BLAINE HESS OIL PROPERTIES

FACSIMILE TRANSMITTAL SHEET

TO FROM:

Ms. Sarah Williams Chris Anderson
COMPANY : PHONE NUMBER:

Sempra Oil and Gas (505) 623-5400
FAX NUMBER- FAX NUMBER:

(214) 706-0415 (505) 623-4916
PHONE NUMBER: ‘ DATE

(214) 706-0410 8/27/2002
RE: TOTAL NQ. OF PAGES INCLUDING COVER:

Mineral Interest in Section 23: 1

NW/4 of T-14-S, R-37-E,

N.M.PM.

O urGeNT O ror REVIEW O prease CoMMENT [ PLEASE REPLY O pLEASE RECYCLE

NOTES/COMMENTS:

Ms. Williams:

We wish to extend you a lease offer on the above minerals in Lea County, New Mexico. Our
records indicate Sempra owns approximately 32.4 net mineral acres, or 20.26% of 160.00 acres in
the NW/4 of Section 23. We are offering $75/acre on a paid-up lease with a three-year term. The
royalty is 3/16ths. Should you accept our offer, please contact me at the above telephone number
or by fax and I will prepare the lease on a NM-342 paid-up lease form and forward it to you for
your signature. Thank you.

Sincerely,

Chris Anderson
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POST OFFICE BOX 326
ROSWELL, NEW MEXICO 88202-0326
TELEPHONE (505) 623-5400



Blaine Hess
Oil Properties
Post Office Box 326
Roswell, New Mexico 88202-0326
(505) 623-5400
(505) 623-4916 facsimile
October 21, 2002

Ms. Sarah Williams

Sempra Energy Production Company
8235 Douglas Avenue, Suite 525
Dallas, Texas 75225

Re: W/2 of Section 23, T-14-S, R-37-E, NM.P.M.,
Denton Area, Tatum Basin Project
Lea County, New Mexico

Dear Ms. Williams:

Ocean Energy, Inc. hereby proposes the drilling of the Denton Canyon 23-1 Well in
the W/2 of Section 23, T-14-S, R-37-E, NM.P.M,, Lea County, New Mexico. The
well will be drilled to a depth of approximately 12,700 feet to test the Atoka
formation.

You have previously been extended an opportunity to lease your mineral rights and,
having not reached a lease agreement with you, we now request your participation
in the above described well. Your election to participate shall be evidenced by your
execution of an Authority for Expenditure and Joint Operating Agreement, naming
Ocean Energy, Inc. as operator, and payment of your proportionate share of the
drilling cost.

We would appreciate your notifying us as to your election on or before November
1, 2002, as we anticipate commencing the well in December 2002. Should you
respond affirmatively, Ocean Energy, Inc. will provide a Joint Operating
Agreement along with an invoice for your drilling cost.

Thank you for attention to this matter. Should you have any questions, please feel
free to contact me.

s truly, g

e

ine Hess
Bh/arh

Enclosure: AFE dated August 12, 2002
cc: Mr. Derold Maney, Ocean Energy, Inc.



EXPLORATION DRILL (DHC only)

OCEAN ENERGY, INC

REGION: Pertman AFE DATE: 8/12/2002 AFE NO: 4

FIELD: tiniton LEASE/WELL: Denton Canyon EST. START DATE 10/01/02

FROSPECT: [AESTIN WORK TYPE: Exploration ORIG. DEPT: Drilling

COUNTY/STATE: l.ea Co., New Mexico SURFACE LOC: 660’ FSL & 1,980° FWL

PROPERTY NO.: NA BTM HOLE LOC: Same DEPTH: 12700' MD 12700° TVD
OPERATOR: t)cean Energy Inc, GEOLOGIC OBJECTIVE: Wolfcamp, Atoka, Austin COORDINATOR: R.G. Trueheart

LEGAL DESCRIPTION:

Sec. 23, 7145' R37E

Neitt the Denton Canyon 23-1as an exploration well to 12,700 MD/TVD. The plan call for drilling a 17-1/2" surface hole to 450" and setting 13-3/8" casing. Then
drilling a 11" intermediate hole to 5,000 and setting 8-5/8" Casing. Then drilling a 7-7/8" production hole to 12,700'. The well will be evaluated by mud logs, DST's,
and wireling logs, and if suscessful 5-1/2 casing will be set and the well completed conventionaly with a packer and 2-3/8 tubing after stimulation. Chlorides to be

abnve 20.000ppm far wireline logs.

ACCOUNT DESCRIPTION DRILL Supplement COMPLETE Supplement TOTAL
221/222-010 [1.OCATION COSTS $39,500 $0 $0 $0 $39,500
221/ 222 -020 |RIG COSTS $300,000 $0 $15,000 $0 $315,000
221/222-025 |MOB / DEMOB RIG COSTS $80,000 $0 $0 $0 $80,000
221-027 TURNKEY $0 $0 SRR BB s $0
2217/ 222-030 |SHOREBASE SERVICES $0 $0 $0 $0 $0
221/222-040 [FUEL / LUBE / POWER / WTR $60,000 $0 $3,000 $0 $63,000
~_221-050 DIRECTIONAL SERVICES $0 $0 | oo S $0
__222-060 DOWNHOLE COMPLETION SERVICES : SO $0 $0 $0
221/ 222 - 070 _[FISHING $0 $0 $0 $0 $0
221/222 - 080 |CEMENT AND SERVICES $29,500 $0 $35,000 $0 $64,500
©222/222-090 |FORMATION EVALUATION $46,500 $0 $0 $0 $46,500
. 221-093 PEN HOLE LOG / LWD $50,000 $O [ e ot $50,000
221/ 222 -097 |CASED HOLE LOG / MECH WIRELINE $0 $0 $0 $0 $0
221/222-100 |TRANSPORTATION - LAND $15,000 $0 $10,000 $0 $15,000
221-103/222-105 | TRANSPORTATION - AIR $0 $0 $0 $0 $0
221-105/222-095 | TRANSPORTATION - MARINE $0 $0 $0 $0 $0
221/222-110 |BITS, REAMERS AND STABILIZERS $72,000 $0 30 30 $72,000
221/222-120 [EQUIPMENT RENTAL $75,000 $0 $2,800 $0 $77,800
221/222-130 |MUD / FLUIDS / CHEMICALS $125,000 $0 $0 $0 $125,000
221 /222-140 |[CONTRACT LABOR $56,000 $0 $11,000 $0 $67,000
221/222-160 |COMMUNICATIONS $6,000 $0 $300 $0 $6,300
221/222-170 [OVERHEAD $24,000 $0 $1,200 $0 $25,200
221/222-180 |INSURANCE $7,100 $0 $0 $0 $7,100
221/ 222 - 185 |CASING / TUBING / HMR / EQ & SERVICE $12,500 $0 $12,000 $0 $24,500
2217222 -200 |MISCELLANEOUS $2,000 $0 $0 $0 $2,000
221-210 P&A EXPENSE $0 $0 [ 1 S $0
221/ 222-220 |COMPANY LABOR $0 $0 $0 $0 $0
221 /222-230 |ENVIRONMENTAL $20,000 $0 $0 $0 $20,000
_221-240 DRILL SITE G&G $4,000 $0 $0 $0 $4,000
221/ 222-250 |WEATHER DELAY $0 $0 $0 $0 $0
o SUB-TOTAL INTANGIBLE $1,024,100 $0 $90,300 $0 $1,114,400
5100995 CONTINGENCIES 10% (D) 5% (S) $102,410 $0 $9,030 $0 $111,440
TOTAL INTANGIBLES: $1,126,510 $0 $99,330 $0 $1,225,840
T TUBULARS
e SIZE DEPTH FOOTAGE
Caisson $0 $0 $0 Jso ]
0.000 0 0 $0 $0 S
20.000 60 60 $2,100 $0
0.000 0 0 $0 $0
13.375 450 450 $6,700 $0
8.625 5000 5000 $68,000 $0
0.000 0 0 $0 $0 -
o 0.000 0 0 $0 $0 RATRIR
226 -010 TUBULARS - DRILLING $76,800 $76,800
0.000 o o RO Aoanee
5.500 12700 12700 :
0.000 0 0 R
227 -010 TUBULARS - COMPLETION | . R $105,700 $0 $105,70
226/227-020 |WELLHEAD EQUIPMENT $20,000 $0 $20,500 $0 $40,500
226 /227 - 030 |[DOWNNOLE EQUIPMENT $3,000 $0 $3,000 $0 $6,000
~227-050 LEASE SURFACE EQUIPMENT . BN $0 $0 $0
227 -080 VALVES, PIPES AND FITTINGS $0 $0 $0
. 227-100 ARTIFICIAL LIFT $0 $0 $0
227 -200 MISCELLANEOQUS . $0 $0 $0
227-210 FECOMPLETION TANGIBLES SRS S $0 $0
TOTAL TANGIBLES: $99,800 | $0 $129,200 $0 $229,000
DRY HOLE AND COMPLETION COSTS $1,226,310 $0 $228,530 $0 $1,454,840
TIME AND COST YO PRA: 1 days $50,000 <=== P&A time and cost not included in DHC estimate above
ESTIMATED DRILLING DAYS 40 COST/DAY $30,658 COST/FT $97
ESTIMATED COMPLETION DAYS 2 COST/DAY $114,265 COST/FT $17.99

