prudent
operator:

(¢)  ‘The Sabject Interests, the Subject Minerals, and the Subject Wells to
be kept f ee and clear -1 liens, charges, and encumbrances of every charceter, other than

(. o oty a o but not yet due and payable, (1) defects or irregularities of iitle
v bier, e toes, or encumbrances that are not such as to interfere materially vith the
cocraton crec, or use of the Subject Interests, the Subject Minerals, or the Subject

Weils. and “bai o not materiany affect title thereto, (iii) those being contested in good
faith (pro~ - 1 however, that no foitoiture or loss of the Subject Interests or the Subject
Minerals ¢ wiy art therecf shall result during the pendency or in the resolution of such
conter o, 4t Div) those, i any, consented to by Assignees in writing; and

() Inserance of the type and in the amounts as Assignor reasonably
deems priv. tut i tespect of the Subject Interests to be maintained, Assignees to be
named as an codional sssured or e Compreheisive General Liability Insurance policy,
the Co iprehensive Automebile 100 ity Insurance policy, the Umbrella Liability Insurance
policy, «id the Operator’. Fvira xjense Insurance policy, Assignees to be named as an
additional assured on all thira party liability policies, the insurers to waive any rights of
subrogation against Assignees as respe ts activity under thns Conveyance or the Master
Purchase Agrecment and 1o waive any rights (o require Assionees tc pay any premiums
or other costs in res;ect of the insurance refesred to 1 this Secton 6.1(h), a certificate
of such insurance coverage to be furnished to Assigneers and, af requested by Assignees,
cooies of the appheable policies to be furnished to Assignees,




6.2 Subject to the terms of the Master Purci.ase Agreement, Assip 1or covenants
that it will:

(a) (1) Participate in each well drilled on the lands covered by the
Leases and in each well drilled on each spacing unit containing any lands covered by the
Leases unless a reasonable and prudent operator, acting in the same or similar
circumstances, would elect not so to participate and (1) pay all costs attributable to its W]
in respect of each we!l in which it paricipates;

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

(¢)  Perform all material obligations to be performed by it under all
ma erial contracts and agreements applicable to the Subject Interests, the Subject Minerals,
anc the Subject Wells (including, withcut limitation, operating agreements and Mineral
sales ~ontracts) and use its best efforts (by taking suchk 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 partics thereto.

6.3 Assignor shall comply with the p: isions of Sections 6.1 and 6.2 withcut
regard to the existence of the Overriding Royzalty Interest or any other royalty, overriding
rcyaliy, 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 du*ies or o tzke,
or cause 10 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, 10 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 performi the duty or to take action in question. Without limitation of the
gererality of the foregoing, if the operator elects, pursuant to the applicable operating
agreement, tc become a non-consenting party with respect to such duty or action, and if
Assignor may cause such cduty or action to be performed or taken by becoming a
consenting party under the applicable operati greement, then Assigior shall so elect
to become a consenting party unless a reas aaole and prudent operator, acting in
acrordance with sound field practices and without regard to the existence of the Overriding
Rov ilty Interest or any other royalty, overriding royalty, or other interest created
subscqguent to the Effective Date, would refuse to nndertake the performance of the duty
or the taking of the action in question.




ARTICLE VII

Assignor shall bave the right to pool o 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 Subjcct
Minerals, when, in the judgment of Assignor (exercising good faith ard with fair dealing
with respect to the interests of Assignees), it is necessary or advisab' to do so m order
to form-a drlling or proration unit to facilitzt= the orderly developrient of the Subject
Interests or to comply with the requiremeniss of any law or governmental order or
regulation relating to t} spacing of wells or proration of the nroduction therefrom. For
purposes of computing the Overriding Royalty Interest, the.o shall be aliocated to the
Subject Interests included in such unit a pro rata portion of the Minerals produced from
the pooted unit on the same basis that production from the pool or unit is allocated to
other working interests in such pool or unit.  Promptly after formation of any such unit,
Assignor shall furnish to Assignees a wue cony of the pooling or unitization agreement,
declaration, or other ins'‘rument creating such umit.  The interest in any such unn
attributaple to the Subjec. Inte sts (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 deszribed in Exhibit "B" to this Convevance.

