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PrEcos PETROLEUM ENGINEERING, INC.

P.O. Box 1794
200 West First St., Suite 536
Roswell, New Mexico 88202-1794
Office: 505-624-2800 FAX: 505-623-1777

April 22, 2005

Mr. Nelson Muncy

MY CO Industries, Inc.

P.O. Box 840

Artesia, New Mexico 88211-0840

Re:  Boise Federal #1 (API No.: 30-015-33735)
East Carlsbad Wolfcamp Field
Section 35 H-T21S-R27E
Eddy County, New Mexico

Dear Mr. Muncy:

As per your request I have performed a Wolfcamp reservoir study to determine the reservoir
characterization, drainage area and remaining reserves in the NW/4 of section 35. A study area was selected
that includes section 35 and the surrounding eight (8) sections, including sections 25, 26, 27, 34, 35, 36 in
T21S-R27E and sections 1, 2 and 3 in T22S-R27E, all in Eddy County, New Mexico. Figure 1 shows the
study area outlined in red and the location of the Boise Federal #1 in the NE/4 of section 35.

Within the nine (9) section study area there have been forty-eight (48) completions. With twenty-five (25)
Morrow completions, three (3) Atoka completions, three (3) Strawn completions and seventeen (17)
Wolfcanp completions (Figure 1-B). Total cumulative production from the study area through January 1,
2005 1s 821,171 BO and 35.168 BCFG. The Wolfcamp completions have produced 793,301 BO (96.6%)
and 15.288 BCFG (43.5 %) since production was established in 1974.

Wolfcamp Reservoir
The Wolfcamp reservoir is characterized as a carbonate reservoir, predominately limestone, which is over
pressured, has low porosity and low permeabilities. The following table summarizes basic reservoir data:

Attribute Range Comments

Porosity 2% to 7%, average 3%-5%

Permeability 0.0036-.1115 md, (Boise Federal #1) Low production Rates

BHP 6130 psi, 0.63 psi/ft. DST on the Toothman Gas Com. #1

Table 1-A

Gas Gravity 0.68 (separator gas) 1.23 at reservoir conditions

Condensate Yield Initial 157 BC/MMCFG (Through 12/75) Current yield 33 BC’MMCFG
Average 52 BC/MMCEFG (Through 1/05) (12/05)




Recovery from the Wolfcamp Formation within the study area is 793,301 BO and 15.288 BCFG (Table 2-
A) through January 1, 2005. By summarizing the production from the seventeen (17) Wolfcamp
completions in the study area and extrapolating the production trend to the economic limit (Figure 2), the
ultimate recovery is estimated to be 917,532 BO and 18.601 BCFG. This leaves remaining reserves of
124,231 BO and 3.313 BCFG.

By multiplying the porosity times the net height through the producing zone a porosity-feet value (Table 3)
can be calculated for each well. The highest por.-fi. value is associated with the area surrounding the Hunker
Com. #1 well located in section 35K-T21S-R27E as shown in Figure 4. A gas formation volume factor (Bg)
was calculated by using the correlation in Figure 3 to estimate a reservoir gas gravity of 1.23 and the
estimated gas composition (Table 4) to calculate a Z value of 1.177 and to calculate a Bg value of .003367.
Using the calculated Bg value, the original-gas-in-place is estimated to be 1.656 BCFG/por.-ft./160 acres
and recoverable gas using a 60% recovery factor is .9937 BCFG/por.-ft./160 acres (Table 5). Applying the
por.-fi. value for each well times the estimated recovery for one (1) por-ft/160 acres times the dramnage area,
yields a projected ultimate gas recovery of 23.994 BCFG (Table 6). Using the OGIP value of 1.656
BCFG/por.-ft./160 ac. times the por.-ft. value for each well times the drainage area yields an OGIP volume
0f 39.987 BCFG.

