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ADMINISTRATIVE APPLICATION CHECKLIST 3o —oys 2 Y439

THIS CHECKLIST IS MANDATORY FOR ALL ADMINISTRATIVE APPLICATIONS FOR EXCEPTIONS TO DIVISION RULES AND REGULATIGN
WHICH REQUIRE PROCESSING AT THE DIVISION LEVEL IN SANTA FE

NEW MEXICO OIL CONSERVATION DIVISION

- Engineering Bureau -
1220 South St. Francis Drive, Santa Fe, NM 87505

Applicatlon Acronyms:
[NSL-Non-Standard Location] [NSP-Non-Standard Proration Unif] [SD-Simultaneous Deducatlon]
[DHC-Downhole Commingling] [CTB-Lease Commingling] [PLC-Pool/Lease Commingling]
[PC-Pool Commingling] [OLS - Off-Lease Storage] [OLM-Off-Lease Measurement]
- [WFX-Waterflood Expansion] [PMX-Pressure Maintenance Expansion]
[SWD-Salt Water Disposal] [IPl-Injection Pressure Increase]
[EOR-Quallfied Enhanced Oil Recovery Certlflcatlon] [PPR-Positive Production Response]

[1] TYPE OF APPLICATION - Check Those Wthh Apply for [A]
[A] Location - Spacing Unit - Simultaneous Dedication ' 3 l/
-2

] NSL D,Nsp [] sD .
I/ - 7
Check One Only for [B] or [C] ,
[B] Commingling - Storage - Measurement ' ' ‘ ; j/
X pHC [] ¢tB [J PLC [] PC [] OLS DOLM S

[C] Injection - Disposal - Pressure Increase - Enhanced Oil Recovery
[J wex [J pmMx [J swD [J IpI [J EOR [] PPR

[D]  Other: Specify

;[2] NOTIF ICATION REQUIRED TO Check Those Which Apply, or(} Does Not Apply
[A] X Working, Royalty or Overrldmg Royalty Interest Owners

[B] ] Offset Operators, Leaseholders or Surface Owner

[C] D » Apphcatlon is One Which Requ1res Published Legal Notice

D] X Notification and/or Concurrent Approval by ¢
U.S. Bureau of Land Management - Commissioner of Public Lands, State Land Offlce

[E]” X For all of the above, Proof of Notification or Publication is Attached, and/or,

{F] O Waivers are Attached

(3] SUBMIT ACCURATE AND COMPLETE INFORMATION REQUIRED TO PROCESS THE TYPE -
OF APPLICATION INDICATED ABOVE.

[4] CERTIFICATION: I hereby certify that the information submitted with this application for administrative
approval is accurate and complete to the best of my knowledge. I also understand thamo action will be taken on this
application until the required information and notifications are submitted to the Division.

Note: Statement must be completed by an individual with managerial and/or supervisory capacity.

John D. Roe . é T~ 0. Engineering Manager 1/20/12

Print or Type Name © . Signature Title - Date

johnroe@duganproduction.com
e-mail Address




(']"' _ dugan production corp.

January 20, 2012

Ms. Jami Bailey, Director ’ Mr. Larry Roybal, Director
New Mexico Oil Conservation Division Oil, Gas & Minerals Division
1220 South St. Francis Drive New Mexico State Land Office
Santa Fe, NM 87505 POBox 1148 -

Santa Fe, NM 87505

Mr. Dave Evans, District Manager
Bureau of Land Management
Farmington Field Office

1235 La Plata Highway
Farmington, NM 87401

Re: Application for Downhole Commingling
Dugan Production's
Jeffers Federal 2 Well No. 23
APIL No. 30-045-24439 :
~Unit K, Section 2, T24N R-8W , s
Basin Fruitland Coal (71629) & Nageezi GaIIUp (47540) S pa T
San Juan County, New MeX|co S

Dear Ms Balley, Mr Evans & Mr Roybal

R

We are wrltrng to request your admlmstratlve approvals to downhole commmgle productlé’n in the subject
well. v

