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1 MR. BROOKS: Good morning, l a d i e s and gentlemen, 

2 we're back on the record i n Case No. 14116, A p p l i c a t i o n of 

3 Fasken O i l and Ranch f o r Approval of APDs, Lea County, 

4 New Mexico. 

5 Mr. Manges, before we s t a r t the evidence, would you 

6 ra i s e the matter w i t h us t h a t you mentioned before we s t a r t e d 

7 t h i s morning. 

8 MR. MANGES: Yes, Mr. Examiner. Over the weekend, we 

9 contacted C h a r l i e High, counsel f o r Mosaic Potash, and Mr. High 

10 informed me t h a t he contacted h i s c l i e n t regarding whether they 

11 had no t i c e of the change or the new l o c a t i o n t h a t ' s been 

12 proposed here. And the reason we d i d t h a t was the l o c a t i o n has 

13 been moved over approximately 600 f e e t , and t h a t l o c a t i o n i s 

14 closer t o Mosaic leasehold and/or i t s potash. And what 

15 Mr. High i n d i c a t e d t o me was he contacted h i s c l i e n t t h i s 

16 morning, and t h a t they were i n t e r e s t e d i n i n t e r v e n i n g i n t h i s 

17 matter and would be f i l i n g an e n t r y of appearance t h i s morning 

18 as w e l l as a motion f o r a continuance so they can p a r t i c i p a t e . 

19 And I have h i s c e l l phone number. And what he had 

20 suggested was t h a t i f the Examiner would indulge us, he would 

21 l i k e t o at l e a s t o r a l l y enter h i s appearance at t h i s time and 

22 s t a t e h i s c l i e n t s ' s p o s i t i o n . So I've got h i s c e l l phone 

23 number, and he's standing by. 

2 4 MR. BROOKS: Okay. Well, we have a number of 

25 problems, not the l e a s t of which i s t h a t I got the conference 
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1 phone, and then I saw the sign on the telephone o u t l e t s t h a t 

2 say you have t o contact ASD t o get them turned on, so i t may 

3 not be f e a s i b l e t o use i t i n t h i s room f o r awhile. 

4 Before we proceed w i t h t h a t , though, I foresee t h a t 

5 perhaps I n t r e p i d may not want t o share t h e i r c o n f i d e n t i a l 

6 e x h i b i t s w i t h Mosaic. Would t h a t be a c o r r e c t observation? 

7 MR. FELDEWERT: I was a c t u a l l y going t o r a i s e t h a t 

8 issue. 

9 MR. BROOKS: So I t h i n k we're almost i n a s i t u a t i o n 
10 where the only t h i n g we can do i s proceed w i t h t h i s hearing t o 

11 completion, even i f there was not a great deal of i n e f f i c i e n c y 

12 i n not doing so, which, of course, there i s . But there may be 

13 cross motions between Mosaic and I n t r e p i d over t h a t issue. 

14 Before we -- what I t h i n k we're going t o have t o 

15 do --

16 MR. FELDEWERT: Mr. Examiner, I would also s t a t e f o r 

17 the record, I don't t h i n k there's a basis f o r him to now 

18 suddenly come i n and --

19 MR. BROOKS: Yeah. I was going t o ask f o r you to 

20 s t a t e your p o s i t i o n . What I was going t o say before t h a t was I 

21 t h i n k the most e f f i c i e n t t h i n g t o do -- because I don't know 

22 how long i t would take t o get ASD t o do anything. I never know 

23 t h a t . So I t h i n k probably the most e f f i c i e n t t h i n g t o do would 

24 be f o r the attorneys only t o come t o my o f f i c e , and we can j u s t 

25 c a l l Mr. High on my phone. But I want t o hear from 
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1 Mr. Feldewert f i r s t . 

2 MR. FELDEWERT: Mosaic was n o t i f i e d when the APD was 

3 f i l e d almost a year ago. 

4 MR. BROOKS: That was f o r the o r i g i n a l l o c a t i o n . 

5 MR. FELDEWERT: ' The o r i g i n a l l o c a t i o n . And they 

6 expressed no o b j e c t i o n . As you know, i n the course of the 

7 f i l i n g of t h i s a p p l i c a t i o n , Fasken v o l u n t a r i l y moved the 

8 l o c a t i o n t o deal w i t h what they thought was I n t r e p i d ' s concern 

9 a t the time. 

11 a d v e r t i s e d f o r a w e l l i n the northwest quarter of Section 16 i n 

12 Unit F i n an unorthodox w e l l l o c a t i o n . This l o c a t i o n i s s t i l l 

13 i n Unit F of Section 16 i n the northwest corner a t an 

14 unorthodox w e l l l o c a t i o n . I t was ad v e r t i s e d i n the newspaper, 

15 Mr. Examiner, as a w e l l i n the northwest corner, Unit F and i n 

16 an unorthodox w e l l l o c a t i o n . 

17 Mosaic had every o p p o r t u n i t y t o appear a t t h i s 

18 hearing and present whatever concerns they would have w i t h a 

19 w e l l i n Unit F i n Section 16. We have not moved out of Unit F. 

20 The w e l l has been adjusted t o accommodate I n t r e p i d ' s concerns. 

21 I t would be as i f the D i v i s i o n i t s e l f looked a t the evidence 

22 and determined t h a t we should move the l o c a t i o n t o where we d i d 

23 t o get away from t h e i r mine. I n t h a t circumstance, Mosaic 

24 would not have an o p p o r t u n i t y t o come i n and somehow now claim 

25 p r e j u d i c e . 

10 This case was ad v e r t i s e d . This hearing was 
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1 I don't see any basis whatsoever f o r a continuance of 

2 t h i s hearing. They had t h e i r o p p o r t u n i t y . 

3 MR. BROOKS: Okay. Well, I guess Mr. High i s 

4 e n t i t l e d t o be heard. So we w i l l stand i n recess and the 

5 atto r n e y s w i l l come t o my o f f i c e , and we w i l l c a l l Mr. High. 

6 [Recess taken from 8:46 a.m. t o 9:00 a.m., and 

7 testimony continued as f o l l o w s . ] 

8 MR. BROOKS: Back on the record i n Case No. 14116. 

9 Would someone please get the door t h e r e . Thank you, Ocean. 

10 I n t r e p i d may c a l l t h e i r next witness. 

11 MR. MANGES: I n t r e p i d i s going t o go ahead and c a l l 

12 James P. Lewis, and Jim Cress w i l l be questioning Mr. Lewis. 

13 MR. BROOKS: Okay. 

14 MR. CRESS: Thank you, Mr. Examiner. At t h i s p o i n t , 

15 I'd l i k e t o r a i s e again the issue of c o n f i d e n t i a l i t y . We 

16 t a l k e d about t h i s a t the beginning of the hearing. The two 

17 witnesses t h a t we're going t o hear from t h i s morning, t h e i r 

18 testimony we would l i k e t o have sealed, as we discussed, 

19 because they're going t o be discussing trade secrets --

20 MR. BROOKS: So you're requesting — I'm so r r y . I 

21 know how f r u s t r a t i n g i t i s f o r a court r e p o r t e r t o t r y t o get 

22 two voices at the same time. 

23 So you're requesting t h a t the hearing be closed f o r 

24 the purpose of t h i s witness's testimony? 

2 5 MR. CRESS: I am. 
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1 MR. BROOKS: Okay. We w i l l close the hearing at t h i s 

2 time. I s there anyone present who i s not a -- I don't see 

3 anyone who i s not e i t h e r counsel or re p r e s e n t a t i v e of p a r t y . 

4 Okay. I f anyone comes -- yes, s i r ? 

5 MR. FELDEWERT: Just as a matter of procedure, w i l l 

6 t h a t extend t o -- I mean, i n the event t h a t -- w e l l , l e t ' s see 

7 i f i t happens. 

8 MR. BROOKS: Okay. I f anyone enters the room who i s 

9 not associated w i t h a p a r t y , we w i l l address t h i s issue at t h a t 

10 time. There has been an i n d i c a t i o n t h a t the d i r e c t o r might 

11 want t o s i t i n on p a r t of t h i s hearing, and we w i l l not exclude 

12 him. 

13 MR. CRESS: That's f i n e . 

14 MR. BROOKS: Okay. And I should say anyone who i s 

15 not a p a r t y or a t t o r n e y or r e p r e s e n t a t i v e of the O i l 

16 Conservation D i v i s i o n , because we w i l l not exclude those. 

17 Okay. You may proceed. 

18 MR. CRESS: Thank you. 

19 

20 

21 

22 

23 

24 

25 
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1 U n i v e r s i t y , r e s p e c t i v e l y . 

2 Q. Okay. And your p r o f e s s i o n a l experience most 

3 r e c e n t l y i s w i t h I n t r e p i d Potash. And can you describe some of 

4 the thin g s you've done w i t h them since you've been employed 

5 there i n August of 2005? 

6 A. I would be glad t o . I'm i n v o l v e d i n matters of 

7 finance i n c l u d i n g the p r e p a r a t i o n of f i n a n c i a l models f o r 

8 c a p i t a l planning purposes. I'm also i n v o l v e d i n our supply and 

9 demand and p r i c i n g f o r e c a s t i n g f o r the company. I've been 

10 i n v o l v e d h e a v i l y i n the S-l p r e p a r a t i o n and also some cost 

11 a n a l y s i s . 

12 Q. Okay. The S-l was f o r I n t r e p i d ' s recent i n i t i a l 

13 p u b l i c o f f e r i n g --

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

15 Q. -- i n A p r i l of 2008? You've also done f i n a n c i a l 

16 modeling f o r I n t r e p i d ? 

17 A. That's r i g h t . A b i g p a r t of my job i s the 

18 budgeting and f i n a n c i a l planning r o l e , which would include any 

19 type of long-term f o r e c a s t i n g f o r the company. 

20 Q. And as p a r t of your r e s p o n s i b i l i t i e s , do you 

21 a s s i s t management i n analyzing major c a p i t a l expansions? 

22 A. I do. 

23 Q. And deciding where t o i n v e s t t h e i r money and i n 

24 what areas of t h e i r various mining operations? 

25 A. I do. I maintain models f o r each of our 
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1 f a c i l i t i e s and development assets. 

2 Q. You have economic models f o r each of the mines 

3 t h a t you use t o determine p r i o r i t i e s and help a s s i s t i n 

4 planning? 

5 A. Yes. 

6 Q. Okay. P r i o r t o employment, you were w i t h 

7 Standard & Poor's? 

8 A. That's c o r r e c t . That was a corporate value 

9 c o n s u l t i n g group. I t i s now Duff & Phelps. They s p e c i a l i z e --

10 or we s p e c i a l i z e d i n v a l u i n g many d i f f e r e n t types of assets, 

11 company v a l u a t i o n s , stock v a l u a t i o n , i n t a n g i b l e assets, f i x e d 

12 assets. A l o t of d i f f e r e n t e v a l u a t i o n techniques were used 

13 there. 

14 Q. So you were determining the value of assets and 

15 also decisions whether or not t o i n v e s t i n p a r t i c u l a r 

16 businesses? 

17 A. P r i m a r i l y examining the decisions of others t o 

18 i n v e s t . So l o o k i n g at M & A t r a n s a c t i o n s and a l l o c a t i n g value 

19 based on those. And also looking at p r o j e c t s t h a t other 

20 companies were engaged i n and the r e t u r n s on those p r o j e c t s . 

21 Q. Okay. And then your experience p r i o r t o t h a t was 

22 also i n v a l u a t i o n and f i n a n c i a l analysis? 

23 A. Yes. I d i d some work my i n t e r n s h i p between my 

24 f i r s t and second year i n grad school working f o r the I l l i n o i s 

25 Development Finance A u t h o r i t y h e l p i n g them develop some of 
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1 t h e i r modeling around venture c a p i t a l and p r i m a r i l y around 

2 venture c a p i t a l work. 

3 Q. So your most recent experience i s i n potash 

4 v a l u a t i o n and also more g e n e r a l l y f e r t i l i z e r s ; i s t h a t c o r r e c t ? 

5 A. Yeah. We look e x t e n s i v e l y at the supply and 

6 demand fundamentals.for f e r t i l i z e r s . I focus most s p e c i f i c a l l y 

7 on potash and the outlook f o r potash and supply and demand. 

8 MR. CRESS: Okay. At t h i s time, I ' d l i k e t o o f f e r 

9 I n t r e p i d E x h i b i t 29 t o be admitted. 

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

11 MR. BROOKS: E x h i b i t 29 i s admitted. 

12 [Respondent's E x h i b i t 2 9 admitted i n t o evidence.] 

13 MR. CRESS: And a t t h i s time, I ' d l i k e t o o f f e r 

14 Mr. Taylor as an expert witness i n business v a l u a t i o n and 

15 f i n a n c i a l a n a l y s i s , s p e c i f i c a l l y i n c l u d i n g potash economics. 

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

17 MR. BROOKS: So q u a l i f i e d . 

18 Q. (By Mr. Cress): Okay. Mr. Taylor, l e t me ask 

19 you a question f i r s t . You've studied the h i s t o r y of the 

20 Carlsbad area of potash mines, i n c l u d i n g the h i s t o r y of the 

21 p r i o r owners as p a r t of your job? 

2 2 A. Yes. 

23 Q. Are you aware of why the Na t i o n a l Potash Mine 

24 closed i n 1982? 

25 A. The Na t i o n a l Potash Mine closed as a r e s u l t of 

1 
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1 low potash p r i c e s and i n e f f e c t i v e -- they were, at the time, 

2 the l e a s t e f f e c t i v e company i n processing potash. At t h a t 

3 time, the Canadian government also had developed a l o t of 

4 mines. And t h i s was r i g h t a f t e r those mines had been 

5 developed, so there was a la r g e new supply of potash i n North 

6 America. And b a s i c a l l y the p r i c e pressure caused t h a t mine t o 

7 close down. 

8 Q. Are you aware of whether or not t h a t was a p r i c e 

9 dumping case f i l e d against the Canadian --

10 A. Yeah. There was a case brought by Senator -- I 

11 b e l i e v e -- Domenici, which was s e t t l e d i n 19 I b e l i e v e i t 

12 was -- '88 or '89. U n f o r t u n a t e l y , t h a t mine d i d not survive 

13 before t h a t settlement was reached. 

14 Q. Thank you. You mentioned t h a t you were 

15 responsible f o r sup e r v i s i n g I n t r e p i d ' s S-l f o r the recent 

16 p u b l i c o f f e r i n g ? 

17 A. Yes. 

18 Q. Could you help me r e c o n c i l e any confusion there 

19 might be about statements i n the S-l and I n t r e p i d ' s 

20 long-standing e v a l u a t i o n of the North Mine? 

21 A. I'd be happy t o . For the purposes of s t a t i n g 

22 reserves i n the S-l, under I n d u s t r y Guide 7, you are 

23 re q u i r e d t o have what's c a l l e d a f e a s i b i l i t y study f o r 

24 reserves, and t h a t ' s b a s i c a l l y a f e a s i b i l i t y study, i f i t ' s not 

25 already an operating f a c i l i t y . 
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1 So f o r the HB mine, as an example, we prepared a 

2 f e a s i b i l i t y study which allows you then t o q u a l i f y f o r what i s 

3 c a l l e d -- f o r SEC purposes -- m i n e r a l i z e d deposits, which we 

4 would c a l l f o r t h i s purpose, commercial ore. You're allowed t o 

5 q u a l i f y i t as proven or probable reserves. What we were saying 

6 i n the S-l, what we pointed out i n the S-l, i s we were not 

7 engaging, at t h a t time, i n an SEC-type study around proven and 

8 probable reserves. 