Fnr Non-Operator only:

1 ELECT TO PARTICIPATE AND ACCEPT THE WELL CONTROL INSURANCE COVERAGE.

Ppprr ot

Appronoal

‘Tompany Name or Individual (PLEASE PRINT)

1 ELECT TO PARTICIPATE AND DO NOT ACCEPT THE WELL CONTROL INSURANCE COVERAGE.

Date

‘Company Name of Individual (PLEASE PRINT)

Date




20 STATES POSTAL SEaeCEi—_ N s ZrsiCiass.Mai
SN Semage 4 Tes ™
i = o ‘ - S~ oo
f:‘ (V‘ v L a=0
— ~—~—c
9T - *‘“f“f*"* ™~
* Sender: Please p ntyou’:Eyﬁe address—anmt I T this-moT v~
M
When, —
Slaine Hess 01l Properties
Post Cffice Box 326
Roswell, MM 88292-332%

Hll}l,ll'(“’l{”lI(ll’l”‘“lll“

232

SENDER: COMPLETE THIS SECTION

& Compiete items 1, 2, and 3. Also compiete
item 4 if Restricted Delivery is desired.

Print your name and address on the reverse
so that we can return the card to you.

Attach this card to the back of the mailpiece.
or on the front if space permits.

. Article Addressed ta:
Ms. Sarah Williams
Sempra Energy Production Compa
8235 Douglas Avenue, Suite 525
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COMPLETE THIS SECTION ON DELIVERY

A, Reei ase Print C/early) B Date f Oeliyer
/%/Py Ol I
ture
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E ] Addresse

D.Is dehvery address different from item 1?7 [ Yes

pallas’“'TX 75225

It YES, enter delivery address below:  [3 No
Yy )
>
3. Service Type
& Certified Mail . T Express Mail
O Registered I3 Return Receipt for Merchandise
O Insured Mail & coo.
4. Restricted Delivery? (Extra Fee) 0 Yes

2. Amcle Number (Copyofrarn service Iabel)
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PS Form 3811 ;;ﬁuly 1999
i *

U.S. Postal Service

Domestic Return Receipt

102595-00-M-0852

Ms.
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Sarah Williams;

Sempra Energy

Street, Apt. No.; or PO Box Na.
8235 Douglas Avenue; Suite 525
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(Domestic Mail Only; No Insurance Coverage Pravided)
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Blaine Hess
Oil Properties
Post Office Box 326
Roswell, New NMexico 88202-0326
(505) 623-5400
(503) 623-4916 facsiniile

October 25, 2002

Ms. Sarah Williams

Sempra Energy Production Company
8235 Douglas Avenue, Suite 525
Dallas, Texas 75225

Re: W/2 of Section 23, T-14-S, R-37-E, NMP.M,,

Denton Area, Tatum Basin Project

Lea County, New Mexico
Dear Ms. Williams:
In my letter of October 21, 2002, I said that “Ocean Energy, Inc. hereby proposes
the drilling of the Denton Canyon 23-1 Well in the W/2 of Section 23, T-14-S, R-
37-E, NM.P.M,, Lea County, New Mexico. The well will be drilled to a depth of
approximately 12,700 feet to test the Atoka formation.”

I want to clarify that the well be drilled to a depth of approximately 12,700 feet to
test the Austin or the top of the Mississippian Lime formation.

Should you have any questions, please feel free to contact me.

Yours truly,

(%/{7[14/(/ ﬁ’% k{

Blaine Hess
Bh/arh

cc: Mr. Derold Maney, Ocean Energy, Inc.



BLAINE HESS OIL PROPERTIES

FACSIMILE TRANSMITTAL SHEET

TO: FROM:
Ms. Sarah Williams Blaine Hess
COMPANY: PHONE NUMBER:
Sempra Energy Production (505) 623-5400
Company
FAX NUMBER: FAX NUMBER:
(214) 706-0415 (505) 623-4916
PHONE NUMBER: DATE
11/01/02
RE: TOTAL NO. OF PAGES INCLUDING COVER:

O urGgenT 0O FOR REVIEW O pLEASE COMMENT [ PLEASE REPLY O PLEASE RECYCLE

NOTES/COMMENTS:

PLEASE DELIVER UPON RECEIPT

Dear Sarah:

I am sending your lease form that includes changes that I have made. Please review the
form and call me to discuss any of the changes that we made.

Also, on behalf of Ocean Energy, Inc., we extend an offer of $§125.00 per net mineral acre
for a 1 year term Oil and Gas Lease that provides for a 3/16ths royalty.

I look forward to hearing from you.

Blaine Hess

POST OFFICE BOX 326
ROSWELL, NEW MEXICO 88202-0326
TELEPHONE (505) 623-5400
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THIS OIL AND GAS LEASE (this "Lease") is made and entered into effective as of the N day of

Peinnde L0PC auty—2001 (the "Effective Date"), and is by and between Sempra Energy Production Company (formerly

known as Pacific Enterprises ABC Corporation), 8235 Douglas Avenue, Suite 525, Dallas, Texas 75225,
hereinafter called Lessor and Potaris-Produstien.Corp-POBOX 41 est reet, Suife 1

“MidtardFexds 79702 hereinafter called Lessee. ) A _,,/ // /OQ / ﬁiNN/N ; i te. J¢ce J
H(‘ét' 7{ mz.~ 744
1. Grant of Lease. Lessor, for and in consnderatlon of $10.00 and other good and valuable

consideration, the receipt of which is hereby acknowledged, and of the covenants and agreements of Lessee
hereinafter contained, does hereby lease, let and demise unto Lessee, its successors and assigns, without
representations, warranties or covenants of titte of any kind or nature, or any other warranlies or
representations, the toilowing:

a. Lands Leased. The lands described as follows (the "Lands"} for the purposes and
with the right of exploring, investigating, drilling for and operating for, producing, treating, storing and
transporting oil and gas, subject to the further provisions of this paragraph 1; for the purposes of
determining payments due hereunder, unless a survey made by Lessee should otherwise determine,
the Lands shall be deemed to contain 160 acres, whether actually containing more or less are
located in the County of Lea, State of New Mexico, and described as follows, to wit:

The Northwest Quarter (NW/4) of Section 23, Township 14 South, Range 37

b. Geological Surveys. To the extent that Lessor has the right to do sé\he-ex usive
right to conduct geological and geophysical surveys, by seismograph, gravity or magnetic methods
or any other method developed in the future; and

C. Easements and Other Rights. To the extent that Lessor has the right to do so, the
right to lay pipelines, to construct roads, 1o dig canals, to build tanks, power stations and telephone
lines, to the extent any of such activities are necessary or useful in Lessee's operations in exploring,
investigating, drilling for, producing, treating, storing and transporting oil and gas produced from the
land covered hereby, together with all easements, rights of ingress and egress and all other rights
incidental or necessary for the full enjoyment of the estate herein granted.

2. Termn. Subject to other provisions contained in this Lease, this Lease shall remain in force
for & term commencing on the Effective Date and expiring at midnight local time one (1) yaar after the
Effective Date (the "Expiration Date"), which term is referred to in this Lease as the "Primary Term", and for
so long thereafter as oil and gas or either of them is being produced in paying quantities from the Lands or
lands with which the Lands or any part thereof may be pooled as permitted herein and the royalties are paid
thereon as herein provided.

ALSO, Lessor and Lessee agree that Lessee shall have the option at the expiration of Said Lease to
obtain a new lease from Lessor for the same terms, provisions and bonus consideration as Said Lease.
Lessee must notify Lessor of its election to exercise said option in writing 30 days prior to the expiration of
Said Lease.

3. Royalty Share. For the purposes of this Lease, the term "Royalty Share” shall mean a
fraction equal to (3/16th) three-sixteenths.

