| STATE OF NEW MEXICO | j
_ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF

CONSIDERING:
CASE NO. 13279

ORDER NO. R-12201

 APPLICATION OF COLEMAN OIL & GAS INC. FOR AN EXCEPTION TO -
RULE 7(d) OF THE SPECIAL POOL RULES AND REGULATIONS FOR THE
BASIN-FRUITLAND COAL GAS POOL TO AUTHORIZE THE
SIMULTANEOUS DEDICATION OF THE W/2 OF SECTION 18, TOWNSHIP 26
NORTH, RANGE 11 WEST, NMPM, TO FOUR EXISTING COAL GAS WELLS o
SAN JUAN COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for heanng at 8:15 a.m. on June 24, 2004 at Santa Fe, New
Mexico, before Exammer Dav1d R Catanach : :

NOW on this 26 day of August 2004, the Division Director, having consrdered' o

the testimony, the record and the recommendations of the Exammer :

FINDS THAT:

4(1) Due pubhc notice has been glven and the D1v1s1on has ]Ul‘lSdlCtlon of thlS.. .

case and its sub_] ect matter.

‘(_2) " 'The apphcant Coleman Oil & Gas, Inc. (“Colem ”), see_ksxan' eﬁceptioh o

R to‘Rule_‘7(d) of the “Special Pool Rules and Regulations for the Basin-Fruitland Coal -
- :Gas Pool, as established by Division Order No. R-8768, as amended,” to authorize the
. simultaneous dedication of the W/2 of Section 18, Township 26 North, Range 11 West, =
-~ NMPM, San Juan County, New Mex1co, to the followmg-descnbed four existing ¢ coal gas

~wells:: . , .
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Well Name & Number - API Number Well Location -

Ricky Well No. 1 30-045-25976 790’ FNL & 875’ FWL (Umt D)
Ricky Well No. 1R 30-045-31165 765’ FNL & 830’ FWL (Unit D)
Ricky Well No. 2 30-045-25977 1850’ FSL & 790’ FWL (Unit L)
Ricky Well No. 2R 30-045-31166 1845’ FSL & 745’ FWL (Unit L)

3) The applicant further seeks authority to conduct a one-year production test

- by simultaneously producing the Ricky Wells No. 1, 2, 1R and 2R.- The production test -
is designed to determine the economic viability of producing the upper-:coal interval in
this portion of the Basin-Fruitland Coal Gas Pool, and to determine the feasibility of
producing these intervals in ex1stmg coal gas wells without completing and commmglmg
the production from all stringers in individual wellbores.

(4)  During the one-year production test, Coleman proposes to:

(a) produce two upper coé.l intervals only within the
Ricky Wells No. 1 and 2, and produce the basal coal
interval only within the Ricky Wells No. IR and
2R;

(b) obtain and monitor bottomhole pressure data to
ensure that no communication between the upper
coal intervals and the basal coal mterval is
occurrmg in any of the wellbores; and

(¢)  monitor and obtain additional production data from
the Rlcky Wells No. 1 and 2.

(5) Mr. Gene Gallegos d/b/a Pro NM Energy, Inc. and Martin & Caroline
Proyect appeared at the hearing through legal counsel to oppose the application. Pro NM

- Energy, Inc., according to its legal counsel, owns an interest in the E/2 of Section 18 CoT

Township 26 North, Range 11 West, NMPM.

(6) The subject wells are located within the “Low Productivity Area” of the
Basin-Fruitland Coal Gas Pool,” this area having been defined by Division Order No. R-
8768-C dated October 15, 2002.

(7)  Rule No. 7(d) (Well Density) of the “Special Pool Rules and Regulations
for the Basin-Fruitland Coal Gas Pool” states:
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“(1) Well density within the Low Productivity Area”:
No more than two (2) wells per standard 320-acre gas’
spacing' unit may be located in the “Low Productivity
Area” of the pool as follows:

@) the OPTIONAL INFILL WELL drilled on an
existing spacing unit shall be located in the quarter section
not containing the INITIAL Fruitland coal gas well;”

(8) The applicant presentéd évidence that demonstrates that:

(@ the W/2 of Section 18 is comprised of two separate
Navajo-allotted leases;

(b) the Ricky Wells No. 1 and 2, the original wells
within the W/2 of Section 18, were drilled in 1984
by Simmons Engineering Company and completed
within the South Gallegos Fruitland Sand-Pictured
Cliffs Gas Pool. Pursuant to the rules applicable for

~ that pool, eéach of the wells was drilled on ‘a
standard 160-acre gas spacing and proration unit;

- .(c)- the Ricky Wells No. 1 and 2 are both completed in

two upper. coal intervals in the Fruitland formation - -

that appear to be continuous and correlatable within

‘the W/2 of Section 18. Within the Ricky Well No.

1, these two upper coal intervals ‘are located at

depths of 1,194-1,198 feet and 1,220-1,224 feet.

* Within the Rlcky Well No. 2, these two upper coal

" intervals ‘are ‘located at- depths of 1 150 1,154 and
o -11821186feet ' :

(d) the Ricky Wells No. 1 and 2 were placed within the
- Basin-Fruitland Coal Gas Pool in 1989. The -
- spacing unit for these wells was amended at that

time to comprise the W/2 of Section 18;
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(e) Coleman acquired the Ricky Wells No. 1 and 2 in
March, 2002. Coleman’s intent at that time was to
- drill two twin replacement wells to produce the
basal coal interval within the Basin-Fruitland Coal
Gas Pool, and to subsequently plug and abandon the

Ricky Wells No. 1 and 2; and

(f  the Ricky Wells No. 1R and 2R were drilled as twin
wells to the Ricky Wells No. 1 and 2 in January,
2003 and subsequently completed in the basal coal
interval at depths, respectively, of 1, 260-1,270 feet
and 1 218-1,228 feet.