9 Q. Okay. And d i d you model the North Mine assets 

10 f o r I n t r e p i d p r i o r t o A p r i l of 2008? 

11 A. Yeah, I modeled the North Mine along w i t h a l l of 

12 our other major assets r i g h t from the beginning of my time at 

13 I n t r e p i d . So we have had a working model of the North Mine 

14 since -- I probably completed t h a t about two years ago now. 

15 Q. Okay. Could you t u r n t o Fasken E x h i b i t -- the 

16 S-l, and I'm a f r a i d I l o s t the number here. 

17 A. I t h i n k i t ' s 26. 

18 Q. Thank you. 

19 A. Page 87. 

20 Q. I'm loo k i n g at what's Page 87 of the S-l. I t ' s 

21 Page 1029 of the document as we produced i t f o r Fasken. On 

22 Page 87 a statement i s made t h a t , " I n t r e p i d may choose t o 

23 re-open the North Mine i n the f u t u r e , although no f e a s i b i l i t y 

24 study f o r the p r o j e c t i s c u r r e n t l y contemplated." 

25 I s there a d i f f e r e n c e between the f e a s i b i l i t y study 
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1 reference and the S-l and the type of study or f i n a n c i a l 

2 a n a l y s i s t h a t I n t r e p i d would engage i n f o r i t s own i n t e r n a l 

3 purposes? 

4 A. Ab s o l u t e l y . The standard f o r t h a t f e a s i b i l i t y 

5 study i s simply t o show t h a t the mine would be economic. You 

6 don't have t o do the type of d e t a i l e d engineering t h a t you 

7 might do i n opening a mine. And then from t h e r e , you e s t a b l i s h 

8 a separate set of mining reserves t h a t r o l l out of t h a t 

9 f e a s i b i l i t y study. I t ' s r e a l l y an exercise around reserves 

10 f o r -- and I might also note t h a t the reserves around the North 

11 Mine, many of those reserves were c l a s s i f i e d as reserves as 

12 p a r t of the West Mine reserves. 

13 Q. Mr. Lewis t e s t i f i e d about t h a t t h i s morning, I 

14 b e l i e v e , t h a t those red panels shown on E x h i b i t I n t r e p i d 39 

15 were developed and are c u r r e n t l y p a r t of the West Mine 

16 reserves. 

17 A. I ' d also note t h a t any item t h a t i s not 

18 considered reserves f o r SEC purposes i s c a l l e d m i n e r a l i z e d 

19 deposits, which I t h i n k I mentioned before. I n t h i s case, t h a t 

20 would be the commercial ore. And there i s a l o t of commercial 

21 ore out there t h a t i s not c l a s s i f i e d as reserves from an SEC 

22 standpoint. 

23 Q. I s a f e a s i b i l i t y study necessary t o mine 

24 commercial potash deposits i f you don't want t o declare them as 

25 SEC-compliant reserves? 
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1 A. A b s o l u t e l y not. 

2 Q. So the f e a s i b i l i t y study i n t h i s case t h a t ' s 

3 under contemplation or which has commenced r e c e n t l y i s t o 

4 determine the f e a s i b i l i t y of the re-opening the n o r t h process 

5 f a c i l i t y and s h a f t s , but i t i s not a f e a s i b i l i t y study t h a t i s 

6 aimed p r i m a r i l y a t the commercial potash deposits. I t ' s more 

7 aimed a t the s h a f t s and what type of processing f a c i l i t y and so 

8 f o r t h ? 

9 A. I t h i n k you f a i r l y c h a r a c t e r i z e d i t . The 

10 f e a s i b i l i t y study or the p r e - f e a s i b i l i t y study t h a t we're 

11 engaged i n now i s t o see what we need t o do from an engineering 

12 standpoint, the next steps t o opening the mine. 

13 Q. Okay. 

14 A. Which i s e n t i r e l y d i f f e r e n t from t h a t SEC 

15 f e a s i b i l i t y study. 

16 Q. Can you look at a copy of I n t r e p i d ' s E x h i b i t 41. 

17 I don't know i f we've handed those out. 

18 A. I'm not sure I have t h a t . 

19 Q. Let me give you t h i s copy. I j u s t need 41. 

2 0 Okay. 

21 There was some testimony by Mr. Harvey, I b e l i e v e , 

22 about a Fasken e x h i b i t t h a t was a d r a f t . Can you t e l l me 

23 whether you're aware whether the Tetra Tech p r e - f e a s i b i l i t y 

24 c o n t r a c t was signed? 

25 A. Yes. I'm aware t h a t i t was signed. 
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1 Q. Okay. And i f you can review t h i s document. Can 

2 you t e l l me whether t h i s i s a copy of the signed contract? 

3 A. This i s a copy of t h a t c o n t r a c t and signed by Pat 

4 Avery, our pre s i d e n t and c h i e f operating o f f i c e r . 

5 Q. I s there a date i n d i c a t i n g when i t was signed? 

6 A. The fax i s stamped -- i t was May 29th of t h i s 

7 year. 

8 MR. CRESS: Okay. I ' d l i k e t o o f f e r I n t r e p i d 

9 E x h i b i t 41 i n t o evidence. 

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

11 MR. BROOKS: I s t h i s i s a sealed e x h i b i t ? 

12 MR. CRESS: I t should be sealed, yes. Thank you. 

13 MR. BROOKS: Okay. E x h i b i t 41 i s admitted under 

14 seal. 

15 [Respondent's E x h i b i t 41 admitted i n t o evidence under 

16 seal . ] 

17 Q. (By Mr. Cress): I'd l i k e t o t u r n your a t t e n t i o n 

18 t o I n t r e p i d E x h i b i t -- i t ' s I n t r e p i d E x h i b i t 31. 

19 A. That's a M e r r i l l Lynch r e p o r t on --

20 Q. Can you describe f o r me what t h i s i s? 

21 A. M e r r i l l Lynch was one of the banks t h a t served as 

22 an unde r w r i t e r f o r I n t r e p i d . This i s t h e i r f i r s t research 

23 r e p o r t about our company a f t e r the p u b l i c o f f e r i n g as launched 

24 by Steve Byrne, the analyst t h a t covers us. 

25 Q. And I b e l i e v e you also serve i n an i n v e s t o r 
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1 r e l a t i o n s capacity now w i t h I n t r e p i d ? 

2 A. I have been f i l l i n g i n t h a t r o l e u n t i l we get 

3 somebody else f u l l - t i m e . 

4 Q. Then you've been reviewing these r e p o r t s as they 

5 come out about the company? 

6 A. Yes. They are of great i n t e r e s t t o us. 

7 Q. I s there a statement i n t h i s e x h i b i t about the 

8 North Mine? 

9 A. Yes, there i s , but I am not — i t might take me a 

10 second t o f i n d i t . 

11 Q. That's f i n e . I couldn't f i n d i t e i t h e r . That's 

12 why I asked you t o t r y the f i n d i t . Page 6. Look at the top 

13 of Page 6, i f you could. 

14 A. Okay. 

15 Q. And could you read f o r me t h a t paragraph on the 

16 top of Page 6? 

17 A. Sure. "Long-term potash fundamental remain 

18 strong. Potash has the best long-term" — the top paragraph? 

19 Sorry. I s t a r t e d the wrong paragraph there. 

20 "Longer term, I n t r e p i d ' s u n i t costs could d e c l i n e as 

21 i t s incremental capacity expansions have lower u n i t costs. The 

22 company's HB mine w i l l be a s o l u t i o n mine w i t h s o l a r 

23 evaporation ponds s i m i l a r t o the low-cost Moab operatio n , but 

24 w i t h even lower u n i t costs, as the potash c r y s t a l s w i l l be 

25 processed at the nearby West Carlsbad f a c i l i t y , which has 

PAUL BACA PROFESSIONAL COURT REPORTERS 
4bdb5b57-b3c1 -4777-bf74-9aba38599018 



Page 210 

1 excess m i l l i n g capacity, thus lowering u n i t f i x e d costs. 

2 I n t r e p i d ' s North Mine adjacent t o the East Carlsbad mine i s 

3 shut down w i t h f u l l y o p e r a t i o n a l s h a f t s . We be l i e v e t h i s mine 

4 could be r e s t a r t e d i n the next few years, representing upside 

5 t o our production estimates." 

6 Q. Okay. So t h i s i s an analyst ' s view l o o k i n g and 

7 e v a l u a t i o n the company's assets. And i t i s dated when? 

8 A. I be l i e v e t h a t was a couple of weeks ago. 

9 Q. I t h i n k i t ' s on the f i r s t page. 

10 A. The 20th of June, 2008. 

11 Q. June 20th. So j u s t 10 days ago. 

12 MR. CRESS: At t h i s time. I ' d l i k e t o o f f e r i n t o 

13 evidence I n t r e p i d E x h i b i t 31 as a c o n f i d e n t i a l e x h i b i t . 

14 MR. BROOKS: What i s c o n f i d e n t i a l i n a research 

15 r e p o r t 

16 MR. CRESS: These research r e p o r t s are only a v a i l a b l e 

17 f o r people who pay f o r them. So, although the company gets a 

18 copy, I bel i e v e they're not fr e e t o p r i n t i t and give i t t o 

19 people. Because M e r r i l l Lynch would take exception t o t h a t . 

20 MR. BROOKS: So you're saying t h a t i s M e r r i l l Lynch's 

21 c o n f i d e n t i a l i t y r a t h e r than I n t r e p i d ' s ? 

22 MR. CRESS: I be l i e v e t h a t ' s c o r r e c t . 

23 MR. BROOKS: Okay. Well, I w i l l continue the p o l i c y 

24 I have done so f a r and w i l l admit 31 under seal. 

25 
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1 [Respondent's E x h i b i t 31 admitted i n t o evidence under 

2 seal. ] 

3 MR. CRESS: Thank you. 

4 Q. (By Mr. Cress): So have other analysts and 

5 i n v e s t o r s i n I n t r e p i d , since i t ' s been p u b l i c f o r the l a s t 

6 couple of months, expressed i n t e r e s t i n the North Mine as an 

7 asset of I n t r e p i d ' s ? 

8 A. Ab s o l u t e l y . As p a r t of going p u b l i c , we sat down 

9 w i t h a l l the a n a l y s i s t h a t would be covering us and gave them a 

10 review of our assets. They a l l expressed an i n t e r e s t i n the 

11 North Mine and wanted t o know more about our plans. Then on 

12 the road show — I p a r t i c i p a t e d i n a l l the road show meetings 

13 t h a t we had -- and the m a j o r i t y of the i n v e s t o r s asked us i f we 

14 could accelerate the plans f o r when we are planning t o re-open 

15 the North Mine. 

16 So I would say there's a l o t of i n t e r e s t from 

17 i n v e s t o r s -- a p p r o p r i a t e l y so, given the p r i c e of potash --

18 t h a t we b r i n g on t h i s development asset as soon as po s s i b l e . 

19 Q. And t h i s focus by i n v e s t o r s has been expressed t o 

20 I n t r e p i d d i r e c t l y over the l a s t few months since A p r i l ? 

21 A. Yes, i t has. But i t became very obvious on the 

22 road show the amount of i n t e r e s t there was i n the North Mine. 

23 Q. So j u s t i n the l a s t few months, your new p u b l i c 

24 shareholders and analysts have t o l d I n t r e p i d t h a t they f i n d the 

25 North Mine t o be an a t t r a c t i v e o p p o r t u n i t y t h a t I n t r e p i d should 
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1 be l o o k i n g at? 

2 A. That's r i g h t . We, as a management team, have 

3 always known i t ' s a good asset. We have known, as the p r i c e of 

4 potash has gone up, the focus has turned more and more t o the 

5 North. And now we've got the t e s t form process out of the way, 

6 which absorbs an i n o r d i n a t e amount of management time, and 

7 we're able t o focus more time on g e t t i n g t h i s developed. 

8 Q. So I n t r e p i d ' s management has focused i t s 

9 a t t e n t i o n on North j u s t i n the l a s t couple of months. And the 

10 reason f o r t h a t i s i t has heard from i t s new p u b l i c 

11 shareholders. P r i o r t o t h i s -- I guess I should back up. 

12 P r i o r t o t h i s , I n t r e p i d was owned j u s t by a --

13 MR. FELDEWERT: Mr. Examiner, may I object? I know 

14 you don't normally -- I know t h i s i s an a d m i n i s t r a t i v e 

15 proceeding, but we seem t o have a l o t of leading going on w i t h 

16 t h i s witness. 

17 MR. BROOKS: That's c e r t a i n l y t r u e . Perhaps you 

18 should rephrase your question. 

19 MR. CRESS: I w i l l . I apologize. Let me rephrase 

20 the question. 

21 Q. (By Mr. Cress): P r i o r t o the IPO, was I n t r e p i d 

22 owned p r i v a t e l y by j u s t a. few investors? 

23 A. Yeah. I n t r e p i d was owned p r i m a r i l y by Hugh 

24 Harvey and Bob Jornayvaz and t h e i r other p a r t n e r , P l a t t e River 

25 Ventures. 
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And now I n t r e p i d has p u b l i c shareholders since 

2 the IPO, j ust since A p r i l ? 

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

4 MR. BROOKS: And i n t h i s case, IPO i s I n i t i a l P ublic 

5 O f f e r i n g -

6 MR. CRESS: Yes. 

7 MR. BROOKS: I t ' s not I n t e l l e c t u a l Property O f f i c e r , 

8 or f i v e or s i x other p o s s i b l e meanings. 

9 Q. (By Mr. Cress): Okay. I would l i k e t o ask you 

10 t o t u r n t o E x h i b i t 3. 

11 MR. BROOKS: Whose E x h i b i t 3? 

12 MR. CRESS: I'm sor r y . I n t r e p i d ' s E x h i b i t 3. 

13 Q. (By Mr. Cress): I s E x h i b i t 3 an e x h i b i t t h a t you 

14 prepared 9 

15 A. I t i s . 

16 Q- And i t ' s an e x h i b i t t h a t has a l o t of d i f f e r e n t 

17 kinds of data shown on i t . I s t h i s the type of data t h a t you 

18 r e l y on i n your f i n a n c i a l a n a l y s i s f o r I n t r e p i d of the potash 

19 market? 

20 A. Yes. I would d e f i n i t e l y pay a l o t of a a t t e n t i o n 

21 t o p r i c e 

22 Q - Could you look at the f i r s t page f o r me and 

23 e x p l a i n what i s depicted here? 

24 A. Yeah, I ' d be happy t o . This i s a long-term view 

25 of the p r i c e of potash as i t has developed since 1985. And 
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1 what you w i l l n o t i c e i s t h a t i t ' s been r e l a t i v e l y f l a t and t h a t 

2 there's a p e r i o d s t a r t i n g i n 2006 -- and I apologize f o r the 

3 scale being so wide. I f i t were s t r e t c h e d a l i t t l e b i t more, 

4 you would see a more gradual increase i n the p r i c e going up i n 

5 the l a s t few years t o the l e v e l s you see. This i s a US-Midwest 

6 p r i c e t h a t we're showing here from Green Markets, which i s a 

7 well-respected i n d u s t r y p u b l i c a t i o n t h a t samples p r i c e s i n the 

8 Midwest and other places as w e l l . 

9 Now, I ' d love t o e x p l a i n t h i s t r e n d . As you look at 

10 t h i s t r e n d , one of the th i n g s t h a t people don't r e a l i z e about 

11 potash i s there was a la r g e over-supply of potash, 

12 h i s t o r i c a l l y . This came from -- there are two primary reasons, 

13 r e a l l y , where there are a l o t of large reserves -- Canada and 

14 Russia. And those governments, the Canadian and Russian 

15 governments, brought on a l o t of mines, f i r s t under the Soviets 

16 and then the Canadians developed a l o t of mines leading to an 

17 over-supply of potash, r e a l l y . That over-supply had t o be 

18 worked o f f i n the market. 

