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STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

IN THE MATTER OF: 
THE HEARING CALLED BY THE 
OIL CONSERVATION DIVISION 
TO CONSIDER: 

APPLICATION OF SEAY EXPLORATION, 
INC. FOR COMPULSORY POOLING, LEA 
COUNTY, NEW MEXICO. 

Case No. 10361 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

DIVISION HEARING 

BEFORE: DAVID R. CATANACH, Examiner 

August 8, 1991 
10:30 a.m. 

Santa Fe, New Mexico 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e t h e O i l 
C o n s e r v a t i o n D i v i s i o n on August 8, 1991, a t 10:30 a.m. 
a t t h e co n f e r e n c e room, S t a t e Land O f f i c e B u i l d i n g , 310 Old 
Santa Fe T r a i l , Santa Fe, New Mexico, b e f o r e Susan G. 
Ptacek, C e r t i f i e d Court Reporter f o r t h e S t a t e o f New 
Mexico. 

FOR: OIL CONSERVATION BY: SUSAN G. PTACEK 
DIVISION C e r t i f i e d C o urt R e p o r t e r 

CSR No. 124 
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I N D E X 
August 8, 1991 
Commissioner Hearing 
Case No. 10361 
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Exam i n a t i o n by Mr. Catanach 14 
Exam i n a t i o n by Mr. S t o v a l l 16 
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D i r e c t Examination by Mr. Cavin 17 
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A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l C o n s e r v a t i o n Commission 
S t a t e Land O f f i c e B u i l d i n g 
310 Old Santa Fe T r a i l 
Santa Fe, New Mexico 87501 

FOR SEAY EXPLORATION: STRATTON & CAVIN 
A t t o r n e y s a t Law 
BY: SEALY H. CAVIN, JR., ESQ. 
Post O f f i c e Box 2043 
Albuquerque, New Mexico 87103 

* * * 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 



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 

5 

MR. CATANACH: At t h i s t i m e we w i l l c a l l t h e h e a r i n g 

back t o o r d e r and c a l l Case 10361. 

MR. STOVALL: A p p l i c a t i o n o f Seay E x p l o r a t i o n , I n c . , 

f o r compulsory p o o l i n g , Lea County, New Mexico. 

MR. CATANACH: Are t h e r e any appearances i n t h i s case? 

MR. KELLAHIN: Mr. Examiner, my name i s Sealy Cavin o f 

S t r a t t o n & Cavin law f i r m i n Albuquerque. I r e p r e s e n t t h e 

a p p l i c a n t i n t h i s case, and I have two w i t n e s s e s t o c a l l . 

MR. CATANACH: Are t h e r e any o t h e r appearances? 

Witnesses, p l e a s e stand and be sworn i n . 

(The w i t n e s s e s were d u l y sworn.) 

MR. CAVIN: Mr. Examiner, my f i r s t w i t n e s s w i l l be Dan 

Leonard. 

DAN LEONARD, 

t h e Witness h e r e i n , h a v i n g been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CAVIN: 

Q. Mr. Leonard, would you pl e a s e s t a t e your name, 

address, employer and occupation? 

A. My name i s Dan Leonard. I'm from M i d l a n d , 

Texas. I'm t h e p r e s i d e n t of Leonard Resource I n v e s t m e n t 

C o r p o r a t i o n and a p e t r o l e u m landman. 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h e 

d i v i s i o n as a landman? 
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A. Yes, I have. 

Q. And have your q u a l i f i c a t i o n s as a landman been 

made a m a t t e r o f r e c o r d w i t h t h e d i v i s i o n ? 

A. They have. 

MR. CAVIN: Mr. Examiner, are Mr. Leonard's 

q u a l i f i c a t i o n s as a landman ac c e p t a b l e ? 

MR. CATANACH: They are. 

Q. (By Mr. Cavin) Mr. Leonard, would you b r i e f l y 

s t a t e what you're seeking by t h i s a p p l i c a t i o n ? 

A. Yes. Seay E x p l o r a t i o n seeks an o r d e r t o p o o l 

a l l m i n e r a l i n t e r e s t s from t h e s u r f a c e t o t h e base o f t h e 

Seven R i v e r s f o r m a t i o n u n d e r l y i n g L o t s 3 and 4 i n t h e south 

h a l f o f t h e n o r t h w e s t q u a r t e r of S e c t i o n 6, Township 20 

South, Range 3 9 East, Lea County, New Mexico, t o fo r m a 

160-acre gas spacing and p r o r a t i o n u n i t developed on 

160-acre gas sp a c i n g . A l s o t o be c o n s i d e r e d would be t h e 

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

of t h e c o s t as w e l l as t h e a c t u a l o p e r a t i n g c o s t s and 

charges f o r s u p e r v i s i o n , and d e s i g n a t i o n o f Seay as t h e 

o p e r a t o r o f t h e w e l l and charge f o r t h e r i s k i n v o l v e d t h a t 

we p e r c e i v e t o be i n v o l v e d i n d r i l l i n g t h i s w e l l . 

Q. Have you prepared or d i r e c t e d t h e p r e p a r a t i o n of 

any e x h i b i t s i n c o n n e c t i o n w i t h t h i s a p p l i c a t i o n ? 

