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Ms. Lori Wrotenbery, Director Mr. Lee Otteni, Manager

New Mexico Oil Conservation Division Bureau of Land Management - FFO
2040 South Pacheco Street 1235 LaPlata Highway

Santa Fe, NM 87505 Farmington, NM 87401

Re:  Application for Downhole Commingling and’Unorthodox Location
Basin Fruitland Coal and Bisti Chacra Gas Pools
Dugan Production’s Zappa No. 3 (API No. 30-045-29908)
Unit P, Section 27, T-22N, R-8W
Federal Lease NM 57445
San Juan County, New Mexico

Dear Ms. Wrotenbery and Mr. Otteni:

Dugan Production Corp. requests your approval to downhole commingle production from the Basin
Fruitland Coal and Bisti Chacra gas pools within the wellbore of our recently drilled Zappa No. 3. In
addition, we request approval for a non-standard location of the proposed Fruitland Coal completion
since the subject well is in the SE/4. The Zappa No. 3, located 790' FSL and 1190' FEL of Section 27, is
otherwise at an orthodox location for both pools. NMOCD form C-107-A is attached. The proposed
Fruitland Coal spacing unit consists of the South half and the Chacra spacing unit is the SE/4 of Section
27. Federal Lease NM 57445 covers the entire south half and Dugan Production Corp. holds 100% of
the working interest. The anticipated production from both formations will be natural gas and possibly
some water. We do not anticipate oil production from either pool.

The Zappa No. 3 was completed on 12-2-99 in the Chacra formation as an extension to the Bisti Chacra
gas pool. The completion and production testing to date are presented on Attachment No. 3 and based
upon this work, combined with our extensive experience with other Chacra completions in the general
area as well as the Rusty Chacra gas pool to the east, it is our belief that the Chacra completion in the
Zappa No. 3 is indicated to be productive of natural gas and it is our intention to fracture stimulate the
Chacra to improve the well’s productivity.

In addition, we propose to complete and fracture stimulate the Fruitland Coal interval in conjunction with
our frac job in the Chacra completion. This will allow us to maximize the gas productivity from the
Zappa No. 3 and will help keep our completion costs as low as possible which is important to the overall
economics of developing marginal gas areas.

The Zappa No. 3 is located in an area that Dugan Production has been developing since 1993 and to

date has completed 17 wells, (16 Chacra and 1 Fruitland Coal) all of which are currently shut in as
there is no gas gathering system in place. Attachment No. 5 presents a map of this area and
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Attachment No. 6 presents a summary of the individual wells. We anticipate that most of these wells
will produce at fairly low rates once connected to a gas gathering system.

Dugan Production Corp. is currently evaluating our options to place each of these wells on
production and is considering the installation of a gas gathering system which will deliver gas to
existing systems + 5 miles east, 11 miles northwest or into PNM’s main line to Albuquerque. As
with most things, there are pros and cons to each option, but no matter which option is chosen, a
substantial work effort and investment will be needed to install the gas gathering lines and facilities
necessary to place these wells on production. The proposed Fruitland Coal completion and
downhole commingling in our Zappa No. 3 will aid in developing the gas production rates needed to
support moving ahead with installation of a gas gathering system.

Attachment No. 8 is a copy of our letter (sent certified-return receipt) to the owners of offsetting
leases all of which are undeveloped. Dugan Production Corp. holds the leasehold interest on + 73%
of the offsetting acreage and is the operator of all wells offsetting the Zappa No. 3. Attachment No.
4 presents the offset acreage ownership information.

In summary, Dugan Production corp. is requesting approval from the BLM and the NMOCD for the
proposed downhole commingling of Bisti Chacra and Basin Fruitland Coal gas production in our
Zappa No. 3. The Fruitland Coal has not been completed and will require an unorthodox location
approval since the Zappa No. 3 Chacra well was drilled in the SE/4 of Section 27. Upon receiving
the requested approvals, we intend to complete the Fruitland Coal and fracture stimulate both
formations which hopefully will develop sufficient productivity in the Zappa No. 3 such that we can
then move forward with the planning and installation of a gas gathering system not only for the
Zappa No. 3 but for 17 other shut in Dugan Production gas wells in the general vicinity of the Zappa
No. 3. The Chacra and Fruitland Coal formation in this general area are on the southern edge of the
San Juan Basin and all wells are believed to be capable of producing gas only at low rates (50 mcfd
or less). Dugan Production Corp. holds 100% of the working interest, the same federal lease covers
both spacing units and all interest in both zones is common.

