


O T M f H O F F I C E S 
AAS H I NGTON. D.C 

D A L L A S 

L O S A N G E I E S 

N E W Y O R K 

A N D R E W S & K U R T H 
A T T O R N E Y S 

T E X A S C O M M E R C E T O W E R 

H O U S T O N , T E X A S 7 7 0 0 2 

T E L E P M O N E : l 7 l 3 ! 2 2 0 - 4 2 0 0 
T E L E C O P I E R . 1 7 I 3 I 2 2 0 - 4 2 8 5 

T E L E X : 7 S - I 2 0 8 

May 13,1991 

V I A ^ E C E R A L E X P R E S S 

RECEIVED 

MAY 1 4 199] 

Minerals Management Service 
tesingS Environment 

Vs. \)i< .ie Thigpen 
Uniteu States Department 

f l ' the intei ' j r 
Minerals Management ^c rice 
GulfofM-xico, OCS iie( 3 'ijn 
1201 Eir W'jod Park Blva. 
New Or: ans, i ouisiana 70123-2394 

Ke: TCB/Smi thOffshor t 

Dear lVTs. thigpen: 

Per our teLVtione ''onversa'cion, enclos> i herewi th please f i n d a 
"Mortpage Deed of Trust, Assignment of Production, Security A ^ o i : and 
Financing Statement' to be filed with the Minerals Managemei-l Service i have 
enclosed a check in the an.ount of $100.00 to cover ai. i ^cording costs. > , please 
file stamp the Ack nowledgemer'.t Copy and send me a«. 

Andrew 1 Kur th 
4200 lexat Commerce Tov/er 
600 Travis 
Houston. Texao 77002 

Shouid you ha/e any questions, ph ase fee! free to contact me f u 
(71.o)22.0-4286. 

3est regards, 

J ' i l Metzger 
Legal Assistant 

5759.LM 
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^ • ME =» OFFI'. 
W A C . H I I ' C T O N . r.. c . 

D A L L A S 
L O S A N G E L E S 

M E W v O « « 

A N D R E W S & K U R T H 
A T T O R N E Y S . 

T E X A S C O M M ' S C t T C W E " 

H O J S T O N . T f . X A S 7 7 0 0 2 

/ 

/ 

T E l l P H O h E : i 131 2 2 0 - * ? C O 
T C L C C O » l £ * : ' 7 ' l 7 i 2 i O - * 2 H S 

T C L F . : 7 9 1 2 0 8 

May 21,1991 

K E C E I V E U 

MAY 2 4 1991 

Minerals Management Servba 
Leasing & Environment 

V I A F E D E R A L E X P R E S S 

Ms Dionne Thigpen 
I * nited States Department 

ofthe Inter-
Mineral? Management Service 
Gulf of Mexico, OCS Region 
1201 Elm v/ood Park Blvd. 
New Orleans, Louisiana 70123 2o94 

Kt. TCH/fcmith Offshoi e 

Dear Ms. Thigpen: 

I talked to someone in your offic hitt week and they requested two more 
"Mor'.gage, Deed of Trust, Assigmnpnt ol Production, Security Agreement and 
Financing Statement". As a result, enclosed h-»r«w5(h please find two copies of the 
Mortgage. 

Should you have any questions, please feel free to contact me at 
("13)220-4286. 

Best regards, 

Jill Metzger 
Legal Assistant 

5759:ar 
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IV OKTGAGE, I)KKI) 01 TRUST, A ^ S K i N M K N T OK 
PRODUCTION, SECURITY AGKKi\W\E N T A NI) FINANCING STATKMKNT 

R E C E I V E I 1 
o • mm _ ' Executed i s of Apr i l 22, 1991 

.'•AY -i'i 
ts^i^m between 

Minerals Management SenrtCl 
Leasing & Environment SM ITH OFh SHOuE K \ P L O R A T I O N COMPANY 

(Mortgagor and Debtor' 

TO 

JAMES C. NICHOLAS,TRUSTEE 

and 

T E X A S COMMERCE BANK N A T I O N A L ASSOCIATION 
(Mortgagee and Secured. Patty) 

The mailing address of the abovc- ivmed Mortgagee a. Secured Pi 'r ty is 712 
Main Street, Houston, Harris Cour.'.y, Texas 77002, the mail ing address of 
Mortgagor and Debtor is 81) Dallas Street, Suite 800, Houston, Harri ; ; County, 
Texas 77002 and the mail ing address of the Trustee is 712 Main Street 
Houston, Harr is County,Texas 77002 

This instrument contains aft ^--acquired property provisions. 

This instrument secures r ay ment of fu ture advances. 

The oil and gas interests included in the Mortgaged Property w i l l be financed 
at the wellheads of the wells located on the properties described in Exhibi t A 
hereto, and this financing statement is to be filed or filed for record, amon^ 
other places, in the real estate records. 

The Mortgago has an interest of record in the real estate concerned, which is 
described in Exh ib i t A hereto. 

ATTENTION OF RECORDING OFFICERS: This instrument is a Mortgage ot 
both real and per.* *ual property and is, among other things, a Securi ty 
/ greement and Fv-^ncing Statement under the Uniform Commercial Code. 
So ne of the personal p r o p e r i , cons t i tu t ing a por t ion of the M o r t g a ^ t d 
Propei ty is o r »s tc be affixed to f rte I .ands described ir. Exhibi t A he-, c to, r. no 
this financing statement is to b f i led or filed for record, among other pl&ues 
in the real esU.«e records. T h i . instrument creates a lien on r ight* i n , «,v 
relating to, Lands of the Mot (ga; ^ . v hich are described in Exhib i t .\ v >'jrei" 
and, v/here app ' icab 'e , is 'to b* ir ac i indexed w i t h respect t» a l i i.ands 
described d Exhibi t A. 

Recorded counterparts :«hoa<d be returned to: 

JiM M i 1/ger 
Andrews & Kur th p n D Y 

4200Texas Commerce Tower ;EST AVAILABLt UUr.T 
Houston, l exas 77002 



I) E KIJ Oi- I K UST, 
ASSIGNMENT Ol-' I 'RODLCTION, SECURITY 

AG KEEM EN T AND FINANCING STATEV1.NT 

Thi - I)eed of Trust, A l ignment of duction Security .A greer't-nt and 
Ei .anci nii Sl.il ment f\his "Deed of Trust") ib iro.n Sm: th Ofi sho e Exp."ration 
Compary ithe "Mortgagor \ a Delaware corf ration to James C. Nicholas, as 
Trustee (the "Trusiee"«,; nd 1 exas Commerce Bank National re la t ion, a national 
banking association I B: nk"or "Mortgagee"). 

RECITALS 

WHEREAS, M<>rtgag< t has entered into a Credit Agreement, dated as of 
April 22, li* •• , with the Bank (t-atd Credit Agreement, as same may from time to 
time be amer.«led and modified and in .'ffeet. being herein called tbe "Credit 
Agreement"); and 

WHEREAS, pursuant to the Credit Agreement the Bank has agreed to 
lend to Mortgagor amounts not to exceed in tbe egg/e gate $10,000,000.00 in the 
manner provided for in tlie Credit Agreement, and the Mortg.-.gor, to .vjdence thf 
Mortgagors' in (ebtedness to tiie Bank under the Credit Agreement, na. t xecuted and 
delivered to tbe Bank a Note (as hereinafter defined); and 

WHEREAS Mortgagor is entering nto this instrument with the Yrustee 
and the Bank pursuant tn the Credit Agreement and for the pu - pose of, among other 
things, securing and pro-!' mg for th;.1 repayment o f a l l amour's at any time owing 
and fr^m l ine to time owing by Mor'..gagor to the Bank under or ir. connection with 
the Loons (a icreinafter defined) made pursuant to the Crt-.V. Agreement; 

NOW THEREFOllJ , for good and valuable ce'r-idf ration, tae r v eipt and 
sufficiency of which are hereby acknowledged, the parties hereto arree as fmtows: 

A R T I C L E 1 
1 )efinitions 

l . l Certain DeTined Terms. Unless the coatext otherwise r. quires, as 
used in ihi.- Dec >FTrust and all amendments, extetibians, modify ation.. renewals, 
supplemt m? or waivers hereof or hereto, tin? foiiowing terms shall have th- 'Vllowing 
meaning , whici Meanings shall be equa'.'.y applicable to both the sin --ilar and 
plura! fe-=». ofsuch '. ans. 

"Aff i l ia te" shall have the meaning assigned to that term in the Credit 
Agreement. 



"Ha r>k" shall have the meaning assigned Lo that Lerm in Lhe : r \ 'oduction 
vO this Deed of TruL*.. 

"business ' i a y ' shall have Llie meaning assigned Lo tha i t e r n in lhe 
C. ei Ji Agreement. 

"C:-! ale ra l " shall have the meaning assigned Lo lha l Lerm i r Art ic le IX " f 
this Deed uf T n ; t . 

"Coniami."aP.l" shall mean any chemical, waste, pol lutant , haze rrhj JS 
substance, toxic substance, hazardous waste, special waste, petroleum or pelrolt n:i-
derived substance <.r waste, or any constituent o f a n y such substances or wastes .hat 
are subject to any environmental Requirements uf Law. 

"Credit Agreement" shall have the meaning assigned to that t e rm in the 
recitals to this Deed of Trust. 

"Debtor'" shah have the meaning assigned to that term in Ar t i c l e IX 
hereof. 

"Dehtor Relief Law's'; ' shall mean Lhe lhe Bankruptcy Code o r i h e Uni ted 
States, as amended f rom time to t i m e , and a l l o 'her applicabie d i . . so 'a t ion , 
l iqu ida t ion , conservatorship, b a n k r u p t c y , m o r a t o r i u m , r ead jus tmen t of debt, 
compromise, rearrangement, receiverohip, insolvency, reorganization or s i m i l a -
deblor re l ief laws f rom l ime <.o l i m e in effeel a f fec t ing the r ights of creditors 
generally 

"Deed of Trus t" shall mean this Deed o 'St. Assignment of Production, 
Security Agreement and Financing Statement, ai ne may f rom time to t ime be 
amended, modif ied, supplemented or restated. 

"Defau l t " shall have the meaning assigned to that term in the Credi t 
Agreement. 

' Defau l t Rate" shall have the meaning assigned to that term in the Credit 
Agreement. 

"Env i ronmenta l Laws" shal l have the meam-.g assigned to tha t term in 
Sectior. 4.13(a) hereof. 

" E n v i r o n m e n t s ' L i a b i l i t i e s " s h a l l mean a l l l i a b i l i t i e s , ob l i ga t i ons , 
responsibilities, losses, o^nages, puni t ive dam' ges, consequential damages, treble 
damages, costs and expenses ( inc luding, w i thou t l im i t a t i on , attorneys,' experts' and 
consultants fees and costs of invest igat ion and fe?.sibility studies), fines, penalties 
and m.onelary sanctions, interest, direct o • indirect known or unknown, absoluu; or 
contingent, past, present or fu ture ar is ing unde. . ourscant to or i n connection w i t h 
any Env ron men ta i Laws. 

2 
' f i . i l <>• ' I U b l 



"Event of Default" shall have the meaning assigned to that term in Article 
VII hereof. 

"Governmental Authority" shall mean anv nation or government, any 
federal, state, province, city, town, municipality, county, loca or other political 
subdivision thereof or thereto and any court, tribunal, depart.nent, commission, 
board, bureau, instrumentality, agency or other entity exercising executive, 
legislative, judicia l , regulatory or administrative functions of or pertaining to 
government. 

"Highest Lawful Kate" shall have the meaning assigned to that term in 
the Credit Agreement. 

"Ilydrocarbons" shall mean oi l , gas, casinghead gas, condensate, 
distillate, liquid hydrocarbons, gaseous hydrocarbons and all products separated, 
settled and dehydrated therefrom and all products refined therefrom, in .uding, 
without limitation, kerosene, liquefied petroleum gas, refined lubricating oils, diesel 
fuel, drip gasoline, natural gasoline, and all other substances produced in association 
therewith. 

"Indebtedness" shall mean all loans, advances, debts, l i ab i l i t i e s , 
obligations, covenants and duties owing to the Bank, its successors and assigns, from 
or assumed by Mortgagor, ofany kind or nature, present or future ari ing under the 
Credit AgT' r.meni or under any other Loan Document, whether or not evidenced by 
any note, guaranty or other instrument, whether or not for the payment of money, 
whethe arising by reason of an extension of credit, loan, guaranty, indemnification, 
interest rate swap transactions or in any other manner, whether direct or indirect 
(includ.ng those acqe'red by assignment), absolute or contingent, due or to become 
due, now existing or hereafte^ arising. Th term includes, without limitation, all 
principal, interest, reasonable charges, expenses, fees, attorneys' fees and 
disbursements chargeable to Mortgagor under the Credit Agreement or any other 
LoLm 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 oerr,itted under applicable law, on all or any part of the obligations after the 
filing 01' any petition or pleading against Mortgagor for a proceeding under any 
Debtor I' i.« i f Laws. 