A. I have, E x h i b i t s 1 t h r o u g h 4. 

Q. I ' d r e f e r you t o E x h i b i t 1 and ask t h a t you 
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i d e n t i f y i t and re v i e w i t f o r t h e examiner. 

A. E x h i b i t 1 i s a lan d p l a t of t h e n o r t h w e s t 

q u a r t e r o f S e c t i o n 6, which i s shaded i n orange. The 

o f f s e t t i n g 160s t o t h e e a s t , t o t h e s o u t h e a s t and t h e 

n o r t h e a s t t h a t are hatched i n orange a re e x i s t i n g 160-acre 

u n i t s i n t h e House Seven R i v e r s f i e l d . We are — we are 

p r o p o s i n g t o form a u n i t as a westward e x t e n s i o n o f t h a t 

f i e l d . The l o c a t i o n f o r t h e — t h e proposed l o c a t i o n f o r 

Seay's B i l b e r r y No. 2 w e l l i s i n d i c a t e d by an arrow t h e r e 

t o be i n t h e c e n t e r of t h e so u t h e a s t n o r t h w e s t q u a r t e r o f 

S e c t i o n 6. 

Q. And t h a t i s an ort h o d o x l o c a t i o n ? 

A. I t i s . 

Q. What i s t h e p r e s e n t s t a t u s of t h e proposed w e l l ? 

A. We propose t o spud t h i s w e l l e a r l y i n September, 

I t h i n k , on or b e f o r e t h e 7 t h . 

Q. The ne x t I ' d ask you t o i d e n t i f y and r e v i e w 

E x h i b i t No. 2 f o r t h e examiner. 

A. E x h i b i t No. 2 i s a p r e s e n t a t i o n o f t h e unleased 

m i n e r a l i n t e r e s t s t h a t we have i n t h i s 160-acre u n i t . A l l 

of t h e s e i n t e r e s t s are u n d i v i d e d m i n e r a l i n t e r e s t s under 

t h e s o u t h h a l f o f t h e n o r t h w e s t q u a r t e r of t h e s e c t i o n . 

Q. Now, some o f these p a r t i e s you were n o t a b l e t o 

l o c a t e ; i s t h a t c o r r e c t ? 

A. Yes. The t o p t h r e e l i s t e d t h e r e , t h e Herndon, 
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t h e W r i g h t and t h e Johansen i n t e r e s t s a r e -- we have n o t 

been a b l e t o l o c a t e t h e Hefner e s t a t e and GHK Company 

i n t e r e s t s . We have and made a t t h e i r s u g g e s t i o n l e a s e 

p r o p o s a l s t o them but haven't as y e t g o t t e n an answer from 

them. 

Q. But a l l of these are uncommitted i n t e r e s t s ? 

A. They are. 

Q. And t h e y are a l l uncommitted m i n e r a l i n t e r e s t s ? 

A. They a r e . 

Q. Now, as f a r as t h e t o p t h r e e , Herndon, W r i g h t 

and Johansen, you had a l r e a d y a t t e m p t e d t o l o c a t e them when 

you d r i l l e d your w e l l i n t h e n o r t h e a s t q u a r t e r o f 

S e c t i o n 6? 

A. Yes, we addressed those i n t e r e s t s a t a h e a r i n g 

here i n February, I b e l i e v e . They're i n t h e n o r t h e a s t 

q u a r t e r of 6 and i t ' s common t i t l e w i t h t h e s o u t h h a l f o f 

t h e n o r t h w e s t q u a r t e r of S e c t i o n 6. They're t h e same 

i n t e r e s t s t h a t we were not a b l e t o l o c a t e when we d r i l l e d 

our p r e v i o u s w e l l , t h e B i l b e r r y No. 1. 

Q. I ' d ask you now t o l o o k a t E x h i b i t 3 and 

i d e n t i f y and r e v i e w i t f o r t h e examiner. 

A. E x h i b i t 3 i s a summary of t h e e f f o r t s t h a t we've 

made t o l o c a t e t h e Herndon, t h e W r i g h t and t h e Johansen 

i n t e r e s t s . The Herndon i n t e r e s t s -- a l l t h e s e are 

r e l a t i v e l y i n s i g n i f i c a n t m i n e r a l i n t e r e s t s . The Herndon 
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i n t e r e s t i s an i n t e r e s t t h a t ' s owned e q u a l l y by a b r o t h e r 

and a s i s t e r . We've leased t h e s i s t e r who l i v e s i n 

Love l a n d . She has no knowledge of t h e whereabouts o f her 

b r o t h e r . To our u n d e r s t a n d i n g t h e b r o t h e r i s deceased. I 

t h i n k he d i e d i n t h e mid-1980s. The w i f e l i v e s somewhere 

i n Old Mexico. The k i d s ' l a s t known whereabouts were F o r t 

Worth. We have not had any success i n l o c a t i n g any t r a i l 

o f t h e s e people i n F o r t h Worth or c e r t a i n l y t h e r e c o r d s of 

Lea County. 