Should you have questions or need additional information, please let me know.
Sincerely,

%0,&;

John D. Roe
Engineering Manager

JDR/mm
Attachments

cc: NMOCD - Aztec
All Offset Interest Owners
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DISTRICT |

Energy, Minenlss :’43 ﬂamm %:mces Department F°"‘,},9,,‘192.‘£
P.0. Box 1980, Hobbs, NM 88241-1980 N X R
DISTRICT I OIL CONSERVATION DIVISION APPROVAL PROCESS:
811 South First 5, Artesls, NM 88210-2838 2040 8. Pacheco XAdministrative ___Hearing
DISTRICT Il Santa Fe, New Mexico 87505-6429 EXISTING WELLBORE
1000 Rio Brazos R, Aztec, NM 87410-1693 APPLICATION FOR DOWNHOLE COMMINGLING XYES __NO
Duqan Production Corp. P. O. BPG%(_QZO. Farmington, NM 87499-0420

ral ress
' .27-T22N-R8W San Juan
Zo?ua W%a P27T -Twp- Rge — Counlly
. Spacing Unit Lease Types: (check 1 of more)

OGRIDNO. ____ 008515 Property Code __ 013361 Federal X, State

APl NO. __ 30-045-29908

(andvor) Fee____

1. Pool Name and Basin Fruitland Coal Bisti Chacra

Pool Code 71629 96166
2T d Bottom of 752-775 11301252

aaynSeclIo:m(Perfotatlons) {proposed)

3T f production Gas Gas

y&eiloorpéasl;
4. Mathod of Production Flowil Flowiny

(Flowing or Artficial Lift) -possriay artificial lift o
§. Bottomhole Pressure a. (Current a.

 Zotlornole Fre o8 PURY 765' (estimated) | 3- 300 PSIA @ 765' (estimated)
Oil Zones - Attificial Lift:
Gas & Gil - FlmﬂE§tlmatod Current
gileasured Current (Original)
All Gas Zones: b. b.
Estimated Or Measured Original .190 PSIA @ 765' (estimated) 300 PSIA @ 765' (estimated)

6. Oil Grav%(°APl) or $1020 BTU/CF $1120 BTU/CF

Gas BTU Content
7. Producing or Shut-In? To be completed Shut-in

Production Marginal? (yes or no) Anticipated to be yes
* “' Shm‘“n- “l’ae ?at:.gmirolllgasl Date: Date: Date: 12-7-99
waler rales ol Jast produciion Rates: Rates: Rates: Max SIWHP = 254 PSiA
St sl B tequited o SRach produchon
estimates and suppoiting data
* If Producing, give date andoil/gas/ Date: Date: Date:
water rates of recent test Rates: Rates: Ratos:
(within 60 days)

8. Fixed Percentage Allocation Oil: Gas: . Oil: Gas: Qit: Gas:

Formula % fgr each zone % 50% % % % 50%

9. If allocation formula is based upon something other than current or past production, or is based upon some other method,
submit attachments with supporting data and/ior explaining method and providing rate projections or other required data.

10. Are all working, overriding, and royalty interests identical in all commingled zones?
If not, have all working, overriding, and royalty interests been notified by certified mail?
Have all offset operators been given written nofice of the proposed downhole commingling?

11. Will cross-flow occur? X Yes ___No If yes, are fluids compatible, will the formations not be damaged, will any cross-
flowed production be recovered, and will the allocation formula be reliable. X Yes ___ No (If No, attach explanation)

~12. Are all produced fluids from all commingled zones compatible with each other? XYes __ _No
13. Will the value of production be decreased by commingling? —_Yes XNo (If Yes, attach explanation)

14. if this well is on, or communitized with, state or federal lands, either the Commissioner of Public Lands or the -
United States Bureau of Land Management has been notified in writing of this application. XYes _ No

15. NMOCD Reference Cases for Rule 303(D) Exceptions:

16. ATTACHM(E:NTS:

* C-102 for each zone to be commingled showing its spacing unit and acreage dedication.-Attachments 1 & 2
* Production curve for each zone for at least one year. (If not available, attach explanation.)-Attachment No. 3
* For zones with no production history, estimated production rates and supporting data.- Attachment No. 3

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

* Notification list of all offset operators.-Attachment No. 4

* Notification list of working, overriding, and royalty interests for uncommon interest cases.

* Any additional statements, data, or documents required to support commingling.

ORDER NO(S).

| hereby certify that the information above is true and complete to the best of my knowledge and belief.

