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Establishing a pilot program to determine commercial 
Feasibility for Fruitland Coal Gas wells in Township 25 
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George Sharpe - Merrion Oil & Gas 

INTRODUCTION 

Benson Montin Greer and Merrion Oil & Gas et. al. own 11,700 net acres in the Gavilan 
area ofthe southeastern San Juan Basin. Six wells have been drilled and one well 
recompleted to test the Pictured Cliffs and the Fruitland Coal across the leasehold on 
acreage farmed in from McElvain Oil & Gas. This report briefly summarizes an 
economic projection of full field development across our acreage position. 

GAS IN PLACE 

Logs across the area show the coal to be between 30 and 50 feet thick. Adsorption tests 
done on cuttings indicate an insitu gas content of 136 scf/ton dry ash free, or 79 scf/ton 
accounting for ash and moisture. Based on 40 feet of coal, the estimated gas-in-place is 
estimated to be L4 BCF per 160 ac, or approximately 100 BCF net to our leasehold. 

PREDICTION MODEL 

A model was developed that combines the darcy flow equations with coalbed methane 
material balance principles to predict the long term performance of an individual well 
under different spacing scenarios. The initial rates of a well are matched with the kh of 
the well and initial cleat water saturation. The gas desorption curve then drives the long 
term performance of the well as it is dewatered and begins to produce gas. 

The 5 Fruitland Coal completions have tested at 5 to 40 MCFD and 40 to 80 BWPD. The 
initial rate was matched with a 40 foot thick coal, 10 md perm, and a 90% initial water 
saturation. Attachment 1 shows the model input data and the predicted results. 

Long term predictions were made based on 2500 acre spacing, 160 acre spacing, and 80 
acre spacing (see Attachment 1). On 2500 acre spacing (one well by itself), the well 
takes forever to dewater. On 160 acre spacing, the well is predicted to reach 100 MCFD 
within 2 years, peak at 200 MCFD in 6 years, and ultimately recover 800+ MMCF over 
its life. On 80 acre spacing, the dewatering time is cut in half, and the ultimate reserves 
per well is just under 500 MMCF. Based on this data, 80 acre spacing could be justified 
in this low permeability area to the NMOCD, and would ultimately be the best 
development plan from an economic standpoint. 



FIELD DEVELOPMENT ECONOMICS 

An economic model was built based on the 80 acre development scenario. Attachment 2 
is the AFE detail report for the last well drilled, the Bunny Tracks #1, which cost 
$394,000 to drill and complete. The economics assumed S400M drilling and completion 
costs plus another $30,000 for a combination gas-water line. While a pumping unit, 
separator, and tank is included in the drilling costs, in all likelihood, central facilities 
would be installed for a full field development project. In addition to these costs, the 
drilling costs on the first 5 wells were increased by $200M each to account for the need 
to drill a water disposal well. 

Operating costs were assumed to be $1000/mo. for base costs plus $.50/BW for water 
disposal and $.25/mcf for gas compression. Again, both of those assume the eventual 
installation of central facilities. Gas price was held constant at S6/mcf. Economics were 
run at a 100% WI and 75% NRI. 

Attachment 3 is the individual economic run for a single well at the higher $630,000 
drilling cost. The well was projected to produce 475 MMCF of reserves and generate a 
25 % rate of return at the higher costs. 

Attachment 4 shows the pro-forma economics for the full field development. It was 
assumed 5 wells would be drilled in 2006,12 in 2007, and 24 per year through 2012 for a 
total of 137 wells (more gross wells are available, but the group does not own 100% of all 
wells). The project costs total $60 MM. The project is projected to generate a 39:5% 
ROR overall, $152 MM of undiscounted value, and a $55 MM 10% PV. 
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>rp: 99100 
. . r E : 02644 
Sta tus : A C T I V 

AFE Report (Gross) 

.+ *2 
Merrion Oil & Gas 

Bunny Tracks 1/Drill FC/PC 02/01/2006 

AFE 
Category Description Budget 

Actual 
Amount Variance 

Current 
Month 

Amount Comment 

Prospect: Bunny Tracks 1/Drill FC/PC 
Objective: DRLG 
Beginning Date: 06/01/2005 

Operator: Merrion Oil & Gas 
Completion Date Remarks: Bunny Tracks 1/Drill FC/PG 

Equipment - Drilling 
51.213 Float Equipment 5,000.00 0.00 5,000.00 0.00 
51.402 Wellhead Equipment 4,500.00 1,689.53 2,810.47 0.00 
51.417 Casing 27,600.00 0.00 27,600.00 0.00 
Equipment - Drilling Totals 37,100.00 1.689.53 35,410.47 0.00 

Equipment - Facilities Construction 
57.219 Contract Services 900.00 0.00 900.00 0.00 
57.220 Trucking 3,000.00 0.00 3,000.00 0.00 
57.225 Company Supervision 2,500.00 0.00 2,500.00 0.00 
57.231 Surveying & Permitting 15,800.00 0.00 15,800.00 0.00 
Equipment - Facilities Construction Totals 22,200.00 0.00 22,200.00 0.00 

