


ANDREWS & KURTH
ATTORNEYS

TEXAS COMMERCE TOWER
LGTHE R OFFICES

HOUSTON, TEXAS 77002
WASHINGTON, D.C
OALLAS TELEPHONE:I713] 220-4200
LOS ANGELES TELECOPIER:I713) 220-4285
MEW YORK

TELEX; 75-1208

May 13, 1991

<

IA FECERAL EXPRESS

|

Ms, Duae Thigpen RE CEIVED_
Uniteu otates Department

of the (nterlor
Minerals Management ©~.vice

WAY 141991

“julfof Mexico, OCS Rewzion Minerals Manzgement Service
1201 Elrwood Park Blva, L23sing & Envimn;n i
New Orleans, i ouisiana 70123-2394 : e

Re: TCB/Smith Ofishore

Dear Ms. Tugpen:

Per our tei:phone ~onversation, enclos- i her.with nlease find a
“"Mortpage, Deed of Trusy, Assignment of Productica, Security Agrec: =nt apnd
Finunoog Statement’ o be filed with the Minerals Monagemert Seevice - have
enclosed = chieck in the amount of $100.00 to cover at. i :cordiag costc. o s, please
file stamp tixe Ack nowledgeinent Coryv and send  me ar,

Andrews & KHurth

4200 Texar Commerce Tower
600 Travis

Houston, Texas 77002

Shou.d you haJe any questions, plrase fee! free to contact me
(715)220-4286.

]
-

Jdest regards,

e ¢ T LT

J
J 1 Metzger
Legal Assistant
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ANDREWS & KURTH /

ATTORNEYS

TEXAS COMM: ICE TCWER
CrHES OFFIC S

HO JSTON,TEE.XAS 77002
WAS AIHCTON.[.C
DALLAS TELEP~OKE: 13) 220-42C0
LOS ANGELES TELECCOIER: 712 220-4285
NEW YORK

TCLFX:79 1208

Iiar 21,1991
RECEIVER
MAY 24 1991

Minerals Managemant Service
Leasing & Environment

Via FEDERAL EXPRESS

"is Dionne Thigpen
U'nited States Department
of the Inter!
Minerals Management Servic.
Gulfoi Mexice, OCS Region
1201 Elmwood Park Blvd.
New Orleans, Louisiana 70123-2594

Re, 1TZH:Smiih Offshore
Dear Ms. Thigpen:

I talked to someone in your offic ' lust week and they requested two more
"Mor'gage, Deed of Trust, Assigninent of Iroduction, Security Agreement and

Financing Statement”. As a resuit, enclosed h>rewith please find two copies of the
Morigage.

Should you have any questions, please feel free to contact me at
(713) 220-4286.

Best regards,

;,I e /\lf‘h\'{
Jill Metzger
Legal Assistant
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AN ORTGAGE, DEED OV TRUST, ASSIGNMENT OF
PRODUCTION, SECURITY AGREEMENT AND FINANCING STATEMENT

RECEIVED
Ay %4 101 - Executed «s of April 22, 1991
JRT <41 1C

f between
Minerals Management Servicl

Leasing & tnvironmeRt  SMITH CFFSHOWE EX PLORATION COMPANY
(Mortgagor and Debtor

TO
JAMESC.NICHOILAS, TRUSTEE
and

TEXAS L‘.UMM ERCE BANK NATIGMNAL ASSOCIATION
(Mortgagee and Secured I*aity)

The mailing address of the above-named "ortgagee 2. Securad Porly is 712
Main Street, Houston, Harris Cournty, Texas 77002, the maiiing address of.
Mortgagor and Debtoris 811 Dallas Street, Suite 800, Houstor, Haecriz County,
Texas 77002 and the mailling address of the Trustee is 712 Main Street
Houston, Harris County, ‘i'exas 77002,

This instrument contains aft sr-acquired propcerty provisions.
This instrument secures payment of future advances.

The vil and gas interests included in the Mortgaged Property will be financed
at the wellheads of the wells located on Lthe properties described in Exkihit A
hereto, and this financing statement is to be filed or filed for record, amony
other places, in the real estate records.

The Mortgago hasan interest of record in the real estate concerned, which is
described in Exhibit A hereto.

ATURNTION OF VECORDING OFFICERS: This instrument is a Mortgage ot
hoth real and per:iinal property and is, among other things, a Securily
/ greement and Fi-ancing Statement under the Uniform Commercial Code.
Sc ae of the personal properi, constituting a portion of the Mortgagd
Property is or .5 tc be affixed to the l.ands described ir Exhibit A he:cts, ina
this financing statement is to b filed er filed for reccrd, among other plz.es
in the real estine records. Thi. instrument cr-ates a lien on rights an, vv
relating to, LLands of the Moitga; «. = hich are described in Exhibit .a hereis
and, vhere applicable, is (0 be tract indexed with respeect t» ali .ands
described in cuid Extabit A,

Recsrded counterraris shosid be returned to:

Jill Mewzger
Andrews & Kurth
4200 Texas Commer e Tower ;£ST AVAILABLE COPY
Houston, T'exas 77002



DEKDR OF TRUST,
ASSIGNMENT OF PRODUCTION, SECURIYY
AGREEMENT AND FINANCING STATEMLNT

i~ Deed of Trust, Assignment of duction  Security # greerent and

Fiogncing Stetoment fhirs “Deed of Trust™) is woin Smuth Olisho e Expooration

Combpurn y tthe "Morotagor ™, & Deliaware Corp aatiun g James €. Nicholas, as
! B, fyetis

Trustee (the "Trustee™ . : ad Texas Commerce Bank Nationa! S suctation, o natienal
banking association ¢ ‘Beak ™ or "Mortgagee”).

RECITALS

Wi REAS, Mortgag v has entered int a Credit Agreement, dated as of
April 22, 1% ' with the Bank ¢ id Credit Agreement, as sume may from time to
time be amecied and modified and in effecy, peing herein called the "Credit
Agreement”); and

WHEREAS, pursuant to the Credit Agreement the Bank has apreed to
lend to Mortiragor amounts not o exceed in the egrcegate $10,000,000.00 in the
manner provided fur in the Credit Agreement, and the Mortgegor, to _vidence the
Mortgagors' in iebtedness to the Bank under the Credit Agreement, nao cxecuted and
delivered tu the Bank a Note (as hereinalter defined); and

WHEREAS Mortgagor is entering ‘nto this instrument with tie ‘Irustee
and the Bank pursuanu to the Coedit Agrecement and for the purpose of, among other
things, securing and provic ing for the repayment of all amouwi's at any time owing
and from time o thne owing by Mortgagor to the Bank under or in connection with
the Luons (i iereinafter defined) made purszant to the Cre vt Agreement,;

NOW THEREFORI, for gond and valuable nesoadiration, tne roceipt and
suffictency of which are hereby acknuwledged, the parties hereto agree 1s folows:

ARTICLE]
Definitions

1.1 ertain Definad Terms. Unloss the coutext otherwise r quires, as
used in thic Dec  f Trust and all amendments, extensions, modification. rerewals,
suppleme n s or waivers hereof or herato, i foliowing terms shall have the futlowing
meaning., whici wanings shall be equa'ly applicable to both the sinoular and
plura! fi-... of suchh = rms.

"Affiliate” shall have the meaning assigned to that term ia the Credit
Agrecment.



"Bank” shull have the meaning assigned w that term in the [r 1 oduction
w0 this Deed of Truct,

Juginess de .:hdl.l hxl\t_‘ l.hL' It]L‘dn.n]., dbbthl\ﬂ(i LU Lhdl BT 1N thc
i n‘\ .Leljle“.l
(:.(I o o

“Colateral” shall have the meaning assigned to that term in Article [X of
this Deed o Try st

"Conteintrant” shall mean anv chemical, waste, pollutant, hazerdoas
substance, toxic subswace, hazardous waste. special waste, setroleum or petrole -
derived substance or waste, or any constituent of any such substances or wastes “hat
are subject to any environmental Requirements of Law,

“Credit Agreement” shall have the meaning assigned to that term in the
recititls to this Dead of Trust.

“Debtor” shali have the neeaning assigned to that term in Article [X
hereof.

“Devtor Relief Lawis) " shall mean the the Bankruptey Code of che United
States, as amended from time to time, and all o‘her applicabic¢ di.so’ation,
liquidation, couservatorsnip, bankruptey, moratorium, readjustment of debt,
compromise, rearrangeinient, receiversnip, insolvency, reorganization or simila-
debtor relief laws from time .o time in effect affecting the rights of creditors
generally

"Deed of Trust” shall rean this Deed o st, Assignment of Production,
Security Agreement and Firsnong Statement, ai ne raay from time to time be
amended, modified, suppler cated or restated.

“Default” shall have the meaning assigned to that term in the Credit
Agireement,

"Default Rate” shall have the meaning assigned to that term in the Cre:.iit
Agzreement.

"Environmental Laws"” shall have the meani..g assigned to that term in
Sectior. 4.13(a) hereo..

“Fnvironmenta' Liabilities” shall mean all liabilities, obligations,
responsibilitics. losses, unmnages, punitive dam ges, consequential damages, treble
damages, costs and expenses (includng. with~ut limitation, attorneys,’ experts’ and
consultant, fees and cosis of investigatior and fessibility studies), fines, penalties
and monetary sanctions, interest, direct o * indirect known or unknown, absoluie or
ccatingent, past, present or future arising unde;, urscant to or in connection with
any Env ronmenta: Laws.
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“"Event of Default” shall have the meaning assigned to that term in Article
VII hereof.

“Governmeuial Authority” shall mean anv nation or government, any
federul, state, provinee, city, town, municipality, county, loca' or other political
subdivision thereof or thereto and any court, tribunal, depart:nent, commission,
board, bureau, instrumentality, agency or uther entity exercising executive,
legislative, judiciul, regulatory or administrative functions of or pertaining to
government.

"Ilighest Lawful Rate” shall have the meaning assigned to that term in
the Credit Agreement.

“llydrocarbons” shall mean oil, gas, casinghead gas, condensate,
distillate, liquid kydrocarbons, gaseous hydrocarbons and all products separated,
settled and dehydrated therefrom and all products refined therefrom, in .uding,
without limitation, kerosens, liqueiied petrcleum gas, refined lubricating oils, diesel
fuel, drip gasoline, natural gasoline, and all other substances produced in association
therewith.

"Indebtediiess” shall mean all loans, advances, debts, liabilities,
obligations, covensats and duties owing to the Bank, its successors and assigns, from
or assumed Lv Mortgagor, of any kind or nature, present or future arizing under the
Credit Agro.mem or under any other Loan Document, whether ¢r not evidenced by
any note, guaranty or other instrument, whether or not for the payment of money,
whether arising by reason of an extension of credit, loan, guaranty, indemnification,
intercst rate swap transactions or in any other manner, whcther direct or indirect
(includ.ng those acquired by assignment), absolute or contingent, due or to become
due, now existing or hereafte= arising. The term includes, without limitation, all
principal, interest, reasonable charges, expenses, fees, attorneys' fees and
dishursements chargeable to Mortgagor under the Credit Agreement or any other
Loun Docume: ., including without limitation, all obligations of Mortgagor now or
hereafter existing under this Deed of Trust, and all interest that accrues, to the
extent nerriitted under applicable law, on all or any part of the obligations after the
filing o wnyv petition or pleading against Mortgagor for a proceeding under any
Debtor I+ i:-1 Laws.

Lanas” shall mean the submer red lands situated offshore from the State
of Texss and held =nd administered by the Minerals Management Service of the

United Statey Deparument of the Interior that are covered by the Leases.
leases snal mearn tne 00 and Gas Leases described in Exhibit A, as
wellasiny extens. ny renewas rreg m«=nts thereof.

B
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“Loan” and "Loans"” shall have the meaning assigned to those terms in the
Credit Agreement.

"L.éan Documents” shall have the meaning assigned to that term in the
Credit Agreement.

“Mauterial Adverse Effect” shall have the meaning assigned to that term in
the Credit Ayreement.

“Mortgaged Property” shall have the meuaning assigned to that term in
Article [T to this Deed of Trust.

“Mortgagee” shall have the meaning assigned to that term in the
introduction of this Deed of Trust.

"Mortgagor” shall have the meaning assigned to that term in the
introduction to this Deed of Trust.

“Note"” shall be the collective riference to (i) the promissory note dated
April 22, 1991 issued by Mortgagor in the principal sum of $10,000,000 and payable.
to the order of the Bank bearing interest at the rates provide' for in th2 Credit
Agreement und providing for the payment of attorney's fees and acceleration of
maturity as set forth in the Credit Agreement, and with a presert maturity date of
January 1, 1993 (or, if not a Business Day, the next preceding Business Day), all as
more particularly described therein or in the Credit Agreement and (il) any note
given in substitution therefor, or in modification, renewal, extension or restatement

thereof, in whole or in part, as any of the same may be endorsed, amended, modified
or supplemented.

"0il and Gas Leases” shall inciude oil, gas and mineral leases and shall
also include subleases and assignments of operating rights.

