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PART |
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this Form 10-K under "lterBdsiness," "ltem

3. Legal Proceedings," "ltem 7. Management's Dsiousand Analysis of Financial Condition and ResuoftOperations,” "ltem 7A.
Quantitative and Qualitative Disclosure About MdrRésks," and elsewhere in this Form 10-K constitliorward-looking statements" within
the meaning of Section 27A of the Securities Act®83, as amended, and Section 21E of the Sesuiiehange Act of 1934, as amended.
All statements, other than statements of histofaetss, included in this Form 10-K that addressvéigs, events or developments that Clayton
Williams Energy, Inc. and its subsidiaries (the hgmany") expects, projects, believes or anticipatiéor may occur in the future, including
such matters as oil and gas reserves, futurendyidnd operations, future production of oil and, §atsire net cash flows, future capital
expenditures and other such matters, are forwankifig statements. Such forward-looking statememnisive known and unknown risks,
uncertainties, and other factors which may causeadtual results, performance, or achievementsso€ompany to be materially different
from any future results, performance, or achievemerpressed or implied by such forward-lookingesteents. Such factors include, among
others, the following: the volatility of oil and ga@rices, the Company's drilling results, the Comyfsaability to replace short-lived reserves,
the availability of capital resources, the relianpen estimates of proved reserves, operating dazard uninsured risks, competition,
government regulation, the ability of the Compamyniplement its business strategy, and other fagtferenced in this Form 10-K.

ITEM 1 - BUSINESS

SPECIAL NOTE: CERTAIN STATEMENTS SET FORTH BELOW UNER THIS CAPTION CONSTITUTE "FORWARD-LOOKING
STATEMENTS." SEE "SPECIAL NOTE REGARDING FORWARD-IQKING STATEMENTS" FOR ADDITIONAL FACTORS
RELATING TO SUCH STATEMENTS.

GENERAL

Clayton Williams Energy, Inc. and its subsidiarjgee "Company") are primarily engaged in the exglion for and development and
production of oil and natural gas. The Company cemeed operations in May 1993 following the consalizh into the Company of
substantially all of the oil and gas and gas gatlgesperations previously conducted by various canigs controlled by Clayton W. Willian
Jr. and the completion of the Company's initial lpubffering of Common Stock.

Prior to 1998, the Company and its predecessorsecrated their drilling activities in the Cretaasdrend (the "Trend"), which extends
from south Texas through east Texas, Louisianaoéimelr southern states and includes the Austin CBalla, and Georgetown formations.
The Company believes that it has been one of tiaels in horizontal drilling in the Trend. From dary 1, 1990 through December 31, 1¢
the Company drilled or participated in 277 gros®4(8 net) horizontal wells in the Trend.

In 1997, the Company initiated several explorafmgjects designed to reduce its dependence on Thaltidg for future production and
reserve growth. These new areas include other fawnsain the vicinity of its core properties in easntral Texas, as well as south Texas,
Louisiana and Mississippi.

As of December 31, 1998, the Company had estinataebd reserves totaling 5,741 MBbls of oil andd3Bcf of gas with $52.1 million of
estimated future net revenues before income tadissaunted at 10% and based on year-end pricesindi998, the Company added 1,716
MBOE of estimated proved reserves through extessimal discoveries. The Company held interests 3ngé8ss (392.6 net) oil and gas wells
and



owned leasehold interests in approximately 434gt08s (261,647 net) undeveloped acres at Decenihéi©98.

In January 1999, the Company sold its interestghtenon-operated oil and gas wells located in igatda County, Texas for $5.2 million. In
March, 1999, the Company entered into a definiigeeement for the sale of its interests in the dakield located in Lea County, New
Mexico for $12.5 million. Proceeds from these saldsbe used to reduce the amount of outstandmigbtedness on the Company's secured
bank credit facility. In the aggregate, these pridpe accounted for approximately 9% of the Com{mh998 oil and gas production on a B
basis and 22% of the Company's estimated futuresrenues (discounted at 10%) at December 31, 98 'PROPERTIES" and
"MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIALCONDITION AND RESULTS OF OPERATIONS."

DRILLING, EXPLORATION AND PRODUCTION ACTIVITIES

Following is a discussion of the Company's sigaificdrilling, exploration and production activitidsring 1998, together with its plans for
capital and exploratory expenditures in 1999. Atphesent time, the Company plans to spend onB/é8lion on exploration and
development activities during 1999, substantiallpfwhich are projected to be spent on the Cotfalley Exploratory Project. The
Company may increase its planned activities forali@product prices improve and if the Companybteao obtain the capital resources
necessary to finance such activities.

THE TREND

The Company has assembled a 122,000 net acrebleage(the "North Giddings Block") in the updip aref the Giddings Field in Burleson,
Robertson and Milam Counties, Texas where the Cagnpas drilled 110 gross (106.2 net) horizontalalls through December 31, 1998.

The economic viability of the Company's Trend @rdl activities is highly dependent upon the pri€eibexpected to be realized during the
early years of a well's productive life due to higtial production rates and steep decline rathickvare characteristic of most Trend wells.
Due to the low oil prices that prevailed during 89he Company suspended its Trend drilling adgigitn April 1998, thereby reducing its
capital expenditures on Trend drilling and leasiogvities from $44.1 million in 1997 to $9.1 mdh in 1998. The Company has no plans to
resume drilling and leasing activities in the Trehling 1999. However, when oil prices improve atabilize, the Company plans to conti
development of its Trend acreage by conductingicyehter stimulation treatments on many of its g#xgwells and by drilling new wells in
areas that warrant development on an increasedtyglefise suspension of Trend drilling activities #n extended period of time may have a
significant adverse effect on the Company's oil gasl production and cash flows from operating #@@ivin 1999 and future periods unless
the Company can offset the negative impact of susipension through favorable drilling results fritggrexploration program or through
acquisitions of proved properties. See "MANAGEMESDISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS."

The Company's current production of oil and gath@anTrend is derived principally from the Austinaihformation in the Giddings Field. At
December 31, 1998, the Company had interests irg&&& (202.3 net) producing wells in the GiddiRgsd, including 196 horizontal and
vertical wells. For the year ended December 318188 Company's daily net production in the Giddifrield averaged approximately 6,353
Bbls of oil and 6,032 Mcf of gas. The Company ofes#2% of its wells in the Giddings Field.

COTTON VALLEY EXPLORATORY PROJECT

During 1997, the Company completed a 3-D seisntigegucovering approximately 55,000 net acres itNibsth Giddings Block to explore
for gas reserves in the prolific Cotton Valley Rinle Reef play. As



opposed to Trend formations, which are encountatei@pths of 5,500 to 7,000 feet in this areaQb#on Valley formation is encountered at
depths of 15,000 to 16,000 feet. During 1998, then@any spent $10.8 million on the Cotton Valley Bxatory Project to complete the
interpretation of approximately one-third of théss@ic survey, to renew and extend leases in tlea,and to drill the J. C. Fazzino Unit #1, a
16,000-foot test well on one of the several reefnaalies identified by the seismic survey. The Raa#l confirmed that the anomaly was in
fact a pinnacle reef capable of producing natuaalig commercial quantities. In 1999, the Compdapgto spend approximately $3.2
million to complete the well, construct a gas pipeland treatment facility, and renew and exteadds in the North Giddings Block, as
required.

Based upon data obtained during post-completionatipas, the Company has concluded that the FazZimenetrated the edge of the reef.
Therefore, the Company plans to drill the J. CzZiraz Unit #2 in 1999 in an attempt to penetratedtwe of the reef. The Company is
presently negotiating with certain vendors to ficathe cost of their goods and services with ragpebe Fazzino #2 on a noaeourse basi

The Company also plans to process and evaluareth@nder of the 3-D seismic survey and to conduwsitmilar survey on the remainder of
the North Giddings Block. However, the timing ofstlactivity will be substantially dependent upor #vailability of the Company's capital
resources. See "MANAGEMENT'S DISCUSSION AND ANALYSOF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
LIQUIDITY AND CAPITAL RESOURCES."

OTHER EXPLORATION ACTIVITIES
GLEN ROSE

The Company spent $9.2 million during 1998 to esplor gas reserves in the Glen Rose formatioizirtg the Company's horizontal drillii
expertise. The Company has assembled a 111,00blacteof leases and seismic options in Grimes,Kéfadnd Madison Counties, Texas.
During 1998, the Company drilled and completeddsgi(.5 net) horizontal gas wells on this acre¥éfale the production rates on the sec
well are encouraging, the Company intends to evaltiee performance of this well for several moribfore assessing the commercial
viability of further drilling in the Glen Rose arefccordingly, no amounts of capital expenditures@esently planned for exploration
activities in this area in 1999.

SOUTH TEXAS

During 1998, the Company spent $4.5 million onaierexploratory prospects in Duval, Jim Hogg andi@oCounties, Texas, including cc
to conduct 3-D seismic surveys, purchase othersgiBmic data and drill 4 gross (2.8 net) explosateells on prospects identified by such
surveys. One of the wells was marginally productivkile three resulted in dry holes. The Compangsdaot intend to incur any capital
expenditures on these prospects in 1999, but mayof# to industry partners its position on cerfaiaspects where exploratory drilling is
warranted and retain a carried interest in anysaahilled.

LOUISIANA

The Company spent $2.3 million during 1998 on uasiexploratory prospects in Louisiana. The Companmypleted a well on its Mamou
Prospect in Evangeline Parish, but the well is onemic at prevailing prices. The Company plangnsl approximately $500,000 to drill a
test well on one prospect and plans to complet®as8ismic survey on another. In addition, the Comypaay farmout to industry partners
position on certain prospects where exploratorjinlyiis warranted and retain a carried interesdny wells drilled.

MISSISSIPPI

During 1998, the Company spent $2.6 million on @asi exploratory prospects in Mississippi, includihg cost to drill 2 gross (.7 net)
exploratory wells on two of these prospects. Onghefwells resulted in a producing oil discoveryjle the other was a dry hole. The
Company does not plan to incur



any capital expenditures on these prospects in,1989nay farmout to industry partners its positioncertain prospects where exploratory
drilling is warranted and retain a carried inteiasiny wells drilled.

EAST TEXAS HORIZONTAL

The Company spent $2.6 million in 1998 on an exgity horizontal well in the Haynesville Limestoioemation in Freestone County, Te:
which, upon final evaluation, was determined tatheconomic. The Company does not plan any furtkgloeation activity in this area.

ACQUISITIONS OF PROVED PROPERTIES
In October 1998, the Company purchased certainapamnated oil and gas properties in north Texa$fo8 million.

In November 1998, the Company and an affiliatedtéichpartnership acquired certain oil and gas ptagsein east Texas for an aggregate
purchase price of $41.2 million, net of closingumtinents. The Company acquired an undivided 10&tast in the purchased assets for $4.9
million of the adjusted purchase price. The Compsatyes as operator of substantially all of the w@8s acquired in the transaction. In
addition, the Company serves as general partndsedfmited partnership that acquired the remairéfigp interest. After the limited partner
receives an agreed-upon rate of return, the Compaewneral partnership interest will increase fidfto 35%.

Although no specified amounts of capital expendisunave been designated for acquisitions of prpveperties in 1999, the Company
believes that the purchase of long-lived oil and geserves would effectively compliment its explioma program. Therefore, the Company
plans to actively seek and evaluate acquisitiorogppities during 1999.

MARKETING ARRANGEMENTS

The Company sells substantially all of its oil puotion under short-term contracts based on pricesegl on the New York Mercantile
Exchange ("NYMEX") for spot West Texas Intermediatatracts, less agreed-upon deductions whichwagrade of crude oil. The
majority of the Company's gas production is soldarrshort-term contracts based on pricing formulaieh are generally market responsive.

The Company believes that the loss of any of itami gas purchasers would not have a materialrag\effect on its results of operations
to the availability of other purchasers.

NATURAL GAS SERVICES

The Company owns an interest in and operates g@&gathering systems and three gas processing piahe states of Texas and
Mississippi. These natural gas service facilitiessist of interests in approximately 70 miles gfgdine, two amine treating plants, one liquids
extraction plant and three compressor stations.Gdrapany does not derive a significant portiont®tbnsolidated operating income from
natural gas services and does not consider thindmssto be a strategic part of its business plan.

COMPETITION AND MARKETS

Competition in all areas of the Company's operatisrintense. The oil and gas industry as a whele @mpetes with other industries in
supplying the energy and fuel requirements of itréhis commercial and
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individual consumers. Major and independent oil gad companies and oil and gas syndicates actieffor desirable oil and gas properti
as well as for the equipment and labor requireapierate and develop such properties. A numbereo€mpany's competitors have financial
resources and acquisition, exploration and devebspitnudgets that are substantially greater thasetbbthe Company, which may adversely
affect the Company's ability to compete with thesmpanies. Such companies may be able to pay mopedductive oil and gas properties
and exploratory prospects and to define, evallmdefor and purchase a greater number of propeatielsprospects than the Company's
financial or human resources permit.

The market for oil, gas and natural gas liquidsdpaed by the Company depends on factors beyomdiitsol, including domestic and forei
political conditions, the overall level of supplfyand demand for oil, gas and natural gas liqutus,price of imports of oil and gas, weather
conditions, the price and availability of alternvatifuels, the proximity and capacity of gas pipesimnd other transportation facilities and
overall economic conditions.

REGULATION

The Company's oil and gas exploration, productimh r@lated operations are subject to extensive el regulations promulgated by fed:s
state and local agencies. Failure to comply witthsules and regulations can result in substapé&ahlties. The regulatory burden on the oil
and gas industry increases the Company's costilnd daisiness and affects its profitability. Becasseh rules and regulations are frequently
amended or reinterpreted, the Company is unatpgecict the future cost or impact of complying wstich laws.

The State of Texas and many other states requingifsefor drilling operations, drilling bonds aneports concerning operations and impose
other requirements relating to the exploration pratluction of oil and gas. Such states also hatatsts or regulations addressing
conservation matters, including provisions for tintization or pooling of oil and gas propertidse establishment of maximum rates of
production from oil and gas wells and the spagoiggging and abandonment of such wells. The statne regulations of certain states limit
the rate at which oil and gas can be produced fl@Company's properties.

The Federal Energy Regulatory Commission ("FEREgufates interstate natural gas transportatios aaid service conditions, which affect
the marketing of gas produced by the Company, dsas¢he revenues received by the Company fossaflsuch production. Since the mid-
1980s, the FERC has issued a series of ordersjrating in Order Nos. 636, 636-A and 636-B ("Or@86"), that have significantly altered
the marketing and transportation of gas. Orderrd@6dates a fundamental restructuring of intergtipteline sales and transportation servi
including the unbundling by interstate pipelinestaf sales, transportation, storage and other coemis of the city-gate sales services such
pipelines previously performed. One of the FERQ@ippses in issuing the orders is to increase catigretvithin all phases of the gas
industry. Order 636 and subsequent FERC orderslogaring have been appealed and are pending judiciaw. It is difficult to predict the
ultimate impact of the orders on the Company asddts marketing efforts. Generally, Order 636 Hiasreated or substantially reduced the
interstate pipelines' traditional role as wholesad natural gas, and has substantially increaeatpetition and volatility in natural gas
markets. While significant regulatory uncertaintynmains, Order 636 may ultimately enhance the Cowipaibility to market and transport its
gas, although it may also subject the Companyéatgr competition, more restrictive pipeline imbakatolerances and greater associated
penalties for violation of such tolerances.

Sales of oil and natural gas liquids by the Companeynot regulated and are made at market pri¢espiice the Company receives from the
sale of those products is affected by the costanisporting the products to market. Effective adasfuary 1, 1995, the FERC implemented
regulations establishing an indexing system fandpmrtation rates for oil pipelines, which, genlgralould index such rate to inflation,
subject to certain conditions and limitations. Tehesgulations could increase the cost of trangmpdil and natural gas liquids
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by pipeline. The Company is not able to predichvaity certainty what effect, if any, these regolagiwill have on it, but, other factors being
equal, the regulations may, over time, tend todase transportation costs or reduce wellhead piocesl and natural gas liquids.

ENVIRONMENTAL MATTERS

Operations of the Company pertaining to oil andegsoration, production and related activities subject to numerous and constantly
changing federal, state and local laws governiegdischarge of materials into the environment bentise relating to environmental
protection. Numerous governmental agencies isgyidations to implement and enforce such laws whiehoften difficult and costly to
comply with and which carry substantial civil anthunal penalties for failure to comply. These laargl regulations may require the
acquisition of certain permits prior to or in contien with drilling activities, restrict or prohibihe types, quantities and concentration of
substances that can be released into the envirdrimeonnection with drilling and production, rastror prohibit drilling activities that could
impact wetlands, endangered or threatened spec@ghear protected areas or natural resources,reegaime degree of remedial action to
mitigate pollution from former operations, suchptscleanups and plugging abandoned wells, and smgobstantial liabilities for pollution
resulting from the Company's operations. Such laméregulations may substantially increase theafostploring for, developing, produci
or processing oil and gas and may prevent or dakagommencement or continuation of a given pragjectthus generally could have a
material adverse effect upon the capital expeneifuearnings, or competitive position of the Conypafanagement of the Company belie
it is in substantial compliance with current apphite environmental laws and regulations, and tis¢ @ocompliance with such laws and
regulations has not been material and is not eggdctbe material during the next fiscal year. N#hedess, changes in existing environme
laws and regulations or in the interpretationseébécould have a significant impact on the opetptiosts of the Company, as well as the olil
and gas industry in general. For instance, legisidtas been proposed in Congress from time to ttimewould reclassify certain oil and gas
production wastes as "hazardous wastes," whichssification would make exploration and producti@stes subject to much more string
handling, disposal and clean-up requirements. $tatatives to further regulate the disposal dfand gas wastes and naturally occurring
radioactive materials could have a similar impactle Company.

The Comprehensive Environmental Response, Compensand Liability Act ("CERCLA"), also known asé¢hSuperfund" law, imposes
liability, without regard to fault or the legalitf the original conduct, on certain classes of gesshat are considered to have contributed to
the release of a "hazardous substance" into thieoemwent. These persons include the owner or opeddtthe disposal site or the site where
the release occurred and companies that disposmdamged for the disposal of the hazardous subtesstaat the site where the release
occurred. Under CERCLA, such persons may be sutgigotnt and several liability for the costs oéahing up the hazardous substances that
have been released into the environment and foadamto natural resources, and it is not uncommondighboring landowners and other
third parties to file claims for personal injurycaproperty damage allegedly caused by the hazasldistances released into the environn
The Company is able to control directly the operatf only those wells with respect to which itsaas operator. Notwithstanding the
Company's lack of direct control over wells opedabg others, the failure of an operator other ttienCompany to comply with applicable
environmental regulations may, in certain circumeés, be attributed to the Company. Managemeieo€ompany believes that it has no
material commitments for capital expenditures tmply with existing environmental requirements.

State water discharge regulations and federal veistharge permitting requirements adopted pursietie Federal Water Pollution Control
Act prohibit or are expected to prohibit, withirethext several months, the discharge of producédnaad sand, and some other substances
related to the oil and gas industry, to coastakvgtAlthough the costs to comply with zero disgeanandates under state or federal law may
be significant, the entire industry will experiergimilar costs and the Company believes that thests will not have a material adverse
impact on the Company's financial condition andrapens.



