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August 1July 27, 2000



Hanson Production Company
6363 Woodway, Suite 600
Houston, Texas  77057
Houston, Texas  

Re:	Letter of UnderstandingLetter of Understanding
	
East Sour Lake Project Area
	Hardin County, Texas

Gentlemen:



Pending the preparation and execution of definitive agreements, this letter will confirm our understanding regarding the proposed participation by Enron North America Corp. or its designee ("ENA") in certain recompletion operations and drilling and completion operations and the acquisition byEnron North America Corp. (hereinafter "ENA", which term shall include any designee)  ENA from Hanson Production Company (“Hanson”) of interests in (i) certain understands that Hanson Production Company and its working interest partners (“Hanson”) have farmed-in certain oil, gas and mineral properties, located in the East Sour Lake Field, Hardin County, Texas (the “Properties”), acquired or to be acquired by Hanson from oil and gas reserves, leasehold and acreage interests attributable to properties and related interests owned by the Adobe Energy, Inc. Bankruptcy Estate (the “Adobe Estate”), and (ii) contractual rights of Hanson to earn and acquire additional interests in the Properties (collectively, the “Transactions”) in accordance with the terms and conditions set forth in this letter in the East Sour Lake Field located in Hardin County, Texas as (the “Properties”).,  The Properties are more fully described in the attached Term SheetExhibit A.  ENA and Hanson are sometimes herein collectively referred to as “PartiesParties” and individually referred to as “PartyParty” herein.

In connection therewith, Hanson (“Seller”) and ENA will endeavor to reach definitive agreements which contemplate Hanson assigning certain working interests in the Properties to ENA (“Buyer”) in exchange for Buyer (a) participating in certain operations in Well No. 2 (as described below) and (b) agreeing to participate in the drilling and completion of a Well No. 3 (as described below), otherwise to be structured in accordance with the initial terms and conditions set forth in this letter (“Transaction”). As a condition to Closing, ENA has requested Hanson dedicate its existing oil and gas production attributable to the Properties to ENA as further described herein.  The dedication of all of the oil and gas production attributable to Properties is conditioned upon the closing the Transaction.

1. Term Sheet.  The Transactions shall be made in accordance with this letterletter  and and the the Term Sheet attached hereto as Attachment “(“Attachment A”),” which is by this reference incorporated into and maattached hereto and made a part of this letterLetter of Understanding. 
2. To the extent there is any conflict between the Term Sheet and thisLetter of Understanding, the Letter of Understanding shall control.
3. 
[bookmark: TermDate][bookmark: TermDate%13fillin]2.	Definitive Agreements.  The PartiesParties shall endeavor to incorporate the terms and conditions expressed in this letterLetter of UnderstandingLOIU in mutually acceptable definitive agreementsts (the “Definitive Agreements”) no later than August 20, 2000 (the “Closing Date”).  In the event the Buyer and the Seller Parties are unable to execute the Definitive Agreements by the Closing Date, this letter letterLOIU shall be deemed to have terminated, and neither Party the Buyer nor the Seller shall have any further obligation to the other, except as provided in paragraphss 3 and 4, which obligations shall survive the termination of this letter letterLOIU.

3.	Confidentiality.  The existence of this letter  letter and its contents are intended to be confidential and are not to be discussed with or disclosed to any third partyparty, except (i) with the express prior written consent of the other Pparty to this letter letter, (ii) as may be required or appropriate in response to any summons, subpoena or discovery order or to comply with any applicable law, order, regulation or ruling, or (iii) as the  Buyer and the SellerParties, or their designees, reasonably deem appropriate in order to conduct due diligence or title or other investigations relating to the proposed Transactions.


4.  Expenses.  Each Party shall be responsible for paying all of its own legal fees, professional fees and other transaction costs incurred in the evaluation and negotiation of the proposed Transactions and the Definitive Agreements, whether or not the Transactions close. This paragraph 4 is intended to be in addition to the provision outlined in paragraph 3.


