District 1 State of New Mexico Form C-101

u_szs_N.I:?m Dr., Hobbs, NM 88240 E Minerals and N IR RECEIVED My 27, 2004
1301 W. Grand Avemnne, Artesia, NM 88210
District Il] Qil Conservation Division JULs3l¥eppropriate District Office
- 87 . - - e
gﬁ?_v Road, NM 7410 1220 South St. Francis Dr. oCh MTE%AMENDED REPORT
1220 S. St Francis Dr., Santa Fe, NM 87505 Santa Fe, NM 87505
APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE
Nadel and Gussman Permian, L1.C 135615
601 N. Marienfeld Suite 508 ~ AP] Number
Midland, TX 79701 30-015- 54 29 |
" Property Code Tﬁwwgm v eTNe.
(-3
74977
L ! * Proposad Pool 1  Proposed Poot 2
Svipg® A-\n}(c“ Me sy
~/ = 7 Surface Location
ULorlotno. | Sectin | Townshp Range Lot Ide Feet from the NarthvSouh line Feet from the: East/West line County
I 19 238 2BE 1,650 Scuth 990 Eeast Eddy
# Proposed Bottom Hole Location If Different From Surface
ULorlotoo. | Section | Towndip Range Lot Xdn Foet from the North/South line: Feet fiom the East/West linc County
Additional Well Information
I Work Type Code ' Well Type Code 13 Cable/Rotary " Lease Type Code 15 Grinmd Level Elevation
N G R P 070
W} ultiple ™ Propoved Depth ™ Formation B Contracior B Spud Date
NO 12,900" Mormow Paterson - UTI 0129105
Depthio Groundwater: 50° ar more but bess than 100° Distance from nearest frech watnr woll: 2007 or more but less Distance from nearest sxfice water: Greater than 1,000
e 1,000°
Pit:  Liner Synthetic DJ 12 mikthick Clay [] Pit Volame: 15,000 bbls Drilling Method:
Closed-Loop System [ W i Diesel/Oil-based [} Gav/Air
?! Proposed Casing and Cement Program
Hole Size Casing Size Casing weight/foot Setting Depth Sacks of Cement Fatimated TOC
174" 13 38" 484 H40 200 300sx Circ. to Suf
123" 938" 40#N-80, P-110 6,100° 900sx Circ. to Surf
24" 51" 174, 204 HCP-110 12.900° 1,550sx TOC @ 9.006°

2 Pescribe the proposed program. If this application is to DEEPEN or PLUG BACK, give the data on the present productive zone and proposed new productive zooe.

Nade] and Gussman Permian, 1.1.C proposes to drill the Mercury Foe #1. A mud gas separator will be installed and tested prior to drilling the Wolfcamp. A BOP will be

installed on the 9 5/8™ and tested. Cement to cover all water, ¢il and gas producing 2ones. NGP will notify NMOCD of spud dute and cementing times so the surface and
intermediate casing strings conld be witnessed. No H;S is expected, but a contingency is aftached.

_cmm.p}“-"“-b w Awmocp Nole lod for Moscaw pmysy be peg £y app Cove !

| bereby certify that the inforrstion given above is true and the best
oy Kt s bt 1 e et ot s e /04 ] OIL CONSERVATION DIVISION

constructed according to NMOCD guidefines [, a general permit [, or an Approved by: M
(MMOCwaedﬂmD. -

Printed name: Josh Fernan Title: .

Title: Staff Engincer approval Dute: UL @ € C0091 b sonbue: JUL 2 7 2006
E-mail Address; joshfi@nasuss.com

Date: 07/26/05 Phone: 432-682-4429 Conditions of Approval Attached [

Fax— &%2 a=25




DISTRICT [ State of New Mexico Porm. C-102

TS . Fressh Dy., Babha, NM BSERLY taer. -t atarel Reviead March 17, L0969
DISTRICT Subemit ts 4 otfies
811 Sewth Pirst, Artasie. NK DEZIO Fiate Leses ~ & Coplon
DISTRICT I Pes Lasse — 3 Coples
1000 So Braxes B, fitec, MU B2410 OIL CONSERVATION DIVISION

