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STATE OF NEW MEXICO 
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This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , DAVID R. CATANACH, 
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Mexico Energy, Minerals and Natural Resources Department, 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:12 a.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l Case 

11,752. 

MR. CARROLL: A p p l i c a t i o n of KCS Medallion 

Resources, I n c . , f o r an unorthodox gas w e l l l o c a t i o n , Eddy 

County, New Mexico. 

EXAMINER CATANACH: C a l l f o r appearances i n t h i s 

case. 

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe 

rep r e s e n t i n g the Appli c a n t . 

I have one witness, Dave Shatzer. I f we could 

have the record r e f l e c t t h a t he was p r e v i o u s l y sworn and 

q u a l i f i e d as an expert petroleum g e o l o g i s t . 

EXAMINER CATANACH: Okay, the record s h a l l 

r e f l e c t t h a t Mr. Shatzer has been p r e v i o u s l y q u a l i f i e d and 

i s s t i l l under oath. 

MR. CARR: May i t please the Examiner, my name i s 

Wi l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr, 

Berge and Sheridan. 

We're e n t e r i n g our appearance i n t h i s case f o r 

MYCO I n d u s t r i e s , Inc. We do not i n t e n d t o c a l l a witness. 

EXAMINER CATANACH: Okay. Mr. Bruce? 

MR. BRUCE: Mr. Examiner, t h i s case, KCS 

Medallion o r i g i n a l l y a p p l i e d f o r a l o c a t i o n 560 f e e t from 
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the n o r t h and east l i n e s of the s e c t i o n . They have 

subsequently moved the l o c a t i o n t o 990 f e e t from the n o r t h 

and east l i n e s of the s e c t i o n , and t h a t i s the l o c a t i o n 

t h a t we request approval of today. 

DAVID C. SHATZER. 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Shatzer, would you r e f e r t o your E x h i b i t 1 

and i d e n t i f y the primary zone of i n t e r e s t i n t h i s w e l l ? 

A. Okay. E x h i b i t 1 i s the production map, again, 

only the Morrow w e l l s p e n e t r a t i n g the Morrow are shown i n 

the l a r g e c i r c l e s on t h i s map. And t h i s map i s color-coded 

f o r the f o u r zones t h a t produce — deeper zones t h a t 

produce i n t h i s area. The Morrow i s the primary t a r g e t f o r 

t h i s prospect, and i t i s shown i n green c o l o r . There's 

also q u i t e a b i t of Atoka production; i t ' s shown i n p u r p l e . 

And then some very i n s i g n i f i c a n t minor p r o d u c t i o n comes 

from the Strawn, and then the upper Penn i n t h i s area, and 

t h a t ' s i n red and blue r e s p e c t i v e l y . 

The — Section 27 i s where we're proposing t o 

d r i l l . That l o c a t i o n on a l l these p l a t s i s shown i n the 

open small c i r c l e , and the standard l o c a t i o n t h a t would be 

660 from the n o r t h and 1650 from the east l i n e i s shown 
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w i t h the c i r c l e w i t h the X through i t , so t h a t t he proposed 

l o c a t i o n 990/990 from the nor t h and east i s i n the open 

c i r c l e , and t h a t Section 27 i s producing p r e s e n t l y w i t h 

n o r t h - h a l f / s o u t h - h a l f p r o r a t i o n u n i t s dedicated t o Atoka 

fo r m a t i o n production, and t h a t we're proposing t o d r i l l a 

w e l l f o r the Morrow. 

Q. Would you r e f e r t o your E x h i b i t 2 and discuss the 

reason f o r your l o c a t i o n ? 

A. Okay, E x h i b i t 2 i s the middle Morrow pay sand, 

net p o r o s i t y isopach greater than 8 percent, and we f e e l 

t h a t t h i s i s a good c u t o f f necessary i n t h i s area f o r t h i s 

middle Morrow pay sand, and the producers t h a t produce from 

t h a t p a r t i c u l a r middle Morrow sand are color e d i n green. 

And — So t h a t w e l l s t h a t are not co l o r e d d i d not 

have any production from t h a t p a r t i c u l a r zone. I t could 

have been i n another Morrow zone or the Atoka, but not — 

not from t h a t middle Morrow zone t h a t i s the su b j e c t of our 

request today, and t h a t i n t h i s area we f e e l l i k e t h a t the 

sand i s necessary t o — necessary t o — you need around 15 

f e e t of net sand t o get good production from t h i s sand, and 

we have some examples of w e l l s t h a t d i d n ' t get 15 f e e t of -

- or d i d n ' t get a l o t more than 15 f e e t , t h a t d i d n ' t make 

very good w e l l s . 