Landa" shall mean the submer ;ed lands situated offshore from the State 
of Texas and held *nd administered by the Minerals Management Service of the 
United States Department of the Interior that are covered by the Leases. 

Lea><3 fchaii r - :. * d s Leases described in Exhibit A, as 
well a*env extern, r.s rene»a.<4 r ref • • rr - nis thereof. 

k .aligned to that term in the Credit 
A^TVtrrn* r ! 



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

"Loan Documents" shall have the meaning assigned to that term in the 
Credit Agreement. 

"Mate r i a l Adverse Effect" shall have the meaning assigned to that term in 
the Credit Agreement. 

"Mortgaged Property" shall have the meaning assigned to that term in 
Article 11 t.i this Deed of Trust. 

"Mortgagee" shall have the meaning assigned to t ha t t e r m i n the 
introduction of this Deed of Trust. 

"Mor tgagor" shall have the meaning assigned to t h a t t e rm in the 
introduction to this Deed of Trust. 

"Note" shall be the collective reference to l i ) the promissory note dated 
A p r i l 22, 1991 issued by Mortgagor i n the principal sum of $ 10,000,000 and payable. 
to the order of the Bank bearing interest at the rates provide ' for in ths Credi t 
Agreement and providing for the payment of attorney's fees and acceleration of 
matur i ty as set fo r th i n the Credit Agreement, and wi th a presert ma tu r i ty date of 
January 1, 1993 (or, i f n o t a Business Day, the next preceding Business Day), a l l as 
more part icularly described therein or in the Credit Agreement and ( i i ) a n y note 
given in subst i tut ion therefor, or in modificat ion, renewal, extension or restatement 
thereof, in whole or i n part, as any o f t h e same may be endorsed, amended, modif ied 
or supplemented. 

"Oi l and Gas Leases" shall inciude oi l , gas and minera l leases and shall 
also include subleases and assignments of operating rights. 

" O p e r a t i n g E q u i p m e n t " s h a l l mean i n s o f a r and o n l y i n s o f a r as 
at tr ibutable to the Subject Interests a l l personal property, surface or subsurface 
machinery, equipment , facili t ies, supplies or other property of whatsoever k i n d or 
nature now or hereafter located on or under or aff ixed to any o f t h e Lands or on a u n i t 
inc luding a l l or par t of the Lands or now or hereafter used, held for use or useful i n 
connection w i t h the exploration, development and operation of the Lands and the 
production, t r ea tmen t , storage, p ( ocessing or t r a n s p o r t a t i o n of Hydrocarbons 
produced or to be produced from or a t t r ibutable thereto, inc luding, but not by way of 
l im i t a t i on , a l l o i l wel ls , gas wells, water wells, injection wells, gas processing plants, 
casing, tubing, rods, pumps, pumping units .nd engines, christmas trees, derricks, 
separators, gun barrels, fiow lines, tanks, tank batteries, gas systems (for gather ing, 
t rea t ing , compression, disposal or injection), chemicals, solutions, water systems (for 
t r ea t ing , disposal and in jec t ion) , pipe, p ipel ines , meters , appara tus , bo i l e r s , 
compressors, l i qu id extractors, connectors, valves, fittings, power plants, poles, lines, 
cables, wires, t ransformers, starters and controllers, machine shops, tools, machinery 
a n d parts, storage yards and equipment stored there in , b u i l d i n g s and camps, 
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telegraph, telephone and other communication systems, roads, loading docks, loading 
racks and shipping facilities, fixtures, and other appurtenances, appliances and 
property of every kind and character, movable or immovable, together with all 
improvements","betterments and additions, accessions and attachments thereto and 
replacements thereof. 

"Permitted Encumbrances" shall mean (i) the Lien 1 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, i fany , 
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, purchase, exchange, processing, gathering, or transporting of 
Hydrocarbons produced from or attributable to the Leases, 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, including the 
movement of Contaminants through or in the air, soil, surface water, 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 outdoor environment or (i i i) 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 ofany 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, whether now owned or hereafter acquired, 
including, wi thout l imitation, those undivided working interests, net revenue 
interests, and operating rights set forth in Exhibit A, whether such undivided 
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 
sharing 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 Hydrocarbons in , under, upon, produced 
or to be produced or which may be produced, saved and sold from or which shall 
accrue and be~attributable to, the Subject Interests, including without l im i t a t i on , all 
o i l in tanks and al l rents, issues, profits, proceeds, products, revenues, and other 
income arising f rom or attributable to the Subject Interests. 

"Trus tee" shal l have the mean ing assigned to t h a t t e r m i n the 
introduction to this Deed of Trust and shall include his successors as appointed by the 
Mortgagee. 

" W e l l Data" sball mean a l l logs, engineering data, fo rmat ion tests, 
d r i l l i ng reports, divis ion orders, transfer orders, operating agreements, abstracts, 
t i t le opinions, files, records, memoranda, data bases, informat ion systems, wellcores, 
f l u i d samples, production data and reports, well testing data and reports, maps, 
seismic and geophysical, geological and chemical data and information, interpret ive 
and analytical reports o f any k ind or nature ( including, wi thout l imi t a t ion , reserve 
studies and reserve evaluat ions) , computer hardware and sof tware and a l l 
documentation therefor or relat ing thereto ( including, without l imi ta t ion , a l l licenses 
relat ing to or covering such computer hardware, software and/or documentation), and, 
other wri t ten informat ion in the possession or control of Mortgagor re lu t ' ag to any 
wells located on any of the Lands. 

A K T I C L K I I 
M o r t g a g e , Deed o f T r u s t 

2.1 Gran t of Deed of Trus t 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, 
bargained, sold, mortgaged, war ran ted , assigned, t r a n s f e r s 1 and conveyed a 
security interest, and by these presents does grant, bargain, sell, mortgage, warran t , 
assign, transfer and convey a security interest unto the Trustee, for the use and 
benefit of the Bank, i*_ sut ssors and assigns, wi th power of sale, a l l of Mortgagor's 
r igh t , t i t le and interest in and to the fo l lowing described real and personal property, 
whether now owned or hereafter acquired, namely: 

(a) the Subject Interests; 

(b) the Subject Minerals; 

(c) the Production Sale Contracts; 

(d) the Operating Equipment; 

(e) a l l uni t izat ion, communi t i za t ion , opera t ing agreements, pool ing 
agreements and declarations of pooled units and the properties covered and the 
units created thereby ( inc luding a l l units formed under orders, regulat ions, 
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rules or other official ac. of any federal, state or other governmental agency 
providing for pooling or i t izat ion, spacing orders or other well permits and 
other instruments) which relate to or affect all or any portion of the Subject 
Interests'; 

ccounts receivable and other accounts, contract rights, operating 
rig*, i l intangibles, chattel paper, documents and insti lments ar is ing 
unde; . - oduction Sale Contracts or pertaining to the Subject Interests; 

(g) insofar and only insofar as at tr ibutable to the Subject Interests, a l l 
nil and gas produced, anchor general intangibles, accounts and other rights to 
payment under any and al l contracts under which Mortgagor is en t i t l ed to 
share in the production f rom or the proceeds of production f rom any o i l and/or 
gas wells located on the Lands and Leases described in Exhibi t A hereto; 

(h) a l l subleases, fa rmout agreements, assignments of interest, assign
ments of o p e r a t i n g r i g h t s , con t rac t s , o p e r a t i n g agreements , b i d d i n g 
agreements, advance payment agreements, r ights-of-way, surface leases, 
franchises, servitudes, privileges, permits, licenses, easements, tenements, 
hereditaments, improvements, appurtenances and benefits now exis t ing or ire 
the fu ture obtained and incident and appurtenant to any of the foregoing; 

(i) a l l Well Uata which relates to any of the foregoing, subject to 
confident ia l i ty agreements or restrictions exist ing in favor of t h i rd parties; 

(j) nny Liens and security interests in the Subject Interests securing 
payment oi proceeds from the sale of the Subject Minerals inc luding, but not 
l imited to, those liens and security interests provided for in Tex. Bus. & Com. 
Code A n n . § 9.319 (Tex. UCC) (Vernon Supp. 1989), as amended; 

(k) any other property not included w: ain subparagraphs (a) through (j) 
above tha t may from time to t ime 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 to receive the same a. 
additional security for the benefi t o f t h e Bank; 

(1) a l l balances, credits, deposits, accounts and monies of Mor tgagor 
with or i n the possession o f t h e Bank; and 

(m) any and a l l proceeds, returns, rents, issues, p r o f i t s , products , 
"evenue^ and other income ar i s ing f rom or by v i r tue of the sale, lease or other 
Jispositi m of, or from any condemnation proceeds payable w i t h respect to loss of 
Lands, or f r c m any insurance payable w i t h respect to damage, loss or 
destruction of, the items described in subparagraphs (a) through (1) above; 

together w i t h any and a l l corrections or amendments to, or renewals, extensions or 
rat i f icat ions of, any of the same, or of any i n s t rumen t r e l a t i n g thereto, a l l the 
aforesaid properties, r ights and interests which are hereby subjected to the L ien 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, however, to (i) Permitted Encumbrances, (ii)the assignment of 
production 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 ofthe Mortgagor in respect of the Mortgaged Property. 

TO HAVE AND TO HOLD the Mortgaged Properly 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 upon the trusts and subject to the terms and 
provisions set forth herein. 

ARTICLE I I I 
Part icular Warranties and Representations of Mortgagor 

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

3.1 Leases. The Leases are in ful l force 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 tr.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 bankruptcy, insolvency, reorganization, moratorium or other similar laws 
relating to creditor's rights generally and by general principles of equity which may 
l i m i t the r igh t to obtain equitable remedies (regardless of whether such 
enforceability is considered in a proceeding in equity or at law). A l l 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 oblige tions to be 
performed under each o ie Production Sale Contracts have been duly performed and 
each is in fu l l 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, Mortgagor has 
good and defensible title to all other Mortgaged Property. Each of the Production 
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Sale Contracts and each ut" the operating agreements governing any Lease units 
described or, Exhibit A attached hereto is free from any material credit, deduction, 
allowance, defense, dispute, setoff, or counterclaim (other than current charges 
provided for i r r such instruments but not yet due and payable) and there is no 
extension or indulgence with respect thereto. 

3.4 No Liens. The Mortgaged Property '< free of any and all claims, 
liens, charges, encumbrances, mortgages, security interests, contracts, agreements, 
options, preferential purchase rights or other restrictions or limitations uf anv nature 
or kind except Permitted Encumbrances. There is no unexpired financing statement 
covering the Mortgaged Property on file in any public office naming any party other 
than Mortgagee as secured party. 

3.5 Net Interest in Production. The net revenue interest of the 
Mortgagor in each producing well located on the Lands or attribute 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 Powur and Authority. Mortgagor has the ful l 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 whomsoever 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 nol limited to, payments for gas not taken pursuant tc 
"take or pay" arrangements for any Hydrocarbons produced from the Mortgaged 
Properties after the date hereof; (ii no Mortgaged Properly is subject to any 
contractual or other arrange.nent v.hereby, payment for productior. from such 
Mortgaged Property is to be deferred for a : ubstantial period after the end of the 

lendar month in which such production is celivered (but not in excess of 60 days); 
(iit) .̂u Mortg. geo Property is subject to any contractual, or other arrangement for 
the sale of crude oil which cannot 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 Mortgagor', 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 Mortgagor is in an 
overproduced status and is required to (A) permit one or more third parties to take a 
portion ofthe production attribute le to such Mortgaged Property without payment 
(or without fu l l payment) therefor and'or (B) make payment in cash, in order to 
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 the f u l l and regular allowable because of any over-production prior to 
the date ofthis Deed of Trust. 

3.8 No Governmental Approvals. Mortgagor warrants that no approval 
or consent of any regulatory or administrative commission or authority, or of any 
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other governmental body, is necessary Lo authorize the execution and delivery ofthis 
Deed of Trust, or lhat such approvals as are required bave been obtained; and that no 
such approval or consent is necessary to authorize the observance or performance by 
Mortgagor ofThe covenants herein conlained, or lhal such approvals as are required 
have been obtained. 

3.9 Producing Wells. All producing welis located on the Lands have 
been drilled, operated and produced in conformity with all applicable laws, rules, 
regulations and orders of all regulatory authorities having jurisdiction, and are 
subject to no 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 Pri nci aai Place of business. The principal place of business and chief 
executive office of the Mortgagor and lhe place where the Mortgagor's books and 
records of acco;-'. :~e !:ept is located at 811 Dallas Street, Suite 800, Housion, Texas 
77002. 

A K l l CLK IV 

Particular Covenants and Agreements of Mortgagor 

Mortgagor hereby covenants to and agrees with the Trustee and the Bank 
as follows: 

4.1 Payment of the Indebtedness. Mortgagor wil l duly and punctually 
pay the principal of and inieresi on all of lhe Indebtedness, including each and every 
obligation owing under the Note and the Credit Agreement as the same shall becorr-
due and payable whether at a date for payment o fa fixed installment, or conting. . 
on other payment, or as a result of acceleration or otherwise. 