NMOCD Form 107-A is attached in support of this application. Attachment No. 1 presents NMOCD
Forms C-102 for each completion which also presents the spacing units and leases within each spacing
unit. The Jeffers Federal 2 Well No. 23 was completed 10/17/80 with an initial potentiaf of 1 BOPD, 15
BWPD and gas TSTM from perforations 6336'-5349' in a Wildcat Gallup oil pool. - During April 1981, 21
additional Gallup intervals 4763 to 5334’ were added. As of 1/1/2012, a total of 24, 025 bbl oil + 49, 466
mcf gas have been produced. Production from the (Jallup has always been marginal and when-Dugan
Production acquired this well on 10/1/88, it was scheduled to be plugged and abandoned by the prior
operator, however Dugan Production was able to workover the well and return it to production.
Attachment No. 2 (Pg. No. 2) presents the oil production and as can be seen, production has been very
erratic, however over all, the decline is very low and during a 5 year period (2006 thru 2010) averaged 2.1
BOPD, 5 mcfd + 0.35 BWPD. |t is our belief that there are substantial. oil and gas reserves remaining
within the 586' Gallup interval, however the operating economics are fairly marginal and future production
will last.for as'long as economics will allow. To date, all gas production from the Gallup has been used to
fuel the pumping unit engine (2.70 mcfd) or vented (1 to 3 mcfd approvéd for venting in 1989). We are’
:currently working to secure a gas sales pipeline connection for the Jeffers Federal 2 Well No. 23 which
will be necessary for the 9/1/11 completion in the Basin Fruitland Coal pool and hopefully will also allow:
the gas from thetGallup to be sold rather than vented.

The Gallup completlon |s currently temporarlly shut in below a retrievable bridge plug whrle the Fruitland

Coal is being completed and tested. Upon receiving approval to downhole commingle and securing a gas
sales arrangement -‘we will remove the bridge plug, install rod pump artificial lift and return this well to

709 E. MURRAY DR. "¢ P. O. BOX 420 ¢ FARMINGTON, N.M. 87499-0420 » PHONE: (505) 325-1821 e FAX# (505) 327-4613
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production. There are many uncertainties, however we do not anticipate any significant problems
producing this well.. The Gallup completion has produced for over 30 years, but still exhibits a reasonable
bottom hole pressure, currently estimated to be +1400 psia @ 4763 which should prevent any significant
cross-flow exposure from the Fruitland Coal completion which has a bottom hole pressure of 460 psia @
1798' as measured during completion. In addition, the Gallup formation consists of multiple thin, very low
permeability, fine grained siltstone and sandstone which will also serve to minimize any potential damage
from cross-flow. Gas and water productlon are common to both the Fruitland Coal and the Gallup and we
believe should be compatible.

Attachment No. 3 presents our proposed allocation of commingled production and Attachment No. 4

presents our interest owner information and notice. Dugan Production holds 100% of the working interest

in both completions and all royalty is either Federal (Lease NM-29560) or State (V-7843). There are no

Indian or fee interests. There are five overriding interest owners and their notice was provided by

“certified mail- return receipt requested”. Upon recelvmg the mail receipts, we will forward copies to the
NMOCD. i

We believe this downhole commingling will;

1. Extend the producing life of the Gallup completion,
2. Result in the recovery of oil and gas from the Gallup that might not otherwise be recovered,
3

Provide a pipeline connection for gas sales not only from the Fruitland Coal, but also gas from the ‘
Gallup,

4. Provide an opportunity to evaluate and develop the Fruntland Coal in an area that to date has
* minimal development, - ‘

5. Help to prevent waste,

6. Protect the correlative rights of all interest owners.

Should you have qUestions or need additional information, please let us know.
Sincerely, .
go/&v—— 0, ke
John D. Roe '
Engineering Manager
JDR/AmMf.

attachments

cc: NMOCD — Aztec
All interest owners -



District I ‘ State of New Mexico Form C-107A

1625 N. French Drive, Hobbs, NM 88240

Energy, Minerals and Natiral Resources Department Revised August 1, 2011
District Il : :
BI1'S. First St, Artesia, NM 88210 0il Conservation Division . APPLICATION TYPE
District Il 1220 South St. Francis Dr. X Single Well
1000 Rio Brazos Road, Aztec, NM 87410 Santa Fe, New Mexico 87505 ___ Establish Pre-Approved Pools
District IV EXISTING WELLBORE
1220 S. St. Francis Dr., Santa Fe, NM 87505 APPLICATION FOR DOWNHOLE COMMINGLING _X_ Yes _NO