  Move to term sheet.
55.	Non-binding Nature.  Except as to the provisions of paragraphs 3 and 4 hereof (which provisions are is enforceable against the partiesParties to this letter in accordance with theirits  terms), the PartiesParties to this letter understand and agree that (i) this letter letter  sets forth the PartiesParties’ current general understanding of agreements terms and conditions which may be set out will be set out in a binding fashion in the Definitive Agreements to be executed at a later date and (ii) this letter letter does not create and is not intended to create a binding and enforceable contract between the PartiesParties or a duty on the part of either PartyParty to negotiate in good faith toward a binding contract, and may not be relied upon by any PartyParty as the basis for a contract by estoppel or otherwise, but rather evidences a non-binding expression of understanding to endeavor, without obligation, to negotiate the mutually agreeable mutually agreeable Definitive Agreements.  The consummation of the Transactions is conditioned upon, among other things, internal approvals of the Parties, which approvals have not yet been obtained, and  the satisfactory results , as determined in the sole discretion of ENA of a due diligence review to ENA’s satisfactionby ENA of the Properties  and all other aspects of the Transactions, which due diligence review has not yet been conducted, and upon the favorable resolution by the PartiesParties of certain other issues.

66.	No Oral Agreements.  Subject to the foregoing, this letter Letter of Understanding sets forth the conditions under which the PartiesParties’ understanding as of  agree to pursue a possible Transaction, and, as of this date, and there are no other written or oral agreements or understandings among the Pparties.

If the terms and conditions of this letter are in accordance with your understanding, please sign and return the enclosed counterpart of this document on or before August 10, 2000, after which date, if not signed and returned, this letter shall be null and void.

Sincerely,

ENRON NORTH AMERICA CORP.  		 
this ____ day of ______, 1998, by: 	



By:  ___________________________
       C. John Thompson
       Vice President



CONFIRMED this ____ day of August, 2000, by:



If the terms and conditions of this letter are in accordance with your understanding, please sign and return the enclosed counterpart of this letter on or before August 10, 2000 after which date, if not signed and returned, this letter shall be null and void.

Very truly yours,

ENRON NORTH AMERICA CORP.

By:		
Name:		
Title:		


	
CONFIRMED AND AGREED TO
this ____ day of ______, 1998, by:


HANSON PRODUCTION COMPANY

By:	____________________________
Name:  ____________________________
Title:    ____________________________
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Attachment “A”

0

HANSON PRODUCTION COMPANY (“Hanson”)

Summary of Terms and Conditions

East Sour Lake Project (needs to be described with a plat)


· Well No. 2:	Hanson has earned an undivided 50% working interest with a __% net revenue interest in Well No. 2 unit by performing a recompletion operation.  ENA would commit to fund one half of the actual costs of recompleting and equipping the well, up to a maximum of $_________ (one half of the $_______ AFE).  In exchange, ENAHanson would be entitled to will assign an undivided 25% working interest in Well No. 2the Well No. 2 unit to ENA .for a purchase price equal to 50% of its actual costs involved in recompleting and equipping said well  If the costs attributable to recompleting and equipping the well exceed $______, each Party shall have the right to discontinue funding the operation.  If one Party elects to continue funding the operation, the interest earned by ENA in the Well No. 2 unit would be adjusted based on the total amount of capital contributed by each Party to the operation. at Closing..  ENA and Hanson will each thereafter own a 25% working interest in Well No. 2 unit..  At such time that the costs attributable to the recompletion reach$321,000 (current AFE), each party shall have the continuing right to discontinue its capital contributions to said operation.  If only one Party elects to continue the operation by expending 100% of the dollars necessary to complete the operation, then in such event, the interest of the Parties in Well No. 2 and the net revenues attributable thereto shall be adjusted based on the total amount of capital contributed by each party to the recompletion operation. (This overrun provision may not be necessary since Hanson has nearly completed the recompletion and the actual costs are known)

· Well No. 3:	Under terms of certain agreements between Adobe Estate and Hanson (“Adobe Agreements”), Hanson has the right to earn a 77.5% initial working interest with a __% net revenue interest from the Adobe Estate in an additional well (“Well No. 3”) by funding 100% of the drilling and completion costs of such well.  Once Hanson recoups its actual drilling and completion costs from cumulative net revenues (“Adobe Ppayout”), the Adobe Eestate’s carried working interest increases from 22.5% to 35.0%, and Hanson’s working interest decreases from 77.5% to 65.0%.