DISTRICT IV 2040 Beuth Pacheco

040 Bouil Pushase, Sanis Fu, G0 NS Santa Fe, New Mexico 87504-2088 01 AMENDED BEPORT

WELL LOCATION AND ACREAGE DEDICATION PLAT

- %gzg.t( Lcul;q _I AT': I::\m Neay o

Property Cods Progerty Nema e Wit Number
MERCURY FEE 1
OCRI Na. Oparator Namae Elevation
NADEL AND GUSSMAN PERMIAN 3070'

Surface Location
UL or kst No. Ssction | Township Eangs Lot Mo Past from the Nerth /Sonth tine Fost frem the Eant/West line County

i 19 |23 S |28 E 1650 SOUTH 990 EAST |EDDY

Bottom Hole Location If Different From Surface
UL of Lot No. | Section | Township Bange | Lot idn | Feel from the | North/South Mne | Feet from the | Eest/West Une | County

Miudu- Joint er tnfill | Coosclidution Code | Order Ne.
NO ALLOWARLE WILL BE ASSIGNED TO THIS COMPIETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED
OR A NON—STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION
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NADEL AND GUSSMAN PERMIAN, L.L.C.
601 N. Marienfeld, Suite 508
Midland, TX 79701
(432) 682-4429 (Office)

(432) 6824325 (Fax)

07/26/05

Mr. Bryan Arrant

District 2 Geologist

New Mexico Oil and Gas Division
1301 West Grand Avenue

Artesia, NM 88210

Re: Mercury Fee #1

1,650’ FSL & 990° FEL

Unit Letter 1, Sec. 19-T23S-R28E
Eddy, NM

Rule 118 H2S Exposure

Dear Mr. Arrant,

Nadel and Gussman Permian have evaluated this well and we do not expect to encounter hydrogen
sulfide. However, we will employ a third party monitoring system. We will begin monitoring prior
to drilling out the intermediate casing and will continue monitoring the remainder of the well,

Please contact me if you have any additional questions.

Singerely,
P
Josh Fernau



Hydrogen Sulfide Drilling Operations Plan

1. Company and Contract personne] admitted on location should be trained by a
qualified H-S safety instructor to the following:

Characteristics of HzS.

Physical Effects and Hazards.

Proper Use of Safety Equipment and Life Support Systems.

Principle and Operation of H;S Detectors, Warning System and Briefing.

Evacuation Procedure, Routes and First Aid.

Proper Use of 30 minute Pressure Demand Air Pack.

AEpows

2. H2S Detection and Alarm Systems
A. H:S Detectors and Audio Alarm System to be Located at Bell Nipple, End of
Blooie Line (mud pit) and on Derrick floor or doghouse.

3. Windsock and/or Wind Streamers
A. Windsock at Mud Pit Area Should be High Enough to be Visible.
B. Windsock at Briefing Area Should be High Enough to be Visible.
C. There Should be a Windsock at Entrance to Location.

4. Condition Flags and Signs
A. Warning Sign on Access Road to Location.
B. Flags to be Displayed on Sign at Entrance to Location.
1. Green Flag, Normal Safe Condition.
2. Yellow Flag, Indicates Potential Pressure and Danger.
3. Red Flag, Danger HzS Present in Dangerous Concentration
Only Emergency Personnel Admitted to Location.

5. Well Control Equipment
A. See Attached Diagram.

6. Communication
A. While Working Under Masks Chalkboards Will be Used for Communication.
B. Hand Signals will be Used Where Chalk Board is Inappropriate.
C. Two Way Radio or Cell Phone will be Used to Communicate off Location in
Case of Available at Most Drilling Foreman’s Trailer or Living Quarters.

7. Drillstem Testing
A. Exhausts will be Watered.
B. Flare Line will be Equipped with an Electric Igniter or a propane pilot light
in case gas reaches the surface.
C. If Location is near any Dwelling a Closed DST will be Performed.

