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IN THE MATTER OF THE HEARING CALLED BY 
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PURPOSE OF CONSIDERING: 

APPLICATION OF MATADOR OPERATING COMPANY 
FOR AN UNORTHODOX GAS WELL LOCATION AND 
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ORIGINAL 
REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 
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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, 

Hearing Examiner, on Thursday, January 10th, 2001, a t the 

New Mexico Energy, Minerals and Nat u r a l Resources 

Department, 1220 South Saint Francis Drive, Room 102, Santa 

Fe, New Mexico, Steven T. Brenner, C e r t i f i e d Court Reporter 

No. 7 f o r the State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

10:02 a.m.: 

EXAMINER CATANACH: Okay, a t t h i s time w e ' l l c a l l 

the h earing back t o order, and w e ' l l c a l l Case Number 

12,786, the A p p l i c a t i o n of Matador Operating Company f o r an 

unorthodox gas w e l l l o c a t i o n and simultaneous d e d i c a t i o n , 

Eddy County, New Mexico. 

C a l l f o r appearances. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of the Ap p l i c a n t , and I have two witnesses t o be 

sworn. 

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

W i l l i a m F. Carr w i t h Holland and Hart, L.L.P. We represent 

Chevron/Texaco. We do not I have a witness. 

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

re p r e s e n t i n g Kerr-McGee O i l and Gas Onshore, L.L.C. I have 

do not have a witness. 

EXAMINER CATANACH: Any a d d i t i o n a l appearances? 

Okay, w i l l the two witnesses please stand t o be 

sworn in? 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Catanach, l e t me g i v e you a 

sh o r t summary of what we're asking you t o do t h i s morning. 

I f y o u ' l l t u r n t o E x h i b i t 1, t h i s u n f o r t u n a t e l y i s not a 

STEVEN T. BRENNER, CCR 
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very good r e p r e s e n t a t i o n of where you are. 

We are i n the very southern end of the I n d i a n 

Basin-Upper Penn Gas Pool. I t ' s the p r o r a t e d gas pool on 

64 0 acres, standard w e l l l o c a t i o n s are 1650. We're l o o k i n g 

a t Section 21. 

Now, h i s t o r i c a l l y , Section 21 has been a 

nonstandard p r o r a t i o n u n i t . I t was approved back i n 1969 

f o r some f e l l o w named Mershon. And he d r i l l e d t he Mershon 

1 w e l l i n Section 21, up i n the northeast q u a r t e r . 

The Commission then, a t h i s request, issued and 

approved a 3 60-acre nonstandard spacing u n i t f o r the gas 

po o l . I t c o n s i s t s of the n o r t h h a l f of Section 21 and then 

the n o r t h e r n s t r i p , i f you w i l l , of the south h a l f . And 

w e ' l l show you a map i n a minute. 

The subject of t h i s hearing i s the Mershon 2 

w e l l , up i n the northwest of 21. I t ' s 415 from the n o r t h 

l i n e , i t ' s 1201 from the west l i n e . 

That spacing u n i t was operated u n t i l r e c e n t l y by 

Marathon. Marathon had app l i e d and obtained an APD 

approved f o r the Mershon Number 2 w e l l , t h i s same one, had 

reached a s t i p u l a t e d penalty w i t h Kerr-McGee as the 

o f f s e t t i n g i n t e r e s t owner, and they u t i l i z e d what i s the 

conventional penalty i n I n d i a n Basin Gas Pool of a 

pr o d u c t i v e acreage component, plus a location-encroachment 

component. 
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Then Marathon made a deal w i t h Matador, and 

Matador replaced Marathon as the operator. However, i n 

t h a t process Marathon had not y e t obtained approval f o r the 

w e l l l o c a t i o n , and Matador simply overlooked the f a c t t h a t 

the l o c a t i o n had not been approved, although the APD had 

been issued. So they have commenced the w e l l , i t has, i n 

f a c t , been d r i l l e d , and i t ' s s i t t i n g out t h e r e w a i t i n g f o r 

a c t i o n by you. 

The A p p l i c a t i o n asks f o r simultaneous d e d i c a t i o n . 