The estimated ultimate recovery of 18.601 BCFG is 46.5% of the OGIP and 77.5% of the estimated 60%
recovery efficiency. To estimate the recovery efficiency of each well, a recovery ratio was calculated using
the cumulative production divided by the product of the por.-ft. times the estimated recovery of .9937
BCFG/por.-t./160 ac. (Figure 5). The Recovery Ratio Map indicates the recoveries are high in wells on the
east side of the study area and are low in the northwest and western parts of the field. The middle of the
study area indicates that recoveries are only 30% to 60% of the estimated recoverable reserves. This
calculation indicates there may be by-passed reserves that could be recovered with additional development.

Reeves Federal #1

The Reeves Federal #1 well, located in section 35B-T21S-R27E was completed in the Wolfcamp zone in
February 1976 (Table 2-B). Through September 2004 the well has cumulative production of 38,282 BO,
409,505 MCFG and 1,285 BW (Figure 6). Production in September 2004 was reported to be 75 BO and
1,120 MCFG, 2.5 BOPD and 37.3 MCFGD (Table 2-B). It appears the well has been shut-in and no
production has been reported from October 2004 to January 2005. Extrapolation of the decline curve
suggests the ultimate recovery from this well will be 43,745 BO and .5006 BCFG.

The productive interval in this well has 1.285 porosity-feet. Using the estimated recovery of .9937 BCFG
per porosity-foot per 160 acres, the current recovery ratio is 0.32 (Table 3) and the ultimate recovery ratio
will be 0.392. This suggests the well is effectively draining approximately 60 acres (Figure 7).

Boise Federal #1

The Boise Federal #1 was spudded on December 16, 200,5? was T.D’d on January 17, 2005 and 5 %" casing
was run and cemented at 12,000°. A completion attempt was made in the Lower Morrow by perforating
11,913-11,924’ and a flow rate of 15 MCFGD was observed. A CIBP was set at 11,875 and capped with
35 feet of cement. A completion attempt was then made in the Upper Morrow by p erforating 1 1,604~
11,610” and 11,642-11653°. After acidizing and fracturing this interval was flow tested on a 22/64” choke at

18 psi FTP. Operations are currently suspended waiting on a completion attempt in the Strawn and
evaluation of the Wolfcamp zones.

The Wolfcamp zone in the Boise well (Figure 8 and Table 7) has 1.34 porosity-feet of potentially
productive zones. A formation tester was run to determine the remaining BHP in three (3) of the intervals
(Figure 8, Table 1-B, 1-C and 1-D). The recorded maximum pressures were 2640.7 psi at 9707, 3174.9
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psi at 9727 and 5038.3 psi at 9737°. Using the respective Bg and a scaling factor for the remaining BHP,
the estimated recoverable reserves from the Boise Federal #1are 0.4 BCFG and 20,000 BO (Table 7).

Conclusion

The Wolfcamp zone in the East Carlsbad Wolfcamp Pool is a low permeability, low porosity zone where
recoveries are a function of permeability and high BHP. The NE/4 of section 35 is in an area of the field
where recoveries are low and the reservoir is not being drained efficiently. The Reeves Federal #1 (35B) has
recovered 32% of the estimated recoverable reserves attributable to these 160 acres. The Boise Federal #1
confirms the inefficient drainage of the NE/4 of section 35, with present BHP’s ranging from 2640 psi to
5038 psi, 43% and 82% of the original BHP respectfully.

Completion of the Boise Federal #1 will not materially affect correlative rights and will recover reserves that
will not be recovered with the existing completions. The Reeves Federal #1 (35B) well has low recoveries
and a corresponding small effective drainage area. The zone from 9733’ to 9746’ in the Boise Federal #1
(35H), with 5038.3 psi BHP has had 5.26% of the original gas removed in over 30 years of production from
this field. Completion of the Wolfcamp zone in the Boise Federal #1 will recover an additional 0.4 BCFG
and 20,000 BO from this reservoir.

Should you have any questions concerning this report, please call me at 505-624-2800.

Sincerely,

Bruce A. Stubbs, P.E.
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