At closing, Hanson will assign ENA 80% of ENA would agree to fund 90% and Hanson would agree to fund 10% of the actual drilling and completion costs of a dual completion in the EY-4 and EY-5 sands of Well No. 3, up to the AFE amount of $2.5MM.  In exchange, ENA would be entitled toits initial 77.5% working interest in its leasehold interest covering the proposed unit for the Well No. 3 location..  As a result, ENA will be assigned  an n initial undivided working interest of ~62.0% before Adobe Payout, reducing to an undivided working interest of (~ 52.0% after Adobe Ppayout).  Hanson would retain an undivided working interest of 15.5% before Adobe Payout, reducing to an undivided working interest of 13% after Adobe Payout. 

Upon the occurrence of Payout 1 (defined below),  ENA and Hanson will respectively fund 90% and 10% of the actual drilling and completion expenditures necessary to attempt a dual completion in the EY-4 and EY-5 sands of Well No. 3 up to the an AFE amount of $2.5MM.  ENA will receive its share of Well No. 3 net revenues until Payout 1 is reached ENA’s interest in Well No. 3 would be reduced to 46.5% working interest if Payout 1 occurs before Adobe Payout, or to a 39.0% working interest if Payout 1 occurs after Adobe Payout; and Hanson’s interest in Well No. 3 will increase to a 31% working interest if Payout 1 occurs before Adobe Payout, or to a 26% working interest if Payout 1 occurs after Adobe Payout.

.  “Payout 1” will be defined ast the point in time when ENA has received aggregate net revenues attributable to Well No. 3 and Well No. 1 (discussed below) equal to the greater of 1.15 times its actual undiscounted funds advanced for operations on Well No. 3capital contributions or or a 15% IRR compounded monthly on its funds advanced for operations on from both Well No. 3 and Well No.1 (as described below).  Upon Payout 1, ENA’s working interest in Well No. 3 will be reduced to a 46.5% after payout working interest (~39.0% after Adobe payout).  Accordingly, Hanson will retain 20% of the 77.5% before Payout 1 working interest (an initial working interest of ~15.5%) until ENA attains Payout 1, after which Hanson will increase its after Payout 1 working interest to 40% of the 77.5% working interest (~31.0% working interest before Adobe payout, ~26.0% after Adobe payout).


In the event the cost of drilling and completing Well No. 3 exceeds 110% of the AFE amountcosts attributable thereto, ENA and Hanson will respectively pay 80% and 20% of the costs exceeding 110% of the AFE such amount.  At such time as the cost of drilling and completing Well No. 3 exceeds 130% of the AFE amountcosts attributable thereto, either PartyParty shall have the continuing right to discontinue fundingits capital contributions to said the operation.  If only one PartyParty elects to continue the operation by expending 100% of the costs necessary to complete the operation, then in such event, the interest of the PartiesParties in Well No. 3 and the net revenues attributable thereto shall be adjusted both before and after Payout 1 based on the total amount of capital contributed by each PartyParty to the drilling and completion of Well No. 3..

· Well No. 1
Adobe Claim:  	Under the Adobe Agreements, Hanson has the right to earn a 50% back-in working interest with a __% net revenue interest  in Well No.1 at such time that certain of the classes of creditors are paid in full.  Accordingly, Hanson wouldill initially assign to ENA 80% of its rights to earn thea back-in working interest in Well No.1, entitling ENA to the rights to earn a 40% back-in working interest in Well No. 1 and.  As a result, Hanson will initially retain rights to earn a 10% back-in working interest in Well No. 1.  To the extent that such back-in generates net revenues, such cash flow will be included in the Payout 1 calculation as described above.   ENA’s interest would be reduced to a 30% working interest and Hanson’s interest would be increased to a 20% working interest upon the occurrence of Payout 1.   IfIn the event that Payout 1 has occurredbeen already been reached  prior to the time Hanson’s back-in interest would vest under the Adobe Agreementsor at the point in time that Payout 1 is reached, the ENA would be assigned a 30% working interest in Well No. 1, and Hanson would retain a 20% working interest. assignment will be adjusted to reflect a 30% back-in working interest in Well No. 1 and Hanson’s will be adjusted to reflect a 20% back-in working interest. 	 