19 And so there are several events t h a t have happened 

20 t h a t have worked o f f t h a t over-supply i n the market. You can 

21 see several mine floods here i n 1986, 1997 and i n 2006. With 

22 each of those f l o o d s , a l l i n Canada or Russia, where they have 

23 d i f f e r e n t geology than we have here i n Carlsbad, a s i g n i f i c a n t 

24 amount of potash was removed from the market, and you can see a 

25 small or large p r i c e response. 
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1 Another s i g n i f i c a n t event i n the p r i c e of potash i s 

2 the collapse of the former Soviet Union i n 1991. They used t o 

3 consume 12 m i l l i o n tons of potash a year. And they went from 

4 12 m i l l i o n tons t o less t h a t a m i l l i o n tons v i r t u a l l y 

5 o v e r n i g h t . So there was a l a r g e over-supply and l a r g e l y the 

6 Canadians would match t h e i r p r o d u c t i o n t o supply a l l o w i n g the 

7 p r i c e t o stay s t a b l e f o r a l l these years. 

8 You know, potash -- j u s t t o go back a l i t t l e higher 

9 l e v e l -- i s p r i m a r i l y used as a f e r t i l i z e r . 

10 N i n e t y - f i v e percent i s consumed i n a g r i c u l t u r e . I t i s one of 

11 three e s s e n t i a l n u t r i e n t s , n i t r o g e n , phosphorous and potassium, 

12 w i t h o u t which no l i f e r e a l l y e x i s t s . You can't grow p l a n t 

13 matter. So proper r a t i o s of MP and K allow you t o grow a good 

14 crop. What we saw, or what we see, i n the c u r r e n t p r i c e 

15 response i s t h a t p r i c e supply and demand f o r potash come i n t o 

16 balance, the demand f o r potash has a c t u a l l y accelerated f a s t e r 

17 than s u p p l i e r s can b r i n g on supply. 

18 And through t h i s e n t i r e p e r i o d , there was very l i t t l e 

19 focus from s u p p l i e r s i n b r i n g i n g on a d d i t i o n a l mines. As you 

20 can imagine, the a r t of b r i n g i n g on new green f i e l d s and other 

21 p r o j e c t s has somewhat been l o s t t o -- except f o r operating 

22 companies. And so you see t h i s response where supply and 

23 demand come i n t o balance. And I ' l l get i n t o t h a t i n more 

24 d e t a i l l a t e r . But t h a t has l e d t o t h i s -- where we c u r r e n t l y 

25 are on p r i c i n g . Price has responded t o get supply and 

—1 
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1 demand -- t o t r y and get supply and demand i n t o balance. 

2 Q. And what i s the cu r r e n t p r i c e , shown on t h i s 

3 e x h i b i t , of potash? 

4 A. The c u r r e n t p r i c e t h a t ' s r e l e v a n t i n t h i s case i s 

5 the Carlsbad p r i c e of $583, which i s e s s e n t i a l l y what we would 

6 ship from Carlsbad t o , say, the Midwest. So there's some 

7 shipping costs, there's some mark-ups f o r dealers, et cetera, 

8 along the way. But $583 i s our l i s t p r i c e i n June. 

9 Q. This i s what I n t r e p i d uses t o s e l l i t s commercial 

10 potash, t h i s $583. And t h a t ' s as of June 1? 

11 A. That's as of June 1. That's when t h a t was made 

12 e f f e c t i v e . 

13 Q. I be l i e v e Mr. Lewis t e s t i f i e d t h a t you gave him a 

14 p r i c e assumption t o use i n c a l c u l a t i n g h i s Section 16 reserve 

15 a n a l y s i s t h a t i s r e f l e c t e d i n I n t r e p i d E x h i b i t 11. 

16 A. That's r i g h t . We used $532 f o r t h a t a n a l y s i s . 

17 At the time we began t h i s a n a l y s i s , t h a t was the l i s t p r i c e i n 

18 May. 

19 Q. So t h a t was the p r i c e e f f e c t i v e May 1? 

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

21 Q. And the p r i c e as e f f e c t i v e June 1 i s $583? 

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

23 Q. That's an increase of $50 a ton? 

24 A. That's c o r r e c t . And I would note t h a t over the 

25 l a s t seven t o e i g h t months, those are t y p i c a l increases, 
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1 monthly increases . 

2 What's important also t o note i s what the outlook f o r 

3 the p r i c e i s now. Because some people look at t h i s p r i c e and 

4 ask, w e l l , i t has gone up so p r e c i p i t o u s l y , or appears t o be 

5 p r e c i p i t o u s l y , but i f you r e a l l y understand the supply and 

6 demand fundamentals, you understand t h a t i t i s a sustainable J 

I 

7 p r i c e . And w e ' l l get i n t o t h a t i n more d e t a i l . 

8 And not only i s i t s u s t a i n a b l e , but people l i k e Steve 

9 Byrne, whose research we have, i s p r e d i c t i n g t h a t the p r i c e , 

10 the average p r i c e , t h a t I n t r e p i d w i l l s e l l f o r next year i s 

11 above $700 a t o n . 

12 Q. Was Mr. Byrne the analyst i n I n t r e p i d E x h i b i t 31? 

13 A. Yes, f o r M e r r i l l Lynch. I b e l i e v e he's 

14 p r e d i c t i n g $740 a ton i n 2009 and $760 a ton i n 2010. Other 

15 long-term forecasts come from i n d u s t r y groups such as FERTECON 

16 t h a t look a t a l l three n u t r i e n t s , but they have a p u b l i c a t i o n 

17 s p e c i f i c a l l y dedicated t o potash. They're p r e d i c t i n g a p r i c e 

18 above -- f o r North America -- above $750 a short ton through 

19 2020. 

20 So there's been a s h i f t , a fundamental s h i f t . I 

21 t h i n k the easiest way t o understand i t f o r people who aren't 

22 f a m i l i a r w i t h t h i s c h a r t i s , i f the supply and demand 

23 fundamentals of potash had been in balance t h i s e n t i r e time, 

24 you would have seen a more o r d e r l y climb up t h i s p r i c e charge. 

25 But now t h a t we're back i n t o balance, I b e l i e v e potash i s 
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1 s e l l i n g f o r what i t ' s worth as a crop n u t r i e n t . 

2 Q. Can you t u r n t o the next page of your e x h i b i t and 

3 e x p l a i n what t h i s shows. I t ' s t i t l e d "Potash Consumption 

4 Growth Exceeds H i s t o r i c and Projected O i l Consumption Growth"? 

5 A. Yes. The purpose of t h i s e x h i b i t i s t o 

6 demonstrate the demand fundamentals f o r potash are very strong. 

7 As a comparison, we're using o i l here because o i l i s o f t e n seen 

8 as t h i s very base commodity w i t h strong demand. But potash i s 

9 a c t u a l l y experiencing a higher growth r a t e h i s t o r i c a l l y and 

10 forecasted. This f o r e c a s t comes from FERTECON t h a t we're using 

11 and from the EIA, f o r o i l and gas. 

12 Q. I s FERTECON a source t h a t you r e l y on f o r these 

13 kind of p r o j e c t i o n s ? 

14 A. They are. They are my f a v o r i t e -- w e l l , I 

15 shouldn't say f a v o r i t e -- but i n my e s t i m a t i o n , the best at 

16 f o r e c a s t i n g p r i c e i n the i n d u s t r y . 

17 Q. And the o i l f o r e c a s t r e f l e c t e d here, t h a t came 

18 from where? 

19 A. That's the base case from the EIA, Energy 

20 I n f o r m a t i o n A s s o c i a t i o n of the US Department of Energy. 

21 Q. Energy I n f o r m a t i o n A d m i n i s t r a t i o n of the US 

22 government, the Department of Energy, okay. 

23 I f you could t u r n t o the t h i r d page of t h i s e x h i b i t . 

24 Could you ex p l a i n what t h i s i s showing? 

25 A. Yes. I referenced t h i s e a r l i e r t h a t the demand 
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1 f o r potash has grown s t e a d i l y . And you can see here -- the 

2 green l i n e represents the world w i t h o u t the former Soviet 

3 Union. 

4 Q. This i s the collapse you described of the Soviet 

5 Union and the e f f e c t i t had on potash. 

6 A. That's r i g h t , yeah, the blue l i n e . And you can 

7 imagine what t h a t d i d t o the supply and demand fundamentals t o 

8 have t h a t c o l l a p s e . What i s remarkable i n potash i s t h a t there 

9 was very l i t t l e downward v o l a t i l i t y through t h i s e n t i r e 

10 c o l l a p s e . There's very l i t t l e downward v o l a t i l i t y i n the p r i c e 

11 of potash, g e n e r a l l y . I f you were t o compare t h a t t o , say, o i l 

12 p r i c e s , there's much more downward v o l a t i l i t y i n p r i c e . 

13 Q- So the p r i c e stayed r e l a t i v e l y s t a b l e , but the 

14 consumption of potash went down considerably? 

15 A. Yeah. That's the approximately 1 1 - m i l l i o n ton 

16 r e d u c t i o n i n the consumption of potash from the former Soviet 

17 Union, which has now s t a r t e d t o recover. There's been a l o t of 

18 great work i n the background t h a t ' s allowed t h i s market t o 

19 develop the way i t has. There's a group c a l l e d the 

20 I n t e r n a t i o n a l Plant and N u t r i t i o n I n s t i t u t e which gives us a 

21 forward compound annual growth r a t e f o r China, In d i a and 

22 B r a z i l . They've gone i n , and they've been t r y i n g t o educate 

23 t h e i r farm economies about how t o increase t h e i r y i e l d of 

2 4 crops. 

25 China has a s t a t e d goal of s e l f - s u f f i c i e n c y i n t h e i r 
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1 food. They consume approximately 12 m i l l i o n tons of potash a 

2 day. They need t o consume 27 m i l l i o n tons t o get t o 

3 s e l f - s u f f i c i e n c y . I n d i a has t y p i c a l l y under-applied potash, 

4 and i f you do not apply n u t r i e n t s i n the proper r a t i o s , you do 

5 not get the y i e l d s t h a t you need. I n d i a recognizes a strong 

6 need t o put more potash on t h e i r s o i l s . They are depleted. So 

7 you see a strong growth r a t e expected from I n d i a . 

8 And B r a z i l , t h e i r s o i l s i n B r a z i l a c t u a l l y leach 

9 potash very q u i c k l y , so you have t o c o n s t a n t l y be reapplying 

10 i t . And i t ' s also one of the l a r g e s t growth areas i n the world 

11 f o r a g r i c u l t u r a l land. They have a region c a l l e d the Cerrado 

12 t h a t i s adding a g r i c u l t u r a l land. I t ' s not the Amazon, don't 

13 worry, but i t i s a growth area which i s why potash consumption 

14 i n B r a z i l i s growing. They can grow two or three crops a year 

15 th e r e . This i s a l l i n response t o the c r i t i c a l need i n the 

16 world f o r food today. 
17 Q. And i s the green l i n e , i f I understand t h a t 

18 c o r r e c t l y , i s t h a t the consumption i f you leave the Soviet 

19 Union out of i t ? 

20 A. That's r i g h t . 

21 Q. So the chart i s showing a progression t h a t ' s a 

22 l i t t l e more o r d e r l y i f you leave the Soviet Union out of i t 

23 because of t h a t collapse in. '92? 

24 A. That's r i g h t . 

25 Q. What was the source of the data on t h i s page, 
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1 Page 3? 

2 A. The I n t e r n a t i o n a l F e r t i l i z e r A s s o c i a t i o n t r a c k s 

3 potash demand as a f e r t i l i z e r . So I would note t h a t t h i s i s 

4 j u s t f e r t i l i z e r demand. There's also demand f o r i n d u s t r i a l 

5 uses, which would take the t o t a l demand higher. 

6 Q. And the Nat i o n a l F e r t i l i z e r A s s o c i a t i o n i s an 

7 a u t h o r i t y you consider r e l i a b l e f o r these kinds of studies? 

8 A. I t ' s an i n d u s t r y group of CEOs and others who 

9 j o i n t o produce very good data. They have some very good 

10 agronomists and economists t h a t allow us t o t r a c k areas of the 

11 world t h a t would be hard t o without t h e i r work. 

12 Q. Okay. Could you t u r n , then, t o Page 4 of 

13 E x h i b i t 3 and e x p l a i n what's on t h i s page and the s i g n i f i c a n c e 

14 of i t ? 

15 A. There's a l o t of business here, so I ' l l walk 

16 through each c h a r t . But t h i s r e a l l y i s the key t o why potash 

17 demand i s so high. 

18 As we look a t the top l e f t c h a r t , "World Population 

19 versus F e r t i l i z e r and Meat Consumption" -- t h i s data comes from 

20 the FAO, which i s an arm of the UN as you n o t i c e , "World 

21 Population, World F e r t i l i z e r Usage NPK" -- K i s potash -- and 

22 "World Meat Consumption" are a l l growing i n lockstep. And 

23 World Meat Consumption i s a c t u a l l y the one l i n e t h a t i s of 

24 c r i t i c a l importance today as economies i n China and I n d i a are 

25 improving, t h e i r d i e t s are also improving. 
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1 And, you know, p a r t of t h a t t r e n d i s consuming more 

2 meat which consumes more gain. For example, a pound of chicken 

3 takes three pounds of g r a i n t o produce. Beef i s a higher 

4 r a t i o . I b e l i e v e i t ' s 8 t o 1. And so t h a t ' s one important 

5 t r e n d t h a t ' s l e a d i n g t o higher g r a i n consumption. 

6 The t r e n d on the r i g h t , "Hectares of Arable Land per 

7 Person," i s an important t r e n d i n f e r t i l i z e r consumption. 

8 Populations are c o n s t a n t l y growing, p u t t i n g pressure on arable 

9 land and also as populations grow, land i s converted t o other 

10 uses. And so you see, i n order -- there are only two ways t o 

11 improve y i e l d s t o feed the people i n the world: Proper 

12 f e r t i l i z a t i o n and through seed genetics and technology. Those 

13 are r e a l l y the only two ways t h a t we advance. 

14 And the t h i r d chart here, "World Grain Production and 

15 Stock t o Use Ratios," r e a l l y explains where we are today. 

16 H i s t o r i c a l l y , we've been able t o produce an excess of g r a i n s . 

17 But we reached a p o i n t approximately nine t o ten years ago when 

18 the consumption of grains s t a r t e d to exceed production. And 

19 t h i s i s before ethanol ever got going. So e i g h t of the l a s t 

20 nine years, more grains have been consumed i n the world than 

21 have been produced despite i n c r e a s i n g y i e l d s around the world. 

