APPENDIX 1

CONVEYANCE AND BILL OF SALE

| of Sale is by and between Chisos, Ltd., a Texas
W, Deming, New Mexico 88030,
LLC, a New Mexico limited
New Mexico 88210,

~This Conveyarce and Bil
corporation, whose address is 670 Dona Ana Road, S
hereinafter referred to as “Assignor” and JKM Energy,
liability company, whose address is 26 East Compress Road, Artesia,

hereinafter referred to as “Assignee”.

WHEREAS, Assignor is the owner of record of 100.00% of the operating rights in
State Oil and Gas Lease — Stetson “2” State Com No, 1 Well, API Number 30-015-31012,
located 990 feet from the South line and 990 fect from the West line, Section 2, Township
19 South, Range 29 East, NMPM, Eddy County, New Mexico (the * Well”); and

WHEREAS, it is the desire of the parties hereto to'place Assignee as owner of
record of the Well. A

WITNESSETH:

Assignor, for valuable consideration paid to Assignor by Assignee, the receipt and

sufficiency of which are hereby acknowledged, does hereby grant, bargain, sell, convey and
assign, set over and deliver, effective September 1, 2005 (“Effective Date”), unto Assignee
and Assignee’s successors and assigns, the undivided interest of Assignor described above

in and to the following: '

a. 100% of the operating rights and 75% of the net revenue interest in and to the
Well and spaced unit, INSOFAR AS AND ONLY INSOFAR AS said lease '

“covers the West Half (W/2) of Section 2, Township 19 South, Range 29 East,
NMPM. Eddy County, New Mexico; subject, however, to the reservation by
Assignor, described below, and the restrictions, exceptions, reservations,
conditions, limijtations, existing royaltics, overriding royalties, production
payment interests, burdens on production and other matters, if any, heretofore
created and validly shown of record;

b. All of Assignor’s, title and interest in, to and under or derived from:

i) All of the presently existing and valid unitizzition agreements and unit
operating agreements;
i)  All of the presently existing and valid oil, casinghead gas and gas sales

purchase agreements; and
iii)  All other contracts, agreements and instruments vwhich relate to the

property and interests specifically described above (or properties
unitized therewith). .

c. All personal property, improvements, easements, permits, licenses, servitudes
and rights--"-ways situated upon or used in connection with the exploration,
development or operations of the interest described above or the production,

r



treating, storing or transportation of oil, gas and other hydrocarbon substances,
including but not by way of limitation, wells, casing, tubing, derricks, pumps,
flow lines, gas lines, water lines, salt water disposal facilities, tanks, separators,
building, machinery, equipment, road and other appurtenances situated on the
interest described above or lands unitized therewith or which are used in
connection with hydrocarbon operations on the interests described in paragraph

a), b) and ¢) above or land unitized therewith.

Assignor shall and does hereby reserve and retain unto itself an overriding royalty
interest equal to the difference between the lease burdens (including the lessor's royalty
and any overriding royalties in existence as of the effective date), and twenty-five percent of
eight-eighths (25% of 8/8ths) in and to all of the oil and gas saved and sold from or
attributable to the Well.

Such overriding royalty intercst shall be generally calculated, determined and paid
in the same manner as the lessor's royalty under the terms of the applicable lease; provided
however, Assignor's reserved overridiug royalty shall be free and clear of all exploring,
producing and developing costs. Assignor’s overriding royalty shall bear its proportionate
part of all severance ar other similar taxes (except gathering taxes) which are applicable to

such production,

THE INTERESTS ARE CONVEYED AND ASSIGNED WITHOUT
REPRESENTATION, CONVENANT OR WARRANTY OF ANY KIND OR NATURE,
EXPRESS, IMPLIED OR STATUTORY AND THAT ALL INTERESTS, PERSONAL
PROPERTY AND EQUIPMENT CONVEYED HEREBY ARE SOLD AND ASSIGNED
AND ACCEPTED BY ASSIGNEE IN THE “WHERE IS, AS IS” CONDITION WITOUT
ANY WARRANTIES WHATSOVER, EITHER EXPRESS , IMPLIED OR STATUTORY
OF MARKETABILITY. QUALITY, CONDITION, MERCHANTABILITY AND/OR
FITNESS FOR A PARTICULAR PUPOSE OR USE, ALL OF WHICH ARE
EXPRESSLY  DISCLAIMED. IN ADDITION, ASSIGNOR MAKES NO
REPRESENTATION, COVENANT OR WARRANTY, EITHER EXPRESS, IMPLIED
OR STTUTORY, CONCERNING THE QUALITY OR QUANTITY OF
HYDROCARBON RESERVES ATRRIBUTABLE TO THE INTERESTS OR THE
ABILITY OF THE INTEREST TO PODUCE HYDROCARBONS OR THE PRICES
WHICH ASSIGNEE IS OR WILL BE ENTITLED TO RECEIVE FOR ANY SUCH

HYDROCARBONS.

Assignee agrees, by accepting this assignment, to assume the responsibility for the
well bore of the Well and the risk, cost and expense or future operations including plugging
and abandoning of the well bore of the Well. Assignee agrees to indemnify and hold
harmless Assignor, its, agents, employees and assign, from all liability, claims, demands or
causes of action arising out of Assignee’s operations in or use of the assigned Well,
including without imitation the proper plugging and abandonment of the well bore of the

Well.



_Assignor agrees to execute and deliver all such other instruments, notices, division
or transfer orders, releases, acquaintances and documents as may be necessary to more
fully assure Assignee, its successors and assigns, all of the respective rights, titles, interests,
estates, remedies, powers and privileges herein and hereby granted, bargained sold,

conveyed, assigned and delivered. '

Assignee shall observe and comply with all convents, terms and provisions, express
or implied, contained in the agreements, lease, easements and all other contracts pertaining
to Assignor’s interest in the assets which appear of record in the records of Eddy County,
New Mexico as of the Effective Date of this transfer or are found in the files of Assignor, or
have otherwise been provided by Assignee.

Assignor makes no warranties of title, either express or implied.

IN WITNESS WHEREOF, Assignor has caused this conveyance to be duly executed
on this 12™ day of September 2005.

ASSIGNOR:
CHISOS, LTD.

By: Sue Anu Craddock, Attorney-in-Fact

ASSIGNEE:
JKM ENERGY, LLC

ews/Managing Member



ACKNOWLEDGEMENTS

STATE OF NEW MEXICOQ §

COUNTY OF LUNA §

On this 12™ day of Scptember 2005, before me appeared Sue Ann Cmddock., to me
personally known, who, being by me duly sworm, did say that she is the Attorncy-m.-Fact
for Chisos, Ltd,, a Texas limited partnership and that the foregoing instrument was signed
on behalf of the partaership and that she acknowledged the instrument to be the free act

and deed of the partnership.
WITNESS my hand and official scal this 12® day of September 2005,

DFFICIAL SEAL

NOTARY PUBLIC
STATE OF NEW MEXICO

My Commisxiun'Exlrn: K/ HAY

Notary Public in and for the
County of Luna,
State of New Mexico

STATE OF NEW MEXICO §
COUNTY OF §

On this A% day of September 2005, before me appeared Jack Matthews, to me
personally known, who, being by me duly sworn, did say that he is the Managing Member
for JKM Energy, LLC, a New Mexico limited liability company and that the foregoing
instrument was signed on behalf of the limited liability company and that he acknowledged
the instrument to be the free act and deed of the limited liability company.

WITNESS my hand and official seal this /A% day of September 2005.

My Commission Expires: W }\Q/LQ\QMJ

¢

Notary Public in and for the
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