TITLE TO PROPERTIES

As is customary in the oil and gas industry, thenpany performs a minimal title investigation befacguiring undeveloped properties. A
title opinion is obtained prior to the commencendrilling operations on such properties. The @amy has obtained title opinions on
substantially all of its producing properties amtidves that it has satisfactory title to such ertips in accordance with standards generally
accepted in the oil and gas industry. The Compamggerties are subject to customary royalty irstesidiens incident to operating
agreements, liens for current taxes and other Ingrdénich the Company believes do not materiallgrietre with the use of or affect the va
of such properties. Substantially all of the Compswil and gas properties are currently mortgagesbcure borrowings under the Compa
secured bank credit facility and may be mortgagedeu any future credit facilities entered into hg Company.

OPERATIONAL HAZARDS AND INSURANCE

The Company's operations are subject to the uszalrtls incident to the drilling and production dfamd gas, such as blowouts, cratering,
explosions, uncontrollable flows of oil, gas or Ifelids, fires and pollution and other environmanisks. These hazards can cause personal
injury and loss of life, severe damage to and destn of property and equipment, pollution or @awmental damage and suspension of
operation.

The Company maintains insurance of various typeswer its operations. The limits provided undsmgiéneral liability policies total $32
million. In addition, the Company maintains operaextra expense coverage which provides for carstpdy and control of selected wells
during drilling operations. The occurrence of anffigant adverse event, the risks of which arefaldy covered by insurance, could have a
material adverse effect on the Company's finarm@atlition and results of operations. Moreover, s&uaances can be given that the Com|
will be able to maintain adequate insurance inftingre at rates it considers reasonable.

EMPLOYEES

Presently, the Company has 91 full-time employBesie of the Company's employees is subject tolaatnle bargaining agreement. The
Company considers its relations with its employtedse good.

OFFICES

The Company leases approximately 40,000 squarefedtice space in Midland, Texas and approximafei00 square feet of office space
in Houston, Texas.



ITEM 2 - PROPERTIES

The Company's properties consist primarily of oifl gas wells and its ownership in leasehold acrgagth developed and undeveloped. At

December 31, 1998, the Company had interests irgf&3 (392.6 net) oil and gas wells and ownectleald interests in 434,700 gross
(261,647 net) undeveloped acres.

RESERVES

The following table sets forth certain informatias of December 31, 1998 with respect to the Comipasgimated proved oil and gas rese
and the present value of estimated future net te&therefrom, discounted at 10% ("PV-10 Value").

PROVED PROVED
DEVELOPED UNDEVELOPED TOTAL (1)

Ol (MBBIS) oo e 5,504 237 5,741
Gas (MMCF)eeeveiiiiiiiieeeeee e 32,215 6,639 38,854
MBOE.....oii i s 10,873 1,344 12,217
PV-10 Value:

Before income taxes........ccoevevveeeeee. e, $ 48,693 $ 3,368 $ 52,061

After inComMe taxesS.....cocevvvvevvceeeeees i, $ 48,693 $ 3,368 $ 52,061

(1) Subsequent to December 31, 1998, the Compddysaontracted to sell its interests in propertiéth proved reserves aggregating 284
MBbls of oil, 14,087 MMcf of gas, and 2,632 MBOHdawith an aggregate PV-10 Value of $11.6 million.

The following table sets forth certain informatias of December 31, 1998 regarding the Companyiggdroil and gas reserves in each of its
principal producing areas.

PERCEN TAGE OF

PROVED RESERVES PRESENT VALUE OF PRESENT VALUE OF
TOT AL OIL PERCENT OF FUTURE NET FUTU RE NET
OIL GAS EQU IVALENT TOTALOIL REVENUES BEFORE REVENUE S BEFORE
AREA OR FIELD (MBBLS) (MMCF) ( MBOE) EQUIVALENT INCOME TAXES INCOM E TAXES
(In thousands)
Trend//.............. 4,908 7,682 6,188 50.7% $ 27,463 52.7%
Jalmat (1)........... 226 10,799 2,026 16.6 7,583 14.6
Cotton Valley........ - 7,558 1,260 10.3 5,095 9.8
East Texas........... 17 5,223 888 7.3 2,784 5.4
Texas Gulf Coast (1). 93 3,799 726 5.9 4,812 9.2
Other/l............. 497 3,793 1,129 9.2 4,324 8.3
Total......... 5,741 38,85 1 2,217 100.0% $ 52,061 100.0%

(1) Subsequent to December 31, 1998, the Compddyapproximately 83% of its Texas Gulf Coast ressran a BOE basis and contracted
to sell all of its Jalmat reserves.

The estimates as of December 31, 1998 of provestwes, future net revenues from proved reservesrenBV-10 Value before income taxes
set forth in this Form 10-K were based on a repmrpared by Williamson Petroleum Consultants, (tie "Independent Engineers"). For
purposes of preparing such estimates, the Indepéiagineers reviewed production data through AydiL#98 for properties representing
73% of the estimated present value of the Compamg\ged developed producing reserves and througdieredates for the balance of the
Company's properties. In order to calculate theguaaeserve



estimates as of December 31, 1998, the Indepea®ineers assumed that production for each of trapgany's properties since the date of
the last production data reviewed was in accordavittethe production decline curve for such propert

In accordance with applicable guidelines of the @ovssion, the estimates of the Company's provedveseand future net revenues theref
set forth herein are made using oil and gas salesspestimated to be in effect as of the dateiofiseserve estimates and are held constant
throughout the life of the properties. Estimatedmities of proved reserves and future net revetherefrom are affected by changes in oil
and gas prices. Oil and gas prices decreased stibtafrom December 31, 1997 to December 31, 1988ulting in significant decreases in
the Company's estimated future net revenues aradlgsser extent, decreases in estimated reseavditips. The weighted average of the
sales prices utilized for the purposes of estinggtiire Company's proved reserves and the futureemenues therefrom as of December 31,
1998 were $10.33 per Bbl of oil and $1.77 per Majas, as compared to $17.00 per Bbl and $2.38/géas of December 31, 1997.

Also in accordance with Commission guidelines,dbémates of the Company's proved reserves antefogt revenues therefrom are made
using current lease and well operating costs egtdnay the Company. Lease operating expenses|farets operated by the Company in the
Austin Chalk, Buda and Georgetown formations westéreated using a combination of fixed and varidijevolume costs consistent with the
Company's experience in operating such wells. Bopgses of calculating future net revenues and @V4dlue, operating costs exclude
accounting and administrative overhead expensekuéble to the Company's working interest in welperated by it under joint operating
agreements, but include administrative costs agtatiwith production offices.

The Independent Engineers report relies upon va@ssumptions, including assumptions required &yCtbhmmission as to oil and gas prices,
drilling and operating expenses, capital expendgutaxes and availability of funds. The processstimating oil and gas reserves is comg
requiring significant decisions and assumptiontheevaluation of available geological, geophysieabineering and economic data for each
reservoir. As a result, such estimates are inhlgranprecise. Actual future production, oil and gages, revenues, taxes, development
expenditures, operating expenses and quantitis=cofrerable oil and gas reserves may vary subaliynthny significant variance in these
assumptions could materially affect the estimatgahtjty and value of reserves set forth hereiraddition, the Company's reserves may be
subject to downward or upward revision based upodurction history, results of future developmend amploration, prevailing oil and gas
prices and other factors, many of which are beytbedCompany's control. Actual production, reventeesss, development expenditures and
operating expenses with respect to the Comparseéswes will likely vary from the estimates used] aoch variances may be material.

Approximately 11% of the Company's total proveceress at December 31, 1998 were undeveloped, venecby their nature less certain.
Recovery of such reserves will require significeaupital expenditures and successful drilling openat The reserve data set forth in the
Independent Engineers' report as of December 3B &Ssumes, based on the Company's estimateagtragate capital expenditures by the
Company of approximately $3.3 million through 2@G# be required to develop such reserves. Althoogst and reserve estimates
attributable to the Company's oil and gas resdmags been prepared in accordance with industrylatas, no assurance can be given tha
estimated costs are accurate, that developmentedlir as scheduled or that the results will bestisnated.

The PV-10 Value referred to herein should not bestroed as the current market value of the estiinaiteand gas reserves attributable to the
Company's properties. In accordance with applicedd@irements of the Commission, the PV-10 Valoenfproved reserves is generally
based on prices and costs as of the date of timatet whereas actual future prices and costs raagdterially higher or lower. Actual future
net revenues also will be affected by changes mswmption and changes in governmental regulatiotesxation. The timing of actual future
net revenues from proved reserves, and thus tbiialgpresent value, will be affected by the timafdoth the production and the incurrence
of expenses in connection with development and



production of oil and gas properties. In additittre 10% discount factor, which is required by tleertnission to be used in calculating
discounted future net revenues for reporting pueppis not necessarily the most appropriate diddastor based on interest rates in effect
from time to time and risks associated with the @any or the oil and gas industry in general.

The Company must develop or acquire new oil andesarves to replace those being depleted by ptiodudVithout successful drilling and
exploration or acquisition activities, the Companygserves and revenues will decline rapidly. inigaar, the Company's producing
properties in the Trend are characterized by a imigial production rate, followed by a steep drelin production. The Company has a
relatively low reserve-to-production ratio of apyiroately 3.7 years (based upon the estimated diemtf proved oil and gas reserves as of
December 31, 1998, divided by production volumeslfi98). See "ITEM 7 - MANAGEMENT'S DISCUSSION ANBNALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS."

Since January 1, 1998, the Company has not fileestimate of its net proved oil and gas reservéls any federal authority or agency other
than the Commission.

EXPLORATION AND DEVELOPMENT ACTIVITIES

The Company drilled, or participated in the drifiof, the following numbers of wells during the ipels indicated. Wells in progress at the
end of any period are excluded.

YEAR ENDED DECEMBER 31,

1998 1997 1996
GROSS NET GROSS NET GROSS NET
6.6 33 28.0 23 20.9
- 1 2 - -
6.6 34 28.2 23 20.9
8 8 75 4 4.0
2.2 - - - -
6.6 5 1.9 2 6
9.6 13 9.4 6 46
7.4 a1 355 27 24.9
2.2 1 2 - -
6.6 5 1.9 2 6
Total............ 26 16.2 a7 37.6 29 255

The information contained in the foregoing tablewt not be considered indicative of future driliperformance, nor should it be assumed
that there is any necessary correlation betweenuh®er of productive wells drilled and the amoofnil and gas that may ultimately be
recovered by the Company.

The Company does not own any drilling rigs andfilts drilling activities are conducted by indeplent contractors on a day rate basis under
standard drilling contracts.
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PRODUCTIVE WELL SUMMARY

The following table sets forth certain informatimgarding the Company's ownership as of Decemhet @8, of productive wells in the
areas indicated.

OlIL GAS TOTAL
GROSS NET GROSS NET GROSS NET
Trend ... 289 223.2 22 15.2 311 238.4
Jalmat ................. 37 30.0 95 76.7 132 106.7
East Texas.............. - - 108 10.7 108 10.7
Texas Gulf Coast........ 1 4 27 11.3 28 11.7
Other.........ccu...... 34 20.3 20 4.8 54 25.1
Total............ 361 273.9 272 118.7 633 392.6

The Company seeks to act as operator of the welldich it owns a significant interest. As operaiba well, the Company is able to man
drilling and production operations as well as otimatters affecting the production and sale of nd gas. In addition, the Company receives
fees from other working interest owners for theragien of the wells. At December 31, 1998, the Campwas the operator of 518 wells, or
approximately 82% of the 633 total wells in whithas a working interest. Production from theseratgel wells represented approximately
87% of the Company's total net production for 1998.

VOLUMES, PRICES AND PRODUCTION COSTS

The following table sets forth certain informaticgarding the production volumes of, average gaiess received from, and average
production costs associated with the Company's sdleil and gas for the periods indicated.

YEAR ENDED DECEMBER 31,

1998 1997 1996

OIL AND GAS PRODUCTION DATA (1):

Oil (MBDIS)....covrvrieiiiiiinns 2,528 2,903 2,203

Gas (MMCf).....oeveiiiiiiiceiiee, 4,833 5,091 5,584

Total (MBOE)........cccceeeviiiieeene 3,334 3,752 3,134
AVERAGE OIL AND GAS SALES PRICE (2):

OIl ($/BbBI)....ceeeeeeiiieeeie, $ 16.20 $ 19.80 $ 2085

Gas ($IMCH(3).vrrreereererernnn, $ 2.35 $ 264 $ 265
AVERAGE PRODUCTION COSTS

Lease operations ($/BOE)(4)............. $ 4.27 $ 432 $ 471

(1) Subsequent to December 31, 1998, the Compddysaontracted to sell its interests in propertiehich produced an aggregate of 44
MBbls of ail, 1,525 MMcf of gas, and 298 MBOE in9®

(2) Includes effects of hedging transactions.

(3) Includes natural gas liquids.

(4) Includes direct lifting costs (labor, repairelanaintenance, materials and supplies), workoestscand the administrative costs of
production offices, insurance and property and isewee taxes.
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DEVELOPMENT, EXPLORATION AND ACQUISITION EXPENDITUR ES

The following table sets forth certain informatiggarding the costs incurred by the Company idétgelopment, exploration and acquisition
activities during the periods indicated.

YEAR ENDED DECEMBER 31,

1998 1997 1996

(IN THOUSANDS)

Proved.......ccoovevveviiiiiinne $ 7,077 $ - $ 1 ,375
unproved........cccccoveeeeiiiiniinns 10,602 14,042 5 ,002
Developmental Costs 7,285 32,656 20 ,931
Exploratory Costs............. 22,319 13,813 6 ,306
Total.....ocoviviiiiiiie $ 47,283 % 60,511 $ 33 ,614

ACREAGE

The following table sets forth certain informatimgarding the Company's developed and undevelaaesehold acreage as of December 31,
1998 in the areas indicated. This table exclud¢isi@to acquire leases and acreage in which tmep@ay's interest is limited to royalty,
overriding royalty and similar interests.

DEVELOPED UNDEVELOPED TOTAL
GROSS N ET GROSS NET GROSS NET
Trend........ocoveveenee 116,681 105, 772 106,112 83,748 222,793 18 9,520
Glen Rose (1) 8,414 2, 042 112,033 71,600 120,447 7 3,642
Jalmat (2) 9,481 8, 023 - - 9,481 8,023
Texas Gulf Coast (2)......... 9,156 4, 220 562 163 9,718 4,383
Other (3)....ccccvevvvinnn. 20,768 6, 041 215,993 106,136 236,761 11 2,177
Total.......cccee.. 164,500 126, 098 434,700 261,647 599,200 38 7,745

(1) In addition, the Company held options to acgaipproximately 37,000 net acres in this area &ecémber 31, 1998.

(2) Subsequent to December 31, 1998, the Comparyeehinto a definitive agreement for the sal@®friterests in the Jalmat Field (8,023
net acres) and also sold its interest in eight operated oil and gas wells located in MatagordanBou exas (1,736 net acres).

(3) Net undeveloped acres are attributable toaHewing areas:

Mississippi - 23,975; Louisiana - 22,641; Coloradi®,756; Alabama - 13,486; Wyoming - 7,717; artteot 17,561.

ITEM 3 - LEGAL PROCEEDINGS

SPECIAL NOTE: CERTAIN STATEMENTS SET FORTH BELOW UNER THIS CAPTION CONSTITUTE "FORWARD-LOOKING
STATEMENTS." SEE "SPECIAL NOTE REGARDING FORWARD-IGKING STATEMENTS" FOR ADDITIONAL FACTORS
RELATING TO SUCH STATEMENTS.

The Company is a defendant in a suit styled Thee®taTexas, et al

v. Union Pacific Resources Company et al, presepthyding in Lee County, Texas. The suit attemptstablish a class action consisting of
unidentified royalty and working interest ownersotighout the State of Texas. Among other things pthintiffs are seeking actual and
exemplary damages for alleged violation of varistagutes relating to common carriers and commoohasers of crude oil including
discrimination in the purchase of oil by giving faential treatment to defendants' own oil and pongy to keep the posted price or sales
price of oil below market value. A general deniastbeen filed. Because the Company is neither anmmpurchaser nor common carrier of
oil, management of the Company believes there imait to the allegations as they relate to the gamy or its operations.
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In addition, the Company is a defendant or codedfahah minor lawsuits that have arisen in the aadjrcourse of business. While the
outcome of these lawsuits cannot be predicted egttainty, management does not expect any of tloelsave a material adverse effect on the
Company's consolidated financial condition or rissaf operations.

ITEM 4 - SUBMISSION OF MATTERS TO A VOTE OF SECURIT Y HOLDERS
No matter was submitted to a vote of the secuiitddrs of the Registrant during the fourth quanfeits fiscal year ended December 31, 1!

13



PART Il
ITEM 5 - MARKET FOR THE REGISTRANT'S COMMON STOCK A ND RELATED

STOCKHOLDER MATTERS

The Company's Common Stock is quoted on the NaSttaak Market's National Market under the symbol "ENV As of December 31, 19¢
there were approximately 1,400 beneficial and mstockholders. The following table sets forth, tfoe periods indicated, the high and low
sales prices for the Common Stock, as reportethi@iNational Market:

High Low

Year Ended December 31, 1998:

Fourth Quarter.......ccccoceevvveccveeeees e, $ 1012 $6 1/2

Third QUarter.....cccccovvvveiciciceeee e 11 3/4 55/16

Second QUarter....coccveveveeeeeeeeeeeeeeeee e, 12 7/8 9 1/4

FirstQuarter........ccooevvvvvvvveeeees e, 151/4 7 718
Year Ended December 31, 1997:

Fourth Quarter......cocccoevvveeeeeeeeeee. e $ 187/8 $12 1/2

Third QUarter........ccccoovvvvvviieees e 17 1/4 9 7/8

Second QUArer....ccccvveveeeeeeeneeieeeeee e, 15 3/4 10 1/2

FirstQuarter.......coooovvvvvvvveieees 197/8 11 3/4

The quotations in the table above reflect interetearices without retail markups, markdowns or amssions. On March 24, 1999, the last
reported sale price for the Common Stock on thedBlgs$Stock Market's National Market was $5 1/2.

The Company has not paid any cash dividends ddateamon Stock, and the Board of Directors does ntitipate paying any cash dividends
in the foreseeable future. The terms of the Comigasgcured bank credit facility limit the paymehtash dividends by the Company during
any fiscal year to a maximum of 50% of the Compsngt income during such period, assuming commiavith other terms thereof. Subject
to the restrictions imposed by the Company's lesydature dividend policy will depend on a numbgfaztors, including future earnings,
capital requirements, the financial condition antlife prospects of the Company and such otherrfaatothe Board of Directors may deem

relevant.
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ITEM 6 - SELECTED FINANCIAL DATA

The following table sets forth selected consoliddirancial data for the Company as of the datekfanthe periods indicated. The
consolidated financial data for each of the yeauthé five-year period ended December 31, 1998deased from audited financial
statements of the Company. The data set forthigntdible should be read in conjunction with "Mamagat's Discussion and Analysis of
Financial Condition and Results of Operations" Hr@lConsolidated Financial Statements.