Q. Now, you haven't -- you made q u i t e an e x t e n s i v e 

e f f o r t t o l o c a t e these b e f o r e you d r i l l e d t h e w e l l i n t h e 

n o r t h e a s t q u a r t e r ? 

A. Yes. 

Q. And you haven't r e a l l y done a n y t h i n g s i n c e t h a t 

a s i d e from t h e n o t i c e a t t e m p t s we've made? 

A. Wouldn't know where e l s e t o go, no. The W r i g h t 

i n t e r e s t i s an i n t e r e s t t h a t was a c q u i r e d i n 193 1. She 

le a s e d t h i s i n t e r e s t i n 1940, l i s t i n g her address as 

Alameda County, C a l i f o r n i a . That's her l a s t known address, 

and she has n o t been o f r e c o r d s i n c e . We've searched 

Alameda County f o r p r o b a t e s . We've searched t h e phone 

d i r e c t o r y . We've been t o t h e C a l i f o r n i a Bureau o f V i t a l 

s t a t i s t i c s l o o k i n g f o r any evidence of an address f o r t h i s 

l a d y , and j u s t have not had any success. 

Q. I t appears t h e l a s t t i m e she d i d a n y t h i n g o f 
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r e c o r d was i n 1940 

A. Yes. 

Q. - - i s t h a t c o r r e c t ? 

A. She si g n e d an o i l and gas le a s e i n '40. The 

Johansen i n t e r e s t , she's one o f t h e Okan Mason h e i r s . 

She's t h e o n l y one t h a t ' s ever appeared o f r e c o r d . She 

executed an o i l and gas lease by c o v e r i n g her i n t e r e s t i n 

t h e n o r t h e a s t q u a r t e r i n — which i s common t i t l e d t o t h e 

so u t h h a l f n o r t h w e s t q u a r t e r i n 1949, l i s t i n g her address 

as Weston County, Wyoming, and her husband Dan j o i n e d her 

on t h a t l e a s e . We've l i k e w i s e pursued t h e r e c o r d s up 

t h e r e , been a f t e r t h e d i s t r i c t c l e r k ' s o f f i c e f o r a search 

o f t h e p r o b a t e s and addresses and t e l e p h o n e numbers o f 

th e s e people up t h e r e , and j u s t have n o t had any success 

w i t h i t . 

Q. I s i t your o p i n i o n t h a t you have conducted a 

good f a i t h d i l i g e n t e f f o r t t o f i n d a c o r r e c t address of a l l 

i n t e r e s t e d p a r t i e s ? 

A. I b e l i e v e we have. 

Q. At t h i s t i m e I would r e f e r you t o E x h i b i t 4, 

Mr. Leonard, and ask t h a t you d e s c r i b e f o r t h e examiner 

what e f f o r t s were made t o o b t a i n a v o l u n t a r y arrangement 

w i t h t h e R. A. Hefner, J r . , e s t a t e . 

A. The Hefner e s t a t e i n t e r e s t i s d i v i d e d i n t o 

s e v e r a l p i e c e s . We leased t h e Hefner Company i n t e r e s t 
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l e a s e -- i n t e r e s t s e v e r a l years ago. At t h e t i m e t h a t I 

d i d t h a t t h e -- Unocal had t h i s Hefner -- t h e o t h e r p a r t of 

t h i s , t h e Hefner e s t a t e i n t h e GHK Company i n t e r e s t under 

l e a s e i n t h e n o r t h e a s t q u a r t e r o f , so t h i s was n o t an 

i n t e r e s t t h a t we had t o be i n when we d r i l l e d our w e l l i n 

t h e n o r t h e a s t q u a r t e r . I g o t t h a t i n t e r e s t by v i r t u e of 

farm o u t from Unocal. 

Last summer I c o n t a c t e d t h e -- P h y l l i s B e n n e t t , 

who's a l a n d person w o r k i n g f o r GHK Company i n Oklahoma 

C i t y about t h e p o t e n t i a l l e a s i n g t h e i n t e r e s t t h a t t h e s e 

t r u s t s and Hefner e s t a t e owned i n t h e so u t h h a l f o f 

n o r t h w e s t q u a r t e r , which a t t h a t t i m e were un l e a s e d . She 

i n d i c a t e d t o me t h a t we should go ahead and g e t our w e l l 

t o g e t h e r i n t h e n o r t h e a s t q u a r t e r , and c o n t a c t her when we 

g o t -- g o t t h a t t o g e t h e r . I f we g o t s e r i o u s about d r i l l i n g 

t h a t w e l l , she'd c o n s i d e r g r a n t i n g us a le a s e on her 

i n t e r e s t i n t h e south h a l f o f n o r t h w e s t . 

So we c o n t a c t e d her, and E x h i b i t 4 c o n f i r m s t h a t 

we c o n t a c t e d her e a r l y i n January when we were r e a d y i n g t o 

spud t h e B i l b e r r y No. 1 w e l l over i n t h e n o r t h e a s t q u a r t e r ; 

t a l k e d t o her by te l e p h o n e . She suggested t h a t we w r i t e 

her a l e t t e r and make her a lease p r o p o s a l , which we d i d 

propose a six-month, o n e - f i f t h r o y a l t y l e a s e . We f o l l o w e d 

t h a t -- we f o l l o w e d t h e l e t t e r o f January 8 t h w i t h a 

t e l e p h o n e c a l l . She i n d i c a t e d t h a t she t h o u g h t t h e y would 
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be r e c e p t i v e t o t h e lease t h a t we proposed, and we s h o u l d 

go ahead and pr e p a r e t h e leases and send them t o them. 