You may d e l e t e t h a t , because the Number 2 w e l l , the new 

w e l l , i s i n f a c t a replacement w e l l . 

So Matador has gone through the process of 

g e t t i n g a l l the people a f f e c t e d t o r e c o n f i r m the p e n a l t y 

formula t h a t Marathon and Kerr-McGee s t i p u l a t e d t o , we've 

gone through a l l the notices again, and we're here t o 

demonstrate t h a t we have a settlement as t o the p e n a l t y i n 

terms of c o r r e l a t i v e r i g h t s . And Mr. Mark V i r a n t i s the 

p r i n c i p a l landman f o r Matador t h a t accomplished a l l t h a t 

f o r us. 

And then we have a short p r e s e n t a t i o n t o confirm 

f o r you Matador's geology about the l o c a t i o n , which simply 

supports what Marathon had determined was the a p p r o p r i a t e 

l o c a t i o n . 

So t h a t ' s what we're asking you t o do, i s t o 

approve a l o c a t i o n f o r a d r i l l e d w e l l . 

STEVEN T. BRENNER, CCR 
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MARK A. VIRANT. 

the witness h e r e i n , a f t e r having been f i r s t duly 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. KELLAHIN: 

Q. Mr. V i r a n t , f o r the record, s i r , would you please 

s t a t e your name and occupation? 

A. Mark V i r a n t , I'm the Permian land manager f o r 

Matador Petroleum i n Dallas. 

Q. On p r i o r occasions have you t e s t i f i e d before the 

D i v i s i o n ? 

A. I have. 

Q. And on behalf of your company have you assumed 

the r e s p o n s i b i l i t y f o r handling the various agreements and 

settlements concerning the l o c a t i o n of what i s now the 

Matador Mershon Number 2 well? 

A. Yes, s i r . 

Q. And a l l t h i s i s s t u f f t h a t you know? 

A. That's c o r r e c t . 

MR. KELLAHIN: We tender Mr. V i r a n t as an expert 

witness. 

EXAMINER CATANACH: Any o b j e c t i o n ? 

MR. CARR: No o b j e c t i o n . 

EXAMINER CATANACH: Mr. V i r a n t i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) When we look a t E x h i b i t 1, Mr. 

STEVEN T. 
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V i r a n t , what are we l o o k i n g at? 

A. I t ' s a l o c a t i o n map t h a t shows the l o c a t i o n of — 

as Mr. K e l l a h i n s a i d , of the Mershon Gas Com Number 2 i n 

the northwest q u a r t e r of Section 21. 

Q. Does Matador also operate the spacing u n i t i n 

Section 20, j u s t t o the west? 

A. Yes, Matador i s the operator of the spacing u n i t 

i n Section 20. 

Q. A l l r i g h t , i t ' s the I.B. Federal Com w e l l — 

A. That•s c o r r e c t . 

Q. — and t h a t was the subject of a compulsory 

p o o l i n g hearing heard by Mr. Catanach back i n February of 

l a s t year, r i g h t ? 

A. That's c o r r e c t . 

Q. That's a 64 0-acre spacing u n i t ? 

A. Yes, s i r . 

Q. A l l r i g h t . Let's set aside the l o c a t o r . E x h i b i t 

Number 2, I'm not going t o ask you t o go through t h i s , 

other than simply t o i d e n t i f y i t f o r Mr. Catanach as a 

summary of your communications and e f f o r t s t o get a 

s t i p u l a t e d p e nalty f o r the w e l l . 

A. That's c o r r e c t , t h a t ' s a communication summary. 

Q. A l l r i g h t . Let's t u r n t o the s p e c i f i c 

documentation now, so Mr. Catanach can see the chronology 

of how we have resolved any p o t e n t i a l r i g h t s issues. 

STEVEN T. BRENNER, CCR 
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S t a r t i n g w i t h the August 4th l e t t e r , E x h i b i t Number 3, what 

does t h i s represent? 

A. This i s a l e t t e r between Kerr-McGee and Marathon. 

When Marathon had permi t t e d the Mershon Gas Com Number 2, 

t h i s l e t t e r — Kerr-McGee waives i t s o b j e c t i o n t o the 

unorthodox l o c a t i o n . 