“Operating Equipment” shall mean insofar and only insofar as
attributable to the Subject Interests all personal property, surface or subsurface
machinery, equipment, facilities, supplies or other property of whatsoever kind or
nature now or hereafter located on or under or aitixed to any of the Lands or on a unit
including all or part of the Lands or now or hereaiter used, held for use or useful in
connection with the explaration, development and operation of the Lands and the
production, treatment, storage, piocessing or transportation of Hydrocarbons
produced or to be produced from or actributable thereto, including, but not by way of
limitation, all oil wells, gas wells, water wells, injection wells, gas processing plants,
casing, tubing, rods, pumps, pumping units .nd engines, christmas trees, derricks,
separators, gun barrels, flow lines, tanks, tank batteries, gas systems (for gathering,
treating, compression, dispesal or injection), chemicals, solutions, water systems (for
treating, disposal and injection), pipe, pipelines, meters, apparatus, boilers,
compressors, liquid extractors, connectors, valves, fittings, power plants, poles, lines,
cables, wires, transformers, starters and controllers, machine shops, tools, machinery
and parts, storage yards and equipment stored therein, buildings and camps,

4.
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telegraph, telephone and other communication systems, roads, lvading docks, loading
racks and shipping facilities, fixtures, und other appurtenances, appliances and
property of every kind and character, movable or immovable, together with all
improvements, hetterments and additions, accessions and attachments thereto and
replacements thercof,

“Permitted Encumbrances” shall mean (i) the Lien | ereof, (ii) any Lien
permitted under Section 6.01(a) of the Credit Agreement; (iii) those restrictions,
exceptions, reservations, conditions, limitations, interests and other matters, if any,
set forth or referred to in Exhibit A; and (iv) those consented to in writing by the
Bank.

"Production Sale Contracts” shall mean contracts now or hereafter in
effect and entered into by Mortgagor, or Mortgagor's predecessors in interest, for the
production, sale, purcha.e, exchange, processing, gathering, or transporting of
Hydrocarbons produced from or attributable to the lLeases, including, without
limitation, those described in Exhibit B attached hereto, insofar and only insofar as
such contracts relate to the Subject Interests.

"Release” shall mean any release, spill, emission, leaking, pumping,-
injection, deposit, disposal, discharge, dispersal, leaching or migration into the indoor
or outdoor environment or into or out of any Mortgaged Property, includiny the
movement of Contaminants through or in the air, soil, surface watzr, groundwater or
property.

“Remedial Action” shall mean actions required to (i) clean up, remove,
treat or in any other way address Contaminants in the indoor or outdoor
environment, (ii) prevent the Release or threat of Release or minimize the further
Release of Contaminants so they do not migrate or endanger or threaten to endanger
public health or welfare or the indoor or cutdoor environment or (iii) perform pre-
remedial studies and investigations and post-remedial monitoring and care.

“Requirements of Law"” shall mean any federal, state or local law, rule or
regulation, permit or other binding determination of any Governmental Authority.

“Reserves Report” shall have the meaning assigned to that term in the
Credit Agreement.

“Subject Interests” shall mean the specific undivided interests in and to
the Leases as set forth in Exhibit A, whethier now owned or hereafter acquired,
including, without limitation, those undivided working interests, net revenue
interests, and operating rights set forth in Exhibit A, whether such urndivided
interests be under and by virtue of a Lease, a unitization or pooling agreement, a
unitization or pooling order, a bidding agreement, an operating agreement, a revenue
shering agreement, an exploration agreement, a division order, a transfer order, a
farmout agreement, a fee simple conveyance or any other type of contract,
conveyance or instrument or under any other type of claim or title, legal or equitable,
recorded or unrecorded.

5.
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“Subject Minerals” shall mean ail Hydrocarbens in, under, upon, produced
or to be produced or which may be produced, saved and sold from or which shall
accrue and beTattributable to, the Subject Interests, including without limitation, all
oil in tanks and all rents, issues, profits, proceeds, products, revenues, and other
income arising from or attributable to the Subject Interests.

“I'rustee” shall have the meaning assigned to that term in the
introduction to this Deed of Trust and shall include his successors as appointed by the
Mortgaypee.

“Well Dvata”™ shall mean all logs, engineering data, formation tests,
drilling reports, division orders, transfer orders, operating agreements, abstracts,
title opinions, files, records, memoranda, data bases, information systems, wellcores,
fluid samples, production data and reports, well testing data and reports, maps,
seismic and geophysical, geological and ch:mical data and information, interpretive
and analytical reports of any kind or nature (including, without limitation, reserve
studies and reserve evaluations), computer hardware and software and all
documentation therefor or relating theret tincluding, without limitation, all licenses
relating to or covering such computer hardware, software and/or documentation), and_
other written information in the possession or control of Mortgagor relat ng to any .
wells located on any of the Lands.

ARTICLE 1T
Mortgage, Deed of Trust

2.1 Grant of Deed of Trust on Real Property and Security Interest in
Personal Property. Mortgagor, for and in consideration of the premises and of the
debts and trusts hereinafter mentioned, and to secure the Indebtedness, has granted,
barguined, sold, mortgaged, warranted, assigned, transferrc | and conveyed a
security interest, and by these presents dues grant, bargain, sell, mortgage, warrant,
assign, transfer and convey a security interest unto the Trustee, for the use and
benefit of the Bank, it- suc -ssors and assigns, with power of sale, all of Mortgagor’s
right, title and interest in and to the following described real and personal property,
whether now owned or hereafter acquired, namely:

(a) the Subject Interests;

(b) the Subject Minerals;

(¢) the Production Sale Contracts;

(d) the Operating Equipment;

(e) all unitization, communitization, operating agreements, pooling

agreements and declarations of pooled units and the properties covered and the
units created thereby (in._ludiry all units formed under orders, regulations,

6
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rules or other official ac.  of any federal, state or other governmental agency
providing for pooling or  itization, spacing orders or other well permits and
other instriments) which relate to or affect all or any portion of the Subject

Interests;
.ceounts receivible and other accounts, contract rights, operating
Fig. «l intangibles, chattel paper, ducuments and insti :ments an:.mg
unde: -uduction Sale Contracts or pertaining to the Subject Interests;
() insofar and unly insofar as attributable to the Subject Interests, all

uil und gas produced, und/or general intangibles, accounts and other rights to
payment under any and all contracts under which Mortgagor is entitled to
share in the prodiuction from or the proceeds of production from any oil and/or
gas wells located on the Lands and Leases described in Exhibit A hereto;

th) all subleases, farmout agreements, assignments of interest, assign-
ments of operating rights. contracts, operating agreements, bidding
agreements, advance payment agreements, rights-of-way, surface leases,
franchises, servitudes. privileges, permits, licenses, easements, tenements,
hereditaments, improvements, appurtenances and benefits now existing or in.
the future obtained and incident and appurtenant to any of the furagoing;

(i)  all Well Data which relates to any of the foregoing, subject to
confidentiality agreements or restrictions existing in favor of third parties;

(j)  nany Liens and security interests in the Subject Interests securing
payment ol proceeds from the sale of the Subject Minerals including, but not
limited to, those liens and security interests provided for in Tex. Bus. & Com.
Coude Ann. § 9.319 (Tex. UCC) (Vernon Supp. 1989), as amended;

(k) any other property not included wi nin subparagraphs(a) through (j)
above that may from time to time hereafter be subjected to the Lien created
hereby and security interest hereof by the exp ess consent of Mortgagor, and
the Bank and the Trustee are hereby authorized tu receive the same a.
additional security for the benefit of the Bank;

(1)  all balances, credits, deposits, accounts and monies of Mortgagor
with or in the possession of the Bank; and

(m) any and all proceeds, returns, rents, issues, profits, products,
revenue. and other income arising from or by virtue of the sale, lease or other
disposition of, or from any condemnation proceeds payable with respect to loss of
Lands, or frcm any insurance payable with respect to damage, loss or
destruction of, the items described in subparagraphs (a) through (1) above;

together with any and all corrections or amenaments to, or renewals, extensions or
ratifications of, any of the same, cor of any instrument relating thereto, all the
aforesaid properties, rights and interests which are hereby subjected to the Lien of

-
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this instrument, together with any additions thereto which may be subjected to the
Lien of this instrument by means of supplements or amendments hereto, being
hereinafter called the “Mortgaged Property.”

Subject, huwever, to (i) Permitted Encumbrances, (ii) the assignment of
pruoduction contained in Article VI hereof and (iii) the condition that neither the
Trustee nor the Bank shall not be liable in any respect for the performance of any
covenant or obligation of the Mortgagor in respect of the Mortgaged Property.

TO HAVE AND TO HOLD the Mortgaged Properiy unto the Trustee and
its successors and assigns forever to secure the payment of the Indebtedness and to
secure the performance of the covenants, agreements and obligations of Mortgagor
herein contained.

BUT IN TRUST, NEVERTHELESS, for the benefit and security of the
holders of the Indebtedness and upun the trusts and subject to the terms and
provisions set forth herein.

ARTICLE L
Particular Warranties and Representations of Mortgagor

Mourtgagor hereby warrants and represents to the Trustee and the Bank as
follows:

3.1 Leases. The Leases are in full furce and effect, are valid, subsisting
leases covering the entire estates to which they pertain and all rentals, royalties and
other amounts due and payable in accordance with the terms of ti*e Leases have been
duly paid or provided for, the obligations to be performed under the Leases have been
duly performed (and Mortgagor is not aware of any default by any third party with
respect to such third party's obligations).

3.2 Documents. Each of the Production Sale Contracts is valid, binding
and enforceable in accordance with its terms, except as enforceability thereof may be
limited by bankruptey, insolvency, reorganization, moratorium or other similar laws
relating to creditor’s rights generally and by general principles of equity which may
limit the right to obtain equitable remedies (regardless of whether such
enforceability is considered in a proceeding in equity or at law). All material
amounts due and payable in accordance with the terms of each Production Sale
Contract have been du’ ' paid or provided for, and all material obligstions to be
performed under each o' 1e Production Sale Contracts have been duly performed and
each isin full force and ect.

3.3 Title. To the extent of Mortgagor's interests specified in Exhibit A
and subject to Permitted Encumbrances, Mortgagor has good and indefeasible title
to, and is possessed of each property, right, interest or estate constituting the Leases
and interests derived therefrom. Subject to Permitted Encumbrances, Mortgager has
good and defeasible title to all other Mortgaged Property. Each of the Production

8-
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Sale Contracts and each of the operating ugreements governing any Lease units
described on IExhibit A attached herew is free trom any material credit, deduction,
allowance, deiense, dispute, sewll, or counterclaim (other than current charges
provided for Tn-such instruments but not yet due and payable) and there is no
extension or indulgence with respect thereto.

3.4 No Licns. The Mourtgaged Property s free of any and all claims,
liens, charges, encumbrances, mortgages, security interests, contracts, dgrecnients,
options, preferential purchase rights or other restrictions or limitations of any nature
or kind except Permitted Encumbrinces. There is no unexpired financing statement
covering the Mortgaged Property on file in any public office naming any party other
than Mortgagee as secured poarty.

3.5 Net Interest in Production. The net revenue interest of the
Mortgagor in each producing well located on the Lands or attributs ble to the Leases
is not less than the net revenue interests set forth in Exhibit A in connection with
such producing well or Lease.

3.6 Power and Authority. Mortgagor has the full power and legal right
to grant, bargain, sell, mortgage, assign, transfer and convey a security interest in all.
of the Mortgaged Froperty in the manner and form herein provided and without -
obtaining the waiver, consent or approval of any lessor, sublessor. governmental
agency or entity or party whomsoev=r or whatsoever.

3.7 Contracts. As of the date hereof and except as set forth on Exhibit
3.7 hereto, (i) neither Mortgagor nor Mortgagor's predecessors in title have received
prepayments (including, but not limited tu, payments for gas not taken pursuant tc
“take or pay" arrangements for any Hydrocarbong produced from the Mortgaged
Properties after the date hereof; {ii ne Mortgaged Properiy is subject to any
contractual or other arrange.nent whereby, paymient for production from such
Mortgaged Property is to be deferred for a rubstaniial period after the =nd of the
‘. lendar menth in which such production is celivered (but not in excess of 60 days);
(1ii) ~o Muortg. geu Property is subject to any contractual, or other arrangement for
the szle of crude oil which cannct be cancelled on 60 days' (or less) notice; (iv) no
Mortgaged Property is subject at the present time to any regulatory refund obligation
and, to the best of Mertgagor':s knowledge, no situations exist where the same might
be imposed; (v) no Mortgaged Property is subject to a gas balancing arrangement.
under which an imbalance exists with respect to which imbalance Mortgagorisin an
overproduced status and is required to (A) permit one or more third perties to take a
portion of the production attributa’ le to such Mortgaged Property without payment
(or without full payment) therefor ard/or (B) make payment in cash, in order tc
correct such imbalance: or (vi) to the best of Mortgagor's knowledge, no Mortgaged
Property is subject to having allowable production after the date of this Deed of Trust
reduced below tne full and regular allowable bacause of any over-production prior to
the date of this Deed of T rust.

3.8 No Governmental Approvals. Mortgagor warrants that no approval
or consent of any regulatory or administrative commission or authority, or of any

9.
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other governmental body, is necessary to authourize the execution and delivery of this
Deed of Trust, or that such approvals as are required have been obtained; and that no
such approval or consent is necessary to authorize the observance or performance by
Mortgugor of the covenants herein contained, or that such approvals as are required
have been obtained.

3.9 Producing Wells. All producing wells located on the Lands have
been drilled, vperated and produced in conformity with all applicable laws, rules,
regulations and orders of ull regulatory authcrities having jurisdiction, and are
sabject to o penalties on account of past production, and are bottomed under and are
producing from, and the well bores are wholly within, the Lands.

3.10 Principal Pluce of Business. The principal place of business and chief
executive oflice of the Murtgagor and the place where the Mortgagor's books and
records of accov i 2= optis located at 811 Dallas Street, Suite 800, Houston, Texas

7002

ARTICLE IV
Particular Covenants and Agreements of Mortgagor "
Mortgagor hereby covenants to and agrees with the 'rustee and the Bank
as follows:

4.1 Payvment of the Indebtedness. Mortgagur will duly and punctually
pay the principal of and interest on all of the Indebtedness, including each and every
obligation owing under the Note and the Credit Agreement as the same shall becom-
due and payable whether at a date for payment of a fixed installment, or conting.
on other payment, or as a result of acceleration or otherwise.