We have done and we've g o t t e n no response from 

them. We've c o n t a c t e d them numerous t i m e s by t e l e p h o n e i n 

t h e l a s t s i x months t r y i n g t o d e t e r m i n e whether t h e y ' r e 

g o i n g t o le a s e t o us or j o i n i n t h e w e l l , whatever — what 

t h e i r p o s t u r e i s g o i n g t o be, because we knew we were g o i n g 

t o d r i l l t h i s w e l l i n t h e n o r t h w e s t q u a r t e r , and as 

r e c e n t l y as t h r e e or f o u r weeks ago when we t a l k e d t o them 

about i t , t h e y j u s t have n o t made a d e c i s i o n what t h e y ' r e 

g o i n g t o do. Push has come t o shove because we've g o t a 

w e l l we've g o t t o d r i l l here i n t h r e e or f o u r weeks, and 

t h a t ' s t h e reason we're a t t e m p t i n g t o p o o l t h e i r i n t e r e s t 

i n t o t h i s w e l l . 

Q. But GHK Company i s t h e p a r t y t h a t speaks f o r t h e 

R. A. Hefner, J r . , e s t a t e ? They handle t h e i r m a t t e r s ? 

A. Yes. 

Q. I s i t your o p i n i o n t h e n t h a t you have made a 

good f a i t h e f f o r t t o o b t a i n a v o l u n t a r y agreement from 

t h e s e p a r t i e s ? 

A. Yes, we have. 

Q. Mr. Leonard, next I would l i k e t o v i s i t w i t h you 

about t h e o p e r a t i n g agreement you have which w i l l cover t h e 

proposed w e l l . 

A. Yes. 
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Q. I s t h i s a s t a n d a r d form model -- I'm s o r r y — 

model form o p e r a t i n g agreement? 

A. Yes. 

Q. Are t h e r e any unusual p r o v i s i o n s i n t h e 

o p e r a t i n g agreement? 

A. No, not r e a l l y . 

Q. Can you t e l l me what t h e overhead r a t e i s t h a t 

you propose? 

A. $350 a month. 

Q. How does t h i s compare w i t h overhead charges of 

o t h e r o p e r a t o r s i n t h e area of o p e r a t i o n f o r t h i s depth? 

A. I b e l i e v e i t ' s i n t h e mid range o f what we've 

seen i n o p e r a t i n g c o s t s . 

Q. Are t h e r e any unusual c i r c u m s t a n c e s t h a t would 

j u s t i f y a m i d d l e - o f - t h e - r a n g e r a t e here or h i g h e r t h a n t h e 

low mean or median r a t e s ? 

A. W e l l , we've got — no. The a d m i n i s t r a t i o n of 

t h i s p a r t i c u l a r w o r k i n g i n t e r e s t t h a t we have i s 

c o m p l i c a t e d because we've g o t a l a r g e number o f p a r t i e s 

i n v o l v e d i n i t and i t ' s expensive. You know, we f e e l l i k e 

t h e 350 i s c e r t a i n l y j u s t i f i e d i n terms o f managing t h a t 

s i z e o f o p e r a t i n g account. 

Q. How many w o r k i n g i n t e r e s t p a r t i c i p a n t s are t h e r e 

i n t h i s ? 

A. I n excess of 20. 
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Q. Mr. Leonard, i s i t your o p i n i o n t h a t t h e 

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 l l be i n t h e i n t e r e s t of 

c o n s e r v a t i o n , t h e p r e v e n t i o n o f waste and t h e p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s ? 

A. Yes. 

Q. And were E x h i b i t s 1 t h r o u g h 4 p r e p a r e d by you or 

under your s u p e r v i s i o n and d i r e c t i o n ? 

A. They were. 

Q. You can t e s t i f y as t o t h e accuracy o f t h e s e 

e x h i b i t s ? 

A. I b e l i e v e them t o be a c c u r a t e . 

MR. CAVIN: Mr. Examiner, I would move f o r t h e 

ad m i s s i o n of E x h i b i t s 1 t h r o u g h 4. 

MR. CATANACH: E x h i b i t s 1 t h r o u g h 4 w i l l be a d m i t t e d 

as e vidence. 

(Seay E x h i b i t s 1 t h r o u g h 4 were 

a d m i t t e d i n evidence.) 

MR. CAVIN: Mr. Examiner, t h a t concludes my d i r e c t 

e x a m i n a t i o n of Mr. Leonard. I f t h e r e are no f u r t h e r 

q u e s t i o n s , I w i l l c a l l Mr. Seay. I'm s o r r y . 

EXAMINATION 

BY MR. CATANACH: 

Q. Mr. Leonard, are t h e -- t h e overhead r a t e s i n 

t h e o p e r a t i n g agreement are 350 per month? 

