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PRESIDENT’S REPORT







EXPLORATION AND DEVELOPMENT

Exploration programs produced mixed results in 1985. During
the year Onyx evaluated large tracts of exploratory lands from

Keho in the south to Ogston in the north. Efforts were focused
on specific areas with large reserves potential and enabled the
Company to diversify into areas of year round activity. As a
result of these efforts, the Company is now better diversified
than ever before and can focus its attention on short term cash
flow generating prospects. It is also pursuing medium term
objectives pending the return of a healthier natural gas sector
of the industry.

BRITISH COLUMBIA

Ft. St. John.

During 1985, major exploration and development programs
were undertaken at Keho, Grande Prairie, Driftpile and the general
Evi Lake to Ogston area. These were fueled by attractive
government incentives on exploratory programs and land
expirations in the north.

Results of the four programs were disappointing for the
short term but set up an active development and exploitation
program for the spring of 1986 which, coupled with an improve-
ment in price, will assure long term reserves and revenue growth
for the Company.
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Diversification of Onyx lands into areas of relatively shallow,
year round drilling continued through 1985. Significant land
acquisitions were made at Milo, Iron Springs and Purple Springs.
The recent acquisition of Gallita Qils Limited also provides us
with a substantial production base in the Grand Forks area. In
these times of extreme price pressure, we expect to concentrate
our programs in and around these small but prolific shallow oil
producing reservoirs.

In addition, the Company has selectively purchased lands
in gas prone areas in order to be prepared for an anticipated
recovery of the natural gas market towards the end of the decade.

Otter — Ogston

In the Otter-Ogston area, most of the Company’s exploration
acreage has been evaluated and attention is now being focused
on lower risk development projects that can add significantly to
our reserves.

At Otter East, there have been recent Granite Wash discov-
eries on lands immediately offsetting acreage in which Onyx
holds a varying interest ranging from 18.75% to 37.5%. Onyx
plans to drill at least two wells on this acreage in 1986.

At Ogston, six Granite Wash oilwells were drilled in 1985.
Additional seismic has been acquired and processed to detail
potential drillsites and further development drilling will be
undertaken both north and southwest of the pool.
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ONYX PETROLEUM EXPLORATION COMPANY LTD.

Milo

At Milo, approximately 60 miles southeast of Calgary, Onyx
has acquired interests ranging from 20%-35% in 5,120 gross
acres. The acreage was acquired as part of the Company’s
plans to diversify into southern Alberta and two prospects have
been developed for further evaluation in 1986.

This area has both oil and gas potential with prospects in
the Bow Island, Glauconite, Ostracod and Basal Quartz sand-
stones.

Spirit River

At Spirit River, located approximately 45 miles north of Grande
Prairie, Onyx has a 12.5% interest in 640 acres bordering an
active drilling area. Several oil wells capable of producing 30 to
75 barrels of light crude oil per day have been drilled on acreage
immediately offsetting our lands. Onyx plans to drill a test well
in 1986 to evaluate two potential productive zones.




Edson

Two wells were drilled on Company lands during 1985, both
of which were completed as Cardium oil producers. Further
development at Edson North will depend upon improved
economics. The Company owned gas plant was able to process
all gas required to meet contracts with some excess capacity
being utilized to process other operators’ production.

Carrot Creek

At Carrot Creek, Onyx has an interest in six wells which
produce gas, condensate, and ocil from the Basal Quartz and
Cardium sandstone formations. Onyx acquired additional acreage
in this area in 1985, but plans for further drilling will depend
upon the Company obtaining access to processing facilities as
well as the relative strength of existing gas markets. Qil wells in
the Cardium conglomerate in the immediate Carrot Creek area
have tested at rates of between 30 and 1,300 barrels of oil per
day.
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Keho