22 This i s a c r i t i c a l t r e n d , and t h i s i s why crop 

23 p r i c e s -- i f you go t o the r i g h t -- are s t a r t i n g t o move up 

24 r a p i d l y . The markets are t r y i n g t o send a s i g n a l t o growers 

25 around the world t h a t we need more gr a i n s . We need t o 
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1 r e p l e n i s h these stocks before -- we may have already passed the 

2 c r i t i c a l p o i n t , t o be honest. 

3 But the p r i c e s , the outlook f o r crop p r i c e s , i s 

4 a c t u a l l y important i n the outlook f o r potash p r i c e s . And as 

5 you look at the f u t u r e s f o r crop p r i c e s , they're forecasted t o 

6 be q u i t e strong f o r some time. Because even i f we have record 

7 crops f o r several years, w e ' l l b a r e l y s t a r t t o even work on 

8 r e s t o r i n g y i e l d s . And as you know, Mother Nature i s the c h i e f 

9 determinate i n crop y i e l d s . So t h a t , technology, and 

10 f e r t i l i z e r s , are the three t h i n g s t h a t go i n t o a y i e l d . 

11 Q. Okay. And the sources f o r t h i s data t h a t you 

12 l i s t on t h i s Page 4 of E x h i b i t 3 --

13 A. Yeah. I'm happy t o go through. So I l i s t e d the 

14 FAO on the top l e t . The FAO i s also on the top r i g h t . The 

15 bottom l e f t i s we sourced — some of t h i s i s from the 

16 I n t e r n a t i o n a l Plant and N u t r i t i o n I n s t i t u t e , which provides --

17 oh, I'm s o r r y . No. This i s also from the FAO. This i s Grain 

18 Production and Stock t o Use Ratio. And then the crop p r i c e s 

19 come from the Chicago Board of Trade. 

20 Q. Okay. And I also see l i s t e d here PPI. What i s 

21 that? 

22 A. PPI i s the o l d name f o r the I n t e r n a t i o n a l Plant 

23 and N u t r i t i o n I n s t i t u t e . That i s a leading group of 

24 agronomists around the world t h a t have gone t o China, Russia, 

25 I n d i a -- now they are working i n A f r i c a as w e l l -- t o t r y and 
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1 educate people on the proper balance of n u t r i e n t s . Their work 

2 has l a r g e l y a l e r t e d the world t h a t there's a d e f i c i e n c y of 

3 potash a p p l i c a t i o n . 

4 Q. And then IFA we've already t a l k e d about as -- and 

5 these are sources t h a t you r e l y on f o r i n f o r m a t i o n f o r these 

6 kinds of production? 

7 A. Abs o l u t e l y . 

8 Q. Can you t u r n again, then, t o the next page and 

9 e x p l a i n what the s i g n i f i c a n c e i s of t h i s chart? 

10 A. Now we s t a r t t o look at supply. We looked at the 

11 demand side. And demand i s forecasted t o be q u i t e strong f o r 

12 some time due to the f a c t s t h a t we've l i s t e d . This i s the 

13 supply side. 

14 The i n d u s t r y has, i n response t o t h i s strong 

15 demand -- i s e f f e c t i v e l y producing at capacity. And the reason 

16 there's a d i f f e r e n c e between e f f e c t i v e capacity and nameplate 

17 capacity -- i n the Potash i n d u s t r y , nameplate capacity i s 
18 defined when a p l a n t i s f i r s t commissioned and does not take 

19 i n t o account d e p l e t i o n , p o t e n t i a l l y f l o o d i n g t h a t may have 

20 occurred i n some mines, and other f a c t o r s which a c t u a l l y l i m i t 

21 what a mine can a c t u a l l y produce. At I n t r e p i d , one of the 

22 studies t h a t I was asked t o do when I f i r s t came, was t o look 

23 at every mine i n the world and determine what they could 

24 a c t u a l l y produce, which i s what we c a l l the e f f e c t i v e capacity. 

1 
25 Q. These were a l l potash mines? 
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1 A. A l l the potash mines i n the world -- and a l l the 

2 potash p r o j e c t s i n the world as w e l l -- which I t r a c k . 

3 Q. And when you say "potash p r o j e c t , " i s t h a t a mine 

4 t h a t hasn't been b u i l t yet, e s s e n t i a l l y ? 

5 A. Yeah. Potash p r o j e c t s could be e i t h e r an 

6 expansion at an e x i s t i n g f a c i l i t y or a green f i e l d , which would 

7 be a brand new mine somewhere i n the world, or a brown f i e l d , 

8 which i s s i m i l a r t o what we're doing at North, re-opening a 

9 mine t h a t had e x i s t e d before which doesn't r e q u i r e as much work 

10 as a green f i e l d mine. 

11 But t h i s -- 93 percent e f f e c t i v e c a pacity has gotten 
12 a l o t of a t t e n t i o n since our IPO and i n other contexts. 

13 Analysts have been s t a r t i n g t o p o i n t out the supply d e f i c i e n c y 

14 much more f r e q u e n t l y i n t h e i r research. RBC r e c e n t l y came out 

15 w i t h a piece t h a t s p e c i f i c a l l y focused on t h i s . The 

16 I n t e r n a t i o n a l F e r t i l i z e r A s s o c i a t i o n j u s t came out w i t h some 

17 s p e c i f i c research on t h i s . Everyone -- a l l p o i n t t o the supply 

18 d e f i c i e n c y -- which probably we should go t o the next s l i d e t o 

19 cover some of t h a t . 

20 Q. Let's do t h a t , then. This data was your own 

21 study which you t e s t i f i e d ? 

22 A. That's r i g h t . And the green data, I should t e l l 

23 you what t h a t i s . That's a r e p r e s e n t a t i o n of North American 

24 i n v e n t o r i e s b a s i c a l l y d i v i d e d by world consumption t o give an 

25 idea of how much potash i n v e n t o r y i s out the r e . And you w i l l 
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1 n o t i c e t h a t there i s a dec l i n e i n potash i n v e n t o r i e s which i s 

2 an i n d i c a t i o n t h a t demand i s greater than supply and 

3 i n v e n t o r i e s are being drawn down t o h i s t o r i c a l lows. 

4 Q. Okay. I f we could t u r n , then, t o Page 6 of 

5 E x h i b i t 3. Can you e x p l a i n the s i g n i f i c a n c e of t h i s graph? 

6 A. This i s r e a l l y the key t o where potash p r i c e s are 

7 going t o be i n the f u t u r e . I f you look a t demand f o r e c a s t s , we 

8 used FERTECON's 3.5 percent demand growth f o r e c a s t . But others 

9 have progn o s t i c a t e d a higher growth r a t e . And i f you look at 

10 the growth rates f o r China, I n d i a and B r a z i l , i t ' s q u i t e 

11 possible a higher growth r a t e would occur i n the market i f the 

12 potash were a v a i l a b l e . 

13 But i n 2007, f o r example, the demand f o r potash was 

14 greater than the i n v e n t o r y drawdown. That s i t u a t i o n i s 

15 expected t o p e r s i s t at l e a s t i n t o 2010, and not g e t t i n g any 

16 kind of r e l i e f u n t i l 2012. And t h a t i s assuming t h a t a l l of 

17 the announced p r o j e c t s -- the blue area i s announced 

18 p r o j e c t s -- t h a t a l l of those p r o j e c t s come o n l i n e as scheduled 

19 or as announced without any hiccups, which i s a t a l l order, 

20 a c t u a l l y . 

21 Q. What p r e c i p i t a t e d t h a t drawdown i n i n v e n t o r i e s . 

22 Was there a s i n g l e event t h a t c o n t r i b u t e d t o that ? 

23 A. Well, one event which has added t o the t i g h t n e s s 

24 i n the market i s t h i s Russian mine f l o o d which occurred i n 

25 2006, and the reason we show t h a t separately i s so you can see 
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1 the impact of t h i s f l o o d on e x i s t i n g supply. I t occurred at a 

2 time when the market needed potash. So t h a t r e d u c t i o n of 1.3 

3 m i l l i o n m e t r i c tons of potash came at t h a t time w i t h the market 

4 was already t i g h t . And i t takes f i v e t o seven years, r e a l l y , 

5 t o b r i n g on a new mine t o replace t h a t mine. 

6 Q. And t h i s chart on Page 6 was compiled as p a r t of 

7 your study of the d i f f e r e n t p r o j e c t s around the world? 

8 A. That's r i g h t . I f i r s t s t a r t e d on t h i s study when 

9 I was f i r s t h i r e d , and i t was a c t u a l l y my task was t o look at 

10 the supply and demand fundamentals. And I've c o n t i n u a l l y 

11 updated t h i s study through today. 

12 Q. Okay. I f you could t u r n t o the next page of 

13 E x h i b i t 3, Page 7. Can you e x p l a i n are these the p r o j e c t s 

14 t h a t you were t a l k i n g about t h a t you stu d i e d , or some of them? 

15 A. These are some of the higher p r o f i l e , more l i k e l y 

16 green f i e l d , p r o j e c t s out there as compared t o the North Mine. 

17 One of the reasons t h a t i n v e s t o r s asked us so much about the 

18 North Mine while we were on the road show i s i t has c e r t a i n 

19 advantages t h a t these green f i e l d mines do not have. 

20 For example, the North Mine has e x i s t i n g s h a f t s , has 

21 an abundant knowledge of the ore bodies, has e x i s t i n g water 

22 supply, e l e c t r i c i t y , t a i l i n g s d i s p o s a l , r a i l , storage 

23 f a c i l i t i e s . I mean, i t r e a l l y i s so much f a r t h e r along than a 

24 green f i e l d would be. And i f I were to take an example --

25 l e t ' s look at the Magminerals P r o j e c t , which i s approximately 
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1 comparable i n s i z e . That's a 600,000-ton mine. 

2 Q. 600,000 tons. These are a l l the tons per year 

3 these would produce? 

4 A. Yes. That's r i g h t . These are short tons of 

5 produ c t i o n a year. 

6 So as you look a t t h a t , the f i r s t t h i n g you w i l l 

7 n o t i c e i s t h a t the estimated cost t o b r i n g on t h a t green f i e l d 

8 i s roughly twice t h a t of the North. So from an investment 

9 standpoint, t h a t ' s a very a t t r a c t i v e f i r s t measure. The second 

10 t h i n g i s the l o c a t i o n here i n the Congo, where there i s 

11 p o l i t i c a l r i s k , of course. 

12 And then there's no i n f r a s t r u c t u r e t o support h i s 

13 mine r i g h t now. They need a p o r t f a c i l i t y . They need 

14 e l e c t r i c i t y , which they're contemplating g e t t i n g from a 

15 h y d r o e l e c t r i c p r o j e c t two c o u n t r i e s away. They w i l l a c t u a l l y 

16 be producing from a c a r n a l l i t e ore body. So there was some 

17 discussion about whether c a r n a l l i t e can be produced 

18 economically. They are planning t o produce from a 

19 c a r n a l l i t e - o n l y ore body, which, you know, i s a higher energy 

20 process than what we w i l l be doing at North, which i s a 

21 f l o t a t i o n process. 

22 You know, as you go through t h i s l i s t , t h a t 

23 i n f r a s t r u c t u r e piece should not be underestimated. There's a 

24 p r o j e c t i n Argentina t h a t Rio T i n t o has been l o o k i n g a t f o r 

25 many years. I t ' s extremely remote. I t requires upgrades t o a 
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1 long r a i l l i n e . I t requires the paving of a couple of hundred 

2 ki l o m e t e r s of road. They do not have a gas supply, and i t 

3 r e q u i r e s a continuous large gas supply, and there's no 

4 p o p u l a t i o n there t o s t a f f the mine, and no experience e i t h e r . 

5 So as you go through t h i s l i s t , a l l these green 

6 f i e l d s have t o t a c k l e a l l these problems t h a t the North Mine 

7 doesn't have. 

8 Q. Okay. And you've got a c a p i t a l cost estimate 

9 here. Those are j u s t rough estimates of the p o t e n t i a l cost, 

10 but the -- and the .3B i n the case of the I n t r e p i d North Mine 

11 i s plus or minus $300 m i l l i o n ; i s t h a t c o r r e c t ? 

12 A. That's c o r r e c t . As you can imagine, w i t h the 
13 c a p i t a l costs on these p r o j e c t s , you would want t o have 

14 well-developed engineering. The only p r o j e c t -- there are only 

15 a couple of p r o j e c t s -- three p r o j e c t s on here t h a t r e a l l y have 

16 well-developed engineering, you know, outside of the North 

17 Mine. That would be the Potash Corp i n Saskatchewan expansion, 

18 green f i e l d . Magminerals has put f o r t h some economics. I 

19 can't speak t o the r e l i a b i l i t y of any of these numbers, but 

20 they've put numbers out. 

21 Q. These were put out by the owners of these 

22 p r o j e c t s ? 

23 A. By the owners of the p r o j e c t s . And then the Rio 

24 T i n t o p r o j e c t has also put a f o r e c a s t down. Other estimates 

25 are based on Potash Corp's estimate f o r the cost of a green 
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1 f i e l d i n Saskatchewan, Canada. And they are i n the i d e a l 

2 p o s i t i o n t o make those estimates, so we've r e l i e d on t h e i r 

3 estimates f o r t h a t . 

4 Q. And these are -- I n t r e p i d costs are not f i r m . I 

5 mean, t h i s i s what I n t r e p i d i s studying i n the f e a s i b i l i t y 

6 study t h a t we heard about? 

7 A. That's r i g h t . And we would t r e a t t h a t as 

8 c o n f i d e n t i a l . Because one of the t h i n g s w i t h i n v e s t o r s -- one 

9 of the reasons t h a t you wa i t t o go t o i n v e s t o r s i s you want t o 

10 have t h a t more f u l l y developed so t h a t you don't have t o 

11 d i s a p p o i n t i n v e s t o r s or give a wrong number. But t h a t i s our 

12 best estimate a t t h i s time. 

13 Q. P r i o r t o doing continued f e a s i b i l i t y study work? 

14 A. That's r i g h t . One of the major p o i n t s of the 

15 f e a s i b i l i t y work t h a t we're doing now i s t o develop those cost 

16 estimates. 

17 Q. That's the work t h a t you've commenced as of the 

18 end of May? 

19 A. That's r i g h t . I can't speak t o t h a t estimate as 

20 reasonable, though, based on what we need t o add, which would 

21 be j u s t the processing f a c i l i t i e s at the North Mine and some 

22 underground i n f r a s t r u c t u r e t h a t we need t o add back. 

23 Q. So some of the other p r o j e c t s , as you t e s t i f i e d , 

24 are one needed a p o r t , t h a t s o r t of thing? I n t r e p i d ' s North 

25 Mine i s lo c a t e d i n Carlsbad, New Mexico. You have power. You 
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have other i n f r a s t r u c t u r e already i n place and s e r v i c i n g your 

2 East and West Mines, and i t ' s r i g h t next door, e s s e n t i a l l y . 

3 That's p a r t of what c o n t r i b u t e s t o the lower cost? 

4 A. A b s o l u t e l y . 

5 

6 

Q. I t h i n k t h a t was the l a s t t h i n g I had on t h a t . 

I f you could t u r n t o Page 8, I would l i k e t o ask you about 

7 

8 

t h i s . But I also at t h i s moment would l i k e t o have you look 

t h i s side-by-side w i t h the separate e x h i b i t , and t h a t i s 

at 

9 I n t r e p i d 3-A? 

10 MR. FELDEWERT: Mr. Examiner, i s there a chance we 

11 can take a short break? 