4, Royalties. In respect of ¢il and gas which may be produced from the Lands or lands with
which the Lands or any part thereof may be pooled or unitized as permitted herein, as royalty, Lessee
covenants and agrees that Lessee shall comply with each of the following provisions:

a. Qil Royalty. In respect of oil (for the purposes of this Lease, the term "oil" shall also
include other liquid hydrocarbons, other than as provided in Paragraph 4.c), Lessee shalf deliver to
the credit of Lessor, as royalty, in the pipeline to which Lessee may connect Lessee's wells, the
Royalty Share of all oit produced and saved by Lessee from the Lands or lands with which the ds

or any part thereof may be pooled as permitted herein; the delivery of such oil shall be made|&ee-

aadelea;-of—eestsmdexponseg to the credit o1 Lessor into the storage tanks or the pipeline to which
the well or wells on the Lands may be connected.

b. Gas Royalty. In respect of gas (for the purposes of this Lease, term "gas" shall
mean and include natural gas, casinghead gas and ali other gaseous or vaporous substances which
are hydrocarbons as the same may exist at the surface under normal atmospheric pressures and at
normai ambient temperatures) produced, saved and soid from the Lands or lands with which the
Lands or any part thereof may be pooled as permitted herein, Lessee shall pay Lessor, a royaity
equal to jhe Royally Share of the amount reallzed by Lessee the efrom computed at the mouth of

Royalty Share of the prlce prevalllng for gas of snmllar quallty in Me field in which the Lands are
located(ouuhere_are.no gas.sales_occurrin ili ice-i i

whlcb_sucb_Lands.a;eJocateg Except as provided in Paragraph 4.d, when any gas is produced and
used off of the Lands or lands with which the Lands may be pooled as permitted herein, Lessee shali

1
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pay Lessor, as royalty, the Royalty Share of the "Market Value" (as hereinafter defined) of such gas.
If any gas is sold or otherwise disposed of lo any affiliate, subsidiary or parent of Lessee, such gas
shall be sold or otherwise disposed of at a price not less than the "Market Value" thereof, which for
the purpose of this Lease shall mean a price equal to the average of the three highest prices being
paid for gas to any party in the county identified in the lands leased or, if there are no gas sales
occurring in said county, then such price shall be equal to or greater than the average of the three
highest prices being paid for gas in the counties in the State identified in the lands leased which are

contiguous to said county.

c. Plant Products Royalty. If gas is produced from Lands and is thereafter processed
in an absorption, extraction, casinghead, stripping or other plant or plants, whether such plants are
listed in the foregoing list or not (a "processing plant"), then, in lieu of the royalties provided for in the
immediately preceding Paragraph 4.b, Lessee shall pay, as royaity, e,
free and-eleamafallaeest_sj the Royalty Share of the proceeds realized by Lessee from the sale of ali
plant products extracted, separated, absorbed or saved from such gas before the addition of treating
or blending agents or substances not derived from such gas and, in addition, Lessor shall be paid, as
royalty, the Royalty Share of the amount realized by Lessee from the sale of the residue gas
remaining after the extraction of the plant products therefrom; provided, however, that if such residue
gas is sold or otherwise disposed of to any affiliate, subsidiary or parent of Lessee, the computation
of the royalty thereon shall be based upon the Market Value thereof. No royalty shall be paid on
Lessor's proportionate share of residue gas used, for no compensation to Lessee, for fuel in a
processing plant where such residue gas is processed for the extraction or removal of liquid
hydrocarbons, and Lessee may inject gas into any oil or gas producing formation underlying the
Lands after such gas has been processed for the extraction or removal of the liquid hydrocarbons
therein contained, and no royalty shall be paid on gas so injected; provided, however, that royalty
shall be due on said gas if said gas is injected in any well off of the Lands. If any gas is produced
from the Lands and is processed in a processing plant or plants owned by Lessee or any affiliate,
subsidiary or parent of Lessee, the royailties due on such piant products and gas shall be based
upon the Market Value of such gas and plant producls. ﬁe.

d. Shut In Royalty. If at any time, whether before or afterfthe Expiration Date, Lessee
shall have completed a well or wells on the Lands (or on land with which the Lands or any part .
thereof may be pooled) which well or wells are capable of producing gas.i paylng quantmes but are (rﬁf £y
shut-in with the result that gas |s not produced sold or us bk d gove iy IV
restrictions;-{ack-of market-or—s 8360 BEOM il a ate
such well is shut-in;and- thereafter Lessee may pay as shut in roy to Lessor for each such shut- {
in well, on or before the later of (i) the Exgiration Date or (ii} th ‘day after the date such gas
ceases to be sold or used, an amount equal o the greater of: (A) the product of $2.00 times the total
acreage (reducing the same by reason of any proportionate reduction as contemplated in paragraph
12} then covered by this Lease or (B) $100.00, and upon the making of the greater payment
- specified in this Paragraph 4.d, it will be considered that each such well or wells are producing gas in
_Jpaying quantities within the meaning of this Lease for a period of one year after such well is shut-in.
In like manner and upon like payments being made annually on or before the expiration of the last
preceding year for which such shut-in royalty payment has been made, it will be considered that said
well or wells are producing gas in paying quantities for successive periads of one year; provided,
however, that the proper payment of shut-in royalties under this Paragraph 4.d shall not perpetuate
this Lease (i) for more than a total period of five years in the aggregate, or (i) for a continuous shut-in
period in excess of two (2) years. Shut in payments and notices shall be mailed to Lessor at the
address set forth in the first paragraph of the lease. .j?(:)

if gas production is begun or resumed djiring the year following the payment of a shut-in
royalty and the well is subsequently shut-in with fhe result that gas is not then being produced, the
second annual shut-in payment shall be due and/payable on the first annual anniversary date of the
first payment (the "First Anniversary Date"). If tiiere is production on the First Anniversary Date and
the well is subsequently shut-in with the res at gas is not then being produced, then the second
shut-in payment shali be made on or befor Hays after such new shut-in date or the Lease shall
terminate. Such second shut-in royalty paymient shall perpetuate this Lease only untii the second
annual anniversary date of the first shut-in royalty payment. The Lease shall likewise terminate prior
to one year after the payment of a shut-in payment if the Lessee fails to timely pay shut-in royaity
payments on each additional well which is shui-in. Should any shut-in royalty payment not be made
in a timely manner as this Paragraph 4.d provides, then, in that event, it shall be considered for all
purposes that there is no production from any such well or wells and except to the extent that this
Lease is then being perpetuated under other provisions of this Lease, this Lease shall terminate at
midnight on the iast day provided for the payment of such shut-in royalties, and Lessee shall
thereupon furnish to Lessor a release of all of Lessee's interest in and to this Lease.

e. Place and Time of Payment of Production Royalties. ‘

(1) Except as specifically provided above, ail royaltles due under the prov:snons
of Paragraphs 4 a,4bordc shall be pand to Less k99-3 86

mlneral number apphcable thereto (lhe mlneral number is Iocated on the upper right hand
corner of page 1 of this lease), and shall be paid at the address specified below;

Sempra Energy Production Company, P.O. Box 513929,

2
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Los Angeles, California 90051-3929.

Any notices or correspondence mailed to Lessor shall be mailed to the address as set forth
in the first paragraph of this Lease.

(2) Lessee shall tender first royaity payments to Lessor on or before 120 days
after the month of first sale of production. Thereafter Lessee shall tender royalty payments
to Lessor within 60 days of the date ofl is produced and sold within 90 days of the date gas
is produced and sold. It is expressly agreed that if Lessee fails to pay royalties within the
aforementioned timeframe, Lessor may thereafter notify Lessee in writing of such failure and
Lessee shall then have 30 days from rece t of such notice to make such payments.

the event any dlspute or questxon arises concemeng lhe tltle to Lessors mterest L ee
may withhold royaity payment accruing to the interest or interests affected, without
consequence ta the hereinabove stated termination pen lty untnl such dispute or question of
tite has been corrected. gy meaty m% be Fem QNN
é\(’t‘jl” fd o v o wrf\lr e ! A2 ury qf/w o{gb(‘
Division Orders. The execution of a division order shall not be requared as a
condition or prerequisite for royalty payments to be due and payable under this Lease.

5. Pogling and Unitization. Lessee, at its option, is hereby given the right and power to pool or
combine the land covered by this Lease, or any portion thereof, as to oil and gas, or either of them, with any
other land, lease or leases when in Lessee's judgment it is necessary or advisable to do so in order to
properly develop and operate said leased premises, such pooling to be into a well unit or units not exceeding
forty (40) acres, plus an acreage tolerance of ten percent (10%) of forty (40) acres for oll, and not exceeding
six hundred forty (640) acres, pius an acreage tolerance of ten percent (10%) of six hundred forty (640) acres
for gas. Larger units may, however, be created to conform to any spacing or well unit pattern that may be
prescribed by governmental authorities having jurisdiction. Lessee may pool or combine acreage covered by
this Lease, or any portion thereof, as above provided, as to oil or gas in any one or more strata, and units so
formed need not conform in size or area with the unit or units into which the lease is pooled or combined as
to any other stratum or strata, and oil units need not conform as to area with gas units. The pooling in one or
more instances shall not exhaust the rights of the Lessee hereunder to pool this Lease or portions thereof
intc other units. Lessee shall execute in writing anc place of record in the county wherein the above
described lands are located, an instrument or instruments identifying and describing the pooled acreage, a
copy of which shall be provided to Lessor.

The entire acreage so pooled into a unit shall be treated, for all purposes except the
payment of royalties, as if it were included in this Lease, and drilling or reworking operations thereon or
production of oil or gas therefrom, or the completion thereof of a well as a shut-in gas well, shall be
considered, for all purposes except the payment of royalties, as if such operations were on or such
production were from or such completion were on lands covered by this Lease, whether or not the well or
wells shall be located on the premises covered by this Lease. In lieu of the royaities elsewhere herein
specified, Lessor shall receive from a unit so formed only such portion of the royalty stipulated herein as the
amount of this acreage placed in the unit or his royalty interest therein bears to the total acreage so pooled in
the particular unit involved.