SIGNATURE ai-g.‘, 0, Koee__ TITLE _Engineering Manager pATE_February 10, 2000
TYPE OR PRINT NAME John Roe TELEPHONE NO. (505 ) 325-1821




District 1

PO Bax 19%0, Hobbds, NM 38241-1980

District Il

PO Drawer DD, Artesis, NM 38211-0719

District 111

1000 Rio Brazos Rd., Aztec, NM 87410

District 1V

State of New Mexico

Energy, Minersly & Natural Revources Departinent

OIL CONSERVATION DIVISION

- PO Box 2088
Santa Fe, NM 87504-2088

B K e himmntf

Ne. /
Lrrol s Revised February 21, {594
Instructions oa back
Subinit to Appropriate District Oftice
State Lease - 4 COpics
Fee Lease - 3 Copies

Form C-102

~

PO Box 2083, Santa Fe, NM §7504-2083 (] AMENDED REPORT

WELL LOCATION AND ACREAGE DEDICATION PLAT

*AP1 Number ! Poal Code * Poal Name
30 045 29908 96166 Bisti Chacra Ext.
¢ Pruperty Code * Property Name ¢ Well Number
013361 Zappa 3
TOGRID No. ? Operutor Name * Elevation
006515 ‘Dugan Production Corporation 6738
o 19 Surface Location
UL or lot no. Secction Towaship Raoge LotIda | Feet frum the North/South line Fect frum the East/Wesl line County
P 27 22N 8w P 790 South 1190 East San Juan
1 Bottom Hole Location If Different From Surface
UL or lot no. Section | Towaship | Range Lot lda Feet from the North/Sauth line Feet from the EastUWest line Couaty
1 Dedicated Acres| * Joint or Infill | * Coaosolidation Code | '* Order No. -
160
NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED .
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION
16 " OPERATOR CERTIFICATION
1 heredy certify that the information contained heran is
true and compleie jp the best of my knowledge and belief
\ nature r —
Sherman E. Dugan/
Printed Name
Vice-President
Title
4/19/99
Date
Section |27
SURVEYOR CERTIFICATION

1 heredy certify that the well location shown on this plat
was plotted from field notes of actual surveys ricd: 7} m
or under my supervision, and that the same (s true and
correct to the best of my belicf.

April 6, 1999

Date of Survey

Wiy

Signawre and (1

Ougan Prod.

NM 57445 190!

1®

730!

P T T egpugy
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Form C-102
Revised February 21, 199+
Instructions oa back

District | State of New Mexico
PO Bax 1980, 1fobbs, NM 33241-1980 Energy. Minersls & Natural Revources Depastinent

Distriet 11

PO Drawer DD, Artesls, NM 382110713 OIL CONSERVATION DIVISIO o.Appropriate District Oftice
District 111 - PO Box 2088 State Lease - 4 Copies
1000 Rio Brazos Rd., Aztec, NM 87410 Santa Fe, NM 87504-2088 Fee Lease - 3 Copius
District IV “

{C] AMENDED REPORT

PO Box 2088, Santa Fe, NM 87504-2083

WELL LOCATION AND ACREAGE DEDICATION PLAT

" AP1 Number ! Pool Code } Pool Name
30 045 29908 71629 Basin Fruitland Coal
* Property Code } Property Name * Well Number
013361 Zappa 3
T OGRID No. ' Operstor Name * Elevation
006515 ‘Dugan Production Corporation 4 6738"
- 19 Surface Location
UL orlot go. | Section | Township | Range Lot Ida | Feet frum the North/South line Feet frum the East/Waest line Cousaty
p 27 22N 8w 790 South 1180 East San Juan
1 Bottom Hole Location If Different From Surface
UL or lot no. Section | Township Range Lot 1dn Feet from the North/South line Feet from the East/West line Cauanty
3 Dedicated Acres{ '* Joint or [afill | " Consolidation Code | ** Order No.
320

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION
' OPERATOR CERTIFICATION;

16
1 hereby certify that the informarion conwined herein is
irue and compleic 10 the best of my knowledge and belicf

frt b Be
Signature

John D. Roe

Printed Name

Engineering Manaaer
Title

| January 7, 2000

Date

SeCti on 27 m
- BSURVEYOR CERTIFICATION

1 heredy certify thas the well location shown on this plat
was ploited from field notes of actual surveys made by me
or under my supervision, and that the same is irue and
correct 10 the best of my belief.

April 6, 1999

Date of Survey "m'
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Spud:
Completed:
Drilled TD:

Casing:

Tubing:

Perforations:

Production.