4.2 Operation of Mortgaged Property. So long as the Indebtedness or 
any part thereof remains unpaid, and whether or not Mortgage / is the operator of the 
Mortgaged Property, Mortgagor shail, but in the ev *nt. that the Mortgagor is not the 
operator of the Mortgaged Property, only to the exten s jch obligations are consistent 
with the terms ofany operating agreement or ether agreement effectively governing 
the operation ofthe Mortgag 0 ' 4 n v, at Mortgagor's own expense: 

(a) Do all thinf keep unimpaired in all material respects 
Mortgagor's rights at under the Mortgaged Property and shall 
not, except in the ordi. business as a reasonably prudent operator 
would do under similar circumstances, abandon any well or forfeit, surrender, 
release or default under any Lea e 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 ihe express prior written 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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l im i t a t i ons imposed upon Mortgagor or its predecessors in in te res t and 
expressly contained in l i ) the Leases, the operating agreements governing any 
working interest units described in Exhibi t A attached hereto, any Production 
Sale Cdntract, or any instrument or document relat ing thereto, and ( i i ) any 
assignment or other form of conveyance, under or through which the Leases or 
an undivided interest therein are now held, except where the f a i lu re to bO 
perform, individual ly or in the aggregate, w i l l not hi t Mater ia l Adverse 
Effect, and to perform or cause to be performed a l l i i .ied covenants and 
obl igat ions imposed upon Mortgagor in connection w i t h the Leases, the 
operat ing agreements governing any w o r k i n g interest uni ts described in 
Exhib i t A attached hereto, any Production Sale Contract or any document or 
i n s t r u m e n t r e l a t i ng thereto, except where the f a i l u r e to so p e r f o r m , 
ind iv idua l ly or in the aggregate, w i l l not have a Material Adverse El i t. 

(c) Cause, or in the event Mortgagor ib not the operator of the Subject 
Interests, use its best elTorts to cause, the Subject Interests to be maintained, 
developed, protected against drainage, and continuously operated for the 
production of Hydrocarbons in a good and workmanl ike manner as would a 
prudent operator and in compliance w i t h a l l applicable operating agreements 
and contracts; 

(d) Cause to be paid, promptly . s and when due and payable, ( i) a l l 
rentals, delay rentals and royalties and indebtedness payable i n respect of the 
Subject Interests, and a l l expens-s incurred in or arising from the operation or 
development o f t h e Subject Interests and ( i i ) all amounts due and payable in 
accordance w i t h the terms of each Production Sale Contract, other than such 
amounts which the Mortgagor is d i l igent ly contesting in good f a i t h 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 i n good and effective operat ing condi t ion, and a l l repairs, renewals, 
replacements, additions and improvements thereof or thereto, needful to the 
proQuction of Hydrocarbons f rom the Subject Interests to be promptly made; 

(f) Cause the Mortgaged Property or any par t thereof or the rents, 
issues, revenues, profits and other income therefrom to be kept free and clear of 
al l l iens, charges, security interests and encumbrances of every character, other 
than Penn i t t ed Encumbrances and Mortgagor w i l l not, w i t h o u t the pr ior 
w r i t t e n consent of the Bank , mod i fy , or pe rmi t any modi f i ca t ion of, any 
Permitted Encumbrance; 

(g) Keep adequately insured by insurers of recognized responsibili ty, a l l 
of the Mortgaged Property of an insurable nature and of a character usually 
insured by persons engaged in the same or s imi la r business, against a l l risks 
cus tomar i ly insured against by such persons. Mortgagor w i l l m a i n t a i n : 
pol lut ion control insurance; wel l blow out control insurance; l i a b i l i t y insurance 
against c la ims for personal i n j u r y or death or property damage suffered by 
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members o f t h e public or others in ur about the Mortgaged Property or occurring 
hy reason of Mortgagor's ownership, maintenance, use or operation of any 
Operating hquipmenl, lutomobiles, trucks j r other vehicles, or other facilities 
on or i n connection w i l h the Mortgaged Proper ty , a l l such workmen ' s 
compensation or similar insurance as inyy be ' L-quired under the laws of an" 
jur isdict ion in which any o f t h e .Mortgaged Pr*. perty may be situated. A l l such 
insurance shall be main ta ined in such amounts (subject to deduct ibles 
customary in t ie oil and gas industry for persons o f a similar size and s imi lar 
business 1 as is usually carried by persons engaged in the same or a s imi lar 
business and shall be effected under a valid and enforceable policy or policies 
issued by insurers of recognized responsibility. The loss payable clauses or 
provisions in said policy or policies (other than workers ' compensation or 
similar insurance) shall be endorsed in favor of and made payable to lhe Bank. 
\dd i t iona l ly , i t is agreed said policies shall contain provisions that the same 
may not be canceled or altered unless the Bank is given th i r ty (30) days' prior 
wri t ten notice there 

(h) Comply wi th , or cause to be complied w i t h , or, i f Mortgagor is not the 
operator o f t h e Mortgaged Property, use its best efforts to cause to be complied 
wi th , a l l applicable and val id laws, rules and regulations o f the Uni ted States of, 
America, the State of Texas or any other governmental body exerc i s ing 
jur isdic t ion, w i t h respect to the operation and development o f the Lands and the 
production and sal f Hydrocarbons therefrom; and 

(1) Deliver, or cause to be delivered, to the Bank a copy of any notice, 
demand or other material communication f rom any other party to the Leases, 
the operat ing agreements governing any o f t h e Leases described in E x h i b i t A 
attached hereto or any Production Sale Contract r e l a t i ng to any alleged, 
potential or actual mat j r i a l breach thereunder or material breach of any of the 
covenants, agreements, terms, or l imitat ions thereof or purpor t ing to terminate 
i - in any other way mater ia l ly and adversely affect the rights of Mortgagor 

ereunder. 

4.3 Taxes. Mortgagor w i l l pay or cause to be paid, before del inquent , a l l 
lawful taxes, assessments and other charges of every k i n d and character imposed 
upon this Deed of T r u s t o r upon the Mortgaged Property or any part thereof or upon 
P e interest of the Trustee or the Bank therein (exclu ' ' n g taxes upon the income of 

i Trustee or the Bank), or upon the income, rents, issues, revenues, profi ts or oth ;r 
i . :ome f rom the Mortgaged P.-operty, or incident to or in connection w i t b the 
production of Hydrocarbons or other minerals the re f rom, or the operat ion and 
development thereof, including, but not l imited to, a l l ad valorem taxes assessed 
against the Mortgaged Property or any part thereof and al l occupation taxes " nc 
production, severance, windfa l l prof i t , and/or excise and other taxes assessed i , .dust, 
and/or measured by, the production of (or the • ue, or proceeds, of production cD 
Hydrocarbons at accrue to the Mortgaged Property except those contested in good 
fa i th in appropriate proceedings for which adequate reserves have been established. 



4.4 Ue co rding, •••lc. Upon thv request ut' lhe Bank, Mortgagor, at its 
expense, w i l l promptly r e o r d . resist. -, deposit and f i le this and every o ther 
instrumenl in addition or supplemv. i ta! ..relo in such offices and places and a l such 
lures and us often us may be necessar: to preserve, protect and renew the Lien hereof 
as a first p r io r i ty perfected Lien on real or personal proper1 y as the case may be and 
the rights and remedies o f l h e Trustee and of the Hank, and otherwise w i l l do and 
perform all matters or things necessary or expedient to be done or observed by reason 
ofany law or regulation of any stale or o f the United States of America or o f any other 
competent au tho r i t y , lor the purpose of effect ively creat ing, m a i n t a i n i n g and 
preserving the Lien o f th i s Heed of Trust and the perfection and prior i ty thereof. 

4.5 Sale or Mort^a^e A' Mormaued Property. Except for Permi l t ed 
Encumbrances, Mortgagor w i l l not sell , convey, mortgage, pledge, or otherwise 
dispose of or encumber the Mortguued r-roperty or any portion thereof, or any of 
Mortgagor's r ights , titles, interests o^ estates therein w i i h o u t first securing the 
express wr i t t en consent of the Bank other than the sale of Hydrocarbons produced 
from the Subject Interests in the ordinary course of business; and Mortgagor w i l l not 
enter into any arrangement w i t h any gas pipeline company or other consumer of 
Hydrocarbons regarding the Mortgaged Property whereby said gas pipeline company 
or consumer may set off any claim against Mortgagor by wi thhold ing payment for. 
any Hydrocarbons actually delivered. 

4.6 Records. Statements and Reports. Mortgagor w i l l keep h . .per books 
of record and account in which complete and correct entries w i l l be made of 
Mortgagor 's t ransact ions in accordance w i t h genera l ly accepted accoun t ing 
principles and w i l l 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: ( l ) t h e q u a n t i t y of Hydroca rbons 
recoverable f r o m the Subject Interests. (2) the projected income and expense 
attributable to the Mortgaged Property and (3) the expec. cy of any change i n 
methods of t reatment or operation o f a l l or any wells productive of Hydrocarbons, any 
new d r i l l i ng or development, any method of secondary recovery by repressuring or 
otherwise, or any other action w i t h respect to the Subject Interests, the decision as to 
which may increase or reduce the quan t i ty of Hydrocarbons u l t imate ly recoverable, 
or the rate of production thereof to the extent any such informat ion is not contained 
in the most recent Reserves Report delivered to the Bank in accordance w i t h Section 
2.C2 of the Credi t Agreement and (b) as soon as possible on request, monthly , a report 
showing the gross proceeds f r cm the sale of Hydrocarbons produced from the Subject 
Interests ( inc lud ing any thereof taken by the Mortgagor for the Mortgagor's own 
use), the q u a n l i t y of such Hydrocarbons sold, the severance, gross product ion , 
occupation, or ga ther ing taxes deducted f rom or paid out of such proceeds, the 
number of wells operated, d r i l l ed or abandoned, (c) w i t h i n for ty- f ive (45) days af ter 
the end of each calendar month beginning A p r i l 30, 1991, a report of the Mortgagor 
descr-'bing ( i ) a l l prepayments rece ived d u r i n g such ca l enda r q u a r t e r f o r 
ilydrocarbons to be produced f rom the Mortgaged Properties at a later date, ( i i ) a l l 
contracts for the sale of crude oil produced f rom the Mortgaged Properties w h i c h can 
not be cancelled on at least 60 days notice; ( i i i ) a l l contracts whereby payment for 
production of Hydrocarbons f rom the Mortgaged Property is to be deferred for a 
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period of lime in excess of tit) days after t.he calendar month in which it was delivered: 
(iv) all regulatory ref :nd obligations, if any, with respect to the Mortgaged Property; 
and (v) all gat>-balancing arrangements, i f an with respect to the Mortgaged 
Properly under which an iv' lance exists and such other infurmation as the Bank 
may reasonably request' rts referred to in clauses (a) and (b) above shall set 
forth such information or ur , t er well basis and shall include like or similar 
information with respect '•. ... e! Mortgagor's production attributable to the 
operating agreements cover i rg an uf liie hands described in Exhibit A attached 
hereto). 

4.7 Ki^bt of Entry and Inspection of Books. Mortgagor will permit the 
Trustee and the Bank and the agents of either of them, li) to the exlent Mortgagor 
has authority to do so. to enter upon the Lands, and all parts thereof, for the purpose 
of investigating and inspecting the condition and operation thereof, (ii) to examine 
the books of account of Mortgagor and (i i i) to discuss Se affairs, finances or accounts 
of Mortgagor and be advised as to the same by at y .ticer or employee of Mortgagor, 
all at such reasonable times or intervals es the Tms. . or the Bank may desire. 

4.8 Qualification to d 
will (i) continue to be in good stai 
State of Texas and in each other st 
be qualified and (ii) maintain its corpc . . 

'•-Iai rite nance of Existence. Mortgagor 
qualified lo transact business in the-

* * :onduct of its business req ires i t tc-
...otence. 

4.9 Expenses. Mortgagor wil l promptly upon demand by the Bank pay 
all reasonable costs and expenses heretofore or hereafter incurred by the Trustee 
and/or the Bank for legal, engineering, geological 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 enforcement ofany ofthe Trustee's and/or the Bank's righis hereunder. 

4.10 Further Assurances. Mortgagor wil l execute and deliver such other 
and further instruments and will use its best efforts to do such other and further acts 
as in 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 forego'ng, (a) prompt correction of any defect which 
may hereafter be discovered in the title to or description of he 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 ofthe Bank are needed to transfer 
effectively to the Bank the assigned proceeds of production from the Subject Interests 
and (c) obtain any necessary governmental approvals, including, without l imitation, 
those of the State of Texas. 