Section 2 3 has 16 f e e t of net-pay sand i n t h i s 

zone, and t h a t was uneconomic a t around 69 — 68 m i l l i o n . 
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And then i n Section 27, southwest of Section 27, t h a t w e l l 

had 13 f e e t of net pay sand, and i t only made 12 3 m i l l i o n 

and was r a t h e r t i g h t and poor appearance on the logs, so 

t h a t the t a r g e t r e s e r v o i r we're l o o k i n g f o r seems t o have 

some minimum standards. 

The two main pay sands i n t h i s r e s e r v o i r are 

loc a t e d i n the I u n i t of Section 22, and t h a t w e l l i s 

making over 7 m i l l i o n a day from t h i s zone. And als o the 

w e l l i n the E u n i t of Section 26, which i s making over 3.5 

m i l l i o n a day from — also from t h i s zone. 

Q. Mr. Shatzer, you said you'd l i k e a t l e a s t 15 

f e e t . Would i t be b e t t e r t o have more l i k e 2 0 f e e t , based 

on these two poor w e l l s t h a t you j u s t mentioned? 

A. Oh, yes, you know, the — I t j u s t seems l i k e t h a t 

the p o r o s i t y and perm c h a r a c t e r i s t i c s of having clean sand 

along w i t h a good net f i g u r e i n the 15- t o 2 0-foot range i s 

what we're l o o k i n g f o r , and so t h e r e f o r e we've needed t o 

stay away from the northwest p o r t i o n of 27 where t h a t w e l l 

on the cros s - s e c t i o n t h a t w i l l be shown, E x h i b i t 4, shows 

only t h r e e f e e t of net, and t h a t we need t o stay away from 

t h a t . 

But y e t there's some p o r t i o n of t h i s r e s e r v o i r 

t h a t appears t o be on Section 27. 

Q. Okay. What i s E x h i b i t 3? 

A. E x h i b i t 3 i s the Morrow s t r u c t u r e map, and i t ' s 
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the top of the lower Morrow base of the Morrow massive 

shale. And i t shows a general southeast d i p , and we have 

not seen any water production i n t h i s middle Morrow sand, 

so t h a t the s t r u c t u r e map and r e l a t i v e s t r u c t u r e p o s i t i o n 

i s not deemed important t o t h i s prospect. 

Q. Okay. Why don't you move on t o E x h i b i t 4 and 

discuss some of these w e l l s of i n t e r e s t i n the area? 

A. Okay, E x h i b i t 4 i s a cross-section A-A', and t h i s 

c r o s s - s e c t i o n A-A' r e a l l y deals w i t h a l l f o u r of the 

c l o s e s t w e l l s t o our proposed l o c a t i o n , i t r e a l l y brackets 

our proposed l o c a t i o n . 

And s t a r t i n g from l e f t t o r i g h t a t A, t h a t o l d 

Southland w e l l has been productive i n the lower Morrow — 

or i n the middle Morrow green sand, but you can see t h a t i t 

i s very poor l o o k i n g on the gamma ray, i n s o f a r as 

r a d i o a c t i v i t y , and the sand i s r a t h e r t i g h t on the dual 

l a t e r a l l o g t h a t ' s shown. The l o g t h a t ' s shown on the 

l e f t - h a n d side of each i n d i v i d u a l w e l l i s the r e s i s t i v i t y 

l o g , and t h a t i n d i c a t e s a very t i g h t w e l l , and t h a t ' s why 

i t only made 123 m i l l i o n . 

And then as we move up t o the next l o c a t i o n i n 

the C u n i t of Section 27, t h a t Southland w e l l never had any 

Morrow prod u c t i o n , t h a t the t a r g e t zone i s t h i n and, you 

know, can be c o r r e l a t e d t o the other w e l l s , but i t ' s j u s t 

poor a l l the way around. And i t also made an Atoka w e l l 

STEVEN T. BRENNER, CCR 
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r i g h t from the s t a r t , and i t ' s s t i l l producing i n the 

Atoka. 

The proposed l o c a t i o n i s shown, as I s a i d , 

990/990 from the n o r t h and east, and from t h a t l o c a t i o n we 

can see the t a r g e t sand i n the Yates Reflex Federal Number 

1 i n Section 22, and i t has got good pay c h a r a c t e r i s t i c s . 

I t a lso has p e r f o r a t i o n s i n a sand t h a t i s below the middle 

Morrow sand t h a t I've colored green. 