ARTICLE VIl

In the event that, as of the end of any month, the aggregate estimated future Net
Cash Flow from the ©ubject Interests, as estimated by the Independent Petroicum Eng
neer in such engineer s most current report, is less than 200% of the aggregate sstimated
future Abandonment Costs for the Subject Interests, as estimated by Assignor. Assignor
may place in an escrow account (the "Abandonment Cost Escrow Acrouni’) @0 amount
equal to sixty-two and one-half percent (62.5%) of the Net Cash Flow (calovint ¢ withouut
taking into account the placing of such amounts in the Abandonioent Cos Escrow
Account for the Subject Interests) fer such month. At such time as the armount in the
Abandonment Cost Escrow Account for the Subject Interests exceeds 11092 of the
aggregate estimated future Abandonment Costs for all of the Subject Interests relat ng 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 Eseraw Account shall agiin be less than
110% of said aggregate estimated future Abandonment Costs. The amounts placed in the
Abandoniment Cost Escrow Account shall be placed in escrow with an independent escrow
agent, and the escrow agreement between Alsignor and the escrow agent shall provide
that the escrow agent shall plice such escrowed funds in certificates of deposit or United
States government securities having maturlies not to ~xzeed thirty (30) days. At any time,
on or prior to the date which any such Abandonment Costs must be incurred and Assignor
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1s required to expend amoeounts or has expended amounts for Abandonment Costs on the
Subject Interests for which an Abandonment Cost Escrow Account has beern established,
Assignor shall cause the escrow agent o release from the Abandonment Cost Escrow
Account for the Subject Interest e lzsser of (i) an amount equal to said Abandonment
Costs or (i) the total amount » unds in the Abandonment Cost Escrow Account for the
Subject Irterests and to pay those amounts to Assignor.  If less than ol of the tunds in
tae Abandonment Cost Escrow Account are to be released and paid 10 Asaignor after

ignor has incurred and paid all Abandonment Costs relating to all of the Subject
i rests, then the amounts, if any, in the Abandonment Cost Escrow Account shall be
pi J to Assignor.

ARTICLE IX

9.1  Assipnor agrees to warrant and forever defend, all and singular, the
Overnding Rovalty Interest anto Assignecs, severally as their respective interests appear,
their respective successors and assigns, against all persons whomsoever claiming or to claim
the ame, or anv part thercot, by, through or under Assignor, but not otiterwise.  This
C: aveyance shall cover and apply to any after acquired title owned he owned by
Assignor in the Subject Interests purcuant to the Acquisition and Development Agreement.
Assignos o hereby transfers to Assiinees by way of substitution and subrogation (to the
fullest extent that same may be * asferred), all rightt 0 actions over and against all
predecessor covenantors or warraniars of title.

9.2 THIS CONVEYANCE IS AN INTEREST IN REAL PROPERTY, AND
THE COVENANTS CONTAINED IN THIS CONYEYAN(T ARE COVENANTS
RUNNING WITH AND BURDENING THI LAND. IN ADDI N TO THE RIGHTS
AND CQOVENANTS CONTAIMED IN THIiS CONVEYANCE, ASSICNEES ARE
ENTITLED TO ALl OF THE BENEFITS, IMPLIED RIGHTS, AND COVENAKN IS TO
WHICH OVERRIDING ROYALTY INTEREST OWNERS ARE ENTITLED AS A
MATTER OF LAW.

93 Acagnor agrees not to sell, lease, sublease, transier, dispase of. eni nber,
hypothecate or pledge the Subject Interests, or to borrea tioney (except for aiiounts
advanced on Assignor's behall under operating agreements or cther siilar agreements)
or to enier into any agreement relating to any of the foregomg without e prior express
written consent of Assignees,

9.4 No disposition of the Subject Interests or any portion thereof or anv Subject
Well or Subject Wells or any poiuon thereof shall be effected unless and until it is made
eapressly subject to the provisions of this Conveyance and unless the Person 10 whom
seme s disposed expressly assumess, ¢ a document delivered 1o Assignees, the covenants
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and warranties of Assigiior to Ass.irees set forth in this Conveyarce, to the extent that
same are applicable to th- re. d from and witer the date on which the disposition in
questions occurs. No disposition or encumbrance of the Subject Interests or any portion
thereof or any of the Subject Wells or any portion thereof shall release Assignor from its
obligations ard lic* ‘lities under this Conveyance or subdivide or affect an® Net Cash Flow
Account.