Q. Okay. A l l r i g h t , l e t ' s go past t h a t l e t t e r . 

What i s E x h i b i t Number 4? 

A. E x h i b i t Number 4 i s the v o l u n t a r y agreement 

between Matador and Chevron regarding Section 20, which i s 

the u n i t f o r the I.B. Federal. 

Q. A l l r i g h t , there was a f o r c e p o o l i n g f o r the I.B. 

Federal i n Section 20, force-pooled Chevron's i n t e r e s t ? 

A. That's c o r r e c t . 

Q. And the f o r c e - p o o l i n g l a t e r was s u b s t i t u t e d by a 

v o l u n t a r y l e t t e r agreement? 

A. That's c o r r e c t . 

Q. And t h i s i s t h a t agreement? 

A. Yes. 

Q. Okay. I s ther e anything i n the l e t t e r agreement 

about the Federal Com w e l l t h a t l i n k s i t i n any way t o the 

Mershon Number 2? 

A. Yes, the agreement provides t h a t Matador w i l l 

d r i l l t he Mershon Gas Com Number 2 w e l l p r i o r t o the I.B. 

Federal. Chevron w i l l r e c e i ve, and has received, a l l w e l l 

STEVEN T. BRENNER, CCR 
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data from the Mershon Gas Com Number 2 w e l l . A f t e r 30 days 

of p r o d u c t i o n , Chevron has an e l e c t i o n t o e i t h e r 

p a r t i c i p a t e i n the I.B. Federal f o r t h e i r 50-percent 

i n t e r e s t , or they've agreed t o farm out t o us. 

Q. So Chevron has an i n t e r e s t i n Section 2 0 — 

A. That's c o r r e c t . 

Q. — when we look a t the l o c a t o r map? 

A. That's c o r r e c t . 

Q. When we look a t the spacing u n i t s towards whom 

the Mershon 2 w e l l encroaches — 

A. Uh-huh. 

Q. — i t would encroach towards the n o r t h , Section 

16? 

A. Which i s operated by Chevron. 

Q. A l l r i g h t , and i t would encroach on the diagonal 

t o 17? 

A. Which i s operated by Kerr-McGee. 

Q. A l l r i g h t . And you have obtained r a t i f i c a t i o n s 

of the s t i p u l a t i o n s w i t h those companies as t o the 

pro d u c t i o n allowable f o r the Mershon Number 2? 

A. Yes. 

Q. A l l r i g h t , l e t ' s t u r n past E x h i b i t Number 4 and 

have you i d e n t i f y E x h i b i t Number 5. 

A. E x h i b i t Number 5 i s the agreement between 

Marathon and Matador s t a t i n g t h a t the Mershon Gas Com 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Number 2 i s a replacement w e l l f o r the Number 1 w e l l . 

Q. The purpose of t h i s l e t t e r i s t o remove any doubt 

about having more than a s i n g l e operator i n a spacing u n i t 

i n t he same pool? 

A. That's c o r r e c t . 

Q. A l l r i g h t . So the Mershon Number 2 w e l l i s t o be 

a replacement w e l l , and the Number 1 w e l l continues t o be 

t e m p o r a r i l y abandoned? 

A. That's c o r r e c t . 

Q. Yet Marathon has c o n t r o l of the wel l b o r e f o r 

other formations? 

A. That's c o r r e c t . 

Q. Or other uses? 

A. Uh-huh. 

Q. A l l r i g h t . E x h i b i t Number 6, i d e n t i f y and 

describe t h a t f o r us. 

A. E x h i b i t Number 6 i s the waiver between Matador 

and Kerr-McGee whereby Kerr-McGee waived i t s o b j e c t i o n t o 

the unorthodox l o c a t i o n . Attached t o t h i s January 3rd 

l e t t e r i s the August 4th l e t t e r . Matador merely r a t i f i e d 

t he August 4th agreement between Kerr-McGee and Marathon. 

Q. Okay. Now t u r n t o E x h i b i t Number 7. What's 

t h a t ? 

A. E x h i b i t Number 7 i s the waiver whereby Chevron 

has waived any o b j e c t i o n t o the unorthodox l o c a t i o n . 