4.2 OQperation of Mortgaged Property. So long as the Indebtedness or
any part thereof remains unpaid, and whether or not Mortgago: is the cperator of the
Mortgaged Property, Mortgagor shall, but in the ev:a* that the Mortgagor is not the
operator of the Mortgaged Property, only to the exten . s ich obligations are consistent
wilth the terms of any operating agreement or cther agreement effectively governing

the operation of the Morigage" ™ ‘v, at Morigagor’s own expense:
(a) Do all thins keep unimpaired in all material respects
Mortgagor’s rights s under the Mortgaged Property and shal
not, except in tha ordi. susiness as a reasonably prudent operator

would do under sirnilar circumisisuces, abandon any well or forfeit, surrender,
release or default under any Lea =2 or any working interest unit described in
Exhibit A attached hereto or any Production Sale Contract, or consent to any of
the foregoing, directly or indirectly, except as otherwise permitted herein or
unless Mortgagor has obtained the express prior writtenr consent of the Bank;

(b) Except as otherwise set forth in Section 4.2(a), perform or cause to be
performed, each and all covenants, agreements, terms, conditions and
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limitations imposed upon Mortgagor or its predecessurss in interest and
expressiy contained in (1) the Leases, the operating agreements governing any
working interest units described 1n Exhibit A attached hereto, any Production
Sale Contract, or any instrument or document relating thereto, and (ii) any
assignment or other furm of conveyance, under or through which the Leases or
an undivided interest thesein are now held, except where the failure te so
perform, individually or in the aggregate, will not h: i Material Adverse
Effect, and to perform or cause to be performed all 1. iled covenants and
obligations imposed upon Mortgagor in connection with the Leases, the
uperating agreements governing any working interest units described in
lxhibit A attached hereto, any Production Sale Contract or any document or
instrumcnt relating thereto, except where the failure to so perform,
individually or in the aggregate, will not have u Material Adverse Eft 1.

(¢) Cause, or in the event Mortgagor is not the operator of the Subject
Interests, use its best etforts to cause, the Subject Interests to be maintained,
developed, protected against drainage, and continuously operated for the
production of Hydrocarbons in a good and workmanlike manner as would a
prudent operator and in compliance with all applicable operating agreements
and contracts; -

(d) Cause to be paid, promptly : s and when due and payable, (i) all
rentals, delay rentals and royaltics :ind indebtedness payable in respect of the
Subject Interests, and all expens-s incurred in or arising from the operation or
development of the Subject Interests and (ii) all amounts due and payable in
accordance with the terms of each Production Sale Contract, other than such
amounts which the Mortgagor is diligently contesting in good faith and by
appropriate proceedings;

(e) Cause, or in the event the Mortgagor is not the operator of the
Subject Interests, use its best efforts to cause, the Operating Equipment to be
kept in good and effective operating condition, and all repairs, renewals,
replacements, additiuns and improvements thereof or thereto, needful to the
proauction of Hydrocarbons from the Subject Interests to be promptly made;

() Cause the Mortgaged Property or any part thereof or the rents,
issues, revenues, profits and other income therefrom to be kept free and clear of
all liens, charges, security interests and encumbrances of every character, other
than Permitted Encumbrances and Morigagor will not, without the prior
written consent of the Bank, modify, or permit any modification of, any
Permitted Encumbrance;

(g) Keepadequately insured by insurers of recognized responsibility, all
of the Mortgaged Property of an insurable nature and o a character usually
insured by persons engaged in the same or similar business, agninst all risks
customarily insured against by such persons. Mortgagor will maintain:
pollution control insurance; well blow out control insurance; liability insurance
against claims for personal injury or death or property damage suffered by
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membcrs of the public or others in or about the Mortgayged Property or occurring
ny reason of Mortgagor™s ownersnip, maintenance, use or operativn of any
Operating Fquipment, rutomobiles, trucks sr other vehicles, or other tocilities
on or 10 cennection with the Mortgaged Property: all such workmen's
campensation or sim.lur insurinee 48 ey be rcquired under the laws of an-
jurisdiction «n which any of the Mortgaged Pronserty may be situated. All such
insurance shall be maimnmtained in such amouints (subject to deductibles
customary in te oil and gas industry for persons of a similar zize and similar
husiness! as is usually carried by persons engaged in the saume or a similar
husiness and shall be effected under a valid and eaforceuable policy ur policies
issucd by insurers of recognized responsibility. The loss pavable clauses or
provisions in said policy or policies (other than workers’ compersalion or
stmilur insurance) shall be endorsed in fuvor of and made payable to the Bank.
\dditionally, it is agreed said policies shull contain provisions that the same
may not be canceled nr altered unless the Bank is given thirty (30) days’ prior
written notice ther: f

(h)y Comply with, ur cause to be complied with, ur, if Mortgagor is not the
operator of the Mort aged Property, use its best efforts to cause to be complied
with, all applicable and valid laws, rules and regulaticns of the Uniced States of.
America, the State of Texas or any other gavernmental body exercising
jurisdiction, with respect to the operation and development of the Lands and the
production and sal [ Hydrocarbons therefrom; and

(1) Deliver, or cause to be delivered, to the Bunk a copy of any notice,
demand or other material communicalion from any other party to the Leases,
the operating agreements governing any of the Leases described in Exhibit A
attached hereto or any Production Sale Contract relating to any alleged,
potential or actual mat:rial breach thereunder or material breach of any of the
covenants, agreements, terms, or limitations thereof or purportir.g to terminate

«-in any other way materially and adversely affect the rights of Mortgagor
uereunder.

4.3 Taxes. Mortgagor will pay or ¢:ise to be poid, before delinquent, all
lawful taxes, assessments und other charges ot every kind and character imposed
upon this Deed of Trust or upon the Mortgaged Property or any part thereof or upon
t" e interest of the Trustee or the Bank therein (exclu "'ng taxes upon the 1acome of

: Trustee or the Bank), or upon the income, rents, issu=s, revenues, profits or othor
.. ;ome from the Mortgaged Property, or incident to or in connection with the
production of Hydrocarbons or other minerals therefrom, or the operation and
development thereof, including, but not limited to, all ad valorem taxes assessed
against the Mortgaged Property or any part thereof and «ll occupation taxes ~nd
production, severance, windfall profit, and/or excise and other taxes assessed ¢, ali.5t,
and/or measured by, the production of (or the = ‘uc, or proceeds, of production cf)
Hydrocarbons '~ 1t accrue to the Mortgaged Property except these contested in good
faith in appropriate proceedings for which adeguate reserves have been est. blished.
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4.4  Recording, cte. Upon the request of the Bank, Mortgagor, at its
expense, will promptly record, remst -, deposit and file this and every other
instrument in addition or supplemy 1tal  creto in such offices and places and at such
vmes and as 6ften os may he necessar: Lo preserve, protect and renew the Lien hereof
ax a frst priority perfected Lien on real ur personal proper'y as the case may be and
the rights and remedies of the Trustee and of the Bank, and otherwise will do and
perform all matters or things necessary or expedient to he dune or observed by reason
of any law or regulation of any state or of the United States of America or of uny other
competent authority, for the purpose of effectively creating, maintaining and
preserving the Lien of this Deed of Trust and the perfection and priority thereot,

15 Sale or Mortpupe of Mortgaged Property. Except for Permitted
Encumbrances, Mortgagor will not sell, convey, mortgage, pledge, or otherwise
dispose of or encumber the Maorigages Property or uny portion thereof, or any of
Mortgagor's rights, titles, interests or estates thercin without first securing the
express written consent of the Bank other than the sale of Hydrocarbons produced
from the Subject Interests in the ordinary course of business; and Mortgagor will not
¢nter into any arrangement with any gas pipeline company or other consumer of
Hydrocarbons regarding the Mortgaged Property whereby said gas pi peline company
or consunier may set off any claim against Murtgagor by withholding payment for.
any Hydrocarbons actually delivered.

4.6 Records, Statements and Reports. Mortgagor will keep . .per books
of record and account in which complete and correct entries will be made of
Mortgagor's transactions in accordance with generally accepted accounting
principles and will furnish or cause to be furnished to the Bank (a) as soon as possible
upon request, not more than once a year, reports prepared by an independent person
or firm acceptable to the Bank concerning: (1) the quantity of Hydrocarbons
recoverable fro.n the Subject Interests, (2) the projected income and expense
attributable to the Mortgaged Property and (3)the exped cy of any change in
methods of treatment or operation of all or any wells productive of Hydrocarbons, any
new drilling or development, any method of secondary recovery by repressuring or
otherwise, or any other action with respect to the Subject Interests, the decision as to
which may increase or reduce the quantity of Hydrocarbons ultimately recoverable,
or the rate of production thereof to the extent any such information is not contained
in the most recent Reserves Report delivered to the Bank in accordance with Section
2.02 of the Credit Agreement and (b) as soon as possible on request, monthly, a report
showing the gross proceeds from the sale of Hydrocarbons produced from the Subject
Interests (including any thereof taken by the Mortgagor for the Mortgagor's own
use), the quantity of such Hydrocarbons sold, the severance, gross production,
occupation, or gathering taxes deducted from or paid out of such proceeds, the
number of wells operated, drilled or abandoned, (c) within forty-five (45) days after
the end of each calendar month beginning April 30, 1991, a report of the Mortgagor
describing (i) all prepayments received during such calendar quarter for
Hydrocarbons to be produced from the Mortgaged Properties at a later date, (ii) all
contracts for the sale of crude oil produced from the Mortgaged Properties which can
not be cancelled on at least 60 days notice; (iii) all contracts whereby payment for
production of Hydrocarbons from the Mortgaged Property is to be deferred for a
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period of time 1n excess of 60 days after the calendar month in which it was delivered:
tiv) all regulatory refind obligations, if any, with respect to the Mortgaged Property;
and (v) all gas balancing arrangements, if an with respect to the Mortgaged
Property under which an ' 'ance exists and such other information as the Bank

may reasonably request (- ots referred to in clauses (u) and (h) above shall set
forth such information o, urccer well bases and shall include like or similar
informution with respect 0 .0 ol Mortgagor's production attributiable to the

Tperating agreements covenityg an, of the Lands described in Exhibit A attached
hereto)

1.7 Right of Entey and luspection of Books. Mortgagor will permit the
Trustee and the Bank and the agents of either of them, (i) to the extent Mortgagor
has authority to do si. to enter upon the Lands, and all parts thereof, fur the purpose
of investigating and inspecting the condition aad operation thereof, tii) to examine
the books of account of Mortgagor and tiit) to discuzs “e affairs, finances or accounts
of Mortgagor ind be advised as to the same by ary .ticer or employee of Mortgagor,
all at such reasonable tinwes or intervals 2s the Trus.. or the Barnk ma, desire.

4.8 Qualification to d ~. “luintenance of Existence. Mortgagor
will (i) continue to be in good star R gualified to transact business in the-
State of Texus and in each other st -

:onduct of its business req ires it tc -
be qualified and (ii) maintain its corpu.. . ....ence.

49 Expenses. Mortgagor will promptly upon demand by the Bank pay
all reasonuble costs and expenses heretofore or hereafter incurred by the Trustee
and/or the Bank for legal, engineering, geologica! or accounting services rendered to
it in connection with the making and documenting of the Loans to Mortgagor secured
in whole or in part by the Lien and security interest hereof and/or in connection with
the enfurcement of any of the Trustee's and/or the Bank's rights hereunder.

4.10 Further Assurances. Mortgagor will execute and deliver such other
and further instruments and will use its best efforts to do such other and further acts
asin the reasonable opinion of the Trustee or the Bank may be necessary or desirable
to carry out more effectually the purposes of this instrument, including, without
limiting the generality of the forege’ng, (a) prompt correction of any defect which
may hereaflter be discovered in the title to or description of the Mortgaged Property or
any part thereof or in the execution and acknowleagment of this instrument, any
Note, or other document executed in connection herewith, (b) upon the occurrence
and during the continuance of an Event of Default, prompt execution and delivery of
all division or transfer orders which in the opinion of the Bank are needed to transfar
effectively to the Bank the assigned proceeds of production from the Subject Interests

and (c) obtain any necessary governmental approvals, including, without limitation,
those of the State of Texas.

4.11 Adverse Claims. Mortgagor will warrant and forever defend, subject
to the Permitied Encumbrances, the title to the Mortgaged Property unto the Trustee
and the Bank against every Person whomsoever lawfully claiming the sume or any
part thereof, and Mortgagor will maintain and preserve the lien created hereby so
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lung as any ot the Indebtedness remaing unpaid, Should an adverse claim be made
against or o cloud develop upon the title o any part of the Maortgaged Property,
Mortgagor agr-es it will immediately defend against « h adverse claim or take
appropriate action to remove su=h ¢l ud at Mortga,ror's expense if such claim would,
in the reasenable judgment of the Mortgagee, materially and advers. ly affeet the
Mortged Property, or any muterial part thercol, and Mortgapor further agrees that
the Bunk und or the Trustee may take such other action as either of them deems
advisable tu protect and preserve their interests in the Mortpaged Property, and in
such event Mortgarer will indemnify the Bank and/or the Trustee against any and
all coste, reasonable attorney * fees and other expenses whih they may incur in
defenditg vz instany such adverse elaim or taking action o re nove any such cloud.