4.11 Adverse Claims. Mortgagor wil l warrant and forever defend, subject 
to the Permitled Encumbrances, the title to the Mortgaged Property unto the Trustee 
and the Bank against every Person whomsoever lawfully claiming the same or any 
part thereof, and Mortgagor will maintain and preserve the lien created hereby so 
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long .is any ui the Indebtedness remains unpaid. Should an adverse claim be made 
against or a cloud develop upon the tit le to any part of the Mortgaged Property. 
Mortgagor agrees i t wi l l inunediately defend against ; h adverse claim or take 
appropriate action to remove such cl ud at Mortgagor's expense i f such claim would, 
in the reasonable judgment o f t h e Mortgagee, material ly and adversely afTect the 
Mort. aged Property, or any material part thereof, and Mortgagor fur ther agrees that 
the Hank and or the Trustee may take such other aciion as eitivei of them deems 
advisable to protect and preserve their interests in the Mortgaged Property, and in 
such event Mortgagor wi l l indemnify the Bank and or the Trustee against any and 
al l costs, reasonable attorney ' fees and other expenses which they may incur in 
defendi'if* against any such adverse claim or taking action to r̂  nove any such cloud. 

l - l ~ Relocation ot < Mfices. The Mortgagor shall not change its name or 
identity or its corp..rate structure, o: relocate its principal place of business or chief 
executive office to a county or stat. ither than that specified in Section 3,10 of this 
Deed ol T ius t or otherwise relocate any portion of the personal property comprising 
part ot the Mortgaged Property to a county or state other than that ' where i t is 
presently located unless prior to sucn relocation the Mortgagor (a) gives 30 davs' 
prior wri t ten notice to he Hank and the Trustee, which notice shall include, wi thout 
l imita t ion, the name of the county and state into v h i c h sm-' relocation is to be made, 
and (b) executes and delivers a l l such addit ional documents and per forms a l l 
additional acts as the Bank or the Trustee or their counsel shall reasonably feel is 
necessary or advisable in order to continue and main ta in the existence and pr ior i ty of 
the Hanks securi ty interest in the personal proper ty compr i s ing pa r t of the 
Mortgaged Property so relocated. 

4.13 K n v i ron men ta 1 M a tte rs. 

1 a. I Compliance w i t h hnvironmental Laws. Mortgagor is current ly 
in compliance and shall continue to comply w i t h a l l material laws, statutes, 
regulations, ordinances, rules, standards, orders or determinations of any local, 
.tate or federal governmental authori ty ( inc iud ing related d e t e r m i n a t i n g , 
orders o. opinions by any j u d i c i a l or admin i s t r a t ive au thor i ty ) wh ic i i has 
ju r i sd i c t i i n over the Mortgagor or the Mortgaged Property p e r t a i n i n g to 
protection j r conservation of the air, land, water, human hea l th , or other 
aspects of the environment , inc lud ing , w i t h o u t l i m i t a t i o n , the f o l l o w i n g 
statutes ar.d implementing regulations, as supplemented or amended: the 
Clean A i r .-.ct; the Cornprehensive hnvironmental Response. Compensation and 
L i a b i l i t y Act ; the Federal Water Pol lu t ion Cont ro l Act the Sol id Waste 
Disposal A t; the Resource Conservation and Recovery Act; .ne Safe D r i n k i n g 
Water Act , Uie Toxic Substances Control Act; the Occupational Safety a«.d 

a l th Ac t ; the Hazardous Mate r i a l s Transpor ta t ion A t; the N a t i o n a l 
Lnvi ronmenta l Policy Act; and anv and ail comparable statutes o f t h e State of 
Texas a n d loca l g o v e r n m e n t a l a u t h o r i t i e s t h e r e i n r e f e r r e d to as 
"Environmental Laws") except where such noncompliance is not l i k e l y to ha"e a 
material adverse effect on the business, condit ion ( f i nanc i a l or otherwise; , 
affairs or operations of Mortgagor. 'The provisions of this paragraph shall not 
l i m i t any other provisions of this Deed of'Trust. 
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(b) Spills or Releases. Mortgagor shall not become subject to any 
Knvironmental Liabil i t ies and Costs deemed material by the Rank aris ing out 
of or related Lo (i) the Release or threatened Release at any location of any 
Contaminant into the er vi ronment. or any Remedial Action in response 
thereto, or ( i i ) any v i o l a t i o n of any e n v i r o n m e n t a l , hea l th and safety 
Requirements of Law. which, in either case, would have a material adverse 
effect on the condition (f inancial or otherwise), operations or properties of 
Mortgagor and its Subsidiaries taken as a whole, p.o vided, however, that i f 
Mortgagor promptly and d i l i gen t l y responds to the m a t e r i a l Release or 
threatened Release or material violat ion and complies w i t h a l l Requirements of 
Law, inc lud ing notices, orders, penalties, fines or request of Governmenta l 
Authorit ies, including Remedial Action in response to any such Release or 
threatened Release, the matenal Release or t re ate ned Release or mater ia l 
violation and any hnvironmental Liabil i t ies and costs associated the rewi th 
shall not be deemed an Event of Default under this Deed of Trust w i t h respect to 
the covenant contained in this Section 4.13. 

(c) Underground Storage Tanks, l f and to the extent there are now 
or hereafter located any underground storage tanks on the Mortgaged P r o p e r t y „ 
Mortgagor has registered all underground storage tanks which arc now located 
on the Mortgaged Property and has paid a l l fees assessed in connection w i t h 
such ta. ks (and Mortgagor w i l l so register and pay said fees w i t h respect to any 
underground storage tanks hereafter located on the Mortgaged Property) . 
Mortgagor w i l l f u l l y comply w i t h a l l state and local statutes and regulations, 
the Federal Solid Waste Disposal Act, and 40 C.F.R. Part 280, as supplemented 
and amended, inc lud ing , w i t h o u t l i m i t a t i o n , r e q u i n ments for f i n a n c i a l 
assurance, tank replacement, and moni lor ing except where such noncompliance 
is n t l i ke ly lo have a ma te r i a l adverse effect on the business, condi t ion 
(f inancial or otherwise), af fa i rs or operations of Mortgagor. 

(d) Li t iga t ion Expenses; Hold Harmless. In case of any l i t iga t ion 
involving the t i t le lo any part of the Mortgaged Property or the va l id i ty of this 
Deed of T r u s t as a first l ien against the Mortgaged Property, t h " Bank mav be 
represented in such l i t iga t ion through a t t meys of its own selection, and in 
such event Mortgagor shall , upon demand, p .vmptly reimburse the Bank for a l l 
court costs and reasonable attorneys' fees incurred by t l . : Bank in defending 
and/or protecting its rights in such l i t iga t ion . Mortgagor shall defend, at its 
own cost and expense, and hold the Bank harmless f rom any proceeding or claim 
affecting the Mortgaged Property or any instrument executed in connection 
wi th or as security for the Indebtedness, and/or any public or private proceeding 
relat ing to or ar is ing out of the use or presence of any Contaminant on the 
Mortgaged Property, or the application of Environmental Laws. A l l costs and 
expenses incurred by the Bank in protecting iis interests hereunder, inc luding 
all court costs and reasonable atlorneys' fees, shall be borne by Mortgagor. 

(e) I n d e m n i f i c a t i o n . To the f u l l e s t ex t en t p e r m i t t e d under 
applicable l aw, Mortgagor sha l l i n d e m n i f y the Bank and hold the B a n k 
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harmless from and against any loss, liability, damage, or expense, including 
reasonable attorneys' fees, suffered or incurred by tbe Bank, whether as 
r »n« Iciary under this Deed of Trust, or as the Bank in possession, or as 
succ ->JOT in interest to Mortgagor as owner or lessee of the Mortgaged Property 
ay v i r i l e of foreclosure or a deed or other conveyance in lieu of foreclosure, 
(i) joder 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 

ny Contaminant affecting the Mortgaged Property, whether or not the same 
riginate or emanate from the Mortgaged Property or any contiguous real 

c ttate, including any loss of value of the Mortgaged Property as a result of a 
Ctntaminant affecting the Mortgaged Property, provided that the Mortgagor 
shall never be required to pay more than the amounts due under the Credit 
Agreement and any other Loan Documents executed in connection therewith 
with respect to any such loss of value; and (iii) with respect to any other matter 
affecting the Mortgaged Property withii . the jurisdiction of any federal, state, or 
mur.-cipal official administering the Environmental Laws; provided, however, 
Mortgagor shall not indemnify or hold the Bank harmless from or against any 
such loss, l i ab i l i ty , damage or ev~' i rise arising from any v io la t ion of 
Environmental Laws or contaminatio.. of the Mortgaged Property occurring as 
a result p' actions taken by the Bank, its agents, employees or iepresentativesu 

after ti e date that the B^nk either (i) acquires ownership of the Mortgaged 
Properf by foreclosure or a deed or other conveyance in lieu of foreclosure or (ii) 
takes r ^ssession of the Mortgaged Property and commences to hold, use, 
administer, manage and operate the same pursuant to Section 8.12 hereof. I f 
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 fai lure 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, i f any, the contest of such claim, 
demand, action or cause of action. If the Bank proposes to settle or compromise 
any claim or proceeding for v/hich Mortgagor may be liable for payment of 
indemnity hereunder, the Bank shall give Mortgagor written notice of the 
terms cf 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 ofthis paragraph shall specifically survive payment in fu l l 
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. 

A KTI CLE V 
Alienation 

I f 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 voluntarily, involuntarily, ur by operation of 
law, ur enters into an agreement so to do (unless expressly subject to the written 
consent of the Bank) without the prior written consent of the Bank, the Bank may 
declare that am 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. 

A R T I C L E VI 
Assignment of Production 

6.1 Assignment of Rent v. Mor t ; gor hereby absolutely and 
unconditionally assigns and transfers i the Bank all the income, rents, royalties, 
revenue, issues, profits, and proceeds of 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 lawful attorney at 
the option of the Bank at any time UJ demand, receive, and enforce 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 foregoing assignment noi the exercise by the Bank of any 
ofi ts rights or remedies under this Deed of Trust shall be deemed to make the Bank a 
"mortgagee-in-possession" or otherwise responsible or liable in any manner wi th 
respect to the Mortgaged Property or t ae use, occupancy, enjoyment or operation of 
al l or any portion thereof, unless the Bank, in person or by agent, assur. .es actual 
possession thereof, nor shall appointment of a receiver for the Subject Interests by 
any court at the request ofthe Bank or by agreement with Mor' ^gor or the entering 
into possession of the Subject Interests or any part thereof by sum 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 o f a l l or any portion theieof. Notwithstanding anything to the contrary 
contained herein, un t i l 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, a l l Hydrocarbons 
which are thereafter produced and which accrue to the Subject Interests, a l l products 
obtained or processed therefrom and al l revenues and proceeds now or hereafter 
attributable to said Hydrocarbons and said products as well as any Liens and security 
interests securing any sales ofsaid Hydrocarbons, including, but not l imited to, those 
liens and security interests provided for in the Tex. Bus. & Com. Code A n n . §9.319 
(Tex. CCC) (Vernon Supp. 1989), as amended. A l l parties producing, purchasing or 
receiving any such Hydrocarbons or products, or h a v i n g such Hydrocarbons , 
products, or proceeds therefrom in their possession for v/hich they or others are 
accountable to the Bank by virtue of the provisions o f t h i s Art icle , 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 flydrocarbons and 
all proceeds therefrom; and said parties and each o f t h e m shall be f u l l y protected in so 
treating and regarding the Bank and shall be under no obligation to see to the 
application by the Bank o f a n y such proceeds or payments received by i t ; provided, 
however, that, u n t i l the Bank or Mor t fngo r shall have instructed such parties to 
del iver such Hydrocarbons and al l proceeds therefrom directly to the Bank (which 
such instructions may be given only after the occurrence and dur ing the continuance 
of an Event of Default , but the g iv ing ofsuch instructions shall as to such parties be 
conclusive as to the occurrence of an Event of Default) , such parties shall be ent i t led , 
to del iver such Hydrocarbons and a l l proceeds t h e r e f r o m to Mor tgago r f o r 
Mortgagor's use and enjoyment, a r d such Mortgagor shall be enti t led to execute 
division orders, transfer orders 3nd other instruments a: may be required to direct a l l 
proceeds to Mortgagor without the necessity of joinder by the Bank in such d iv i s ion 
orders, transfer orders or _ ther instruments. Mortgagor agrees to perfonn a l l such 
acts, and to execute a l l such fur ther assignments, transfers and divis ion orders, and 
other instruments as may be required or desired by the Bank or any party i n order to 
have said revenues and proceeds so paid to the Bank. The Bank is f u l i y authorized to 
receive and receipt for said revenues and proceeds, to endorse and cash any and a l l 
checks and draf ts payable to the order ofsuch Mortgagor or the Bank for the account 
of Mo r tgagor received from or in connection w i t h said revenues or proceeds and apply 
the proceeds thereof in accordance w i t h Section 6.3 hereof, and to execute transfer 
and division orders i n the name of Mortgagor, or otherwise, w i t h warranties b ind ing 
Mortgagor. Mortgagor w i l l execute and deliver to the B~nk any instruments the 
Bank may f rom t ime to time request for the purpose of eft tua t ing this assignment 
and the payment to the Bank of the proceeds assigned. Ne i the r the foregoing 
assignment nor the exercise by the Bank of any of its r ights under this Deed of T rus t 
shal l be deemed to make the Bank a "mortgagee-in-possession" or o therwise 
responsible or l iable i n any manner w i t h respect to the Subject Interests or the use, 
occupancy, enjoyment or operation of a l l or any portion thereof, unless and u n t i l the 
Bank , in person or by agent, assumes ac tua l possession thereof , nor s h a l l 
appointment o f a "jceiver for the Mortgaged Property by any court at the request of 
the Hank or by agreement w i t h either Mortgagor or the enter ing 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 l iable i n any manner 
w i t h respect to the Mortgaged Property or the use, occupancy, enjoyment or operation 
o f a l l or any por t ion thereof. 