ARTICLE X
1¢.1  Except 2s » 1t for :etion -7, all nutices consents, approvals, requests,
deinand, or other communicat.c. -+, permitted to be given under this Convey-
ance raust be in writing and miey . o by telex, teleg-am, or tclecopier, or oy

duenv siting same in the mail, add-essed to the party to be natified, postpaid, and regis-
=zreu or certified with return receipt requested, or by delivering such notice i person to
sur.n party. Notices given or served pursuant hereto st 'l be effective upon receip: by the
["erson to be notified. For purposes of notice, the adc esses oi Assignor and A sionees
shall be as follows:

If to Assignor: Walter Offshore, Inc.
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

Attn: Managing Director
Cil & Gas Investments

102 Assignor shall transfer or cause to be transferred all monies to which
Ac-cignees are entitled hereunder by Federal funds wire transfer not later .han the date

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

10.3  This Conveyance may not be am=nded, altered, or modific 1 except pursuant
to a written instrument executed by Assignor and Assignees.

10.4  ;veignor and Assignees shall from time to tim. w0 and perform svch arther
acts and executc ~=d deliver -~ ~h further instruments, conveyan.s, and dccuments as may



be required or reasonably requested by the siber party o estabhish, noontnn, or protect
the respective riphts and semedies of Assignor and Asaignecs ana o cury out and
ettectuate the tennoes and purposes of tis Conveyanece, prosided im each case the sime
does noi cothet with any provisiin ot thes Conveyance or ol the Master 1" chase
Agreement. Speahcally, as provided o the Master Purchiase Agrecment, Asay shall
file or cause o be nled thisy Conveyanee fer recordation m any jurnsdichon w the
Subgect Interests are located pursoant o laws and regulitions of such junsdicte noand
Asaignor shall also tile o copy of cach Conveyance covering ars ot the Sebject Interests

- Brazona Countv, Lexas. Fibmgs of this Conveyane siso be nade wherever
necessary fo establsh Assignee’s poonty o nterest and o ne o trostee o hankruptey
tron beconung o iy pothetical bone hide puarchaser thereot | it to Sec on ol o the
LS Bankruptey Cedeo o addimon, wsagnor shall maks o cause o madde any

appioprate hilimgs waith the Ulinted Statc s Mimerels Managenzent Service

LS The Lulure of Assignor ar /A agnees 10 msist upo performanee o any
provision hereol shall not consutute 4 wiiver of or eaioppel ag issertirg the night to
IL'L{UHL' such ]K'ﬂll‘ll]]illl\'(' 11 the future, nor hhi’ll HowWiver o1 osh b am one anstanee
constitute a waver o caoppel with respect 1 a0 Later breach of o simulia nature o
otherwise.

106 Assipnor and Assignees acknowledge thit Assignees have no nght or interest
that would pernut it to paitinon aay pertion of the Sabject Interests, and Assignees hereby
wative any such night

10,7 THIS CONVEYANCE SHALL BE GOVERNCD BY  ND OONSTRUED
IN ACOCORDANCE WITH THE TAWS OF T1HE STATE OF 1T AS UNLESS THHE
REAL PROPERTY TAWS OF T STATE IN WHICH THE ST UECT WNTERESTS
ARE LOCATED AR MANDATORILY APPLICABLYE, AYD THEN ONLY TO THE
EXTENT OF SUCH MANDATORY APPLICATION