12 MR. BROOKS: I was t h i n k i n g the same t h i n g . We're 

13 not close t o f i n i s h i n g t h i s witness? 

14 MR. CRESS: I'm not sure how much longer, but t h i s i s 

15 a c t u a l l y a very good time t o break. 

16 MR. BROOKS: Okay. Let's take a 10-minute recess. 

17 [Recess taken from 4:43 p.m. t o 4:55 p.m., and 

18 testimony continued as f o l l o w s : ] 

19 MR. BROOKS: Back on the record. 

20 MR. CRESS: Thank you, Mr. Examiner. 

21 Q. (By Mr. Cress): Mr. Taylor, on Page 8 of 

22 E x h i b i t 3, you show a comparison between the potash a f f e c t e d by 

23 the Laguna No. 2 Well and the probable revenue from the w e l l . 

24 Can you e x p l a i n where you derived these numbers? 

25 A. I'd be happy t o . I t h i n k the $438 m i l l i o n should 
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1 be f a m i l i a r at t h i s p o i n t . That comes from E x h i b i t 11 t h a t Jim 

2 Lewis discussed at l e n g t h . That i s the revenue t h a t i s 

3 expected j u s t from the area -- the new area a f f e c t e d by Laguna 

4 No. 2. 

5 MR. FELDEWERT: Can I ask what e x h i b i t we're on? 

6 MR. CRESS: We're l o o k i n g at E x h i b i t 3, Page 8. 

7 MR. FELDEWERT: Okay. 

8 THE WITNESS: So i f we can look at E x h i b i t 11, i t i s 

9 the new potash waste t h a t Laguna 2 would r e s u l t i n i f i t were 

10 to be d r i l l e d . 

11 Q. (By Mr. Cress): I'm sorr y . Go ahead. 

12 A. And again, t h a t ' s using the $532 potash, which 

13 was our May l i s t p r i c e . 

14 Q. And the p r i c e now is? 

15 A. I t ' s $582. So i f you were t o use t h a t , i t would 

16 go up another 9 percent, approximately another $40 m i l l i o n . 

17 Q. And where i s the value of the Laguna No. 2 

18 derived from? 

19 A. I n t h i s a n a l y s i s , we d i d not yet have Fasken 
20 E x h i b i t 24, so I prepared t h i s p r i o r t o r e c e i v i n g t h a t e x h i b i t . 

21 So we used the best i n f o r m a t i o n we had a v a i l a b l e at the time, 

22 which was a memo prepared by Fasken O i l and Ranch dated 

23 4/12/2007 regarding the expected production out of Laguna 

24 No. 1. So the way t h i s a n a l y s i s was conducted i s we looked at 

25 Laguna No. 1 and created a t w i n f o r t h i s a n a l y s i s t o say t h i s 
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1 i s the t o t a l revenue t h a t would be expected. 

2 So on t h a t memo, Fasken assigns the t o t a l expected 

3 o i l and gas t o be 92,000 b a r r e l s of o i l and 1.5 b i l l i o n cubic 
4 f e e t of n a t u r a l gas. Then we simply a p p l i e d the c u r r e n t p r i c e 

5 of o i l and gas, which at the time, was $136 per b a r r e l f o r o i l 

6 and $13 per mmbtu f o r gas t o a r r i v e at $32 m i l l i o n of probable 

7 revenue. So I be l i e v e we are being generous because we d i d not 

8 assign any p r o b a b i l i t y a t t h i s p o i n t t o those revenues. 

9 Q. This was an un-discounted value. Okay. Can you 

10 t u r n t o I n t r e p i d E x h i b i t 3-A, i f you would? This was also 

11 prepared by you? 

12 A. Yes. 

13 Q. And i n t h i s case, I t h i n k you sa i d you used the 

14 estimate of the value of the Laguna No. 2 r e f l e c t e d i n Fasken's 

15 E x h i b i t 24? 

16 A. That's c o r r e c t . I received t h i s Friday morning, 

17 t h i s Fasken 24 -- I b e l i e v e i t was received Thursday n i g h t , but 

18 I f i r s t saw i t Friday morning -- and recognized t h a t the 

19 p r o b a b i l i t y t r e e from Fasken 24 i s the exact i n f o r m a t i o n we 

20 needed t o do t h i s a n a l y s i s according t o t h e i r own economics. 

21 So I r e d i d the numbers using t h e i r economic model. And they 

22 are expecting the expected value or expected revenue from 

23 the Laguna No. 2, at $10.5 m i l l i o n , which i s -- and the potash 

24 revenue i s 41.7 times the revenue expected from the w e l l . 

25 Q. Okay. And on E x h i b i t 3, I n t r e p i d E x h i b i t 3, the . 

I 
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1 m u l t i p l e was 13.7 times? 

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

3 Q. So once you had the a c t u a l value t h a t Fasken 

4 a t t r i b u t e d t o i t s own w e l l which you d i d n ' t receive at the time 

5 you were preparing I n t r e p i d E x h i b i t 3, you j u s t reran the 

6 numbers? 

7 A. That's a l l I d i d . I t was f a i r l y s t r a i g h t f o r w a r d 

8 from t h e r e . 

9 Q. There are a couple of other d i f f e r e n c e s I would 

10 j u s t p o i n t out f o r f a i r n e s s . The potash p r i c e was the May l i s t 

11 p r i c e . That's the same and, obviously, has changed, as you 

12 said, by 9 percent or so and j u s t i n the l a s t month. The o i l 

13 p r i c e i s s l i g h t l y lower. I t ' s $131 a b a r r e l . I t was $136 when 

14 you prepared i t on Thursday. And you used the same gas p r i c e . 

15 So i t would be -- the $10,500,000 would be s l i g h t l y greater 

16 value. But s t i l l , the order of magnitude of the m u l t i p l e s here 

17 would be more or less the same even t a k i n g the d i f f e r e n c e i n t o 

18 account. 

19 A. That's c o r r e c t . I mean, my conclusion from t h i s 

20 i s t h a t the potash resource i n t h a t h a l f - m i l e b u f f e r i n j u s t 

21 the new h a l f - m i l e b u f f e r , excluding Laguna 1, has a much higher 

22 market value than the expected o i l and gas revenue. I use the 

23 terms "expected" as a f i n a n c i a l term here because they have 

24 assigned the p r o b a b x l i t i e s which allow you t o get t o an 

25 expected value. 
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1 Q. Okay. I f we could, then, t u r n t o the next page, 

2 Page 9 of E x h i b i t 3. And i f you could -- i f you can kind of 

3 walk us through the same comparison between Page 9 as depicted 

4 i n I n t r e p i d E x h i b i t 3 and Page 9 as depicted a I n t r e p i d 

5 E x h i b i t 3-A. 

6 A. Okay. I w i l l walk through E x h i b i t 3, Page 9, 

7 f i r s t . The r o y a l t y r a t e , from what I understand, i n Section 

8 16, i s 1/6 of the revenue. Which i s i f you were t o compare 

9 back t o Page 8, 1/6 of $32 m i l l i o n gets you t o $5.3 m i l l i o n i n 

10 expected r o y a l t i e s t o the State. 

11 For purposes of c a l c u l a t i n g the r o y a l t i e s t h a t can be 

12 expected from potash, t y p i c a l l y our r o y a l t i e s are anywhere from 

13 2 t o 5 percent, so I provided t h a t range. I t would mostly l i k e 

14 f a l l somewhere between t h i s range: At a 2-percent r o y a l t y , you 

15 would expect $8.8 m i l l i o n of potash r o y a l t i e s from t h i s 

16 s e c t i o n , and from a 5-percent r o y a l t y , you would expect $21.9 

17 m i l l i o n . 

18 And I would also note t h a t these r o y a l t i e s would come 

19 over time. So f o r the Laguna No. 2 Well, you would expect t o 

20 receive these r o y a l t i e s over the expected 20-year l i f e of the 

21 w e l l , and f o r the potash ore, you would expect i t over the 

22 p e r i o d i t would take t o mine t h i s area. 

23 Q. And j u s t t o be cl e a r t h a t the r o y a l t y i s between 

24 the 2 and 5 percent, since we don't have an exact r a t e , t h a t ' s 

25 j u s t the r o y a l t i e s a t t r i b u t a b l e t o the a d d i t i o n a l commercial 
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1 potash wasted by the Laguna No. 2 Well. I t ' s not the e n t i r e 

2 s e c t i o n . I t ' s j u s t the s e c t i o n as depicted and discussed by 

3 Mr. Lewis. 

4 A. That's c o r r e c t . A l l these three s l i d e s are j u s t 

5 comparing the a d d i t i o n a l area a f f e c t e d by the Laguna No. 2. 

6 Q. And you also backed out, as he d i d , the Laguna 

7 No. 1? 

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

9 Q. That was already wasted? 

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

11 Q. And those m u l t i p l e s , then, when you -- I'm s o r r y . 
12 Can you t u r n now t o I n t r e p i d 3-A and j u s t describe the 

13 d i f f e r e n c e here i n the r o y a l t y and the f a c t t h a t you used 

14 Fasken's own number as r e f l e c t e d on t h e i r e x h i b i t , the value 

15 they a t t r i b u t e t o t h i s well? 

16 A. Well, t h a t ' s a f a i r l y s i m i l a r a n a l y s i s , t a k i n g 

17 1/6 of the $10 m i l l i o n equates t o approximately $1.8 m i l l i o n i n 

18 expected r o y a l t i e s from Laguna No. 2 versus the same number of 

19 r o y a l t i e s -- excuse me. $8.8 m i l l i o n at the 2 percent versus 

20 $21.9 m i l l i o n at the 5 percent. So I n t r e p i d ' s r o y a l t i e s would 

21 be between 4.9 and 12.2 times higher than t h a t expected from 

22 Laguna No. 2. 

23 Q. Okay. Thank you. I f you could t u r n t o the l a s t 

24 page of I n t r e p i d E x h i b i t 10 and e x p l a i n t h i s chart t o us. 

25 A. I n t h i s , we be l i e v e one of the important 

i 
i 
i 
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1 d i s t i n c t i o n s between potash and o i l and gas development i s how 

2 much cash i s put i n t o the l o c a l economy i n the forms of taxes 

3 and labor costs and energy -- a l l t h a t i s consumed i n producing 

4 potash. So on the r i g h t side, you have the potash c o n t r i b u t i o n 

5 of $110 m i l l i o n . What I d i d t o get t o t h a t number i s I looked 

6 at the amount of reserve of ore t h a t i s expected from the 

7 Laguna No. 2, excluding the No. 1 area and the p i l l a r s , and I 

8 b e l i e v e t h a t number was repo r t e d by Jim Lewis. 

9 Q. I t ' s on E x h i b i t 11 i f you want t o t u r n t o t h a t . 

10 A. I t ' s 824,000 product tons, using the assumption 

11 t h a t we would have a 500,000-ton mine. So these are the 

12 assumptions I used, t h a t we would have a 500,000 ton a year 

13 mine comparable to our West Mine, t h a t the cost t o operate t h a t 

14 mine would be comparable t o our West Mine, and t h a t the 

15 s u s t a i n i n g c a p i t a l r e q u i r e d .would be comparable t o our West 

16 Mine. 

17 And then I added up the operating costs t h a t would 

18 equate t o roughly a year and a h a l f of operations t o produce 

19 t h i s e n t i r e area i f a l l you d i d was put a l l your miners i n t o 

20 one area. That's not a standard p r a c t i c e , but f o r these 

21 purposes, i t ' s a good estimate of the amount of time you would 

2 2 spend i n the area. And then I added t h a t to the operating 

23 costs plus the s u s t a i n i n g c a p i t a l , and t h a t was $110 m i l l i o n of 

24 expenditures t h a t would go i n t o the l o c a l economy. 
25 Q. And I j u s t want t o c l a r i f y . You said i f you put 
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1 a l l your miners i n the r e , you could mine a l l of t h i s ore i n 

2 about a year and a h a l f . But you might do t h a t at d i f f e r e n t 

3 times, but i t would s t i l l add up over time i f you used your 

4 assumption, t o $110 m i l l i o n ? 

5 A. That's r i g h t . Because the operating costs and 

6 processing costs t o m i l l and produce a f i n i s h e d product are 

7 e s s e n t i a l l y the same. Looking at t h i s Laguna No. 2, a l l I had 

8 t o s t a r t w i t h was the estimate of a $5 m i l l i o n v e r t i c a l w e l l . 

9 And I assumed 10 percent o p e r a t i n g costs, which I learned from 

10 t h i s e x h i b i t was too high of an assumption. 

11 Q. And you're l o o k i n g at Fasken --

12 A. Fasken 24. They a c t u a l l y estimate operating 

13 costs c l o s e r t o 1 percent of revenues. 

14 Q. So you then, a f t e r -- j u s t l i k e on the l a s t page, 

15 when you got t h e i r a c t u a l numbers which you d i d n ' t get u n t i l 

16 Friday, you c a l c u l a t e d t h e i r operating costs, et cetera, using 

17 t h e i r own p r o j e c t i o n s ? 

18 A. That's c o r r e c t . That's r i g h t . And t h a t comes 

19 s t r a i g h t from so t h i s i s assuming a v e r t i c a l w e l l . The 

20 v e r t i c a l costs would be $4.5 m i l l i o n . And then the operating 

21 costs t h a t they assume on Fasken 24, I b e l i e v e , i s $1,200 a 

22 month. And I used 20 years t o add up t o a t o t a l cash i n t o the 

23 l o c a l economy of $4.8 m i l l i o n . And I would note t h a t the 

24 I n t r e p i d number only includes s u s t a i n i n g c a p i t a l . I t does not 

25 include the c a p i t a l t o r e s t a r t the North Mine, because I d i d n ' t 
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1 t h i n k t h a t was f a i r i n t h i s comparison because we w i l l have 

2 other ores t h a t we w i l l access. But a p o r t i o n of t h a t cost, 

3 you might reasonably assume -- a p o r t i o n of t h a t cost here I've 

4 chosen t o be more conservative. 

5 Q. Because those expenditures w i l l be made i n the 

6 l o c a l Carlsbad, New Mexico, economy, the c a p i t a l costs? 

7 A. That's r i g h t . The cost of r e s t a r t i n g the mine 

8 should -- i f you were l o o k i n g a t a l l o c a t i n g t h a t cost, you 

9 should a l l o c a t e i t across a l l the reserves t h a t w i l l be 

10 accessed over the l i f e of the mine. 

11 Q. So these were conservative p r o j e c t i o n s of the 

12 c o n t r i b u t i o n of the p o t e n t i a l reopening of the North Mine t o 

13 the l o c a l economy. You d i d n ' t double --

14 A. They d i d not in c l u d e t h a t . 

15 Q. Okay. 

16 A. And I would note t h a t i t ' s 23 times -- the potash 

17 mining i n t h i s case would c o n t r i b u t e 23 times as much t o the 

18 l o c a l economy. 

19 Q. Okay. And t h a t was -- you're l o o k i n g a t I n t r e p i d 

20 E x h i b i t 3-A, which was using t h e i r own numbers, using Fasken's 

21 numbers f o r the marginal Laguna No. 2. The c o n t r i b u t i o n s t o 

22 the l o c a l economy were $110 m i l l i o n , and t h a t was 23 times 

23 t h e i r own -- the c o n t r i b u t i o n s , t h a t ' s based on t h e i r 

24 estimates. And i n I n t r e p i d E x h i b i t 3, on Page 10, you were 

25 using -- t h a t was p r i o r t o g e t t i n g t h e i r a c t u a l estimates t h a t 
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1 were r e f l e c t e d i n Fasken's E x h i b i t 24. 

