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Lexam  on  the Hunt  for  Colorado  Oil  and  Gas

By Gene Arensberg
22 Jan 2007 at 12:19 PM

HOUSTON ( ResourceInvestor.com )  - -  Rob  McEwen  has  big  plans  for  a  little  company  he  acquired  a  majority  interest  in

during  his  tenure  with  Goldcorp,  one  of  the  best  known  gold  success  stories  of  the  past  decade.  Those  plans  for  Lexam
Explorations  [TSXv: LEX;  OTCPK: LEXEF]  include  high - risk - high - reward  wildcat  exploration  for  oil  and  gas  in  the  San  Luis
Basin  in  Colorado  this  year  and  a  new  50%  buy - in  into  Golden  Valley  MineÕs [TSXv: GZZ ]  Otish  Basin  uranium  plays  in
Quebec.

ÒThe company,Ó  said  corporate  development  VP Ian  Ball,  Òis focused  on  creating  value  by  making  discoveries  in  energy.Ó
That  is as  opposed to  just  trying  to  build  an  energy  company  with  Òsmall moneyÓ cash  flows.  ÒSo itÕs a  quite  different
philosophy  than  what  you  normally  see  in  the  oil  patch,Ó he  said  in  a  recent  interview  with  RI .

In  other  words,  McEwen,  also  CEO and  Chairman  of  U.S.  Gold  [AMEX: UXG;  TSX: UXG],  has  his  sights  on  turning  an
obscure  and  recently  resurrected  exploration  company  into  something  larger  again,  something  investors  following  the
Toronto - based  gold  company  titan  know  he  has  a  history  of  doing.

McEwen Moves Into Energy

Lexam  was  a  subsidiary  of  Goldcorp  [NYSE: GG;  TSX: G]  that  threw  the  dice  looking  for  gold  in  the  San  Luis  Basin  of
Colorado  and  spent  much  of  the  1990s  looking  for  a  new  gold  discovery  on  a  100,000  acre  prospect  there.  Although
they  did  not  find  commercial  quantities  of  gold  in  their  drill  holes,  a  number  of  the  holes  they  drilled  back  then  along
the  edge  of  the  San  Luis  Basin  came  up  with  oil  shows.

ÒWhen we  started  drilling  we  had  no  idea  that  there  was  oil  there,Ó  said  Tom  Watkins,  LexamÕs senior  geologist,  who
has  been  involved  in  what  is called  the  Baca  Grant  property  in  the  San  Luis  Basin  since  1987.  Lexam  owns  75%  of  the
project  with  the  remaining  25%  being  owned  by  ConocoPhillips.  ÒThe first  thing  we  noticed  was  just  a  little  bit  of  a
sheen  on  top  of  the  water  in  the  buckets  that  we  used  to  collect  our  samples.  As  we  continued  to  find  some  of  these  oil
shows  in  the  shallow  exploration  holes  we  were  getting  live  oil  in  globs  as  big  as  your  thumb,Ó  he  added.  Important  to
note  that  those  oil  shows  came  from  small  bore  rotary  drilling  in  relatively  shallow  drill  holes.

Those  oil  shows  were  in  1992  and  1993  and  they  opened  the  door  for  the  first  time  that  there  might  be  hydrocarbon -
bearing  cretaceous  age  rock  in  the  basin.  Prior  to  that  time  what  little  exploration  drilling  that  had  been  attempted  in
the  basin,  farther  south,  had  turned  up  little  promise  and  less  oil  or  gas.

An Accidental Discovery

Just  to  be  sure  of  what  they  were  finding,  Lexam  took the  surprising  samples  of  oil  and  sent  them  to  two  different
laboratories  for  analysis.

ÒWe collected  samples  and  first  sent  it  off  to  an  environmental  laboratory  to  determine  whether  or  not  it  was  crude oil
or  if  it  was  a  refined product,Ó  explained  Watkins  in  the  dry  and  formal  tone  of  a  seasoned  geologist.  This,  in  order  to
rule  out  contamination  as  the  source.

ÒThey said  it  was  naturally  occurring  crude.  Then  we  did  further  testing  on  it  by  sending  it  to  DGFI  in  Houston  to
compare  it  to  other  oils  in  adjacent  basins  in  Colorado  and  the  results  of  that  were  that  it  is identical  to  cretaceous  age
oils  from  adjoining  basins.Ó

In  effect  Lexam  had  found  crude oil  where  no  oil  was  supposed  to  be.  The  accidental  find  changed  the  focus  of  Lexam
and  changed  the  way  geologists  thought  about  the  San  Luis  Basin.

