NOTICE

}“;S?Sg:zeR:;c}lérhc;sihg:.,dChffogd Ni:ope, Robert B. Mitchell Trust, George G. Travis
o a,ny e jnterested' ra y,. and Marjo Operating, Inc., th;lr successors and assigns,

! iterested person: Arch Petroleum Inc. has applied to the New Mexico Oil
Conservation DlV'ls.lon to establish a 160 acre non-standard gas spacing unit in the Jalmat
Gas Pool comprising the SW% of Section 16, Township 23 South, Range 37 East,
NMPM, Lea County, New Mexico. The unit is to be dedicated to applicant’s Kelly State
Well No. 5, to be drilled at an unorthodox gas well location 910 feet from the south line
and 1230 feet from the west line of Section 16. Applicant also requests approval to
complete the well in the Langlie-Mattix (Seven Rivers-Queen-Grayburg) Pool within a
standard 40 acre spacing and proration unit comprising the SW¥.SW4 of Section 16 at an
unorthodox oil well location therein. The application (Case No. 13343) will be heard at
8:15 am. on Thursday, October 7, 2004 at the Division’s offices at 1220 South St.
Francis Drive, Santa Fe, NM 87505. As an offset interest owner, you have the right to
enter an appearance and participate in the case. The well and units are located

approximately 9 miles south of Eunice, New Mexico.
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Kelly State # 5§
Proposed Jalmat./I.anglie-Mattix New Drill

October 6, 2004

Arch Petroleum Inc proposes to drill a 3800° well in the SWY%, §16-T23S-R37E on the
Kelly State Lease. The well was staked 910” FSL and 1230’ FWL of Section 16. This
location was chosen to recover additional bypassed reserves in the primary objective, the
Langlie-Mattix below 3220 feet. The secondary objective in the Kelly State # S is the
Jalmat Gas, above 3220 feet. The proposed new drill is shown on X-§ A-A’ with
estimated formation depths.

Arch Petroleum Inc. purchased the Kelly State Lease in February 2004, and operates 3
active Langlie Mattix producers and one active injection/disposal well. The “Well
Production Spreadsheet” on the X-§ B-B’ montage lists each well with perforation and
production data. Kelly State #1, #2, and #3 are perforated in the Langlie-Mattix Queen
TEServoir.

The Kelly State # 4 was perforated in the Queen from 3402’ to 3553’ in 1956. In 1967
the Kelly State #4 was perforated in the Yates and Seven Rivers formations from 2792’
to 3166°. The zone was acidized and fracture stimulated with 20,000# sand and
commingled with the Langlie-Mattix. Production reports indicated a modest increase in
gas production. There is no record filed with the OCD of this 1967 recompletion to the
Jalmat. It is my interpretation that this completion did not add significantly to the total
gas production of the well. The small treatment was not adequate to effectively stimulate
the Jalmat. The current production rate is 1 BOPD, 1 MCFD, and 55 BWPD. To
evaluate the Jalmat potential in the Kelly State Lease, it is necessary to fracture stimulate
the Jalmat in a new wellbore.

Glenn Curry,
Senior Geologist
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Lease Name:
County, Sta.
Operator: ARCH PETROLEUM INCORPORATED
Field: LANGLIE-MATTIX
Reservoir: SEVEN RVR QN GRBG
Location: 16 23S 37E

LY STATE
<EA, NM

Daily Production Rates

P .\)/

KELLY STATE 4 30025107450000 SEVEN RVR QN GRBG

1,000

CUM OIL 13,880 bbl
CUM GAS 383,813 mcf
CUM WATER 144,339 bbl

- Qil Production (bbl) Daily

* Gas Production (mcf) Daily
® Water Production (bbl) Daily

¥ Injection Production
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