19 
Deed of T rus t 



6.3 Appl ica t ion uf Proceeds. A l l payinents received by the Bank 
pursuant to Section 6.1 ur 6̂ 2 hereof shall be promptly applied tu the Indebtedness as 
fullows: 

First: To the payment aiu atisfaetiun o f a l l costs and expenses incurred 
in connection w i t h the collection uf such proceeds and the payment and 
reimbursement o f a l l amounts of Indebtedness (except that included in "Second" 
and " T h i r d " below); 

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

T h i r d : The balance, i f any, shall be applied on the then u n m a t u r e d 
principal amounts o f t h e Loans and al! other amounts uwed under the Credit 
Agreement, such app!' i t ion to be as set furth in the Credit Agreement. 

6.4 No Liab i l i ty of the Bank in Collecting. The Bank is hereby absolved 
f rom all l i ab i l i ty for failure to enforce collection of any proceeds so assigned and f rom 
a l l other responsibility in connection therewith, except the responsibility to account-
to Mortgagor for funds actually received. The Bank shall have the r igh t , at i t s 
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 and/or Mortgagor, vvith a l l reasonable costs, expenses and at torneys ' fees 
incurred in connection therewith being paid by Mortgage •. 

6.5 Assignment Not a Restriction on the Bank's Rights. No th ing herein 
contained shall detract from or l i m i t the absolute obligation of Mortgagor to make 
payment in f u l l o f t h e Indebtedness regardless of whether the proceeds assigned by 
th is Article are suf f ic ien t to pay the same, and the rights under this Art ic le shal l be 
i n addition to a l l other security now or hereafter exist ing to secure the payment of the 
Indebtedness. 

6.6 States of Assignment. Notwi ths tanding the other provisions of this 
Ar t i c l e V I , the Trustee or the Bank or any receiver appointed i n j u d i c i a l proceedings 
fo r the enforcement of this ins t rument shall have the r igh t to receive a l l of the 
Hydrocarbons herein assigned and the proceeds therefrom after the Note has been 
declared due and payable in accordance wi th the provisions of Section 7.2 hereof and 
to apply all of said proceeds as set fo r th in Section 6.3 hereof. Upon any sale of the 

ibject In teres ts or any par t t he reof pursuant to A r t i c l e V I I I hereof , the 
Hydrocarbons the rea f te r produced f r o m the Subject Interests so sold, a n d the 
proceeds therefrom, shall be included in such sale and shall pass to the purchaser free 
and clear o f t h e assignment contained in this Art ic le . 

6.7 Indemni ty , (a) Mortgagor agrees to indemni fy the Trustee and the 
Bank and their respective directors, officers, agents, attorneys, representatives and 
employees (the "Indemnitees")against a l l claims, actions, l i a b i l i t i e s , j udgmen t s , 
costs, attorneys' fees or otber charges of whatsoever k i n d or nature, (collectively, 
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"Claims") made against ur incurred hy them ur any ofthem as a consequence of the 
assertion, either before or after the payment in full uf the Indebtedness, that they or 
any ofthem received Hydrocarbons herein assigned or the proceeds thereof claimed 
by third persons,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 wi l l fu l misconduct. If any claim, demand, action or cause of action is 
asserted against any Indemnitee and such Indemnitee intend: to c la im 
indemnification from 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 obligations under this Section 6.7 unless such failure materially 
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 shal! 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 ofsuch proposed settlement or compromise reasonably in 
advance of settling or compromising such claim or proceeding and shall obtain 
Mortgagors 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 one Indemnitee, each Indemnitee shall be 
represented by the same legal counsel selected by the Indemnitees 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 ethical 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, liabilities, claims, 
deficiencies, judgments or expenses arising out of or resulting from sole or concurrent 
negligence of such Indemnitee. Mortgagor wil l indemnify and pay to the Trustee 
and/or the Bank any and all such amounts as may be paid in respect thereof or as may 
be successfully adjudged against the Bank and the Trustee or either of them. The 
obli tions of Mortgagor as hereinabove set forth in this Section 6.7 shall survive the 
re' ofthis Deed of Trust. 

6.8 Rights to Timely Pavment For purposes of more ful ly effecting the 
assignment made under this Article VI and jntinuing 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, remedies and payments in respect of 
the Hydrocarbons and proceeds therefrom, including, but not limited to, proceeds 
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accruing prior to thc effective date of the assignment contained in this Art icle V I . 
The power of attorney granted LM Lhe Trustee and the Bank under this Section 6.8, 
being coupled w i t h an interest, shall be irrevocable so long as the Indebtedness or any 
part thereof remains unpaid 

A R T I C L E VTl 
Kv ents o f I ) e fau l t 

7.1 Events of Defaul' Each of the fol lowing events shall constitute an 
"Event of Defaul t" hereunder, piovided that any requirement for notice ur lapse of 
time or other condition precedent set forth below has been satisfied: 

(a) Pavment Default default in the payment or prepayment when due 
ofany ins ta l lment of principal ur interest on any Note; or 

(b) Credit Agreement Default - the occurrence of an "Event of Defaul t" 
under the terms and provisions of the Credit Agreement; or 

(e) Representations and Warranties - any warranty or representation^ 
made by Mortgagor herein proves to have been incorrect in any mater ia l respect 
as of the date when made or deemed made; or 

(d) Af f i rma t ive Covenants and Agreements - defaul t is made in the due 
observance or performance by Mortgagor of any of the covenants, obligations or 
agreemenls contained herein, other than those contained in Sections 4.1 or 4.5 
o f t h i s Deed of Trust, and such default is not remedied w i t h i n t h i r t y (30) days 
after wr i t t en notice o f the existence ofsuch default is given by tl.e Bank Lo Lhe 
Morlgagor; 

(e) Olher CovenanLs and Agreements de fau l t is made in the due 
observance or performance by Mortgagor of the covenants or agreements 
contained in Section 4.1 or 4.5 of this Deed of Trust; or 

(0 At tachment - any substantial part of the Mortgaged Property shall 
be atlached or shall be placed in the hands o f a receiver or receivers, or trustee 
or trustees, or other officer or officers, or representative or representatives of a 
courtor of creditors. 

7.2 E f fec t of Event of Defaul t . I f any Event of D e f a u l t of the type 
described in Section 7(h) or (i) o f t h e Credit Agreement shall occur and be cont inuing , 
the Note and a l l other outstanding Indebtedness secured hereby shall automatical ly 
become and be i.-nmediately due and payab. i each instance wi thou t grace, demand, 
presenlmenl for payment, protest or notice ^including, but not l imi ted to, notice of 
i r Lent to accelerate and notice of acceleration) o f a n y k i n d to Mortgagor or any other 
Person, a l l of which are hereby expressly waived, and the Bank may proceed to 
enforce its r ights hereunder. I f an Event of Defaul t (other than an Event of De/aul t of 
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Lhe Lype described in Section 7(h) or u) of Lhe CrediL Agreemenl) shall occur and be 
continuing: 

(aT "the Bank may by notice in wr i t ing to Mortgagor declare the principal 
of and accrued interest on the Note and all other outstanding Indebtedness 
secured hereby to be immediaiely due and payable whereupon the outstanding 
balance on the Note and 11 other outstanding Indebtedness shall become and be 
immediately due and payable, in each instance without (except for grace and 
notice expressly provided for) grace, demand, presentment for payment, protest 
or notice ( inc luding , but not l imited t r '-*e of intent to accelerate and notice 
of acceleration) o f a n y kind to Mortg any other person, all of which are 
hereby expressly waived, and 

(b) the Bank may proceed to enforce its r ighis hereunder. 

A K T I C L E V I M 
E n f o r c e m e n t o f Remedies 

8.1 Power of Sale of Real Property Const i tut ing a Part of the Mortgaged, 
Property. Upon the occurrence and continuance of an Event of Default , the Trustee is 
hereby authorized and empowered Lo sell or offer for sale any pa r i o f l h e Mortgaged 
Property located in the State of Texas, wi th or without having f i rs t taken possession 
of same, to the highest bidder for cash at public auction. Such sale shall be made at 
the courthouse o f t h e 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 f i rs t Tuesday of any month, beginning w i t h i n three 
(3) hours o f t h e t ime provided in the notices described herein, after posting a wr i t t en 
or p ' ted notice or notices of the place, earliest time at which the sale w i l l begin and 
the terms of said sale, and the portion of the Mortgaged Property to be sold, by 
posting (or hav ing some person or persons acting for the Trustee post) for at least 
twenty-one (21) days preceding the date of the sale, wr i t t en or prinled notice of the 
proposed sale at the courthouse door o f sa id county in which the sale is to be made; 
and ifsuch portion o f t h e Mortgaged Property lies in more than one county, one r.'ich 
notice of sale shal l be posted at the courthouse door of each county in which such part 
o f t h e Mortgaged Property is situated and such part of the Mortgaged Property may 
be sold at the c. arthouse door of any one of such counties, and the notice so posted 
shall designate i n which county such property shall be sold. In addition to such 
posting of notice, the Bank, Trustee or other holder of the Indebtedness hereby 
secured (or some person or persons acting for the Trustee, the Bank or other such 
holder) shall, at least twenty-one (21) days preceding the date of sale, f i le a copy of 
such notice(s) i n the office o f t h e county clerk in each ofsuch counties and serve or 
cause Lo be served w r i t t e n notice of the proposed sale by certified mai l on Mortgagor 
and on each other debtor, i f a n y , obligated lo pay the Indebtedness according to the 
records of the Bank . Service of such notice shall be completed upon deposit of the 
notice, enclosed i n a postpaid wrapper properly addressed to Mortgagor and such 
other debtors at t he i r most recent address or addresses as shown by the records of the 
Bank in a post off ice or off ic ia l depository under the care and custody of the U n i t e d 
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States Postal Service. TI;-J a f f idav i t of any person having knowledge o f t h e facts to 
the elfect that such a service '-vas completed shail be prima facie evidence of the fact of 
service Mortgagor agrees that no notice of anv sale, other than as set out in this 
paragraph, need he given by the Trustee, the FJ •'.k or any other person. Mortgagor 
hereby designates as its address for the purpose ofsuch notice, the address set out on 
the signature page hereof; and agrees that such address shall be changed only by 
depositing notice ofsuch change enclosed in a postpaid wrapper in a post office or 
official depository under the care and custody o f t h e United States Postai Serv'ce, 
certilied m a i l , postage prepaid, return receipt requested, addressed to the Bank or 
other holdei o f t h e indebtedness at the address of the Bank set out herein (or to such 
other address as the Bank or other ho'der of the Indebtedness may have designated 
by notice given as above provided to Mortgagor and such other debtors). Any such 
notice of change of address of Mortgagor or other debtors or of the Bank or other 
holders of the Indebtedness shall be effective three (3) business days a f te r such 
deposit i f s u c h pe: * office or i Ticial depository is located in the State of Texas, 
otherwise to be i ...... .ive upon receipt. Mortgagor authorizes and empowers the 
Trustee to sell the Texas portion of th Mortgaged Property in lots or parcels or in its 
entirety as the Trustee shail deem expedient; and to execute and del iver to the 
purchaser or purchu 'rs thereof good and sufficient deeds of conveyance thereto, w i t h 
evidence of general warranty by Mortgagor, and the t i t l e of such purchaser or 
purchasers when so made by the Trustee, Mortgagor binds i tself to war ran t and 
forever defend. Where portions of the Mortgaged Property lie in di f ferent counties, 
sales in such counties may be conducted in any order that the Trustee may deem 
expedient; and one or more such sales may be conducted in the same month , or i n 
successive or d i f fe ren t months as the Trustee may deem expedient. The Trustee may 
postpone the sale of a l l or ariy par t of the Mor tgaged P r o p e r t y by p u b l i c 
announcement at the time and olace of such sale, and f rom time to t ime thereafter 
may further postpor.. such sale by public announcement made at the time of sale 
fixed by the preceding postponement. The r ight of sale hereunder shal l not be 
exhausted by one or any sale, and the Trustee may make other Fnd successive sales 
un t i l all o f t h e t rus t estate be legally sold. 