· Additional Wells:	Hanson and ENA will enter into an Area of Mutual Interest (“AMI”) acceptable to ENA covering the East Sour Lake Field area.  In the event that acquisition of any oil and gas property interest and/or the drilling of wells are proposed by either partyParty in the AMI, Hanson and ENA shall have the right to participate therein up to a 40% and 60% interest, respectively. The funding of the drilling and completing of such operation shall be on a pro-rata basis based on the actual interests of the partiesParties and the net revenues resulting therefrom shall be shared on the same proportionate basis.  Should either partyParty elect not to participate in the drilling of an additional well, it shall forfeit any and all rights in and to such well and the unit established for such well...  The AMI would apply only to the parties to the agreement and would not be binding upon affiliates of the parties or be applicable to the provision of financing.

Conditional Partipation:

· Conditional
      Partipation:	The Adobe Estate owns a 100% working interest in Well No. 1, a 50% carried working interest in Well No. 2, and a 22.5% before payout and 35.0% after payout interest in Well No.3.  The Adobe Estate consists of several classes of creditors that are owed approximately $8.0MM.  Adobe Energy, Inc. is the debtor.  It is anticipated that after closing, ENA and Hanson will jointly negotiate to purchase some or all of the claims from the various ppartiesarties in the Adobe Estate.  

In the event that an acceptable purchase price can reached with some or all of the pvarious partiesarties in the Adobe Estate, , ENA and Hanson may jointly pursue a purchase of all or a part of the creditor’s claims and Adobe’s common equity currently held in the Adobe Estate (collectively, the “Claims”), with. Concurrent with the closing of such purchase(s), , ENA will enter into a participation agreement with Hanson that will provide for ENA to purchase ENA funding  90% and Hanson fundingto purchase a  10% of the purchase price (the “Purchase Price”) interest in the acquired claims.  Neither ENA nor Hanson will have any obligation to participate in the purchase of the Claims any claims at any time. 

If the Cclaims are purchased by ENA and Hanson as provided above, ENA will receive 100% of net revenues attributable to its interestsfrom its claims in the Adobe Estate until Payout 2 occursis reached.  “Payout 2” will be defined at the point in time when ENA has received net net revenues equal to the greater of 1.15 times the portion of the Purchase Price funded by ENA plus any capital expenditures funded by ENA with respect to the property interests acquired in connection with the Claimsits actual undiscounted capital contributions or a 15% IRR compounded monthly on such amounts.  Upon the occurrence of Payout 2, ENA will receive 85% of net revenues attributable tofrom ENA’s 90% ownership interest in the C such claims.  Accordingly, Hanson will receive none of the net revenues associated with the ClaimsENA’s 90% ownership interest until the occurrence ofENA attains Payout 2, after which, if Hanson has participated in the purchase of the Claims as described above, Hanson will receive 15% of the net revenues attributable thereto.  Therefore, after Payout 2, the ownership of the purchased Cclaims will be ENA 76.5% and Hanson 23.5%.  In the event that Hanson does not purchase 10% of the claims, Hanson will not be entitled to earn any interest as described under Payout 2.

Effective Date:	The effective date of the Transactions would be at 7:00 a.m. on _____________, 2000.
 (the “Effective Date”).

Closing Date:	The closing date of the Transactions would be at 7:00 a.m. on August 20, 2000.