Production
Potential:

Attachment No. 3
Well Completion & Production Potential Summary
Dugan Production Corp.’s Zappa No. 3
Unit P, Section 27, T-22N, R-8W
San Juan County, New Mexico

7-6-99

12-2-99

1405' Plugged back TD: 1362’

7", 204 @ 120'

4", 10.5% @ 139%'

23/8",4.7# @ 1198

Bisti Chacra — 1130', 1137, 1144, 1153', 1163', 1172', 1180', 1195', 1207', 1213', 1220',
1222, 1230', 1237, 1242', 1252'. Total 16 holes.

1. Breakdown 1130'-1252' w/100 gallons 15% HCL @1000 psi. Pumped in @
5 bpm & 800 psi. ISDP = 520 psi.

2. Breakdown 1130' - 1252' w/650 gallons 15% HCL & 32 ball sealers. Had good
ball action & balled out @ 3500 psi.

12-2-99 Swab tubing dry following acid breakdown.

12-3-99 SITP =S psig, SICP = 50 psig

12-4-99 SITP = 50 psig, SICP = 200 psig

" Check fluid level @ 750'.

Swab 1 time & well unloaded. Recovered approximately 2 bbl water.
Shut well in.
Check fluid level after 1 hr. No fluid entry. Shut well in.

12-7-99 SITP =207 psig SICP = 242 psig
Opened well to pit. Unloaded small amount of fluid. Tubing pressure
bled to 0 psig & casing to 60 psig with well flowing gas at a steady
blow - gas would burn. Shut well in pending frac stimulation.

Bisti Chacra Perforations 1130' — 1252

Completion and testing to date in the Zappa No. 3 indicates the Chacra is productive of
dry natural gas plus a small amount of water and has a shut-in pressure of 254 psia which
is similar to the initial shut-in pressures of other Chacra completions in the general area
(see Attachment No. 6). The Chacra will need to be fracture stimulated to establish

Page 1 of 7.



commercial gas rates. Although there are eight shut-in Chacra completions within
T22N, R8W (ref attachment No. 6), there are no wells that have produced beyond the
completion testing since a pipeline connection is currently not available. The nearest
Chacra production is in Dugan Production’s Dome Rusty 20-22-7 No. 1, located + 4
miles to the east (P-20-22N-7W). The production history for this well is presented on
page no. 4 of this attachment. A total of 31.1 million cubic feet of gas have been
produced over an 18 year period for an overall average of 4.75 mcfd. Initial production
averaged approximately 33 mcfd, and the well currently averages +3 mcfd.

Within T22N, R7W, there are a total of 27 Chacra completions with cumulative
production ranging from 9.4 to 113.5 mmcf and averaging + 50 mmcf per well. (Ref. pg
no. 5 of this attachment).

Basin Fruitland Coal

The Fruitland Coal occurs in the Zappa No. 3 wellbore from 752 to 775, and, based
upon cased hole logs plus sample analysis, is believed to be a 23' continuous coal
interval. To date the nearest test of the Fruitland Coal is in Dugan’s Zappa No. 2 (F-20-
22N-8W) approximately 3 miles to the northwest which was completed 9-12-94 testing
methane gas and water following a foam frac job which screened out after pumping +
15,000 Ibs of sand. A shut-in surface pressure of 187 psia has been measured which is
representative of the pressure anticipated for the Fruitland Coal @ + 750'. The nearest
established production from the Fruitland Coal is from Dugan Production’s Sapp No. 90
(B-29-24N-8W) approximately 12 miles to the north. The production history for the
Sapp No. 90 is presented on page No. 6 of this attachment. A total of 122.4 million
cubic feet of gas have been produced over a 5 year period for an overall average of +65
mcfd. Initial production averaged approximately 300 mecfd and the typical incline of gas
production from the Fruitland Coal has not been exhibited. Production had declined to +
3 mcfd and £%2 to 1 bwpd when rod pump equipment was installed increasing production
to +60 mcfd and 5 bwpd.

Within T24N-R8W there are a total of 10 Fruitland Coal completions with cumulative
production ranging from 631 mcfto 225.9 mmcf and averaging + 68 mmcf per well.

With reference to Attachment No. 7, it can be seen that the Zappa No. 3 is within + 8
miles of the southern outcrop of the Fruitland Coal in the San Juan Basin. This
combined with the fact that the nearest Fruitland Coal production is + 12 miles to the
north and a test of the Fruitland Coal + 3 miles to the northwest did confirm that
production potential does exist in the Fruitland Coal, however since a pipeline
connection is not currently available, sufficient testing has not occurred and we can only
say that the Fruitland Coal does appear to be productive of methane gas plus water.