STEVEN T. BRENNER, CCR 
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Q. As p a r t of t h a t waiver process, the companies 

have agreed on what I've char a c t e r i z e d t o be a s t i p u l a t e d 

penalty? 

A. That i s c o r r e c t . 

Q. When we t u r n t o E x h i b i t 8, t u r n t o the second 

page. Under numbered paragraph (5) i t sets out the 

p e n a l t y , the corresponding allowable, i f you w i l l , and i t 

shows how the c a l c u l a t i o n was made? 

A. That's c o r r e c t . 

Q. I s t h a t a c a l c u l a t i o n t h a t i s an agreement, t o 

the best of your knowledge, between Matador, Kerr-McGee and 

Chevron/Texaco? 

A. Yes, s i r , a l l the p a r t i e s have agreed t o i t . 

Q. A l l r i g h t . Now, l e t ' s go t o the s u b j e c t of the 

e x i s t i n g nonstandard p r o r a t i o n u n i t f o r the Mershon Number 

1 w e l l , 360 acres. Does research of the records r e f l e c t a 

Commission a c t i o n on t h a t nonstandard p r o r a t i o n u n i t ? 

A. Yes, E x h i b i t 9. 

Q. Yes, s i r , and what i s t h i s ? 

A. That's the order of the Commission whereby the 

A p p l i c a t i o n of Paul Mershon f o r the Mershon Gas Com Number 

1 was approved f o r the nonstandard l o c a t i o n . 

Q. Okay. Let's t u r n t o E x h i b i t 10 and show Mr. 

Catanach the c o n f i g u r a t i o n of the 360-acre nonstandard 

p r o r a t i o n u n i t . 

STEVEN T. BRENNER, CCR 
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A. I t ' s the n o r t h h a l f , and then — I t ' s the n o r t h 

h a l f of 21, and then i t ' s the n o r t h h a l f of the n o r t h h a l f 

of the n o r t h h a l f of the south h a l f of 21, being 40 acres. 

Q. Okay, a l l r i g h t . Following t h a t , E x h i b i t Number 

11 i s what? 

A. That i s the BLM permit of Marathon f o r the 

Mershon Gas Com Number 2 w e l l . 

Q. A l l r i g h t . And then attached t o t h a t i s t h e i r 

f i l i n g of a C-102 t h a t shows the l o c a t i o n 415 by 1201? 

A. Yes, s i r . 

Q. There's a t y p o g r a p h i c a l e r r o r on t h a t C-102 as t o 

acreage, i s t h e r e not? 

A. Yes, s i r . 

Q. I t should be — 

A. Should be 3 60. 

Q. A l l r i g h t . Following the a p p l i c a t i o n f o r permit 

t o d r i l l , E x h i b i t Number 12 represents what, Mr. V i r a n t ? 

A. That's the sundry n o t i c e whereby the BLM extended 

the Marathon permit f o r the Mershon Gas Com Number 2. But 

more i m p o r t a n t l y , i t t r a n s f e r r e d i t t o Matador Operating 

Company. 

Q. Okay. At t h i s p o i n t , then, Mr. V i r a n t , does 

Matador b e l i e v e t h a t we have accomplished an agreed 

s t i p u l a t e d p e n a l t y f o r the producing allowable on the 

Mershon Number 2 well? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r , we have. 

Q. Do you be l i e v e we have solved the c o r r e l a t i v e -

r i g h t s concerns of a l l a f f e c t e d p a r t i e s ? 

A. Yes, s i r . 

Q. And the w e l l , i n f a c t , now has been d r i l l e d , has 

i t not? 

A. That i s c o r r e c t . 

Q. Okay. E x h i b i t Number 13 i s my c e r t i f i c a t e of 

n o t i c e . I t was sent t o Chevron. I n a d d i t i o n , we've got 

the approvals of Kerr-McGee as t o the l o c a t i o n and the 

proceeding today? 

A. (Nods) 

MR. KELLAHIN: A l l r i g h t , t h a t concludes my 

examination of Mr. V i r a n t . We move the i n t r o d u c t i o n of 

E x h i b i t s 1 through 13. 