8. Drilling Contractor Supervisor will be Required to be Familiar with the Effects H.S
has on tubular goods and other mechanical equipment.

9. I H2S Encountered, Mud system will be Altered if Necessary to Maintain Control of
Formation. A Mud Gas Separator will be Brought into Service Along with H,S
Scavengers if Necessary.



Nadel and Gussman Permian
MINIMUM BLOWOUT PREVENTER REQUIREMENTS

o

Fill-Up Line

A1” velve will be instafled on the closing fine to the Hydrl.
This valve will on a short nipple next to the Hydnl. The
Hydnl closing line must be equipped with a 1" - 3000 psi
WF plug vaive on the nipple into the Hydril.

WORKING
SIZE \CASE | PRESSURE | CASE

] 5:‘: ﬁ- gpw # A

‘Rotating head required

Fm :
Size: Type:

2" Choke Line To Mud Pit
Legend Notes
1. 2" Ranged aii steci vaive must bo elther Choke manifold may be located in any convenient
Cameron ', Haflburton Low Torque or position. Use all stee fittings throughout. Make
2?&Hwhihmmmmrm 80 tumns with bull plugged tees only. No field
opening & equiped with hasd trim. walding will be permitted on any of the components
3. 4" x 2" fanged steef cross. of the choke manifold and relsted equipment
4. 4" fanged stoul ina, upstream of the chokes. The choke spool and all
5 4 fanged all stocl vaive (Type as in no. 1). fines and fittings must be at least equivalent to the
6. DriRing Spool with 2" x 4” Banged outiet. test pressure of the preventers required. Independant
SWWW%*?WW dlosing controf unit with clearty marked contrals to
A 4 w [~ N
o toc gt vah be located on derrick floor near driller’s position.

10. 2" fanged stoci twe. (10-31-90) WIXBOFPS PPT




RECOMMEN

MUD P

ES

0-400° 8490 | 2636 | 13 | 13 | NC NA | 85100 <5 <10K
‘ Ay
400°-6,100° 97102 | 2832 | 13 | 25 | NC NA | 95100 <3 >150,000
6,100-10400' | 8490 | 2630 | 13 | 25 | NC N/A 9.5-10.0 <2 >50K
10,400-12,900' | 10.0-120 | 3545 | 69 | 018 | <6 NA | 95100 <5 >150K
0-400° MD

A fresh water spud mud is recommended to drill this section of the hole.

Circuiate through the steel pits.

Use AQUAGEL® for the initial viscosity.

Lime will be used for alkallnity and fiocculation.

EZ-MUD® additions may be made at the drill pipe or run in sweeps to aid with hole cleaning.
HY-SEAL® can be used also for sweeps and sespage control.

if total losses are experienced, a more aggressive mixiure of HY-SEAL®, PLUG-GIT®, or BARO-SEAL®
can be used.

Pump a hi-vis sweep (80-100 sec/qt) at TD to clean the hole.

400°-6,100 MD

Drill out with fresh water an displace to biine after drilling cement.

Additions of lime and caustic soda can be used throughout this interval for ph controt.
Control seepage losses with HY-SEAL®, PLUG-GIT®, or BARO-SEAL®.
Sweep the hole with EZ-MUD® for hole cleaning.

Use ZEOGEL® as needed for viscosity or in sweeps.

6,100° — 10,400’

e Drill out with fresh water working through the reserve pit and drill to 10,400’
e Lime and causiic soda will be used for ph control.

e Control seepage losses with HY-SEAL®, PLUG-GIT®, or BARO-SEAL®.
= Sweep the hole with EZ-MUDS for hole cleaning.




10.400° — 12,800

« Prior to drilling the Canyon (110,400, displace to 10.0 ppg. brine water.

e Mud-up at £10,500". Increase the mud weight to 12.0 ppg. prior to drilting the Atoka (+11,100).
e Additions of POLYOL HM will aid to inhibit and stabliize the water sensitive shales.

e Reduce the total hardness concentration of the mud with soda ash.

