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October 12, 2000
No. 8,285
Steaith Prospect
{S/2 Secticn 2)
QXY USA Inc.

§ Desta Drive, Suite 6000
Midland, Texas 79705

Atn Kent Woolley, Land Manager

Re: ORIGINAL DRILLING TITLE OPINION covering the following described lands
located in Township 18 Souty, Range 25 East, N.M.P.M., Eddy Coyaty, New Mexico:

United States of America Lease Serial Numbter NMNAY 14757, insofar as it covers
the following:

Section 2: NW/4 SW/4, conmining 40 acres, more or less.

Richard F._Johnson, Jir., Qi and Gas Lease

Section 2: NE/4 SW/4 and N/2 Sktid, centaining 120 acres, more or less.
>
er, era) Qil Gas i

Section 2: §/2 §/2, comaining 160 acres, more or less.

Gemlemen:

At your request and for the purpose of rendering this opinion, we have cxamined the

following:
MATERIALS EXAMINED
Abstracts
1. Abstract of Tide No. 00,014, certified by Currier Absiract Company as covering

the records maintained by the County and District Clerks of Eddy County, New
Mexico, pertaining to the mineral estate only of the §/2 §/2 of Szction 2, for the
per:ad from inception of the records to February 29, 2000, at 8:C0 a.m., in seven
volumes and containing 1217 pages.

2. Supplemental Abstract of Title No. 00,008, certified by Currier Abstract Company
s covering the records maintained by the Counsy and Distict Clerks of Eddy
County, New Mexico, peraining 10 the NW/4 SW/4 of Section 2, among other
lands, for the period from July 26, 1953, at 8:00 a m., to January 31, 2000, at
8:00 a.m., contaiming 25 pages.
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3. Supplemental Abstract of Title No. 00,007, certified by Currier Abstract Company
as covering the records maintained by the County and District Clerks of Eddy
County, New Mexico, pertaining to the NE/4 SW/4 and the N/2 SE/4 of Section
2. among otker lands, for the period from: July 26, 1999, at 8:0C a.m. to February
1, 2000, at 8:0C a.m., containing 66 pages.

4. Abstract of Title No. 49544, certified by Federal Abstract Company as covering
the Plat Book Recoxds, Historical Index Records, Serial Register and Case File of
NMNM 14757 in the United States Department of the Interior, Bureau of Land
Management, State Office at Santa Fe, New Mexico, pertaining o the NW/4 SW/i4
of Sectior: 2, among other lands, far the periud from the inception of the records
to July 23, 1999, at 9:00 a.m., containing 80 pages.

5. Suppiemental Abstract of Title No. 49777, certified by Federal Abstract Company
as covering the Plat Book Records, Historical Index Records, Serial Register and
Case File of NMNM 14757 in the United States Department of the Iaterior,
Bureau of Land Management, State Office at Santa Fe, New Mexico, pertaining (o
the NW/4 SW/4 of Section 2, among other lands, for the peried from July 23,
1699, at 8:00 2.m., to January 6, 2000, a1 9:00 a.m., comaining 8 pages.

é. Qwnership Repost dated November 13, 1998, concerning NVINM 14757 and
another lease, prepared by Federal Abstract Company.

Instruments
1. Copy of Letter dawd January 3, 2000, from Randy V. Wartts, lodepencent

Landman, 1o Cactus Energy, Inc., discussing his research of Kemp Lumber
Company. a dsfunct New Mexico corporation.

2. Copy of Letter dared August 3. 1995, from the State of New Mexico Publie
Regulation Comrmission to Wendell Iverson, transmitting ltems 3 through 8 belov..
3. Copy of Amendment of Articles of Incorporation of Kemp Lumber Company Jated

February 17, 1905.

4, Copy of Kemp Lumber Company Stockholders Non-Liability Certificate dated July
21, 1906.

5. Copy of Kemp Lumber Company Board of Directors Resolution to Increase Capital
Stock dated July 16, 1906,

4. Copy of Certificate as to the Payment of Capital Stock of Kemp Lumber Company
dated August 13, 1906,

7. Copy of Certificate of Amendment of Kemp Lumber Company {extending the
carporate existence of the corperatica for a term of 50 years) daied May 11, 1953,

8. Copy of Stockhiolders’” Consent 10 Extension of Term of Corporate Existence for
Kemp Lumber Company dated April 28, 1953.