Equipment-Completion/Subsurface 
52.402 Wellhead Equipment 0.00 664.43 (664.43) 0.00 
52.508 Sucker Rods 5,600.00 0.00 5,600.00 0.00 

509 Artificial Lift 2,800.00 0.00 2,800.00 0.00 
^ .517 Tubing 11,100.00 0.00 11,100.00 0.00 
Equipment-Completion/Subsurface Totals 19,500.00 664.43 18,835.57 0.00 

Equipment-Completion/Surface 
55.402 Wellhead Equipment 0.00 85.11 (85.11) 0.00 
55.405 Flowlines & Fittings 7,200.00 200.09 6,999.91 0.00 
55.509 Artificial Lift 17,000.00 0.00 17,000.00 0.00 
55.511 Metering Equipment 1,650.00 0.00 1,650.00 0.00 
55.558 Tanks, Separation Equipment, et 12,000.00 0.00 12,000.00 0.00 
55.567 Miscellaneous Surface Equipme 1,500.00 0.00 1,500.00 0.00 
Equipment-Completion/Surface Totals 39,350.00 285.20 39,064.80 0.00 

Intangible Costs - Drilling 
10.200 Surveying & Permitting 6,000.00 0.00 6,000.00 0.00 
10.201 Surface Damages & R.O.W. 6,000.00 0.00 6,000.00 0.00 
10.202 Locations & Roads 6,500.00 10,533.40 (4,033.40) 0.00 
10.205 Drilling . Rig 48,800.00 98,219.04 (49,419.04) 0.00 
10.206 Fuel, Lubricant, & Power 11,000.00 0.00 11,000.00 0.00 
10.207 Water & Mud Materials 8,000.00 7,357.48 642.52 0.00 
10.208 Bits 8,000.00 0.00 8,000.00 0.00 
10.209 Casing Crews 4,000.00 4,849.88 (849.88) 0.00 
10.211 Logging . Open Hole & Mud 9,700.00 10,162.83 (462.83) 0.00 
10.212 Cementing 22,500.00 17,372.37 5,127.63 0.00 
10.216 Inspection Services 0.00 862.24 (862.24) 0.00 
10.218 Tool & Equipment Rental 0.00 11,104.65 (11,104.65) 0.00 
10.219 Contract Labor 0.00 3,620.65 (3,620.65) 0.00 
10.220 Trucking 20,500.00 22,863.96 (2,363.96) 0.00 
10.223 Admin Overhead 800.00 1,567.35 (767.35) 0.00 

">25 Company Supervision/ Geologist 1,500.00 2,145.70 (645.70) 0.00 
..228 Contract Supervision/Geologist 3,500.00 4,360.65 (860.65) 0.00 

10.324 Miscellaneous I.D.C. 19,600.00 0.00 19,600.00 0.00 
Intangible Costs - Drilling Totals 176,400.00 195,020.20 (18,620.20) 0.00 

Generated on Batch 

Generated on Batch 

Generated on Batch 
Generated on Batch 
Generated on Batch 

Printed 2/23/2006 11:36:23 AM 

& 
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AFE Report (Gross) 

orp: 99100 
.FE: 02644 

Status: ACTIV 

Merrion Oil & Gas 
Bunny Tracks 1/Drill FC/PC 02/01/2006 

Current 
AFE 
Category Description 

Intangible Costs - Completion 
20.202 Locations & Roads 
20.206 Fuel, Lubricant, & Power 
20.207 Water & Mud Materials 
20.208 Bits 
20.214 Perforating & Wireline 
20.218 Tool & Equipment Rental 
20.219 Contract Labor 
20.220 Trucking 
20.225 Company Supervision 
20.228 Contract Supervision 
20.315 Stimulation 
20.324 Miscellaneous I.C.C. 
20.611 Completion Rig 
Intangible Costs - Completion Totals 
Total Well Costs 
Afe = 02644 Bunny 
Tracks 1/Drill FC/PC 
Current Month = 
'02/01/2006 12:00:00AM' 

Actual Month 
Budget Amount Variance Amount 

3,000.00 0.00 3,000.00 0.00 
0.00 3,245.51 (3,245.51) 0.00 

4,500.00 1,699.01 2,800.99 0.00 
2,000.00 0.00 2,000.00 0.00 
6,500.00 6,616.21 (116.21) 0.00 
8,500.00 9,182.05 (682.05) 0.00 

0.00 7,822.29 (7,822.29) 0.00 
1,000.00 12,773.02 (11,773.02) 0.00 
1,500.00 1,308.66 191.34 0.00 
4,200.00 3,861.82 338.18 0.00 

70,000.00 129,650.89 (59,650.89) 0.00 
2,300.00 0.00 2,300.00 0.00 

16,800.00 20,559.15 (3,759.15) 0.00 
120,300.00 196,718.61 (76,418.61) 0.00 
414,850.00 394,377.97 20,472.03 0.00 

Generated on Batch 

Generated on Batch 

Printed 2/23/2006 11:36:24 AM 
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