8.2 R i g h t s of the T r u s t e e W i t h Respect to Pe r sona l P r o p e r t y 
Consti tuting a Part o f the Mortgaged Property. Uoon the occurrence and du r ing the 
continuance of an Event of Defaul t , the Trustee w i l l have a l l r ights and remedies 
granted by law, and particularly by the Un i fo rm Comme. al Code, inc luding, but 
not l imited ta, the r igh t to take possession o f a l l personal property const i tu t ing a part 
of the Mortgaged Property, and for this purpose the Trustee may enter upon any 
premises on which any or all ofsuch persor<.-tl property is situated and take possession 
of and operate such personal property (or any portion thereof) or remove i t therefrom. 
The Trustee may require Mortgagor to assembl? such personal property and make i t 
available to the Trus ee at a place to be designated by the Trustee w h i c h is 
reasonably convenient to all parties. Unless such personal property is perishable or 
threatens to decline speedily i n value or is of a type customarily sold on a agnized 
market, the Trustee w i l l give Mortgagor reasonable notice of the time . . .a place of 
any public sale or of the time after which any private sale or other disposition of such 
personal property is to be made. This requirement of sending reasonable notice w i l l 
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be met i f the notice is mailed by f i rs t class mai l , postage prepaid, to Mortgagor at t ,e 
address shown below the signatures at the end o f th i s instrument at least five (5) days 
before the t ime o f t h e sale or disposition. 

8.3 Rights of tbe ''Trustee Wi th Respect to Fixtures Const i tut ing a Par to f 
tlu- Mortgaged Property. Upon the occurrence and dur ing the continuance of an 
Event uf Default , the Trustee may elect to treat the fixtures constituting a part of the 
Mortgaged Property as either real property collateral or personal property collateral 
and proceed t.i exercise sucb rights as apply to such type of collateral. 

8.4 Judicial Proceedings. Upon occurrence ami dur ing the continuance 
of an Event of Defaul t , 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 foreclosure hereunder, or for the sale o f t h e M( :Tgaged Property, or for the specific 
performance o f a n y covenant or agreement herein contained or in aid o f the execution 
of any power herein, granted, or for the appointment of a receiver pending any 
foreclosure hereunder or the sale o f the Mortgagee! Property, o r for the enforcement of 
any other appropriate legal or equitable remedy. Upon occurrence and du r ing the 
continua nce of an Event of Default, Mortgagor agrees that the apr untment of a 
receiver shall be as a matter of r i g h t and wi thou t proof of insolvency, fraud*, 
insecurity or mismanagement on the part of Mortgagor. Mortgagor agrees that such 
receiver may be appointed to take possession of, hold, main ta in , operate and preserve 
the Mortgaged Property, including the production and sale o f a l l Hydrocar i v as 
therefrom, and to apply the proceeds of the sale thereof in the fashion set fo r th 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 of the Mortgaged Property. I t shall not be necessary i *r 
the Trustee to have physically present or constructively i n his possession at any sale 
held by the 'Trustee or by any court, receiver or public off icer any or a l l of the 
Mortgaged Property, and Mortgagor shall deliver l > the purchaser at such sale on the 
date of sale the Mortgaged Property owned by Mortgagor and purchased by such 
purchasers at such sale, and i f i t shoa Id be impossible or impracticable for any ofsuch 
purchasers to take actuai delivery o f :.ie Mortgagee! Property, then the t i t le and r igh t 
of possession to the Mortgaged Property shall pass to the purchaser at such sale as 
completely as i f the same ad been actually present and delivered. 

8.6 Ce r t a in P spects of a Sale. The Bank shall have the r igh t to become 
the purchaser at any sale held by the Trustee or by any court, receiver or public 
officer, and the Bank shall have the r igh t to credit uoon the amount of the bid made 
therefor, the amount payable out of the net proceeds of such sale to i t . Recitals 
contained in any conveyance made to any purchaser i-.t any sale made hereunder 
shall conclusively establish the t r u t h and accuracy of the matters therein stated, 
including, wi thou t l i m i t i n g the genera l i ty of the foregoing, nonpayment of the 
unpaid principal sum of, and the interest accrued on, the Note afte* the same have 
become due and payable, advertisement and conduct of such sale in the manner 
provided herein or appointme: o f any successor Trustee hereunder. 
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8.7 Receipt to Rurclv >on any sale, whether made under the 
Uniform Commercial Code, the j ... Ue lierein granted and conferred ur by 
virtue uf jud ic ia l proceedings, the receip. the Trustee, or of the officer making sale 
under jud ic ia l •proceedings, acknowledging the payment of purchase money w i t h 
respect thereto, shall be sufficient discharge to the purchaser ur purchasers at any 
sale fur his or their purchase money, and such purchaser or purchasers and his or 
their assigns or personal representatives, shall ..ot, af ter paying such purchase 
money and receiving such receipt of the Trustee or ofsuch officer therefor, be obliged 
to see tu tlie application ofsuch purchase money, or be in anywise answerable fur any 
loss, misapplication or non-application thereof. 

8.8 Effect of Sale. Any sale or sales of the Mortgaged Property ur any 
part thereof, whether under the Un i fo rm Commercial Code, the power of saie herein 
granted and conferred or by vir tue of judic ia l proceedings, shall operate to divest a l l 
right, t i t le , interest, claim and demand whatsoever either at law or in equity, of 
Mortgagor of, in and to the Mortgaged 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 ali persons cl t iming or who shall thereafter claim al l or any of 
the property sold from, through or under Mortgagor, or Mortgagor's uccessors or 
assigns. Nevertheless, Mortgagor, i f requested by the Trustee or the Bank so to do, 
shall join in the execution and delivery o f a l l proper conveyances, assignments and -

transfers of the properties so sold. 

8.9 Application of P race ed s. 'The proceeds of any sale of th " lortgaged 
Property, or any part thereof, whether under the U n i f o r m Commerci >ode, the 
power of sale herein granted and conferred or by vir tue of judic ia l proceedings* whose 
applica .ion has not elsewhere herein been specifically provided for, shall be applied to 
the Indebtedness as follows: 

First: To the payment of all rea onable expenses incurred by the Trustee 
or the Bank incident to the enforcement o f t h i s Deed of Trust , the Note or any of 
the Indebtedness including, wi thout l i m i t i n g the generality o f t h e foregoing, a l l 
expenses of any entry or t ak ing of possession, of any sale, of advertisement 
thereof, and of conveyances, and as wel l , court costs, compensation of agents 
and employees anc legal fees and a reasonable fee to the Trustee; 

Second: To the ayment of a l l other costs, charges, expenses, l iabi l i t ies 
and advances incurrec >r made by the Trustee or the Bank under this Deed of 
Trust or i n executing any trust or power hereunder; 

T h i r d : To the payment of the Note and any oth m Indebtedness, w i t h 
interest to the date ofsuch payment, in such order and manner as set for th in 
the Credi t Agreement; 

Fourth: Any surplus thereafter remain ing shall be paid to Mortgagor or 
Mortgagor's successors or assigns, as their interests shall appear or as a court of 
competent jur i sd ic t ion may direct. 
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8.It) Mortgagor's Waiver of Appraisement Marshal ing, etc. R igh t s . 
Mortgagor agrees, to the f u l l extent that Mortgagor may lawfu l ly so agree, thai. 
Mortgagor w i l l not at any time insist upon or plead or in any manner whatever claim 
the benefit of~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 Trus t or the absolute sale of the Mortgaged Property or the possession 
thereof by any purchaser at any sale m pursuant to any provision hereof, or 
pursuant to the decree of any court of competent jurisdict ion; but Mortgagor, for 
Mortgagor and a l l who may claim through or under Mortgagor, so far as Mortgagor 
or those clairni- ; through or under Mortgagor now or hereafter l awfu l ly may, hereby 
waives the benefit of all such laws. Mortgagor, for Mortgagor and all who may c la im 
through or under Mortgagor ( inc lud ing , wi thout l i m i t a t i o n , a holder of a Lien 
subordinate to the Lien created hereby, without imply ing that Mortgagor has, except 
as expressly provided herein, a r ight to grant an interest in , or subordinate a Lien on, 
the Mortgaged Property), hereby waives, to the fullest extent permitted by applicable 
law, any and al l r i gh t to have any of the Mortgaged Property marshaled upon any 
foreclosure o f t h e Lien hereof, or sold in inverse order of alienation, and agrees that 
the Trustee or any court having jur isdic t ion to foreclose such Lien may sell the 
Mortgaged Property as an entirety. I f a n y law in this paragraph referred to and now 
in force, of which Mortgagor or Mortgagor's successor or successors m i g h t take_ 
advantage despite the provisions het f, shall hereafter be repealed or cease to be i n 
force, such law shall not thereafter bv. deemed to constitute any part o f t h e contract 
herein contained or to preclude the operation or application o f t h e provisions of this 
paragraph. 

8.11 Costs and Expenses. \ l l costs and expenses ( including reasonable 
attorneys' fees) incurred by the Trustee or the Bank in protecting and enforcing thei r 
r ights hereunder, shal l , to the extent permitted by applicable law, const i tute a 
demand ob l iga t ion owing by Mortgagor to the party i n c u r r i n g such costs and 
expenses and shall hear interest un t i l paid at the Default Rate. 

8.12 Operation of Property bv the Trustee. Upon the occurrence o f an 
Event of Defaul t and in addition to a l l er rights herein conferred on the Trustee, 
the Trustee (or any person, firm or corporation designated by the Trustee) shall have 
the r ight and power, but shall not be obligated, to enter upon and take possession of 
any of the Mortgaged Property, and to exclude Mortgagor, and Mortgagor's agents or 
ser. ants, whol ly therefrom, and to hold, use, administer, manage and operate the 
same to the extent t ha t Mortgagor shall be at the time enti t led and in his place and 
stead. The Trustee, or any person, firm or corporation designated by the Trustee, may 
operate the same w i t h o u t any l i a b i l i t y to Mortgagor i n connection w i t h such 
operations, except for gross negligence or w i l l f u l misconduct in the operation of such 
Mortgaged Property, and the Trustee or any perscn, firm or corporation designated 
by the Trustee, sha l l have the r igh t and power, but shall not be obligated, to collect, 
receive and receipt for a l l Hydroearbom producea and sold f rom said Mor tgaged 
Property, to make repairs, purchase mach ry and equipment, conduit and power, to 
enter work-over operations, d r i l l addi t ional wells and to exercise every power, r i g h t 
and privilege of Mortgagor wi th respect to the Mortgaged Property. When and i f the 
expenses o fsuch operation and development (i Tuding costs of unsuccessful work-
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over operations 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. _ 

A R T I C L E 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 
"Debtor"), 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, Hydrocarbon*- ures and other personal property of any kind or 
character (including both -nose now and those hereafter existing)) to the fu l l extent 
that such Mortgaged Property may be subject to the Uniform Commercial Code ofthe 
state or states where such Mortgaged Property is located, including all products and 
proceeds ofsuch 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 IX). 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 fc. -ell, at public or 
private sale or sales, or otherwise dispose of, lease or utilize the Collateral and 
any part or parts thereof in any 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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Ic) To the extent pc''rui l ied by law, Debtor expressly waives notice of 
any r ight or remedies ofa debtor (other than notice of sale or other disposition of 
the Collateral) or formalities prescribed by law relative to sale or disposition of 
the Collateral or exercise o fany other r ight or remedy i 'Secured Party exist ing 
after defaul t hereunder; and w i t h respect to any required notice. Debtor agrees 
that i f s u c h notice is mailed, postage prepaid, to Debtor at the address shown 
with Debtor's signature herein elow at least five (5) days before the time o f t h e 
sale fir disposition, such noti i shall be deemed reasonable and shal l f u l l y 
satisfy any requirement for gi ing ofsaid notice. Such notice, in case of a public 
sale or disposi t ion, shall state the time and place fixed for such sale or 
disposition and, in case o fa private sale or disposition, shall state the date after 
which such sale or disposition is to be made. 

(d) Any public sale of the Collateral shall be held at such time or times 
within ord inary business hours and at such places as Secured Party may fix i n 
the notice ofsuch sale. At any such sale the Collateral may be sold in one lot as 
an entirety or i n separate parcels, as Secured Party may detenni ne. 

(e) Secured Party shall not be obligated to make any sale pursuant to 
any such notice. Secured Party may, without notice or publication, adjourn any . 
public or private sale or cause the same to be adjourned f rom time to t ime by 
announcement at the time and place fixed for the sale, and such sale may be 
made at any t ime or place to which the same shall be so adjourned. 

i f ) In case of any sale of a l l or any p; of the Collateral on credit or for 
future delivery, the Collateral so sold may be retained by Secured Party u n t i l 
the selling price is paid by the purchaser thereof, but Secured Party shall not 
incur any l i a b i l i t y in case cf the fa i lure of such purchaser to take up and pay for 
the Collateral so sold and, in case of any such fai lure , such Collateral may again 
be sold upon l ike notice. 

(g) Upon the occurrence and dur ing the continuance of an Event of 
Default, Secured Party is expressly granted the r ight , at its option, to transfer 
at any t ime to i tself or to its nominee the Collateral , or any part thereof and to 
hold the same as security for the Indebtedness, and to receive the monies, 
income, proceeds or benefits a t t r ibutable or accruing thereto and to apply the 
same Loward payment of the Indebtedness, whether or not then due, in such 
order or manner as Secured Party may elect. A l l r ights to marsha l ing of assets 
of Debtor, i nc lud ing any such r igh t w i t h respect to the Collateral , are aereby 
waived. 