EXAMINER CATANACH: E x h i b i t s 1 through 13 w i l l be 

admitted as evidence. 

Mr. Carr, any questions? 

MR. CARR: No questions. 

EXAMINER CATANACH: Mr. Bruce? 

MR. BRUCE: No questions. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. V i r a n t , t h i s i s a 360-acre nonstandard 

p r o r a t i o n u n i t . 

STEVEN T. BRENNER, CCR 
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A. That's c o r r e c t . 

Q. I t ' s not a r e s u l t of a sho r t s e c t i o n , i t ' s j u s t 

the way t h i s u n i t was est a b l i s h e d , r i g h t ? 

A. That's c o r r e c t . 

Q. This p r o r a t i o n u n i t , being 360 acres, would not 

normally receive a f u l l allowable i n the I n d i a n Basin-Upper 

Pennsylvanian Pool; i s t h a t correct? 

A. That's c o r r e c t . 

Q. I t would receive an allowable based upon i t s 

acreage? 

A. Yes, s i r . 

Q. Okay. My question i s , i s the pen a l t y — which I 

understand t o be 59.3-percent penalty — i s t h a t t o be 

a p p l i e d against the reduced allowable because of the 

acreage? 

A. I t ' s a combination of the acreage and the 

footage. 

Q. Okay. So the acreage i s included i n the penalty 

f o r t h e well? 

A. That's c o r r e c t . 

Q. Okay, I see. And t h a t was simply averaged? 

A. Yes, s i r . 

Q. Do you by any chance know what the c u r r e n t 

allowable i s f o r a standard well? 

A. 6.6 m i l l i o n a day. 

STEVEN T. BRENNER, CCR 
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Q. 6.6. So you would simply take 4 0.7 percent of 

t h a t — 

A. That's c o r r e c t . 

Q. — t o a r r i v e a t your allowable p r o d u c t i o n f o r 

t h i s w e l l ? 

A. Yes, s i r . 

Q. And t h a t w i l l remain the same; as long as the 

allo w a b l e doesn't change, the allowable f o r your w e l l w i l l 

not change? 

A. That's c o r r e c t . 

Q. Okay. Mr. V i r a n t , w i l l Matador continue t o 

monitor the production t o make sure t h a t your p r o d u c t i o n 

does not exceed t h a t allowable? 

A. Abso l u t e l y . 

Q. The reason I ask i s t h a t I'm not sure t h a t the 

D i v i s i o n i s going t o be able t o p o l i c e t h i s a l l owable and 

pr o d u c t i o n from your w e l l , and so I would suggest t h a t the 

p a r t i e s present monitor the production t o make sure t h a t i t 

remains below t h a t allowable. 

What i s your w e l l — Have you t e s t e d your well? 

A. We have not. We spudded the w e l l on December 

5th, we set pipe and released the r i g on Christmas day. 

I t ' s c u r r e n t l y s i t t i n g out th e r e . 

Q. Okay. And i t ' s my understanding t h a t the Number 

1 w e l l i s c u r r e n t l y t e m p o r a r i l y abandoned? 

STEVEN T. BRENNER, CCR 
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A. That i s c o r r e c t . 

Q. And i t w i l l not be produced simultaneously w i t h 

the Number 2? 

A. That i s c o r r e c t . 

Q. And t h a t ' s p a r t of the agreement w i t h the 

p a r t i e s ? 

A. Yes, s i r , t h a t ' s — the l e t t e r from Marathon. 

Q. Okay. I s there an a d d i t i o n a l w e l l i n the south 

h a l f of 21 t h a t you know of? 

A. Not t h a t I'm aware of. 

EXAMINER CATANACH: Okay, I t h i n k t h a t ' s a l l I 

have, Mr. K e l l a h i n . 

MR. BROOKS: I j u s t have one question. 

EXAMINER CATANACH: Yes, s i r . 

EXAMINATION 

BY MR. BROOKS: 

Q. How i s t h i s formula a r r i v e d at? How do you get 

from these components, 56.15 percent and 2 5.15 percent, t o 

4 0.7 percent? 