Dugan Production Corp. P. 0. Box 420, Farmington, NM 874990420 D&’C’;" l__{gﬁb

Operator Address
NM-29560 i Jeffers Federal 2 #23 K-2-23N-8W ) San Juan
Lease : Well No. Unit Letter-Section-Township-Range County
OGRID No._006515_ Property Code_003716  API No. 30-045;24439 Lease Type: _ X Federal State Fee
DATA ELEMENT : UPPERyﬁi INTERMEDIATE ZONE LOWER E
) i [
. . Basin' Fruitland Coal . o Nageezi Gallup O/ lemale”
Pool Name .
' ' 71629
-Pool Code ) .
R .o 7 1798'-1804' ) : 4763'-5349"
Top and Bottom of Pay Section ‘
(Perforated or Open-Hole Interval) : .
Rod Pump ’ ' ' "Rod Pump
Method of Production
(Flowing or Artificial Lift) .
Bottomhole Pressure i 460 psia @ 1798’ . 54— ,+1400 psia @ 4763'
(Note: Préssure data will not be required if the bottom * Measured 12/1/11 ' ' " ﬂ Estimated 8/15/11
perforation in the lower zone is within 150% of the ) é - ’
depth of the top perforation in the upper zone) ) - L r
Oil Gravity or Gas BTU Gas — 1,050 btu g \¢ ] Gas — 1450 btu
(Degree API or Gas BTU) , R Oil - 45° APl
‘Producing, Shut-In or ©~ New Completion
New Zone '
Date and Oil/Gas/Water Rates of
Last Production.
(Note: For new zones with no production history, Date: 12/1/11 Date: Date: 8/15/11
applicant shall be required to attach production '
| estimates and supporting data.} Rates: 7 mcfd + 3 BWPD Rates: Rates: 2.1 BOPD + 5 mcfd
» o . +0.35 BWPD
Fixed Allocation Percentage 0il C}as Oil " Gas
(Note: [f allocation is based upon something other e
"than curpem or past produc'tion, suppor}ing dafa or 0% ﬁ 07, %
explanation will be required.)
ADDITIONAL DATA
Are all working, royalty and overriding royalty iriterests identical in all commingled zones?
If not, have all working, royalty and overriding royalty interest owners been notified by certified mail? i Yes_ X No
Are all produced fluids from all commingled zones compatible with each other? ‘ Yes_ X No
Will eonimin:giing deerease‘fhe valne‘:ofip’rodncti.on';- B ) - o e Yes No__ X
If this'well is on, ‘or ‘communitized with; state or federal lands, has either the Commissioner of Public Lands
or the Umted States Bureau of Land Management been nouﬁed in writing of this appllcatlon'? Yes No
NMOCD Reference Case No. appllcable to this well: __ NA e R
Attachments: o e

C-102 for each zone to be commingled showing 1ts spacing unit and acreage dedlcatlon — Attachment No. 1
Production curve for each zone for at least one year. (If not available, attach explanation.) - Attachment No. 2
For zones with no production history, estimated production rates and supporting data. — Attachment No. 2

_ Data to support allocation method or formula. - * - Attachment No. 3

" Notification list of working, royalty and overriding royalty interests for uncommon interest cases. — Attachment No. 4
Any additional statements, data or documents required to support commingling. ’

PRE-APPROGVED POOLS

If application is to establish Fre;/i_'ppro\@d Pools, the follwing additional’information will be required:

List of ofher'orders approving downhole commingling within the proposed Pre-Approved Pools

List of all operators within the proposed Pre-Approved Pools

Proof that all operators within the proposed Pre- Approved Pools were prov1ded notice of this application.
Bottomhole pressure data,

B

1 hereby cer’ufy that the mformatlon above is true and complete to the best of my knowledge and belief.