Thus at this time, we expect to develop marginal gas rates from the Chacra and Fruitland
Coal in the Zappa No. 3, averaging 15-30 mcfd from each zone. Based upon an analysis

Page 2 of 7.



of production from 27 Chacra wells one township to the east and 10 Fruitland Coal wells
two townships to the north, we anticipate developing 50 to 60 mmcf of gas from each

zone.
Summary of Anticipated Zappa No. 3 Production
Initial Production Gas Reserves
MCFD BWPD MMCF
Basin Fruitland Coal 15 to 30 5t0 10 50 to 60
Bisti Chacra 15t0 30 1to2 50 to 60
Proposed allocation of Commingled Production*
Gas Water
Basin Fruitland Coal 50% 80%
Bisti Chacra 50% 20%

*NOTE: If the commingled production after 12 months of continuous
production exceeds 60 mcfd indicating that at least one of the zones is producing

at higher than anticipated rates, Dugan Production will consider addidtional
testing of the Zappa No. 3 in order to verify the appropriate production

allocation factors.

Page 3 of 7.
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Attachment No. 4
Offset Lease Ownership
Dugan Production Corp.’s Zappa No. 3
Unit P, Section 27, T-22N, R-8W
San Juan County, New Mexico
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Lease Ownershi

A = Dugan Production Corp. - P. O. Box 420, Farmington, NM 87499-0420
B = Daniel Gonzales - P. O. Box 2475, Santa Fe, NM 87504-2475

C = 40% Yates Petroleum - 105 S. 4* Street, Artesia, NM 88210
20% Myco Industries - P. O. Box 840, Artesia, NM 88210-0840
20% Abo Petroleum Corp. - 105 S. 4™ Street, Artesia, NM 88210
20% Yates Drilling Co. - 105 S. 4® Street, Artesia, NM 88210

D= 4% Yates Petroleum - 105 S. 4* Street, Artesia, NM 88210
32% Myco Industries - 105 S. 4 Street, Artesia, NM 88210
32% Abo Petroleum Corp. - 105 S.-4™ Street, Artesia, NM 88210
32% Yates Drilling Co. - 105 S. 4® Street, Artesia, NM 88210

#% = Zappa No. 3 Fruitland Coal Spacing Unit. Chacra Spacing Unit = SE/4
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February 11, 2000 CERTIFIED-RETURN RECEIPT REQUESTED

To:  Offset Lease Owners (Address List attached)

Re:  Application to NMOCD and BLM for
Downhole Commingling and Unorthodox Well Location
Basin Fruitland Coal and Bisti Chacra Gas Pools
Dugan Production’s Zappa No. 3
Unit P, Section 27, T-22N, R-8W
San Juan County, New Mexico

Dear Offset Lease Owner:
Attached is a copy of the subject application.

Our records indicate that you hold leasehold interest to acreage that is offsetting Dugan’s Zappa No. 3
well located in Unit P of Section 27, T-22N, R-8W. The spacing unit for the existing Bisti Chacra
completion is the SE/4 of Section 27 and the spacing unit for the proposed Basin Fruitland Coal
completion will be the S/2 of Section 27.

Should you have questions or need additional information, please feel free to contact me at the letterhead
address and phone number. Should you have an objection to either of our applications, you should
contact the NMOCD at 2040 South Pacheco in Santa Fe, New Mexico 87505 and we would appreciate
receiving a copy of your objection.

Sincerely,
f=— 0. fe

John D. Roe
Engineering Manager

JDR/mm
Attachments

cc: NMOCD - Aztec and Santa Fe
BLM

709 E. MURRAY DR. + P. O. BOX 420 » FARMINGTON, N.M. 87499-0420 ¢ PHONE: (505) 325-1821 * FAX# (505) 327-4613
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Address List
Offset Lease Ownership
Dugan Production Corp.’s Zappa No. 3
Unit P, Section 27, T-22N, R-8W
San Juan County, New Mexico

Lease Ownership

Abo Petroleum Corp. - 105 S. 4™ Street, Artesia, NM 88210
Daniel Gonzales - P. O. Box 2475, Santa Fe, NM 87504-2475
Myco Industries - P. O. Box 840, Artesia, NM 88210-0840
Myco Industries - 105 S. 4® Street, Artesia, NM 88210

Yates Drilling Co. - 105 S. 4% Street, Artesia, NM 88210

Yates Petroleum - 105 S. 4® Street, Artesia, NM 88210