Should any unit as originally created hereunder contain less than the maximum number of
acres herein above specified, Lessee may at any lime thereafter, whether before or after production is
obtained on the unit, enlarge such unit by adding additional acreage thereto, but the enlarged unit shall in no
event exceed the spacing or well unit pattern that may be prescribed by governmental authorities having
jurisdiction. In the event an existing unit is so enlarged, Lessee shall execute and place of record, and
provide Lessor a copy of, a supplemental declaration of unitization identifying and describing the land added
to the’ exnshng unnﬁevmmmmmatmmHWMr

EGHGHO - B8 RE—HA O EHHRE = > < & R—546R—-6VeRN 5PN ._.__:
ofuniuzauonshauﬂet- a6tive-urtilth i Ath-followi ing-theres
the absence of production, Lessee sheli tem\mate any unmzed area by fi hng a noiice of termmahon of record
in the county wherein the above described lands are located. A copy of such notice shall be provided to
Lessor.

Notwithstanding any other provision contained in this lease to the contrary, operations on or
production from lands pooled or unitized shall only maintain this lease in effect with respect to that portion of
the Lands included within the geographical boundaries of such pooled acreage or unit. The portion of the
Lands located outside the boundaries thereof may be maintained as otherwise provided in this Lease.

6. Protection From Adjacent Units. In the event a well or wells producing oil or gas in paying
guantities should be drilled on adjacent land and should such well or wells be draining the leased premises,
Lessee agrees to drill such offset wells as a reasonable and prudent operator would drill under the same ox
similar circumstances. If oil and/or gas are discovered on the land covered by this Lease or on lands pooled
therewith, Lessee agrees to further develop said land covered by this Lease as a reasonable and prudent
operator would under the same or similar circumstances.
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7. No Delay Rentals. This Lease is a "paid-up" lease, and no delay rentals shall be required to
be paid by Lessee.

8. Option to Release. Lessee may at any time and from time to time execute and deliver to
Lessor or file for record a release or releases of this Lease as to any part or all of the Lands or of any horizon
thereunder, and thereby be relieved of all obligations as to the released acreage or interest. If this Lease is
released as to a portion of the Lands, any payments computed in accordance therewith shall thereupon be
reduced in the proportion that the acreage released bears to the acreage which was covered by this Lease

immediately prior to such release. |

9. Operations; Retained Wellsite Tracts. f oil or gas is not being produced in paying quantities
from the Lands on or before the Expiration Date and the Lessee is not then ccnducting Operations on the
Lands, this Lease shall immediately terminate. If oil or gas is not being produced in paying quantities from
the Lands on or before the Expiration Date, but Lessee is then conducting Operations on the Lands, this
Lease shall remain in force and effect as to the Lands so long, and only so long, as Lessee shall conduct
Ccntinuous Drilling Operations on the Lands. For the purposes of this Lease the term "Operations” shall
mean operations for and any of the following: actual drilling, testing, completing, reworking, recompleting,
deepening, plugging back or repairing of a well in search for or in an endeavor to obtain production of oil or
gas, or_actual production of oil or gas. the purposes of this Lease, the term "Continuous Drilling

"'Op'eratlons shall mean that not more tha \ays shall expire between the date of completion of a well or

the abandonment as a dry hole of a wel Suth date to be deemed the earlier of (i) the filing of a Well
Ccmpletion Report with any agency having jurisdiction in the premises (the "Agency”) or (ii) the date of which
the: rig is removed from the well site) and the commencement of Actual Drilling Operations for the drilling of
the next succeeding well to the development of the Lands to the density of maximum allowable production.

For the purposes of this lease, the commencement of "Actual Driliing Operation" shall mean that the first
operation conducted after the conductor casing has been driven, spudding operations have been completed
and the kelly has been raised and the first joint of dril| pipe has been secured on the drill stem. If Lessee
commences Actual Drilling Operations on a well withirﬂgz)dr' ays after the date of completion or abandonment
of the previous well, the difference shall NOT be fpredited towards the next period of time for the
commencement of the next well nor carried forward or ﬁbted in any manner.

|

If Lessee fails to conduct Continuous Drilling D/eratuons on the Lands at any time after the
Expiration Date, this Lease shall thereupon terminate as to all Lands save and except (i) those tracts around
wells then producing oil or gas in paying quantities (the "Retained Wellsite Tracts"), limited to the rights from
the surface to the base of the deepest horizon then producing in any well(s) drilled on such Retained Wellsite
Trect and (i) such rigints-of-way and easements across the remainder to the Lands for such pipelines and
roads as may be necessary for production and operations on the Retained Wellsite Tracts.

The Retained Wellsite Tracts shall be designated in strict compliance with the following:

a. Shape of Retained Wellsite Tract. Each Retained Wellsite Tract shall be in as
nearly the form of a square as possible, with the sides parallel to the sides of the Lands, with one
side coinciding with one side of the Lands, if possible, and with the well thereon located at a legally
spaced location or proration unit within such area as allowed by the governmental authority having
jurisdiction in the area.

b. Size of Retained Wellsite Tract. The Retained Wellsite Tract shall for each well
then producing oil or gas consist of not more than the number of surface acres of contiguous land
around each such well which is the smallest size then prescribed or permitted by the Agency as the
minimum prgration unit for obtaining the maximum allowable production of oil or gas from such well.

43t
It is provided, howev@ Lands are pooled or unitized with other acreage pursuant to the terms
of Section 5 hereof, that the siz&8and shape of the Retained Wellsite Tract shall conform to the portion of the
Lands included in the pooled or unitized acreage on which production is then being derived.

If, at any time after the Expiration Date, production in paying quantities ceases or all Operations then
being conducted are discontinued on such Retained Wellsite Tract, this Lease shall terminate with respect to
such Retained Wellsite Tract on the 60th day following such cessation or discontinuance unless on or before
such date either (i) Lessee commences production or :esumes Operaticns on such Retained Wellsite Tract
or {ii) the shut-in well provisions of Paragraph 4.d are applicable to such Retained Wellsite Tract. If at any
lime after the Expiration Date, production ceases from the deepest horizon then producing (a “Formerly
Producing Depth”) from a well located on a Retained Wellsite, but continues from a lesser depth (the
"Producing Depth"), this Lease shali terminate as to all depths below the base of the Producing Depth on the
60th day after the cessation of production from the Formerly Producing Depth, unless on or before such date
Lessee either restores production from the Formerly Producing Depth or commences Operations are
continued with reasonable diligence until production is restored from such Formerly Producing Depth.

Lessee agrees to furnish Lessor, no later than thirty (30) days after the expiration of the primary term
(or any other time at which there has been a termination of the rights under this Lease, whether partial or
complete), a copy of the instrument evidencing the release of the leased premises resulting from the terms of
this paragraph. If Lessee is then engaged in drilling or reworking operations on the above lands, or lands
pooled therewith, then Lessee shall have the right to either drill such well to total depth or complete its
reworking operations with reasonable diigence and dispalch, and the provisions of this paragraph shall

4
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become effective at completion of said operations. A well upon which shut-in royalty payments are being
paid as provided in Paragraph 4.d shall be deemed as producing gas in paying quantities.

10. Removal of Equipment. Lessee shall have the right at any time while this lease is in force
and effect or within one hundred eighty (180) days after the termination hereof to remove all machinery and

fixtures placed on the Lands by Lessee, including the right to draw and remove casing.

11. Assignments. The rights and estate of Lessee hereunder may not be assigned without the
prior written consent of Lessor, which shall not be unreasonably withheld.

12. Proportionate Reduction. If this Lease covers an interest in the oil or gas in all or any part of
the Lands less than the entire and undivided fee .imple estate (whether Lessor's interest is herein specified
or not), then the royalties to be paid to Lessor hereunder as to the Lands provided for in Paragraph 4.a shall
be paid only in the proportion which the interest therein, if any, covered by this Lease, bears to the whole and
undivided fee simple estate therein. The provisions of this Paragraph 12 shall not apply to the consideration
given Lessor for the granting of this Lease.

13. Substances Covered. This lLease covers oil, gas, casinghead gas, other gaseous
substances and associated hydrocarbons in either a liquid or gaseous phase or state and such minerals as
may be produced in association with the production of oil, gas, casinghead gas, other gaseous substances
and associated hydrocarbons; provided, however, that nothing in this Lease shall be deemed to authorize the
gasification or in_situ combustion of uranium, coal or lignite, and this Lease shall not be deemed to cover
either uranium, coal or lignite. The classification of a well as either a gas well or oil well by the Agency shall
be conclusive in respect of its classification under the terms of this Lease.