10,8 Assignees  agree to notuly 4

pnot an the event of any convevinee,
assignment, or other transter by Assignecs o all or any part of the COvermdimg Rovalty
Interest Upon Assignor’s receipt of such not=ation, Assignor aptees to acknowledge and
ratily such transter so that trom and atter the cltecove ditte thoreot, the nights and povi
leges hereot (insotar as the imterests tansterred are concerned) shall renvon i toll foree
and etect as at and o the same extent as of o wreitten as between Asspmor amd o sach
transterec. All the covenants and agreements of Assignoa and Assignees cont oned e this
Conveyance shidl b biedimg upon the successars and aecsaens of Assiencn ane ball i
to the benetit of the sucorssors and asyas of Assipnees
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109 Assignor shall have the unrestrictzd night to extend, modify, amend, or
supplement the Leases with respect to any of the iands 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 Overniding Royalty Interest. Assignor shall furnish Assignees
with written notice of any extension, modification, amendment, or supplementation, which
affects the Cvernding Royalty Interest within thirty (30) days after Assignor has entered
into the .ame, which notice shall specify the date thereof and the location and the acreage
crwvered thereby.

1010 1t s not the imtent of Assignor or Asuignees that any provision herein violate
any applicable law reparding the rule against perpetuities, the suspension of the absolute
power of alienaton, 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 censtrued consistent with the intent of the parties. In the event, however, that any
provision hereof is determmed to wiolate such rule, then such provision shall nevertheless
be cfiective for the maximum penod (but not longer thar the maximum period) permitted
" such rule that will result 1n no wiolation. To the extent such maximum period is

“utted to be determined by reference to "lives in being”, Assignor and Assignees agree
L lives i being" shall refer to the lifetime of the last to die of the now living lineal
descendants of the late Joseph P. Kennedy (futher of the late President of the United
States of America).

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

EXECUTED effective for all purposes as of the Effective Date.

WITNESSES: ASSIGNOR:
it WALTER OFFSHORE, INC.

', _,) ) / ’}; i
e A gy o L0 fialls =
, ’ Nam: ) J. C. Walter, 111

Title res ident




THL STATE OF IF XA §
§
O Y )] HAK L §
On this 1910 day of Pobrowy 1980 betore me appeared -
. 0 o Walter. Il , to me personally known, “who, being by me duly swern, did say
that he 15 the vendend of Walter Otfshore, Inc., and that said instrument was

signed e behatf of sad corporation by wuthonty of its Board o Directors and said
¢ act and deed of said

i

r

dadter, 11 acknowledged sid mstrament 1o be the

corporation

i~ A i u DL /X
i s f e
vary Public in and for

I'he State of Textis
My Comnission bapires: Priinted Name of Notary:

Seotember 30, 1997 Henan 1 aw b

w9l S agrbrars on




EXHIBIT "A

ASSIGNEES AND PERCENTAGES

Assignees Percentayes
35%

Leeway & Co.

Bost & Co. 159
Pitt & Co. 25%
Howard Hughes Medical Institute 5%

20%

Pace & Co.

All As.ignees’ addresses are c/o Chase Investors Management Corporation as set

forth in the Conveyance.
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EXHIBIT “B*

SUBJECT INTERESTS

BRAZOS BLOCK 550

011 and Gas Lease of Submerged Lands ("the Lease") datec ffective as of
Gctober 1, 1983, by and between the Unitzd States of Amer ~a, as Lassor,
and Conoco Inc. and The Superior 0il Company, as Lessee covering all
of Block 550, Brazos Area, as shown on OCS Leasing Map, Texas Map No. §,
and bearing Serial No. ..CS-G 6080;

INSOFAR AND ONLY INSOFAR as the Lease covers operating rights in depths
from the surface down to a depth 100" below the stratiagraphic equivalent
of 5,712" TVD as seen in OCS-G 6080 Well No. 2.

BRAZOS BLOCK 573

0il and Gas lLease of Submerged Lands dated effective as of November 1,
1988, by and between the United States of America, as Lessor, and
Walter 0il & Gas Corporation, as Lessee, covering all of Block 573,
Brazos Area, as shown on OCS Leasing Map, Texas Map No. 5, and bearing
Serial No. 0CS-G 10229.