2 A. That's r i g h t . 

3 MR. CRESS: Okay. At t h i s p o i n t , I t h i n k I would 

4 l i k e t o move f o r the admission of I n t r e p i d E x h i b i t 3, as 

5 c o n f i d e n t i a l , and I n t r e p i d E x h i b i t 3-A also as c o n f i d e n t i a l . 

6 MR. FELDEWERT: No o b j e c t i o n t o the admission. 

7 MR. BROOKS: E x h i b i t s 3 and 3-A w i l l be admitted 

8 under s e a l . 

9 [Respondent's E x h i b i t s 3 and 3-A admitted i n t o 

10 evidence under se a l . ] 

11 MR. CRESS: A l l r i g h t , Mr. Taylor — 

12 MR. FELDEWERT: Just so the record i s c l e a r , I don't 

13 agree t o a d m i t t i n g them under seal. 

14 MR. BROOKS: I understand t h a t . We're going t o t a l k 

15 some more at the conclusion of the hearing about the process 

16 f o r these sealed e x h i b i t s . But l e t us proceed w i t h the 

17 hearing. 

18 Q. (By Mr. Cress): Mr. Taylor, i n your o p i n i o n , and 

19 having compared the values as a f i n a n c i a l analyst of I n t r e p i d ' s 

20 proposed North Mine and also the value of the commercial potash 

21 t h a t would be wasted by the Laguna No. 2 t o the revenues t h a t 

22 would be generated from the Fasken Laguna No. 1, would the 

23 proposed Laguna No. 2 Well unduly reduce the t o t a l q u a n t i t y of 

24 commercial deposits of potash t h a t can reasonably be recovered 

25 i n Section 16 and on I n t r e p i d ' s f e d e r a l leases i n Sections 9 
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1 and 17, i n your opinion? 

2 A. Yes. 

3 Q. And do you agree w i t h Jim Lewis t h a t the value of 

4 the wasted commercial potash i s at l e a s t $530 per ton of 

5 product sold? 

6 A. Yes. And I b e l i e v e t h a t could be a conservative 

7 assumption. 

8 Q. Based on a l l of the p r o j e c t i o n , demand 

9 p r o j e c t i o n s , supply capacity problems and e v e r y t h i n g t h a t 

10 you've gone through, i t ' s your o p i n i o n t h a t the use of a $532 

11 per ton product p r i c e i s appropriate? 

12 A. Yes. 

13 Q. Okay. And t h a t i ncludes, w i t h i n t h a t $438 

14 m i l l i o n t h a t Jim Lewis estimated on I n t r e p i d E x h i b i t 11, 532 --

15 553 product tons valued at $28 m i l l i o n d o l l a r s i n Sections 9 

16 and 17 on leases c u r r e n t l y owned by I n t r e p i d ? 

17 A. Yes. 

18 Q. I n your o p i n i o n , as a f i n a n c i a l a n a l y s t , would 

19 the proposed Laguna No. 2 Well i n t e r f e r e unduly w i t h the 

20 o r d e r l y commercial development of commercial potash deposits 

21 owned by I n t r e p i d ? 

22 A. Yes, i t would. 

23 Q. And these deposits are i n Section 9 and 17 i n 

24 terms of deposits owned by I n t r e p i d . I n your o p i n i o n , would 

25 the proposed Laguna No. 2 Well i n t e r f e r e unduly w i t h the 
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1 o r d e r l y commercial development of potash deposits i n 

2 Section 16? 

3 A. Yes. 

4 Q. Okay. So the commercial potash waste i n both 

5 cases, on Section 16 but also i n the surrounding f e d e r a l 

6 sec t i o n s , you b e l i e v e . And when you say t h a t the proposed 

7 Laguna No. 2 Well would unduly i n t e r f e r e w i t h the o r d e r l y 

8 commercial development of potash deposits, i s i t safe t o say 

9 t h a t there's an impact on I n t r e p i d ' s development of i t s assets 

10 by the development of t h i s well? 

11 A. Yes. When you develop potash ore bodies or 

12 e x t r a c t potash ore, you do i t i n an o r d e r l y f a s h i o n . That i s , 

13 you l a y i t out t o get a l l the ore while you're i n an area. 

14 Because once you leave, unless you leave larg e p i l l a r s 

15 behind -- which represents l o s t p roduction -- t h a t area w i l l 

16 subside. And i n many cases, you w i l l move much f u r t h e r i n t o 

17 the mine. 

18 I n f a c t , i n almost a l l cases, as you progress i n your 

19 mining, you move f u r t h e r and f u r t h e r from the face. And i t 

20 would be -- i t represents a burden t o have t o come back t o an 

21 area, i f i t were possible a t a l l . That's j u s t not how potash 

22 i s normally e x t r a c t e d . 

23 Q. So you agree w i t h Mr. Lewis when he t e s t i f i e d 

24 t h a t the f a c t of having to wait 20 years, i f t h a t ' s the 

25 expected l i f e of the Fasken No. 2, may r e s u l t i n these 
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1 commercial potash deposits being bypassed a l t o g e t h e r . 

2 A. More than l i k e l y . 

3 MR. CRESS: Thank you. That's a l l I have. 

4 MR. BROOKS: Okay. Cross-examination? 

5 CROSS-EXAMINATION 

6 BY MR. FELDEWERT: 

7 Q. Do you have E x h i b i t 3-A s t i l l out i n f r o n t of 

8 you, Mr. Taylor? 

9 A. Yes. 

10 Q. Okay. I f you look a t the second page -- now, you 

11 show under your p r o j e c t i o n s probable r o y a l t i e s t o the State of 

12 $1.8 m i l l i o n . I s t h a t f o r the e n t i r e producing l i f e of the 

13 Fasken No. 2? 

14 A. Yes, i t i s . 

15 MR. CRESS: I be l i e v e i t ' s 4.8, Mike. I'm on the 

16 wrong page, sor r y . 

17 MR. FELDEWERT: I t ' s 1.8. 

18 Q. (By Mr. Feldewert): I f you look at Fasken 

19 E x h i b i t No. 7? Can you t u r n t o t h a t r e a l quick f o r me, please? 

20 A. Fas ken 7, yes. 

21 Q. That i n d i c a t e s here t h a t t o t a l r o y a l t i e s paid t o 

22 the State of New Mexico f o r the Laguna No. 1 has been almost 

23 1.8 already, correct? I'm i n the middle. 

24 A. Yes. 

25 Q. Okay. And you d i d n ' t take i n t o account severance 
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1 taxes i n your a n a l y s i s here? 

2 A. We looked at the 1/6 r o y a l t y . 

3 Q. Okay. A l l r i g h t . And your analy s i s done on 3-A 

4 assumes t h a t you w i l l e v e n t u a l l y at some p o i n t i n time have a 

5 lease f o r mining potash i n Section 16? 

6 A. Can you r e s t a t e t h a t again? 

7 Q. Your analysis here on 3-A assumes t h a t you at 

8 some p o i n t i n time w i l l have a lease t o mine f o r potash i n 

9 Section 16? 

10 A. A c t u a l l y , i t ' s not dependent on us having a 

11 lease. I t ' s dependent on somebody being able t o mine t h i s at 

12 s ome t ime . 

13 Q. A l l r i g h t . And, again, you're assuming here, as 
14 your a t t o r n e y p ointed out, t h a t you don't wait t o develop the 

15 o i l and gas f i r s t , t h a t you go ahead and t r y t o do i t p r i o r t o 

16 any o i l and gas development -- any a d d i t i o n a l o i l and gas 

17 development? 

18 A. I'm sorr y . You're saying t h a t we don't -- can 

19 you r e s t a t e the question? 

20 Q. Your analysis here assumes t h a t you don't 

21 continue w i t h o i l and gas development, and t h a t you i n s t e a d 

22 h a l t i t , and you proceed w i t h potash mining at some p o i n t i n 

23 time i n the f u t u r e . 

24 A. I'm a f r a i d I'm not q u i t e sure what you're asking. 

25 Could you r e s t a t e i t f o r me? 
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1 Q. Why don't we, i n the i n t e r e s t of time here, why 

2 don't we then move t o your p r i c e a n a l y s i s . Now, the p r i c e t h a t 

3 you have used i n your a n a l y s i s of potash, I t h i n k you t e s t i f i e d 

4 t o was $532? 

5 A. That's r i g h t . 

6 Q. I s t h a t f o r s y l v i t e ? 

7 A. That i s a potash, yes, f o r granular potash out of 

8 the Carlsbad reg i o n . 

9 Q. I s t h a t s y l v i t e ? 

10 A. I t i s s y l v i t e , yes. 

11 Q. Okay. Would you t u r n t o Fasken E x h i b i t 26 f o r 

12 me, please? I t t h i s the prospectus t h a t you helped put 

13 together? 

14 A. Yes, i t i s . 

15 Q. Okay. Would you t u r n t o Page 957 of t h i s 

16 prospectus, pleases? 

17 A. Nine — oh, your 957? 

18 Q. Yeah. 

19 A. Okay. 

20 Q. I'm looking at the page stamp in the bottom 

21 right-hand corner. 

22 A. Okay. 

23 Q. Now, i f t h i s i s where your -- i f I'm 

24 understanding c o r r e c t l y , Mr. Taylor -- t h i s i s where you're 

25 informing your p o t e n t i a l i n v e s t o r s of the r i s k f a c t o r s 
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1 associated w i t h t h e i r investment, r i g h t ? 

2 A. As r e q u i r e d by the SEC, yes. 

3 Q. Okay. And so you're being c r i t i c a l here, and 

4 you're warning them about not making too many assumptions, are 

5 you not? 

6 A. We're warning them of the p o t e n t i a l r i s k s t o the 

7 business. 

8 Q. Okay. Why don't you read the f i r s t bolded r i s k 

9 t o the business t h a t you i d e n t i f i e d t o your i n v e s t o r s out loud? 

10 A. The e n t i r e t hing? 

11 Q. No, j u s t the bolded p a r t . 

12 A. Okay. "Our potash sales are subject t o p r i c e and 

13 demand v o l a t i l i t y r e s u l t i n g from p e r i o d i c imbalances of supply 

14 and demand, which may n e g a t i v e l y a f f e c t our operating r e s u l t s . " 

15 Q. Okay. Now, you also i n d i c a t e i n here t h a t you 

16 s e l l your potash i n the spot market i n the US? 

17 A. Are you r e f e r r i n g t o t h i s paragraph? 

18 Q. Yes. About two t h i r d s of the way down, i t says, 

19 "We s e l l the m a j o r i t y of our potash" --

20 A. Yes. 

21 Q. " i n t o the spot market i n the US and have no 

22 long-term or m a t e r i a l short-term c o n t r a c t s f o r the sale of 

2 3 potash." 

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

25 Q. I s t h a t s t i l l c o r r e c t ? 
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That we s e l l the m a j o r i t y i n t o the spot market? 

2 Q- Yes . 

3 A. Yes. We do s e l l the m a j o r i t y of our potash i n 

4 the spot market. 

5 Q. Okay. Would you read the l a s t sentence f o r us, 

6 please? 

7 A. "As a r e s u l t , we do not have and cannot o b t a i n 

8 p r o t e c t i o n from t h i s volume and p r i c e v o l a t i l i t y . " 

9 Q. Okay. So you're i n d i c a t i n g t o your i n v e s t o r s 

10 t h a t there 1s p r i c e v o l a t i l i t y i n the potash i n d u s t r y , r i g h t ? 

11 A. That's r i g h t . 

12 Q- And you can't p r o t e c t them from t h a t p r i c e 

13 v o l a t i l i t y . 

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

15 Q. And would you t u r n t o Fasken E x h i b i t 31 f o r me, 

16 please? This i s a graph t h a t shows the h i s t o r i c a l p r i c e s f o r 

17 potash going back t o 1980, corr e c t ? 

18 A. Yes . 

19 Q- And does t h i s a c c u r a t e l y d e p i c t the tr e n d of 

20 potash p r i c e s f o r t h i s 28-year p e r i o d of time? 

21 A. I t does. I t shows the sharp upward v o l a t i l i t y . 

22 MR. FELDEWERT: Has t h i s e x h i b i t been admitted? Did 

23 we do t h i s ? A l l r i g h t . I f we have not, I would move the 

24 admission of Fasken E x h i b i t 31. 

25 MR. CRESS: We would not have any o b j e c t i o n . 
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1 MR. BROOKS: Okay. Fasken 31 i s admitted. 

2 MR. CRESS: I be l i e v e t h i s was a d m i t t i n g i t was 

3 c o n f i d e n t i a l because i t Green Markets data. 

4 MR. BROOKS: Okay. Fasken 31 i s admitted i f i t has 

5 not already been done. 

6 MR. CRESS: Under seal? 

7 MR. BROOKS: Under s e a l . 

8 [Applicant's E x h i b i t 31 admitted i n t o evidence under 

9 seal.] 

10 Q. (By Mr. Feldewert): Now, you mentioned, 

11 Mr. Taylor, t h i s f l o o d i n g t h a t occurred i n the Soviet Union i n 

12 2006? 

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

14 Q. Where would t h a t be on t h i s time l i n e ? 

15 A. Well, i t i s a b i t tough t o a c t u a l l y match up 

16 dates w i t h t h i s s l a n t here. But the 2006 f l o o d i n g event would 

17 have been j u s t before t h a t second movement up i n p r i c e because 

18 i t was i n December of '06. 

19 Q. So i t was closer t o '07? 

20 A. Yeah. I t was j u s t before '07. 

21 Q. Okay. That answers t h a t . I was wondering about 

22 t h a t . 

23 And then what you chose t o use f o r your a n a l y s i s , 

24 then, i s a $532 p r i c e t h a t has not been seen at any time 

25 throughout the period shown on here? 
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1 A. A c t u a l l y , i t ' s depicted r i g h t here at present 

2 time. I t i s depicted as the p r i c e . 

3 Q. I f I'm lo o k i n g a t t h i s c h a r t , am I c o r r e c t t h a t 

4 the average potash p r i c e , at l e a s t f o r a vast m a j o r i t y of t h i s 

5 p e r i o d , i s somewhere around $100 a ton? 

6 A. Yes. I t h i n k we t a l k e d about t h a t at l e n g t h . 

7 Q. Wouldn't i t , Mr. Taylor, be j u s t as reasonable 

8 f o r someone who would be analyzing the value of potash t o use a 

9 p r i c e somewhere between $100 and $200 a ton? 

10 A. I would t h i n k t h a t i t i s not reasonable, given 

11 today's economics. 

12 Q. Now, i n your a n a l y s i s , d i d you use a gross p r i c e 

13 or a net pri c e ? 

14 A. We look at the spot p r i c e , i t ' s what we're using. 

15 Q. That would be a gross price? 

16 A. I t ' s a c t u a l l y a net p r i c e . 

17 Q. Oh, yes. Okay. Does t h a t correspond w i t h the 

18 prospectus t h a t we were l o o k i n g at here, E x h i b i t 26? 

19 A. I'm very f a m i l i a r w i t h t h a t prospectus. 

20 Q. Does your $532 p r i c e correspond w i t h the net 

21 p r i c e s i n terms of what i t represents? Does i t correspond w i t h 

22 the net p r i c e s shown i n the prospectus? 