A. Yes. 
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Q. Are those t h e overhead r a t e s you propose f o r t h e 

p o o l i n g o r d e r? 

A. Yes, t o be c o n s i s t e n t w i t h t h e a d m i n i s t r a t i o n o f 

t h i s e n t i r e account. 

Q. What about w h i l e d r i l l i n g ? 

A. D r i l l i n g overhead I b e l i e v e i s 3500 a month. 

Q. Your E x h i b i t No. 4, l e t t e r d a t e d January 8 t h , 

t h a t ' s t h e i n i t i a l c o n t a c t w i t h t h e GHK Company? 

A. I t ' s t h e i n i t i a l c o n t a c t by m a i l . I c o n t a c t e d 

P h y l l i s Bennett t h e middle o f t h e summer l a s t year and 

t a l k e d t o her about how t o proceed w i t h t h i s , and she 

suggested t h a t t h e y would not c o n s i d e r a l e a s e u n t i l we got 

ready t o d r i l l t h e w e l l t h a t we were p r o p o s i n g i n t h e 

n o r t h e a s t q u a r t e r . As such t i m e as I d i d t h a t , we s h o u l d 

make a p r o p o s a l t o them. That's why we w a i t e d s i x months 

u n t i l we a c t u a l l y g o t t h e w e l l i n t h e n o r t h e a s t q u a r t e r 

proposed. 

Q. You have a second l e t t e r d a t ed January 2 6 t h . Do 

you have a subsequent w r i t t e n communication? 

A. Not w r i t t e n communication, no. The second 

l e t t e r , January 26th l e t t e r , was a cover l e t t e r t h a t t h e y 

— subsequent t o t h e January 8 t h l e t t e r she i n d i c a t e d t h a t 

t h e l e a s e p r o p o s a l t h a t we made i n t h a t January 8 t h l e t t e r 

would p r o b a b l y be agr e e a b l e ; t h a t we s h o u l d go ahead and 

p r e p a r e t h e leases and send them t o them, and t h a t ' s what 
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t h e January 2 6 t h l e t t e r i s . I t ' s a cover l e t t e r under 

which we sent t h e leases up t h e r e f o r e x e c u t i o n . A l l 

subsequent f o l l o w u p has been done by t e l e p h o n e . 

EXAMINATION 

BY MR. STOVALL: 

Q. J u s t out o f c u r i o s i t y , t a l k i n g about, a q u a r t e r 

l e a s e i n your January 8 t h l e t t e r , and t h e n a f i f t h l e a s e i n 

t h e January 2 6 t h . Had you d i s c u s s e d t h a t ? 

A. We d i s c u s s e d i t , and t h e f i f t h r o y a l t y was — I 

b e l i e v e what t h e y had done subsequent — o r p r e v i o u s l y w i t h 

Unocal and she i n d i c a t e d t h a t t h a t ' s -- t h a t t h e y would be 

r e c e p t i v e t o t h a t , and t h a t ' s how we ought t o p r e p a r e t h e 

paperwork, so we d i d and sent i t up t o them. 

Q. The notes a t t h e bottom o f t h a t January 2 6 t h 

l e t t e r , t h e r e appear t o be some h a n d w r i t t e n ; a re th o s e your 

notes? 

A. No, those a r e n ' t my n o t e s . There i s a landman 

t h a t I had i n v o l v e d w i t h me c o n t a c t i n g t h e s e people a f t e r 

we -- a f t e r our i n i t i a l c o n t a c t s , and th o s e a re j u s t notes 

t h a t he made o f t h e f o l l o w u p t e l e p h o n e c o n v e r s a t i o n s t h a t 

he had w i t h her i n A p r i l and May. 

MR. CATANACH: The Hefner and GHK i n t e r e s t i s a l l t h e 

same? 

THE WITNESS: Yes, t h e y ' r e a l l a d m i n i s t e r e d by t h e 

same peo p l e . Hefner i s -- GHK i s a company t h a t he has a 
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s u b s t a n t i a l ownership i n . So h i s people are a d m i n i s t e r i n g 

t h a t e s t a t e . 

MR. CATANACH: I have no f u r t h e r q u e s t i o n s . 

MR. CAVIN: My next w i t n e s s i s Mr. John Seay. 

JOHN G. SEAY, 

th e Witness h e r e i n , h a v i n g been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CAVIN: 

Q. Mr. Seay, would you pl e a s e s t a t e your name, 

address, o c c u p a t i o n and employer f o r t h e examiner? 

A. My name i s John G. Seay, 407 N o r t h B i g S p r i n g i n 

M i d l a n d , Texas. I am t h e owner of Seay E x p l o r a t i o n , I n c . 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h e 

d i v i s i o n i n your c a p a c i t y as a g e o l o g i s t ? 

A. Yes, s i r , I have. 

Q. Have your q u a l i f i c a t i o n s as a g e o l o g i s t been 

made a m a t t e r of r e c o r d w i t h t h e d i v i s i o n ? 

A. Yes, s i r , t h e y have. 

Q. Are you f a m i l i a r w i t h t h e p o r t i o n o f t h e Permian 

B a s i n which i s l o c a t e d i n s o u t h e a s t e r n New Mexico? 