¢ Maintain viscosily/theology with BARAZAN® D PLUS.

e Reducs the fluid loss as recommended with DEXTRID® prior to drilling the Morrow (£12,200").
¢ Maintain pH with caustic soda.

e Add HY-SEAL®, PLUG-GIT®, or BARO-SEAL® for seepage or lost retums.

s Pump EZ-MUD® and HY-SEAL® sweeps to aid with hole cleaning.
+ Pump a hi~vis sweep (80-100 sec/qt) at TD to clean the hole.



D UiD

Interval: 0-460° MD: Spud Mud

Mud Properties:
Operation:

Mud System:

Sofids Controk:

Spud in and drill a 17 24" hole and drill to £300°. Set 13 3" surface casing.

A fresh water system with AQUAGEL® s recommended for drilfing this infetval. Lime will be
added to aid flocculation and to adjust ph for corrosion control.

Fully utilize at least two linear motion shakers, rig desilter, and rig desander to control dill
solids. Run the finest mesh screens that will accommeodate pump rates.

Lost Retumns/Seepage - Add HY-SEAL® as needed for seepage. Use PLUG-GIT® or
BARO-SEAL® if needed for lost retums. Circulafion losses should be anticipated while
drilfing the surface hole. If retums cannot be established, “dry-drilf” to surface casing TD.

Hole Cleaning: Use EZ-MUD® in sweeps or poured directly down the drill pipe on
connections. HY-SEAL® can also be used for hole cleaning and/or fight conneclions. With
the fast penetration rates and low annular viscosilies it is important to maintsin adequate
viscosily to clean the large diameter hole. The cuttings should be circulated above the BHA
prior to connections.

Sweep the hole at TD with a viscous EZ-MUD® and HY-SEAL® pill prior to wiper trip
and while circulating and conditioning the hole for surface casing.

8.7-10.2

Interval: 400°-6,100 MD: Brine Water

Mud Properties:
Operation:

Mud System:

Drill out of surface casing and obtain successful shoe test. Drill a 12 %" hole to 6,100°. Set
9 %" intermediate casing.

Prior to drilling out, dump and clean the sand trap and settling pit. Dump as much cement
contaminated mud as possible. Drill out of the surface casing with fresh water. Displace the
system with 10.0 ppg. brine after drilling cement. Lime and caustic soda will be added to aid

flocculation and to adjust ph for corrosion control. Pump EZ-MUD® sweeps to aid in hole
cleanina.



6,100'-10,400

Fully uilize at least two linear motion shakers, rig desiiter, and rig desander to control drill
solids. Run the finest mesh screens that will accommodate pump rates.

Seepage - Add HY-SEAL® as neaded for seepage. PLUG-GIT® or BARO-SEAL® canbe
used for any lost retums.

Hole Cleaning- Use EZ-MUD® and HY-SEAL® in sweeps.

Sweep the hole at TD with a viscous EZ-MUD® and HY-SEAL® pill prior to wiper trip
and while circulating and conditioning the hole for surface casing.

Interval: 6,100° 10 MD: Bri

Mud Properties:

Operation:

Mud System:

Drilt out of intermediate casing and obtain successful shoe test. Drill an 8 %" hole.

Prior to drilling out, dump and clean the sand trap and settfing pit. Dump as much cement
contaminated mud as possible. Drill out of the casing with fresh water, working through the
reserve pit. Drill out the intermediate casing with fresh water and drill to +10,400°. Prior to
drilling the Canyon (£10,400") displace to 10.0 ppg. brine. The addéion of POLYOL HM (1/2
t0 1% by volume) will aid to inhibit and stabilize the water sensitive shale. Reduce the total
hardness concentration to <150 mg/l with soda ash. Lime and Causfic sodawill be added to
adjust ph for commosion control,

Fuwmmmmmmm,mm.mmmmmmmmi
solids. Run the finest mesh screens that will accommodate pump rates.

Lost Retums/Seepage - Add HY-SEAL®, PLUG-GIT®, or BARO-SEAL® for seepage or
lost retums.

Hote Cleaning: Use EZ-MUD® and HY-SEAL® in sweeps.