23 MR. CRESS: I'm going t o obj e c t because I'm not sure 

24 t h a t the S-l shows the net p r i c e . Or i f i t does, I would l i k e 

2 5 t o know where. 
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1 MR. BROOKS: Well, the witness t e s t i f i e d t h a t we was 

2 thoroughly f a m i l i a r w i t h i t , so he can perhaps set us s t r a i g h t 

3 on t h a t . Overruled. 

4 THE WITNESS: Okay. I f you'd l i k e t o d i r e c t me t o a 

5 page, I cannot -- I can only conjecture where you might be 

6 l o o k i n g . 

7 Q. (By Mr. Feldewert): I'm so r r y , Mr. Taylor, I 

8 j u s t want t o make sure I understand t h i s f i r s t . And I 

9 apologize f o r my ignorance. 

10 With the p r i c e t h a t you used, the $532 a ton , t h a t i s 

11 your sale p r i c e , c o r r e c t ? 

12 A. That's what we expect t o net a f t e r f r e i g h t . 

13 Q. A f t e r f r e i g h t . So t h a t would be a net price? 

14 A. The net sales p r i c e as i t i s on Page 13 of our 

15 S-l or -- we've changed our numbers, 955. 

16 Q. Thank you. I f we could go t o 955, and again, 

17 you're very f a m i l i a r w i t h t h i s r e p o r t , you're showing an 

18 average s e l l i n g p r i c e per ton t o your i n v e s t o r s , correct? 

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

20 Q. And i t shows f o r potash and l a n g b e i n i t e . And 

21 j u s t so I'm c l e a r , the potash number would be s y l v i t e ? 

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

23 Q. And i t shows f o r 2007 i t was $194 a ton? 

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

25 Q. For 2006, $179 a ton? 
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1 A. Yes. 

2 Q. For 2005, $162 a ton? 

3 A. Yes. 

4 Q. Okay. So when you are in f o r m i n g your i n v e s t o r s , 

5 you u t i l i z e d a c t u a l p r i c e s i n your a n a l y s i s , not any 

6 p r o j e c t i o n s ? 

7 A. Can you s t a t e t h a t again? 

8 Q. I n t h i s prospectus — 

9 A. These are a c t u a l r e s u l t s i f t h a t ' s what your 

10 r e f e r r i n g t o . 

11 Q. I s there anything i n t h i s prospectus t h a t 

12 p r o j e c t s a p r i c e of $532? 

13 A. The p r i c i n g t r e n d i s l a i d out, but the p r i c e has 

14 changed tremendously from 2007, and the -- a c t u a l l y at several 

15 p o i n t s i n the document -- I b e l i e v e Page 3 or 945 addresses 

16 t h a t the p r i c e has changed d r a m a t i c a l l y from the -- a c t u a l l y , 

17 from the t h i r d q u a rter of 2007. And i t i s r e f l e c t e d i n the 

18 p r i c e of f e r t i l i z e r stocks today. 

19 Q. Okay. Do you expect your i n v e s t o r s t o r e l y upon 

20 a $532 p r i c e per ton f o r potash i f they are t h i n k i n g about 

21 i n v e s t i n g i n your company? 

22 A. I can't speak f o r our i n v e s t o r s . Some of our 

23 i n v e s t o r s do r e l y on Mr. Byrne's research we referenced 

24 e a r l i e r , and he i s using a $740 p r i c e f o r potash next year. 

25 And I don't remember h i s average f o r t h i s year, but we could 
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1 look at t h a t i f you l i k e . 

2 Q. That's what we went through --

3 A. M e r r i l l lynch. 

4 Q. M e r r i l l Lynch. 

5 A. He's i n d i c a t i v e of the type of research on our 

6 company r i g h t now. 

7 Q. I s there anything i n t h i s prospectus t h a t I 

8 should focus on t h a t would i n d i c a t e t o your i n v e s t o r s t h a t they 

9 should r e l y upon a $532 p r i c e per ton? 

10 A. The $532 p r i c e per ton i s e f f e c t i v e June 1st. 

11 That occurred a f t e r the prospectus was published. 

12 Q. Okay. A l l r i g h t . Now — 

13 A. Excuse me. That was the May 1st p r i c e . 

14 Q. The f i n a n c i a l statement of t h i s prospectus -- and 

15 I go t o Page 1030. 

16 A. 1030. 

17 Q. Yes. 

18 A. Business section? 

19 Q. And I want t o make sure I understand t h i s page. 

20 You are showing your proven and probable reserves, correct? 

21 A. Yes. 

22 Q. And t h a t ' s w i t h the assistance of t h i s Agapito 

23 independent review? 

24 A. That's r i g h t . This i s the whole p o i n t of the 

25 discussion about f e a s i b i l i t y studies f o r SEC purposes. 

: 
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And you show your Carlsbad West Mine on here? 

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

3 Q. And you show at t h a t minimum remaining l i f e , i n 

4 terms of years, of 122 years? 

5 A. Yes . 

6 Q- And t h a t -- i f I'm understanding what you have 

7 t e s t i f i e d t o today, t h a t p r o j e c t i o n of 122 remaining l i f e years 

8 includes the red panels there depicted on E x h i b i t 40? 

9 A. Those are a p o r t i o n of those 122 years remaining 

10 l i f e , yes. 

11 Q. And then you show p r o j e c t e d remaining l i f e i n 

12 terms of years f o r your Carlsbad East Mine --

13 A. Yes . 

14 Q- — of 42? 

15 A. Yes . 

16 Q- And you show a p r o j e c t e d minimum remaining l i f e 

17 f o r your HB mine of 28 years? 

18 A. Yes. For phase one of the HB mine. 

19 Q. A l l r i g h t . And you don't show any p r o j e c t i o n s , 

20 at l e a s t on t h i s page here f o r the North Mine, unless I'm 

21 missing something. 

22 A. That's r i g h t . You need t o complete a f e a s i b i l i t y 

23 study f o r SEC purposes t o show those reserves. We have t o 

24 c l a s s i f y them as mi n e r a l i z e d deposits i n t h i s document. 

25 Q. There are c e r t a i n hoops you have t o jump through? 
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1 A. Yeah. 

2 MR. FELDEWERT: Okay. That's a l l my questions, 

3 Mr. Examiner. 

4 EXAMINATION 

5 BY MR. BROOKS: 

6 Q. Have you ever heard the saying i t ' s d i f f i c u l t t o 

7 p r e d i c t t h i n g s , e s p e c i a l l y i n the fu t u r e ? 

8 A. I have. 

9 Q. Do you t h i n k there's not a p o s s i b i l i t y t h a t the 
10 p r i c e of potash which has gone up very aggressively i n a very 

11 short time w i l l go back down, perhaps not t o i t s previous 

12 l e v e l s , but t o a l e v e l s u b s t a n t i a l l y below the present prices? 

13 At l e a s t f o r some period of time? 

14 A. I t ' s p o s s i b l e . Not probable i n the near term or 

15 the immediate term. 

16 Q. Your charts go back only t o 1980? 

17 A. The p r i c e charts? 

18 Q. Yeah. 

19 A. Yes. 

20 Q. And I'm asking a question I have no idea of the 

21 answer t o . But what was the p r o f i l e of the p r i c e of potash i n 

22 the 1970s? 

23 A. The p r o f i l e has been f a i r l y c o n s i s t e n t , so there 

24 was a p e r i o d of time when potash p r i c e s got very low when the 

25 Canadians brought on t h e i r mines i n i t i a l l y . 
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1 Q. And t h a t was i n 1980s, was i t not? 

2 A. I be l i e v e i t was. 

3 Q. There have been two times i n my l i f e t h a t I can 
4 r e c a l l commodity p r i c e s , wholesale commodity p r i c e s g e n e r a l l y , 

5 went up very r a p i d l y i n a very short time and the second one of 

6 those two times i s t h i s year. And the f i r s t one was i n the 

7 1970s. That's why I was curious about what the potash p r i c e s 

8 were i n the 1970s. Because a t l e a s t w i t h regard t o o i l and 

9 gas, t h a t reversed i t s e l f i n the 1980s and put you out of 

10 business a t the time i f you were i n o i l . 

11 Anyway, i f you don't know, you don't know. And I 

12 c e r t a i n l y don't. I t h i n k t h a t ' s the only guestion I have f o r 

13 t h i s witness. 

14 Mr. Warnell? 

15 MR. WARNELL: I have no questions. 

16 MR. BROOKS: Redirect? 

17 MR. CRESS: Just a couple of questions. 

18 REDIRECT EXAMINATION 

19 BY MR. CRESS: 

20 Q. Let's go back f o r a second, Mr. Taylor, t o Fasken 

21 E x h i b i t 26. That was the S-l. 

22 A. Okay. 

23 Q. And go back t o Page 945. At the bottom of t h a t 

24 page, i s there a p r o j e c t i o n of p r i c e s i n d i c a t e d there from 

25 2003 — or a c t u a l l y , the a c t u a l p r i c e s f o r 2003 and a 
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1 p r o j e c t i o n I'm s o r r y . Not a p r o j e c t i o n , the a c t u a l p r i c e 

2 through the three months ended March 31, 2008? 

3 A. There i s . I t ' s a Midwest, d e l i v e r e d p r i c e f o r 

4 potash. 

5 Q. And t h a t ' s kind of an apples-and-oranges 

6 comparison because t h a t p r i c e i s d i f f e r e n t than Carlsbad? 

7 A. Somewhat. But the Midwest p r i c e p u l l s the 

8 Carlsbad p r i c e . 

9 Q. And t h a t p r i c e f o r 2008 i s $532? 

10 A. The average p r i c e through the f i r s t q uarter was 

11 $502. 

12 Q. Okay. Recently — I n t r e p i d went p u b l i c i n A p r i l 

13 and then, due t o the s e c u r i t i e s r u l e s , there was a q u i e t p e r i o d 

14 a f t e r t h a t when the company d i d n ' t issue any i n f o r m a t i o n 

15 regarding the company's a c t i v i t i e s u n t i l i t s f i r s t earnings 

16 c a l l ? 

17 A. That's r i g h t . 

18 Q. I t s f i r s t earnings c a l l was j u s t held, I b e l i e v e , 

19 on June 3 of t h i s year; i s t h a t r i g h t ? 

20 A. I ' d have t o go back and check, but i t was the 

21 f i r s t Monday. 

22 Q. The f i r s t Monday i n June. And t h a t earnings c a l l 

23 was a c t u a l l y t o announce your f i r s t q uarter r e s u l t s f o r 2008, 

24 meaning f o r the quarter ending March 31, 2008? 

25 A. That's c o r r e c t . 
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1 Q. Okay. And as p a r t of t h a t earnings c a l l , was 

2 there a discussion of p r i c e p r o j e c t i o n s and forecast? 

3 A. There was. We l a i d out both i n our earnings c a l l 

4 and i n the press release the progression of our p r i c i n g through 

5 t h a t p o i n t . And at t h a t time, we made i t p u b l i c l y known t h a t 

6 June 1st p r i c e of $582 a t o n . 

7 Q. So at the f i r s t o p p o r t u n i t y you had t o update the 

8 i n f o r m a t i o n i n the S-l, which was your earnings c a l l , because 

9 of t h i s q u i e t p e r i o d , you discussed p r i c e s , and you updated 

10 your i n v e s t o r s as t o the cu r r e n t p r i c e . And as of the c a l l , i t 

11 was a c t u a l l y the $582-a-ton pri c e ? 

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

13 Q. Okay. I ' d l i k e t o d i r e c t your a t t e n t i o n t o 

14 another p o r t i o n of the Fasken's E x h i b i t 26 i n the S-l on 

15 Page 1030. That was t h a t t a b l e of reserves. 

16 We've had -- again, i t ' s g e t t i n g l a t e i n the day, but 

17 we've t r i e d t o c a r e f u l l y d i f f e r e n t i a t e today between commercial 

18 potash, which Jim Lewis t a l k e d about e x t e n s i v e l y , and which 

19 I n t r e p i d defines i t s e l f as SEC reserves, proven and probable 

20 reserves, okay? And on 1030 I n t r e p i d i s t a b u l a t i n g i t s proven 

21 and probable reserves. This was the f i r s t time I n t r e p i d had to 

22 do t h i s p u b l i c a l l y as a p u b l i c company, correct? 

23 A. Correct. 

24 Q. And Mr. Lewis t e s t i f i e d t h a t p a r t of those 

25 reserves, and I bel i e v e you agreed w i t h him, are included 
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1 c u r r e n t l y i n the West Mine reserves? 

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

3 Q. So there's a p o r t i o n of t h a t . And then, I 

4 b e l i e v e , we also c l a r i f i e d t h a t under the SEC standards, 

5 e v e r y t h i n g t h a t f a l l s under proven and probable reserves i s 

6 described as m i n e r a l i z e d m a t e r i a l or mineral resources? 

7 A. Mineral deposits. 

8 Q. And you're not allowed t o q u a n t i f y those i n an 

9 S-l under the SEC's d i s c l o s u r e rules? 

10 A. You're s p e c i f i c a l l y p r o h i b i t e d from q u a n t i f y i n g 

11 them and discussing them on the same l i n e s w i t h your reserves. 

12 Q. Okay. So the n o r t h reserves are a c t u a l l y 

13 included as west reserves here? 

14 A. A p o r t i o n of what would one day be reserves, 

15 p o t e n t i a l l y be reserves, i s di s c l o s e d . 

16 Q. And you mentioned i n the discussion about whether 

17 potash p r i c e s w i l l go back down t h a t -- you were asked whether 

18 you thought t h a t was possible i n the near term, and you said 

19 t h a t you d i d n ' t t h i n k t h a t was a near-term p r o b a b i l i t y . When 

20 you say "near-team p r o b a b i l i t y , " can you j u s t t e l l me what 

21 p e r i o d of time you're t a l k i n g about? 

22 A. Yeah. The supply and demand models and f u t u r e s 

23 on crops would i n d i c a t e through 2012. B a s i c a l l y between t h a t 

24 f i v e - t o seven-year period t h a t i t would take t o b u i l d green 

25 f i e l d s . And given t h a t there are no other s i g n i f i c a n t green 
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1 f i e l d s announced today, we have very good v i s i b i l i t y on the 

2 amount of capacity t h a t w i l l be brought on i n the next f i v e t o 

3 seven years. So u n t i l a bunch of green f i e l d s are announced, 

4 there's very good v i s i b i l i t y on the supply and demand 

5 fundamental. 

6 Q. And some of the p r o j e c t i o n s on which you based 

7 your a n a l y s i s i n I n t r e p i d ' s E x h i b i t 3, i n f a c t , are p r e d i c t i o n s 

8 of where the p r i c e w i l l be through 2020. And those p r o j e c t i o n s 

9 I bel i e v e you sai d were i n the $700 range? 

10 A. FERTECON's f o r e c a s t i n g t h a t t h e y ' l l be no less 

11 than $750 per ton . They show p r i c e s higher than t h a t through 

12 2020, but t h a t ' s the lowest they show as a d d i t i o n a l p r o d u c t i o n 

13 comes on. I be l i e v e the Examiner asked as new s t u f f comes on. 

14 That's what FERTECON i s f o r e c a s t i n g r i g h t now. 

15 Q. Okay. Let's t u r n t o -- I t h i n k t h i s i s my l a s t 

16 question. Let's t u r n t o E x h i b i t 3 and go to Page -- I n t r e p i d 

17 E x h i b i t 3 -- not 3A, but 3 -- t h i s i s Page 7 where you were 

18 discussing these potash development p r o j e c t s , and there's a 

19 p r o j e c t on t h i s page t h a t you discussed b r i e f l y t h a t i s loc a t e d 

20 i n the Democratic Republic of Congo. 