BRAZOS BLOCK 572

0il and Gas Lease of Submerged Lands dated effective as of November 1,
1988, by and between the United States of America, as Llessor, and
Walter 0il & Gas Corporation, as Llessee, covering all of Block 572

Brazos Area, as shown on OCS Leasing Map, Texas Map No. 5, and bearing
Serial No. OCS-G 10228.

BRAZOS BLOCK 583

0i1 and Gas Lease of Submerged Lands ("the Lease") dated effective as of
November 1, 1985, by and between the United States of America, as
Lessor, and Atlantic Richfield Company, as Lessee, covering all of Block
583, Brazos Area, as shown on 0OCS Leasing Map, Texas Map No. 5, and
bearing Serial No. 0OCS-G 8117;

INSOFAR AND ONLY INSOFAR as the Lease covers operating rights in depths

from the surface down to the stratigraphic equivalent of 100" below a
true vertical depth of 5,850’ as encountered in OCS-G 8117 Well No. 1.

EXHIBIT "B" -- Page 1



WEST DELTA BLOCK 62

011 and Gas Lease of Submerged Lands datad eftlectiva as of August 1,
1977. between the United States of America. a1 lessor. and Mewa
Petroleum Company. as lessee, (the "lease") covering all of Block 62.
West Delta Area, as shown on OCS Official Leasing Map. Louwistana Map No.
8, and bearing Serial No. 0CS5-G 3601:

[WSOFAR AND OHNLY [NSOFAR as the Lease covers and affect. the following
described are and depths:

L3 aie Southeast Quarter (SE/4): the Northeast Ouartoo of
Lhe Southeast Quarter of the Southweet Juarter (/4
S3d SW/4): the Southeast Quarter of the Nortneast
(juirter of the Southwest Quarter (SE/4 NE/4 SW/4) of
Block 62, West Delta Area. covering “he depths helow
13,176 MD - 12,863" TvD (-12.765 subsea)  as
sncountered in the Mesa Petroleum Co., OC5-G 3601, West
Delta Block 62 No. 5 ST Well: and

(2) The Northeast Quarter (NE/4): tha Northwest Quarter
(NW/4) the West Half of the Southwest Quarter W2
SW/4): ine West Half of the East Half of the Southwest
Quarter (W/2 [ 2 SW/4): the Nertheast Quarter of the
Northeast Quarter of the Southwest Quarter (NE/4 NE4
SW/4): the Southeast Quarter of the Southeast Quarter
of the Southwest Quarter (SE/4 SE/4 SW/4) of Block al.
West Delta ‘rea, covering depths from the surface of
the sarth down to and incluging the measured depth of
30,000

WEST DELTA BLOCK 63

0i1 .nd Gas Lease of Submerged lands dated effective as of December 1,
1974, betwee- the Upited States of America, as Lessor. and Atlanti
Richfield Company, as Lessee, covering all of Block 63, West Delta Area,
as shown on OCS Official Leasing "ap. louisiana Map No. 8. 2nd bearing
Serial No. 0OCS-G 2933.

EXHIBIT "B" -- Page 2



EXHIBIT "C
DETERMINATION OF A 20% RATE OF RETURN

The Assignees shall be deemed to have obtained a 20% rate of return when the sum of
the Discounted Net Cash Flow equals the sum of the Discounted Purchase Price. For the
purposes of this Conveyance, "Discounted Net Cash Flow" shall mean the product of (i) the
portion of the cash which is attributable solely to the Development Interests and which
would have beea paid to the Assignecs, collectively, in a given monti from their
Overniding Royalty Interest in connec'' n with the Development Interests if the Net Cash
Flow attribuable to the Exploration Intcrests had not b2en combined ther=with, multiplied
by (ii) the discount factor corresponding to such month as set forth below, "Discourted
Purchase Pnce” shall mean the product of (i) the portion ot the purchase price and
payments made under Section 4.02 of the Master Purchase Agreement paid by the
Assignees, collectively, in a given month pursuant to the Master Purchase Agreement in
connection with the Development Interests, multiplied by (ii) the discount factor
corresponding to such me h as sct forth below,