412 Reloeution of Offices. The Mortgagor shall not chanye its name or
identity or its corporate structure, o relucate its principal place of business or chief
executive office to o county or stat. other than that specified in Section 3,10 of this
Deed of Tiust or otherwise relocate any portion of the personal property comprising
part of the Mortgaged Property to a county or state other than that where 1t is
presently located unless prior to such relucation the Murtgagor (a) gives 30 davs’
prior written notice to “he Bank and the Trustee, which notice shall include, without
limitation, the name of the county and state into which sue! relocation is to be made.
and (bl executes and delivers all such additional documents and performs all.
additivnal acts as the Bank or the Truste: or their counsel shall reasonahbly feel is
necessary or advisable in order to continue :nd maintain the existence and priority of
the Bank's security interest in the personul property comprising part of the
f\iurtg;:gcd [)I‘upcl'L_\' so relucated,

4.13 Environmental Matters.

‘w1l Compliance with Environmental Laws. Mortgagor is currently

in cempliance and shall continue to comply with all material laws, statutes,
regulations, ordinances, rules, stundards, orders or determinations of any local,
-tate or federal governmental authority (including related determinatinrs,
orders v: opinions by any judicial or administrative authority) which hus
jurisdiction over the Mortgaygor or the Mortguged Property pertaining to
protection or conservation of the air, land, water, human health, or other
aspects of the environment, including, without limitation, the following
statutes and implementing regulations, as supplemented or amended: the
Clean Air “ct; the Comprehensive Environmental Response. Compensation and
Liability Z.ct; the Federal Water Pollution Control Act: the Solid Waste
Disposal A -t; the Resource Conservation ind Recovery Act; .ne Safe Drinking
Water Act; the Toxic Substances Cuntrol Act; the Occupational Safety a.d
I' alth Act; the Hazardous Materials 'ransportation A t; the National
Environmental Policy Act; annd anv and w1l comparable statutes of the State of
Texas and local governmental authorities (herein referred to as
“Environmental Laws") except where such noncompliance is not likely to have a
material adverse effect on the business, condition (financial or otherwise),
affairs or operations of Mortguzor. The provisions of this paragraph shall not
limit any other provisions of this Deed of Trust.

15
Deed of Troust



(b)  Spills or Releases. Mortgagor shall not become subject o any
Environmental Liabilities and Costs deemed material by the Bank arising out
of or refafed w (i) the Release or threatened Release at any location of any
“ontaminant into the environment, or any Remedial Action in response
thereto, or (ii) any violation of any environmental, health and safety
Requirements of Law, which, in either case, would have a material adverse
effect on the condition (financial or otherwise), operations or properties of
Mortgagor and its Subsidiaries taken as a whole, provided, however, that if
Mortgagor promptly and diligently responds to the material Release or
threatened Release or material violation and complies with all Requirements of
Law, including notices, orders, penalties, fines or request of Governmental
Authurities, including Remedial Action in response to any such Releuase or
threatened Release, the material Release or ' reatened Release or musterial
violation and any Environmental Liabilities and costs associated therewith
shall not be deemed an Event of Default under this Deed of Trust with respect to
the covenant contained in this Section 4,13,

(¢) Underground Storage Tanks. If and to the extent there are now
or hereafter lucated any underground storage tanks on the Mortgaged Property
Mortgagor has registered all underground storage tanks which are now located .
on the Martgaged Property and has paid all fees assessed in connection with
such ta. ks (and Mertgagor will so register and pay said fees with respect to any
underground storage tanks hereafter located on the Mortgaged Properiy).
Mortgagor will fully comply with all state and local statutes and regulations,
the Federal Solid Waste Disposal Act, and 40 C.F.R. Part 280, as supplemented
and amended, including, without limitation, requit« ments for financial
assurance, tank replacement, and munitoring except where such noncompliance
is not likely to have a m~terial adverse effect on the business, condition
(financial or otherwise), affairs or operations of Mortgagor.

(d) Litigation Expenses; Hold Harmiess. In case of any litigation
involving the title to any part of the Mortgaged Property or the validity of this
Deed of Trust as a first lien against the Mortgaged Property, the Bank mav be
represented in such litigation through att “neys of its own selection. and in
such event Mortgagor shall, upon demand, premptly reimburse the Bank for all
court costs and reasonable attwrneys’ fees incurred by th2 Bank in defending
and/or protecting its rights in such litigation. Mortgagor shall defend, at its
own cost and expense, and hold the Bank harmless from any proceeding or claim
affecting the Mortgaged Property or any instrument executed in connection
with or as security for the Indebtedness, and/or any public ur private proceeding
relating to or arising out of the use or presence of any Contaminant on the
Mortgaged Property, or the application of Environmental Laws. All costs and
expenses incurred by the Bark in protecting its interests hereunder, including
all court costs and reasonable attorneys' fees, shall be borne by Mortgagor.

(e) Indemnification. To the fullest extent permitted under
applicable law, Mortgagor shall indemnify the Bank and hold the Bank
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h~rmless from and against any loss, liability, damage, or expense, including
reasonable attorneys’ fees, suffered or incurred by the Bank, whether as
t ane iciary under this Deed of Trust, or as the Bank in possession, or as

suce ~>»0T M interest to Mortgagor as owner or lessee of the Mortgaged Property

uy virta2 of foreclosure or a deed or other conveyance in lieu of foreclosure,
(i) ander or on account of the Environmental Laws, including the assertion of
any lien thereunder, (ii) with respect to any past, present or future release of
-nv Contaminant affecting the Mortgaged Property, whether or not the same

riginate or emanate from the Mortgaged Property or any contiguous real
«state, incleding any loss of value of the Mortgaged Property as a result of a
Ccntaminant affecting the Mortgaged Property, provided that the Mortgagor
shall never be required to pay more than the amounts due under the Credit
Azreement and any other Loan Documents executed in connecticn therewith
with respect to any such loss of vaiue; and (iii) with respect to any other matter
affecting the Mortgaged Property withi:. the jurisdiction of any federal, state, or
muricipal official administering the Environmental Laws; provided, however,
Mortgagor shall not indemnify or hold the Bank harmless from or against «ny
suck loss, liabiiity, damage or ev-anse arising from any violation of
kivirormental Laws or contaminatio,. of the Mortgaged Property occurring as
o result o actions taken by the Bank, its agents, employees or 1epresentatives,
after tire date that the Boak cither (i) acquires ownership of the Morcgaged
Propert+ by foreclesure or a deed or other conveyance in lieu of foreclosure or (ii)
takes 1 .ssession of the Mortgaged Froperty and commences to hold, use,
adrminister, manage and operate the same pursuant to Section 8.12 hereof. If
any claim, demand, action r cause of action is asserted against the Bank and
the Bank intends to claim indemnification from Mortgagor under this Section
4.13(e), the Bank shall promptly notify Mortgagor, but the failure to so
promptly notify Mortgagor shall not effect Mortgagor's obligations under this
Section 4.13(e) unless such failure materially prejudices Mortgagor’s right to
participate in, or Mortgagor’s rights in, if any, the contest of such claim,
dernand, action or cause of action. [f the Bank proposes to settle or compromise
any claim or proceeding for which Mortgagor may be liable for payment of
indemnity hereunder, the Bank shall give Mortgagor written notice of the
terms of such proposed settlement or compromise reasonably in advance of
settling or compromising such claim or proceeding and shall obtain Mortgagor's
prior written consent, which consent shall not be unreasonably withheld. The
terms and provisions of this pcragraph shall specifically survive payment in full
of the Indebtedness, release of liens, assignments and security agreements of
this Deed of Trust, the exercise by the Bank of any and all remedies hereunder
and/or acceptance of a deed or other conveyance in lieu of foreclosure with
respect tc the Mortgaged Property or any part thereof.

ARTICLE V
Alienation

If Mortgagor other than as permitted under the Credit Agreement or
hereunder grants, sells, conveys, transfers, disposes of or leases the Mortgaged
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Property, ur any portion thereof, either voluatarily, involuntarily, or by operation of
law, ur enters into an ugreement so to do (unless expressly subject Lo the written
consent of the Bank) without the prior written consent of the Bank, the Bank may
declare that an Event of Default has occurred.

Upon written request from Mortgagee, Mortgagor shall submit or cause to
be submitted to Mortgagee within 30 days after December 31 of each calendar year
after the date hereof, a certificate signed by Mortgagor stating whether the
Mortgaged Property or any part thereof has been transferred.

The foregoing notwithstanding, so long as no Event of Default has
occurred, Mortgagor may sell Subject Minerals which have been produced in the
ordinary course of business.

ARTICLE VI
Assignment of ’roduction

6.1 Assignment of Ren*<. Mort, 'gor hereby absolutely and
unconditionally assigns and transfers . lhe Bank all the income, rents, royalties,
revenue, issues, profits, and proceeds cf the Subject Interests, whether now due, past
due or to become due, and hereby gives to and confers upon the Bank the right, power
and authority to collect such income, rents, royalties, revenue, issues, profits and
proceeds. Mortgagor irrevocably appoints the Bank its true and lawfu! attorney at
the option of the Bank at any time to demand, receive, and enfurce payment, to give
receipts, releases, and satisfactions and to sue, either in the name of Mortgagor or in
the name of the Bank, for all such income, rents, royalties, revenue, issues, profits
and proceeds. Neither the furegoing assignment nor the exercise by the Bank of any
of its rights or remedies under this Deed of Trust shall be deemed to make the Bank a
“mortgagec-in-possession” or otherwise responsible or liable in any manner with
respect to the Mortgaged Property or tae use, occupancy, enjoyment or operation of
all or any portion thereof, unless the Bank, in person or by agent, assur.es actual
possession therzof, nor shall appointment of a receiver fur the Subject Interests by
any court at the request of the Bank or by agreement with Mor* -~gor or the entering
into possession of the Subject Interests or any part thereof by su..u receiver be deemea
to make the Bank a "mortgagee-in-possession” or otherwise responsible or liable in
any manner with respect to the Subject Interests or the use, occupancy, enjoyment or
operation of all or any portion thereof. Notwithstanding anything to the contrary
contained herein, until such time as the Bank or Mortgagor shall have instructed
such parties to deliver such rents, income, royalties, revenues, issues, profits or
proceeds directly to the Bank, such parties shall be entitled to deliver such rents,
income, royalties, revenues, issues, profits and proceeds to Mortgagor for Mortgagor’s
use and enjoyment.

6.2 Assignment of Production. As further security for the payment of
the Indebtedness, Mortgagor has transferred, assigned, warranted and conveyed and
does hereby transfer, assign, warrant and convey to the Bank, its successors and
assigns, and grants to the Bank a security interest in, effective as of the date hereof,
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at 7:00 o'clock a.m., local time, subject to Permitted Encumbrances, all Hydrocarbons
which are thereafter produced and which acerue to the Subject Interests, all products
obtained or processed thercfrom and all revenues and proceeds now or hereafter
attributable 0 Said Hydrocarbons and said products as well as any Liens and security
interests securing any sales of said Hydrocarbons, including, but not limited to, those
liens and security interests provided for in the Tex. Bus. & Com. Code Ann. §9.319
(Tex. UCC) (Vernon Supp. 1989), as umended. All parties producing, purchasing or
receiving any such Hydrocarbons or products, or having such Hydrocarbons,
products, ur proceeds therefrom in their possession for which they or others are
accountable to the Bank by virtue of the provisions of this Article, are authorized and
directed to treat and regard the Bank as the assignee and transferee of Mortgagor
and entitled in such Mortgagor’s place and stead to receive such Hydrocarbons and
all proceeds therefrom; and said parties and each of them shall be fully protected in so
treating and regarding the Bank and shall be under no obligation to see to the
application by the Bank of any such proceeds or payments received by it; provided,
however, that, until the Bank or Mortg~gor shall have instructed such parties to
deliver such Hydrocarbons and all preceeds therefrom directly to the Bank (which
such instructions may be given only after the occurrence and during the continuance
of an Event of Default, but the giving of such instructions shall as to such parties be
conclusive as to the occurrence of an Event of Default), such parties shall be entitled.
to deliver such Hydrecarbons and zll proceeds therefrom to Mortgagor for.
Mortgagor's use and enioyinent, ard such Mortgagor shall be entitl:d to execute
division orders. transfer orders and other instruments 2: may be required to direot all
proceeds o Mortgngor without the necessity of juinder by the Bank in such division
orders, transfer orders or .. her instruments. Mortgagor agrees to perform all such
acts, and to execute all such further assignments, transfers and division orders, and
other instruments us may be required or desired by the Bank or any party in order to
have suid revenues and proceds so paid to the Bank. The Bank is fully authorized to
receive and receipt for said revenues and proceeds, to endorse and c.:h any and all
checks and drafts payable to the order of such Mortgagor or the Bank for the account
of Mortgagor received from or in connection with said revenues or proceeds and apply
the proceeds thereof in accordance with Section 6.3 hereof, and to execute transfer
and division orders in the name of Mortgagor, or otherwise, with warranties binding
Mortgagor. Mortgagor will execute and deliver (o the R<nk any instruments the
Bank may from time to time request for the purpose of efi tuating this assignment
and the payment to the Bank of the proceeds assigned. Neither the foregoing
assignment nor the exercise by the Bank of any of its rights under this Deed of Trust
shall be deemed to make the Bank a “"mortgagee-in-possession” or otherwise
responsible or liable in any manner with respect to the Subject Interests or the use,
occupancy, enjoyment or operation of all or any portion thereof, unless and until the
Bank, in person or by agent, assumes actual possession thereof, nor shall
appointment of a - _ceiver for the Mortgaged Property by any court at the request of
the Bank or by agreement with either Mortgagor or the entering into possession of
the Mortgaged Property or any part thereof by such receiver be deemed to make the
Bank a "mortgagee in-possession” or otherwise responsible or liable in any manner
with respect to the Mortgaged Property or the use, occupancy, enjoyment or operation
of all or any portion thereof.
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6.3 Application of Proceeds All payments received by the Bank
pursuant to Section 6.1 or 6.2 hereof shall be prompt!ly applied to the Indebtedness as
follows:

First: To the puyment anc  atisfaction of ull costs and expenses incurred
in connection with the collection of such proceeds and the payment and
reimbursement of all amounts of Indebtedness (except that included in “Second”
and "Third"” below);

Second: To the payment and satisfaction of the accerued interest and/or
any principal amount then due and owinz on the Loans, such application to be
as set forth in the Credit Agreement; and

Third: The bualance, if uny, shall be applied on the then unmatured
principal amounts of the Louns and all other amounts owed under the Credit
Agreemeat, such app!’ ition to be as set forth in the Credit Agreement.