A. Yes. 

Q. Are you f a m i l i a r w i t h t h e geology o f t h e 

proposed w e l l and t h e area s u r r o u n d i n g such w e l l ? 

A. Yes, s i r . 
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Q. Are you f a m i l i a r w i t h t h e a p p l i c a t i o n f i l e d i n 

t h i s case on b e h a l f of Seay E x p l o r a t i o n ? 

A. Yes. 

MR. CAVIN: Mr. Examiner, I would t e n d e r Mr. Seay as 

an e x p e r t w i t n e s s i n pe t r o l e u m geology. 

MR. CATANACH: He i s so q u a l i f i e d . 

Q. (By Mr. Cavin) Mr. Seay, have you p r e p a r e d or 

d i r e c t e d t h e p r e p a r a t i o n o f any e x h i b i t s i n c o n n e c t i o n w i t h 

t h i s a p p l i c a t i o n ? 

A. Yes, s i r , I have, E x h i b i t s 5, 6 and 7. 

Q. I would r e f e r you t o E x h i b i t 5 and ask you t h a t 

you i d e n t i f y and e x p l a i n i t f o r t h e examiner. 

A. T h i s i s a s t r u c t u r a l c o n t o u r map on t o p o f t h e 

Yates. 

Q. We may have a d i f f e r e n t E x h i b i t 5. That's t h e 

AFE . 

A. I'm s o r r y . T h i s i s an AFE f o r t h e d r i l l i n g o f 

t h e B i l b e r r y No. 2 as a 3200-foot Yates Seven R i v e r s t e s t . 

I t was j u s t completed i n t h e l a s t week. The f i g u r e s a r e 

a c c u r a t e as t o -- t h e y ' r e c u r r e n t . 

Q. I s t h i s f a i r l y c o n s i s t e n t w i t h t h e w e l l you 

d r i l l e d i n t h e n o r t h e a s t q u a r t e r , as f a r as c o s t ? 

A. The n o r t h e a s t c o r n e r w e l l was d r i l l e d t o a t o t a l 

d e p t h o f 7700 f e e t . I t t e s t e d t h e D r i n k a r d and Abo, and 

was plugged s u b s e q u e n t l y back t o t h e Yates and Seven 
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R i v e r s , so those c o s t s were d i f f e r e n t t h a n what t h i s one 

was. 

Q. S u f f i c e i t t o say, you b e l i e v e t h i s i s a 

re a s o n a b l e c o s t e s t i m a t e ? 

A. Yes, s i r . There has n o t been any d r i l l i n g 

a c t i v i t y i n t h e area so t h a t I c o u l d compare w i t h i n , you 

know, 20 m i l e s o r so, but t h i s s h o u l d be c o r r e c t . 

Q. Okay. Mr. Seay, I would now r e f e r t o what's 

been marked as E x h i b i t 6 and ask you t o i d e n t i f y i t f o r t h e 

examiner. 

A. T h i s i s t h e s t r u c t u r e map on t o p o f t h e Yates 

f o r m a t i o n . 

Q. I would now ask t h a t you r e f e r t o E x h i b i t 7 and 

ask you t o i d e n t i f y and d e s c r i b e i t . 

A. T h i s i s a d e t a i l e d c r o s s s e c t i o n g o i n g from t h e 

— on t h e Seven R i v e r s s e c t i o n . I t ' s more or l e s s an 

eas t - w e s t c r o s s s e c t i o n , g o i n g from t h e MGF W a l d r i p d r y 

h o l e , deep d r y h o l e , t o t h e n o r t h w e s t of our proposed 

l o c a t i o n t o t h e Seven R i v e r s Yates s e c t i o n t h a t we j u s t 

completed back i n February t o a p r o d u c i n g MGF r i g h t w e l l . 

I t i s s p e c i f i c a l l y c o l o r coded t o show t h e v e r y d e t a i l e d 

and c o r r e l a t i v e n a t u r e of t h e d o l o m i t e and a n h y d r i t e s i n 

t h i s t h r e e - w e l l s e c t i o n . 

Q. Could you d e s c r i b e f o r t h e examiner t h e r i s k , as 

you see i t , t h e g e o l o g i c r i s k i n d r i l l i n g t h i s w e l l ? 
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A. I f we c o u l d , I would l i k e t o r e f e r back t o t h e 

s t r u c t u r e map f i r s t . T h is area has been p r i m a r i l y a 

D r i n k a r d t e s t . That would be t e s t i n g w e l l s down t o 7700 

f e e t . The Yates Seven R i v e r s up t o u n t i l r e c e n t l y has been 

n o t h i n g b u t a nuisance. I t ' s over p r e s s u r e d . I t has about 

a .55 per f o o t g r a d i e n t . At 3,000 f e e t when you d r i l l 

t h r o u g h i t a t t i m e s you g e t v e r y l a r g e gas k i c k s . I t has 

been a source of some r i g a c c i d e n t s i n t h i s immediate area, 

p a r t i c u l a r l y over i n Texas, but i t i s a -- i t has been a 

v i a b l e gas zone. 