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

Sample Discount Factors
Period End of Calendar Month/Year Discount Factor
1 6/89 9849214
2 7/89 9700701
3 8/89 9554428
4 9/89 9410360
5 10/89 9268465
6 11/89 9128709
7 12/89 8991061
8 1/9%) BB55488
9 2/90) 8721960
10 3IM) 8590444
11 4/ 8460912
12 5/ 873333

Thereafter:  Intentionally omitted, to be calculated in the same method as the
above discount factors are derived.

wald] Sagrirate 001



JACKSON & WALKER i Y " ’

Ve ' f,
AT UEVEINYE ot KRy © g LR ) f4
o B R A q T
/
1" ' 3 b Al eA . ot ¢
LRPREL RO i ' MEW ORLEANS. LOUISIAMNA 7012
L R TELE biadrabay Biodr SBAa 5, TPRRNEER ~

Tt Prw aEna EIEANE dia

April 16, ' 30

RECEIVED

By Jouriler LPR 16 1940
Minerals Managenont Service ‘ )
1201 Flmwood Park Blvd. Minerals Managemert Service
New Orleans, LA 70123-2394 Leasing & Environment

Attention: Ms. Ruby L. Beohm

Re: Filing of Deed of Trust, Security Agreement,; Assignment of
Security Interests and Liens, Assignmenc of Production and
Financing Statement
our File 0285%3.0002

NDeear Ms. Boehm:

Fnolosed herewith is one original of the followir : instiument,
which we request be filed in the records of the Minerals Maragement
Sorvice:s

= Deed of Trust, Security Agreement, Assignment of Security
Interests and Liens, Assignment of Productin and
Financing Statement, dated April 12, 19990 from Walter 0il
& Gas Corporation, debtor in favor of citibank, MN.A.

The wmineral leases affected by, the aforesaid instrument are
ittentied as follows:

1 4 -G 60BO
2 CCS-G 10229
3. 0Cs5-G 10228
4. 0Cs5-G 8117

It has bucn our exnrerience -ith your office 1in the past when
dealing with instrumen of this nature which affect a number of
leases that the proced.. e to be followed is to file the original
of the instrument in one lease file, and to file letters in the



Minerals Mziagement Service
April 1€, 19¢0
Page -2-

remaining lease files reflectirg the filing and referencing the
lease file where the instrument can be found. We there«fore reguest
that the aforesaid original of the instrument be recorded in the
lease file f{or 0CS~G 6080 and we enclose 3 copies of this letter
to be filed in the remaining lease files. The person delivering
this instrument will have our firm check for payment of the filing
fees. We estimate the <ost of filing to be $100.00 ($2%.00 for the
document and three ccpies of this letter). We algo request that
you indicate cn the copy of this letter, the date, time «nd place
of the above filing.

It is our understanding that one draw back of this proc=adure
is the possibility that the lease file for 0OCS-G 6080 might at scme
point be placed in the archives, or otherwise destroyed. We do not
know under what circumstances that might o:cur. We would assume
that it is porsible that 0OCS-G 6080 could go off production or
otherwise terminate while the other leaces were being maintained.
We ask that you make a notation ir your files vo consult us prior
to 1ving so, so that we may make any necessary arrangements to
cont inue the effect of our filing.

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

With bes wishes, 1 am,

Yours very truly,

Caroline A. Kncbloch

Landman
CAK: jkm
Enc.
cc: William €. Wallace

Gray Muzzy
Ren Wilson
757 /N

RECEIVED THE ABOVE INSTRUMENTS AND FILED SAME IN THE RECORDS OF THE
OFFICE OF THE UNITED S'FATF.;:}L MINERALS MANAGEMENT SERVICE, NEW
CRLEANS, LOUISIANA, THIS // ™ DAY OF APRIL, 1990 AT I oc O'7LOCK
£ m.

UNITED STATES MINERALS MANAGEMENT SERVICE

‘//T = Z) s i ;

BY: ola AleCtie, Lfodwed. oo
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