I t h i n k t h a t t h i s lower sand i s probably a 

r e l a t i v e l y smaller c o n t r i b u t o r t o the o v e r a l l p r o d u c t i o n , 

t h a t the m a j o r i t y of the production from t h i s good Morrow 

w e l l i s coming out of the i n t e r v a l c olored i n green. The 

dual l a t e r a l l o g shows extremely good in v a s i o n p r o f i l e , 

i n d i c a t i n g good p e r m e a b i l i t y and t h a t — 

Then we move down t o the l a s t w e l l on the cross-

s e c t i o n a t A', and t h a t w e l l was d r i l l e d i n the west side 

of Section 26, and i t also has t h i s same zone t h a t ' s 

p r o d u c t i v e i n Section 22, and i t has a l i t t l e b i t less 

p e r m e a b i l i t y but i s a very good producer i n i t s own r i g h t 

and has no development of t h a t lower sand outside of the 

green middle Morrow sand. And so the only p e r f o r a t i o n s are 

i s o l a t e d i n the middle Morrow green sand, and so i t ' s 

producing over 3 m i l l i o n a day s o l e l y from the middle 

Morrow green sand. 

Q. And t h a t f i r s t Yates w e l l i s producing over 7 

STEVEN T. BRENNER, CCR 
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m i l l i o n a day? 

A. Yes. 

Q. Could you i d e n t i f y your E x h i b i t and name the 

o f f s e t s ? 

A. E x h i b i t 5 i s the o f f s e t t r a c t ownership p l a t . 

And t h i s shows t h a t our es t a b l i s h e d n o r t h - h a l f p r o r a t i o n 

u n i t i s bounded on a l l other three sides t h a t we're moving 

toward by MYCO/Yates. 

And as I said before, the Section 22 has good — 

the best w e l l t h a t they have i n the area. Section 2 6 has a 

very good w e l l . Section 23 was p e r f o r a t e d f o r a s h o r t time 

i n t h i s zone but was a poor producer a t only 65 m i l l i o n and 

i s now recompleted i n the upper Penn, so t h a t r e a l l y 

MYCO/Yates i s the operator of the thr e e t r a c t s t h a t 

surround us. 

Q. And was MYCO n o t i f i e d of t h i s hearing? 

A. Yes, they were. 

Q. And i s E x h i b i t 6 my a f f i d a v i t of notice? 

A. Yes, i t i s . 

Q. Has KCS Medallion discussed i t s proposed l o c a t i o n 

990 f e e t from the n o r t h and east l i n e s w i t h MYCO? 

A. Yes, we have. 

Q. And does E x h i b i t 7 r e f l e c t an agreement between 

Medallion and MYCO under which Medallion's proposed w e l l 

would be subject t o a 25-percent penalty on production? 

STEVEN T. BRENNER, CCR 
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A. Yes, i t i s . This i s the agreement t h a t we 

reached w i t h MYCO, and they signed a p o r t i o n of i t . 

Q. And what i s E x h i b i t 8? 

A. E x h i b i t 8 i s a l e t t e r from Harvey E. Yates 

Company, also agreeing t o the penalty agreement t h a t was 

signed by Yates Petroleum. 

Q. And Heyco i s a nonoperating working i n t e r e s t 

owner i n MYCO's — some of MYCO's well? 

A. Yes. 

Q. I n your opinion, i s the g r a n t i n g of t h i s 

A p p l i c a t i o n w i t h the p e n a l t i e s agreed t o by MYCO and 

Medallion i n the i n t e r e s t of conservation and the 

pr e v e n t i o n of waste? 

A. Yes, i t i s . 

Q. And were E x h i b i t s 1 through 8 prepared by you or 

compiled from company business records? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I would tender the 

admission of KCS Medallion E x h i b i t s 1 through 8. 

EXAMINER CATANACH: E x h i b i t s 1 through 8 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Shatzer, MYCO i s the operator of the o f f s e t 

w ells? 

STEVEN T. BRENNER, CCR 
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A. Yes, i t ' s a Yates company. 

Q. Your agreement w i t h MYCO w i l l be p o l i c e d by 

yo u r s e l f and MYCO, and the D i v i s i o n r e a l l y won't have 

anything t o do w i t h i t ? 

A. That's my understanding, t h a t we would agree t o 

have the w e l l f l o w - t e s t e d t o e s t a b l i s h the r a t e a t which 

the 2 5-percent penalty would be app l i e d t o . 

MR. BRUCE: We would ask t h a t t h a t l e t t e r 

agreement be r e f l e c t e d i n the order issued i n t h i s case, 

and t h a t l e t t e r agreement does provide f o r Medallion t o 

submit prod u c t i o n data t o MYCO on a monthly basis, so t h a t 

i t can be monitored by MYCO. 

Q. (By Examiner Catanach) At your proposed 

l o c a t i o n , the new proposed l o c a t i o n , 990/990, you're going 

t o encounter, according t o your map, over 2 0 f e e t of net 

pay i n the middle Morrow; i s t h a t your i n t e r p r e t a t i o n ? 

A. Yes, t h a t ' s our i n t e r p r e t a t i o n . 

Q. Do you f e e l l i k e moving t o a standard l o c a t i o n 

you're going t o encounter somewhere i n the area of 15 feet? 