5.4 No Liability of the Bank in Collecting. The Bank is hereby absolved
from all liability for failure to enforce collection of any proceeds so assigned and from
all other responsibility in cunnection therewith. except the responsibility to account
to Mertgagor for funds actually received. The Bank shall have the right, at its
election, to prosecute and defend any and all actions or legal proceedings deemed
advisable by the Bank in order to collect such funds and to protect the interests of the
Bank snd/or Mortgagor, with all reasonable costs, expenses and attorneys’ fees
incurred in coanection therawith being paid by Mortgage -,

6.5 Assignment Not a Restriction on the Bank's Rights. Nothing herein
contained shall detract from or limit the absclute opnligation of Mortgagor to make
payment in full of the Indebtedness regardless of whether the proceeds assigned by
this Article are sufficient to pay the same, and the rights under this Article shall be
in addition to all other security now or hereafter existing to secure the payment of the
Indebtedness.

6.6 Stai.s of Assignment. Notwithstanding the other provisions of this
Article VI, the Trustee or the Bank or any receiver appointed in judicial proceedings
for the enforcement of this instrument shall have the right to receive all of the
Hydrccarbons herein assigned and the proceeds therefrom after the Note has Leen
declared due and payable in accordance with the provisions of Section 7.2 hereof and
to apply all of said proceeds as set forth in Section 6.3 hereof. Upon any sale of the
< 1bject Interests or any part thereof pursuant to Article VIII hereof, the
Hydrocarbons thereafter produced from the Subject Interests so sold, and the
proceeds therefrom, shall be included in such sale and shall pass to the purchaser free
and clear of the assignment contained in this Article.

6.7 Indemnity. (a) Mortgagor agrees to indemnify the Trustee and the
Bank and their respective directors, officers, agents, attorneys, represe.itatives and
employces (the “Indemnitees”)against all claims, actions, liabilities, judgments,
costs, attorneys' fees or other charges of whatsoever kind or nature, (collectively,
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“Claims”) made against or incurred by ther or any of them as a consequence of the

assertion, cither before or after the payment in full of the Indebtedness, that they or

any of them received Hydrocarbons herein assigned or the proceeds thereof claimed

by third persens,provided, that no Indemnitee shall be entitled to indemnification for

any claim, action, liability, judgment, cost, fee or other charge caused by its own gross

negligence or willful misconduct, If uny claim, demand, action or cause of action is

asserted against any Indemnitee and such Indemnitee intends to claim

indemnification frer. Borrower under this Section 6.7, such Indemnitee shall

promptly notify Mortgagor, but the failure to so promptly notify Mortgagor shall not

affect Mortgagor's cbligatiuns under this Sectiun 6.7 unless such failure mat-rially

prejudices Mortgagor's right to participate in, or Mortgagor's rights in, if any, the

contest of such claim, demand, action or cause of action, as hereinafter provided.

Each Indemnitee may, and if requested by Mortgagor in writing shall, in good faith

contest the validity, applicability and amount of such claim, demand, action or cause

of action with counsel selected by such Indemnitee and reasonably acceptable to
Mortgagor, and shall permit Mortgagor to participate in such contest. Any
Indemnitee that proposes to settle or compromise any claim or proceeding for which

Mortgagor may be liable for payment of indemnity hereunder shall give Mortgagor
written notice of the terms of such proposed settlement or compromise reasonably in
advance of settling or compromising such claim or proceeding and shall obtain_
Mortygagor's prior written consent, which consent shall not be unreasonably
withheld. In connection with a. y claim, demand, action or cause of action covered by
this Section 6.7 against more than uvne Indemnitee, each Indemnitee shall be
represented by the same legal counsel selected by the Inderanitees and reasonably
acceptable to Mortgagor; provided, that if such legal counsel determines in good faith
and advises Mortgagor in writing that representing all such Indemnitees would or
could result in a conflict of interest under laws or ethica! principles applicable to such
legal counsel or that a defense or counterclaim is available to an Indemnitee that is
not available to each Indemnitee, then to the extent reasonably necessary to avoid
such a conflict of interest or to permit unqualified assertion of such a defense or
counterclaim, each Indemnitee shall be entitled to separate representation by legal
counsel selected by that Indemnitee and reasonably acceptable to Mortgagor.

(b) Without limiting any provision of this Deed of Trust or any other
Loan Document, it is the express intention of the Mortgagor that the Indemnitees
shall be indemnified and held harmless against any and all losses, liabilitiss, claims,
deficiencies, judgments or expenses arising out of or resulting from sole or concurrent
negligence of such Indemnitee. Mortgagor will indemnify and pay to the Trustee
and/or tlie Bank any and all such amounts as may be paid in respect thereof or asmay
be successfully adjudged against the Bank and the Trustee or either of them. The
ob!i* itions of Mortgagor as hereinabove set forth in this Section 6.7 shall survive the
re' Jf this Deed of Trust.

6.8 Rights to Timely Payment. For purposes of more fully effecting the
assignment made under this Ardcle V1 and ntinuing the rights of the Trustee and
the Bank thereunder, Mortgagor hereby appoints the Trustee and the Bank as its
attorneys-in-fact to pursue any and all rights, remnedies and payments in respect of
the Hydrocarbons and proceeds therefrom, including, but not limited to, proceeds
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accruing priur to the effective date of the assignment contained in this Article V1
The power of attorney granted to the Trustee and the Bank under this Sectivn 6.8,
being cuupled with an interest, shall be irrevocable so long as the Indebtedness or any
part thereof remains unpaid.

ARTICLE VI

Events of Default

7.1 Events of Default  Each of the following events shall constitute an
"Evert of Default” hereunder, provided that any requirement for notice or lapse of
time orother condition precedent set forth below has been satistied:

tz)  Payment Default - default in the payment or prepayment when due
of any installment of principal or interest on any Note; or

(b)  Credit Agreement Defuult - the vccurrence of an "Event of Default”
under the terms and provisions of the Credit Agreement; or

(¢) Representutions snd Warranties - any warranty or representation,
made by Mortgagor herein proves to have been incorrect in any material respect
asofthe date when made or deemed made; or

(d) Affirmative Covenants and Agreements - default is made in the due
vhservance or performance by Mortgagor of any of the covenants, obligations or
agreements contained herein, other than those contained in Sections4.1 or 4.5
of this Deed of Trust, and such default is not remedied within thirty (30) days

after written notice of the existence of such default is given by th.e Bank to the
Mortgagor;

(e) Other Covenants and Agreements - defzult is made in the due

observance or performance by Muortgagor of the covenants or agreements
contained in Section 4.1 or 4.5 of this Deed of Trust; or

(H  Attachment - any substantiai part of the Mortgaged Property shall
he attached or shall be placed in the hands of a receiver or receivers, or trustee

or trustees, or other officer or officers, or representative or representatives of a
court or of creditors.

7.2 Effect of Event of Default. If any Event of Default of the type
described in Section 7(h) or (i) of the Credit Agreement shall occur and be continuing,
the Note and all other outstanding Indebte”ness secured hereby shall automatically
become and be immediately due and payab. 1 each instance without grace, demand,
presentment for payment, protest or notiice uncluding, but not limited to, notice of
irtent to accelerate and notice of acceleration) of any kind to Mortgagor or any other
Person, all of which are hereby expressly waived, and the Bank may proceed to
enforce its rights hereunder. Ifan Eventof Default (other than an Event of De.ault of
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the type described in Section 7th) or (1) of the Credit Agreement) shall occur and be
continuing:

ta)” ~the Bank may by notice in writing to Mortgagor declare the principal
of and accrued interest on the Note and all other outstanding Indebtedness
secured hereby to be inunediately due and puvable whereupon the outstanding
bulanee on the Note and (ll other outstanding Indebtedness shall become and be
immediately due and payable, in each instance without texcept for griuce and
notice expressly provided for) grace, demand, presentment for payment, protest
or notice (including, but not lmited t ¢ e of intent Lo accelerate and notice
of acceleration) of any kind to Morty any other person, all of which are
hereby expressly waived, and

(b)  the Bank may proceed to enfurce its rights hereunder.

ARTICLE VI
Enforcement of Remedies

4.1 Pouwer ol Sale of Real Property Constituting a Part of the Mortpaged,
Property. Upon the occurrence and continuance of an Event of Detault, the Trustee is
hereby authorized und empowersd to sell ur offer for sale any part of the Mortgaged
Property localed in the State of Texas, with or without having first taken possession
of same, to the highest bidder for cash at public auction. Such sale shall be made at
the courthouse ot the county in Texas in which the Texas portion of the Mortgaged
Property or any part thereof is situated, as herein described, between the hours of
10:00 a.m. and 4:00 p.m. on the first Tuesday of any month, beginning within three
(3) hours of the time provided in the notices described herein, after posting a written
or p-nted notice or notices of the place, earliest time at which the sale will begin and
the terms of said sale, und the portion of the Mortgaged Property to be sold, by
posting (or having some person or persons acting for the Trustee post) for at least
twenty-one (Z1) days preceding the date of the sale, written or printed notice of the
proposed sale at the courthouse door of said county in which the sale is to be made;
and if such portion of the Mortgaged Property lies in more than one county, one such
notice of sale shall be posted at the courthouse door of each county in which such part
of the Mortgayd Property is situated and such part of the Mortgaged Property may
be sold at the courthouse door of any one of such counties, and the notice so posted
shall designate in which county such property shall be sold. In addition to such
posting of notice, the Bank, Trustee ur other holder of the Indebtedness hereby
secured (or some person or persons acting for the Trustee, the Bank or other such
holder) shail, at least twenty-one (21) days preceding the date of sale, file a copy of
such notice(s) in the office of the county clerk in each of such counties and serve or
cause to be served written notice of the proposed sale by certified mail on Mortgagor
and on each other debtor, if any, cbligated to pay the Indebtedness according to the
records of the Bank. Service of such notice shall be completed upon deposit of the
notice, enclosed in a postpaid wrapper properly addressed to Mortgagor and such
other debtors at their most recent address ur addresses as shown by the records of the
Bank in a post office or official depository under the care and custody of the United
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States Postal Service. 7w affidavit of any person having knowledge of the facts to
the eifect that such a serv i 'wus completed shall be prima facie evidence of the fact of
service. Mortgagor agrecs that 2o notice of anv sale, other than as set out in this
paragraph, need be given by the Trustee, the & . 1k or a-.y other person. Mortgagor
hereby designates as its address for the purpose of such notice, the address set out on
the signuture page hereof, und agrees that such address shall be changed only by
depositing notice ol such change enclosed in a postpaid wrapper in a post office or
official depository under the care and custody of the United States Postai Service,
certified mail, postage prepaid, return receipt regquested, addressed to the Bank or
other holder of the Indebtedness at the address of the Bank set out herein (or to such
other address as the Bank or other he'der of the Indebtedness may have designated
by nutice given uas ubuve provided to Mortgagor and such other debtors). Any such
notice of chunge of address of Mortgagor or other debtors or of the Bank or other
holders of the Indebtedsess shall be effective three (3) business days after such
deposit if such pev* office or « Ticial depository is located in the State of Texas,
otherwise to be « . live upon receipt. Mortgagor authorizes and empowers the
Trustee to sell the Texas portion of t'. Mortgaged Property in lots or parcels or in its
entircety as the Trustee shail deem expedient; and to execute and deliver to the
purchuser ur purche “rsthereof good and sutficient deeds of conveyance thereto, with
evidence of general warranty by Mortgagor, and the title of such purchaser or.
purchusers when so made by the Truste:, Mortgagor binds itself to warrant and .
forever defend. Where porticr:s of the Mortgaged Property lie in different counties,
sales in such counties may he conducted in any order that the Trustee may deem
expedient; and one or more such sales may be conducted in the same month, or in
successive ur different months 2s the Trustee may deem expedient. The Trustee may
postpone the sale of all ur any part of the Mortgaged Property by public
announcement at the time and “!ace of such sale, and from time to time thereafter
may further postpor.. such sale by public announcement made at the time of sale
fixed by the precediu, postponement. The right of sale hereunder shall not be
exhausted by one or any sale, and the Trustee may make other #nd successive sales
until all of the trust estate be legally sold.

8.2 Rights of the Trustee With Respect to Personal Property
Constituting a Part of the Mortgaged Property. Upon the cccurrence and during the
continuance of an Event of Default, ilie Trustee will have all rights and rernedies
granted by law, and particularly by the Uniform Comme. al Code, including, but
not limited to, the right to take possession i’ all personal property constituting a part
of the Mortgaged Property, and for this pu-pose the Trustee may enter upon any
premises on which any or all of such persoi.+! property is situated and take possession
of and operate such personal property (or any puction thereof) or remove it therefrom.
The Trustee may require Mortgagor to assemui= such personal property and make it
availahle to the Trusieze at a place to be designated by the Trustee which is
reasonably convenient to al! parties. Unless suck nersonal property is perishable or
threatens to decline speedily in value or is of a type customarily sold on 2 ygnized
market, the Trustee will give Mortgagor reasonable notice of the time . ..u place of
any public sale or of the time after which any private sale or other disposition of such
personal pruperty is to be made. This requirement of sending reasonable notice will
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be met if the notice is mailed by first class mail, postage prepaid, to Mortgagor att e
address shown brlow the signatures at the end of this instrument at least five (5) days
befure the time of the cale or disposition.