14. lnformation Required. Lessee agrees to furnish, free of cost to Lessor, transmitted by the
U.S. Mail to Sempra Energy Production Company, 8235 Douglas Avenue, Suite 525, Dallas, Texas 75225,
the following materials as soon as the well information is available to Lessee but in no event later than thirty

(30) days from completion:

(a) " Notice of intent to drilt

(b) one Field print and Final print of all electrical and other surveys run, inclhding a copy
of all daily drilling reports, for any and all wells drilled on the Lands or lands pooled or unitized
therewith;

(c) All fogging surveys, wireline tests, drillstem test charts, core analyses or other third

party information as may be run or prepared in the drilling of such wells;
(d) a copy of all state completion and plugging reports filed;
(e) Any title information Lessee obtains with respect to the Lands; and

{3 upon receipt of a request from Lessor, all other information on any wells drilled on
the above described acreage or acreage pooled therewith.
[feee . . . .
In the event the apbve well information is not provided to Lessor, lessor will send a written request by certified
mail to [egssee. #ere to provide the requested well information within 30 days from receipt of said written

15. Force Majeure. Lessee shall not be liable for any delays in Lessee’s performance of any
covenant or condition hereunder, express or implied, or for total or partial non-performance thereof, for so
long as, and only so long as, Lessee is prevented from performing the same due to force majeure. The term
“force majeure”, as used herein, shall mean any circumstance or any condition wholly beyond the control of
Lessee, including acts of God and actions of the elements, acts of the public enemy, strikes, lockouts,
accidents, laws, acts, rules, regulations and order of federal, state or municipal government, or officers of
agents thereof. If Lessee is required to cease drilling or reworking or producing operations on the Lands (or
lands properly pooled under the provisions of this Lease) by force majeure, then untit such time as such force
majeure is terminated, and for a period of 90 days after such termination, each and every provision of this
Lease that might operate to terminate it shall be suspended, and this Lease shall continue in full force and
effect during such suspension period. If any period of suspension occurs before the Expiration Date, the
term thereof shall be added to such Primary Term. The provision of this Paragraph 15 shall not be applicable
in respect of any payments required to be made under any provision of this Lease, it being expressly
understood and agreed that the provisions of this paragraph 15 shall not override or modify any requirement
of such payments.

186. Notice. All communications, notices and information required hereunder shall be in writing
and shall be deemed to have been properly served when sent by mail, telegraph or telecopy to the
addresses set forth on the signature page hereto.

17, implied Covenants. None of the covenants contained in this Lease shall negate or in any

way limit or serve in lieu of any implied covenant available to Lessor, including, without limitation, the implied
covenants to further develop, to market and to protect against drainage.
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18. Compliance with Laws. Lessee shall comply with all applicable laws, and regulations of
governmental authorities in the conduct of ail drilling and producing operations on the Lands, including,
without limitation, those applicable to the protection of health andfor the environment. Lessee agrees that (i)
no toxic or hazardous chemicals or wastes regulations shall be stored or disposed of on the Lands and (ii) all
wells which may be located on the Lands which are no longer capable of producing in paying quantities shall
be plugged and abandoned in accordance with all applicable laws and regulations of govermmental
authorities. Lessee shall indemnify and hold Lessor harmless from any loss or damage Lessor may suffer as
a result of any environmental damage or pollution resulting from the operations conducted by Lessee or
otherwise resulting from or refating to a breach by Lessee of the covenants contained in this paragraph 18 or

otherwise contained in this Lease.

19. Indemnification. Lessee agrees to indemnify and hold harmiess Lessor from and against
any and all claims resulting from or arising out of or in connection with operations of or for Lessee hereunder,
ard from and against all costs and expenses incurred by Lessor from and against any and all claims. Each
assignee claiming hereunder agrees to indemnify and hold harmless Lessor from and against any and all
claims resulting from or arising out of or in connection with operations of or for such assignee hereundja/rf /
PR

from and against all costs and expenses incurred by Lessor by reason of such claim or claims
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21. Lessor executes this lease without warranty of title, expressed and implied. /F?Juv-
IN WITNESS WHEREOF, this Lease is executed on the date of the acknowledgments attached _ o2
hereto but shall be effective as of the Effective Date recited above. /
Ll

SEMPRA ENERGY PRODUCTION COMPANY (formerly

T known as PACIFIC ENTERPRISES ABC
/ s /e CORPORATION)
| ~
L [‘_-‘,: M,p("XC’QJF/'// ()/‘{_’-/}
Michael J. Walker
Vice President)
Tax ID No.: 954390494
STATE OF CALIFORNIA )
)
COUNTY OF SAN DIEGO )

H 1
Oon J L;( A ‘j , 2001, before me, cmn& rl ‘[(‘.:g'csbg , @ Notary Public,
personally appeared MICHAEL J. WALKER personally known to me to be the! person whose name is

sul;scﬁbad to the within instrument and acknowledged to me that he executed the same in his authorized
capacity, and that by his signature on the instrument the person or the entities upon behalf of which the
person acted, executed the instrument.

WITNESS my hand and official seal.

gLy

JENNIFER L. VISCEGLIE
G JSOMM Mmml \/Z/ 7/7/;4/’ L lioeer fe.
9 'Uweoccoumv 4 Printad Name J
I HECTOBER &, 2005
NI RPN AL
STATE OF NEW MEXICO ) %\ 09, i,
COUNTY OF LEA ‘QQ~" 3,' "
FILED RN AN N
SO AA Y
N N M )_ < \...' x .E'-‘
% SEP 2 6 200 HEon () xR
- _m_ﬁa A - U S i
ﬁ and recors. ! i PO e -'._' OO. ._..,-" (,0 ‘.:}r"
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SMMPRA ENERGY PRODUCTION COMPANY
8235 DOUGLAS AVE., SUITE 525

DALLAS TEXAE 75228
2147080420 Fax 214.706.0415
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6.
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10.

11.

12.

13.

14,

18.

19.

20,

LEASE SYNOPSIS

PROSPECT NAME: Denton COUNTY: Lea STATE: New Mexico

LESSOR’S NAME: Sempra Energy Production Company

LESSEE’S NAME: Ocean Energy, Inc.

DATE OF LEASE: November 11, 2002 DATE OF ASSIGNMENT: N/A

PRIMARY TERM: one (1) year OPTION TO EXTEND: NO_X YES__
EXPIRATION DATE: November 11, 2003 Term: ____ Date: Per Acre:
DESCRIPTION:

Township 14 South, Range 37 East, N.M.P.M.
Section 23: NW/4

ROYALTY: 3/16ths
GROSS ACRES: 160.00
NET ACRES: 29.08158

FRACTIONAL INTEREST ACOQUIRED: 85% x 31.682% x 11/24 + 12.727% x 11/24

BONUS AMOUNT: Per Acre  $125.00 Total $3.635.24

RENTAL AMOUNT: Per Acre N/A Total N/A

Total _$3,635.24

DATE OF 1st RENTAL: N/A paid up lease

PLAT ATTACHED: YES NO_X

LEASE COPY ATTACHED: YES_X NO

TAX IDENTIFICATION NUMBER: 95-4390494

TELEPHONE NUMBER: (214) 706-0420

SPECIAL PROVISIONS: Lease has many provisions; refer to attached copy

LANDMAN: Blaine Hess



OlL AND GAS LEASE 21722-A1

TS OIL AND 3AS LZASE itnis "Laase") is made and sntered inte sffeciive &s of the 11" day of
Novempe:, 20C2 (the "Effsctive Datz"}, and s by snd beween Ssmpts Erergy Production Company
{sormarly known as Pacfc Enterorises ABC Cerporation), 2235 Dcug'as Avenue, Suite 325, Dailas, Texas

7E2%25, ~eréinattar caiec Lesssr and Ocean Energy. 11e.. 1001 Fancin, Suite 1832, Houston, Tawas 7700z-
37¢4 nereinafer calad Lessee.

1. Grant of Leass Lesser, for and i1 consideratcn of $12.0C and ciner gooc and vaivadie
sensideratior, the receipt ¢ wich is nereby ackrowlesged, and of the covensnis and agreements o” Less2e
hereinafier sontained, does he’edy lsese, let and demis2 unte Lessea, its sLccessors 873 assigns, withou:
represeriztions warrartiss or covenants of ttle of any kind or nature, or any othsr warraniies of
representations, the folicwing:

a Lands Leased. The lands descrioed as foliows {(ha "znds’) for the purpdses a2nd
witn e right of exgloring, invastigating, driling for anz cperating far. producing, trea’ing, storng anc
transporting oi and ¢as. subjest to the futher provisions of this paragrept 1) “or the p.rooses of
cetermining peyTents due nereunde”, unless a survzy mage by Lessee shouud otharwise Zaterming,
tme Lards skall bz deamed to coniain 150 acres. vhethe astuzlly containng mors or lzss g
located in the Couny of Les, State of New Mexice, ard described as follows, to wit

The Northwest Quarter (NW/4) of Section 23. Township 14 South, Range 37 East, NM.P.M,

b. Gesiogical Surveys. To the extent that Lesscr has tha rignt to do so, the exclusive
rignt 1o censuct geologica! and geophysical surveys, by seismiogrash, gravity or magnstc methods
or 2ny other method developed in the future; and

z. Eesements ard Other Rights. To the extert that Lesscr has tae right tc do so, the
rigint 1o lay pipelnes, t© construct roads, 1o 2ig canals, ‘o bulld tanks, power stations and tel:phone
lines, o ‘he exient any of such activities ars necessary or usefui in Lesseg's oderations in exaiating,
investigaing, drilling for, producing, treating, storing and tra~sporiing ofl and gas produced from tha
land cavered nereby, L::gcthc-' with all easerrenss, righte ¢° ingress anc egress snd all other rights
incidena' zr necessary for the full enjoyment of the estate herein granted.