(90  Production data submitted by Coleman demonstrates that:

- (a) from 1984 until May, 2002 (the date the wells were
acquired by Coleman) the Ricky Wells No. 1 and 2
cumulatively produced approximately 121 MMCF
and 78 MMCF of gas, respectively, from the two
upper coal intervals within the Basin-Fruitland Coal
Gas Pool; -

- (b) “in-May, 2002 the Ricky Wells No. 1 and 2 were
- producing at an uneconomic rate of approximately
- 8- 10 MCF ofgas per day;

(¢) in May, 2002 Coleman mstalled compressmn. R
. equipment on the Ricky Wells No. 1 and 2 and asa
- result, the productlon from these wells increased to -
v approx1mately 40-50 MCF of gas per day per well;
and ‘

@)  during January 2004 the Ricky Wells No. IR and
- 2R produced at rates of approximately 197 MCF
and 232 MCF of gas per day, respectively.

(10) The applicant testified that due to thé marginal coal gas reserves .
associated with the upper coal intervals in this portion of the pool, it is a fairly common
practice for operators to complete only the basal coal mterval
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(11) The applicant further testified that the primary intent of the production test
is to observe whether or not the Ricky Wells No. 1 and 2 can sustain their current
production rate from the upper coal gas intervals. The applicant will then use this data to
determine the ultimate recovery from these zones.

(12) The evidence presented by the applicant demonstrates that:
(a)  the Ricky Wells No. 1 and 2 are not producing from

the same coal intervals that are being produced in
the Ricky Wells No. 1R and 2R;

(b) there is a 30-foot shale section present in the subject
wells located between the upper coal intervals and
the basal coal interval that serves as a barrier to
communication between these zones;

©) although all four of the subject wells were fracture
stimulated, Coleman testified that well testing has
demonstrated that it did not establish
.communication between the upper coal intervals
and the basal coal interval in these wells;

(d)  the current wellbore configuration within the W/2
- of Section ;18 provides the applicant a unique
___opportunity to determine the ultimate recovery of

‘ gas from the upper coal intervals;

(e) . the data -obtal_ned from the .prod_uction test  will

“provide the applicant, and other operators in this

- .area of the pool, valuable information that can be

utilized to determine whether or not gas reserves

from the upper coal intervals can be economically -
recovered;

(b the production test, as proposed by the applicant,
does not violate the intent of Division Order No. R-
8768, as amended;
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(g) the production test, if conducted as proposed by the
applicant, will not violate the correlative rights of
other operators within the Basm-Frultland Coal Gas
Pool; and

(h) the proposed production test will allow the recovery

: of additional gas reserves from the upper. coal
intervals of the Basin-Fruitland Coal Gas Pool in
this area that may otherwise not be recovered,
thereby preventing waste. ‘

(13)  The application should be approved.v
IT IS THEREFORE ORDERED THAT:

¢)) The applicant, Coleman Qil & Gas, Inc.,is hereby granted an exception to

Rule 7(d) of the “Special Pool Rules and Regulations for the Basin-Fruitland Coal Gas

- Pool, as established by Division Order No. R-8768, as amended,” and is hereby

.. authorized to simultaneously dedicate the W/2 of Section 18, Township 26 North, Range

11 West,” NMPM, San Juan County, New Mexico, to- the followmg-descnbed four
existing coal gas wells: .

- 'WellName&Number ' APINumber " Well Location -~ = 77 -

<. Ricky WellNo. 1 - - - 30-045-25976 ~ - 790’ FNL & 875 FWL (Umt D)
Ricky Well No. 1R 30-045-31165 765’ FNL & 830’ FWL (Unit D)
Ricky Well No. 2 30-045-25977 1850’ FSL & 790’ FWL (UnitL)

~Ricky Well No»'2R o 30—'045-31166 . '1845 FSL&745 FWL (Unit L)

2 . The apphcant is hereby further authonzed to conduct a :one-year. -

. prodilctlon test to determine the economic viability of producing the upper coal interval
in this portion of the Basm-Frmtland Coal Gas Pool, by s1multaneously producmg all four
of the subject wells.

(3) - The applicant shall conduct the production test in accordance with the.
parameters established as follows:
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(a)  the Ricky Wells No. 1 and 2 shall be produced only
from the upper coal intervals of the Basin-Fruitland
Coal Gas Pool, and the Ricky Wells No. IR and 2R
shall be produced only from the basal coal interval
of the Basin-Fruitland Coal Gas Pool;

(b)  bottomhole pressures within each of the subject
wells. shall be determined quarterly. In the event
bottomhole pressure data indicates communication
between the upper coal intervals and the basal coal
interval, the production test shall immediately cease
and the applicant shall consult with the supervisor
of the Division’s Aztec district office in order to
determine a procedure to plug and abandon the
Ricky Wells No. 1 and 2;

(c)  the production test shall commence on September 1,
2004, and shall - end on August 31, 2005;
Subsequent to August 31, 2005, the Ricky Wells
No. 1 and 2 shall be shut-in until such time as the
-final d1spos1t10n of these wells is determined; and

(. . in order to obtain detailed data, the production from - .. . _ SRR

each of the wells shall be separately metered.

- @) | Junsdlctron 1s hereby retamed for the entry of such further: orders as the o -

Dlvrsron may deem necessary

'STATE OF NEW MEXICO E
OIL CONSERVATION DIVISION

MARKE. FESMIRE P. E
Director




