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Do not use this form for proposals to drill or to tecan 6. I Indian, Allotice or Tribe Neme
abandoned well. Use Form 3160-3 (APD) for such <> i

.

SUBMIT IN TRIPLICATE- Other instructions on reverseide:; pf'a— ry | 7 WUt or CA/Agreement, Narme andior No.
NA

1. Typeo UL, ‘
oIVl [Z]GsWel  []oter 210 F2 Dr«n-iﬁ‘mmﬁm.ﬂuﬂ
Mr. Nons 15#1
2 Namo of Operider 1 ,, e Oil & Gus Company, Inc. S AP WelNo.
3 Addres T, PhoneNo, finchude area code) 30-045- 30318
P. O. Box 70, Kirtland, NM 87417 505-598-5601 10. Ficld and Pool, or Explontory Arca
4. Location of Well {Footage, Sec:, T., R, M., or Survey Description) Basin Fruitland Coal/Harper Hill PC
1,935' FNL & 710' FWL 11 County of Parich, State
Section ls, T30N—R14W, NMPM San Juan Cllllllty,
12. CHECK APPROPRIATE BOX(ES) TQ INDICATE NATURE OF NOTICE, REPORT, OR OTHER DATA
TYPE OF SUBMISSION TYPE OF ACTION
_ L Acisize L eepen Ll Prodoction (StatResume) || Wator Shot-OFF
D] icn of otent [ Ater Casing L3 Fracture Treat [ Rectamation Dl wetl acgrity
D . Dwm DPIHgm\‘lAhnuhn DTanpomﬂy Abandon Commingle
Fiml Abandorenent Notce | [ Comvartto Injoction. L Phag Back 0 ks Disposa Application

13. Desarbe Proposed or Completod Operation (clearly state all pertinent details, nchuding estimated starting date: off sy proposed work and approximate duration thereof.
1f the proposal is to decpen divoctionally or recomplete horizontally, sive subsurface Jocations and mensured and troe vestical deptis of afl pertinent markers and Zones.
Aftach the Bond under wivich the work will be pesformed or provide the Bond No. on file with BE MVBIA. Requiced subsequent reports shall be filed within 30 days
following conplction of e involved operations. K the operation resabis in a mndtiple: completion or reconpletion in 2 new infcrval, » Form 3160-4 shall be filed once:
testing has been complesed. Final Abandonment Notices shall be filed only after all requirements, inchuding reclamation, have been completed, and the operator has
determined that the site is ready for final inspection.)

Lance requests approval to allocate production from the Mr. Nona 15 #1 well 1o Basin Fruitland Coal and Harper Hill Pictured Cliffs sandstone
reservoirs in proportion to the recoverabie reserves in-place calculated for each reservoir in accordance with legally-accepted reservoir
engineering practices. The methodology was thoroughly reviewed with the BLM and NMOCD ou Thursday afternoon, July 13, 2006. An
attachment is enclosed entitied "Sapplonent to Downkole Commingfing Application - Fruifiznd Coal & Pictured Cliffs Ssndstone Allocation
Methodology”. The Mr. Nona 15#1 is completed in the Basin Fruitiand Caal and Harper Hill FC. However, the Mr. Noaa 15 #1 is cmrrently
producing from only the Basin Fruitland Coal with a bridge plug set over the Harper Hill Pictured Cliffs. The well is perforated as follows:

Basin Froitiand coal: 1,343 - 54’ KB, 1,360' KB, 1,384’ KB, 1,394’ - 95 KB and 1,439 - ' KB
Harper Hill Pictured Cliffs: 1L454' - 1,462' KB 0 /%a )‘6.— 7342_
Thcwwkillg,royﬂly;nd overriding royalty interests differ between in the commingled youes. All interest owners were notified by certified

mail (retnrn receipt) on September 29, 2006. No objections were received regarding the impending commingling application. The prodaced

fluids from sl commingled 20nes are compatible with each other and commingling will not decrease the valne of production. Lance is

requesting spproval to allocate production based apon a split of Basin Fruiitand Coat - 82 4% and Harper Hill Pictored Cliffs - 11.6%

Your timely approval would be appreciated as Lance has a rig in the srea to commence pulling the bridge plug as soon as possible.

14. Thereby certify that the foregoing is true and correct
Name (PmmmT/Ty,ued)omg e

Thomas M. Erwin, P.E. Title Production Superintendent

mu%p«m 7 . Date S4u3/2007
T 'ACE FOR FEDERAL OR STATE OFFICE USE

mm__EIZM ______________ Te ©C0 D Y-12°D7

Conditions of zpproval, if any, are attached. Approval of this notice does not warrant or
cetify that the spplicant holds legal or equitable title to those rights in the subject lemse | Ofice FDD
which would entitie the applicant to condnct operations thereon.
Title 18 U3.C. Section 1001 and Title 43 US.C. Section 1212, make ita crime for any and wilifully te make to any department or agency of the United
Statesany false, fictitious or fraudulent stalcments Of representations @ to mymlﬂerw:ﬂmﬂu ction. Y

{Instructions on page 2)

NMOCD,,



LANCE OIL & GAS COMPANY, INC.