A. Let's see, t h a t i s E x h i b i t — 

Q. E x h i b i t Number 8. 

A. Merely take the sum of those two numbers and 

d i v i d e i t by two. 

MR. BROOKS: Okay, I guess t h a t w i l l work. I 

thought i t was something f a r more o c c u l t than t h a t . 
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EXAMINER CATANACH: Okay, t h i s witness may be 

excused. 

MR. KELLAHIN: Mr. M i l l e r . 

MIKE MILLER. 

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. KELLAHIN: 

Q. Mr. M i l l e r , would you please s t a t e your name and 

occupation? 

A. Yes, Mike M i l l e r , g e o l o g i s t f o r Matador Petroleum 

i n Midland. 

Q. On p r i o r occasions, Mr. M i l l e r , have you 

q u a l i f i e d as an expert g e o l o g i s t before the D i v i s i o n ? 

A. Yes, I have. 

Q. And p a r t of your employment f o r Matador, have you 

made a study of the geologic components around the Mershon 

Number 2 wel l ? 

A. Yes, I have. 

Q. And t h a t ' s what you're about t o present t o us? 

A. Yes. 

MR. KELLAHIN: We tender Mr. M i l l e r as an expert 

g e o l o g i s t . 

EXAMINER CATANACH: Any obje c t i o n ? 

MR. CARR: No o b j e c t i o n . 

STEVEN T. BRENNER, CCR 
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EXAMINER CATANACH: Mr. M i l l e r i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Mr. M i l l e r , l e t ' s t u r n t o the 

isopach. I t ' s E x h i b i t 14. Help us f i n d Section 21. 

A. The bottom middle p o r t i o n of the map. 

Q. Okay. H i s t o r i c a l l y , back i n 1969, the Commission 

subdivided Section 21, based upon a pr o d u c t i v e acreage 

p r e s e n t a t i o n where there was a geologic d i s c u s s i o n about 

the t r a n s i t i o n between the productive dolomite and the 

limestone. When we look a t Section 21 as you have the data 

now, i s the r e a l o g i c a l geologic explanation t o why we 

continue t o subdivide Section 21 i n t o 3 60 acres t o the 

north? 

A. Yes, as you can see, the dolomite/limestone l i n e 

c u t t i n g across Section 21 i n an east-west, more or l e s s , 

f a s h i o n , i s a c t u a l l y a t r a n s i t i o n l i n e of about 1000- t o 

1500-foot-wide of i n t e r f i n g e r i n g members of the Cisco 

f o r m a t i o n , dolomite and limestone. 

Q. Do you f i n d I n d i a n Basin-Upper Penn gas 

pro d u c t i o n south of t h i s t r a n s i t i o n l i n e ? 

A. No, you do not. 

Q. When we look a t the c o l o r shading, you're 

isopaching on a net-pay basis? 

A. Yes, t h a t ' s c o r r e c t , t h a t would be a 4-percent 

c u t o f f , using a 4-percent c u t o f f , the rock t h a t extends 

beyond t h a t i n t o the t r a n s i t i o n zone, both the m a t r i x rock 
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and the f r a c t u r e s w i t h i n the rock, i n the dolomite members, 

continue t o c o n t r i b u t e gas t o the 360-acre u n i t . 

Q. So when I look a t the zero contour l i n e on the 

isopach and look south of t h a t l i n e , am I l o o k i n g a t an 

area f o r which there would be no gas c o n t r i b u t i o n ? 

A. No, the area between the net c u t o f f and the blue 

t r a n s i t i o n l i n e , which should a c t u a l l y appear t o be much 

wider, s t i l l c o n t r i b u t e s . 

Q. Okay. The purpose, then, i s t r y i n g t o f i n d the 

area of g r e a t e s t thickness, then, w i t h i n the spacing u n i t 

i n which t o best l o c a t e t h i s replacement w e l l ? 

A. Correct. 

Q. And where i s t h a t place? 

A. That would be i n the northwest q u a r t e r . 

Q. And why so? 

A. Because of the form of the isopach and 

a d d i t i o n a l l y the subsurface c o n t r o l , the s t r u c t u r a l 

component. 