YEAR ENDED DECEMBER 31,

1 998 1997 1996 1995 1994
STATEMENT OF OPERATIONS DATA: (IN THOUSANDS, EXCEPT PER SHARE DATA)
Revenues:
Oil and gas sales................. 1932 $ 70929 $ 60,610 $ 43,883 $ 43,617
Natural gas services... 3,795 4,559 4,281 5,388 5,868
Total revenues....... 5,727 75,488 64,891 49,271 49,485
Costs and expenses:
Lease operations.................. 1 4,237 16,205 14,776 13,533 12,775
Exploration:
Abandonments and impairments. 1 6,128 2,692 597 1,472 6,227
Seismic and other............ 4,501 7,629 1,036 83 912
Natural gas services.............. 3,242 3,955 3,437 3,714 3,510
Depreciation, depletion and 2 5,248 31,665 31,273 23,758 25,110
amortization................... 2 5,248 31,665 31,273 23,758 25,110
Impairment of property and
equipment (1)........ccceeennee - 8,493 236 1,186 10,259
General and administrative........ 4,299 4,181 3,266 3,708 5,659
Total costs and expenses..... 8 2,565 66,171 48,056 57,879 54,331
Operating income (loss)...... 2 6,838) 9,317 16,835 (8,608 ) (4,846)
Other income (expense):
Interest expense.................. ( 2,384) (1,767) (3,440) (5,493 ) (4,461)
Other income (expense) (2)........ 138 217 335 6,022 759
Total other income (expense). ( 2,246) (1,550) (3,105) 529 (3,702)
Income (loss) before income taxes.... (2 9,084) 7,767 13,730 (8,079 ) (8,548)
Income tax expense - - - - -
Net income (I0SS)............ 9,084) $ 7,767 $ 13,730 $ (8,079 ) $ (8,548)
Net income (loss) per common share
BaSIC...cvcveeererieenennns $ 327 $ 87 $ 18 $ (131 ) $ (1.50)
Diluted........coooevvvevrennnne. $ 327 $ 8 $ 176 $ (131 ) $ (1.50)
Weighted average common shares
outstanding:
BasSiC.....cccovvirieiiiinns 8,905 8,888 7,624 6,165 5,700
Diluted.......cccevveeieeninnne 8,905 9,094 7,800 6,165 5,700
OTHER DATA:
Net cash provided by operating
ACHIVItIES.....eeiveieeeiee $ 3 3,505 $ 39,324 $ 40,306 $ 24,203 $ 23,672
EBITDAX (3).eeeiveieiirieeineene $ 3 3,949 $ 51,147 $ 43,412 $ 28,316 $ 27,541

DECEMBER 31,

1998 1997 1996
(IN THOUSAND S)
BALANCE SHEET DATA:
Working capital (deficit).......coceeeeeeee $ (15,848) $ (6,369 ) $ (3,422)
Total @SSetS....vvveiviciiiiiiieieeveeee e 120,653 134,562 103,598
Long-term debt....... 39,100 35,700 18,000
Stockholders' equity..........cccceeernnee. 44,394 73,074 66,214

(1) The Company adopted the provisions of StatemERinancial Accounting Standards No. 121 "Accaugfor Impairment of Long-Lived
Assets" effective October 1, 1995.

(2) The 1995 period includes a $6 million non-recy gain on sale of two principal gas gatherind processing systems.

(3) EBITDAX refers to earnings before income taxaterest expense, depreciation, depletion and @ation, impairment of property and
equipment, exploration costs, and other incomedpse). EBITDAX is a financial measure commonly uisethe Company's industry and
should not be considered in isolation or as a gulbsstfor net income, cash flow provided by opergtactivities or other income or cash flow
data prepared in accordance with generally accegmteounting principles or as a measure of a compgngfitability or liquidity.
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ITEM 7 - MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS

SPECIAL NOTE: CERTAIN STATEMENTS SET FORTH BELOW UNER THIS CAPTION CONSTITUTE "FORWARD-LOOKING
STATEMENTS." SEE "SPECIAL NOTE REGARDING FORWARD-IGKING STATEMENTS" FOR ADDITIONAL FACTORS
RELATING TO SUCH STATEMENTS.

The following discussion is intended to assistiderstanding the Company's historical consolidéitethcial position at December 31, 1998,
and results of operations and cash flows for e&theothree years in the period ended Decembet®8. The Company's historical
Consolidated Financial Statements and notes thereltaded elsewhere in this Form 10-K contain dethinformation that should be referred
to in conjunction with the following discussion.

OVERVIEW

Prior to 1998, the Company and its predecessorsecrated their drilling activities in the Trendi @nd gas production in the Trend is
generally characterized by a high initial productiate, followed by a steep rate of decline. Ineottd maintain its oil and gas reserve base,
production levels and cash flow from operations, @ompany has been required to maintain or incriésitevel of drilling activity and
achieve comparable or improved results from sutiities. In response to low oil prices, the Companspended its Trend drilling activities
in April 1998 and has no plans to resume drillinghiat area until oil prices improve and stabilize.

Beginning in 1997, the Company initiated severglebatory projects designed to reduce its deperelencTrend drilling for future
production and reserve growth. These new areasdaabther formations in the vicinity of its coreperties in east central Texas, as well as
south Texas, Louisiana and Mississippi, and empbhake development of long-life gas reserves. @uti®98, the Company devoted a
substantial portion of its capital expenditureshtse new areas. Of the 16 gross (9.6 net) explyratells drilled in 1998, the Company
successfully completed 5 gross (2.6 net) exployat@lls in areas outside the Trend, and in addittmmpleted 1 gross (1 net) exploratory
well in January 1999. In the aggregate, these dates accounted for about 85% of the Company’s61IMBOE of proved reserves added
during 1998.

The most significant discovery was the J. C. Fazinit #1, a Cotton Valley Pinnacle Reef gas welRiobertson County, Texas in which the
Company owns a 100% working interest. The Comparst'proved reserves on this well are estimatdxtd.6 Bcf of gas (1,260 MBOE).
The Company is presently constructing a gas pipelimd treatment facility in order to market theas geserves. Prior to first sales, which are
planned for May 1999, the Company will stimulate thell in an attempt to improve initial flow rat@he Company also plans to drill an
offset well to the J. C. Fazzino #1 during 199% SdQUIDITY AND CAPITAL RESOURCES - CAPITAL EXPENDTURES."

The Company follows the successful efforts methfogicoounting for its oil and gas properties, whgrebsts of productive wells,
developmental dry holes and productive leasesapitatized and amortized using the unit-of-produttinethod based on estimated proved
reserves. Costs of unproved properties are injt@pitalized. Those properties with significangaisition costs are periodically assessed and
any impairment in value is charged to expense.drheunt of impairment recognized on unproved pragewwhich are not individually
significant is determined by amortizing the codtsuch properties within appropriate groups basethe Company's historical experience,
acquisition dates and average lease terms. Exjgoretsts, including geological and geophysicalemges and delay rentals, are charged to
expense as incurred. Exploratory drilling costsluding the cost of stratigraphic test wells, améally capitalized but charged to expense if
and when the well is determined to be unsuccessful.
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RESULTS OF OPERATIONS
The following table sets forth certain operatinfpimation of the Company for the periods presented:

YEAR ENDED DECEMBER 31,

1998 1997 1 996
OIL AND GAS PRODUCTION DATA (1):
Ol (MBBIS) oo i, 2,528 2,903 2 203
GaS (MMCR) oo, 4,833 5,091 5 584
Total (MBOE) (2).vovvoomcveicvmcermcee s 3334 3,752 3 134
AVERAGE OIL AND GAS SALES PRICES (3):
O (BBON) oo i, $16.20  $19.80 $2 0.85
GAS (BIMCH) oo e, $235 $264 $ 2.65

OPERATING COSTS AND EXPENSES ($/BOE PRODUCED):

Lease operations...............cccveeeveeennnn. $4.27 $4.32 $ 4.71

Oil and gas depletion........ $9.24 $8.10 $ 7.32

General and administrative...................... $1.29 $1.11 $ 1.04
NET WELLS DRILLED (4):

Exploratory WellS......ccooovvvvivveeeenees e 9.6 9.4 4.6

Developmental Wells........cccccoovceeenneeee s 6.6 28.2 20.9

(1) Subsequent to December 31, 1998, the Compddysaontracted to sell its interests in propertiehich produced an aggregate of 44
MBbls of oil, 1,525 MMcf of gas, and 298 MBOE in9®

(2) Gas is converted to barrel of oil equivale®OE) at the ratio of six Mcf of gas to one Bbl d@f o

(3) Includes effects of hedging transactions.

(4) Excludes wells being drilled or completed a #énd of each period.

1998 COMPARED TO 1997
REVENUES

Oil and gas sales decreased 27% from $70.9 milidr897 to $51.9 million in 1998 due primarily wner oil prices. The Company's aver:
oil price during the current period declined 18%gagiving effect to a $3.50 per barrel gain oddieg activities). Excluding hedging
transactions, the Company's average price perlldrod declined 36% from $19.76 in 1997 to $12iA998. Although oil production for
1998 decreased 13% as compared to 1997, sevei@isfaelated to the current depressed levels gdraks had a negative impact on
production. In April 1998, the Company suspendsdiend drilling program until oil prices improvadastabilize. The Company also
implemented an oil curtailment strategy during 1988ch resulted in a decrease of approximately @@ parrels of oil production during t
year. All of the Company's gas discoveries in 1888 either completed late in the year or are otlgravaiting on pipeline connection
Accordingly, production from new wells has not baeifficient to offset the recent decline in oil gustion attributable to the suspension of
Trend drilling. Furthermore, until these wells asttier exploratory projects establish and sustamraercial levels of production, there can
no assurance that the Company will be successftd afforts to offset the decline in production.

COSTS AND EXPENSES

Lease operations expenses decreased 12% fromBilban in 1997 to $14.2 million in 1998 due prinilgrto lower production taxes
resulting from a significant decline in oil pricé3il and gas production on a BOE basis decreaséddliring the current period, causing a
decrease in lease operations expenses on a BCEftwasi$4.32 per BOE in 1997 to $4.27 per BOE i88.9
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Exploration costs doubled from $10.3 million in Z9® $20.6 million in 1998 due primarily to the che-off of 10 gross (6.6 net) exploratory
dry holes during the 1998 period totaling $7.7 imilland $8.4 million of unproved property impairrteermhese 1998 charges were offset in
part by a $3.3 million reduction in seismic costaf 1997 to 1998. Because the Company follows ticeessful efforts method of accounti
the Company's results of operations may be adyea$fedcted during any accounting period in whiclsséc costs, exploratory dry hole cos
and unproved property impairments are expensed.

Depreciation, depletion and amortization ("DD&ARpense increased 1% from $31.3 million in 19973t.% million in 1998 due primarily
to a 14% increase in the Company's average deplette per BOE attributable to the effects of lowiand gas prices on estimated
guantities of proved reserves. This increase iratlegage depletion rate was substantially offsedrb§1% decline in oil and gas production
on a BOE basis. Under the successful efforts mettfi@dcounting, costs of oil and gas propertiesaanertized on a unit-of-production
method based on estimated proved reserves. Thagevdepletion rate per BOE was $9.24 in 1998 coeapar $8.10 in 1997.

General and administrative ("G&A") expenses wetatieely constant from 1997 to 1998. However, begig in December 1998, the
Company implemented certain cost reduction measooesisting primarily of personnel layoffs andasglreductions, in order to reduce
overhead and conserve financial resources. Thrthage efforts, the Company expects to reduce G&¥ersges in 1999 by approximately
33% on an annualized basis.

The Company recorded a provision for impairmerraperty and equipment of $8.5 million during therth quarter of 1998 in accordance
with Statement of Financial Accounting Standards N2l "Accounting for Impairment of Long-Lived A$se("SFAS 121"), as compared to
a $236,000 provision in 1997. The 1998 provisiopligd to certain oil and gas properties in eastretifexas, south Texas, the Texas Gulf
Coast, Louisiana, and Mississippi and was causetgpity by a decline in forecasted oil and gas gsic

INTEREST EXPENSE AND OTHER

Interest expense increased 33% from $1.8 millioh987 to $2.4 million in 1998 due primarily to heghaverage levels of indebtedness on the
Company's secured bank credit facility (the "Cré&ditility"), offset in part by an increase in cafiited interest and slightly lower average
interest rates. The average daily principal balantstanding on such facility during 1998 was $4@iBion compared to $24 million in 199
The effective annual interest rate on bank debtuifing bank fees, during the 1998 period was 8cb#pared to 8.7% in 1997. Capitalized
interest was $621,000 higher during the 1998 petigeito a significant increase in unproved acreage.

1997 COMPARED TO 1996
REVENUES

Oil and gas sales increased 17% from $60.6 milliab996 to $70.9 million in 1997 due primarily t82% increase in oil production. The

effect of higher oil production was partially offd®y a 5% decrease in oil prices and a 9% dedtirgas production. Production from wells

completed subsequent to December 31, 1996 accofartagdproximately 42% of total oil production fibre 1997 period, which more than

offset the effects of steep production declinemffreviously existing Trend wells. The Company plémdiscontinue Trend drilling in April
1998 pending an improvement in oil prices, whickiehtallen to their lowest levels in four years. Buspension of Trend drilling activities

an extended period of time may adversely affecCbmpany's production and revenues in 1998.
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COSTS AND EXPENSES

Lease operations expenses increased 9% from $ilighnm 1996 to $16.2 million in 1997 while oilha gas production on a BOE basis
increased 20%, resulting in a decrease in leasetiqes expenses on a BOE basis from $4.71 per RQE96 to $4.32 per BOE in 1997.
Higher initial rates of production on several of thells completed during 1997 contributed materitdithe decline in lease operations
expenses per BOE.

Exploration costs increased from $1.6 million ir8&30 $10.3 million in 1997 due primarily to costsurred during 1997 in connection with
exploration projects initiated during the fourthager of 1996. The Company plans to spend apprdeisn&17 million in 1998 on explorato
prospects. Because the Company follows the suede&frts method of accounting, the Company'sltesif operations may be adversely
affected during any accounting period in which sggscosts, exploratory dry hole costs, and unprquegperty impairments are expensed.

DD&A expense increased 32% from $23.8 million ir®&30 $31.3 million in 1997 due primarily to a 2086rease in oil and gas production
on a BOE basis, combined with an 11% increasedarCitbmpany's average depletion rate per BOE. Uhaesuccessful efforts method of
accounting, costs of oil and gas properties areréred on a unit-of-production method based omeestied proved reserves. The average
depletion rate per BOE was $8.10 in the 1997 per@dpared to $7.32 in the 1996 period.

G&A expenses increased 27% from $3.3 million in@89$4.2 million in 1997 due primarily to incredggersonnel costs. In response to an
increase in demand for skilled technical and manalgeersonnel in the oil and gas industry andremmgase in the Company's level of
exploration and development activities, the Compaary hired additional personnel and increasedisalaf existing personnel.

INTEREST EXPENSE

Interest expense decreased 47% from $3.4 millid®B6 to $1.8 million in 1997 due primarily to lomeverage levels of indebtedness on the
Credit Facility and, to a much lesser extent, loaxgrage interest rates. The average daily prihbglance outstanding on such facility du
the 1997 period was $24 million compared to $36ilan in 1996. The effective annual interest ratebank debt, including bank fees,
during the 1997 period was 8.7% compared to 9.4%986.

LIQUIDITY AND CAPITAL RESOURCES
OVERVIEW

The Company's primary financial resource is itsaoifl gas reserves. In accordance with the terrtieedEredit Facility, the banks establish a
borrowing base, as derived from the estimated valike Company's oil and gas properties, agaihgtiwthe Company may borrow funds as
needed to supplement its internally generated ttaghas a source of financing for its capital exgiéwre program. Product prices, over which
the Company has very limited control, have a sigaift impact on such estimated value and theretth@@ompany's borrowing availability
under the Credit Facility. Within the confines @bguct pricing, the Company must be able to find davelop or acquire oil and gas reserves
in a cost effective manner in order to generatédennt financial resources through internal metmsomplete the financing of its capital
expenditure program.

The following discussion sets forth the Companuyisent plans for capital expenditures in 1999, #redexpected capital resources needed to
finance such plans.
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CAPITAL EXPENDITURES

At present time, the Company plans to spend onl8 $8llion on exploration and development actiat@uring 1999, substantially all of
which is projected to be spent on the Cotton Valteploratory Project in the North Giddings Block.January 1999, the Company compls
the J. C. Fazzino Unit #1, a Cotton Valley Pinnaef well in Robertson County, Texas drilled intee of several reef anomalies identified
by a 3-D seismic survey conducted in 1997. The Guomps currently constructing a gas pipeline ardtment facility for the well and plans
to acidize the well prior to first production. Imet aggregate, the Company expects to spend ap@tetin$3.2 million in 1999 to complete |
well and facilities and to renew and extend le@selse North Giddings Block, as required. In aduitithe Company plans to drill an offset
well to the J. C. Fazzino Unit #1 during 1999 atilg a vendor financing program.

The Company may increase its planned activitied 889 if product prices improve and if the Compéangble to obtain the capital resources
necessary to finance such activities. See "BUSINEBRILLING, EXPLORATION AND PRODUCTION ACTIVITIES:

CAPITAL RESOURCES
CREDIT FACILITY

The Credit Facility provides for a revolving loaacflity in an amount not to exceed the lesser efttbrrowing base, as established by the
banks, or that portion of the borrowing base deteech by the Company to be the elected borrowing.lixt December 31, 1998, the
borrowing base was $57 million and the outstanditigances were $54.9 million. In January 1999, tiredwing base was reduced to $53
million to give effect to the sale of certain assetMatagorda County, Texas. The borrowing basaligect to redetermination at any time,
but at least semi-annually, and is made at theetist of the banks.

Anticipating the adverse affects that low produitgs could have on the borrowing base, the Compatigted efforts late in 1998 to sell its
interests in two properties in order to reduceatmunt of outstanding indebtedness on the Creditifyaln January 1999, the Company
completed the sale of its interest in eight nonrafesl oil and gas wells located in Matagorda Couféxas for $5.2 million. In March 1999,
the Company entered into a definitive agreementifersale of its interests in the Jalmat Field tedan Lea County, New Mexico for $12.5
million. The Jalmat sale is scheduled to close milAL999.

In March 1999, the banks completed a borrowing begew and elected to maintain the borrowing kEsk53 million until the Company
consummates the sale of its Jalmat assets. Ondalthat sale is completed, the borrowing baseradluce to $43 million and will also be
subject to monthly commitment reductions of $650,B8ginning in July 1999. The adjusted borrowingebaill remain in effect until the
next scheduled borrowing base redetermination imelder 1999. However, if the Jalmat sale does ootircby May 1, 1999, the banks will
cause the borrowing base to be redetermined. Ifetietermined borrowing base is less than the atrafwutstanding indebtedness, the
Company will be required to (i) pledge additionallateral, (ii) prepay the excess in not more tfia@ equal monthly installments, or (iii)
elect to convert the entire amount of outstandimgbtedness to a term obligation based on amaatizdrmulas set forth in the loan
agreement.

WORKING CAPITAL AND CASH FLOW

During 1999, the Company generated cash flow frperating activities of $33.5 million, borrowed $2%nillion on the Credit Facility, and
spent $53.7 million on capital expenditures.

The Company's working capital deficit increasedrfi$6.4 million at December 31, 1997 to $15.8 millat December 31, 1998. The
Company classified $15.8 million of its outstandindebtedness on the Credit Facility as a curtiabtlity based on the required levels of
repayments during 1999. The Company also
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classified the net book value of properties soldantracted for sale in 1999 as properties helddsale and, accordingly, reported $7.5
million as a current asset at December 31, 1998.

ADDITIONAL CAPITAL RESOURCES

The Company believes that the funds which will bailable from the completed and pending sales sdtas combined with operating cash
flow, will be adequate to fund the required reduiesi in indebtedness on the Credit Facility andptiogected capital expenditures for 1999.
However, because future cash flows and the avéfiabf borrowings under the Credit Facility arebgect to a number of variables, such as
prevailing prices of oil and gas, actual productimm existing and newly-completed wells, the Comps success in developing and
producing new reserves, and the uncertainty wipeet to the amount of funds which may ultimatedydquired to finance the Company's
exploration program, there can be no assuranceitedaompany's capital resources will be sufficterdustain the Company's exploratory
development activities.