(h) A l l recitals in any ins t rument of assignment or any other ins t rument 
executed by Secured Party incident to sale, transfer, assignment, lease or other 
disposition or u t i l iza t ion o f the Col la leral or any part thereof hereunder shall be 
fu l l proof of the matter s* Hed therein, no other proof sha l l be required to 
establish f u l l legal propriety of the sale or other action or of any fact, condition 
or th ing inc ident thereto, and a l l prerequisites ofsuch sale or other action and of 
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any fact, condition or thing incident thereto shall be presumed conclusively to 
have been perfonned or to have occurred. 

(i) Upon the occurrence and during the continuance of an Event of 
Default, Secured Party may require Debtor to assemble the Col la tera l and 
make i t available to Secured Party at a place to be designated by Secured Party 
that i.-> reasonably convenient to both parties. Ah expenses of retaking, holding, 
preparing for sale, lease or other us*' or disposition sell ,, leasing or otherwise 
using or disposing of the Collaterai and the h 1 'e hh h are incurred oi paid hy 
Secured Party as authorized or permit led er, i n c l u d i n g aiso »11 
attorneys' fees, legal expenses and :oi>„s shail he t- i UJ the Indebtedness. 

(j) Should Secured Parlv -iee' c -. its nghts under said U n i f o r m 
Commercial Code as to par i of the perse... property and fixtures described 
herein, this election shall not preclude Secured Party or the Trustee f rom 
exercising the rights and remedh - anted by the preceding paragraphs of this 
instrument as to the remaining ,.e al property and fixtures. 

(k) Secured Party m ^ ' , at its election, at any ' ime after delivery o f t h i s 
instrument, sign one or more photocopies hereof in order that such photocopies, 
may be used as a financing statement under said Un i fo rm Commercial Code. 
Such signature by Secured Party may be placed between the last sentence of 
this i n s t r u m e n t and Debtor's acknowledgment or may f o l l o w Debtor ' s 
acknowledgment. Secured Party's signature need not be acknowledged and is 
not necessary to the effect iveness hereof as a deed of t rus t , mor tgage , 
assignment, pledge or security agreement. 

(1) So long as any amount remains unpaid on the Indebtedness, Debtor 
wi l l not execute or file in any public office any financing statement(s) affect ing 
the Collateral (other than Liens ar is ing under operating, pooling or uni t iza t ion 
agreements o f a scope and nature customary in the oi l and gas industry) other 
than financing statements in favor of Secured Party hereunder, unless the prior 
wri t ten specific consent and approval of Secured Party shall have first been 
obtained. 

(m) Secured Party is authorized to file, in any jur isdic t ion where Secured 
Party deems i t necessary, a financing statement or statements, and at the 
request of Secured Party, Debtor w i l l jo in Secured Party i n executing one or 
more financing statements pursuant to said U n i f o r m Commercial Code in fo rm 
satisfactory to Secured Party, and w i l l pay the cost of filing or recording this or 
any other ins t rument , as a financing statement, in a l l public offices at any t ime 
and f rom t ime to time whenever filing or recording of any financing statement 
or o f t h i s in s t rument is deemed by Secured Party to be necessary or desirable. 

(n) W i t h o u t in any manner l i m i t i n g the generality o f a n y 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; 
( i i ) the security interests created hereby under applicable provisions of the 

3u 
D e e d o f ' l ' i u s l 



Uniform Commercial Code of one or more uf the jurisdictions in which the 
Mortgaged Property is situated wi l l attach to Hydrocarbons or the accounts 
resulting f rom the sale thereof t the wellhead or rninehead located on the 
hands; f l i t ) this instrument is t be filed or f i led of record in the rea! estate 
records as a financing statement; (iv) Debtor is the record owner of the real 
estate or interests in the real estate comprised of the '.eases and the Lands 
described in Exhibi t A and (v) the name and address of each of the Secured 
Party and Debtor is set forth on the signature page hereof. 

(o) Debtor hereby irrevocably de mates and appoints Secured Party as 
its attorney-in-fact, wi th f u l l power of subst i tut ion, for the purposes of carrying 
out the provisions o f th i s Deed of Trust and t ak ing any actum and executing any 
instrument that Secured Party may de m necessarv or advisable to accomplish 
the purposes hereof, which appoint:- as attorney-in-fact effective upon the 
occurrence and dur ing the conti : ce of an Event of D e f a u l t (bu t the 
determination of an Event of Default by the Bank shall as to a l l parties for the 
purposes hereof be conclusive as to the occurrence of ai Event of Defaul t ) and is 
irrevocable and coupled wi th an interest. 

(p) Wi thout l i m i t i n g the generality of the foregoing, Debtor hereby, 
irrevocably authorizes and empowers Secured Party, upon the occurrence and 
dur ing 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 t ime and f rom 
time to t ime (a) to ask, demand, receive, receipt, give acquittance for, settle and 
compromise any and all monies which may be or become due or payable or 
remain unpaid at any time or times to Debtor under or w i t h respect to the 
Collateral; (b) to endorse any drafts , checks, orders or other instruments for the 
payment of money payable to Debtor on accountof the Collateral ( inc lud ing any 
such draf t , check, order or instrument issued by an insurance company payable 
joint ly to Debtor and Secured Party); and (c) in the discretion of Secured Party, 
to settle, compromise, prosecute or defend any action, c laim or proceeding, or 
take any other action, a l l 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 i n furtherance o f t h e purposes hereof, inc luding any action which by 
the terms o f t h i s Deed of Trus t is to be taken by Debtor. Noth ing in this Deed of 
Trust shall be construed as requ i r ing or obl iga t ing Secured Party to make any 
demand or to make any inqu i ry as to the nature or sufficiency o f a n y payment 
received by i t or to present or file any claim or notice, or to take any other action 
wi th respect to any o f 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 i t or 
to which i t may otherwise be ent i t led hereunder at any time or times. 

(q) Secured Party shall incur no l i a b i l i t y as a r e su l l of the sale of 
Collateral , or any part thereof, at any private sale. Debtor hereby waives, to the 
extent permit ted by applicable law, any claims against Secured Party ar is ing 
by reason o f t h e fact that the price at which the Collateral may have been sold 
at such a pr ivate sale was less than the price which migh t have been obtained at 
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a public sale or was less than the aggregate amount uf the Indebtedness, even i f 
Secured Party accepts the f i rs t offer received and does not offer such Collateral 
to more than (jne offeree i fsuch sale is otherwise commercially reasonable. 

(r) Wi thou t precluding any other methods of sa le. Debtor ack nowledi res 
thai the sale of the Collateral -hal l have been made in a com m erc i a l l y 
reasonable manner i f conducted in conformity w i t h reasonable commercial 
practices of banks disposing ot s imilar property. Secured Party shall not be 
liable for any depreciation in the value of the Collateral. 

A K T I C L K \ 
Misce l laneous 

10.1 Pooling and Uni t iza t ion . Mortgagor shall have the r ight , and is 
hereby authorized, to pool or unitize all or im, par tof me Leases insofar as related to 
the Mortgaged Property, with adjacent lands, leaseholds and other interests, when, 
i n the reasonable judgment of Mortgagor, i t is necessary or advisable to do so in order 
to form a d r i l l i n g un i t to facili tate the orderly development of that part of the-
Mortgaged Property affected thereby, or to comply wi th the requirements o f a n y law 
or governmental - ^der or regulation re la t ing to the spacing of wells or proration of 
the production therefrom; and fur ther provided that the Hydrocarbons produced f rom 
any unit so formed shall be allocated among the separately owned tracts or interests 
comprising the u n i t i n proportion to the respective surface areas or reservoir volumes 
thereof or in such proportion as is prescribed by applicable law. Any un i t so formed 
may relate to one or more zones or horizons, and a uni t formed for a part icular zone or 
horizon need not conform in area to any other uni t re la t ing to a d i f ferent zone or 
horizon, and a u n i t formed for the production of oil need not conform in area w i t h any 
u n i t formed for the production of gas. Upon the wri t ten request of the Bank, as to a l l 
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 r instr nents cre-Ling such uni ts , 
i n such number o f counterparts as the Bank may easona y request. The interest i n 
any such unit a t t r ibu tab le to the Mortgaged Property (or any part thereof) included 
Therein shall become a pa r to f the Mortgaged Property and shall be subject to the l ien 
hereof in the same manner and w i t h the same effect as though such u u i t and the 
interest of Mortgagor therein were specifically described in Exh ib i t A. Mortga j r 
may enter into pool ing or uni t izat ion agreements not hereinabove authorized only 
w i t h the prior w r i t t e n consent of Trustee and the Bank. 

10.2 Successor Trustees. The Trustee may resign in w r i t i n g addressed to 
the Bank or be removed at any t ime w i t h or wi thout cause by an ins t rument i n 
w r i t i n g duly executed by the Bank. In case of the death, resignation or removal o f a 
Trustee, a successor Trustee or Trustees may be appointed by the Bank f rom t ime to 
t ime by ins t rument of substitution complying w i t h any applicable requirements of 
law, and in the absence of any such requirement w i t h o u t other f o r m a l i t y t han 
appointment and designation in w r i t i n g . Such r ^ointment and designation shal l 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 appointment and designation, this 
convey nee shall vest in the named successor Trustee or Trustees all the estate and 
title of che pTiOr Trustee or Trustees in al ' 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 ar.y action for the enforcement of this instrument or the exe'eise of 
any rights or remedies hereunder or to appear in or defend any action, suit or 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 l iabi l i ty 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 contained. 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 ful ly 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 w i l l f u l 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 h im 
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 solely 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 ofany such action taken by the Bank, 
provided that the failure of the Bar.k to so notify Mortgagor 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 unti l paid at the Default Rate; 
provided, however, that in t «t shall such interest rate ever exceed the Highest 
Lawful Rate. No such adva i be deemed to relieve Mortgagor from any default 
hereunder. 
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10.6 Defense of Claims. Mortgagor w i l l notify the Trustee and the Bank, 
i n wr i t ing , promptly of the commencement of any legal proceedings affect ing the Lien 
hereof or the~Mortgaged Property, or any part thereof, and w i l l take such action, 
employing attorneys agreeable to the Trustee and the Bank, as may be necessary to 
preserve Mortgagor's, the Trustee's and the Bark 's r ights affected thereby; and 
should the Mortgagor f: r refuse a> take any such action, the Trustee or the Bank 
may, upon g i v i n g prior wri t ten notice thereof to Mortgagor, take such action on 
b half and in the name of Mortgagor and at Mortgagor's expense. Moreover, the 
Bank, 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 a l l sums advanced or a l l expenses incurred in ciieh actions plus interest 
at the Default Itate w i l l , 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 Lawfu l Rate. 

10.7 Property to Revert. I f the Indebtedness shall be f u l l y paid and the 
covenants herein contained shall be well and t r u l y performed, then a l l of the 
Mortgaged Property shall revert to Mortgagor and the entire estate, r ight , t i t l e and 
interest o f t h e Trustee and the Bank shall thereupon cease; and the Bank ( w i t h o u t , 
'he 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 o f t h i s instrument. 

10.8 Renewals and Other Security. Renewals and extensions o f the 
Indebtedness may be given at any time and the Bank may take or may now hold 
other security for the Indebtedness wi thout notice to or consent of Mortgagor. The 
Trustee or the Bank may resort f i r s t to such other secur'ty or any part thereof or f i r s t 
to the security her ' given or any par t thereof, or from time to time to either or both, 
even to the p a r t i - : complete abandonment o f a n y security, and such actior -hall 
not be a waiver o< ., rights conferred by this instrument, wh ich shall continue as a 
perfected Lien upon the Mortgaged Property not expressly released u n t i l the 
Indebtedness is f u l l y paid. 

10 S Ins t rument an Assignment, etc. This ins t rument shall be deemed to 
be and may be enforced from time to time as an assignment, chat te l mortgage, 
hypothecation, contract, deed of trust, conveyance, f inancing statement, real estate 
m rtgage, pledge or security agreer. m t , and from time to time as any one or more 
thereof in order f u l l y to effectuate th lien and security interest granted hereby and 
the purposes and figreements herein set for th . 

10.10 Subrogation. To the extent t ha t any of the Indebtedness 
represents funds u l i l i zed to satisfy any outs tanding indebtedness or ob l iga t ions 
secured by liens, r ights or claims against the Mortgaged Property or any part thereof, 
the Bank shall be subrogated to any and a l l liens, r ights, superior t i t les and equities 
owned or claimed by the holder o f a n y such outstanding indebtedness or obl iga t ion so 
sat isf ied, however remote, regardless of whether said liens, r ights , superior t i t les and 
equit ies are by the holderts) thereof assigned to the Bank or released. 
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1 0 . i l Usury Savings, ln no event shal l any provis ion uf th i s 
instrument, the Credit Agreement, the Note, or any other instrument evidencing or 
securing the Indebtedness ever obligate Mortgagor to pay or allow the Bank to collect 
interest on the Note ar any other ir 'ebtedness secured hereby at a rate greater than 
the maximum non usurious rate permitted by applicable law (herein referred to as 
the "Highest L a w f u l Rate"), or obligate Mortgagor to p«y any amounts that would be
held -i leemed to constitute interest under applicable law which, when added to the 
inter.. st payable on the Note or any other notes secured hereby, would be held to 
consti ete the payment by Mortgagor of interest at a rate greater than the Highest 
Lawful hate; and this provision shall control over any provision UJ the contrary. To 
the extent he Highest Lawfu l Rate is determined by reference to th. laws of the 
State of Texas, same shall be determined by reference to the indicated (weekly) rate 
ceiling las delinee and described in Texas Revised Civ i l Statutes Art ic le 5069-1.04, as 
amended) at the applicable time in effect. 