2 Term. Subec: to otner provisions contained i~ this Lease, this Lease shaji remain in forse
for a term commencing cn tne Effective Date and exp"mo & midright local time one ()
yea- after the Effective Date (the "Expiraticn Daig”), wrien term is reé'erred to i1 this Lease
3s tre "Primary Term', and for sc long tnerza’ter as cii and gas or gither of them is being
prodaced in paying quantiies from the Lands or lands with which the Lands or ary pan
therec may oe pooled as permitted herein and the royalties ara paid tharson as bersir

provided
ALSQ, Lesscr anc Lesses agres that Lessee shail have the opionatths explr:’uop ot S22 Lezzz o
otiain & raw iease from Lessor for the same terng, provigions znd bo ')ut considerzion as 30 Leass.
Lesgsee must rotify Lessor of 2 81e2ton 1¢ sxercise saig 2ption ir wiking 30 days prorte tre exni-aticn of
Said Leese
3 Rcyalty Share. Feor the purposes of this Lease, the tor7 "Royaity Sharg” shall mezr o

fracton equal 1o (2/1€4s) th-aa-sixteantns.

4. Royalves  In respect of ¢fl 2nd gss wnich may be producad from ine Lands
whizn the Lands or any gan thareofl may b2 peoied of Ciel *zec as p=r Hagd herer,
coverante enc agress th - Lessee shall comzly vt esch of the folowing provisicns

=i
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the field in which the Lands are lccated. Except as provided in Paragraph 4.d, when any gas is
procuced ard used off of the Lands o7 lands with which the Lands may b2 pooied as pa-mitted
herein, Lessee shall pay Lessor, as royaty, the Royalty Share of the "Market Vaius" (as hereirafter
defined) of such gas. I*any gas ‘s sold or ¢therwise gisposad of to any affiliate, subsidiary or parent
of Lessee, such gas shall be sold or otherwise disposed of &t & price no: less than the "Mar<et



Valug' hereof, which for the purpese of this Lease shali mean & price eqqa’: 1z the average cf the
three nighest prices being paid fo- gas to any party in the county icentified in the 'ands leased or,
trere a‘e no g'as salzs occuring in said county, then such price sha!ll be' equal fo or greatg_r ths_n the
average of the three highsst orices oeing paid for gas in the ceusties in the Siate identinied in the
i2nds ieasad wh.en are conliguods to said ceunty.

C. Plant Progycts Royaly. it gas is groduced from Lanzs and ‘s thereater processad
ir. an assorption, extraction, casinghead. stripping or other plant or riants, whether such plants are
fisted in ine foregoirg list or not (g "crocessing plant’), ten, i ey of the royaiiss provided for n tns
‘mmedately preceding Taragradh 4.b, Lesse2 shall pay, as royalyy, the Royalty Sha‘e cf te
oroceeds realized by Lessee from the sals of all plart crodusts exiracted, senaraed, ebsoroed of
szved from such gas beicre the addition of treatirg of blenc ng agents or substances not derved
from such gas and. in sddition, Lessor shall be pad, as royalty, the Royaity Share ¢f the amaunt
realzed by Lessee frem ‘he sale of the readus gas remaining aftar the extraction of the plant
preducts thersfrom: provided, however, that if such resicdue gas is $OiC or ctherwise disposed of w0
any afiliate. subsidary or parent of Lessze, the computation of the royaity thareon shall ke based
upon the Mar<at Vaile theres’. Mo rcyalty sheli be pad on Lessor's croportionate share of residue
gas used, for no compansation to Lesses, fo fusl ir & processing plart where such residue gas is
brocessed for the extracton or removal of liquid hydrocartons, and Lessee may injest gas nte any
oil or gas produciag forrmation underying the Lends efter such gas has beer procassed for the
extraction or remava! of the liqLid hydrocarsens therein coatained, ard no royely shall be paid on
gas §0 injected; provided, however, tha! reyalty shall be cue o said gas if s2id gas is injected in any
well of of the Lands. ¥ any gas is produced from the Lands and is processed in a processing plant
of plarts owned by Lessee or any affiliate, subsidiary or parent of Lesses, the reyalties due on such
plant zroducts and gas sha! be based upon the Marxet Valug of such zas and plant products.

d. Shut In Royalty. If at a1y time, wheiher before or after the Expiraton Date, Lessee
shall Fave comp'eted 2 well or wells on the Lands (o7 ¢n land with which the Lands or any part
thereof may be pzoled) which well or wells are cacable of procucing gas 'n paying quzntities but are
shut-in vt the resils tnst gas is net produced, sold or used. Lessee may pay as shut-in royaly to
Lessor for each sucn shut-in well, on or before the later cf (i) the Expiratior Date or (i) the 90th day
afer the date such gas cezses to be sold cr used, an amount equal t¢ the greater of: (A) tha product
o¢ §2.00 times he oal acreage (reducing the same by reason of any preporionate reducton as
contempiated in paregraph 12) then covered by this Lzase o (B) $100.00, ard upen the making of
the greater payment speciiied in this Paragraph 4.4, it wil be considered tnat each such well o wells
z-¢ producirg gas .n paying quantities within the meaning of this Lease for a peried of one year after
such wel' 13 shut-in. {n fke mannar and ~pon like pavments baing made anrually or or before the
expiraticn of the last oracading yaar for wh'eh sush shut-in royalty payment has been made, it wili be
considered ‘hat sad wel or wel's are producing gas in paying quartities for successive periocs of
ore year, proviced, however, that the proper payment ¢f shut-'n royaties under this Caragrant 2.
sha!. not perpetua‘e this Lazse {i) for more than a totai pericd of “ive years in the aggrega’e, or (i) for
2 continJous shat-in seriod in excezs of twa (2) years, Shut in payments end notices shall be malsa
0 Lessor &t the address set fortn in the first paragrarph of the lease.

If gas produztion is begur or resumed during the year foliowing the payment of a shut-ic
royalty and the we!is subssquently shut-in with the resuit that gas 1s ngt then teing preduced e
second snnual shut-in payment shal be dus and payable 2n the frst anrua!l annivesary date of (e
firs: peymart (tne "First Anniversary Date"). If there is procuction on the First Arniversary Date ang
the well is subsequently shut-in wits the rasult that gas is not then being preducad. then e sezond
shut-in payment shzll be made on or before 93 days afisr such new shut-in date or ths Leass shall
:erminate.  Such second shut-ia royally peyment shal pareetuate tis Leasa cnly Lt the second
annusl anrivarsary date of the first shut-n reyaity payment. Tha Lezsa.shzall likewise «errminate prce
o one ysar after the paymert of & snut-n payment if the Lessas fzils to timely oay shut-in royaly
szyments o0 eash additicna well which i3 snLt-n. Should ary $*uk-In rovety payment not be mace
N g timely ranaer gs this Paragraph 4.3 zrovioss, then, in trat event d gha! bz sons uered for all
curposss tiat thare s ne procuction from ary such wel or welis and except to the extent t~at his
Lease is then beinc perpetuaied undsr other zrovisions of this Leass, this Leass shall terminate at
Tt ancban last doy rrovidsd for the paymenr of euch shutin rovalties ans Lessee gral
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o Excep: 35 specifically provided above, ali rovaltes cue Lrder the prov sizng
of Peragrapns < &, 4.b or 4.¢ shal be paic 1o Lessor shall indiczre the rrinere! nunter
selzable therewc (the mingral numcer s locaed on the uppa- right hand cormer =f pege -
th s lezsel and shall be paid a1 the addréss spaciisd pelow:
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Ary notices of corresponcense maied to Lessor shall be mailed i the adcress as set farh
i~ the lYirst paragraph of this Lease.

(2) Lessee shall tender first royalty payments o Lessor on or before 12C cays
afier the month of firs! sate of proguction. Thereater Lesses shall tendar royaity cayments

(I8 3



;0 Lesgor within 66 days of the da'e oil is prodused anc $0:3 withn 99 days of the dare gas is
produsac 2no soid. it is expressly agreed wat if Lesses fails to pay royalties witain the
forementiored timeframe, Lesssr may thereafter notify Lessee in wrting 07 such fallure and
Lessas shail then nave 30 days from receiot of such notice to make s.ch paymeris, anc it
Lessee then fais to pay such royalties, Lessee will 2lso be required ‘o pay irterest al a rate
Zt;, gocve ‘he rate charges on loans to desository institutions by the Navs York Federal
Rzsenve Bank on royalty payments not paid within the atove time frames. In the evart any
dispuie or question arises corcerning the tite to Lzgsor's interest, Lessea may witnhola
reysly peyment aserding to the interest or interests affested, without consequence to e
he-einabcve etated termination penatty, uniil such dispu'e o question of il has been
corecied. Paymenis may be remitted to Lesscr annually for the agaregzie of up to twelve
months ascumuiation of proceeds if the total amount owed is S100 or iess.

t Division Orders. Tra execution of a divisicn order shail 1ot be required as &

L.

condition or prerequisits for royalty payments to be due end payable undar this Lease.