8.3 Rights of the Trustee With Respect to Fixtures Constituting a Part of
the Mortgaged Property, Upon the vecurrence and during the continuance of an
Event of Default, the Trustee may elect to treat the fixtures constituting a part of the
Mortgupged Property as either real property collateral ur personal property collateral
and proceed to exercise such rights as apply to such type of collateral.

8.4 Judicial Proceedings. Upon vecurrence and during the continuance
of an Eventof Default, the Trustee, in lieu of or in addition to exercising any power of
sale hereinabove given, may proceed by a suit or suits in equity or at law, whether for
a foreciosure hereunder, or for the sale of the Mortgaged Property, or for the specific
performance of any covenant or agreement herein contained or in aid vf the execution
of any power herein, granted, or for the appointment of a receiver pending any
foreclusure hereunder or the sale of the Mortgzaged Property, or for the enforcement of
any other appropriate legal or equitable remedy. Upon occurrence and during the
continucnce of an Event of Default, Mortgagor agrees that the apr intment of a
receiver shall be as a matter of right and without proof of insolvency, fraud,.
insecurity or mismanagement on the part of Mortgagor. Mortgagor agrees that such.
receiver muay be appointed to take possession of, hold, maintain, operate and preserve
the Mortgag:ed Property, including the production and sale of all Hydrocari-ns
therefrom, and t upply the proceeds of the sale thereof in the fashion set forth in
Section 8.9 hereof; and said receiver may be authorized to sell and dispose of the
Mortgaged Property under orders of the Court appointing such receiver.

8.5 Possession uf the Mortgaged Property. It shall not be necessary . r
the Trustee to have physically present or constructively in his possession at any sale
held by the Trustee or by any court, receiver or public officer any or all of the
Mortgaged Property, and Mortgagor shall deliver 1) the purchaser at such sale on the
date of sale the Mortgaged Property owned by Morigagor and purchased by such
purchasers at such sale, and if it should be impossible or impracticable for any of such
purchasers to take actual delivery o tae Mortgaged Property, then the title and right
of possession to the Mortgaged Propertv shall pass to the purchaser at such sale as
completely as if the same 1d been actually present and delivered.

8.0 Certain Aspects of a Sale. The Bank shall have the right to become
the purchaser at any salc held by the Trustee or by any court, receiver or public
officer, and the Bank shall have the right to credit unon the amount of the bid made
therefor, the amount payable out of the net proceeds of such sale 1o it. Recitals
contained in any conveyaice made w any purchaser -t any salz made hereunder
shall conclusively establish the truth and accuracy of the matters therein stated,
including, without limiting the generality of the foreguing, nonpayment of the
unpaid principal sum of, and the intercst accrued on, the Note after the same have
become due and payable, advertisement and conduct of such sale in the manner
provided herein or appointmer of any successor Trustee hereunder.
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8.7 Receipt to Purchy wn any sale, whether made under the
Uniform Commercial Code, the ¢ .0 ile herein granted and confurred or by
virtue of judicial proceedings, the receip. . the Trustee, or of the officer muking sale
under judiciat proceedings, acknowledging: the pavment of purchase money with
respect thereto, shall be sutficient discharge to the purcnaser or purchasers at any
sale for his or their purchase money, und such purchaser or purchasers and his or
their assigns or personal representutives, shall ot after paving such purchase
money and receiving such receipt of the Trustee or of such officer therefor, be obliged
to see to the application of such purchase money, or be in anywise answerable for apy
loss, misuppl.cation or non-application thereof.

8.8 Effect of Sale. Any sale ur sales of the Mortgaged Property or any
part thereof, whether under the Uniform Commercial Code, the power of saie herein
granted and conferred or by virtue of judicial proceedings, shall operate w divest all
right, title, interest, claim and demand whatsoever either at law or in equity, of
Mortgagor vr, n and to the Mortgugzed Property sold, and shall be a perpetual bar,
both at law and in equity, against Mortgagor, and Mortgagor's successors or assigns,
and against any and all persons ¢! iiming or who shall thereafter claimr all or any of
the property sold from, through or under Mortgagor, or Mortgagor's uccessors or
assigns. Nevertheless, Mortgagor, if requested by the Trustee or the Bank so to do,
shall juin in the execution and delivery uf all proper conveyances, assipame:ts and
transfers ol the properties so sold.

8.9 Application of Proceeds. The proceeds of any sale of th: "lortgaged
Property, or any part thereof, whether under the Uniform Commerc!  “ode, the
power of sale herein granted and conferred or by virtue of judicial procecuings, whose
applici.iun has not elsewhere herein bevn specifically provided for, shall be applied to
the Indebtedness as follows:

First: To tne payment of all rec. unable expenses incurred by the Tristee
or the Bunk incident to the enforcement of this Deed of Trust, tl.c Note or any of
the Indebtedness including, without limiting the generality of the foregoing, all
expenses of any entry or taking of possession, of any sale, of advertisement
thercof, and of conveyances, and us well, court costs, compensation of agents
and employees anc legal fees and 4 reasonable fee to lie Trustee;

Second: To the ayment of all other costs, charges, expenses, liabilities
and advances incurrec r made by the Truste= or the Bank under this Deed of
Trustor in executing any trust or power hereunder;

Third: To the payment of the Note and any other Indebtedness, with
interest to the date of such payment, in such order and manner as set forth in
the Credit Agreement;

Fourth: Any surplus thereafter remaining shall be paid to Mortgagor or
Mortgagor's successors or assigns, as their interests shall appear or as a court of
competent jurisdiction may direct.
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8.10 Mortgagor's Waiver of Appraisement Marshaling, ete. Rights.
Mortgagor agrees, to the full extent that Mortgagor may lawfully so agree, tha,
Mortgagor will not at any time insist upon or plead or in any manner whatever claim
the benefit uf'any appraisement, valuation, stay, extension or redemption of law now
or hereafter in force, in order to prevent or hinder the enforcement or foreclosure of
this Deed of Trust or the absolute sale of the Mortgaged Property or the possession
thereol by any purchaser at any sale m pursuant to any provision hereof, or
pursuant to the decree of any court of coinpetent jurisdiction; but Mortgagor, for
Mortgugor and all who may claim through or under Mortgagor, so far as Mortgagor
or those claimi* 7 through or under Mortgagor now or hereafter lawfully may, hereby
viaives the benefit of all such laws. Mortgagor, for Mortgagor and all who may claim
through or under Mortgagor (including, without limitation, a holder of a Lien
subordinate to the Lien created hereby, without implying that Mortgagor has, except
as expressly provided herein, a right Lo grant an interest in, or subordinate a Lien on,
the Mortgaged Pruperty), hereby waives, to the fullest extent permitted by applicable
law, any and all right to huve any of the Mortgaged Property marshaled upon any
forecluosure of the Lien hereof, or sold in inverse order of alienation, and agrees that
the Trustee or any court having jurisdiction to foreclose such Lien may sell the
Mortgaged Property as an entirety. Ifany law in this paragraph referred to and now
in force, of which Mortgagor or Mortgagor's successor or successors might take_
advantage despite the provisions her f shall hereafter be repealed or cease to be in
force, such law shall not thereafter L. deemed to constitute any part of the contract

herein contained or to preclude the operation or application of the provisions of this
paragraph.

8.11 Custs and Expenses. All costs and expenses (including reasonable
attorneys’ fees) incurred by the Trustee or the Bank in protecting and enforcing their
rights hereunder, shall, to the extent permitted by applicable law, constitute a
demand obligation owing by Mortgagor to the party incurring such costs and
expenses and shall hear interest until paid at the Default Rate.

8.12 Operation of Property by the Trustee. Upon the occurrence of an
Event of Default and in addition w all © . er rights herein conferred oa the Trustee,
the Trustec (or any person, firm or corporation designated by the Trustee) shall have
the right and power, but shal!l not be obligated, to enter upon and take possession of
any of the Mortgaged Frojerty, and to exclude Mortgagor, and Mortgagor's agents or
servants, wholly therefrom, and to hold, use, administer, manage and operate the
same to the extent that Mertgagor shall be at the time entitled and in his place and
stead. The Trustee, or any person, firm or corporation designated by the Trustee, may
operate the same without any liability to Mortgagor in connection with such
operations, except for gross negligence or willful misconduct in the operation of such
Mortgaged Property, and the Trustee or any perscn, firm or corporation designated
by the Trustee, shall have the right and power, but shall not be obligated, to collect,
receive and receipt for all Hydrocarbon: producea and sold from said Mortgaged
Property, to make repairs, purchase mach:: :ry and equipment, conduit and power, to
enter work-over operations, drill additional wells and to exercise every power, right
and privilege of Mortgagor with respect to the Mortgaged Property. When and if the
expenses of such operation and development (i *luding costs of unsuccessful work-
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over uperations or additional wells) have been paid and the Indebtedness paid, said

Mortgaged Property shall, if there has been no sale or foreclosure, be returned to
Mortgagor.

ARTICLE IX
Security Agreement

Without limiting any of the provisions of this instrument, in order to
secure the Indebtedness, Mortgagor, as Debtor (referred to in this Article IX as
“Debtur™), hereby expressly GRANTS, ASSIGNS, TRANSFERS and SETS OVER
unto the Bank, as Secured Party (the Bank being referred to in this Article IX as
“Secured Party™), a first Lien upon and a security interest in all the Mortgaged
Property (including, without limitation, all Mortgaged Property that constitutes
equipment, accounts, contract rights, goods, instruments, general intangibles,
inventory, Hydrocarbonc ° ures and other personal property of any kind or
character (including botl .nose now and those hereafter existing)) to the full extent
that such Mortgaged Property may be subject to the Uniform Commercial Code of the
state or states where such Mortgaged Property is located, including all products and
proceeds of such Mortgaged Property, subject only to Permitted Encumbrances (said
Mortgaged Property, products and proceeds being hereinafter collectively referred to-
as the "Collateral” for the purposes of this Article [X). The Lien and security interest -
created by this Deed of Trust attaches upon the delivery hereof. Debtor covenants
and agrees with Secured Party that:

(a) In addition to and cumulative of any other remedies g. anted in this
instrument to Secured Party or to the Trustee, Secured Party may, upon the
occurrence and during the continuance of an Event of Default, proceed under
said Uniform Commercial Code as to all or any part of the Collateral and shall
have and may exercise with respect to the Collateral all the rights, remedies
and powers of a secured party after default under said Uniform Commercial
Code, including, without limitation, the right and power t. :2ll, at public or
private sale or sales, or otherwise dispose of, lease or utiliz¢ the Collateral and
any part or parts thereof in uny manner authorized or permitted under said
Uniform Commercial Code after default by a debtor, and to apply the proceeds
thereof toward payment of any costs and expenses and attorneys’ fees and legal
expenses thereby incurred by Secured Party, and toward payment of the
Indebtedness in such order or manner as set forth in this Deed of Trust.

(b) Upon the occurrence and during the continuance of an Event of
Default, Secured Party shall have the right (without limitation) to take
possession of the Collateral and to enter upon any premises where same may be
situated for such purpose without being deemed guilty of trespass and without
liability for damages thereby occasioned, and to take any action deemed
necessary or appropriate or desirable by Secured Party, at its option and in its
discretion, to repair, refurbish or otherwise prepare the Collateral for sale, lease
or other use or disposition a: herein authorized.
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(¢) To the extent permitted by law, Debtor expressly waives notice of
any right or remedies of a debtor tother than notice of sale orother disposition of
the Collateral) or formalities prescribed by law relative to sale or dispasition of
the Collateral or exercise of any other right or remedy 7 Seeured Party existing
after detfault hereunder; and with respect to any required notice, Debtor agrees

that if such notice is mailed, postage prepaid, to Debtor at the address shown
with Debtor’s signature herein' elow at least five (3) days belore the time of the
sale or disposition, such noti. : shall be deemed reasonable and shall fully

satisfy any requirement for gl ing of said notice. Such notice, in case of a4 public
sale or disposition, shall state the time and place fixed for such sale or
disposition and, in case of a private sale or disposition, shall state the date after
which such sale ordisposition 15 to be made.

(d)  Any public sule of the Collateral shall be held at such time or times
within ordinary business hours and at such places as Secured Party may fix in
the notice of such sale. Atany such sale the Collateral may be sold in one lot as
anentirety or in separate parcels, us Secured Party may determine.

(e) Secured Party shall not be obligated to mauke any sale pursuant to
any such notice. Secured Party may, without notice or publication, adjourn any_
public or private sale or cause the sume to be adjourned from time to time by
announcement at the time und place fixed for the sale, and such sale may be
made at any time or place to which the same shall be so adjourned.

() In case of any sale of all or any pi. of the Collateral on credit or for
future delivery, the Collateral so sold may be retained by Secured Party until
the selling price is paid by the purchaser thereof, but Secured Party shall not
incur any liability in case of the failure of such purchaser to take up and pay for
the Collateral so sold and, in case of any such failure, such Collateral may again
be sold upon like notice.

(g) Upon the occurrence and during the continuance of an Event of
Default, Sccured Party is expressly granted the right, at its option, to transfer
at any time to itself or to its nominee the Collateral, or any part thereof and to
hold the same as security for the [ndebtedness, and to receive the monies,
income, proceeds or benefits attributable or accruing thereto and to apply the
same toward payment of the Indebtedness, whether or not then due, in such
order or manner as Secured Party may elect. All rights to marshaling of assets

of Debtor, including any such right with respect to the Collateral, are hereby
waived.