SIGNATURE fv{w- D, 8—& TITLE Engineering Manager DATE _January 20, 2012

[ s'.

TYPE OR PRINT NAME! Jonn D Roe

P

TELEPHONE NO' (505), 325-1821

EMAIL ADDRESS. johnrde(@duganproduction.com

e e e, P B
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_d dugan production corp.
- p_

I“I
January 31, 2012

Ms. Jami Bailey, Director

New Mexico Qil Conservation Division
1220 South St. Francis Drive

Santa Fe, NM 87505 -

Mr. Larry Roybal, Director
Oil, Gas & Minerals Division
New Mexico State Land Office

P O Box 1148 ' r—
Santa Fe, NM 87505 =
b
Re: Dugan Production's. Land
Application for Downhole Commingling dated 1/20/12 ~
Jeffers Federal 2 Well No. 23 O

API No. 30-045-24439

Unit'k, Section'2, T-24N, R-8W L2
_ Basin Fruitland Coal (71629) & Nageezi Gallup (47540) pos -
‘San Juan County, New Mexico

Dear Ms. Bailey & Mr. Roybal,

For your information, file and consideration of the subject downhole commingling application, attached is
a copy reflecting approval by the BLM's Farmington Field Office.

Should you have questions, please let me know.
Sincerely,
fto . /e

John D. Roe
Engineering Manager

cC:

709 E. MURRAY DR. ¢ P O. BOX 420 ¢ FARMINGTON, N.M. 87499-0420 ¢ PHONE: (505) 325-1821 * FAX# (505) 327-4613



709 E."MURRAY DR. ° P.O.BOX 420 o FARMINGTON, N.M. 87499-0420  PHONE: (505) 3251821 o FAX# (505) 327-4613

Leae NMN-z9560  PREEIVE

dugan production corp.

jAE\ )3 200
January 20, 2012 : Farmington Fieio Ut
' Bursau of Land Managefme. .
Ms. Jami Bailey, Director Mr. Larry Roybal, Director
New Mexico Oil Conservation Division Oil, Gas & Minerals Division
1220 South St. Francis Drive ’ New Mexico State Land Office
Santa Fe, NM 87505 -~ P OBox 1148

Santa Fe, NM 87505

Mr. Dave Evans, District Manager
Bureau of Land Management
Farmington Field Office

1235 La Plata Highway
Farmington NM 87401

Re: Apphcatlon for Downhole Commlngllng
‘Dugan Production's
i JeffersiFederal:2:Well:No; 23
API No. 30-045-24439 .
Unit K, Section 2, T-24N, R-8W
Basin‘Fruitland:Goal (71629) & Nageezi Gallup (47540)
San Juan County, New Mexico

Dear Ms. Bailey, Mr. Evans & Mr. Roybal, -

We are writing to request your administrative approvals to downhole commingle production in the subject
well.

NMOCD Form 107-A is attached in support of this application. Attachment No. 1 presents NMOCD
Forms C-102 for each completion which also presents the spacing units and leases within each spacing
unit. The Jeffers Federal 2 Well No. 23 was completed 10/17/80 with an initial potential of 1 BOPD, 15
BWPD and gas TSTM from perforations 5336'-5349' in a Wildcat Gallup oil pool. During April 1981, 21
additional Gallup intervals 4763' to 5334' were added. As of 1/1/2012, a total of 24,025 bbl oil + 49,466
mcf gas have been produced. Production from the Gallup has always been marginai and when Dugan
Production acquired this well on 10/1/88, it was scheduled to be plugged and abandoned by the prior
operator, however Dugan Production was able to workover the well and return it to production.
Attachment No. 2 (Pg. No. 2) presents the oil production and as can be seen, production has been very
erratic, however over all, the decline is very low and during a 5 year period (2006 thru 2010) averaged 2.1
BOPD, 5 mcfd + 0.35 BWPD. It is our belief that there are substantial oil and gas reserves remaining
within the 586" Gallup interval, however the operating economics are fairly marginal and future production
will Iast for as long as economics will allow. To date, all gas production from the Gailup has been used to
fuel the pumping unit engine (2.70 mcfd) or vented (1 to 3 mcfd approved for venting in 1989). We are
currently working to secure a gas sales pipeline connection for the Jeffers Federal 2 Well No. 23 which
will be necessary for the 9/1/11 completion in the Basin Fruitland Coal pool and hopefully will also allow
the gas from the Gallup to be sold rather than vented.