If funds available from asset sales, combined wtarating cash flow, are not sufficient to funddebt repayments and anticipated levels of
capital expenditures, the Company will be requitedeek alternative forms of capital resourceduifing the sale of other assets and the
issuance of debt or equity securities. AlthoughGloenpany believes it will be able to obtain fundsguant to one or more of these
alternatives, if needed, management cannot beexbshiat any such capital resources will be avalabithe Company. If additional capital
resources are needed, but the Company is unabl#dm such capital resources on a timely bastssCiimpany may not be able to maintain a
level of liquidity sufficient to meet its obligatis as they mature or maintain compliance with ¢ogiired financial covenants contained in the
Credit Facility.

INFLATION

Although certain of the Company's costs and expeaseaffected by the level of inflation, inflatidid not have a significant effect on the
Company's results of operations during 1998.

INFORMATION SYSTEMS FOR THE YEAR 2000

Historically, certain computer software systemsyali as certain hardware containing embedded w&tpnology, such as microcontrollers
and microprocessors, were designed to utilize adigit date field and consequently, they may noabke to properly recognize dates in the
year 2000. This could result in system failurese Qompany relies on its compt-based management information systems, as well as
embedded technology, to operate instruments angregut in conducting its day-to-day business atitigi Certain of these computer-based
programs and embedded technology may not havedesgned to function properly with respect to thpligation of dating systems relating
to the year 2000.

In response, the Company has developed a "Year RROO and, in 1998, established an internal grtougentify and assess potential are¢
risk and to make any required modifications tacasmputer systems and equipment used in oil an@xaleration, production, gathering and
gas processing activities. The Year 2000 Planngprsed of various phases, including assessmeangdiation, testing and contingency plan
development. The Company believes this plan wdlfte reasonable assurance that its businesstastiand facilities will continue to
operate safely and reliably, and without mateni&iruption after 1999.

The Company has completed all phases of the Y& Plan as it relates to its internal systems amdware. The Company's inventory of
computer hardware and software is substantiallyr' 2880 compliant. The programming modificationstfog oil and gas accounting and
production systems were completed by the softwangler in 1997 and were installed and tested b tvapany in November 1998.
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The Company has monitor and control equipment aititibedded chip technology which are utilized in pitithn and gas processing
operations. The various systems were reviewedrijuoation with the overall Year 2000 Plan and wienend to be Year 2000 compliant
based on manufacturers' representations.

The Company has also undertaken to monitor the tange efforts of purchasers, vendors, contradadsother third parties ("Third Party
Providers") with whom it does business and whosemderbased systems and/or embedded technology equipmeriace with those of tt
Company to ensure that operations will not be abigraffected by the Year 2000 compliance problefrethers. There can be no assurance
that there will not be an adverse effect on the @amy if Third Party Providers do not convert threspective systems in a timely manner and
in a way that is compatible with the Company'sinfation systems and embedded technology equipiHemtever, management believes
that ongoing communication with and assessmerteo€bmpliance efforts and status of Third Partyelers will minimize these risks. Sin
the Company's operations generally are not depe¢mteainy single Third Party Provider, the Companprepared to select Third Party
Providers which are Year 2000 compliant by the toquarter of 1999.

To date, the costs to implement the Year 2000 Réae been nominal since the primary area for reatiedi involved software covered by a
maintenance agreement. The Company does not eixpiecur any significant costs during the remainofet999 to complete the Year 2000
Plan.

Although the Company anticipates minimal busindssugdtions as a result of Year 2000 issues, iretrent the computer-based programs and
embedded technology equipment of the Company,atrafvned and operated by Third Party Providersylshiil to function properly,
possible consequences include, but are not linitelbss of communication links, inability to pramk) process and sell oil and natural gas,
loss of electric power, and inability to automallic@rocess commercial transactions or engagenmilai automated or computerized business
activities.

ITEM 7A - QUANTITATIVE AND QUALITATIVE DISCLOSURE A BOUT MARKET RISKS

SPECIAL NOTE: CERTAIN STATEMENTS SET FORTH BELOW UNER THIS CAPTION CONSTITUTE "FORWARD-LOOKING
STATEMENTS." SEE "SPECIAL NOTE REGARDING FORWARD-IGQKING STATEMENTS" FOR ADDITIONAL FACTORS
RELATING TO SUCH STATEMENTS.

The Company's business is impacted by fluctuatioeemmodity prices and interest rates. The follayviliscussion is intended to identify
nature of these market risks, describe the Compatrgtegy for managing such risks, and to quattidypotential affect of market volatility
on the Company's financial condition and resultspdrations.

OIL AND GAS PRICES

The Company's financial condition, results of ofierss, and capital resources are highly dependewr the prevailing market prices of, and
demand for, oil and natural gas. These commoditeprare subject to wide fluctuations and markeeuainties due to a variety of factors
that are beyond the control of the Company. Thaswfs include the level of global demand for detrm products, foreign supply of oil and
gas, the establishment of and compliance with priioi quotas by oil-exporting countries, weathanditions, the price and availability of
alternative fuels, and overall economic conditidith foreign and domestic. It is impossible todicefuture oil and gas prices with any
degree of certainty. Sustained weakness in oilgasdprices may adversely affect the Company's éiahnondition and results of operations,
and may also reduce the amount of net oil andemerves that the Company can produce economiéallyreduction in reserves, including
reductions due to price fluctuations, can havedueese affect on the Company's ability to obtaipitedifor its exploration and development
activities. Similarly,
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any improvements in oil and gas prices can hawwearéble impact on the Company's financial condjtiesults of operations and capital
resources. Based on the Company's 1998 levels$ ahdigas production, a $1 change in the priceBpéof oil and a $.10 change in the price
per Mcf of gas would result in an aggregate changgoss revenues of approximately $3 million.

From time to time, the Company has utilized heddiagsactions with respect to a portion of itsamitl gas production to mitigate its expos

to price fluctuations. While the use of these hedgirrangements limits the downside risk of prieelies, such use may also limit any
benefits which may be derived from price increa3és Company uses various financial instrumentsh s1$ swaps, collars and puts, whei
monthly settlements are based on differences betiveeprices specified in the instruments and étéesnent prices of certain futures
contracts quoted on the NYMEX or certain other ¢edi Generally, when the applicable settlemengpsi¢ess than the price specified in the
contract, the Company receives a settlement franttlunterparty based on the difference. Similavlyen the applicable settlement price is
higher than the specified price, the Company pagsbunterparty based on the difference. The imstnis utilized by the Company differ
from futures contracts in that there is not a amtiral obligation which requires or permits thaufatphysical delivery of the hedged products.

During 1998 and continuing into 1999, the oil amd gndustry has operated in a depressed commatliy gnvironment. Oil prices during t
first quarter of 1999 fell to their lowest levelshistory when adjusted for inflation. Although piices improved to some degree in late Mi
1999, current prices remain substantially lowentlevels achieved in 1997. In November 1997, thenany entered into swap arrangements
on a significant portion of its 1998 oil productiand realized a gain of $8.8 million in 1998 ontatges. In addition, the Company hedged a
portion of its 1998 gas production at various tirbeginning in November 1997 and realized net gafi$l.1 million in 1998 on gas hedges.

As of December 31, 1998, the Company had optioseltaan aggregate of 800,000 barrels of oil préidadrom January 1999 through June
1999 at a price of $10.00 per barrel. The Compaagsato enter into additional hedging arrangemerhisn and if the market prices for future
oil and gas production improve to favorable lev@msed on management's analysis of price expectation

INTEREST RATES

All of the Company's outstanding indebtedness aeder 31, 1998 is subject to market rates ofésteas determined from time to time by
the banks pursuant to the Credit Facility. See "OAR. RESOURCES". The Company may designate borrgainnder the Credit Facility
either "Base Rate Loans" or "Eurodollar Loans."@Rste Loans bear interest at a fluctuating rateishlinked to the discount rates
established by the Federal Reserve Board. Euradadians bear interest at a fluctuating rate théihied to LIBOR. Any increases in these
interest rates can have an adverse impact on the&uy's results of operations and cash flow. Algfovarious financial instruments are
available to hedge the effects of changes in isteates, the Company does not consider the ribk fignificant and has not entered into any
interest rate hedging transactions. Based on timep@ay's outstanding indebtedness at December 98, df%54.9 million, a change in
interest rates of 25 basis points would affect ahmierest payments by approximately $137,000.
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ITEM 8 - FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

For the financial statements and supplementaryrdgaired by this Item 8, see the Index to Constdid Financial Statements included
elsewhere in this Form 10-K.

ITEM 9 - CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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PART 1lI
ITEM 10 - DIRECTORS AND EXECUTIVE OFFICERS OF THE R EGISTRANT

The Information required by this Item is incorpaherein by reference to the Company's definjinoxy statement which will be filed with
the Commission within 120 days after December 3981

ITEM 11 - EXECUTIVE COMPENSATION

The information required by this Item is incorp@éherein by reference to the Company's defingihaxy statement which will be filed with
the Commission within 120 days after December 3981

ITEM 12 - SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this Item is incorp@éherein by reference to the Company's defingihaxy statement which will be filed with
the Commission within 120 days after December 3981

ITEM 13 - CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS

The information required by this Item is incorp@éherein by reference to the Company's defingihaxy statement which will be filed with
the Commission within 120 days after December 3981
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PART IV

ITEM 14 - EXHIBITS, FINANCIAL STATEMENT SCHEDULES A ND REPORTS ON FORM 8-K

FINANCIAL STATEMENTS AND SCHEDULES

For a list of the consolidated financial statemédittsl as part of this Form 10-K, see the Indextmsolidated Financial Statements on page F

1.

No financial statement schedules are required fildibas a part of this Form -K.

REPORTS ON FORM 8-K

No reports on Form-K were filed during the quarter ended Decemberl388.

EXHIBITS

EXHIBIT
NUMBER DESCRIPTION OF E
**3.1 Second Restated Certificate of Incor

filed as an exhibit to the Form S-2
Registration No. 333-13441

**3.2 Bylaws of the Company, filed as an e
Registration Statement, Registration

**10.1 Sixth Restated Loan Agreement dated
among Clayton Williams Energy, Inc.,
Acquisitions, Inc., Bank One, Texas,
and the First National Bank of Chica
to the June 30, 1998 Form 10-Q

*10.2 First Amendment to Sixth Restated Lo
November 20, 1998, among Clayton Wil
Warrior Gas Co., CWEI Acquisitions,
N.A., Paribas, Union Bank of Califor
Compass Bank.

*10.3 Second Amendment to the Sixth Restat
as of March 26, 1999, among Clayton
Warrior Gas Co., CWEI Acquisitions,
N.A., Paribas and Union Bank of Cali

**10.4 1993 Stock Compensation Plan, filed
Form S-8 Registration Statement, Reg

**10.5 First Amendment to 1993 Stock Compen
exhibit to the December 31, 1995 For

**10.6 Second Amendment to the 1993 Stock C
as an exhibit to the Form S-8 Regist
Registration No. 33-68318

**10.7 Outside Directors Stock Option Plan,
the Form S-8 Registration Statement,
33-68316

**10.8 First Amendment to Outside Directors
filed as an exhibit to the December
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poration of the Company,
Registration Statement,

xhibit to the Form S-1
No. 33-43350

as of July 16, 1998,
Warrior Gas Co., CWEI
N.A., Banque Paribas
go, filed as an exhibit

an Agreement dated as of
liams Energy, Inc.,

Inc., Bank One, Texas,
nia, N.A., and
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Williams Energy, Inc.,
Inc., Bank One, Texas,
fornia, N.A.
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m 10-K

ompensation Plan, filed
ration Statement,

filed as an exhibit to
Registration No.

Stock Option Plan,
31, 1995 Form 10-K



EXHIBIT

NUMBER DESCRIPTION OF E

**10.9 Bonus Incentive Plan, filed as an ex
Registration Statement, Registration

**10.10 First Amendment to Bonus Incentive P
to the December 31, 1997 Form 10-K

**10.11 Amended and Restated 401(k) Plan & T
exhibit to the December 31, 1995 For

**10.12 Second Amendment to Amended and Rest
Trust, filed as an exhibit to the De
10-K

**10.13 Third Amendment to Amended and Resta
filed as an exhibit to the December

**10.14 Executive Incentive Stock Compensati
exhibit to the Form S-8 Registration
No. 33-92834

**10.15 First Amendment to Executive Incenti
Plan, filed as an exhibit to the Dec

**10.16 Consolidation Agreement dated May 13
Williams Energy, Inc., Warrior Gas C
Entities, filed as an exhibit to the
Statement, Registration No. 33-43350

**10.17 Agreement dated April 23, 1993 betwe
Robert C. Lyon, filed as an exhibit
Registration Statement, Registration

**10.18 Service Agreement effective October
Williams Energy, Inc. and certain Wi
as an exhibit to the December 31, 19

**21 Subsidiaries of the Registrant, file
December 31, 1996 Form 10-K

*23.1 Consent of Arthur Andersen LLP

*23.2 Consent of Williamson Petroleum Cons

*24.1 Power of Attorney

*24.2 Certified copy of resolution of Boar
Clayton Williams Energy, Inc. author
to Power of Attorney

*27 Financial Data Schedules for the yea

1998

* Filed herewith ** Incorporated by reference tetfiling indicated
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SIGNATURES

In accordance with the requirements of SectionrlB5¢d) of the Securities Exchange Act of 1934, rdgistrant has duly caused this report to
be signed on its behalf by the undersigned, théocedmly authorized.

CLAYTON WILLIAMS ENERGY, INC.
(Registrant)

By: /s/ CLAYTON W WLLIAMS, JR *

Clayton W Wllianms, Jr.
Chai rman of the Board, President
and Chi ef Executive Oficer

In accordance with the requirements of the Seesrlixchange Act of 1934, this report has been digetow by the following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

Signature Title Date
/s CLAYTON W. WILLIAMS, JR. *  Chairman of the Board, March 30, 1999
President an d Chief Executive
Clayton W. Williams, Jr. Officer and Director
/sl L. PAUL LATHAM Executive Vi ce President, March 30, 1999
Chief Operat ing Officer and
L. Paul Latham Director
/sl MEL G. RIGGS * Senior Vice President - March 30, 1999
Finance, Sec retary, Treasurer,
Mel G. Riggs Chief Financ ial Officer and Director
/s/ STANLEY S. BEARD * Director March 30, 1999

Stanley S. Beard

/s WILLIAM P. CLEMENTS * Director March 30, 1999

William P. Clements

/s ROBERT L. PARKER * Director March 30, 1999

Robert L. Parker

*By:  /s/ L. PAUL LATHAM

L. Paul Latham
ATTORNEY-IN-FACT
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of
Clayton Williams Energy, Inc.:

We have audited the accompanying consolidated balsineets of Clayton Williams Energy, Inc. as of@waber 31, 1998 and 1997, and the
related consolidated statements of operationskistdders' equity and cash flows for each of theghyrears in the period ended December 31,
1998. These financial statements are the respditsilifithe Company's management. Our responsjlsito express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of Clayton Williams
Energy, Inc. as of December 31, 1998 and 1997 ftendesults of its operations and cash flows fehez the three years in the period ended
December 31, 1998, in conformity with generallyegated accounting principles.

ARTHUR ANDERSEN LLP

Dallas, Texas
March 11, 1999



CURRENT ASSETS
Cash and cash equivalents.....................
Accounts receivable:

Trade, Net.......cccoovviiiiiniiies

Affiliates .

Oil and gas sales...........ccocvveeenne
INVENLOrY....coooiiiiiiiieeeeceee
Property held for resale..

PROPERTY AND EQUIPMENT
Oil and gas properties, successful efforts met
Natural gas gathering and processing systems..

Less accumulated depreciation, depletion and a
Property and equipment, net...............

OTHER ASSETS......cocooiiiiieie e,

LIABILITIES
CURRENT LIABILITIES

Accounts payable:

Trade......ccoceevvvniieiiieeeene

Affiliates...............

Oil and gas sales...........ccocvveeenne
Current maturities of long-term debt..........
Accrued liabilities and other.................

LONG-TERM DEBT.......ccccooiiiiiiiiiiiiiie

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY:
Preferred stock, par value $.10 per share; aut
shares; issued and outstanding - none........
Common stock, par value $.10 per share; author
shares; issued - 8,937,561 shares in 1998 and
8,980,539 shares in 1997
Additional paid-in capital.......
Retained earnings (deficit)

Less treasury stock, at cost (95,000 shares in

The accompanying notes are an integral part of the

CLAYTON WILLIAMS ENERGY, INC.
CONSOLIDATED BALANCE SHEETS
(DOLLARS IN THOUSANDS)

ASSETS

DECEMBER 31

443,132

se consolidated financial statements.
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CLAYTON WILLIAMS ENERGY, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE)

YEAR ENDED DECEMBER 31,

1998 1997 1996
REVENUES
Oiland gas sales.......cccoeevvvevcveeeeees $ 51932 $ 70929 $ 60,610
Natural gas Services........ccoevceeeeveeees . 3,795 4,559 4,281
Total revenues.......cccceveevccveee 55,727 75,488 64,891
COSTS AND EXPENSES
Lease operationS........ccooeeeevvcvveeenneee . 14,237 16,205 14,776
Exploration:
Abandonments and impairments............. . ... 16,128 2,692 597
Seismic and other........cccccccovveeeeee. Ll 4,501 7,629 1,036
Natural gas Services........ccoevceeeeveeees . 3,242 3,955 3,437
Depreciation, depletion and amortization...... 31,665 31,273 23,758
Impairment of property and equipment.......... 8,493 236 1,186
General and administrative...........ccoeee.. L. 4,299 4,181 3,266
Total costs and expenses......c.cccceeeee. 82,565 66,171 48,056
Operating income (10SS)....cccveveeeeees e (26,838) 9,317 16,835
OTHER INCOME (EXPENSE)
Interest expense (2,384) (1,767) (3,440)
Other....ccoveiic e 138 217 335
Total other income (expense).......c....... L (2,246) (1,550) (3,105)
INCOME (LOSS) BEFORE INCOME TAXES.....ccccccoveeiee s (29,084) 7,767 13,730
INCOME TAX EXPENSE
CUIMeNE..cc e - - -
Deferred - - -
Total income tax expense.........cceeeeee. - - -
NET INCOME (LOSS)....ccooviiiiiiiieiiieeeeeeeee i, $ (29,084) $ 7,767 $ 13,730
Net income (loss) per common share:
BaSiC..covveiiiiiieeee $ (327) % 87 % 1.80
Diluted.....coovviiiiiiiiiiieeeeeeeeeee . $ (327) $ 85 % 1.76
Weighted average common shares outstanding
BaSIC..covvveiiiiieeee 8,905 8,888 7,624
Diluted.....coovviiiiiiiiiiieeeeeeeeeee . 8,905 9,094 7,800
The accompanying notes are an integra | part of these consolidated financial statements.
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CLAYTON WILLIAMS ENERGY, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(IN THOUSANDS)

COMMO N STOCK
------------------ ADDITIONAL RETAINED
NO. OF PAR PAID-IN  EARNINGS TREASURY
SHARES VALUE CAPITAL (DEFICIT) STOCK TOTAL
BALANCE,
December 31, 1995 .................. 7,410 $ 741 $52912 $(18,657) $ - $ 34,996