(h) All recitalsin any instrument of assignment or any other instrument
executed by Secured Party incident to sale, transfer, assignment, lease or other
disposition or utilization of the Collateral or any part thereof hereunder shall be
full proof of the matter st~ted therein, no other proof shall be required to
establish full legal propriety of the salc or other action or of any fact, condition
orthing incident thereto, and all prerequisites of such sale or other action and of
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any fuct, condition or thing incident thereto shall be presumed conelusively to
have been performed ur to have uecurred.

(i)= ~Upon the occurrence and during the continuance of an Event of
Default, Secured Party may recuire Debtor to assemble the Collateral and
muke it available to Secured Party at a place to be designated by Secured Party
that is reasunably convenient to both parties. All expenses of retuking, holding,

preparing for sale, lease or other v or disposition. well | leasing or otherwise
using or disposing of the Colltteral and the b2 hick wre incurred or paid by
Secured Party as authurized or pernitired v, ncluding also all
atturneys' fees, legal expenses ind o5 2%l e = 1w the Indebtedness.

(i) Should Secured Puriy ies oo -its rights under said Uniform
Commercial Code as to pary of the persc... wroperty and fixtures described

herein, this election shail not preclude Securad Party or the Trustee from
exercising the rights and remedic~ 4. anted by the preceding paragraphs of this
instrument as to the remaining , .« al progerty and fixtures.

(k) Secured Party m.v, atits election, at any *ime after delivery of this
instrument, sign one or more photocopies hereof in order that such photocopies_
may be used as a financing statement under said Uniformi Comuercial Code.
Such signature by Secured Party may be placed batween the last sentence of
this instrument and Debtor’s acknowledgment or may follow Debtor's
acknowledgment. Secured Party’s signature need not be acknowledged and is
not necessary to the effectiveness hercof aus a deed of trust, mortgage,
assignment, pledge or security agreement.

() So long as any amount remains unpaid on the Indebtedness, Debtor
will not execute or file in any public office any financing statement(s) affecting
the Cullateral (other than Liens arising under operating, pooling or unitization
agreements of a scope and nature customary in the oil and gas industry) other
than financing statements in favor of Secured Party hereunder, unless the prior

written specific consent and approval of Secured Party shall have first been
obtained.

(m) Secured Party is autharized to file, in any jurisdiciion where Secured
Party deems it necessary, a financing statement or statements, and at the
request of Secured Party, Debtor will join Secured Party in executing one or
more financing statements pursuant to said Uniform Commercial Code in form
satisfactory to Secured Party, and will pay the cost of filing or recording this or
any other instrument, as a financing statement, in all public offices at any time
and from time to time whenever filing or recording of any financing statement
or of this instrument is deemed by Secured Party to be necessary or desirable.

(n)  Without in any manner limiting the generality of any of the other
provisions of this Deed of Trust: (i) some portions of the goods described or to
which reference is made herein are or are to become fixtures on the Lands;
(ii) the security interests created hereby under applicable provisions of the
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Unitorm Commercial Code of one or more of the jurisdictions 1n which the
Mortgaged Property is situated will attach to Hydrocarbons or the accounts
resulting from the sule thereof .t the welihead or minehead located on the
Lands; i) this instrument is t be filed or filed of record in the real estate
records as a financing statemend; (iv) Debtor is the record owner of the real
estate or interests in the real estate comprised of the Leases and the Lands
described in Exhibit A and (v)the name and address of each of the Secured
Party and Debtor is set forth on the signature page hereof.

(v)  Debtor hereby irrevocably de " inates and appoints Secured Party as
its attorney-in-fact, with full power of substitution, for the purposes of cirrying
out the provisions of this Deed of Trust and taking any action and cxecuting any
instrument that Secured Party may de- ™ necessary or idvisable to accomplish
the purpuses hereof, which appointn as attorney-in-luct effective upon the
occurrence and during the conti: ce of an ¥vent of Default (but the
determination of an Event of Default by the Bank shall as to all parties for the
purposes hereof be conclusive as to the occurrence of ur Event of Default) and is
irrevacable and coupled with an interest.

(p)  Without limiting the generality of the furegoing, Debtor hereby.
irrevocably authorizes and empowers Secured Party, upon the occurrence and
during the continuance of an Event of Default, at the expense of Debtor, either
in Secured Party's own name or in the name of Debtor, at any time and from
time to time (a) to ask, demand, receive, receipt, give acquittance for, settle and
compromise ary and all monies which may be or become due or payable or
remain unpaid at any time or times to Debtor under or with respect to the
Collateral; (b) to endorse any drafts, checks, orders or other instruments for the
payment of money payable to Debtor on account of the Collateral (including any
such draft, check, order or instrument issued by an insurance company payabie
jointly to Debtor and Secured Party); and (¢) in the discretion of Sccured Party,
to settle, compromise, prosecute or defend any action, claim or proceeding, or
take any other action, all either in its own name or in the name of Debtor or
otherwise, which Secured Party may deem to be necessary or advisable for the
purpose of exercising and enforcing its powers and rights under this Deed of
Trust or in furtherance of the purposes hereof, including any action which by
the terms of this Deed of Trust is to be taken by Debtor. Nothing in this Deed of
Trust shall be construed as requiring or obligating Secured Party to make any
demand or to make any inquiry as to the nature or sufficiency of any payment
received by it or to present or file any claim or notice, or to take any other action
with respect to any of the Collateral or the amounts due or to become due under
any thereof, or to collect or enforce the payment of any amounts assigned to it or
to which it may otherwise be entitled hereunder at any time or times.

(q) Secured Party shall incur no liability as a result of the sale of
Collateral, or any part thereof. at any private sale. Debtor hereby waives, to the
extent permitted by applicable law, any claims against Secured Party arising
by reason of the fact that the price at which the Collateral may have been sold
atsuch a private sale was less than the price which might have been obtained at,
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a public sale or was less than the aggregate amount of the Indebtedness, even if
Secured Party accepts the st otfer received and does not otfer such Collateral
to more than une offeree if such sale is otherwise commercially reasonable.

(r)  Without precluding uny other methods of sule, Debtor acknowledyres
that the sale of the Collateral shall have been made in 4 commercially
reasonable manner if conducted in conformity with reasonable commercial
practices of banks disposing of similar property. Secured Party shall not be
liable fur any depreciation in the value of the Collateral.

ARTICLE X

Miscellaneous

10.1 Pooling and Unitization. Mortgagor shall have the right, and is
hereby authorized, to pool or unitize all vr 1n, partof cne Leases insofar as related to
the Mortgaged Property, with adjacent lands, leaseholds and other interests, when,
in the reasonable judgment of Mortgagor, it 1s necessary or advisable to do so in order
to form a drilling unit to facilitate the orderly development of that part of the-
Mortgaged Property affected thereby, or to comply with the requirements of any law
or governmental ~rder or regulation relating to the spacing of wells or proration of
the production therefrom; and further provided that the Hydrocarbons produced from
any unit so formed shall be allocated among the separately owned tracts or interests
comprising the untt in proportion to the respective surface areas or reservoir volumes
thereof or in such proportion as is prescribed by applicable law. Any unit so formed
may relate to one or more zones or horizons, and a unit formed for a particular zone or
horizon need not conform in area to any other unit relating to a different zone or
horizun, and a unit formed for the production of vil need not conform in area with any
unit formed for the production of gas. Upon the written request of the Bank, as to all
such units theretofore formed, and thereafter immediately after formation of any
such unit, Mortgagor shall furnish to the Trustee and the Bank a true .opy of the
pooling agreements, declarations of pooling or oth rinstr ents ereuting such units,
in such number of counterparts as the Bank may reasona. y request. The interest in
any such unit attributable to the Mortgaged Property (or any part thereof) included
cherein shall beconie a part of the Mortgzaged Property and shall be subject to the lien
hereol in the same manner and with the same effect as though such unit and the
interest of Mortgagor therein were specifically described in Exhibit A. Mortgs or
ma / enter into pooling or unitization agreements not hereinabove authorized only
with the prior written consent of Trustee and the Bank.

10.2 Successor Trustees. The Trustee may resign in writing addressed to
the Bank or be removed at any time with or without cause by an instrument in
writing duly executed by the Bank. In case of the death, resignation or removal of a
Trustee, a successor Trustee or Trustees may be appointed by the Bank from time to
time by instrument of substitution complying with any applicable requirements of
law, and in the absence of any such requirement without other formality than
appointment and designation in writing. Such ¢ .ointment and designation shall be
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full evidence of the right and authority to make the same and of all facts therein
recited, and upon the making of any such appointmen. and designation, this
convey nce shall vest in the named successor Trustee or Trustees all the estate and
title of che prior Trustee or Trustees in all of the Mortgaged Property and such
successor Trustee or Trustees shall thereupon succeed to all the rights, powers,
privileges, immunities and duties hereby conferred upon the Trustee named herein.
All references herein to the Trustee shall be deemed to refer to the Trustees from time
to time acting hereunder.

10.3 Legal Proceedings By and Against Trustee. The Trustee shall not be
required to take any action for the enforcement of this instrument or the exercise of
any rights or remedies hereunder or to appear in or defend any action, suit cr other
proceeding in connection therewith, where, in the opinion of the Trustee, such action
will be likely to involve him in expense or liability, unless the Trustee be tendered
security and indemnity satisfactory to him against cost, expense or liability in
connection therewith.

10.4 Responsibilities of Trustee. It shall be no part of the duty of the
Trustee to see to any recording, filing or registration of this instrument or of any
instrument supplemental hereto, or to see to the payment of or be under any duty in_
respect of any tax or assessment or other governmental charge which may be levied
or assessed on the Mortgaged Property or against Mortgagor or to see to the
performance or observance by Mortgagor of any of the covenants or agreements
herein containad. The Trustee shall not be responsible for the execution, acknowledg-
ment or validity of this instrument or of any instrument supplemental hereto or of
the Note, or for the sufficiency of the security purported to be created hereby, and the
Trustee makes no representation in respect thereof or in respect of the rights of the
holder of any of the Note. The Trustee shall have the right to consult with counsel
upon any matters arising hereunder and shall be fully protected in relying as to legal
matters on the advice of such counsel. The Trustee shall not incur any personal
liability hereunder except for his own willful misconduct; and the Trustee shall have
the right to rely on any instrument, document or signature authorizing or supporting
any action taken or proposed to be taken by him hereunder which is believed by him
in good faith to be genuine.

10.5 Advances by the Bank or Trustee. Each and every covenant herein
contained shall be performed and kept by Mortgagor <olely at Mortgagor’'s expense.
If Mortgagor shall fail to perform or keep any of the covenants of whatsoever kind or
nature contained in this instrument and any applicable cure period has expired, the
Bank, the Trustee or any receiver appointed hereunder, may, but shall not be
obligated to, make advances to perform the same in Mortgagor’s behalf. The Bank
shall notify Mortgagor as soon as practicable of any such action taken by the Bank,
provided that the failure of the Bar.k to so notify Morcgagor shall not relieve
Mortgagor of any of its obligations hereunder. Mortgagor hereby agree to repay such
sums within ten (10) days of demand plus interest until paid at the Czfault Rate;

provided, however, that in 1 t shall such interest rate ever exceed the Highest
Lawful Rate. No such adva . be deemed to relieve Mortgagor from any default
hereunder.
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10.6 Defense of Cluims. Mortgagor will notify the Trustee and the Bank,
in writing, promptly of the commencement of any legal proceedings affecting the Lien
hereof or the"Mortgaged Property, or any part thercof. and will take such action,
employiny attorneys agreeable tu the Trustee and the Bank, as may be necessary to
preserve Mortgagor's, the Trustec's and the Bank's rights affected thereby; ind
should the Mortgagor fa or refuse w take any such action, the Trustee or the Bank
may, upon giving prior written notice thereof to Mortgagor, take such action on
b half and in the name of Mortgagor and at Mortgagor's expense. Moreover, the
Bink. or the Trustee on behalf of the Bank, may take such independent action in
connection therewith as they may in their discretion deem proper, Mortgagor hereby
agreeing that all sums advanced or all expenses incurred in cuch actions plus interest
at the Default liate will, on demand, be reimbursed to the Bank, the Trustee or any
receiver appointed hereunder; provided, however, that in no event shall such interest
rate ever exceed the Highest Lawful Rate.

10.7 Property to Revert. If the Indebtedness shall be fully paid and the
covenunts herein contained shall be well and truly performed, then all of the
Mortiaged Property shall revert to Mortgagor and the entire estate, right, title and
interest of the Trustee and the Bank shall thereupon cease; and the Bank (without.
the joinder of the Trustee, which shall not be required) in such case shall, upon the
request of Mortgagor and at Mortgagor's cost and expense, deliver to Mortgagor,-
proper instruments acknowledging satisfaction of this instrument.

10.8 Renewals and Other Security. Renewals and extensions of the
Indebtedness may be given at any time and the Bank may take or may now hold
other security for the Indebtedness without notice to or consent of Mortgagor. The
Trustee or the Bank may resort first to such other secur 'ty or any part thereof or first
to the security her ' - given or any part thereof, or from time to time o either or both,
even to the partiz:  complete abandonment of any security. and such actior .hall
not be a waiver o: - .. rights conferred by this instrument, wh .ch shall continue as a
perfected Lien upon the Mortgaged Property not expressly released until the
Indebtedness is fully paid.

10.S Instrument an Assignment, ete. This instrument shall be deemed to
be and may be enforced fram time to time as an assignment, chattel mortgage,
hypothecation, contract, deed of trust, conveyance, financing statement, real estate
mecrtgage, pledge or security agreer =at, and from time to time as any one or more
thereof in order fully to effectuate th. lien and security interest granted hereby and
the purposes and egreements herein set forth.