Conditions
to Closing:	
As set forth below, plus additional conditions precedent that are standard, including but not limited to:

1. Negotiation and execution of Definitive Documents, that may include, but not be limited to, a purchase and sale agreement, participation agreements and assignments;
 
2. ENA and its representatives shall be entitled to examine and copy Hanson’s records with respect to the Adobe Estate and the Properties, including, but not limited to, bankruptcy documents and all lease files and property records, operating agreements, documents of title, records and reports pertaining to environmental issues, production reports, and all financial, accounting, engineering, operational, geological, geophysical and other records, and all other contracts, agreements and documents relating to the Properties or the gathering treating, processing or marketing of production therefrom or attributable thereto (collectively “the Records”);

  
3. No material misstatement of fact contained in the information provided by Hanson, and there shall be no facts that would make such information materially misleading;
4. Hanson's representations and warranties in the Definitive Documents shall be true and correct;

There shall be no litigation restraining, enjoining or prohibiting Hanson from consummating the Transaction;
5. Delivery to ENA of an environmental audit of the Properties conducted by a third party environmental consulting firm acceptable to ENA, with results acceptable to ENA;

6. state and Hanson;
7. Receipt of evidence satisfactory to ENA of insurance coverage in types and amounts acceptable to ENA;

8. Delivery of electric logs, completion and production testing information to ENA’s satisfaction with respect to Well No. 2;

9. 
10. Negotiation and execution of long-term agreements to purchase all oil and gas production attributable to, but not limited to, the AMI (or if such production is already dedicated to other parties, upon expiration of such dedication, an agreement with Hanson to dedicate);

11. Negotiation and execution of an Area of Mutual Interest (“AMI”) encompassing the area depicted on the plat attached as Exhibit B to this Term Sheet.  The AMI will become effective as to any interest acquired or contracted from or after the Effective Date; and


12. Such other conditions as warranted by results of ENA due diligence review or legal review of structure of transaction.

Representations
and Warranties:	Standard, including but not limited to the following:

1)  Hanson is duly organized and existing and has authority to enter into the contemplated transactions;

2)  Enforceability of Definitive Documents;


3)  Hanson has good and marketable title to the Properties, free and clear of liens, claims and encumbrances; At closing, the interest in the Properties subject to the Transaction would be conveyed to ENA with good and marketable title, free and clear of all liens, encumbrances, mortgages and other burdens;

4)  Compliance with applicable laws, rules, and regulations; 

5)  , including with respect to tax, ERISA, securities, environmental, labor, and other matters;
6)  No litigation by or against Hanson except as disclosed and acceptable to ENA;

7)  Maintenance of insurance coverage as required;

 
8)  Representations as to authorities, environmental, regulatory and other matters; 

9)  All information, reports and other data furnished by Hanson to ENA were accurate when delivered and did not omit to state any material facts necessary to make the information contained therein not misleading; and


10)  Other reasonable and customary representations and warranties as may be required by ENA.

Assignability:	ENA may, without consent of Hanson, sell, assign, transfer, pledge, grant a security interest in, and mortgage all or any portion of its interest in the Properties or its rights under the Definitive Agreements.


Choice of Law:	The Definitive Documents will be governed by the laws of the State of Texas.

Arbitration of
Disputes:	Disputes arising under the Definitive Documents shall be submitted to mandatory binding arbitration.



THIS SUMMARY OF TERMS AND CONDITIONS IS ATTACHMENT “A” TO A LETTER OF UNDERSTANDING DATED AUGUST 1, 2000, AND IS NOT TO BE CONSIDERED SEPARATELY THEREFROM.  EXCEPT AS SET OUT IN THE LETTER OF UNDERSTANDING, THE LETTER OF UNDERSTANDING AND THIS ATTACHMENT "A" ARE NOT INTENDED TO BE COMPLETE AND ALL-INCLUSIVE OF THE TERMS OF THE PROPOSED TRANSACTIONS, NOR DOES THE LETTER OF UNDERSTANDING OR THIS ATTACHMENT "A" CREATE A BINDING AND ENFORCEABLE CONTRACT BETWEEN OR COMMITMENT OR OFFER TO ANY PARTY OR PARTIES.  THIS SUMMARY OF TERMS AND CONDITIONS IS NOT AND DOES NOT PURPORT TO BE COMPLETE AND ALL-INCLUSIVE OF THE TERMS OF THE PROPOSED TRANSACTIONS, AND DEFINITIVE DOCUMENTATION MAY INCLUDE DIFFERENT OR ADDITIONAL TERMS AND CONDITIONS AS THE PARTIES MAY AGREE.