Mr. Nona 15#1
SWNW Section 15, T30N - R14W
San Juan County, New Mexico

Supplement to Downhole Commingling Application
Fruitland Coal - Pictured Cliffs Sandstone Allocation Methodology

The Mr. Nona 15 #1 is capable of producing from both the Basin Fruitland Coal and the Harper Hill
Pictured Cliffs intervals. Currently, open perforations exist in both intervals; however, a plug is in-place
over the Pictured Cliffs perforations kecping production from this interval behind pipe until downhole
commingling is approved. Pursuant to Order R-11363, Lance Oil and Gas secks approval to downhole
commingle the “Pre-approved pools and areas”: Basin Fruitland Coal (71629) and Harper Hill Pictured
Cliffs (78160) in this well.

The Basin Fruitland Coal is perforated from 1,343’ — 54° KB, 1,360’ KB, 1,384’ KB, 1,394° — 95’ KB and
1,439’ — 52’ KB. The Harper Hill Pictured CIiffs is perforated from 1,454 — 62" KB. Lance Qil & Gas
Company, Inc. (Lance) requests downhole commingling of production from the two zomes with an
allocation of futare production to each zone that is not evenly split. Further, Lance infends to allocate
production to the Basin Fruitland Coal and the Pictured Cliffs sandstone reservoir in proportion to the
recoverable reserves in-place calcnlated for each reservoir, rather than by a production-bascd method.

In requesting this approach, Lance is acknowledging the fact that coal reservoirs and sandstone reservoirs
are very different in their gas storage capacity and productive performance. The reserves extracted from
each reservoir horizon, therefore, will be substantially disproportionate over the expected life of the well.
Lance recommends this reserve-based allocation method becanse production-based methods suffer from the
fact that once the juxtaposed coal and sand reservoirs are frac’d, they commumnicate with each other and the
production attributable to each is very difficult to detcrmine accurately. In addition, because sandstone and
coal reservoirs perform so differently, the proportion of production attributable to each change very
significantly over the life of the well as drawdown occurs. This adds yet another level of uncertainty and
complexity to production-based allocation methods.

Calcnlations of reserves, on the other hand, can be done with accuracy in either reservoir type, and in
to allocating the total recoverable resource because it is a more fair way of assessing the resource volume
that will be eventually produced from either zone, The reserves method acknowledges that all of the
recoverable reserves in each zone will be extracted over the life of the well, and assures that respective
parties will be properly credited for those reserves. The approach also avoids problematic issues with
determining relative rates of production from each reservoir — particularly after frac’ing — and the change in
those rates that occurs over time. Instead it leaves in-place a fixed proporiion of production from each
reservoir until all reserves are recovered. This further simplifics accounting for companies and interest
owners by keeping the allocation constant over time until the end of the well’s productive life.

On July 13", 2006, Lance Oil & Gas Company, Inc. presented the results of a reservoir study to the BLM
and NMOCD that demonstrated how reserves for each reservoir can be determined with accaracy using this
method for our wells and how an allocation by this method would work. The reserve calculation is
accomplished using industry-accepted and legally-accepted engincering and peological methods for
calculating gas-in-place for CBM reservoirs and for gas sand reservoirs.



For CBM reservoirs the volume of recoverable reserves is given by

RGIP = Rf*[1359.7*A*h*RhoB*Gc]

Where:
4 = The drainage area of the well, which is taken as the spacing unit for the reservoir
and is in this area being developed at 160 Acres.
h = Thickness of the coal using a density cutoff of 2.0 g/cc.
RhoB = Average bulk density of the coal seam,
Ge = Insitu average gas content of the coal seam(s).

For Gas Sand reservoirs, this is given by:

RGIP = Rf*[(43,560*A* h*(1-Sw)*PHIc)/Bg]
Where: :

Rf = Recovery Factor, determined by the ratio of final gas formation volume factor to
initial gas formation volume factor in the reservoir.

A = The drainage arca of the well, which is taken as the spacing unit for the reservoir
and is in this area being developed at 160 Acres.

h = Thickness of the reservoir inferval over which there is sufficient gas saturation
(1-Sw) for significant productivity.

Sw = The average total water saturation in the reservoir over the interval having
sufficient gas saturation for significant productivity.

PHle = Average “effective™ porosity in the reservoir over the intesval having sufficient
gas samration for significant productivity.

By using this method, the proposed allocation we propose for the Mr. Nona 15 #1 is:

Fruitland Coal - 8§8.40%
Pictured Cliffs - 11L.60%

If you have any questions about the proposal, please contact Mr. Bill Lyons with Lance Oil and Gas
Company, Inc, San Juan Basin Business Unit, 1099 18" Street, Suite 1200, Denver, CO 80202