Q. When I look i n Section 21, i n the northwest 

q u a r t e r , down i n the southern p o r t i o n of t h a t 160 acres, 

t h e r e looks t o be a dryhole symbol. 

A. Yes, there i s . 

Q. What i s t h a t ? 

A. That was a w e l l d r i l l e d by Hanagan Petroleum i n 

1967. I t a c t u a l l y flowed a m i l l i o n cubic f e e t of gas per 
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day and then was overstimulated and brought i n water, 

excess amount of water production. The w e l l was abandoned 

because of t h a t . 

Q. So the dryhole symbol should not be an i n d i c a t i o n 

of n o n p r o d u c t i v i t y a t t h a t point? 

A. No. 

Q. Can you conclude now, based upon c u r r e n t geology, 

t h a t i t ' s appropriate t o continue t o subdivide Section 21 

i n t o a nonstandard p r o r a t i o n u n i t c o n s i s t i n g of the 

no r t h e r n 3 60 acres? 

A. Oh, yes. 

Q. Let's t u r n — I s there a s t r u c t u r a l component? 

A. Yes, th e r e i s . 

Q. Let's t u r n t o E x h i b i t 15 and have you describe 

t h a t f o r us. 

A. I f you examine the northwest q u a r t e r of Section 

21, y o u ' l l see a small s a t e l l i t e s t r u c t u r e t h a t we b e l i e v e 

t o have e x i s t e d there due t o trends i n the s t r u c t u r a l 

geology. And indeed the Mershon Number 2 d i d confirm t h a t . 

We attempted t o d r i l l i n t h a t l o c a t i o n because a s t r u c t u r a l 

advantage i s important i n t h i s area t o capture a t t i c gas 

and a l s o t o prevent water production. 

Q. Marathon o r i g i n a l l y picked t h i s l o c a t i o n based 

upon t h e i r own geologic i n v e s t i g a t i o n ? 

A. Correct. 
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Q. Your i n v e s t i g a t i o n i s independent of t h e i r work? 

A. Yes, i t was. 

Q. And you've come t o the same conclusion? 

A. Same conclusion. 

Q. Let's take a moment and look a t the cross-

s e c t i o n . Skip the topo map f o r a minute, and l e t ' s look a t 

the c r o s s - s e c t i o n so t h a t we can see what the i n t e r v a l i s 

t h a t you're mapping on your s t r u c t u r e map and on your 

isopach. 

A. Yes. I f you look i n the lower p o r t i o n of t h i s 

s t r u c t u r a l c r o s s - s e c t i o n , y o u ' l l see the Cisco pay 

i d e n t i f i e d . The area between the purple and the l i g h t blue 

l i n e s i s the dolomite pay i n t e r v a l . Y o u ' l l see t h a t t h i s 

w e l l on the l e f t i n t o your cross-section connects up t o the 

n o r t h , i n t o the Ind i a n Basin Gas Pool. Y o u ' l l see our 

Mershon Com Number 2 l o g t h e r e , and y o u ' l l see the BTA dry 

hole i n the s e c t i o n t o the west of the Mershon, Section 20. 

Q. Now, the center l o g on the c r o s s - s e c t i o n i s , i n 

f a c t , the subject well? 

A. Correct. 

Q. And you have used the l o g data, then, t o prepare 

your s t r u c t u r e map and the isopach? 

A. That i s c o r r e c t , we have incor p o r a t e d those new 

data p o i n t s i n t o the maps. 

Q. Let's t u r n now t o E x h i b i t 17, which i s the 
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topographic map. I s there any surface or topographic 

r e s t r i c t i o n s , l i m i t a t i o n s , t h a t a f f e c t e d p i c k i n g t h i s 

l o c a t i o n ? 

A. Yes, i n an e f f o r t t o penetrate the s a t e l l i t e 

s t r u c t u r e , which s t r a d d l e s the l i n e between 16 and 21, we 

chose a surface l o c a t i o n on a p o i n t of land i n the 

northwest q u a r t e r . We are r e s t r i c t e d by c l i f f s , 20-foot 

b l u f f s from moving n o r t h , west or south. The only way we 

could move, i n f a c t , a t the surface l o c a t i o n would have 

been t o the southeast, away from the s a t e l l i t e s t r u c t u r e . 