21 A. Yes. 

22 Q. What type of ore body would be mined as t h a t --

23 i f t h a t p r o j e c t was developed? 

24 A. This i s a c a r n a l l i t e ore body, a 100-percent 

25 c a r n a l l i t e ore body, t h a t they're t a r g e t i n g t o commercially 
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1 produce. Their f o r e c a s t show i t as being a commercial ore 

2 body. And i t doesn't s u r p r i s e me t h a t they are able t o mine 

3 c a r n a l l i t e because the processing p l a n t at our East Mine i s 

4 capable of processing c a r n a l l i t e i n much the same way they plan 

5 the do i t here i n the Congo, through a c r y s t a l l i z a t i o n process. 
6 Q. So t h a t would i n d i c a t e t o you t h a t at l e a s t the 

7 owner here, Magminerals, at l e a s t they can acquire technology 

8 t o process 100-percent c a r n a l l i t e ore. 

9 A. That's r i g h t . I t i s more expensive processing i t 

10 and a higher energy process, u n l i k e our North Mine, which i s a 

11 f l o t a t i o n p l a n t and has a much lower cost and w i l l l i k e l y 

12 decrease our company cost s t r u c t u r e . But i t i s q u i t e p o s s i b l e 

13 to mine c a r n a l l i t e . Another p r o j e c t t h a t ' s not l i s t e d on here 

14 i s a Thailand-Asian P a c i f i c p r o j e c t . And t h a t also i s a 

15 c a r n a l l i t e ore body. There are several c a r n a l l i t e ore bodies 

16 under development or review f o r development today. 

17 MR. CRESS: Thank you. That's a l l I have. 

18 MR. FELDEWERT: I f o r g o t . I had a note and I f o r g o t 

19 to ask. I apologize. I f I may? 

2 0 MR. BROOKS: Okay. 

21 RECROSS-EXAMINATION 

22 BY MR. FELDEWERT: 

23 Q. Mr. Taylor, you mentioned t h a t you have modeled 

24 the North Mine f o r the l a s t two years? 

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

PAUL BACA PROFESSIONAL COURT REPORTERS 
4bdb5b57-b3c1 -4777-bf74-9aba38599018 



Page 261 

1 Q. What documents d i d you prepare or produce as a 

2 r e s u l t of t h a t modeling f o r the l a s t two years? Can you j u s t 

3 give me a d e s c r i p t i o n ? 

4 A. What I g e n e r a l l y am asked t o do i s a discounted 

5 cash flow model which models the p o t e n t i a l cash flows and costs 

6 associated w i t h a given f a c i l i t y and the c a p i t a l associated 

7 w i t h i t . 

8 Q. So i f I was -- you would have developed a cash 

9 flow model? 

10 A. That's c o r r e c t . Cash flow model s i m i l a r t o 

11 w e l l , not s i m i l a r t o , but not u n l i k e what Fasken E x h i b i t 24 i s 

12 attempting t o do f o r t h e i r w e l l , j u s t t r y i n g t o look at t h i s 

13 r e t u r n of p r o j e c t s . 

14 Q. And would you have developed any other document 

15 i n your study over the l a s t two years? 

16 A. I've developed many documents over the l a s t two 

17 years. Are you asking s p e c i f i c a l l y t o the North? 

18 Q. Well, you had mentioned t h a t you had modeled the 

19 North Mine f o r the l a s t two years. That's what I'm asking 

20 about. Do you have a f i l e i n which you keep the documents t h a t 

21 you generate as a r e s u l t of t h i s model? 

22 A. No. I t ' s an e l e c t r o n i c f i l e . 

23 Q. An e l e c t r o n i c f i l e ? How do you describe i t ? I s 

2 4 i t named? 

25 A. DCF North Mine, dot XLS. 
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1 MR. FELDEWERT: Okay. That's a l l I have. Thank you. 

2 MR. BROOKS: Okay. Thank you. Does t h a t conclude 

3 the evidence? 

4 MR. MANGES: That does f o r I n t r e p i d . 

5 MR. BROOKS: Very good. I b e l i e v e Mr. Warnell has a 

6 another appointment. He has t o meet h i s w i f e , and i f he's 

7 l a t e , he may j o i n Mr. Jones and myself as divorced members of 

8 the D i v i s i o n . 

9 So we wouldn't put him t o t h a t inconvenience. Let us 

10 take a short break. And I don't know. Do the p a r t i e s want t o 

11 make c l o s i n g statements t h i s evening, or do you p r e f e r t o 

12 submit something i n w r i t i n g , or what's the p a r t i e s ' pleasure. 

13 MR. MANGES: Well, I d e f i n i t e l y t h i n k we'd l i k e t o 

14 submit something i n w r i t i n g . There's q u i t e a b i t of s t u f f t o 

15 cover here, so --

16 MR. BROOKS: Mr. Feldewert? 

17 MR. FELDEWERT: I f we're going t o do t h a t , then I 

18 don't see any p o i n t i n a c l o s i n g statement. 

19 MR. BROOKS: Very good. Then l e t ' s submit c l o s i n g 

20 statement i n w r i t i n g . So t h a t leaves the only t h i n g we have 

21 l e f t t o do i s determining how we're going to deal w i t h these 

22 e x h i b i t s . And I have some thoughts on t h a t subject, but I want 

23 t o take a short break f i r s t . 

24 So l e t ' s us take about a 5-minute break and then we 

25 w i l l convene without the necessity of Mr. Warnell a t t e n d i n g . 
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1 Anybody who can leave other than the attorneys are f r e e t o 

2 leave. Of course, i f you're here w i t h your a t t o r n e y , I guess 

3 you have t o wa i t f o r him. Oh, and the court r e p o r t e r . We 

4 can't lose the court r e p o r t e r . 

5 [Recess taken from 5:43 p.m. t o 5:50 p.m., and 

6 testimony continued as f o l l o w s : ] 

7 MR. BROOKS: We have the attorneys here now. So 

8 there's some th i n g s I wanted t o say about how we're going t o do 

9 the s e a l i n g of the e x h i b i t s . 

10 F i r s t of a l l , though, Mr. Manges, I want t o get the 

11 record supplemented on one matter. This i s something they 

12 don't do i n c o u r t s , but i t ' s u s u a l l y done i n a d m i n i s t r a t i v e --

13 not i n f r e q u e n t l y done i n a d m i n i s t r a t i v e proceedings. I would 

14 l i k e f o r you t o a s c e r t a i n and f i l e w i t h us something about 

15 whether or not there i s a requirement of a setback from a lease 

16 l i n e where the adjacent s e c t i o n i s unleased. Mr. Lewis was 

17 asked about t h a t and said he would l i k e t o check i t . He d i d n ' t 

18 seem t o know the answer, and I t h i n k i t ' s important t h a t we 

19 have evidence on t h a t . 

20 MR. MANGES: Okay. So setback requirements? 

21 MR. BROOKS: Right. And, of course, you f i l e t h a t 

22 w i t h me w i t h a copy to Mr. Feldewert. 

23 MR. MANGES: Okay. 

24 MR. BROOKS: That's the only t h i n g I can t h i n k of 

25 t h a t we need t o supplement t h a t I'm aware of. 
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1 Now, as t o the s e a l i n g of the e x h i b i t s . Again, t h i s 

2 w i l l be something I w i l l need f o r counsel f o r I n t r e p i d t o 

3 prepare because you're the proponent of se a l i n g the e x h i b i t s . 

4 We need t o get some kind of d e s c r i p t i o n of each sealed e x h i b i t , 

5 and a statement of the reasons why i t was requested t h a t 

6 e x h i b i t be sealed. 

7 There should not be c o n f i d e n t i a l i n f o r m a t i o n included 

8 i n t h i s document because t h i s document i t s e l f w i l l not be under 

9 seal — 

10 MR. MANGES: Right. 

11 MR. BROOKS: -- but w i l l be made a v a i l a b l e t o anyone 

12 who requests these documents i n the event t h a t there i s an open 

13 records request f o r these documents. But we w i l l have a basis 

14 f o r drawing an issue i f the occasion a r i s e s when the issue 

15 needs t o be drawn. 

16 MR. MANGES: Okay. 

17 MR. BROOKS: Otherwise, what we have l e f t i s j u s t a 

18 matter of being sure t h a t the court r e p o r t e r has a copy of each 

19 e x h i b i t and t h a t the court r e p o r t e r knows which e x h i b i t s were 

20 t o be sealed. 

21 Also, the testimony of Mr. Lewis was received i n 

22 closed session and the record of the testimony of Mr. Lewis i s 

23 t o be sealed. I do not --

24 Yes, Mr. Feldewert? 

25 MR. FELDEWERT: Was t h a t the e n t i r e testimony of Mr. 
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2 MR. BROOKS: Well, there never was any d i s t i n c t i o n . 

3 MR. CRESS: Our request was, before we even s t a r t e d 

4 t h i s morning, was f o r both Mr. Lewis' testimony and Mr. 

5 Taylor's testimony t o be sealed completely. 

6 MR. BROOKS: I don't t h i n k t h a t was made c l e a r , and 

7 

8 

there was -- the lady 

Mr. Lewis --

from IHS was i n here during a p o r t i o n of 

9 MR. CRESS: I d i d n ' t r e a l i z e u n t i l I --

10 MR. BROOKS: -- witness's testimony. So I do not 

11 believe there was anything t h a t i s p r o t e c t a b l e i n Mr. -- what 

12 was h i s name. 

13 MR. CRESS: Mr. Taylor. 

14 MR. BROOKS: -- Mr. Taylor's testimony except I 

15 understand t h a t you be l i e v e h i s e x h i b i t s are p r o t e c t a b l e 

16 because they are p r o p r i e t a r y i n f o r m a t i o n t h a t was purchased and 

17 i n t e r p r e t a t i o n s made from them. But I am going t o d i r e c t only 

18 the s e a l i n g of Mr. Lewis' testimony. I w i l l d i r e c t the s e a l i n g 

19 of the e n t i r e testimony of Mr. Lewis because there was no 

20 d i s t i n c t i o n made as t o what needed t o be sealed and what 

21 d i d n ' t . 

22 MR. FELDEWERT: Would i t make -- I mean, the way 

23 you've approached the e x h i b i t s about what should be sealed and 

24 what makes sense f o r the e x h i b i t s . Should we not do the same 

25 t h i n g f o r Mr. Lewis? I have -- I have d i f f i c u l t y understanding 
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1 how a l l of Mr. Lewis' testimony can be subject t o 

2 MR. BROOKS: Well, i t was received i n a closed 

3 hearing. And there was never -- the hearing was never 

4 o f f i c i a l l y re-opened, but the closure, from my understanding, 

5 ap p l i e d only t o Mr. Lewis. I t was not repeated. And even i f 

6 i t had been as t o Mr. Taylor, i t was waived because the 

7 re p r e s e n t a t i v e from IHS was present f o r a p o r t i o n of the 
8 testimony. 

9 MR. CRESS: Mr. Examiner, I would l i k e t o o b j e c t on 

10 the record t o not s e a l i n g Mr. Taylor's testimony. I b e l i e v e 

11 the t r a n s c r i p t w i l l show t h a t t h i s morning we c l e a r l y asked 

12 t h a t the testimony of both witnesses be t r e a t e d as c o n f i d e n t i a l 

13 and completely sealed. 

14 And the reasons f o r Taylor's testimony t o be sealed 

15 t h a t we i n d i c a t e d t h i s morning was t h a t he would be t e s t i f y i n g , 

16 I be l i e v e , about t h i n g s l i k e c a p i t o l cost p r o j e c t i o n s of the 

17 company r e l a t e d t o the opening of the North Mine. And also 

18 t h a t some of the data compiled i n E x h i b i t 3 was compiled from 

19 sources which I n t r e p i d i s not at l i b e r t y t o make p u b l i c because 

20 I n t r e p i d a c t u a l l y has t o p r o t e c t the c o n f i d e n t i a l nature of 

21 t h a t i n f o r m a t i o n which i t receives from t h i r d p a r t i e s . 

22 So I would l i k e t o make t h a t o b j e c t i o n , and I would 

23 ask f o r an o p p o r t u n i t y t o f u r t h e r b r i e f i t before you make a 

24 f i n a l d e c i s i o n on whether Mr. Taylor's testimony i s sealed. 

25 MR. BROOKS: Okay. I w i l l accord you t h a t 

1 
I 

I 
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1 o p p o r t u n i t y , and then Mr. Feldewert w i l l have an o p p o r t u n i t y t o 

2 respond. 

3 MR. MANGES: Well, the lady l e f t . She was here f o r a 

4 very b r i e f i n t e r v a l --

5 MR. BROOKS: Right. 

6 MR. MANGES: -- before we n o t i c e d , and then she l e f t , 

7 and then we broke, and she never came back. 

8 MR. BROOKS: She was here f o r only a p o r t i o n of the 

9 testimony. I do not know e x a c t l y how much. But i t was not a l l 

10 of i t . But I don't have any record of when she came i n or when 

11 she l e f t . 

12 MR. MANGES: Well, when — i t should be c l e a r on the 

13 t r a n s c r i p t . 

14 MR. BROOKS: I f you w i l l b r i e f these issues f o r me. 

15 I have taken the approach t h a t I have on the e x h i b i t s , 

16 b a s i c a l l y , because we have t h a t s t a t u t e w i t h regard t o the 

17 Energy, Minerals, and Natural Resources Department about the 

18 maintenance of c o n f i d e n t i a l i n f o r m a t i o n . 

19 And as f a r as I know, the s t a t u t e has not been 

20 construed by anybody. So a good question as t o what i t means, 

21 but u n f o r t u n a t e l y i t imposes some p e n a l t i e s on the person 

22 responsible -- on the i n d i v i d u a l responsible f o r i t s v i o l a t i o n 

23 which causes me some concern. 

24 But I w i l l ask the p a r t i e s t o b r i e f t h a t issue on 

25 Mr. Taylor's testimony. Because I do be l i e v e there's a waiver 

PAUL BACA PROFESSIONAL COURT REPORTERS 
4bdb5b57-b3c1 -4777-bf74-9aba38599018 



1 
Page 268 

on the issue since there was a member of the p u b l i c present 

2 during p a r t of the testimony. 

3 Okay. That concludes a l l I have except t h a t nobody 

4 i s f r e e t o leave u n t i l the court r e p o r t e r i s s a t i s f i e d t h a t she 

5 has a l l the e x h i b i t s and knows which ones are under s e a l . 

6 This hearing stands adjourned. 

7 

8 

[Hearing concluded.] 
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1 STATE OF NEW MEXICO ) 

) 

2 COUNTY OF BERNALILLO ) 

3 
I , JOYCE D. CALVERT, a New Mexico P r o v i s i o n a l 

4 Reporter, working under the d i r e c t i o n and d i r e c t s u p e r v i s i o n of 
Paul Baca, New Mexico CCR License Number 112, hereby c e r t i f y 

5 t h a t I reported the attached proceedings; t h a t pages numbered 
1-268 i n c l u s i v e , are a t r u e and c o r r e c t t r a n s c r i p t of my 

6 stenographic notes. On the date I report e d these proceedings, 
I was the holder of P r o v i s i o n a l License Number P-03. 

7 Dated at Albuquerque, New Mexico, 30th day of 
June, 2008. 
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