5, Pooling and Uritization. Less=e, at i's opiion, is hereby given the right and power to pool or
combing *he fand covered by this Lease, or any portion thered!, &s to off and gas, cf either o them, with any
ctnzr land, lease or leases when in Lessee's judgment it is necessary or advisatle to do so in order o
nraperny davelep and operate saic leased premises. such poging to be inte a well un't or units not exceeding
io4y 149) acrae, plus an acreags clerance of ten pe-cert (10%) of fory (40} acres for oil, end ot exceeding
six hundred forty (840) acres, pius an ac-eage toleranca of tep percant (10%) of six hundred forty (640) aces
fo- gas. Larger units may. however, be createc to senform o any spacing or well unit pattern that may be
crascribed by govemmantal 2uthoritizs having jurisdicticn. Lesses may pooi or combine screage sovared by
ths Lease, or any portion therecf, as above provided, as to ¢l or gas in any one or more strata. and units $5
fo-mea need not conform in size or arez with the unit or units into which the lease is pcoled or combined as
t> any other stratum or strata, ard ¢il Lnits need not conform as to arez with gas units  The poaling in one cr
mers instarces snall not exhaust the rights of the Lessee hersunder to pool this Lease or partions thereo!
ino other unts. Lessze shal execute in writing and place of restre in the county wherein the above
cascribed :ands are located. &n instrument or ins'ruments identifving anc describing the poolzd acreage. a
cepy of which shall be provided to Lessar.

The entire acreage so pooled inte a uri shall be trestec, for all purposes except the
peyment of royalues, s if it were included in this Lease, anc driling or rewoking operatiors thereon cr
producton cf oll or gas therefrom, or the competion therecf of & well as a shat-in gas wall, shalt be
considered, for all purposgs excep: the paymert of royalties, as if such operations were on or such
praducticn were from ¢f such compistion ware on fands covered by this Leass, wheher or not the wall or
weils snhall be located on the premises covered by this Legse. In leu of the riyalties elsewhere herein
spesified, Lessor shall receive rom a unlt so “ormed only sush portion ¢f the rovalty siisulated herein es the
arnount of this acrezge placed in tne cnit or kis royalty interest therain baars 1o the totai acreage sc pocled i
t42 particuar unit involved.

Shoulc gny unit as criginally created hereonder contain less than the maximum number of
cres herein above specfied, Lesses may at any tme therezfter, whetner before or after production is
chia'ned on the unit, enlarge such uniz by adding additional zcreage therew2, but the eniarged unitshal in no
evert greesd e spacing or well unit pattern that may be rreacrived by gowsrnmental authorities saving
lurisdicton. .r the event an existing unit is s0 erlarged, Lesses snall exacutz and piate of resory, znd
provide L28s0r & copy Of, & supniemental des'aration of unitizaticr identify ng and deszribirg the land added
¢ the existing unit- In tha absence of production, Less2e shall terminstz any us'tzed area Ly fitng a notice
of terminatior of resorc in the Ccodnty wherein tha above described lancs ars loca=d. A copy of such nctice
stsll be orovided 1> Lessor

Nowithstanding any cther provision corteined o this ‘zase to ine contary ozeraliors on ©
fect wits "espect to tha: portion of
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7 No Dzia, Keate's This Lease is a "paid-up’ lzase &nd n2 2elay retz's shall be rejuirsd o
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released as to a po-tior of the Lands, any payments computed in sccordence therewits shall thereupcn te
reduced in the prepartion that tha acreage released bears to the alraage w hich was coversd by this Lease

irmediately pricr to sucn releass. .



<. Sperations. Retained VYvelisite Tracts. |t oli or gas ‘s not berg producgd in paying guamitas
sorr the Lanas on or Defare the Expiration Date ard the Lessee i rot then concucing Operatiors on the
Lzrds, tris Lease shal immediately terminate. 1° cil or gas i§ not beirg produced in paying Juantites from
the Lz=ds on or befors the Expiradon Date, but Lessee is then conducting Operatiens on the ‘_?nos: nis
Lease shall reman in force ang effect as to the Lands s long, and crly 50 lorg, 2s Lessee shal cenduct
Continuo.s Driling Operaions on tha Lands. For the purposes of this Le?sg’ the term "Cperaticns” s_haﬂ
mean operations for and any of the following: ectual Jriliing. testing compeing, re:uprklng, re;om;:et:rg.
geapening. plugging back or repairing of a wel. in seargh for 0711 an e_ndeavor to obAanrl.‘ Brod.uct on o oit o
gas o- actual proauction of ol or gas. For the purpeses of this _ease, the term uont}nuous Dr|l"mg
Operatigns” shall mean that not more than “80 days shall expire between the cate of c'omp‘etlg‘n of a wel or
the abandorment as & dry hole of @ well (such date to be deemed the earlie” of (i) the fiirg of a \J\{el'
Completion Report with ary egency bavng jurisdiction in the premises (the ‘_’Agen:y"‘, of (i) tne date c'f \ANhIGh
the rig is remsveo from the wall site) ard e commencement of Acwial Driting Ooerglions for tre drmzng of
tne next succeeding wel 10 the develspmen: of the Lands to tre density of maXimi:m a}v:wable production.
For the purpcsas of tais leass, the commencement of "Aciual Drilling O:eratm" shali mean thz! the first
oparetion corductad afte tne conductor casirg has neer driven. sgudding operaticns 'na\:le been completed
an3 t1e relly has been raised and the first joint of cril pipe has been secured on tre d-ll stem. If Lessee
commeances Actual Drillirg Operations on a well within 180 dzys after the date of compietion ¢r atandonment
o* the previous well, the difference shall NOT be credited towards the next pariod of time for the
commencement of tna nex well nor carrled fzrward or cumulgted in any ma&ne”.,

I° Lessez fans o conduct Continious Driling Cpe-afizns on the Lands gt any tme afer the
Sypiration Date, this Leass shall thereupen termnate as to ali Lande gava anc except () those tracts around
wells tren produsing oil o7 gas it paying quantities (the "Retainac Wells'tz Trzcts™), limited {o the rights f-om
“he surface o the bass of the deepest horizan then praducing in any we'(s) drilled on such Retained Weisite
Trzct and (i) such rights-of-vws2y and easements acoss the remainder 1o the Lands for such pipelinzs and
rods as may be necessary for procuctior end operatons on the Retained Wellsite Tracts. -

The Retained Wellsice Tracts shall be deslgnated in strict comaliance with the following:

B. Shape of Retained Wellsile Tract. Each Realned \Wels'ts Tract shal! be in as
nearly the form of a scuare as possible, with the sides parailel to the sices of the Lands, with on2
size conc.ding with one side of the Lands, if possible, @<d with the well thereon lozzted at 2 legaily
spaced location or proration unit within such area as alowes by the governmenta’ authorily having
jurisdictior i the erea.

o3 Size of Pewired Wellsite Tract. The Retained Welisite Tract shall fo- each wel
then producing ol or gzs consist of not mora than theé numbsr of surzce acres of contiguous and
arodnd each such well wrich is the smallest size then prescribed or permited by the Agency es the
minimarm proraion unit for obaining the max'mum allswab'e production o7 ¢l or gas from sucn well,
It is provided. Fowever, that if Lancs are poo'ed or unitized with other asrezge pursuant (o the terme

of Seztion 5 rereof, *hat tne sizz and shape of the Retained Waelisite Trac: sna'! conform o the pertion of the
Lands included in the pocled or uniized acreage on whieh production is sher being cerived

i at any *me after the Expiration Date, prodJcton in payirg guaniites ceasss or all Operations thzr
be ng conducted ar= discartinued on such Retained Wellsite Tra<t ths Lezze shal terminat2 with respact 1o
sucn Retaired Weilsice Tract on the 60th day ‘ollowing such cessstior or fiscontinuance unless or or tefure
suc azie =her () Lessee commanzes orocucticn ¢of resumes Operations on sieh Retaingd Welsite Trac:
1) the shut-in wall provisions of Paragrasr 4.¢ are applicable to such Fetained Wellsiie Tract if 2t ary
afer tre Expiration Dale production ceases from tie dezpas: horzon then producting (2 "Formarly
ing Depth'} from a well loceted 07 2 Retained Welsts tut continues from g lesser deoth (e
jucing Deptt™), this Lease shal! terminate as to all deptns oe'ow the base of ths Proaucing Depth on the
ay 2fie” the cessaticn of preductizn fom the Formaery Praducing Dentn, uness on or beforg suc- catlz
Sither restores srocuction from tne Formerly Producng Dspin of corrrrenses Oparatons are
# with reascnasie 2higence Lnti' oroduciion is restored from sacn Formerly Frodusing Depth.
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1. Assignments. The rights and este’e of Lessee heraunder may not be assigned without the
priar weitten consant of Lessar, which shall not te unreasonably withheid.