9. Copy of Paricipation Agreement dated July 22, 1999, covering the E/2 of Section

9 and all of Section 2, T18S R25E, NMPM, Eddy County, New Mexico, exscutec
by Cactus Energy, Inc., and OXY USA Inc.
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10.  Copy of Assignment of Oil, Gas & Minera] Lease dated February [, 2000, effective
October 2, 1999, recorded in Book 374, Page 613, Eddy County Records, from
Cactus Energy, Inc., to Wendell W. Iverson, Jr.

11.  Copy ofunrecorded Assignment of Qil, Gas & Mineral Lease dated October 2, 2000,
effective October 2, 1999, from Cactus Energy, Inc., to Wendell W. Iversen, Jr.

Eddy County Records

1. Personal examination of the records maintaired hy the Ccunty and District Clerks
of Eddy County, New Mexico, based on an uncertified ruasheet submitied by
Wendell W, Tverson, Jr., prepared from the tract indices of Guaranty Absiraci &
Title Co., covering the captioned lands, among other lands, from inception of the
records to July 26, 1999, at 8:00 a.m.

2. Copies of instruments listed on an uncertified runsheet compiled by Wendell W.
Iverson, Ir., based on the trect indices of Caprock Abstract & Title Company,
covering all mstruments affecting title to the non-participating royalty interests
burdening the N/2 SE/4 and the NE/4 SW/4 of Section 2, among other lands, filed
of recerd in the offices of the County and District Clerks of Tddy County, New
Mexico, from February 26, 1919, tirough October 1, 1695,

Based upon our examination of the foregoing materials, and subject to the requirements
und commenis hereinafter made. we find thac with respect to the NW/4 SW/4 of Section 2, as of
January 6, 2300, at 9:00 a.m., as to the federal records, and January 31, 2000, at 8:00 a.m., as
10 the records of Eddy County, New Mexico; and with respect to the $/2 S/2 of Section 2, as of
February 29, 2000, at 8:00 a.m.. as to the records of Eddy County, New Mexico; ani with
respect 10 the NE/4 SW/4 and the N/2 SE/4 of S=ction 2, as of February 1, 2000, at 8:0C a.ny.,
as 1o the records of Eddy County, New Mexico; utle to the captioned lands is vested as foliows.

FEE TITLE
SURFACE:
NW/4 SW.4 of Section 2 (Lease 25 - NMNM 14757)

W. G. Kennedy. a/kva William G. Kennedy,
whosewifeisBetty L. Kennedy ... ... ........ ... ... ... ... All

NE:4 SW/4 and N/2 SE/4 of Sectipn 2 (Lease 24

W. G. Kennedy, a'k/a William G. Kennedy,
whose wifeis Betry L. Kennedy . ... ... .. ... .o L All

2 8/ of Section 2 (Lease 1 -23

Louis M. Cammpanetla and Joe Campanelia,
and their heirs or assigns (See Requirement ) . ....... ... ... .... 34

Bonnie Florence McKinstry,
and her heirs or assigns (See Requirsment 6 .. ... ... .. ... .. 1

Hav: JGRANMAYERWOS94 700003552131
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OIL & GAS ESTATE:

NWiq4 SW'4 of Section 2 ( L.ease 25 - NMNM 14757}

United States of America ... ... ... ... ... ... .. ... ..., All
NE/4 SW/4 and N/? SE/4 of Section 2 (Lease 24)

Executive Right, Bonus and Delay Rentals:

Richard ¥. Jobusom, Jr. .. ...... ... .. All
Royaity:

Richard F. Johmson, Jr.5% .. ... .. L . }¥p3

Charles R.Wiggins® . ... ... .. . .. i, 12

'Note: By six separate instuments executed during the (940's, Laura E.
Keiley, a predecessor in interest to Rickard F. Inhnsog, Jr. in this land,
conveyed an aggregated non-participating royalty inrerast equal to 6%
of all oil and 2as which may be produced from. amesg orher lands, the
N/2 5%/4 and the NE/SW of Section 2. This mon-participating rovaity
interest will be boroe by and decucied frem Richard F. Jobknson, Jr.'s
royalty interest in the N/2 SE/4 a=d the NE'SW of Section 2. The
fellowing partics owa this intersst (See Requirererts 8, 10& 11