Exhibit A


ATTACH PROPERTY SCHEDULE LISTING LEASES, WELLS, BPO/APO WI/NRIs




Exhibit B

ATTACH PLAT SHOWING AMI BOUNDARIES

Immediately following the execution of the Letter of Understanding by the Parties hereto, ENA and all of  its representatives shall be entitled to examine and copy all of Hanson’s records with respect to the Properties, including, but not limited to, all lease files and property records, operating agreements, documents of title, records and reports pertaining to environmental issues, production reports, and all financial, accounting, engineering, operational, geological, geophysical and other records, and all other contracts, agreements and documents relating to the Properties or the gathering treating, processing or marketing of production therefrom or attributable thereto (collectively “the Records”).  

ENA agrees to maintain as confidential all information obtained by it from examining the Records prior to closing of the Transaction.  In addition, Hanson shall grant ENA and all of its representatives access to the Properties and the right to observe operations and inspect any equipment, improvements, fixtures and other personal property located therein and thereon and conduct an environmental assessment and inspection thereof.  Hanson agrees to fully disclose to ENA all knowledge in its possession regarding any and all matters affecting the Properties which a reasonably prudent purchaser of the Properties would want to know.

The Parties will create and adopt an Area of Mutual Interest (“AMI”) encompassing the area depicted on the plat attached as Exhibit B to this Term Sheet.  The AMI will become effective as to any interest acquired or contracted for after the Effective Date.

Hanson agrees that, until closing, it will not directly or indirectly enter into any agreements regarding, or encourage, solicit, or entertain any other offers, inquiries or proposals for the purchase of the Properties.

The Parties agree that ENA may sell, assign, transfer, pledge or grant a security interest in the Letter of Understanding and the Definitive Agreements to any affiliate of ENA.  

The Parties shall each bear their own costs and expenses incurred in connection with the Letter of Understanding, with all due diligence review performed in connection with the Transaction and the negotiation of the Definitive Agreements.

At closing, the interest in the Properties subject to the Transaction would be conveyed to ENA with good and marketable title, free and clear of all liens, encumbrances, mortgages and other burdens.



The closing of the Transaction is expressly conditioned upon ENA’s completion, to its satisfaction (determined in its sole discretion) of its due diligence review concerning the Transaction.  

Following the execution of the Letter of Understanding, the Parties will begin negotiating the terms of the Definitive Agreements.  The Definitive Agreements would contain all conditions, representations, covenants and other terms deemed necessary or desirable by ENA and Hanson.  ENA will use reasonable efforts to submit to Hanson an initial draft of the Definitive Agreements within 10 days following the execution of the Letter of Understanding and the Parties will use reasonable efforts to negotiate the Definitive Agreements within 20 days following submission of the initial draft of the Definitive Agreements.  Notwithstanding anything herein provided to the contrary, neither Party shall have any obligation close the Transaction unless and until binding Definitive Agreements have been negotiated, approved and executed by ENA and Hanson.  


The Parties agree that the Letter of Understanding shall be construed in accordance with the laws of the State of Texas, except its choice-of-law rules.



END OF PAGE

  CONDITIONS TO CLOSE TO BE DESCRIBED IN THE DEFINITIVE AGREEMENTS.


.SEE ABOVE.


 SEE ABOVE.
  ARBITRATION TO BE ADDRESSED IN THE DEFINITIVE DOCUMENTS.

Exhibit A

27, 2000, by and between the parties hereto


The PropertiesATTACH PROPERTY SCHEDULE LISTING LEASES, WELLS, BPO/APO WI/NRIs


List out leases, wells, BPO/APO WI and NRI,s

 

Exhibit B

27, 2000, by and between the parties hereto

SEE ABOVE
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