10.10 Subrogation. To the extent that any of the Indebtedness
represents funds utilized to satisfy any outstanding indebtedness or obligations
secured by liens, rights or claims against the Mortgaged Property or any part thereof,
the Bank shall be subrogated to any and all liens, rights, superior titles and equities
owned or claimed by the holder of any such outstanding indebtedness or obligation so
satisfied, however remote, regardless of whether said liens, rights, superior titles and
equities are by the holder(s) thereof assigned to the Bank or released.
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0.1l Usury Savings. In no event shall any provision of this
instrument, the Credit Agreciaent, the Note, or any other instrument evidencing or
securing the Indebtedness ever obligate Mortgagor to pay ar allow the Bank to collcet
interest on the Note or any other ir 'ebtedness secured hereby at a rate greater than
the muximum non-usurious rate permitted by applicable luw (herein referred to as
the "Highest Lawful Rate™), or obligate Mortgagor to pay any amounts that would be
heid @ 'vemed to constitute interest under applicable law which, when added to the
intero=t payable on the Note or any other notes secured hereby, would be held w
consti ute the payment by Mortgagor of interest at a rate greater than the Highest
Lawful lcote; and this provision shall contral aver any provision to the contrary. To
the extent he Highest Lawful Rate is determined by reference to the laws of the
State of Texus, s me shall be determined by reference w the indicated (weekly) rate
ceiling (as defined and described in Texas Revised Civil Statutes Article 5069-1.04, as
amended) at the applicable time in effect.

Without limiting the generality of the foregoing, in the event the maturity
of all ur any part of the principal amount of the Indebtedness shall be accelerated for
any reason, then such principal amount so accelerated shall be credited with any
interest theretofore paid thereon in advance and remaining unearned at the time of_
such ucceleration. If, pursuant to the terms of this instrument, the Credit Agreement
or the Note, any “1inds are applied to the payment of any part of the principal amount-
of the In ‘ebtedr :ss prior to the maturity thereof, then (a) any interest which would
otherwise thereafter acerue on the principz! amount so paid by such application shall
be canceled, and (b) the Indebtedness remaining unpaid after such application shall
be credited with the amount of all interest, if any, theretofore collected on the
principal amount so paid by such application and remaining unearned at the date of
said application; and if the funds so applied shall be sufficient to pay in full all the
Indebtedness, then ke Rank shall refund to Mortgagor all interest theretofore paid
thereon in advarce and remaining unearned at the time of such acceleration.
Regardless of any other provision in this instrument, or in any of the written
cvidences of the Indebtedness, Mortgagor shall never be required to pay any
unearned interest on the Indebtedness or any portion thereof, and shall never be
required (o pay interest thereon at a rate in excess of the Highest Lawful Rate
construed by courts having competent jurisdiction thereof. It is further agreed that,
without limitation of the foregoing, ail calculations of the rate of interast contracted
for, charged or received by the Bank under the Note held by it, or under the Credit
Agreement or the other Loan Documents, made for the purpose of determining
whether such rate exceeds the Highest Lawful Rate applicable to the Bank shall be
made, to the extent permitted by usury laws applicable to the Bank (now or hereafter
enacted), hy amortizing, prorating and spreading in equal parts during the period of
the full stated term of the Loans evidenced by the Note al! interest at any time
contracted for, charged or received by the Bank in connection therewith.

10.12 Professional Fees. ‘1o the extent not prohibited by applicable
law, Mortgagor will pay all costs and expenses and reimburse the Bank for any and
all ressonable expenditures of every character incurred or expended from time to
time, regardless of whether or not a default shall have occurred hereunder or
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otherwise in connection herewith, in connection with the Bank's evaluating,
monitor.nyg, administering and protecting the Mortgaged Property or any part
thereuf, and creating, pertecting and realizing upon the Bank's security interests in
and liens on the Mortga, od Uroperty or any part thereof, and all reasonable costs and
expenses relating thes Lo, including, without limitution, all appraisal fees,
consultiag fees, filing fees, taxes, kerage fees and commissions, fees incident to
security interest, lien and other t _le searches and reports, escrow fees, attorneys'
foes, legal expenses, court costs, auctioneer fees and expenses, other fees and
expenses incurred 1n connection with liquidation or sale of Mortgaged Property and
all other professional fees. Any arucunt to be paid hereunder by the Mortgagor to the
Bank and, to the extent not prohibited by applicable law, shall bear interest from ten
(10) days fullowing demand by the Bank until paid at the Defauit Rate.

10,13 Indemnification. Mortgagor will defend, at its own cost and
expense, and hold the Bank hannless frem, any action, proceeding or claim affecting
the Mortgaged Pruperty or this instrument, and all costs and expenses incurred by
the Bank in protecting its interests hereunder in such an event ‘including all court
costs und reasonable attorneys’ fees) shull be borne by Mortgagor. This Scction 10.13
shall not apply to actions, proceadings, or claims aceruing as 2 result of actions taken
or not taken by the Bank. itz agents, emplicyees or representatives, after the date that.
the Bank either (i) acquires ownership of the Mortgaged Property by foreclosure or a
decd or other conveyance in lieu of foreclusure or (ii) takes possession of the-
Mortgaged Property and commences to hold, use, administer, manage and operate
the same pursuant to Section 8.12 hereof.

10.14 Future Appraisals. Atany time and from time to time after the
occurrence of a Default and during the continuance thereof, the Bank in its sole
discretion and at Mortgagor's sole cost and expense may require an appraisal of the
Mortgaged Property, the Collateral, or any part thereof by a professional appraiser of
the Bank's selection. In such event the Bank shall cause such appraisal to be made,
and Mortgagor agrees to reimburse the Bank for the costs thereof promotly upon
request. Any such costs which are not paid to the Bank by Mortgagor within ten (10)
days after such request shall bear interest from the date of such request to the date of
payment at the Defauit Rate. Additionally, any funds advanced by the Bank in
connection with any such appraisal shall become a part of the Indebtedness and shall
te secured by this Deed of Trust. At any time and from time to t.me hereafter,
regardless of whether or not a Default has occurred and is continuing, the Bank in its
discretion and at its expense may require an appraisal of the Mortgaged Property, the
Collateral on any part thereof by a professional appraiser of the Bank’s selection.

10.15 Separability. Ifany provision hereof or of the Note is invalid or
unenforceable in any jurisdiction, the other provisions hereef or of the Note shall
ramain in full force and effect in such jurisdiction, and the remaining provisiens
hereofl shail be liberally construed in favor of the Trustee and the Bank in order to
effectuate the provisions " ~recof, and the invalidity of anv provision hereof in any
jurisdiction shall not afiect the validity or enforceabilit . s such provision in any
other jurisdiction ~ ~y refercnce hereir -~ ntained to ¢ or law of a state in
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which no part ol the Mortgazed Property is situated shall be deemed inapplicable to,
and nut used in, the interpretation hereof

10716 Rights Cumulative. Eich and every right, power and remedy
herein given to the Trustee or the Bunk shall be cumulative and not exclusive; and
every right, power und remedy whether specifically herein giver or otherwise
existing may be exercised from time to time, and sv often and in such  rder as may be
deemed expedient by the Trustee ur the Bank as the case may be, and _he exercise, or
the beginning of the exercise, of any such right, power or remedy sha  not be dermed
a wuiver of th. right to exercise, at the sume time or thereafter, ny other right,
power ar remedy. Nodelay or omission by the Trustee or the Bank 0 the exercise of
any right, power or remedy shall impuir any such right, power or © ‘medy or cperate
as a waiver thereoforofany other right. power or remedy then or thereafter existing.

10.17 Binding I2f7ct. This instrument is binding upon Mortgagor
and Mourtgagor's successors and assigns and shall inure to the venefit of the Trustee,
his successors nd assigns, the Bank, its successors and assigns and the provisions
hereof shall likewise constitute covenanis running with the land.

10,18 Article und Section Headings. The article and section headings.
in this in-trument are inserted for convenience and shall not be considered a part of
thisinsirument or used in its interpretation.

1619 Counterparts. This instrument may be executed in any
number of counterparts, each of whith shall for ull purposes be deemed to be an
original, and all of which are identic | except that, to facilitate recordation, in any
particular count:rpart portions of Exhibit A which describe properties situated in
counties other than the county in which such counterpart is to be recorded may have
been omitted.

14.20 Notices. Any notice, request, demand or other instrument
which muy be required or permitted to be given or served upon Mortgagor shall be
sufficiently giver when mailed by certified mail, return receipt requested, addressed
to Mortgagor at the address shown below the signatures at the end of this Deed of
Trust or to such different address as Mortgagor shall have designated by written
notice received by the Bank or the Trustee.

11024 Amendments, Modificatine ind Waivers, ete. This instrument
may be amended, modified, revised, discharcca, relecsed or terminated only by a
written instrument or instruments executed by Mertgagor and the Ba 'k, but without
the joinder of the Trustee which shull not be rejuired. Any zlleged amendment,
revision, discharge, release or termination which is not so documented shall not ke
effective as to any party. No waiver of any provision of this Deed of Trust nor consent
to any departure by Mortgagor therefrom shall in any event be effective unless the
same shall be in writing, and then such waiver or consent shzll be effective only in
the specific instance and for the purpose for which given.
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Surviva! of Agreements. All representations and warranties .f
Mortgagor herein and all covenunts und agreements herein nct fully and finally
perfurmed before the effective date or dutes of this Deed of Trust shall survive such
date ordates.~Adl - ovenunts and oblijzation - in this Deed of Trust are intended 2y the
parties t be, and shall be construed as, yvenants running with the i.2ads

LU23 Geveraing Lew. 'THIS DEED OF TRUS 1, iNCLURNG IN
PARTICULARANY PROVISION OF THIS DEED OF TRUST RELATING 76

THE CREATION, EXISTENCE OR VALIDITY OF THYE  DNDEBTEDHKRSS
AND THE OBLIGATIONS CONTAINED HEREIN SHALL 3K Dot 0
CONTRACTS AND INSTRUMENTS MADE UNDER P9 LAWS UF 1w
STATE OF "TEXAS AND SHALIL BE CONSTRUE? ANG ENRGIOED 4
ACCORDANCE WITHAND GOVERNED BY THE 2: dSTANT Vi 1anp
THE S"ATE OF TEXAS AND THE APPLICARLL LAWS O THE Ui 8!
STATES OF AMERICA.
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IN WITNESS WHEREOF, Mortgagor has exccuted or caused to be
executed Lhis , Deed of Trust, Assignment of Production, Security Agreement and
Financing Statement in multiple originals on the 22nd day of April, 1991.

MORTGAGOR:
The address of the
Mortgagor/ Debtor is: SMITH OFFSHORE
EXPLORATIONCOMP
811 Dullas Street K‘ AV
Suite 800 =
Houston, Texas 77002 By: \_/ -

Name: lester H, Smith
Title: President

Tax Identification Number:_76-0209404

STATE CF TEXAS 8
§
COUNTY OF HARRIS §

This instrumen! was acknowledged before me on April 22 |, 1991 by-

_lester H, Smith President of SMITH OFFSHORE
EXPLORATION "OMPANY, a Delaware corporation ehalf of said corporation.

Notary Public in and for
State of Texas

Printed Name:

My Commission Expires: ﬁqs_{;‘,_.;,x_,‘____:, |
\ CZRRI RUTLIDGE
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EXHIBIT A

1. An undivided 9.44799% interest in the record title to that certain Oil and Gas
Lease OCS-G 8998, effective November 1, 1987, from the United States of America,
as Lessor, to Apache Corporation, et al., as Lessees, covering all of Block 650,
Matagorda I[sland Area, Texas OCS Leasing Map No. 4, which interest entitles
Mortgagor to a 7.54649% net revenue interest in all wells drilled in Block 650.

2. An undivided 9.44799% interest in the record title to that certain Oil and Gas
Lease OCS-G 11268, effective October 1, 1989, from the United States of America, as
Lessor, to Apache Corporation, et al., as Lessees, covering all of Block 871,
Matagorda Island Area, Texas OCS Leasing Map No. 4, which interest entitles
Mortgagor to a 7.54649% net revenue inter2st in all wells drilled in Block 671.

3. An undivided 9.44799% interest in the record title to that certain il and Gas
Lease OCS-G 10198, effective December 1, 1988, frem tke United States of America,
as Lessor, to Apache Corporation, et al., as Lessees, covering all of Block 672,
Matagorda [sland Area, Texas OCS Leasing Map No. 4, which interest entitles
Mortgagor to a 7 71649% net revenue interest in all wells drilled in Block 672. -

4. Anundivided 22.916G7% int est in the operating rights before well payout in”
OCS-G 6045 Well No. 2, and an undivided 18.80342% i 1terest in the operating rights
after well payout 'n OCS-G 6045 Well No. 2, to that certain Oil and Gas Lease OCS-G
6045, effective Octoker 1, 1983, from the United States of America, as Less - to
Corpus Christi Exploration Company, as Lessee, covering all of Block 651,
M:‘agorda Island Area, Texas ch Leasing Map No. 4, INSOFAR AND ONLY
INSOFAR as said operating rights cover the depths above 13,000 feet (true vertical
depth) benez .h mean sea level which interests entiile Mortgagor to (a) a 16.47413%
net revenue interest before well payout in OCS-G 6045 Well No.2 and (b) a
14.17432% net revenue interest after well payout in OCS-G 6045 Well No.2 and in all
other wells drilled in Block 651.



Gas Imbalances
as of February 28, 1991

Over/(Under) Produced

Matagorda Island Block 650

Matagorda Island Block 651

EXHIBIT 3.7 to
Mortgage

Cumulative
Balance

in MCFs

13,549