Francis Currier and Michae! Curnier, Co-Trustees 5% of /8
of the Charles E. Currier aad
Francis Currier Revocabte Trust

Michael C. Haley 5% of 8/8
Jean L. Hopp 1% of 3/8
Irma Davis, Executrix ¢f the

Estate of Virgil O. Hopp. deceased 1€ of 48
H. P. Talley 1% of 8/8
*Cates Biothers 1% of &/8
Scout Qil Company 1% of88
TOTAL 6% of 8/8

Note: By Term Royalty Deed dated August 5. 1999, recorded 1n Book 360,
Page 526, Eddy County Records, Richard F. Johnsoa conveyed to
Charles R. Wiggins an undavided 1/2 interest in and 1c all of the oil,
gas, and mineral royalty ia the NE/4 SW/4 and N/2 SEi4 of we
captioned land, among cther lands, for a term expiring April 15, 2002,
and as long thereafier as oii, gas or other minerals are balag produced
from the conveyed lands.

/2 872 of Section 2 {Leases | - 23)

Billy James Van Winkle (Unleased) ... .......... ... ... 15 x 1748 ¢
Carl Lewis Folkrer, Jr. (Urleased) ..... ........ . . 20x 1048
Scout O Company (Unleasedy ... . ....................... 316«

Hau JGRANMA YEH COS9T Q00035321311
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Kemp Lumber Company (Unleased) .. ...
Sharbro Oil Lid. Co. (Unleased) ........

Yat2s Drilling Company (Unleased) ... ..

8. P. Yates, Frank W. Yates, J1., and
B. W. Harper, Personal Representatives
of the Estate of Lillie M. Yates,

Deceased (Unleased) ...............

Marie Elizabeth Stevens, Trusiee of
the Luvena Beck Trust, under Declaration

of Trust dated July 15, 1971 (Lease 11) ...
Mona Ruth Schoonmaker (Lease 4} ......
Jay C. Grabam (Lease 17) ............
Thomas J. Graham (Lease 10) .........
Elizabeth Apn Bradiey (Lease7) . .......
Oran Edgar Van Winkie* (Lease 13) .....
M. Sus Van Winkle (Lease 3) . ... ......
Kenneth Mark Van Winkle (Leass 18) .. ..
J. W, Gissler (Lease 12) .............
June Ann May (1ease 15) ............
Anna Frances Walton (Lease 5) .. .......
Mary Dowell (Lease 1) .. ... ... ....
Louise F. Fousel Lane (Lease23) .......
John Christopher Folkner (Lease 20} .. ...
Jack Folkner (Leass6) ..............
Robert Lawrence Folkner (Lease 22) .. ...
Mark Ryan Folkner (Lease21) .........
Stephen Francis Folkner (Lease 19) . ... ..
William Mason Jackson (Lease 16) .. ...,

Belle Elizabeth Reed (Lease9) .. .. .. ...

J. Ruth Buhler, Trustee of the
William Jackson and Stella Rogers
Jackson Trust dated April 2, 1971 (Lease 2)

Hou: JGRANMAYEH\05967\00003 5320301
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Mary Jape Lent (Lease 14) . ... ... ..ot 1196
Dena Kennedy Miller (Lease 8) .. ......... ..ot 1/96

*Notg:  Subsequent to executing Lease 13, Oran Edgar Van Winkle conveyed
his royalty interest in the captioned land to Nanmcket Resources Group,
L.C., for 2 period of two years from October 25, 1999, and for as long
thereafter as oil. gas or other minerals are produced from the captioned
land or lands pooled therewith, Nantucket Resources Group, L.C.
subsequently conveyed this intercst to Douglas C. XKoch and Wayne A.