Sale of stock through secondary
public offering, net of

offering costs ............... 1,428 143 16,874 - - 17,017

Issuance of stock through

compensation plans ........... 90 9 462 - - 471

Netincome .................... - - - 13,730 - 13,730
BALANCE,

December 31, 1996 .................. 8,928 893 70,248 (4,927) - 66,214
Repurchase of common stock
for treasury ................ - - - - (1,520) (1,520)
Issuance of stock through
compensation plans ........... 53 5 608 - - 613
Net income . - - - 7,767 - 7,767

BALANCE,

December 31, 1997 .................. 8,981 898 70,856 2,840 (1,520) 73,074
Cancellation of treasury stock (95) (9) (1,511) - 1,520 -
Issuance of stock through
compensation plans ........... 52 5 399 - - 404
Net 0SS .....covvvvrrennnne - - - (29,084) - (29,084)

BALANCE,
December 31, 1998 .................. 8,938 $ 894 $69,744 $(26,244)% - $ 44,394
The accompanying notes are an integral p art of these consolidated financial statements.
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CLAYTON WILLIAMS ENERGY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

YEAR ENDED DECEMBER 31,

1998 1997 1996
CASH FLOWS FROM OPERATING ACTIVITIES
Netincome (I0SS).....ccoceevvvvevvveevceeee $ (29,084) 7,767 % 13,730
Adjustments to reconcile net income (loss) to cash
provided by operating activities:
Depreciation, depletion and amortization.. ... 31,665 31,273 23,758
Impairment of property and equipment...... 8,493 236 1,186
Exploration coStS.........cccoeevveeenne 16,128 2,692 597
Gain on sales of property and equipment... ... (53) (155) (293)
Other...ccooviiiiiiiiiieciieeiee 375 582 445
Changes in operating working capital:
Accounts receivable...........cccoceeeeee. 2,842 (1,088) (3,871)
Accounts payable..........ccocceevveeeeee. L 1,448 766 4,824
Other...ccooviiiiiiiiiieciieeiee 1,691 (2,749) (70)
Net cash provided by operating activi ties....... 33,505 39,324 40,306
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property and equipment........... (53,720) (56,167) (33,100)
Proceeds from sales of property and equipment. 260 303 3,862
Net cash used in investing activies ... (53,460) (55,864) (29,238)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from long-term debt.........c........ . ... 19,200 17,700 -
Repayments of long-term debt.................. - - (26,935)
Repurchase of common stock for treasury....... - (1,520) -
Proceeds from sale of common stock............ 29 31 17,043
Net cash provided by (used in) financ ing
activitieS......coovvvvvevieenee 19,229 16,211 (9,892)
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS ...ttt i, (726) (329) 1,176
CASH AND CASH EQUIVALENTS
Beginning of period........cccccovveeeees Ll 2,150 2,479 1,303
End of period........ccocvevvveevveeeieeee $ 1424 $ 2150 $ 2,479
SUPPLEMENTAL DISCLOSURES
Cash paid for interest, net of amounts
capitalized.........ccoovevvvvvevvieiieeee $ 2291 $ 1668 $ 3,434

The accompanying notes are an integra
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CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. NATURE OF OPERATIONS

Clayton Williams Energy, Inc. and its subsidiarfesllectively, the "Company") is an independentasil gas company engaged in the
exploration for and development and productionibéaind natural gas primarily in South and East BeX@outheastern New Mexico, the Te
Gulf Coast, Louisiana and Mississippi.

Substantially all of the Company's oil and gas pmtithn is sold under short-term contracts whichraeeket-sensitive. Accordingly, the
Company's financial condition, results of operadiceind capital resources are highly dependent pporailing market prices of, and demand
for, oil and natural gas. These commaodity pricessabject to wide fluctuations and market uncetieérdue to a variety of factors that are
beyond the control of the Company. These factaside the level of global demand for petroleum piaid, foreign supply of oil and gas, the
establishment of and compliance with productiontgsidy oil-exporting countries, weather conditiadhs, price and availability of alternative
fuels, and overall economic conditions, both fonedgnd domestic. From time to time, the Companyzesl hedging transactions with respect
to a portion of its oil and gas production to ntig its exposure to price fluctuations (see Note 9)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
ESTIMATES AND ASSUMPTIONS

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management of the Company to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and discsiicontingent assets and liabilities at
date of the financial statements and the reponteoluats of revenues and expenses during the regqréiriod. Actual results could differ frc
those estimates.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include tu@ants of Clayton Williams Energy, Inc. and itbsidiaries. The Company accounts fo
interests in joint ventures and partnerships (falvloich are undivided) using the proportionate adidgtion method, whereby its share of
assets, liabilities, revenues and expenses arelidaied with other operations. All significanténtompany transactions and balances
associated with the consolidated operations haga béminated.

OIL AND GAS PROPERTIES

The Company follows the successful efforts methfogicoounting for its oil and gas properties, whgrebsts of productive wells,
developmental dry holes and productive leasesapitadized and amortized using the unit-of-produttinethod based on estimated proved
reserves. Sales proceeds from sales of indivichagdesties are credited to property costs. No gaioss is recognized until the entire
amortization base is sold or abandoned.

Costs of acquisition of leaseholds are capitalitbtproved oil and gas properties with individuallgnificant acquisition costs are
periodically assessed and any impairment in vawharged to exploration costs. The amount of impeamt recognized on unproved
properties which are not individually significastdetermined by amortizing the costs of such pteggewithin appropriate groups based on
the Company's historical experience, acquisitidesland average lease terms. The costs of unpproedrties which are determined to hold
proved reserves are transferred to proved oil @sdogoperties.

Exploration costs, including geological and geojptslsexpenses and delay rentals, are charged &nsgpas incurred. Exploratory drilling
costs, including the cost of stratigraphic testisyelre initially capitalized but charged to exjplion expense if and when the well is
determined to be unsuccessful.
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CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NATURAL GAS AND OTHER PROPERTY AND EQUIPMENT

Natural gas gathering and processing systems ¢qmsigarily of gas gathering pipelines, compressord gas processing plants. Ot
property and equipment consists primarily of fietflipment and facilities, office equipment, leasefmprovements and vehicles. Major
renewals and betterments are capitalized whiledsés of repairs and maintenance are charged tnegpas incurred. The costs of assets
retired or otherwise disposed of and the applicablmulated depreciation are removed from thewadspand any gain or loss is includei
other income in the accompanying consolidated isiatés of operations.

Depreciation of natural gas gathering and procgssystems and other property and equipment is ctedpmn the straight-line method over
the estimated useful lives of the assets, whichedrom 3 to 39 years.

VALUATION OF PROPERTY AND EQUIPMENT

The Company follows the provisions of Statemerfiafincial Accounting Standards No. 121 "Accounfimgimpairment of Long-Lived
Assets" ("SFAS 121"), which requires that the Conymlong-lived assets, including its oil and gesperties, be assessed for potential
impairment in their carrying values whenever evemtshanges in circumstances indicate such impairmmay have occurred.

SFAS 121 provides for future revenue from the Camyfsaoil and gas production to be estimated aeprat which management predicts such
products will be sold. In evaluating its oil andsgaoperties for impairment at December 31, 19%hagement has estimated such future
product prices at levels which it believes are eeable and supportable, but which exceed the dumarket prices for oil and gas. Any
downward revisions to management's estimates afystqrices could result in additional impairmeottsts oil and gas properties in future
periods.

INCOME TAXES

The Company follows the asset and liability metpoekscribed by Statement of Financial Accountingn8&ads No. 109 "Accounting for
Income Taxes" ("SFAS 109"). Under this method afoamting for income taxes, deferred tax assetdiabilities are recognized for the
future tax consequences attributable to differebedmeen the financial statement carrying amouhéxisting assets and liabilities and their
respective tax bases. Deferred tax assets antitieshare measured using enacted tax rates expexpply to taxable income in the years in
which those temporary differences are expectea taebovered or settled. Under SFAS 109, the effecteferred tax assets and liabilities
change in enacted tax rates is recognized in indortte period that includes the enactment date.

INVENTORY

Inventory consists primarily of tubular goods anles well equipment which the Company plans tdagtiln its ongoing exploration and
development activities and is carried at the loofezost or market value.

CAPITALIZATION OF INTEREST

Interest costs associated with maintaining the Gomis inventory of unproved oil and gas properiescapitalized. During the years ended
December 31, 1998, 1997 and 1996, the Companyatiapil interest totaling approximately $967,0004&800 and $68,000, respectively.

STATEMENTS OF CASH FLOWS
The Company considers all highly liquid investmensith original maturities of three months or legse cash equivalents.
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CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NET INCOME (LOSS) PER COMMON SHARE

The Company computes net income (loss) per comimaresn accordance with Statement of Financial Aoting Standards No. 128
"Earnings Per Share" ("SFAS 128"). Basic net incdlogs) per common share is based on the weightedige number of common shares
outstanding during each period. Diluted net incdloss) per share gives further effect to the addél dilution, if any, related to outstanding
employee stock options. Because the Company repantet loss in 1998, the effects of outstandinglepee stock options were anti-
dilutive.

STOCK-BASED COMPENSATION

The Company accounts for stock-based compensdiia@ing the intrinsic value method prescribed bgcdunting Principles Board Opinion
No. 25 "Accounting for Stock Issued to Employeé&RB 25").

REVENUE RECOGNITION AND GAS BALANCING

The Company utilizes the sales method of accouritingatural gas revenues whereby revenues argmexal based on the amount of gas
sold to purchasers. The amount of gas sold magrdifdbm the amount to which the Company is entibaded on its revenue interests in the
properties. The Company did not have any significabalance positions at December 31, 1998, 1991066.

3. LONG-TERM DEBT
Long-term debt consists of the following:

DECEMBER 31,

1998 1997
(IN THOUSANDS)
Secured Bank Credit Facility (matures July 31, 2001 ) TR $ 54,900 $ 35,700
(611 = - 42
54,900 35,742
Less current MaturitieS....ccccvveveveveeeeeees e 15,800 42

$ 39,100 $ 35,700

Aggregate maturities of long-term debt at Decen®3ier1998 are as follows: 1999 - $15,800,000; 208D,800,000; and 2001 - $31,300,000.
SECURED BANK CREDIT FACILITY

The Company's secured bank credit facility provides revolving loan facility in an amount notdgceed the lesser of the borrowing base,
as established by the banks, or that portion obtiveowing base determined by the Company to beléeted borrowing limit. At December
31, 1998, the borrowing base was $57 million amdatitstanding advances were $54.9 million. In Jgnli899, the borrowing base was
reduced to $53 million to give effect to the sdleertain assets in Matagorda County, Texas. Thebing base, which is based on the
discounted present value of future net revenues fiib and gas production, is subject to redetertivnaat any time, but at least semi-
annually, and is made at the discretion of the baSkibstantially all of the Company's oil and gaspprties are pledged to secure advances
under the credit facility.

In March 1999, the banks completed a borrowing begew and elected to maintain the borrowing k&s&53 million until the Company
consummates the sale of its Jalmat assets (seelNddamce the Jalmat sale is completed, the bomgwase will reduce to $43 million and
will also be subject to monthly commitment redunt@f $650,000 beginning in July 1999. The adjub@uowing base will remain in effect
until the next scheduled borrowing base redetertioinan November 1999. Based on these amended t¢nm€ompany will be required to
repay $15.8 million of indebtedness on the creattlity
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CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

in 1999 and has reclassified that amount as amuiedility in the accompanying consolidated baarsheet. However, if the Jalmat sale does
not occur by May 1, 1999, the banks will causelibheowing base to be redetermined. If the redet@ethborrowing base is less than the
amount of outstanding indebtedness, the Companywilequired to (i) pledge additional collatefd),prepay the excess in not more than
five equal monthly installments, or (iii) electd¢onvert the entire amount of outstanding indebtsslite a term obligation based on
amortization formulas set forth in the loan agreeine

If funds available from asset sales, combined wiibrating cash flow, are not sufficient to funddebt repayments and anticipated levels of
capital expenditures, the Company will be requiredeek alternative forms of capital resourceduiting the sale of other assets and the
issuance of debt or equity securities. AlthoughGlenpany believes it will be able to obtain fundsguant to one or more of these
alternatives, if needed, management cannot beexbshimt any such capital resources will be avalabithe Company. If additional capital
resources are needed, but the Company is unablidm such capital resources on a timely basesCiimpany may not be able to maintain a
level of liquidity sufficient to meet its obligatis as they mature or remain in compliance withrélggiired financial covenants contained in
credit facility.

All outstanding balances on the credit facility nisydesignated, at the Company's option, as éilfeese Rate Loans" or "Eurodollar
Loans" (as defined in the loan agreement), provitlatinot more than two Eurodollar traunches maguistanding at any time. Base Rate
Loans bear interest at the fluctuating Base Rats @lBase Rate Margin ranging from 0% to 3/8% paum, depending on levels of
outstanding advances and letters of credit. Eutadbbans bear interest at the LIBOR rate plus e#oilar Margin ranging from 1.75% to
2.5% per annum (as amended in March 1999). At Dbee1, 1998, the Company's indebtedness underéki facility consisted of $48
million of Eurodollar Loans at a rate of 7.1% ar@%®million of Base Rate Loans at a rate of 8.1%.

In addition, the Company pays the banks a commitifeenequal to 1/4% per annum on the unused poafidine revolving loan commitment.
Interest on the revolving loan and commitment fe@spayable quarterly, and all outstanding princpa interest will be due July 31, 2001.

The loan agreement contains financial covenantsatteacomputed quarterly and require the Compamyaimtain minimum levels of working
capital, cash flow and net tangible assets. In Ma&99, the Company and the banks amended thealfraement with respect to the
computations required for the fourth quarter of@888d all quarters in 1999. The Company was in diamge with all of the adjusted
financial covenants at December 31, 1998.

4. PROPERTY HELD FOR RESALE

At December 31, 1998, the Company had identifiedl moperties for sale in 1999. In January 1999 Gbmpany completed the sale of its
interest in eight nomperated oil and gas wells located in MatagordanBqu exas for $5.2 million. In March 1999, the Quamy entered int

a definitive agreement for the sale of its intesaestthe Jalmat Field located in Lea County, Newkide for $12.5 million. The Jalmat sale is
scheduled to close in April 1999. Proceeds fronsétrsales will be used to reduce indebtedness aethaed bank credit facility. The net
book value of these properties aggregating $7.Bomihas been classified as a current asset indbempanying consolidated balance sheet.

5. STOCKHOLDERS' EQUITY

In November 1996, the Company received $17,017 ,0800f underwriter's discounts and other offexngts totaling $1,541,000, from the
sale of 1,427,500 shares of common stock to thégata
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CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

price of $13.00. Proceeds from the offering weredu® repay indebtedness on the secured bank €aetliity.
In January 1997, the Company repurchased shartsagfmmon stock on the open market at a cost &281000.

In June 1998, the Company cancelled the 95,00@sludiits common stock held as treasury stock.chise of the cancelled shares, which
totaled $1,520,000, was reclassified as a reduaticommon stock and additional paid-in capital.

6. EARNINGS PER SHARE

In 1997, the Company adopted SFAS 128, which chatigemethod of computing and disclosing earnirgsshare for periods ending after
December 15, 1997. In accordance with SFAS 128¢ leasnings per common share was computed by diyidet income (loss) by the
weighted average number of shares of common statstamding during the period. Diluted earningsgmnmon share was computed by
including the dilutive effect, if any, of outstandiemployee stock options utilizing the treasuocktmethod. All prior periods have been
restated to give effect to the adoption of SFAS, 188 impact of which was immaterial. For all pesgresented, the differences between
basic shares and diluted shares were attributatiteetdilutive effect of employee stock options.

7. STOCK COMPENSATION PLANS
1993 PLAN

The Company has reserved 898,200 shares of comimakfser issuance under the 1993 Stock Compens&timm ("1993 Plan™). The 1993
Plan provides for the issuance of nonqualified lstmutions with an exercise price which is not lggm the market value of the Company's
common stock on the date of grant. All options tgdrthrough December 31, 1998 expire 10 years fhemwate of grant and become
exercisable based on varying vesting schedules.

The following table reflects activity in the 199&R for 1998, 1997 and 1996.

1998 1997 199 6

WEIGHTE D WEIGHTED WEIGHTED

AVERAG E AVERAGE AVERAGE
SHARES PRICE SHARES PRICE SHARES PRICE
Beginning of year..... 632,269 $10.99 458,766 $8.46 151,601 $2.45
Granted (a)...... 110,168 $11.61 210,700 $15.36 321,500 $11.03
Exercised........ (12,305) $2.39 (12,791) $2.53 (10,410) $2.38
Forfeited........ (8,080) $11.69 (24,406) $5.53 (3,925) $2.82
End of year........... 722,052 $11.23 632,269 $10.99 458,766 $8.46
Exercisable........... 261,089 $7.72 194,357 $6.00 104,449 $2.47

Issuable.............. 176,148 265,931 439,434

(a) The Company granted new options as follows819P02,168 shares at $11.69 per share, 3,000ssa88$9.06 per share, and 5,000 shares
at $11.50 per share; 1997 - 48,700 shares at $pé10¢hare, 12,000 shares at $14.44 per shard,5@00 shares at $15.88 per share; and
1996 - 121,500 shares at $3.25 per share and ZD8tR0es at $15.75 per share.
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CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

DIRECTORS PLAN

The Company has reserved 86,300 shares of commok fetr issuance under the Outside Directors S@glon Plan ("Directors Plan™).
Since inception of the Directors Plan, the Complaay issued options covering 18,000 shares of constezk (3,000 per year from 1993
through 1998) at option prices ranging from $32%$18.50 per share. All options expire 10 yearmftbe date of grant and are fully
exercisable upon issuance. At December 31, 199®ynsoto purchase 18,000 shares were outstandinig68,300 shares remain available for
future grants.

BONUS INCENTIVE PLAN

The Company has reserved 115,500 shares of comimackfsr issuance under the Bonus Incentive Pl&e. dlan provides that the Board of
Directors each year may award bonuses in cash, constock of the Company, or a combination therkoNovember 1997, cash awards
totaling $31,500 and stock awards totaling 9,3Xd¥esh of common stock at a market price of $16.0Gpare were granted to certain
employees and officers. At December 31, 1998, B@bshares remain available for issuance undepthis

STOCK COMPENSATION PLANS

In May 1995, the Company's Board of Directors addtvo stock compensation plans, one for seledfezkis and one for outside directors
of the Company, permitting the Company to pay apart of selected executives' salaries and aflidetdirector's fees in shares of common
stock in lieu of cash. The Company reserved aneagge of 650,000 shares of common stock for issuander these plans. During 1998,
1997 and 1996, the Company issued 28,789, 30,808 &85 shares, respectively, of common stockeoddficer in lieu of cash
compensation aggregating $278,000, $421,000 andl,#38, respectively. Three outside directors wesaed 690 shares in 1997 and 11,581
shares in 1996 in lieu of cash compensation aggreg$12,000 and $61,000, respectively. The amooissich compensation are included in
general and administrative expense in the acconipguepnsolidated financial statements. The Comganyinated the outside directors
stock compensation plan in January 1997.