ÒNobody thought  there  was  any  oil  and  gas  potential  in  this  part  of  Colorado  because  in  the  1970s  there  were  half  a
dozen  or  so  oil  wells  drilled  in  the  centre  of  the  basin,Ó Watkins  said.  ÒThey didnÕt find  any  rocks  that  could  even  be  a
source  for  oil  and  gas,  or  a  decent  reservoirÉ  so  everybody  just  assumed  there  was  no  potential  at  all.Ó

Watkins  was  more  specific  why  the  finds  changed  the  way  people  thought  about  the  basin:  ÒAs we  continued  to  drill  as
part  of  the  gold  program  we  started  finding  some  of  the  rocks  of  the  Dakota  Sandstone  and  the  Mancos  Shale  which  are
the  premier  oil  and  gas  reservoir  and  source  rocks  in  Colorado  of  cretaceous  age.Ó

Trial and Error

Those  finds  began  LexamÕs first  attempt  to  make  an  oil  and  gas  discovery  in  the  San  Luis  and  in  1995  the  company
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attempted  two  exploratory  wells  not  far  from  the  oil  finds  but  a  little  deeper  into  the  basin.  The  wells,  located  on  what
is the  eastern  edge  of  the  basin,  did  not  find  any  pay  (hydrocarbons)  but  they  confirmed  that  the  Òright  rocks,Ó as
Watkins  calls  them,  were  present  contrary  to  popular  assumptions  then.

ÒIn the  second  oil  test  that  Lexam  drilled  in  1995  there  was  about  115  feet  (of  the  cretaceous  age  rocks  that  produce
75%  of  the  oil  and  gas  in  Colorado),  but  just  because  of  the  geometry  of  the  margin  of  the  basin  we  have  good  reason
to  expect  that  as  you  go  deeper  into  the  basin  you  will  find  a  thicker  section  and  that  is what  we  see  on  the  seismic
data,Ó he  added.

Those  first  two  Baca  test  wells  tested  approximately  3,800  feet  and  about  7,000  feet  respectively,  according  to  Watkins.
With  evidence  of  actual  hydrocarbons  present  and  now  the  presence  of  the  kind  of  rocks  that  geologists  look  for  oil  and
gas  in  adjoining  basins,  the  focus  of  the  company  then  became  to  determine  where  in  the  basin  the  cretaceous  age
rocks  had  formed  the  kind  of  traps  and  structures  that  would  present  the  opportunity  to  discover  commercial  quantities
of  hydrocarbons.

3-D Seismic Underway Shortly, Then Two New Oil/Gas Wells

Lexam  has  accumulated  an  extensive  body  of  2 - D seismic  in  the  intervening  years  and  a  new  3 - D seismic  shoot  is set
for  the  next  few  weeks  to  supplement  and  better  define  the  signature  that  2 - D data  provides.

According  to  the  companyÕs website ,  ÒThe new  (2 - D)  seismic  data  provided  the  first  strong  evidence  for  the  presence  of
a  widespread  package  of  Cretaceous  rocks  in  the  Crestone  sub - basin.  The  character  of  the  seismic  data  is remarkably
similar  to  the  equivalent  Pierre - Dakota - Morrison  section  located  to  the  east  in  the  Raton  basin  (Morel  and  Watkins,
1997)  and  the  Mancos - Dakota - Morrison  section  located  to  the  west  in  the  San  Juan  Sag.Ó

The  presence  of  cretaceous  age  sedimentary  rocks  in  the  basin  is significant,  said  Watkins,  because  ÒÉif you  look  at
production  in  Colorado  from  adjacent  basins,  or  in  northern  New  Mexico,  the  San  Juan  Basin  or  the  Piceance  Basin  or
the  Denver  Basin,  you  have  huge  oil  and  gas  reserves  in  all  these  basins  where  you  have  cretaceous  rocks  preserved
below  a  depth  of  about  7,500  feet.  The  San  Luis  Basin  based  on  LexamÕs work  is the  only  basin  like  that  where  there
are  cretaceous  rocks  potentially  preserved  below  that  depth  that  has  never  been  tested  with  a  well.Ó

That  is about  to  change  as  Lexam  plans  to  drill  two  new  test  wells  in  a  different  and  deeper  part  of  the  basin  later  this
year,  in  the  prospect  called  Crestone.  The  first  of  the  new  wells  will  begin  shortly  following  the  interpretation  of  the  3 - D
seismic  work  about  to  begin  now.  According  to  Watkins,  the  3 - D work  and  the  interpretation  of  it  will  take  about  120
days  or  less.  The  new  wells  will  be  much  deeper  (to  as  deep  as  14,000  feet)  than  anything  attempted  so  far  in  the
basin  and  will  be  targeting  what  the  company  thinks  is a  thicker  section  of  potential  play.  The  new  prospects  are  also
below  the  7,500  foot  level  by  a  good  measure.

In  order  to  find  commercial  quantities  of  hydrocarbon  pay,  one  needs  source  rock,  reservoir  rock  and  a  structural  trap  to
confine  the  migrating  fluids  and  gas  in  an  area  that  can  be  developed.  Since  oil  and  gas  tend  to  migrate  upward
through  source  and  reservoir  rocks  until  they  are  trapped  by  a  relatively  impermeable  kind  of  rock  or  structure,  higher
is usually  better  than  lower  to  find  a  trap.  But  sometimes  higher  is a  relative  term  given  the  location  and  depth  of
source  rocks  and  the  surrounding  faults  which  help  to  form  traps.