Delineation drilling around the original discovery well has
established the limits of the Keho pool and allowed for the
design of a waterflood program. Approval has been granted
from the Energy Resources Conservation Board for enhanced
recovery by waterflooding and it is expected that water injection
will be underway by June, 1986. Construction of flow lines,
injection facilities and tank battery should commence soon after
spring break-up. Recoverable reserves and production will show
improvements later in 1986.
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Keystone

At Keystone, in central Alberta, Onyx has a 13.49% working
interest in unitized lands which contain 10 producing oil wells
and 2 water injection wells. The participants in the unit are
currently evaluating an infill drilling program for 1986 that may
involve the drilling of an additional five to ten wells. In addition
to the planned drilling program, the unitized field is expected to
be expanded over a larger area and will include a third producing
horizon.




LAND
During 1985, Onyx participated in the acquisition of Crown,

Freehold and Natural Gas Leases and Licenses to enlarge the
base of exploration acreage needed for future growth and
development. A total of 27,106 gross acres (13,442 net acres)
were acquired at a net cost to Onyx of $963,770.

All of the newly acquired lands are in Alberta and the major
parcels are located at Carrot Creek, Grande Prairie, Keho and
Milo.

Pending a return to more normal product pricing, Onyx will
continue to expand its land holdings in western Canada. Following
is a comparitive summary of the Company’s land holdings for
the years ending December 31, 1984 and 1985.

DRILLING ACTIVITY

Onyx participated in the drilling of 42 wells in 1985, of which
nine were operated by the Company. The Company also farmed
out seven wells during the year. The table below details the
Company's drilling statistics for 1985:




PRODUCTION

The Company'’s share of oil and natural gas liquids production
in 1985 was 191,661 barrels, for an average of 525 barrels per
day. This represents a slight increase over the 518 barrels per
day produced in 1984. Natural gas sales of 725,288 Mcf in
1985 averaged 1,987 Mcf/d, for an increase of 18% over the
1984 sales of 1,684 Mcf/d.

Qil production increases resulting from 1985 drilling pro-
grams were largely offset by prorationing, which resulted in
production being shut in at various times throughout the year,
and by a productivity decline at the Edson field. Qil production

from the Edson field appears to have stabilized and should
remain steady throughout 1986. Gas production from Edson
increased during 1985.

Onyx has received approval from the Energy Resources
Conservation Board to commence a waterflood enhanced re-
covery program in the Bow Island oil pool at Keho in southern
Alberta. The injection of water will support reservoir pressure
and thereby improve production and recoverable reserves. The
program is scheduled to commence in June and is expected to
result in increased production volumes by late fall.




In central Alberta, Onyx is participating in an evaluation of
oil production from the Belly River zone with a view to expand-
ing the Keystone unit. An expansion would add additional land
and reservoir to the unit and would increase both the recover-
able reserves and production.

The addition of the Gallita properties that were acquired
effective January 1, 1986, will provide a substantial increase in
Onyx's daily oil production. This production is from high quality
reservoirs and will contribute to a solid production base.

RESERVES

The Company'’s oil and natural gas reserves as at December
31, 1985 were evaluated by D & S Petroleum Consulting Group
Ltd. Effective January 1, 1986, Onyx Petroleum Exploration
Company Ltd. acquired Gallita Qils Limited, a private Alberta
company. Gallita's reserves of oil and natural gas as at January
1, 1986 were evaluated by McDaniel & Associates Consultants
Ltd.

The following table summarizes the reserves of both compa-
nies and shows a consolidation of total reserves as evaluated
by the independent consultants.
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FINANCIAL REVIEW




ONYX PETROLEUM EXPLORATION COMPANY LTD.
BALANCE SHEET as at December 31, 1985




STATEMENT OF EARNINGS Year Ended December 31, 1985




STATEMENT OF CHANGES IN FINANCIAL POSITION vYear Ended December 31, 1985




NOTES TO FINANCIAL STATEMENTS Year Ended December 31, 1985
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HISTORICAL FINANCIAL SUMMARY
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