Bissett, in equal shares.
OIL, AND GAS LEASEHOLD ESTATE

e 295), insofar gs it covers NW/4 SW/4 of Section 2:

Record Title & Operating Rights:
AlwraEpergy, Ltd* .. ... oo 8/8 W1
(.82500000 NRI}

*Not¢:  The interest of Altura Energy, Ltd., is subject to a2 5% overriding
royalty interest owned by the following parties:

Elizabeth Gorman 1% of 88
Jucy Harris 1713 0f 4% of 8/8
Scont A. Harris 1/3 of 4% of 8/8
Laurelind Corporation 1/3 of 4% of 8/8

Total 5% of 8/8

NE/4 SW/4 and N/2 SE/4 of Section 2 (I eage 24):

OXYUSAINC. ..ot et e e 13/16 WI
(13716 of .76) (.61750000 NRI)
Cactus Emergy, Inc. . ... 332 W1
(1/16 of 5/6) + (1/32 of .76) {.07583334 NRI)
Wendel W. Iverson, Jr. ... . i, b 3/52 Wl
(1/16 of 5/6) + (1/32 of .76) (.07583333 NRI)
RichardCoats. . . ......... ... . coivvineann... 2.4583333% ORRI
(U2 of {[7/8 of (5/6 - 76%)] - 1.5%]) (02458333 NRI)
Wendell W.Iverson, Ir. ... ... .............. 2.4583333% ORRI
(1/2 of {[7/8 of (5/6 - 76%)] - 1.5%)) (.02458333 NRI)
Thomas R. Smith ............. ... .. it 1.5% ORRI
(1.5% of 8/8) (.01500000 NRI)

Totat Working / Overriding Royalty Interests .. .. .§3333333 NRI

Total Leasehold Royslty ......... ceneaaee. 216666667 NRI

1.00000000 NRI

Hou: JGRANMAYERWOSI6TO00035:321 21
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/2 §/2 of Section 2 (Leases 1 through 23):

Billy James Van Winkle (Unfeased) .. .. .......... 1/15 x 1/48 ULMI
Carl Lewis Folimer, Jr. (Unleased) . ... .......... 1720 x 1/48 ULMI
Scout Oil Company {Unleased) .................. Lo 6 ULME
Kemp Lumber Company (Unleased) ................... o 14 ULMI
Sharbro Qil Ltd. Co. Unleased) .. ................. /4 x 3/8 ULML
Yates Drilling Comrpany (Unleesed) ... ............. 1/2 x 3/8 ULMI

3. P. Yates, Frank W. Yates, Jr., and
B W, Harper, Personal Representatives
of the Estate of Lillie M. Yares,

Deceased (Unleased) ...... .. e e 1/4 x 3/2 ULM!

Tutal Unlessed Mineral Interests ........... 2347/2880 ULM1

(-81493055 NRI}

OXY USAlIve. ........... {13716 of 506/2880) + (13/16 of 27/2880) W1
{1316 of .76 of 505/2880) +

(13/16 of 13/16 of 27/2880) {.11468028 NRD}

Cactus Energy, Inc. ......... (5/32 of 506/2880) + (1/16 of 27/288C) WI

i1/16 of 13/16 of 506/2880) +
(1732 of .76 of 506/2880) +
(1716 of 13716 of 27/2880) (.C1357080 NRD)

Wendell W. Iverson, Jr. ....... 13/32 of 506/28%80)+ {1/16 of 27/2880) WI
(1/16 o1 13/16 of 506/2880) +
(1/32 of .76 of 506/2880) +

(1716 of 13716 of 27/2880C) (.01357080 NRY)
ThomesR. Smith .. ........ ... .. .......... 1716 of 27/2880 W1
(1716 of 13/16 of 27/2880) (.00047607 NRI)
RichardCoats. . .. ....... .o ivnnnnnn 1.875% of 506/2880 ORRI
(142 of {[718 of (13/16 - 76%)] - 1.5%}} of 506/2880 (.00271778 NRI)
Wendell W. Iversoa, Jr. ....... ......... 1.875% of 506/2830 ORRI
(172 of {[7/8 of (13/16 - T6%)] - 1.5%}) of 506:2880 (.00271778 NRD
ThomasR. Smith ....................... 1.5% of 306/2830 ORRI
(.00263542 NRY)

Total Working / Overridicg Royalty Interests ...  .15036893 NRI

Total Unleased Mineral Interests .. .......... 81493058 NR{

Total Leasehold Royalty . . . ... vuvivvnnnts 03470452 NRI
1.60600000 NRI
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