I t has between 32 and 36 p e r c e n t n i t r o g e n , and 

t h e p i p e l i n e s i n t h e area have n o t wanted t o t a k e t h i s gas. 

We a l l knew i t was here, b ut no one r e a l l y wanted t o d e a l 

w i t h i t . We use t h i s f o r m a t i o n as a secondary o b j e c t i v e t o 

t h e D r i n k a r d and t o t h e Abo s e c t i o n , and t h e n when th o s e 

two f o r m a t i o n s were t i e d i n t o t h e B i l b e r r y No. 1, t h e 

n o r t h e a s t q u a r t e r of S e c t i o n 6, we d i d t h o s e back. 

P r i o r t o do i n g t h a t we a t t e m p t e d and found t h a t 

t h e Richardson Carbon Company of F o r t Worth had bought t h e 

E l Paso 1 5 0 0 - m i l e - u n i t system i n t h i s area, and were 

a g g r e s s i v e l y l o o k i n g f o r more gas. These f o l k s were 

p r i m a r i l y l i q u i d p r o d u c t s people, and t h e y were l o o k i n g --

a l t h o u g h i t d i d have h i g h n i t r o g e n , t h e y t o o k t h e gas, 

hooked us up. We do t a k e q u i t e a d e d u c t i o n i n gas p r i c e , 

as much as 25 p e r c e n t d e d u c t i o n , so when t h e s p o t market 
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p r i c e has been about 1.26, 1.18, we g e t between 89 and 92 

c e n t s f o r t h i s . 

A l s o as f a r as r i s k goes, we are moving west 

i n t o somewhat u n c h a r t e d c o u n t r y s i d e . The l e f t w e l l , t h e 

MGF W a l d r i p w e l l , d i d not have a sample or mud l o g on i t . 

There are no mud l o g s t h a t have any shows i n any o f these 

on t h i s s t r u c t u r e i n t h e west h a l f o f 6 or t h e e a s t h a l f of 

S e c t i o n 1. Though t h e s e c t i o n does e x i s t , i t i s 

c o r r e l a t i v e , we do not see t h a t t h e r e i s -- t h e r e are shows 

a s s o c i a t e d w i t h any of these w e l l s i n t h e area. I have no 

r e c o r d o f them. 1947, 1949, 1951, t h e v e r y c l o s e s t --

t h a t ' s when most o f them d r i l l e d . The v e r y c l o s e s t w e l l , 

w hich i s t h e Southwest o u t f i t , d i d n ' t even have a l o g r un 

on i t . We are moving i n a more r i s k area. 

Q. So i t ' s your o p i n i o n , w h i l e i t ' s a v i a b l e 

p r o s p e c t , c e r t a i n l y t h e r e are c o n s i d e r a b l e g e o l o g i c r i s k s ? 

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

Q. Would you have any o p i n i o n as t o what s o r t of 

p e n a l t y you would propose as f a r as t h e n o n p a r t i c i p a t i n g 

p a r t i e s ? 

A. I would propose t h a t we g e t our money back f o r 

t h e w e l l and have a 200 p e r c e n t p e n a l t y on t o p o f t h a t . 

Q. Now, you're s e l l i n g t h e gas on t h e sp o t market; 

r i g h t ? 

A. That's c o r r e c t . 
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Q. So i t ' s j u s t p r e t t y a day-to-day t h i n g , b u t so 

f a r you have been a b l e t o move a l l your gas? 

A. Yes. 

Q. Mr. Seay, i s i t your o p i n i o n t h a t t h e g r a n t i n g 

o f t h i s a p p l i c a t i o n w i l l be i n t h e i n t e r e s t of 

c o n s e r v a t i o n , t h e p r e v e n t i o n o f waste and t h e p r o t e c t i o n o f 

c o r r e l a t i v e r i g h t s ? 

A. Yes, s i r . 

Q. Mr. Seay, were E x h i b i t s 5 t h r o u g h 7 p r e p a r e d by 

on you or under your s u p e r v i s i o n or d i r e c t i o n ? 

A. Yes. 

MR. CAVIN: Mr. Examiner, I would move t h a t e x h i b i t s 5 

t h r o u g h 7 be a d m i t t e d . 

MR. CATANACH: E x h i b i t s 5 t h r o u g h 7 w i l l be a d m i t t e d 

as ev i d e n c e . 

(Seay E x h i b i t s 5 t h r o u g h 7 were 

a d m i t t e d i n evidence.) 

MR. CAVIN: I have no f u r t h e r q u e s t i o n s o f Mr. Seay a t 

t h i s t i m e . 

EXAMINATION 

BY MR. CATANACH: 

Q. Mr. Seay, have you completed t h a t w e l l i n t h e 

n o r t h e a s t q u a r t e r of S e c t i o n 6? 