The Gallup' completion is currently temporarily shut in below a retrievable bbridge plug while the Fruitland

Coal is being completed and tested. Upon receiving approval to downhole commingle and securing a gas
sales arrangement, we will remove the bridge plug, install rod pump artificial lift and return this well to

OPERATOR GLH



production. There are many uncertainties, however we do not anticipate any significant probléems
producing this well. The Gallup completion has produced for over 30 years, but still exhibits a reasonable
bottom hole pressure, currently estimated to be +1400 psia @ 4763" which should prevent any significant
cross-flow exposure from the Fruitland Coal completion which has a bottom hole pressure of 460 psia @
1798' as measured during completion. In addition, the Gallup formation consists of multiple thin, very low
permeability, fine grained siltstone and sandstone which will also serve to minimize any potential damage
from cross-flow. Gas and water production are common to both the Fruitland Coal and the Gallup and we
believe should be compatible.

Attachment No. 3 presents our proposed allocation of commingled production and Attachment No. 4
presents our interest owner information and notice. Dugan Production holds 100% of the working interest
in both completions and all royalty is either Federal (Lease NM-29560) or State (V-7843). There are no
Indian or fee interests. There are five overriding interest owners and their notice was provided by
"certified mail-return receipt requested”. Upon receiving the mail recelpts we will forward copies to the
NMOCD.

We believe this downhole commingling will;

1. Extéend the producing life of the Gallup completion,

2. Result in the recovery of oil and gas from the Gallup that might not otherwise be recovered,

3. Provide a pipeline connection for gas sales not only from the Fruitland Coal, but also gas from the
Gallup,

4. Provide an opportunity to evaluate and develop the Fruitland Coal in an area that to date has
minimal development,

5. Help to prevent waste,

6. Protect the correlative rlghts of all interest owners.

Should you have duestidns or need additional information, please let us know.

Sincerely,
F—ti— B. ke

John D. Roe
Engineering Manager

JDR/tmf A
attachments

cc: NMOCD - Aztec
All interest owners
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1. Quuline the ncreage dedicoted to the wubject well by colored pencil or huchure wnrks un the plmt Lelow,

2 ) mote than one lewse is dvdicwied 1o the well, putline euch nnd identily the owngrship thereof (both s to working

-

interest and royhi!y).

3. I more than one leswve of different ownership is dedicuted to the well, have the interesis of ull owners been consoli-
duted by communitizution, unitization, furce-poaling. etc?

X Yes [ No If answcf is ‘yen;’ type of consolidation Communitization (Pending)

Il snswer i **no’ list the owners und truct descriptions which huve actually heen cansoliduied. (Ijue reverse side of

this form if necessury.)
No allowsnble will be assigned 1o the well until all interests bave been consoliduted (hy cdmmunitization, unitization,
lorced-pooling, or atherwise) or until o non-stundard unit, eliminating such interents, hns heen npproved by tha Commis-

sion,
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OIl. CONSERVATION DIVISION 7 Hachmenf

- STATE OF HLfW MEXICO PO BOX 2080 S ne-/ Form C-102 .
ENEAGY pr £42IC0ALS GEPARTIACNT SANTA FL, MEW MEXICO 87501 Pgrofz Revised 10-1-78
All distanree must be from the ouler !»o\mrhuh-. of the Section )
g etatoy .‘th‘v"n PW/U! ;{017 Co ‘./P Luuse Well Ho. ——
- . _JEFFERS FEDERAL - 2 #23
Unit Lenue Lectlon Townahtyp Hamwye County T
K 2 23N 8w - San Juan
Actuol frostage Lucaticn ol Aell: .
1750 {ret trem the SOUth )ine and 1650' frot from the Nest Mo

Cround Level Cilev, i'toducing Formation ool ) Dedicaled Avnteaqe;

6985" © Gallup~ Witdeat— fogoczi 07 e

1. Qutline the acreage dedicated to the subject well by colored pencil of hackure marks on the plut below,

. U more than one lcu..c is dedicated to the well, out ]mc cnch and identify the ownership thereof (both as to working
interest and ropnll)) .