10,400'-12,800'

10.0-12.0

Interval: 10,400° — 12,900’ MD: Brine Water

Mud Properties:
Operation:

Mud System:

Solids Control:

Issues:

Prior to drilling the Canyon (+10,400°), displace to 10.0 ppg. brine water. Mud-up at
+10,500°. lmrease the mud weight to 12.0 ppg. prior to drilling the Atoka (+11,1007).

Additions of POLYOL HM will aid to inhibit and stabilize the water sensitive shales. Reduce
the total hardness concentration of the mud with soda ash. Maintain viscosity/rheology with
BARAZAN® D PLUS as recommended. Reduce the fluid loss as recommended with
DEXTRID® prior to driffing the Momrow (+12,2007). Maintain pH with caustic soda. Use .
BARA-THIN PLUS (DESCO) as needed for "thinning”.

Fully utifize at least two linear motion shakers, rig desilter, and rig desander to control drill

Lost Retumns/Seepage - Add HY-SEAL®, PLUG-GIT®, or BARO-SEAL® for seepage or
lost relums.

Hole Cleaning: Use EZ-MUD® and HY-SEAL® in sweeps.

- The Atoka/Morrow may require mud weights as high as 13.0 ppg. Rapid
increases in formation pressure should be anticipated below intermediate casing. The
maximum mud weight in this seclion should be 13.0 ppg. Cuttings at the shale shaket
should be monitored for signs of sloughing shale which may indicate a need for higher mud
weights. mmm,ﬁlmtips.maldmonmmecﬂms.ammmmms
may also be an early indication of the need to raise the mud weight.



SECTION 19, TOWNSHIP 23 SOUTH, RANGE 28 EAST, N.M.P.M.,
EDDY COUNTY, NEW MEXICO.
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SCALE: 1" = 100"
Directions to Location: NADEL AND GUSSMAN PERMIAN
FROM THE CITY OF LOVING AT JUNCTION US REF: MERCURY FEE No. 1 / Well Pad Topo

285 AND CO. RD. 728, GO WEST ON 728 FOR 1.0
MILE TO LEASE ROAD: THENGCE SOUTH ON LEASE

ROAD FOR 0.6 MILE TO PROPOSED LEASE ROAD. MERCURY FEL No. | LOCATED 1650° FROM THE
SOUTH LINE AND 990" FROM THE EAST LINE OF
SECTION 19, TOWNSHIP 23 SOUTH, RANGE 2B EAST,
Bastt SURVEYS r.0. 50x 1786 -HOBES, NEW MEXICO N.AMLP.M., EDDY COUNTY, NEW MEXICO.
W.0. Number: 5656 | brawn By: K. GOAD

Date:  07-25-2005 | Disk: KIG #9 ~ SES6A.DWG Survey Date: 07-21-2005 [JSheet 1 of 1 Shests
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MERCURY FEE #1

Located at 1650 FSL and 990" FEL

Section 19, Township 23 South, Range 28 East,
N.M.P.M., Eddy County, New Mexico.

™ .
P.0. Box 1786 W.C. Number:  5656AA — KJG #1

1120 N. West County Rd. NADEL AND

Survey Date: 07-21-2005
Hobbs, Mew Maxico 88241 l[q D]’ IA DI
_ Scale: 1" = 20007 GUSS PERM ’
(505) 392-3074 — Fox L-L-Co

focused on excellence f . —25..
in the gilfield basinsurveys.com Date: 07-25--2005




MERCURY FEE #1

Located at 1650’ FSL and 990 FEL

Section 19, Township 23 South, Range 28 East,
N.M.P.M., Eddy County, New Mexico.

P.O. Box 1788 W.0. Number: 5656AA - KIG f1
mn 120 M. West County R — NADEL AND
Hobbs, o Menden sa261 | 7 — GUSSMAN PERMIAN,

I AP
(505) 333-7316 — Office : 1 = 2 MILES
(505) 392-3074 - Fox L.L.C.
focused on excel Dote: 07-25-2005

basinsurveys.com
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