A. Yes. 

Q. That's completed i n t h e House Yates Seven 
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R i v e r s ? 

A. Yes, s i r . 

Q. At what p r o d u c i n g r a t e s ? 

A. We have -- we've had a v a r i e t y r i g h t o f choke 

s i z e s — or a r t i f i c i a l choke s i z e s on t h i s p a r t i c u l a r w e l l 

u n f o r t u n a t e l y . I use t h e word " a r t i f i c i a l . " There i s a 

h a l i t e s e c t i o n i n t h e Yates t h a t i s r i g h t a d j a c e n t t o one 

of t h e show sands, and because t h e w e l l i s r e l a t i v e l y h i g h 

p r e s s u r e t h e r e i s q u i t e a drop between t h e w e l l h e a d and t h e 

s e p a r a t o r ; and we've been h a v i n g some a r t i f i c i a l c h o k i n g by 

t h i s h a l i t e p r e c i p i t a t i n g i n t h e r e . We have now p u t a 

ch e m i c a l pump, p u t t i n g some f r e s h water i n i t , and i t 

appears t o have a l l e v i a t e d t h e problem. 

Flow r a t e r i g h t now i s about 350 MCF per day. 

We g e t about a b a r r e l of o i l maybe once eve r y 10 days t o 

two weeks, i n t h a t range. We f e e l t h a t t h e w e l l -- t h a t i s 

a c o n s i s t e n t f l o w r a t e f o r t h e p r e s s u r e t h a t we have r i g h t 

now. 

Q. As f a r as you know, none o f t h e w e l l s i n t h e 

west h a l f of S e c t i o n 6 or east h a l f of S e c t i o n 1 were ever 

t e s t e d i n t h a t zone? 

A. No, s i r . The o n l y t h i n g t h a t I can t e l l i s t h e 

w e l l , which i s i n t h e so u t h e a s t of t h e n o r t h e a s t o f 1, I've 

been by t h e w e l l . I t i s b l e e d i n g gas i n t h e area around 

t h e f i v e - a n d - a - h a l f c a s i n g and coming up t h e back s i d e . 
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I'v e t a l k e d t o J e r r y Sexton i n your Hobbs o f f i c e ; he knows 

t h a t . That's about t h e o n l y t h i n g t h a t I can t e l l t h a t i s 

an i n d i c a t i o n o f any gas i n t h a t area. 

These w e l l s have t o be f r a c ' d . They're a c i d i z e d 

and t h e n f r a c ' d . You r e a l l y don't know a whole; l o t u n t i l 

you f r a c t h e w e l l . That a l s o adds t o some o f t h e r i s k . 

MR. CATANACH: I b e l i e v e t h a t ' s a l l I have of t h e 

w i t n e s s . He may be excused. 

MR. CAVIN: Mr. Examiner, as a f i n a l n o t e , I would 

not e t h a t t h e r e i s a p r o c e d u r a l problem r e g a r d i n g n o t i c e , 

and i n t h a t r e g a r d I would r e f e r you t o what's marked as 

E x h i b i t 8. B a s i c a l l y what's happened i s t h a t we 

i n a d v e r t e n t l y -- I i n a d v e r t e n t l y f a i l e d t o p r o v i d e p e r s o n a l 

n o t i c e i n a t i m e l y manner as r e q u i r e d by Rule 

1207 B. To remedy t h e s i t u a t i o n I'm a s k i n g t h a t t h i s case 

be c o n t i n u e d t o t h e August 22nd h e a r i n g t o g i v e any 

i n t e r e s t e d p a r t i e s a chance t o appear a t t h a t t i m e . 

E x h i b i t 8 i s a copy o f t h e l e t t e r t h a t we d i d 

send t o a l l t h e i n t e r e s t e d p a r t i e s . I w i l l be happy t o 

answer any q u e s t i o n s r e g a r d i n g t h e n o t i c e d e f i c i e n c y or any 

o t h e r m a t t e r s . 

MR. STOVALL: The o n l y people t h a t a r e r e a l l y i n v o l v e d 

are t h e Hefner group; i s t h a t c o r r e c t ? 

MR. CAVIN: Excuse me? 

MR. STOVALL: As a p r a c t i c a l m a t t e r , t h e o n l y people 
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t h a t r e a l l y need t h e n o t i c e --

MR. CAVIN: That's c o r r e c t . 

MR. STOVALL: -- t h e Hefner --

MR. CAVIN: We'd p r o b a b l y be happy t o have t h e people 

respond. 

MR. STOVALL: You d i d send t h a t n o t i c e t o t h e o t h e r 

p e o p l e . 

MR. CAVIN: Yes. 

MR. CATANACH: I t h o u g h t you d i d n ' t know where t h e y 

were? 

MR. CAVIN: We sent i t t o t h e l a s t known address, 

which i s not — 

MR. STOVALL: 1931 address i n some cases. 

MR. CAVIN: E s p e c i a l l y t h e one t o Alameda County, 

C a l i f o r n i a . But yes, i t ' s t h e Hefner and GHK i n t e r e s t s are 

t h e o n l y ones t h a t I t h i n k w i l l be a f f e c t e d , i f a t a l l . 

MR. CATANACH: I have n o t h i n g f u r t h e r . There b e i n g 

n o t h i n g f u r t h e r i n t h i s case a t t h i s t i m e , Case No. 10361 

w i l l be c o n t i n u e d t o t h e August 22nd h e a r i n g . 

(Whereupon, t h e h e a r i n g was concluded a t t h e 

appr o x i m a t e hour o f 10:55 a.m.) 

* * * 
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