3. U more than one leasc of different o“ncr'ihlp is dedicated to the well, have the interests of all owners been con‘.oll-
dated by communitization, unitization, force-pooling. etc?

] Yes [ Ne If nnswer is “yes.’ type of consolidation e T

x4

If answer is *‘no hsl the owners and tract descriptions which have actually been conso}(@a_l'
this form if ncccssnry) _ixsd g FACRN
" No allowable will be assigncd to the well until all interests have been consolidated ( communlﬂ"ln{tnm;&; tization,
forced-pooling, or otherwise) or until a non-standard unit, eliminating such interests, ha bcén dpppmcﬂ l‘y the Pivision.
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NG| |
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I hereby cer he Informotion con-

1oined herein Is true ond complete 1o the

best of my knowledge and belief.

MHaume /
George B. Judd -

Paosition

__Manager-Drilling & Producti

Company

KENAL OIL AND GAS INC.

Date

September 9, 1980

I hereby certify that the well location
shown on this plol wos plotted from field
notes of octual surveys mode by me or

1650’

under my supervision, and that the 1ome

- nn - —— ——

Is true ond correct to the best of my
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Date Sutveyed

40841
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Page 1 0of 3

Attachment No. 2
Production History & Data
Jeffers Federal 2 Well No. 23
Unit K, Section 2, T-23N, R8W

Nageez: Gallup
Completed 10/17/80 w/IPP = 1.0 BOPD + 15 BWPD = gas TSTM from Lower Gallup perfs 5336' 5349'.

During 4/81, added Gallup perfs 4763'-5110' & 5238'-5334'
First Production — November, 1980
Cumulative Production 1/1/2012: 24,025 bbl oil, 49,466 mcf gas, 3,189 bbl water

Production Curve presented on Page No. 2

QOil production has been very erratic, ranging from a peak of 17.9 BOPD during 12/88 following a 14
month shut in, averaging 2.1 BOPD + 5.4 mcfd + 0.35 BWPD during the § year period 2006 thru
2010, which was a period of fairly consistent production. During the first eight months of 201, a total
of 178 bbl oil and 250 mcf of gas was produced (daily average = 0.8 BOPD + 3.0 mcfd). The Gallup
completion was temporarily shut in below a retrievable bridge plug on 8/15/11 to complete the Fruitland
Coal.

Annual Production Summary — Last 10 years

Year Qil-bbi Gas-mcf Water-bbl

2002 482 1,682 40

2003 - =313 1,180 40

2004 : 359 1,645 42

2005 1 318 4

2006 741 (63/mo) 2,618 89 -

2007 833 (69/mo) 2,710 187 - 3,572 BO/1715 days = 2.1 BOPD
2008 641 (60/mo). 2,095 100 9,201 mcf/1715 days = 5.4 mcfd
2009 . 729 (72/mo) 1,131 120 596 BW/1715 days = 0.35 BWPD
2010 - 628 (62/mo) 647 100 ‘ :
2011 (8 mos) 178 250 0

Basin Fruitland Coal _
Completed 9/1/2011 w/IPF — 3.3 mcfd + 15 BWPD from perfs 1798'-1804'

* Production Test 11/28/11 to 12/1/11 — flow chart presented on Page No. 3. Tested malntalnlng a back
pressure of 25 psia. Test summary:

Gas Rate
Day Flow Time mcfd
11/28 & 29/11 20 hrs 6
11/29/ & 30/11 26 hrs - orifice freeze?
11/30/11 3 hrs orifice freeze? -

11730 & 12/1/11 23hrs 7



SR : ", - LeaseName: JEFFERS FEDERAL 2

County, State: SAN JUAN, NM _ o .
Operator: DUGAN PRODUCTION CORPORATION _ . ?!l* :
Field: NAGEEZI , Ao.2
Reservoir: GALLUP.
Location: 2 23N 8W SW NE SW - Przeof3