A. Yes, I t h i n k — I bel i e v e t h a t the r e s e r v o i r ' s 

net — e f f e c t i v e pay c h a r a c t e r i s t i c s are going t o t h i n 

r a p i d l y . I mean, b a s i c a l l y i n Section 22 Yates has a very 

good Morrow w e l l i n the I l o c a t i o n , and then over i n 

Section 22, why, you have a w e l l t h a t ' s not shown on t h i s 

c r o s s - s e c t i o n , but i t looks equ a l l y as bad as the w e l l t h a t 

STEVEN T. BRENNER, CCR 
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i s shown, w i t h three f e e t , t h a t ' s j u s t two l o c a t i o n s away. 

I mean, the — I be l i e v e t h a t the pay 

c h a r a c t e r i s t i c s change very r a p i d l y i n t h i s r e s e r v o i r . 

Q. Who operates the Atoka w e l l i n the n o r t h h a l f of 

Section 27? 

A. That's operated by Meridian, now B u r l i n g t o n 

Resources, and i t ' s i n the process of being s o l d t o Magnum-

Hunter . 

And t h a t would be the same f o r the so u t h - h a l f 

Atoka w e l l as w e l l . Magnum-Hunter has made a l a r g e 

purchase of p r o p e r t i e s from B u r l i n g t o n / M e r i d i a n . 

Q. Where are those r i g h t s separated? Do you know? 

A. Well, what i s — i n s o f a r — i n s o f a r as the r i g h t s 

are t o the — w i t h the operator, they r e t a i n the Atoka 

r i g h t s throughout the no r t h h a l f , so t h a t we don't -- we do 

not have Atoka r i g h t s i n the no r t h h a l f from t h a t . 

Now, one of our — or two of our agreements do 

have other r i g h t s above the Atoka. But, you know, the 

Atoka i s communitized and dedicated t o t h a t n o r t h - h a l f 

p r o r a t i o n u n i t , so we wouldn't have Atoka r i g h t s a t our 

proposed w e l l s i t e i n any case. 

Q. I s t h a t the only t h i n g t h a t you're excluded from, 

i s t he Atoka? 

A. One of our agreements has a l l r i g h t s above the 

Atoka excluded. That's 2 5-percent i n t e r e s t t h a t we — We 
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hol d n e a r l y 100 percent of the r i g h t s f o r the Morrow t o 

d r i l l t h i s w e l l . But the 25 percent of those r i g h t s , t h a t 

p a r t i c u l a r agreement excludes formations above the Atoka. 

The other ones, I b e l i e v e , do not. The Atoka i s f i l l e d out 

i n any case, as a window t o t h a t n o r t h h a l f . 

Q. Okay, and you obtained -- t h i s was a l l by 

agreement w i t h Burlington? 

A. B u r l i n g t o n and three other p a r t i e s . 

Q. Okay. So you've got no p o t e n t i a l f o r an Atoka 

completion a t your proposed l o c a t i o n ? 

A. No. And i t would be drained anyway. There's 

over 8 — Over 8 b i l l i o n cubic f e e t have come out of 

Section 27, between those two w e l l s . 

Q. I s there any upper Penn p o t e n t i a l here? 

A. Upper Penn, no, t h a t — I haven't seen any. The 

w e l l i s not t h a t good t h a t Yates has recompleted i n Section 

23. I t only makes — I t ' s i n a c t i v e . I t made 170 m i l l i o n 

and i s i n a c t i v e . So I don't see the upper Penn as a 

p o t e n t i a l . Really, i t ' s predominantly a Morrow prospect. 

EXAMINER CATANACH: I have nothing f u r t h e r . 

Mr. Carr, do you have anything of t h i s witness? 

Did you have any questions? 

MR. CARR: I have no guestions of t h i s witness. 

EXAMINER CATANACH: Okay. 

MR. CARR: I have a b r i e f statement. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

15 

EXAMINER CATANACH: Okay. 

MR. BRUCE: I have nothing f u r t h e r i n t h i s 

matter. 

EXAMINER CATANACH: Okay, l e t ' s l e t Mr. Carr give 

h i s statement. 

MR. CARR: Mr. Catanach, MYCO I n d u s t r i e s , I n c . , 

supports the A p p l i c a t i o n of KCS Medallion Resources, I n c . , 

i n t h i s matter, subject t o the p r o v i s i o n s of the A p r i l 14, 

1997, agreement. 

EXAMINER CATANACH: Okay, anything f u r t h e r ? 

MR. BRUCE: No, s i r . 

EXAMINER CATANACH: There being n o t h i n g , f u r t h e r , 

Case 11,752 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

9:34 a.m.) 

* * * 
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