SUPPLEMENTAL DISCLOSURE

In October 1995, the Financial Accounting Stand&dard issued Statement of Financial Accountingi@&ads No. 123 "Accounting for
Stock-Based Compensation” ("SFAS 123"). SFAS 12&btishes a fair value method and disclosure stalsdar stock-based employee
compensation arrangements, such as stock optios.pds permitted by SFAS 123, the Company haseect continue following the
provisions of APB 25 for such stock-based compémsatinder which no compensation expense has leeegmnized. Had compensation
expense for these plans been determined consigittnBFAS 123, the Company's net income (loss)ratdncome (loss) per share would
have been as follows:

1998 1997 199 6

(IN THOUSANDS, EXCEPT PER SHARE)
Net income (loss):

AS TePOIted......ccovevivieecieecieeiieeee $ (29,084) $ 7,767 $ 13,7 30
Proforma....ccccovvviiiiiiiiiiiiieeeees $ (30,172) $ 7,175 $ 135 58
Net income (loss) per share:
Basic:
Asreported.....ccccooeviiiiiiiiieeieeee $ (327) $ 187 $ 1. 80
Proforma....cccccovvoiiiiniiiieaeeeees $ (3399 $ 81 $ 1. 78
Diluted:
Asreported........cooeviieiiiieiiieeee $ (327 $ 85 $ 1. 76
Proforma....cccccovviiviiniiiieeeeees $ (3399 $ .79 $ 1. 74



CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

SFAS 123 requires the use of option valuation nedelich were generally developed for use in estimgahe fair value of traded options
which have no vesting restrictions, are fully tf@nable and generally have shorter life expectandibese valuation models also require the
input of highly subjective assumptions, includihg expected stock price volatility. Because the gamy's stock option plans have
characteristics significantly different from thasfetraded options, and because changes in thectivigiénput assumptions can materially
affect the fair value estimate, in management'siopj the existing models do not necessarily preddeliable single measure of the fair
value of its employee stock options.

For purposes of the above pro forma disclosurestdin value of each option grant is estimatedfahedate of grant using the Black-Scholes
option pricing model with the following weightederage assumptions for grants in 1998, 1997, an@l,I89pectively: risk-free interest rates
of 5.2%, 6.1%, and 5.8%; dividend yields of 0%;atiity factors of the expected market price of @@mpany's common stock of .55, .575,
and .561; and a life expectancy of each option0pf7land 5.1 years.

8. TRANSACTIONS WITH AFFILIATES

During the periods presented, the Company and waeatities controlled by the Company's principatkholder provided certain general .
administrative services to one another. Generalaaiministrative expenses in the accompanying filedstatements are net of charges by the
Company to affiliates for services aggregating $66@, $684,000, and $615,000 for the years endeémleer 31, 1998, 1997 and 1996,
respectively, and include charges to the Compamgffiljates for rents and services aggregating $102, $200,000 and $235,000 for the
years ended December 31, 1998, 1997 and 1996 ctasghe

Accounts receivable from affiliates and accountgapée to affiliates include, among other thingspamts for charges whereby the Company
is the operator of certain wells in which affiliatewn an interest. These charges are on terms \@hécbonsistent with the terms offered to
unaffiliated third parties which own interests ielig operated by the Company.

9. COMMITMENTS AND CONTINGENCIES
LEASES

The Company leases office space from affiliatesranthffiliates under noncancelable operating ledRestal expense pursuant to the office
leases amounted to $345,000, $337,000 and $39&0te years ended December 31, 1998, 1997 angl 1&€8pectively. Included in
property and equipment are assets under capitgdezggregating $33,000 and $133,000, net of adatedwlepreciation, at December 31,
1997 and 1996, respectively.

Future minimum payments under noncancelable lestseecember 31, 1998, are as follows:

OPERATING
LEASES
(IN THOUSANDS)
$ 550
500
434
72
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CLAYTON WILLIAMS ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

CONCENTRATION OF CREDIT RISK

The Company's revenues are derived principally fuoeollateralized sales to customers in the oil gaslindustry. The concentration of
credit risk in a single industry affects the Comgarmverall exposure to credit risk because custemeay be similarly affected by changes in
economic and other conditions. The Company hasxmdrienced significant credit losses on such vatéés.

HEDGING ACTIVITIES

From time to time, the Company utilizes forwardesahd other financial option arrangements, sudwaps and collars, to reduce price risks
on the sale of its oil and gas production. The Camypaccounts for such arrangements as hedgingtestiand, accordingly, records all
realized gains and losses as oil and gas revenuks period the hedged production is sold. Inaluideoil and gas revenues are net gains
totaling $9,871,000 in 1998 (comprised of gain$1®,024,000, partially offset by losses of $153)0@@ins totaling $252,000 in 1997, and
net losses totaling $1,156,000 in 1996 (compridddsses of $1,299,000 partially offset by gain$d#3,000). As of December 31, 1998, the
Company had realized losses aggregating $102,0@@udy terminations of swap arrangements covers@d00 MMbtu of its gas productic
from January 1999 to May 1999. These losses witelsegnized during 1999 as the hedged productisnlts The Company also had options
to sell an aggregate of 800,000 barrels of oil pobidn for the period from January 1999 througheJLi899 at a price of $10.00. The cost of
these options of $208,000 will be recognized dufifg9 as the hedged production is sold.

LEGAL PROCEEDINGS

The Company is a defendant in a suit styled TheeSthTexas, et al v. Union Pacific Resources Cowip al, presently pending in Lee
County, Texas. The suit attempts to establish gsdation consisting of unidentified royalty andrking interest owners throughout the State
of Texas. Among other things, the plaintiffs areldeg actual and exemplary damages for allegedtini of various statutes relating to
common carriers and common purchasers of crudadilding discrimination in the purchase of oil 4iying preferential treatment to
defendants' own oil and conspiring to keep thegqabptice or sales price of oil below market valuigeneral denial has been filed. Because
the Company is neither a common purchaser nor canwawier of oil, management of the Company beBebere is no merit to the
allegations as they relate to the Company or isamons.

The Company is involved in various legal proceediagsing in the normal course of its businesduting actions for which insurance
coverage is available. While the ultimate resultthese proceedings cannot be predicted with ceytaihe Company does not believe that the
outcome of any of these matters will have, indiaidior in the aggregate, a material adverse effadts financial condition; however, they
could have a material impact on results of openatiao an annual or interim period.

10. IMPAIRMENT OF PROPERTY AND EQUIPMENT

During 1996, the Company recorded a provisionrggairment of property and equipment under SFAStagdling $1.2 million resulting
from a revision in reserve estimates subsequedetember 31, 1995, attributable to a proved unadgesl location in the Texas Gulf Coast
area. In 1997, the Company recorded an additiamaiigion for impairment under SFAS 121 of $236,@d@ibutable to certain minor-value
properties.

During 1998, the Company recorded a provisionfggairment under SFAS 121 of $8.5 million attribuéato certain oil and gas properties
east central Texas, south Texas, the Texas GubtGmoal Louisiana. The impairment was caused priynlayi a decline in forecasted oil and
gas prices. Fair market value of the impaired assat estimated to be the present value of expéaied cash flows at an appropriate
discount rate.
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11. PURCHASES AND SALES OF ASSETS

In January 1996, the Company sold its rights toBthda and Georgetown formations under approxim&@/000 net acres in Robertson
County, Texas for $3.5 million. The net proceedsenesed to repay indebtedness on the secured bedik facility. No gain or loss was
recognized on the sale.

In October 1998, the Company purchased certaianmilgas properties in north Texas for $1.8 millioth an effective date of September 1,
1998.

In November 1998, the Company and an affiliatedtéichpartnership acquired certain oil and gas ptaein east Texas for an aggregate
purchase price of $41.2 million, net of closingustinents. The effective date for accounting purpeges December 1, 1998. All revenues
and expenses subsequent to the stated effectigetiApril 1, 1998 but prior to December 1, 199&a&vaccounted for as adjustments to the
purchase price. The Company acquired an undivi@éd ihterest in the purchased assets for $4.9 mithicthe adjusted purchase price. In
addition, the Company serves as general partnaedfmited partnership which acquired the remajrd@%. After the limited partner
receives an agreed-upon rate of return, the Compagewneral partnership interest will increase fidfto 35%.

12. INCOME TAXES

Since the Company's consolidation in May 1993 Ghepany has incurred net losses for financial tapgpurposes aggregating $26.2
million and has recognized cumulative tax lossesppiroximately $35 million which can be carriedWard and used to offset future taxable
income. Tax loss carryforwards begin to expire®00& Due to the uncertainty of realizing the raldigure benefits from tax loss
carryforwards, valuation allowances have been dsmbito the extent net deferred tax assets excaatbfegred tax liabilities at December 31,
1998, 1997 and 1996.

The tax effected temporary differences and tax ¢ass/forwards which comprise net deferred tax ssased liabilities are as follows:

DECEMBER 31,

1998 1997 1 996

(IN THOUSANDS)
Deferred tax assets (liabilities):

$ (2394) $ (12,828 $ ( 10,216)
12,295 12,584 12,737
970 936 929
(10,871) (692) (3,450)

$ -8 -8

All of the differences between the statutory incaarerates and the effective income tax rates @rid@able to the change in the valuation
allowance.

13. RECENT ACCOUNTING PRONOUNCEMENTS

In June 1997, the Financial Accounting Standardsr@dssued Statement of Financial Accounting Stadsldlo. 130 "Reporting
Comprehensive Income" ("SFAS 130"). SFAS 130 esthés standards for reporting and displaying of mamensive income and its
components (revenue, expenses, gains and losse$lilirset of genergburpose financial statements. For the years endegmber 31, 199
1997 and 1996, the Company reported no differeheegeen comprehensive income and net income.
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In June 1998, the Financial Accounting Standardsr@@ssued Statement of Financial Accounting Stadsldlo. 133 "Accounting for
Derivative Instruments and Hedging Activities" ("&F 133"). SFAS 133 establishes accounting and tieygostandards for derivative
instruments and hedging activities. It requires treivatives be recognized as assets or liatsldied measured at their fair value. SFAS 133
will be adopted in 2000 and is not expected to teweaterial effect on the Company's financial cbadior operations.

14. COSTS OF OIL AND GAS PROPERTIES

The following table sets forth certain informatiaith respect to costs incurred in connection whith €ompany's oil and gas producing
activities:

YEAR ENDED DECEMBER 31,

1998 1997 1996

(IN THOUSANDS)
Property acquisitions:

Proved.......cccooeiiiiiiienn, $ 7,077 % - $ 1,375

unproved.........cccooeeeiinennnn. 10,602 14,042 5,002
Developmental COStS..........cevvvvereeennnnn. 7,285 32,656 20,931
Exploratory COStS......ccccvvvivveerenennnnn. 22,319 13,813 6,306

Total.ooeeeciieeieeieeen $ 47,283 $ 60,511 $ 33,614

The following table sets forth the capitalized sdsir oil and gas properties:

DECEMBER 31,

1998 1997
(IN THOUSANDS)
Proved properties.......ccccvvvevvveeicccneeees e $ 415471 $ 393,672
unproved propertieS.....ccccceeeeevevevecccccceeee s 8,889 18,680
Total capitalized COStS.....ccovvcvvvveviiceees e 424,360 412,352
Accumulated depreciation, depletion and
amortization......ccccvceveeveveiieeeeeeeeee e (328,231) (300,569)
Net capitalized costs.......ccccoevceeeeeee. $ 96,129 $ 111,783

15. OIL AND GAS RESERVE INFORMATION (UNAUDITED)

The estimates of proved oil and gas reserves edilia the preparation of the consolidated finansalements were prepared by independent
petroleum engineers. Such estimates are in acooedaith guidelines established by the SecuritiesExchange Commission and the
Financial Accounting Standards Board, which reqtheg reserve reports be prepared under econordioperating conditions existing at the
registrant's year end with no provision for priogl @ost escalations except by contractual arrangesm&he Company's reserves are
substantially located onshore in the United States.

The Company emphasizes that reserve estimateshanently imprecise. Accordingly, the estimateseaqeected to change as more current
information becomes available. In addition, a mortdf the Company's proved reserves is undevelapleidh increases the imprecision
inherent in estimating reserves which may ultimabsl produced.
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The following table sets forth proved oil and gesarves together with the changes therein (oil BbM, gas in MMcf, gas converted to
MBOE at one MBbI per six MMcf):

YEAR ENDED DECEMBER 31,

1998 1997 1996
Oil  Gas MBOE  Oil Gas MBOE oil Gas MBOE
Proved reserves
Beginning of period .......... 8,410 32,8 61 13,887 8,507 35,798 14,474 5,963 39,496 12,546
REVISIONS ....cevreernene (744) (3,2 48) (1,285) (726) 1,020  (556) 457  (2,359) 64
Extensions and discoveries ... 254 8,7 68 1,716 3,532 1,134 3,721 4,077 113 4,096
Purchases of minerals-in-place 349 53 06 1,233 - - - 213 4,132 902
Production ..........cc...e... (2,528) (4,8 33) (3,334) (2,903) (5,091) (3,752) (2,203) (5,584) (3,134)
End of period ............... 5,741 38,8 54 12,217 8,410 32,861 13,887 8,507 35,798 14,474
Proved developed res;r_v;_s ________ o B
Beginning of period 92 12,392 7,199 30,496 12,282 5381 31,668 10,659
End of period ......... 15 10,873 7,826 27,392 12,392 7,199 30,496 12,282
The standardized measure of discounted futureastt fows relating to proved reserves was as falow
DECEMBER 31,
1998 1997 1996
(IN THOUSANDS)
Future cash inflows......ccccocovvvvvvvcenee $ 128,149 $ 219528 $ 342,576
Future costs:
Production..........ccccevveeiienieenicns (43,647) (67,207) (93,359)
Development (9,999) (13,445) (15,543)
Income taxes - (10,445) (50,508)
Future net cash flows.......cccocevvicceenneee. L 74,503 128,431 183,166
10% discount factor......cccccvvveeeeevvveiiiceeeee (22,442) (36,028) (47,453)
Standardized measure of discounted future net cash flows...... $ 52061 $ 92,403 $ 135,713
Changes in the standardized measure of discounteckfnet cash flows relating to proved reserve®\as follows:
YEAR ENDED DECEMBER 31,
1998 1997 1996
(IN THOUSANDS)
Standardized measure, beginning of period.......... $ 92403 $ 135713 $ 88,830
Net changes in sales prices, net of production cost (31,210) (49,024) 56,812
Revisions of quantity estimates................... (6,103) (4,376) 811
Accretion of discount..........ccocveevvc. 9,992 16,067 8,883
Changes in future development costs, including
development costs incurred that reduced future
development costs............ 8,415 8,622 5,713
Changes in timing and other....................... (2,758) (874) (887)
Net change in income taxes...........ccccceeveee. 7,515 17,442 (24,957)
Extensions and discoveries.. 7,165 23,557 38,703
Sales, net of production costs.. (37,695) (54,724) (45,834)
Purchases of minerals-in-place.................... 4,337 - 7,639
Standardized measure, end of period................ ... $ 52061 $ 92403 $ 135,713
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EXHIBIT 10.2

First Amendment to Sixth Restated Loan Agreemetedias of November 20, 1998, among Clayton Willi@msrgy, Inc., Warrior Gas Co.,
CWEI Acquisitions, Inc., Bank One, Texas, N.A.,iBas, Union Bank of California, N.A., and CompasnB



FIRST AMENDMENT TO SIXTH RESTATED LOAN AGREEMENT

THIS FIRST AMENDMENT TO SIXTH RESTATED LOAN AGREEMHT (hereinafter referred to as the "First Amendrifjeexxecuted as
of the 20th day of November, 1998, by and among €I&N WILLIAMS ENERGY, INC., a Delaware corporatidthe "CWE"),
WARRIOR GAS CO., a Texas corporation ("Warrior"W{E and Warrior being hereinafter sometimes coNextyi referred to as
"Borrower"), CWEI ACQUISITIONS, INC., a Delaware mmration (hereinafter referred to as "GuarantdANK ONE, TEXAS, N.A., a
national banking association ("Bank One"), PARIBAS;rench banking corporation ("Paribas"), UniomiBaf California, N.A. ("Union")
and Compass Bank, an Alabama state bank ("Comp&1k One, Paribas, Union Bank and Compass eaitieiincapacity as a lender
hereunder together with each and every future haflany note issued pursuant to this Agreemenhareinafter collectively referred to as
"Banks", and individually as a "Bank") and Bank Qas "Agent".

WITNESSETH:

WHEREAS, on July 16, 1998 Borrower, Guarantor, Ba@me, Paribas and Agent entered into a Sixth Resstadan Agreement (the "Sixth
Restated"); and

WHEREAS, the Borrower and the Banks have agreedaice certain changes to the Sixth Restated andiar to facilitate certain of such
changes Bank One has agreed to assign a portitioferest in the rights and obligations under $ixth Restated to Union and Compass
(together the "New Banks") making the New Bankgiesaito, and "Banks" under the Sixth Restated.

NOW, THEREFORE, the parties hereto agree as folli

1. Unless otherwise defined herein, all definethteused herein shall have the same meaning astalsedh terms in the Restated Loan
Agreement.

2. Section 13(k) of the Sixth Restated Loan Agreanshereby amended by striking the words "antBraéBection 13(k)(v) thereof, striking
the "." at the end of Section 13(k)(vi) and sulbsitity "; and" in lieu thereof and by adding thddealing new Subsection 13(k)(vii) thereto as
follows:

"(vii) Guarantor's initial investment of $425,000Clayton Williams Acquisition Partnership, LtdA¢quisition") and additional investments
in Acquisition equal to one percent (1%) of all italcontributions made to Acquisition by its gealeaind limited partners, but only to the
extent such contributions are required by the gastnip agreement of Acquisition, provided that indmately before and after giving effect to
such additional investments no default or Everiefault shall exist.



3. This First Amendment shall be effective as efdate first above written, but only upon satigéacof the conditions precedent set forth in
Paragraph 6 hereto (the "First Amendment Effedage").

4. As of the First Amendment Effective Date, theBwing Base shall be $57,000,000 and the Monttldgn@itment Reduction shall be $0
per month until both the Borrowing Base and the tMgnCommitment Reduction are redetermined purstm®ection 7(b) of the Sixth
Restated; provided, however, that once the JC Ra2¢d. 1 Well in Robertson County, Texas (the "Wad tested to the satisfaction of
Borrower and Bank, the Borrowing Base shall begnsed to $60,000,000.

5. Subject to the satisfaction of the conditiortsfegh herein and the execution and delivery ofA@signment and Acceptance Agreement in
the form of Exhibit "A" attached hereto and incarged herein by reference for all purposes, Ban& §hall sell and assign to the New
Banks, without recourse or warranty, and each NawkBshall purchase and assume from Bank One, tliegt set forth in the Assignment
and Acceptance Agreement. By executing this FimeAdment, Borrower and Agent are each consentitigetassignment to the New Banks
of the interest specified in the Assignment andeftance Agreement, such consent being requiredebgrovisions of Section 28 of the Si
Restated.

6. The obligations of Banks under this First Ameedirshall be subject to the satisfaction of thefeihg conditions precedent:

(2) EXECUTION AND DELIVERY. The Borrower shall haexecuted and delivered this First Amendment, ahdraequired documents,
in form and substance satisfactory to the Banks;

(b) GUARANTOR'S EXECUTION AND DELIVERY. The Guaramtshall have executed and delivered this First Agdneent and other
required documents, all in form and substancefaat@ry to the Banks;

(c) CORPORATE RESOLUTIONS. Banks shall have reatiappropriate certified corporate resolutions aheBorrower and the Guarantor;

(d) GOOD STANDING AND EXISTENCE. The Banks shalMeareceived evidence of existence and good staridirBorrower and the
Guarantor;

(e) REPRESENTATIONS AND WARRANTIES. The represeitas and warranties of Borrower under the Sixtht&esd are true and corr
in all material respects as of such date, as i thade (except to the extent that such represensatind warranties related solely to an earlier
date);

-2



() NO EVENT OF DEFAULT. No Event of Default shddave occurred and be continuing nor shall any elvam occurred or failed to occ
which, with the passage of time or service of regtar both, would constitute an Event of Default;

(g) OTHER DOCUMENTS. Each Bank shall have receisech other instruments and documents incidentabapdopriate to the transacti
provided for herein as such Bank or its counsel nreagonably request, and all such documents shall form and substance satisfactory to
such Bank; and

(h) LEGAL MATTERS SATISFACTORY. All legal matterscident to the consummation of the transactionseroplated hereby shall be
satisfactory to special counsel for Bank retainietth@ expense of Borrower.