Production Rates

JEFFERS FEDERAL 2 - NAGEEZI -#/=// Me. 23
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‘Attachment No. 3
Proposed Allocation Method
Jeffers Federal 2'Well No. 23

The Nageezi Gallup completion has produced for approximately 30 years and as of shutting in on
8/15/11, had produced 24,025 bbl oil and 49,466 mcf of gas. Production comes from 24 fine grained, low
permeability tight sandstone/siltstone reservoir intervals perforated between 4763' & 5349’ (a 586"
interval). Due to the low permeability and large reservoir thickness, low production rates are anticipated
to exist as long as operating economics warrant continued operations. An average production.rate is very
difficult to determine, but using a fairly stable five year period 2006 thru 2010, production did average
2.1 BOPD and 5 mcfd (of which 2.70 mcfd was used to fuel the pumping unit engine and + 2.3 mcfd was
vented). The associated gas has an average heating value of 1450 btu/cf.

The Basin Fruitland Coal completion is in a coal approximately 6' thick and during completion tested a
rate of 7 mcfd + 3 BWPD on 12/1/11 with a flowing tubing pressure of 25 psia. The perforations have
been broken down and acidized and upon obtaining a pipeline connection for gas sales, we plan to
continue testing and evaluate the feasibility/need for additional stimulation. To date, we have not frac'd
the Fruitland Coal. The Fruitland Coal in this general area has not been developed and within the eight
adjacent sections, there is only one other Fruitland coal completion which is the South Blanco Coal 36
Well No. 1 (API No. 30-045-30516) operated by E!m Ridge Exploration in Unit L, Section 36,.T-24N, R-
8W approximately 1% mile to the northeast. This well was completed 12/27/01 and to date has produced
60.6 mmcf gas with a peak gas of 42 mcfd during May, 2004. Production during May and June, 2011
averaged 21 mefd with no water The Fruitland Coal gas in this area has a heating value of 1050
btu/cf.

For allocation of commirigled production, we propose the following method;

A, Qil - 100% of the oil allocated to the Gallup completion

B. Gas From the total gas volume metered, 5.0 mcfd will be considered to be from the Gallup
completion and all gas volumes greater than 5 mcfd will be credited to the Fruitland Coal. This
method will account for the 30+ years of production history established by the Gallup completion.

With the gas heating values being 1050 (Fruitland Coal) and 1450 (Gallup) btu/cf, it will be a fairly
simple procedure to verify the mix of the commingled gas stream and if indicated that we need to
modify our gas allocation method to more accurately represent the gas production from each.
zone, we will amend the allocation procedure as needed. For demonstration purposes, this can
be done as foliows;

Sales Meter % gas from % gas from
Btu * Fruitland Coal Gallup
1050 100 0

1150 75 25

1250 o 50 50

1350 25 75

1450 0 100

C.. Water - From the total water, 0.35 BWPD will be allocated to the Gallup based upon its 30+ year
production history and all water volumes greater than 0.35 BWPD will be allocated to the
Fruitland Coal.



e d s dugan production corp.

January 20, 2012

Interest Owners (list attached)
Dugan Production Corp.'s
Jeffers Federal 2 Well No. 23
Unit K, Section 2, T-24N, R-8W
San Juan County, New Mexico

Re: Dugan's Application dated 1/20/12
Downhole Commingle Production
Basin Fruitland Coal and Nageezi Gallup

Dear Interest Owner,

Attached for your information, review and file is a copy of the subject application, which requires
approvals from the New Mexico Oil Conservation Division (NMOCD), New Mexico State Land Office
(NMSLO) and the Bureau of Land Management's Farmington Field Office (BLM-FFQO). NMOCD rules
require us to provide notice to interest owners when ownership is not identical in each of the pools being
downhole commingled, which is the case for Dugan's Jeffers Federal 2 Well No. 23. The attached
interest ownership summary presents the interest ownership and address information for this well. Dugan
Production holds 100% of the working interest for both pools and the royalty interest comes from one
state and one federal lease. Since our application is addressed to the NMSLO and the BLM-FFO, we are
not including them in this separate interest owner notice.