Wi thou t l i m i t i n g the generality o f the foregoing, in the event the matur i ty 
o f a l l or any p a r t o f the principal amount of the Indebtedness shall be accelerated for 
any reason, then such principal amount so accelerated shall be credited w i t h any 
interest theretofore paid thereon in advance and remaining unearned at the time of. 
such acceleration. If , pursuantto the terms o f t h i s instrument, the Credit Agreement 
or the Note, any ' inds are applied to the payment of any pa r to f the principal amount-
o f t h e In lebtedi -ss prior to the ma tu r i ty thereof, then (a) any interest which would 
otherwise thereafter accrue on the principal amount so paid by such application shall 
be canceled, and (b) the Indebtedness remaining unpaid after such application shall 
be credited w i t h the amount of a l l interest, i f any, theretofore collected on the 
principal amount so paid by such application and remaining unearned at the date of 
said application; and i f the funds so applied shall be sufficient to pay in f u l l a l l the 
Indebtedness, ther the Bank shall refund UJ Mortgagor all interest theretofore paid 
thereon in advance and r ema in ing unearned at the t ime of such acceleration. 
Regardless of any other provision in this ins t rument , or i n any of the w r i t t e n 
evidences of . i ie Indebtedness, Mortgagor shal l never be required to pay any-
unearned interest on the Indebtedness or any portion thereof, and shall never be 
required to pay interest thereon at a rate in excess of the Highest L a w f u l Rate 
construed by courts having competent jur isdic t ion thereof. I t is fu r the r agreed that, 
without l i m i t a t i o n of the foregoing, a i l calculations of the rate of interest contracted 
for, charged or received by the Bank under the Note held by i t , or under the Credit 
Agreement or the other Loan Documents, made for the purpose of d e t e r m i n i n g 
v/hether such rate exceeds the Highest L a w f u l Rate applicable to the Bank shall be 
made, to the extent permitted by usury laws applicable UJ the Bank (now or hereafter 
enacted), by amort iz ing, prorat ing and spreading in equal parts d u r i n g the period of 
the f u l l stated term of the Loans evidenced by the Note al! interest at any t ime 
contracted for, charged or received by the Bank in connection therewi th . 

10.12 Professional Fees. To the extent not prohibi ted by applicable 
law, Mortgagor w i l l pay a l l costs and expenses and reimburse the Bank for any and 
a l l reasonable expenditures of every character incurred or expended f rom time to 
t ime, regardless of whether or not a de fau l t sha l l have occurred hereunder or 
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otherwise in connection herewi th , in connection w i t h the Bank's e v a l u a t i n g , 
monitoring, admin is te r ing and protecting the Mortgaged Property or any part 
thereof, and creating, perfecting and realizing upon the Bank's security interests in 
and liens on the rMortgaged i 'roperty or any part thereof, and all reasonable costs and 
expenses r e l a t i n g theo-to, i n c l u d i n g , w i t h o u t l i m i t a t i o n , a l l appra i sa l fees, 
consulting fees, f i l i n g fees, taxes, erage fees and commissions, fees incident to 
security interest, lien and other t .le searches and reports, escrow fees, attorneys' 
f.es, legal expenses, court costs, auctioneer fees and expenses, other fees and 
expenses incurred in connection w i t h l iquidation or sale of Mortgaged Property and 
al l other professional fees. Any amount to be paid hereunder by the Mortgagor to the 
Bank and, to the extent not prohibited by applicable law, shall bear interest f rom ten 
(10) days fo l lowing demand by the Bank unt i l paid at the Default Rate. 

10.13 Indemnification. Mortgagor w i l l defend, at its own cost and 
expense, and hold the Bank harmless from, any action, proceeding or claim affect ing 
the Mortgaged Property or this instrument, and a l l costs and expenses incurred by 
the Bank in protecting its interests hereunder in such an event inc luding a l l court 
costs and reasonable attorneys' fees) shal! be borne by Mortgagor. This Section 10.13 
shall not apply to actions, proceedings, or claims accruing as a result of actions taken 
or not taken by the Bank, its agents, employees or representatives, after the date tha t , 
the Bank either (i) acquires ownership o f the Mortgaged Property by foreclosure or a 
deed or other conveyance in l ieu of foreclosure or ( i i ) takes possession of t h e -
Mortgaged Property and commences to hold, use, administer, manage and operate 
the same pursuant to Section S.12 hereof. 

10.14 Future Appraisals. A t any time and f rom time to t ime af ter the 
recurrence of a Defaul t and du r ing 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 prompt ly upon 
request. Any such costs which are not paid to the Bank by Mortgagor w i t h i n ten (10) 
days after such request shall bear interest from the date ofsuch request to the date of 
payment at the Defaul t Rate. Addi t iona l ly , any funds advanced by the Bank in 
connection w i t h any such appraisal shall become a part of the Indebtedness and shall 
be secured by this Deed of Trust . A t any time and f rom time to t ne hereafter, 
regardless of whether or not a Defaul t has occurred and is cont inuing, the Bank in its 
discretion and at its expense may require an appraisal o f t h e Mortgaged Property, the 
Collateral on any par t thereof by a professional appraiser o f t h e Bank's selection. 

10.15 Separability. I f any provision hereof or of the Note is i n v a l i d or 
unenforceable i n any jurisdiction, the other provisions hereof or uf the Nate shall 
remain in f u l l force and effec f in such jur isdict ion, and the remaining provisions 
hereof shall be l ibe ra l ly construed in favor of the Trustee r.nd the Bank in order to 
effectuate the p r o v i s i o n ' reof, and the inval id i ty of an / provision hereof i n any 
jurisdict ion shall not atieet the va l i d i t y or enforceabili t ' ' such provision in any 
other jur isdict ion >y reference hereir ntained to e or law of a state i n 
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which no part t-i'the Mortgaged Property is situated shall be deemed inapplicable to, 
and not used i n . the interpretation hereof. 

I ' h l 6 Rights Cumulat ive. Each and every right, power and remedy-
herein given to the Trustee or the Bank shall be cumulative and not exclusive; and 
every right, power and remedy whether specifically herein give or otherwise 
existing may be exercised from time to time, and so. often and in such rder as may be 
deemed expedient by the Trustee or the Bank as the case may be. and he exercise, or 
the beginning o f t h e exercise, o f a n y sucli right, power or remedy sha not be deemed 
a waiver ol th . r ight to exercise, at the same time or thereafter, ny other r ight , 
power or remedy. No delay or omission by the Trustee or the Bank 1 the exercise of 
any right, power or remedy shall impair any such r ight , power or r medy or operate 
as a waiver th *feof or ofany other r ight , power or remedy then or thereafter exist ing. 

10.17 Binding EQ ct. This instrument is binding upon Mortgagor 
and Mortgagor's successors and assigns and shall inure to the benefit of the Trustee, 
his successors nd assigns, the Bank, its successors and assigns and the provisions 
hereof shall l ikewise constitute covenants running wi th the land. 

.18 Article and Section Headings. The article and section headings, 
m this ins t rument are inserted for convenience and shall not be considered a part of 
this ins t rument or used in it.- interpretat ion. 

10.19 Counterpar ts . Th i s i n s t r u m e n t may be executed i n any 
number of counterparts, each of which shall for all purposes be deemed to be an 
original , and a l l of whicb are identic i except that, to facil i tate recordation, i n any 
particular count rpar t portions of E x h i b i t A which describe properties situated in 
counties other than the county in which such counterpart is to be recorded may have 
been omitted. 

10.20 Notices. Any notice, request, demand or other i n s t rumen t 
whicli may be required or permitted to be given or served upon Mortgagor shall be 
sufficiently given when mailed by cert i f ied mai l , re turn receipt requested, addressed 
to Mortgagor at the address shown below the signatures at the end of this Deed of 
Trust or to such d i f fe ren t address as Mortgagor shall have designated by wr i t t en 
notice received by the Bank or the Trustee. 

10.21 Amendments, Modi f ica t i " ' md Waivers, etc. This ins t rument 
may be amended, modified, revised, discharged, released or terminated only by a 
wri t ten ins t rument or instruments executed by Mortgagor and the Ba k, but w i thou t 
the joinder of the Trustee which shall not be r e t i r e d . Any alleged amendment, 
revision, discharge, release or te rminat ion which is not so documented shall not be 
effective as to any party. No waiver o f a n y provision of this Deed of Trus t nor consent 
to any departure by Mortgagor therefrom shall in any event be effective unless the 
same shall be i n w r i t i n g , and then such waiver or consent shell be effective only in 
the specific instance and for the purpose for which given. 
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10.22 Survivn! uf Agreements. All representations and warranties .f 
Mortgagor herein and all covenants and agreements herein net fully and finally 
performed before the effective date or dates of this Deed of Trust shail survivf such 
date or dates. " A l l jvenants and obligation.-; in this Deed ofTrust are intended oy the 
parties to be, and shall be construed as. -a ven ants running with the Lai ids 

10.'23 Governing Law. THIS DEED OK TRUb «, tNC LUS y iNG IN 
PARTICl LAR ANY PROVISION O! THIS DEED OE TRI. SI RELATING TG 
THE CREA TION, EXIS TENCE OR V A L I D I TY OE T H E I N D E B T E D ! CES^ 
AND ' I i l i - : O B L I G A T I O N S CONTAINED HEREIN S H A L L iiK D^Ki."! -D 
CONTRACTS ANI) INSTRUMENTS MADE UNDER T?sK LAW'S ( j i ; ' ;<.; 
STATE OE TCXAS AND SHALL RE CONSTRUE' A M ) EN^OiC: EP l - i 
ACCORDANC E WITH ANI) GOVERNED BY THE S: d ST A NT. %'F "-- ? O F 
'THE A TE OE TEXAS AND THE A P P L I C A B L E LAWS OE T H E UNITE!) 
STATES OE A M E R I C A , 
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IN WITNESS WHEREOF, Mortgagor has executed or caused to be 
executed this , Deed of Trust, Assignment of Production, Security Agreement and 
Financing Statement in multiple originals on the 22nd day of April , 1991. 

The address of the 
Mortgagor. Debtor is: 

811 Dallas Street 
Suite 800 
Houston, Texas 77002 

STATEOFTEXAS 

COUNTY OF HARRIS 

MORTGAGOR: 

SMITH OEESHORE 
EXPL ORA' IT O N COMP 

By: _ 
Name: Lester H. Smith 
Title: President 
Tax Identification Number: 76-Q209404 

This instrument wao acknowiedged before me on Apri l _22_, 1991 by-
Irster 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: 
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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 I , 1987, from the United States of America, 
as Lessor, to Apache Corporation, et ah, as Lessees, covering all of Block 650* 
Matagorda Island 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 ah, as Lessees, covering all of Block 671 
Matagorda Island Area, Texas OCS Leasing Map No. 4, which interest entitles 
Mortgagor to a 7.54649% net revenue interest in all wells drilled in Block 671. 

3. An undivided 9.44799% interest in the record title to that certain Oil and Gas 
Lease OCS-G 10198, effective December 1, 1988, frcm the United States of America, 
as Lessor, to Apache Corporation, et ah, as Lessees, covering all of Block 672* 
Matagorda Island Area, Texas OCS Leasing Map No. 4, which interest entitles 
Mortgagor to a 7 ^4649% net revenue interest in all wells drilled in Block 672. 

noo r . A n u n d i v i d e d 22.91667% int est in the operating rights before well payout in" 
OCS-G 6045 Well No. 2, and an undivided 18.80342% iterest in the operating rights 
after well payout : n OCS-G 6045 Well No. 2, to that certain Oil and Gas Lease OCS-G 
6045, efTective October 1, 1983, from the United States of America, as Less - to 
Corpus Christi Exploration Company, as Lessee, covering a l l of Block oo l 
Mr agorda Island Area, Texas OCS Leasing Map No. 4, INSOFAR AND ONLY 
L JFAR ar said operating rights cover the depths above 13,000 feet (true vertical 
depth) benea h mean sea level which interests entitle 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. 



EXHIBIT 3.7 to 
Mortgage 

Gas Imbalances 
as of February 28, 1991 

Over/(Under) Produced 

Cumulative 
Balance 
in MCFs 

Matagorda Island Block 650 

Matagorda Island Block 651 

13,549 

30.342 

43.891 