7. Except to the extent its provisions are spedgliffcamended, modified or superseded by this Rirsendment, the representations, warral
and affirmative and negative covenants of the Beerocontained in the Sixth Restated are incorpdriagzein by reference for all purposes as
if copied herein in full. The Borrower hereby réetaand reaffirms each and every term and provisidhe Sixth Restated, as amended,
including, without limitation, all representationgarranties and affirmative and negative covenditsept to the extent its provisions are
specifically amended, modified or superseded by st Amendment, the Sixth Restated, as amerahetlall terms and provisions thereof
shall remain in full force and effect, and the samall respects are confirmed and approved b\Bitreower and the Banks.

8. This First Amendment may be executed in any remobcounterparts and all of such counterparteniakgether shall be deemed to
constitute one and the same instrument.

9. The Guarantor hereby consents to the execufitnisoFirst Amendment by the Borrower and reaffirits guaranty of all of the obligations
of the Borrower to the Bank. Borrower and Guaraattknowledge and agree that the renewal, extemsidramendment of the Loan
Agreement shall not be considered a novation abaaicor new contract but that all existing righi$es, powers, Liens, security interests and
estates in favor of the Banks constitute valid exidting obligations and Liens and security inteses against the Collateral in favor of the
Banks. Borrower and Guarantor confirm and agree tha

(a) neither the execution of this First Amendmemamy other Loan Document nor the consummatiomeftitansactions described herein and
therein shall in any way effect, impair or limietisovenants, liabilities, obligations and dutieshef Borrower and under the Loan Documents
and (b) the obligations evidenced and secured &y dan Documents continue in full force and eff@utarantor hereby further confirms that
it unconditionally guarantees to the extent sehfar its Guaranty the due and punctual paymentpantbrmance of any and all amounts and
obligations owed by the Banks under the Sixth Redtar the other Loan Documents.
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IN WITNESS WHEREOF, the parties have caused thist imendment to Sixth Restated to be duly execasedf the date first above
written.

BORROWER:

CLAYTON WILLIAMS ENERGY, INC.
a Delaware corporation

By: /s/ L. Paul Latham

L. Paul Latham Executive Vice President

WARRIOR GAS CO.
a Delaware corporation

By: /s/ L. Paul Latham

L. Paul Latham Vice President

GUARANTOR:

CWEI ACQUISITIONS, INC.
a Delaware corporation

By: /s/ L. Paul Latham

L. Paul Latham Vice President

AGENT:

BANK ONE, TEXAS, N.A.
a national banking association

By: /s/ Wn Mark Cranmer

Wn Mark Cranner, Vice President
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BANKS:

BANK ONE, TEXAS, N.A.
a national banking association

By: /s/ Wn Mark Cranmer

Wn Mark Cranner, Vice President

PARIBAS
a French banking corporation

By: /s/ Brian M Mal one

By: /s/ A David Dodd

Title: Vice President

UNION BANK OF CALIFORNIA, N.A.

By: /s/ John A. dark

COMPASS BANK
an Alabama state bank

By: /s/ Curtis R Burchard

Title: Sr. Vice President



EXHIBIT "A"
ASSIGNMENT AND ACCEPTANCE AGREEMENT

This ASSIGNMENT AND ACCEPTANCE AGREEMENT (this "Aggiment and Acceptance”) dated as of November 298 is made
between BANK ONE, TEXAS, N.A. ("Bank One") (Bank &hereinafter sometimes referred to as the Assjgmat UNION BANK OF
CALIFORNIA, N.A. ("Union") and COMPASS BANK, an Almama state bank ("Compass") (Union and Compadseaeinafter referred to
as the "Assignees").

RECITALS

WHEREAS, the Assignor is a party to that certaixtisRestated Loan Agreement dated as of July 188 b9 and among CLAYTON
WILLIAMS ENERGY, INC. (the "Company"), the "Guarans", the Banks signatory thereto (the "Banks") BAMK ONE, TEXAS, N.A.,

as Agent (in such capacity the "Agent") (unlessothse defined herein, capitalized terms used hdrave the respective meanings ascribed
to them in the Credit Agreement);

WHEREAS, effective as of the date hereof the Comiptire Guarantors, the Banks and the Agent entated First Amendment to Loan
Agreement to amend certain provisions of the LognreAment.

WHEREAS, as provided under the Loan Agreement, Ban& and Paribas have committed to make Revolvoans and issue letters of
credit (the "Committed Loans") to the Company iggate amounts not to exceed $100,000,000 (theohierg Commitment"), such
Revolving Commitment being evidenced by two RevajviNotes, one in the face amount of $75,000,00¢alga to the order of Bank One
and one in the face amount of $25,000,000 payaltlect order of Paribas (the "Revolving Notes");

WHEREAS, Bank One and Paribas have made Commitiedd to the Company in the aggregate principal atnafu$48,700,000 on the
Revolving Commitment; and

WHEREAS, the Assignor wishes to assign to the Asség part of the rights and obligations of the gwsi under the Loan Agreement in
respect of its Revolving Commitment, in an amouquas to $33,333,400 in total on the Revolving Cotmmeint (the "ASSIGNED

AMOUNT") on the terms and subject to the conditisesforth herein and the Assignees wish to acasgignment of such rights and assume
such obligations from the Assignor on such terntssaurbject to such conditions;

NOW, THEREFORE, in consideration of the foregoimgl he mutual agreements contained herein, thepdmtreto agree as follow
1. ASSIGNMENT AND ACCEPTANCE.

(a) Subject to the terms and conditions of thisigrement and Acceptance , (i) the Assignor herelilg,seansfers and assigns to Union, and
(il) Union hereby purchases, assumes



undertakes from the Assignor, without recourse\aitidout representation or warranty (except as hediin this Assignment and
Acceptance) 16.6667% ("Union's Percentage Shaf¢A)dhe Revolving Commitment and the Committedahe of the Assignor, (B) the
Note, and (C) all related rights, benefits, obligas, liabilities and indemnities of the Assignaider and in connection with the Lo
Agreement and the Loan Documents.

(b) Subject to the terms and conditions of thisigm®ient and Acceptance, (i) the Assignor herebly sahsfer and assign to the Compass,
and (ii) Compass hereby purchases, assumes andakelfom the Assignor, without recourse and with@presentation or warranty (exc
as provided in this Assignment and Acceptance)8l®® (the "Compass' Percentage Share") of (A) th@Rimg Commitment and the
Committed Loans of the Assignor, (B) the Note, @&aylall related rights, benefits, obligations, lidgies and indemnities of the Assignor
under and in connection with the Loan Agreementtard_oan Documents. Union's Percentage Share angh&ss' Percentage Share are
hereinafter referred to collectively as the "Assigs’ Percentage Share".

(c) With effect on and after the Effective Date @afined in Section 5 hereof), each Assignee $ieall party to the Loan Agreement and
succeed to all of the rights and be obligated téope all of the obligations of a Bank under theahoAgreement, including the requirements
concerning confidentiality and the payment of indéiation, with a Revolving Commitment in an amoequal to the Assigned Amount.
Each Assignee agrees that it will perform in acaamt with its terms all of the obligations whichthg terms of the Loan Agreement are
required to be performed by it as a Bank. It isitiient of the parties hereto that the Revolvingn@atment of the Assignor shall, as of the
Effective Date, be reduced by an amount equaldcdgsigned Amount and the Assignor shall relingtingir rights and be released from tt
obligations under the Loan Agreement to the exteich obligations have been assumed by the Assignees

(d) After giving effect to the assignment and asgtiom set forth herein, on the Effective Date, UrsoRevolving Commitment will be
$16,666,700 and Compass' Revolving Commitment &leafi16,666,700.

(e) After giving effect to the assignment and agstion set forth herein, on the Effective Date, Bank One's Commitment will be
$41,666,600 and Paribas' Commitment will be $25000

(f) On the Effective Date, the Bank One's Commithsrall be evidenced by a Revolving Note in thefamount of $41,666,600 and Paribas'
Commitment shall be evidenced by a Revolving Notéhe face amount of $25,000,000.

(9) On the Effective Date, Union's Commitment shallevidenced by a Revolving Note in the face arhofii16,666,700 and Compass'
Commitment shall be evidenced by a Revolving Notthe face amount of $16,666,700.
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2. PAYMENTS.

(a) As consideration for the sale, assignment eartsfer contemplated in
Section 1 hereof, the Union shall pay to the Bank On the Effective Date in immediately availahleds an amount equal to $8,116,682.90,
representing Union's Pro Rata Part of the princpabunt of all Committed Loans.

(b) As consideration for the sale, assignment eanster contemplated in
Section 1 hereof, the Compass shall pay to the Bar&kon the Effective Date in immediately availaileds an amount equal to
$8,116,682.90, representing Compass' Pro RataPt principal amount of all Committed Loans.

3. REALLOCATION OF PAYMENTS. Any interest, fees anther payments accrued to the Effective Date véfipect to the Revolving
Commitment, the Committed Loans and the Notes &leafbr the account of the Assignor. Any interésts and other payments accrued on
and after the Effective Date with respect to theigised Amount shall be for the account of the Asség. Each Assignor and each Assignee
agrees that it will hold in trust for the other fyaany interest, fees and other amounts which it reaeive to which the other party is entitled
pursuant to the preceding sentence and pay tatliee party any such amounts which it may receiwenmtly upon receipt.

4. INDEPENDENT CREDIT DECISION. Each Assignee (elkrrowledges that it has received a copy of the LAgreement and the
Schedules and Exhibits thereto, together with pfahe most recent financial statements refeiwed Section 12(a) of the Loan Agreem:i
and such other documents and information as itlkamed appropriate to make its own credit and legallysis and decision to enter into this
Assignment and Acceptance; and (b) agrees thalljindependently and without reliance upon thesi§sor, the Agent or any other Bank
and based on such documents and information halltdeem appropriate at the time, continue to niekewn credit and legal decisions in
taking or not taking action under the Loan Agreetnen

5. EFFECTIVE DATE; NOTICES.

(a) As between the Assignor and the Assignee,fteeteve date for this Assignment and Acceptancaldie November 20, 1998 (the
"EFFECTIVE DATE"); PROVIDED that the following coittbns precedent have been satisfied on or befadffective Date:

(i) this Assignment and Acceptance shall be exetatal delivered by the Assignor and the Assigriegether with the Notes;

(i) the consent of the Agent and the Company neglfor an effective assignment of the Assigned Amdoy the Assignor to the Assignee
under Section 28 of the Loan Agreement shall haenlmuly obtained and shall be in full force arfdaive as of the Effective Date (the
consent of the Company shall be evidenced by teewdbon and delivery of a Revolving Note payabléi® order of Assignees);
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(iii) the Assignee shall pay to the Assignor allamts due to the Assignor under this AssignmentAguptance; and

(iv) the Assignor shall have assigned and the Amsg shall have assumed a percentage equal tadhé\ssignee's Percentage Share of the
rights and obligations of the Assignor under tham.é\greement (if such agreement exists).

6. AGENT

(a) Each Assignee hereby appoints and authorizek Bae to take such action as agent on its behdlt@exercise such powers under the
Loan Agreement as are delegated to the Agent bBdimés pursuant to the terms of the Loan Agreement.

(b) The Assignee shall assume no duties or obtigatheld by Bank One in its capacity as Agent utitet.oan Agreement.

7. WITHHOLDING TAX. Each Assignee (a) representsl avarrants to the Assignor, Agent and the Comphayunder applicable law and
treaties no tax will be required to be withheldtbg Company with respect to any payments to be ritadither Assignee hereunder, (b)
agrees to furnish (if it is organized under theda#any jurisdiction other than the United Staieany State thereof) to the Agent and the
Company prior to the time that the Agent or Compiamgquired to make any payment of principal,rest or fees hereunder, duplicate
executed originals of either U.S. Internal ReveB8aevice Form 4224 or U.S. Internal Revenue Servaren 101 (wherein the Assignee
claims entitlement to the benefits of a tax trehgt provides for a complete exemption from U.8efal income withholding tax on all
payments hereunder) and Form W-8 and agrees taderaew Forms 4224 or 1001 and Form W-8 upon tipér@on of any previously
delivered form or comparable statements in accararith applicable U.S. law and regulations andraineents thereto, duly executed and
completed by each Assignee, and (c) agrees to gowifhl all applicable U.S. laws and regulationshariégard to such withholding tax
exemption.

8. REPRESENTATIONS AND WARRANTIES.

(a) Each Assignor represents and warrants thitigithe legal and beneficial owner of the intét@sing assigned by it hereunder and that
such interest is free and clear of any Lien or o#ttlverse claim; (ii) it is duly organized and ¢ixig and it has the full power and authority to
take, and has taken, all action necessary to exequt deliver this Assignment and Acceptance agdtrer documents required or permitted
to be executed or delivered by it in connectiorhwiiis Assignment and Acceptance and to fulfillakdigations hereunder; (iii) no notices to,
or consents, authorizations or approvals of, amgdPeare required (other than any already givesbtained) for its due execution, delivery
and performance of this Assignment and Acceptaamee apart from any agreements or undertakingdingdirequired by the Loan
Agreement, no further action by, or notice to,iting with, any Person is required of it for sucteeution, delivery or performance; and (iv)
this Assignment and Acceptance has been duly ex@@rid delivered by it and constitutes the
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legal, valid and binding obligation of the Assignenforceable against the Assignor in accordante tve terms hereof, subject, as to
enforcement, to bankruptcy, insolvency, moratorivmorganization and other laws of general applcatelating to or affecting creditors'
rights and to general equitable principles.

(b) The Assignor make no representation or warrantyassume no responsibility with respect to aamgments, warranties or representat
made in or in connection with the Loan Agreemertherexecution, legality, validity, enforceabilityenuineness, sufficiency or value of the
Loan Agreement or any other instrument or docurfigmnished pursuant thereto. The Assignor make pregentation or warranty in
connection with, and assume no responsibility wafpect to, the solvency, financial condition atements of the Company, or the
performance or observance by the Company, of aitg ofspective obligations under the Loan Agreemoemny other instrument or
document furnished in connection therewith.

(c) Each Assignee represents and warrants thidigiyluly organized and existing and it has fudiygr and authority to take, and has taker
action necessary to execute and deliver this Asségt and Acceptance any other documents requirpdraritted to be executed or delive
by it in connection with this Assignment and Acaamte, and to fulfill its obligations hereunder;

(i) no notices to, or consents, authorizationamprovals of, any Person are required (other thgralready given or obtained) for its due
execution, delivery and performance of this Assigntrand Acceptance; and apart from any agreemenisdertakings or filings required by
the Loan Agreement, no further action by, or not@eor filing with, any Person is required ofdtrfsuch execution, delivery or performance;
(iii) this Assignment and Acceptance has been dubcuted and delivered by it and constitutes thaljevalid and binding obligation of each
Assignee, enforceable against each such Assigreecordance with the terms hereof, subject, asfareement, to bankruptcy, insolvency,
moratorium, reorganization and other laws of geregpalication relating to or affecting creditoriglhts and to general equitable principles;
and (iv) it is an Eligible Assignee.

9. FURTHER ASSURANCES. The Assignor and the Asstgreach hereby agree to execute and deliver shehiastruments, and take st
other action, as either party may reasonably redgne®nnection with the transactions contempldtgdhis Assignment and Acceptance,
including the delivery of any notices or other dm&nts or instruments to the Company or the Agehiclivmay be required in connection
with the assignment and assumption contemplatesblger

10. MISCELLANEOUS.

(&) Any amendment or waiver of any provision oftAssignment and Acceptance shall be in writingsigded by the parties hereto. No
failure or delay by either party hereto in exergsany right, power or privilege hereunder shairape as a waiver thereof and any waiver of
any breach of the provisions of this Assignment Andeptance shall be without prejudice to any sghith respect to any other or further
breach thereof.
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(b) All payments made hereunder shall be made withoy set-off or counterclaim.

(c) The Assignor and each Assignee shall eachtpayin costs and expenses incurred in connectitinthve negotiation, preparation,
execution and performance of this Assignment anceAtance.

(d) This Assignment and Acceptance may be exedatady number of counterparts and all of such cenpatrts taken together shall be
deemed to constitute one and the same instrument.

(e) THIS ASSIGNMENT AND ACCEPTANCE SHALL BE GOVERNEBY AND CONSTRUED IN ACCORDANCE WITH THE LAW

OF THE STATE OF TEXAS. The Assignor and each Assgaach irrevocably submit to the non-exclusivisgliction of any State or
Federal court sitting in Texas over any suit, actio proceeding arising out of or relating to tAssignment and Acceptance and irrevocably
agree that all claims in respect of such actioproceeding may be heard and determined in suchsT&tede or Federal court. Each party to
this Assignment and Acceptance hereby irrevocalkalives, to the fullest extent it may effectively st the defense of an inconvenient forum
to the maintenance of such action or proceeding.

(f) THE Assignor AND THE ASSIGNEES EACH HEREBY KNONNGLY, VOLUNTARILY AND INTENTIONALLY WAIVE ANY
RIGHTS THEY MAY HAVE TO A TRIAL BY JURY IN RESPECTOF ANY LITIGATION BASED HEREON, OR ARISING OUT OF,
UNDER, OR IN CONNECTION WITH THIS ASSIGNMENT AND ACEPTANCE, THE LOAN AGREEMENT, ANY RELATED
DOCUMENTS AND AGREEMENTS OR ANY COURSE OF CONDUCCOURSE OF DEALING OR STATEMENTS (WHETHER
ORAL OR WRITTEN).

(9) Each Assignee hereby provides the adminisgatatail on Addendum 1 hereto.
[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLAN K]
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IN WITNESS WHEREOF, the Assignor and the Assigriesee caused this Assignment and Acceptance todmited and delivered by their

duly authorized officers as of the data first abawiten.
ASSIGNOR:

BANK ONE, TEXAS, N.A.

By:
Wm. Mark Cranmer, Vice President
PARIBAS
By:
Name
Title:
Address:
ASSIGNEES:
UNION BANK OF CALIFORNIA, N.A.
By:
Name
Title:
Address:
COMPASS BANK,
an Alabama state bank
By:
Name
Title:
Address:
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The undersigned hereby consent to the assignmdrassumption described in this Assignment and Acree.

AGENT:
BANK ONE, TEXAS, N.A.

By:
Wm. Mark Cranmer, Vice President

BORROWER:
CLAYTON WILLIAMS ENERGY, INC.