12. Proportionate Reduetion, If this Lease covers an interest in the ofl or gzs in'all or any patt of
the La-ds less thar the entire and undivided fae simpie esiate (whether Lessor's interest is herein specifed




or notl then he reyaities to be caid o Lessar ke euncer as 1o *he Lands provides tor in F’ar:—zg‘raph £ g shall
bz pald only in the praportion which the ints-est thereir, If any, coverad by this Lease, bears 1o ine w?"-'o'.e ;nd
undivideg fe= simple estate thersin. The provisions of this Paragragh “2 shall not apply to trhe considerstion
giver Lessor for the granting of th's Lease.

“3 Substarces Covered. This Lease covers oi, 8as, casinghead gas, other gaseous
s.osances and essodaed hydrocarbars in eliher a [qu'e or gasaous piase or state nd such minerals as
may be produced in assccigton with the production cf oil, gas, casinghead gas. other gasecus substances
and associcted hydrocaroons; provided, nowever, that nothing in ths Lease sha'l be deerned 1o zuthorize the
rasficaion of in sty compustion of uranium, ccal or ligrite and this Lezse shall not be deemed to cover
cither uranium, coal or lignite. The c.assication of & we! as either a gas wel. or oil wel by the Agency shari
e coaciusive in respect of ks cassfication undsr the terms of tnis Leese.

4. Infsrmation Required.  Lessee agress to fumnish. freg of cost to Lessor, transmittes by e
U.S Waii to Sempra EnerJy Froduction Compary, 8235 Douglss Avanue, Suite 525, Dallas, Texas 75225
tr2 liowing materials s £091 as the wiell infermation is avallaole to Lessee bat in no event 1atar than thiny
(30} cays from completion

(a Natice of irtant w driil

(b one Figld print 2nd Final prirt ¢f &l electrical and other survays run, including & copy
of & daily criling reparts. for any and all welis crified on the Lands or lands pooled or Lnitized
therewitr;

(<) Al legaing surveys, wireline tests, drilistem test chans, core znayses or o*her third
paty rforrztion as may o run cr prepared in the driling of such wells]

) a capy of all state comgletion and plugging rezorts filed:

e Any title information Lesses obtains with respect to the Lands: and

43! upan rece pt of a request from Lassor, ali cther Information on any wells drilled on

tne above deserived acreage or acreage pooled therewith

I the evert tre above wall information is not provided to Lessor, iessar will send a written request by cerlified

mal to Lessea. Lesses T provide the requesied veell information within 30 days from receipt of said written
reguest,
13. Force Majeure. Lessee shall not be fiakle for any delays ir Lessee's perfermance of any

covenan: or condiior hereurder, express or implied or for total or paial nen-performance thereaf, for sc
lung s, ard ony o long as, Lesses is prevented from paforming the same cue 1o forca majedre. The term
“lorce majedra”, as used herein, ehal mean any crcumstance or any condition wholly beyond the sontrol of
Lassee, including acs of God snd aclioas o the elements, acts of the puslic ensmy, strikes, lockouts,
acc.dents, laws, asts, rul2e, reguigtions and ordar of federal, state or municipal govemment. or officers of
agants therect. if Lessse is requirad to cease drilling of reworking of producing opérations 01 the Lands (or
lands properdy praled unde- the previsions of this Lease) by farce majeure, then untl such time as such force
mzjeure & terminated, and for a period of 30 days a'ter such ferminzticn, each and every provisior of th's
{e2se tral might operate to serminate it shall be suspendad, anc this Lezse szl continue in full force and
e=ct during such suspansicn period. ¥ any perioc of suspensicn ocours befo-e the Expiration Date, the
+zrrm theeof shall be acdes o such Prima~y Term The provigion of this Paragraph. 15 shall not be aprlicabie
i1 respect of eny caymen's reuired to be made undsr any provision of Mis Leasz it being expressly
-nderstood anc agreed that the provsicns of this paragraph 15 snzil mot overr'dz or modrly eny requirerTen:
¢! such payments.

16. MNotize Al communizations, natces and informatcn required hersandar shait e in vwitin
G shall be desmed to have baen prepary serued whan sent by mall, ie.egrach or te ecopy to the add-esss
=t forh or the signature page herato

a
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vy INpleg LoyEranis. (H0hs O e COVEnants Coiteiist i Lk Ledds Vil Nllun 1wl -
wey fril o ssrve in hes o7 any imolied covenart avaiiab e to Lessor. including without firriztion, the imaled
coverants to funher deve op 12 market anao to profest 2gainst drairags

o

18 Comoiense wih Laws  Lesses shal comply with all applicanle faws, and reguistions of
governmeniz astherities in the ¢onaues: of al Jiling and produsing oneratons cn the Lands inziuzing
witho gt imiaten, shose applicable to tne protztion of healtn ardior the enviroren: Lassse agrées tazt iy
3 1Cwc of hgzatoous chemicals or wastes reguletions shall pe stored or disposen o ¢nthe Lanas end (i a
weils which may ce incated or the Lands which are no ionger cagabls o! procducing in paylng aLantities s:ﬁal:

Fom mhmmad e - < P . .
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otharwise rasultirg from or relating to a breacn by Lesses of the coverants cotaine In this paragrap. 19 or
otherwise contained iri this Lease

1€ indemnnificatio] Lessee agrees 10 ingsmnify and hold harmiess Lessor from and agaist
any and al clalme resJiting from or anisirg out of or in connestion with cpe-alizns of ar for Lessse hereuncer,



-

anc from and against all costs 21d expenses incurred by Lessor from and against any ard all claims Each
assicnee claiming hersunder agrees {o indemnify and hoid harmless Lesser from anq against any and all
claims resylting from 2r arising cut of o In zonnectior with operatioas of or far such assignee hereunder. and
#rom and against all costs and expanses incurted by Lessor oy reason o- such claim or claims

22 Adgtionsl Consigeration Prior 1o _such Cemmencement It at eny time orior to tne
commencement of intial driling operatons on the Lanas, Lessee pays 3 Minera OWner a greate!
considzraton for-an Cil and Gas Leass cantzining ar eg.al royally provision, on a p&r acre hasis, covering
'and losated within the Lards then Lessee agrees tc pay Lessor the difference between the consideraticn
paid Lessor, per net mineral acre. 2nd the consideration paid ’g:j 2 third party

21. Lessor execJtes this lease witacut warranyy of title, expressed anc impliec.
IN WITNESS WHEREODF, this Lease Is executed on the date ¢f the acknowledgmarts sttached
he+zto bui shali be effestive s of the Effeciive Date recited 2bove.

SEMPRA ENERGY PRODUCTION COMFANY (formerfy
knowr, as PACIFIC ENTERPRISES ABC
CORPORATICN)

By:

Michaei J. Walker
Vice President

Tax ID No.: 95-4390494

STATE OF CALIFORNIA )
COUNTY OF SAN DIEGC )
Oon . 2002, before me, e

Naary Public, personally appeared MICHAEL J. WALKER personzlly known o me to o€ the person whose
name Is subscribed to the v/thin instrument and acknowigdged to ma that =e execued the same ‘n his
auhorized sepaclty, and tha: by his signature on the instrument the person or tne entities upon behalf of
whicn the persen acted executad the instrument.

WITNESS my hend and official sea!.

Notary Public

Zrinted Name

SEMPRA SNERGY PRODUCTION COMPANY
8225 Douglas Avanue, Suile 52

Dallas, Texzs 75225

214.705.0420

214,705.0415 (Facsimie]



Blaine Hess
Oil Properties
Post Office Box 326
Roswell, New Mexico 88202-0326
(503) 623-5400
(503) 623-4916 fucsimile

November 5, 2002

Ms. Sarah Williams
Sempra Energy Production Company

8235 Douglas Avenue, Suite 523
Dallas, Texas 75225

Re: W/2 of Section 23, T-14-S, R-37-E, NM.P.M_,
Denton Area, Tatum Basin Project
Lea County, New Mexico

Dear Ms. Williams:

I just wanted to inform you that we have changed the name of Denton Canyon 23-1
Well to the Brickyard 23-1 Well.

Also, there is the possibility we may move the location of the Well due to the
original location being in the way of an irrigation system. If this is the case, the
new location will be 330 feet FSL and 2,310 feet FWL of Section 23, T-14-S, R-37-
E, NM.P.M, Lea County, New Mexico. If the location is moved we will have to
directional drill the well resulting in the estimated cost to drill the well increasing
approximately $75,000.00.

Should you have any questions, please feel free to contact me.

Yours truly,
gy i
/é{//’// @\ ., CONSERVATION DIVISion
Blaine Hess ASE NUMBER
Bh/arh EXHIBIT
R

cc: Mr. Derold Maney, Ocean Energy, Inc.