Q. Okay. I n your o p i n i o n , i s the l o c a t i o n of the 

Mershon Number 2 w e l l the optimum geologic l o c a t i o n ? 

A. Yes, i t i s . 

Q. And i t represents the best o p p o r t u n i t y f o r a 

replacement w e l l i n the spacing u n i t ? 

A. Correct. 

MR. KELLAHIN: That concludes my examination of 

Mr. M i l l e r . We move the i n t r o d u c t i o n of h i s E x h i b i t s 14 

through 17. 

EXAMINER CATANACH: E x h i b i t s 14 through 17 w i l l 

be admitted as evidence. 

Mr. Carr, any questions? 

MR. CARR: No questions. 

EXAMINER CATANACH: Mr. Bruce? Mr. Bruce i s not 

present. 
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EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. M i l l e r , why i s i t necessary t o replace the 

Number 1 well? 

A. The Number 1 w e l l appears t o have s u c c e s s f u l l y or 

e f f e c t i v e l y drained an area, a small area, around i t s 

w e l l b o r e . 

Q. I t ' s your opini o n t h a t i t has not drained the 

e n t i r e section? 

A. No. 

Q. And i s t h i s w e l l c u r r e n t l y uneconomic t o produce, 

or do you know what the st a t u s is? 

A. I t ' s t e m p o r a r i l y abandoned. And yes, I would 

assume t h a t i t i s uneconomic. 

Q. By d r i l l i n g a t the l o c a t i o n t h a t you've d r i l l e d 

the w e l l a t , how much s t r u c t u r a l p o s i t i o n d i d you gain, do 

you t h i n k ? 

A. A c t u a l l y q u i t e a b i t . I f you examine the map 

here, you go from roughly a minus-3200-foot contour on the 

top of the Cisco, t o a minus-2928, which — i t comes t o 

roughly 275 f e e t of advantage, s t r u c t u r a l advantage. 

Q. And you mentioned something about water 

p r o d u c t i o n . I s t h a t common i n t h i s area? 

A. Yes, not only from the limestone members of the 

Cisco pay which e x i s t t o the south of the t r a n s i t i o n l i n e , 
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but i t ' s commonly know t h a t t o the east water i s 

encroaching up the In d i a n Basin s t r u c t u r e . I'm not sure of 

the exact r a t e , but i t ' s c u r r e n t l y approximately a t the 

minus-3600-foot l e v e l on my map, which i s a c t u a l l y o f f the 

map. 

Q. Well, by d r i l l i n g t h i s s t r u c t u r a l l y higher, w i l l 

t h a t j u s t g i v e you more time t o produce before — 

A. I t should buy us some more time i n the long run. 

That i s , a p e r i o d , perhaps f i v e t o t e n years from now. 

Q. Did you gain anything i n terms of thickness i n 

the r e s e r v o i r ? 

A. The p r e d i c t e d thickness from p r i o r t o d r i l l i n g 

was approximately 3 0 f e e t of net pay above the c u t o f f . We 

a c t u a l l y achieved 2 6 f e e t of net pay. The net pay i n the 

Mershon Number w e l l [ s i c ] was 10. So yes, the answer i s , 

we gained s u b s t a n t i a l l y i n t h a t manner als o . 

Q. Would t h a t have gained from a standard l o c a t i o n 

i n t he northwest p a r t of 21? 

A. No. I n f a c t , using my c u t o f f s you would have 

achieved a zero net pay, i n e f f e c t , although as we have 

shown by the Hanagan Number 1 dry hole, you s t i l l have gas 

p r o d u c t i o n a t t h a t p o i n t . 

Q. Okay. A w e l l at a standard l o c a t i o n would have 

achieved less net pay than the one you a c t u a l l y — 

A. Oh, yes. Under my mapping techniques, yes, zero. 
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EXAMINER CATANACH: Okay, I have nothing f u r t h e r , 

Mr. K e l l a h i n . 

MR. KELLAHIN: A l l r i g h t , s i r . That concludes 

our p r e s e n t a t i o n . 

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

Case Number 12,786 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

10:34 a.m.) 
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