Commenting  on  the  relationship  of  current  drill  targets  within  the  San  Luis  Basin,  Watkins  observed,  ÒWhere we  are  now
on  the  Crestone  prospect  in  the  northwest  corner  of  the  property  we  think  the  top  of  the  Dakota  (sandstone,  a  potential
reservoir  rock)  is at  about  12,000  feet,  so  we  are  deeper  in  the  basin  but  É  for  that  area  that  is a  high  structure
because  if  you  go  directly  south  from  where  we  are  doing  the  3 - D survey  and  where  we  are  going  to  drill  the  first  two
wells  then  the  basin  pretty  quickly  becomes  16,000  feet  deep.  So we  are  on  a  very  prominent  high  block  that  has  good
structural  closure  on  the  Crestone  East  portion  of  the  prospect.Ó

High-Risk/High-Reward Funding

In  order  to  fund  the  $1.8  million  new  3 - D seismic,  geological  studies,  well  permitting  and  put  the  company  back  onto  a
solid financial  footing,  Lexam  completed  a  C$4.4  million  private  placement  in  August  (at  C$0.50  with  a  half  warrant at
C$0.70)  and  also  announced  the  same  month  a  deal  with  HudBay  Minerals  to  sell  its  Jason  property  located  in  the
Yukon  for  C$1  million.  Rob  McEwen  reportedly  took over  half  of  the  private  placement  through  an  entity  he  controls  and
also  forgave  about  $400,000  in  debt  owed  by  Lexam  to  another  company  he  controls.

Lexam  figures  it  will  take  on  the  order  of  C$21  million  to  drill  both  of  the  proposed  deep  wells,  so  additional  funding  will
be  needed  before those  wells  are  spudded  in.  In  connection  with  that,  the  company  is now  in  the  process  of  evaluating
its  large  northeastern  Nevada  land  holdings  in  Elko  County.

ÒWe basically  came  to  the  conclusion  that  although  itÕs a  very  large  land  position  in  Nevada,  even  for  Nevada  itÕs pretty
significant  (about  225,000  acres),  it  wasnÕt in  our  interest  to  move  forward  with  that,  just  because  we  wanted  to  keep
Lexam  focused  on  energy  rather  than  on  minerals  such  as  gold  or  base  metals,Ó  Ian  Ball  said.

It  should  be  clear  then  that  if  the  right  price  can  be  had  Lexam  intends  to  deal  its  considerable  Nevada  prospect  off  to
help  pay  for  the  cost  of  the  upcoming  drill  program.  Speaking  about  the  Lexam  Nevada  properties  Ball  noted:  ÒThere
has  been  recent  activity  in  that  area  of  Nevada  which  previously  wasnÕt the  case.  Companies  such  as  NewWest  Gold
[TSX: NWG ]  and  AUEX Ventures  [TSXv: XAU ]  have  been  having  some  pretty  significant  drilling  success  at  their  Long
Canyon  project  in  the  area.  So that  has  really  started  to  open  peopleÕs eyes  there.Ó
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Concluding Remarks

So Lexam  is about  to  roll  the  dice  again  in  the  San  Luis  Basin  of  Colorado,  but  this  time  they  are  going  after  a  deeper
prospect,  targeting  cretaceous  age  zones  consistent  with  the  depth  of  successful  plays  in  surrounding  basins  for  the  first
time.  In  order  to  pay  for  at  least  part  of  it  they  are  fielding  their  extensive  Nevada  properties  and  make  it  known  to
journalists  that  McEwen  intends  to  fund  Lexam  with  the  least  amount  of  shareholder  dilution  possible  under  the
circumstances.

Meanwhile  the  company  is in  the  beginning  stages  of  mapping  out  its  exploration  plans  for  the  Otish  Basin  uranium
prospect,  and  we  probably  should  not  rule  out  other  initiatives  that  the  company  might  take  with  other  prospective
energy  exploration  opportunities.

Responding  to  if  there  was  anything  else  that  the  company  thought  readers  would  like  to  know,  Ball  responded:  ÒFor
those  that  have  been  following  Lexam,  they  will  know  we  have  gone  through  a  restructuring  and  a  permitting  period  for
the  Baca  project  and  there  is very  little  value  creation  during  that  point.  We canÕt guarantee  success  going  forward,  but
if  the  company  can  create  shareholder  value  it  is essentially  going  to  be  starting  now.  With  the  exploration  that  we  have
gone  through,  (weÕve now  gone  past)  the  time  of  getting  the  company  back  on  its  feet.  We now  enter  the  exciting
part.Ó

Lexam  shows  48,397,287  shares  issued  and  outstanding, 53,047,287  fully  diluted.  The  shares  closed  Friday,  January  19
at  C$0.60  in  Toronto.

That  punching  holes  into  virgin  ground  looking  for  oil  and  gas  is risky  is a  given.  Adventuresome  early  investors  with  a
tolerance  for  high  risk  have  a  chance  to  take  a  ride  with  Rob  McEwen  as  he  and  his  team  tries  for  the  proverbial  moon
shot  with  Lexam.  If  successful,  the  company  will  undoubtedly  become  a  hot  item,  possibly  even  radioactive.

Disclosure:  The  author  holds  a  long  position  in  U.S.  Gold  and  participated  in  a  recent  private  placement  for  Lexam
Explorations.
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