By:




ADDENDUM 1 TO
ASSIGNMENT AND ACCEPTANCE AGREEMENT
The following administrative details apply to Union

(A) Notice Address:

Assignee name:
Address:

Attention:
Telephone: ( )
Telecopier: ( )

Telex (Answerback):

(B) Payment Instructions:

Account No.:
At:

Reference:
Attention:




The following administrative details apply to Corapa

(A) Notice Address:

Assignee name:

Address:

Attention:

Telephone:

Telecopier:

Telex (Answerback):
(B) Payment Instructions:

Account No.:

At:

Reference:

Attention:




EXHIBIT 10.3

Second Amendment to Sixth Restated Loan Agreenartidas of March 26, 1999, among Clayton Williamergy, Inc., Warrior Gas Co.,
CWEI Acquisitions, Inc., Bank One, Texas, N.A.,iBas and Union Bank of California, N.,



SECOND AMENDMENT TO SIXTH RESTATED LOAN AGREEMENT

THIS SECOND AMENDMENT TO SIXTH RESTATED LOAN AGREEHENT (hereinafter referred to as the "First Amendttjeexecuted
as of the 26th day of March, 1999, by and among ¥ILAN WILLIAMS ENERGY, INC., a Delaware corporatidthe "CWE"), WARRIOR
GAS CO., a Texas corporation ("Warrior") (CWE andwibr being hereinafter sometimes collectivelyeredéd to as "Borrower"), CWEI
ACQUISITIONS, INC., a Delaware corporation (herdiaareferred to as "Guarantor"), BANK ONE, TEXAS.A., a national banking
association ("Bank One"), PARIBAS, a French banliogporation ("Paribas") and UNION BANK OF CALIFORA N.A. ("Union"), Bank
One, Paribas and Union Bank each in their capasity lender hereunder together with each and éveme holder of any note issued
pursuant to this Agreement are hereinafter collettireferred to as "Banks", and individually a@8ank") and Bank One, as "Agent".

WITNESSETH:

WHEREAS, on July 16, 1998 Borrower, Guarantor, Bé@me, Paribas and Agent entered into a Sixth Resstadan Agreement (the "Sixth
Restated"); and

WHEREAS, as of November 20, 1998, Bank One assigméthion and Compass Bank ("Compass") a parsaights and obligations under
the Sixth Restated and as of such date Union amtb@ss became parties to the Sixth Restated; and

WHEREAS, as of November 20, 1998, Borrower, Guanaf@ank One, Paribas, Union, Compass and Ageestesinto a First Amendment
to Sixth Restated Loan Agreement (the "First Ameett); and

WHEREAS, Union has acquired all of Compass' rigimg obligations under the Sixth Restated; and

WHEREAS, the Borrower and the Banks have agreedatce certain additional changes to the Sixth Redtat

NOW, THEREFORE, the parties hereto agree as folli

1. Unless otherwise defined herein, all definethieused herein shall have the same meaning asctalsedh terms in the Sixth Restated.
2. Section 1 of the Sixth Restated is hereby antimdthe following respects:

(a) Subsection 1(k) of the Sixth Restated is hedddgted in its entirety and the following subggtiiin lieu thereof



"(k) DEBT SERVICE - At the end of each fiscal quartthe sum of

(i) the current portion of all notes payable adrist by GAAP (excluding amounts outstanding onRleeolving Commitment), plus
(i) the average Revolving Commitment during sudlarer divided by twenty-two plus (iii) the sumalf amounts paid or payable by
Borrower during such fiscal quarter as a resuitsoélection made pursuant to Section 9(b)(C) Hereo

(b) Subsection 1(v) of the Sixth Restated is hedddgted in its entirety and the following subggtlin lieu thereof:
"(v) EURODOLLAR MARGIN - The fluctuating Eurodollavlargin in effect from day to day shall be:

(i) two and one-half percent (2.50%) per annum velven the Total Outstandings are greater than 75#teoElected Borrowing Limit in
effect at the time in question;

(i) two and one-quarter percent (2.25%) per anmdrenever the Total Outstandings are greater thét, 50t less than or equal to 75%, of
the Elected Borrowing Limit in effect at the timedquestion;

(iii) two percent (2%) per annum whenever the T@atstandings are greater than 25%, but less thagual to 50%, of the Elected
Borrowing Limit in effect at the time in question;

(iv) one and three-quarters percent (1.75%), whenthe Total Outstandings are 25% or less of tleetBt Borrowing Limit in effect at the
time in question.

3. Section 13 of the Sixth Restated is hereby amenuthe following respects:
(a) By deleting Subsection (c) thereof in its ezttirand substituting the following in lieu thereof:

"(c) CURRENT RATIO. The Borrower will not allow thé&/illiams Consolidated Entities' ratio of Currengg®ts to Current Liabilities to be
less than (i) .70 to 1.0 for the calendar quamelireg December 31, 1998; (ii) .80 to 1.0 for thkendar quarter ending March 31, 1999;
(i) .90 to 1.0 for the calendar quarter endingg30, 1999; and (iv) 1.0 to 1.0 for the calendaarter ending September 30, 1999 and
thereafter as of the end of each calendar quarter.”
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(b) By deleting Subsection (d) thereof in its etiirand substituting the following in lieu thereof:

"(d) RATIO OF CASH FLOW TO DEBT SERVICE. The Borrewwill not allow the Williams Consolidated Entieratio of Net Cash Flow
(less cash distributions paid pursuant to Sect&(j) hereof) to Debt Service, (i) for the calendaarters ending December 31, 1998, March
31, 1999 and June 30, 1999 to be less than 1.@i@Ad

(i) for the calendar quarter ending Septemberl®®9 and the end of each calendar quarter thereafi® to 1.0."

(c) By deleting the third sentence of Section 18teJeof in its entirety and substituting the fallog in lieu thereof:

"The term "Release Price" as used herein shall rh88%6 of the proceeds (net of the direct costsalaf)seceived by the Borrower or
Guarantor as a result of such sale, conveyancssayranent.”

(d) By deleting Subsection (m) thereof in its etiirand substituting the following in lieu thereof:

"(m) MINIMUM TANGIBLE NET WORTH. For the calendarugrter ending December 31, 1998 and each calendateq thereafter during
the remaining term of the Revolving Commitment, Widiams Consolidated Entities' Tangible Net Wosthall never be less than
$40,000,000 plus an amount equal to 50% of thei&ils Consolidated Entities' Net Income (withoutuetébn for losses) for each calendar
quarter ending after December 31, 1998 on a cuialbasis."

4. Section 17 of the Credit Agreement is herebyrated by deleting the first sentence of the fourthumbered paragraph of subsection (f)
thereof and substituting the following sentencken thereof:

"Agent shall have the right to exercise or reffaim exercising, without notice or liability to thEanks, any and all rights afforded to Agent
by the Loan Documents or which Agent may have msitter of law; PROVIDED, HOWEVER, that Agent shadit (A) without the consent

of all Banks (i) amend the Loan Documents to (rafie the method of computing interest so as toedserthe interest payable on the Notes,
(y) increase or decrease the principal amount®iNates, (z) extend the Maturity Date; or (ii) waany default under the Loan Documents;
or (iii) make a redetermination of the Borrowingsgaor (iv) defer the date for payment of
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principal interest or any fee; or (v) make any demin the fees payable hereunder (except the Ageravhich does not require the consent
of the Banks other than the Agent); or (vi) releasg guaranty; or (vii) make any change in therdédin of Majority Banks; or (viii) make

any change in the number of Banks required to dalyeaction under this Agreement; or (ix) make amgnge in Sections 7(b), 13(e) or 13(n)
of this Agreement; and (B) without the consent afjddity Banks (i) make any other amendment to tharl Documents; or (ii) accelerate the
outstanding balance due on the Notes.

5. This Second Amendment shall be effective ab@fate first above written, but only upon satifacof the conditions precedent set forth
in Paragraph 7 hereto (the "Second Amendment EfeeEtate").

6. As of the Second Amendment Effective Date, ther®ving Base shall be $53,000,000 and the Morldgnmitment Reduction shall be
$650,000 per month beginning July 1, 1999; provjdedvever, that once the Jalmat Divestiture clobesBorrowing Base will automatical
reduce to $43,000,000. For the purposes hereofethe"Jalmat Divestiture" shall mean the saleh®/Borrower of certain of its oil and gas
properties located in the State of New Mexico stitije a purchase and sale agreement with DervigndggnL.L.C. dated as of March 8, 1999
(the "Purchase and Sale Agreement"). If the Janagstiture occurs on or before May 1, 1999, thet seheduled Borrowing Base
redetermination shall be November 1, 1999 as peakid the Sixth Restated. If the Jalmat Divestilwes not close by May 1, 1999, then the
Borrowing Base will be redetermined on or beforeyMa1999.

7. The Borrower hereby agrees to make every reatoe#ort to outsource the cost of stimulating #@Fazzino Unit No. 1 and the cost of
constructing the pipeline and plant associated thighJC Fazzino Unit No. 1, said outsourcing t@béerms and conditions acceptable to
Agent and Borrower.

8. The obligations of Banks under this Second Amaamt shall be subject to the satisfaction of thkefdng conditions precedent:

(2) EXECUTION AND DELIVERY. The Borrower shall haexecuted and delivered this Second Amendmentptat required documen
all in form and substance satisfactory to the Banks

(b) GUARANTOR'S EXECUTION AND DELIVERY. The Guaramtshall have executed and delivered this Secondrdiment and other
required documents, all in form and substancefaat@y to the Banks;

(c) CORPORATE RESOLUTIONS. Banks shall have reatiappropriate certified corporate resolutions aheBorrower and the Guarantor;

4



(d) GOOD STANDING AND EXISTENCE. The Banks shalMeareceived evidence of existence and good staridirBorrower and the
Guarantor;

(e) PURCHASE AND SALE AGREEMENT. The Banks shall/baeceived a copy of the executed Purchase amedAgaéement, said
Purchase and Sale Agreement to be in form andautestatisfactory to the Banks;

() REVIEW OF FINANCIALS. The Banks shall have réoed copies of the Borrower's draft 12-31 finansi@tements including payables
and a proforma income statement for calendar y829.1Said financial information to be in form andbstance satisfactory to the Banks;

(g) REPRESENTATIONS AND WARRANTIES. The represeittas and warranties of Borrower under the Sixtht&es are true and
correct in all material respects as of such datéf, then made (except to the extent that suchessmtations and warranties related solely to an
earlier date);

(h) NO EVENT OF DEFAULT. No Event of Default shathve occurred and be continuing nor shall any elvané occurred or failed to
occur which, with the passage of time or servicaaifce, or both, would constitute an Event of Ditfa

() OTHER DOCUMENTS. Each Bank shall have receigadh other instruments and documents incidentabapdopriate to the transaction
provided for herein as such Bank or its counsel neagonably request, and all such documents shall form and substance satisfactory to
such Bank; and

() LEGAL MATTERS SATISFACTORY. All legal mattersicident to the consummation of the transactionsecoplated hereby shall be
satisfactory to special counsel for Bank retainietth@ expense of Borrower.

9. Except to the extent its provisions are spedgliffcamended, modified or superseded by this Seéonedndment, the representations,
warranties and affirmative and negative covenahtleBorrower contained in the Sixth Restatediacerporated herein by reference for all
purposes as if copied herein in full. The Borrowereby restates and reaffirms each and every tedhpvision of the Sixth Restated, as
amended, including, without limitation, all repretaions, warranties and affirmative and negatmeenants. Except to the extent its
provisions are specifically amended, modified qresseded by this Second Amendment, the Sixth Restas amended, and all terms and
provisions thereof shall remain in full force arfteet, and the same in all respects are confirnmetizgpproved by the Borrower and the Ba

10. This Second Amendment may be executed in ampauof counterparts and all of such counterpaksrt together shall be deemed to
constitute one and the same instrument.
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11. The Guarantor hereby consents to the execafitris Second Amendment by the Borrower and reaffiits guaranty of all of the
obligations of the Borrower to the Bank. Borrowadauarantor acknowledge and agree that the renextehsion and amendment of the
Loan Agreement shall not be considered a novati@toount or new contract but that all existingtsg titles, powers, Liens, security
interests and estates in favor of the Banks canstitalid and existing obligations and Liens anclisigy interests as against the Collateral in
favor of the Banks. Borrower and Guarantor confama agree that (a) neither the execution of thim8& Amendment or any other Loan
Document nor the consummation of the transacti@ssribed herein and therein shall in any way effegpair or limit the covenants,
liabilities, obligations and duties of the Borroveard under the Loan Documents and (b) the obligatevidenced and secured by the Loan
Documents continue in full force and effect. Guamahereby further confirms that it unconditionadiyarantees to the extent set forth in its
Guaranty the due and punctual payment and perfarenahany and all amounts and obligations owedeyBanks under the Sixth Restated
or the other Loan Documents.

IN WITNESS WHEREOF, the parties have caused thtof@ Amendment to Sixth Restated to be duly exécaseof the date first above
written.

BORROWER:

CLAYTON WILLIAMS ENERGY, INC.
a Delaware corporation

By: /s/ L. Paul Latham

L. Paul Latham Executive Vice President

WARRIOR GAS CO.
a Delaware corporation

By: /s/ L. Paul Latham

L. Paul Latham Executive Vice President
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GUARANTOR:

CWEI ACQUISITIONS, INC.
a Delaware corporation

By: /s/ L. Paul Latham

L. Paul Latham Executive Vice President

AGENT:

BANK ONE, TEXAS, N.A.
a national banking association

By: /s/ Wn Mark Cranner

Wn Mark Cranner, Vice President

BANKS:

BANK ONE, TEXAS, N.A.
a national banking association

By: /s/ Wn Mark Cranmer

Wn Mark Cranner, Vice President
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By:

PARIBAS
a French banking corporation

/sl Brian M Mal one

UNION BANK OF CALIFORNIA, N.A.

/sl John A dark



EXHIBIT 23.1

Consent of Arthur Andersen LLP



EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cangehe incorporation of our report included ifstRorm 10-K into the Company's
previously filed Registration Statements on Fori® Sie Numbers 33-68320, 33-68318, 33-68316, 338896nd 33-92834.

ARTHUR ANDERSEN LLP

Dallas, Texas
March 29, 199¢



EXHIBIT 23.2

Consent of Williamson Petroleum Consultants, Inc



EXHIBIT 23.2
CONSENT OF INDEPENDENT ENGINEERS

As independent engineering consultants, we herebgant to the use of our report entitled "Evaluatd Oil and Gas Reserves to the
Interests of Clayton Williams Energy, Inc. in Dorie®il and Gas Properties and to the Interesi/afrior Gas Company in the Gataga Gas
Unit No. 5A, Vermejo (Ellenburger) Field, Loving Guaty, Texas, Effective December 31, 1998, for Qisale to the Securities and Excha
Commission, Utilizing Aries Software, Williamsondpect 8.8656" dated March 19, 1999 and data exdaitterefrom (and all references to
our Firm) included in or made a part of this For@akL Annual Report to be filed on or about March B299 and to the incorporation by
reference of this Form 10-K Annual Report (incluglthe use of our report and references to our Remein) into those certain Registration
Statements on Form S-8 filed by Clayton WilliamsEjy, Inc. with the Securities and Exchange Comimisdile numbers 33-68320, 33-
68318, 33-68316, 33-69688, and 33-92834 coveriad@thnus Incentive Plan of Clayton Williams Eneripg,., 1993 Stock Compensation
Plan of Clayton Williams Energy, Inc., Outside Riters Stock Option Plan of Clayton Williams Enertng., Clayton Williams Energy, Inc.
401(k) Plan & Trust, and the Executive IncentivecktCompensation Plan of Clayton Williams Energyg, | respectively.

WILLIAMSON PETROLEUM CONSULTANTS, INC.

Houston, Texas
March 29, 199¢
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EXHIBIT 24.1
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, the undersignedingeOfficers and Directors of Clayton Williams Eggr Inc. (the

"Company"), a Delaware corporation, do hereby dgtaristand appoint Mel G. Riggs and L. Paul Lathangither of them, with full power of
substitution, our true and lawful attorneys andnagjeto do any and all acts and things in our nam#ése capacities indicated which Mel G.
Riggs and L. Paul Latham, or either of them, magnd@ecessary or advisable to enable the Comparontply with the Securities Exchange
Act of 1934, as amended, and any rules, regulatiodsrequirements of the Securities and Exchangen@ission in connection with the
Company's Annual Report on Form 10-K for the yewtesl December 31, 1998, including specifically, fitlimited to, the power and
authority to sign such Form 10-K for us, or anysf in our names in the capacities indicated, aydaad all amendments thereto; and we do
hereby ratify and confirm all that Mel G. Riggs dndPaul Latham or either of them, shall do or eatssbe done by virtue hereof.

IN WITNESS WHEREOF, | have hereunto set my hans tienty-third day of March, 1999.

/s CLAYTON W. WILLIAMS, JR. /sl L. PAUL LATHAM

CLAYTON W. WILLIAMS, JR. L. PAUL LATHAM

President, Chairman of the Board, Executive Vice President, Chief Operating
Chief Executive Officer and a Director Officer and a Director

/sl MEL G. RIGGS /s/ WILLIAM P. CLEMENTS

MEL G. RIGGS WILLIAM P. CLEMENTS

Senior Vice President - Finance and Secretary Director

(Principal Financial and Accounting Officer)

/sl STANLEY S. BEARD /sl ROBERT L. PARKER

STANLEY S. BEARD ROBERT L. PARKER
Director Director



EXHIBIT 24.2

Certified copy of resolution of Board of Directm&Clayton Williams Energy, Inc. authorizing sigaag pursuant to Power of Attorn



EXHIBIT 24.2
CERTIFICATE OF RESOLUTION

I, Mel G. Riggs, Secretary of Clayton Williams Eggrinc., a Delaware corporation, do hereby cettifst the Board of Directors of Clayton
Williams Energy, Inc. acting by unanimous consany @dopted the following resolutions as of Mar&; 2999.

RESOLVED, that the Directors and proper officershié corporation be and they are hereby authoraetdirected to execute and deliver a
Power of Attorney to MEL G. RIGGS and L. PAUL LATHAIn the following form:

KNOW ALL MEN BY THESE PRESENTS, the undersignedingeOfficers and Directors of Clayton Williams Eggr Inc. (the

"Company"), a Delaware corporation, do hereby danstand appoint Mel G. Riggs and L. Paul Lathangither of them, with full power of
substitution, our true and lawful attorneys andnagjeto do any and all acts and things in our nam#ése capacities indicated which Mel G.
Riggs and L. Paul Latham, or either of them, magnd@ecessary or advisable to enable the Comparontply with the Securities Exchange
Act of 1934, as amended, and any rules, reguladodsrequirements of the Securities and Exchangen@ission in connection with the
Company's Annual Report on Form 10-K for the yewtesl December 31, 1998, including specifically, iitlimited to, the power and
authority to sign such Form 10-K for us, or anysf in our names in the capacities indicated, aydaad all amendments thereto; and we do
hereby ratify and confirm all that Mel G. Riggs dndPaul Latham or either of them, shall do or eatgsbe done by virtue hereof.

RESOLVED FURTHER, that the proper officers of tbtgporation be and they are hereby authorized a@edtdd to take all such other act
as they may deem advisable in order to carry auirttent and purposes of the foregoing resolution.

IN WITNESS WHEREOF, | have hereunto set my hand@malf of this corporation on this twenty-third dafyMarch, 1999.

/sl MEL G Rl GGS

MEL G RIGGS, Secretary



ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 1,42¢
SECURITIES 0
RECEIVABLES 10,65
ALLOWANCES 0
INVENTORY 1,23(
CURRENT ASSET¢ 21,31
PP&E 443,13;
DEPRECIATION 343,85
TOTAL ASSETS 120,65:
CURRENT LIABILITIES 37,15¢
BONDS 39,10(
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 894
OTHER SE 43,50(
TOTAL LIABILITY AND EQUITY 120,65:
SALES 51,93:
TOTAL REVENUES 55,72%
CGS 14,23:
TOTAL COSTS 82,56¢
OTHER EXPENSE! (138;
LOSS PROVISION 0
INTEREST EXPENSE 2,38¢
INCOME PRETAX (29,084
INCOME TAX 0
INCOME CONTINUING (29,084
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (29,084
EPS PRIMARY (3.27
EPS DILUTED (3.27
End of Filing
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