As an overriding royalty interest owner, this notice is only for your information and requnres no actlon from
you, unless you have questions, concerns or objections. It is Dugan Production’s belief that our
application will allow us to continue producing oil and gas from the Gallup completion which to date has
been fairly marginal plus will allow us to test and develop the Fruitland coal which is only &' thick at this
location. If successful, all interest owners will benefit and receive production revenues that might not
otherwise occur. Itis also our belief that our application will help to prevent loss of future production and
will protect correlative rights of all interest owners.

Should you have questions or concerns, please let us know. Should you have an abjection, you should
contact the NMOCD within 20 days from the date they receive our application which should occur on
1/23/12. We would appreciate receiving a copy of your objection.

Sincerely,

y—-—&\;—— 9, Poe

John D. Roe
Engineering Manager

JOR/tmf

afttachment
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Interest Ownership
Jeffers Fedaral 2 Well No, 23
- Unit K, Section 2, T-23N, R-8W
San Juan County, New Mexico

INTEREST OWNER Baslin Fruitland Coal . Nageezi Gallup
’ . 320A Spacing Unit - S/2 : 40A Spacing Unit - NESW
Working Interest Gross Net Gross Net
Dugan Production Corp. 100.00 82.397617 100.00 81.461300
Royalty Interes . :
State of New Mexico -0- 8.333333 - -0- -0-
"P. 0. Box 1148 ,

Santa Fe, NM 87504- 1148

USA — clo BLM - : -0- , 6.250000 -0- 12.500000
1235 La Plata Highway : )
Farmington, NM 87401

Overﬂdlng Royalty Interest ‘ '
Ruth Ann Jeffers Calvert . -0- 1.750000 -0- - 3.500000

P O Box 865 :
Artesia, NM 88211-0065

George E. Johnson : ‘ -0- : 0.750000 - _ -0- 1.500000
P O Box 1473 ‘
Artesia, NM 88211-1473

Mazzola & Company -0- 0.375000 . -0- 0.750000
14624 Fenton Street . ’
Broomfield, CO- 80020-6116

Prudential Bache Energy Production -0- 0.072025 -0- 0.144050
One Seaport Plaza* ' '
199 Water Street

New YOrk NY 10292

Prudential Insurance Capital Marketlng : -0- 0.072025 . -0- 0.144050
One Seaport Plaza

198 Water Street

New York, NY 10292

TOTAL WELL o 100.00 100.00000 100.00 100.000000

*Last known address (P O Box 62731, New Orleans, LA 70162) is not current. Untit resolved address for Prudential
Insurance Capital Marketmg is believed to be correct.
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February 3, 2012

Ms. Jamie Bailey, Director

New Mexico Oil Conservation Division
1220 South St. Francis Drive

Santa Fe, NM 87505

Re: Dugan Production's Application dated 1-20-12
Downhole Commingling
Jeffers Federal 2 Well No. 23
API No. 30-045-24439
Unit K, Section 2, T-24N, R-8W
Basin Fruitland Coal & Nageezi Gallup
San Juan County, New Mexico

Dear Ms. Bailey,

Attached for your consideration for the captioned application are copies of the certified mail return
receipts for our notice given to interest owners in the subject well. Dugan Production holds 100% of the
working interest and the royalty interest is either State of New Mexico or Federal, both of which were
recipients of our application and subject to approvals from the New Mexico State Land Office (SLO) and
the Bureau of Land Management (BLM). The SLO approval is still pending and BLM has approved our
application. We have received receipts from three of the five overriding royalty (ORRI) interest owners
and upon checking with the US Postal Service (USPS) tracking system, the two ORRI owners with no
receipts, both did receive our notice on 1/23/12. Copies of the USPS tracking system information are
attached for your review and file.

To date, we have not had any comment or objection from any of the interest owners.
Should you have questions or need additional information, please let me know.
Sincerely,

i@*’g\—r‘ o, e

John D. Roe
Engineering Manager

J DR/tmf '
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