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WHEREUPON, the f o l l o w i n g proceedings were had at 

10:22 a.m.: 

EXAMINER CATANACH: C a l l the hearing back t o 

order, and a t t h i s time w e ' l l c a l l Case 11,323. 

MR. CARROLL: A p p l i c a t i o n of Stevens & T u l l , 

I n c . , f o r an exception t o the casing requirements of 

D i v i s i o n Order Number R - l l l - P , Lea County, New Mexico. 

EXAMINER CATANACH: Are there appearances i n t h i s 

case? 

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

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

on behalf of the Applic a n t . 

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

MR. KELLAHIN: We'd l i k e t o c a l l the next case 

and have i t consolidated f o r purposes of testimony w i t h the 

c u r r e n t case. 

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

11,338. 

MR. CARROLL: A p p l i c a t i o n of Stevens & T u l l , 

I n c . , f o r an exception t o the s a l t p r o t e c t i o n casing s t r i n g 

requirement of D i v i s i o n Order Number R - l l l - P f o r c e r t a i n 

w e l l s located i n p o r t i o n s of Township 20 South, Range 33 

East, Lea County, New Mexico. 

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

t h i s case? Okay. 

STEVEN T. BRENNER, CCR 
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MR. KELLAHIN: Mr. Examiner, I have t h r e e 

witnesses t o be sworn. 

EXAMINER CATANACH: W i l l the witnesses please 

stand t o be sworn in? 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, l e t me o u t l i n e f o r 

you what we're here f o r and why. 

P r i o r t o the Commission's adoption of Commission 

Order Number R - l l l - P , which occurred on A p r i l 21st of 1988, 

ther e was an area described by the Commission as the o i l -

potash area. 

That area had a boundary contained w i t h i n the 

f e d e r a l potash enclave, and those boundaries were 

d i f f e r e n t . The BLM, Secretary of the I n t e r i o r , had a 

potash mapped area using t h e i r parameters, which w e ' l l 

discuss, e s t a b l i s h i n g an area f o r potash resources. 

For a number of years, we u t i l i z e d the 

Secretary's map t h a t was dated 19- — Was i t 1983? 

MR. HUTCHINSON: 1984. 

MR. KELLAHIN: The 1984 map. 

Subsequent t o R - l l l - P , a couple of t h i n g s 

happened. 

F i r s t , a d d i t i o n a l acreage was added i n t o the 

R - l l l orders, expanding the agency r u l e s and r e g u l a t i o n s 

f o r wellbores i n a broader area. 
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I n a d d i t i o n , some t h i n g s were added. 

H i s t o r i c a l l y , under R - l l l , operators were given 

two options f o r what we ch a r a c t e r i z e as a s a l t p r o t e c t i o n 

casing s t r i n g program. We're going t o describe f o r you 

those two options, which continue t o e x i s t . 

When R - l l l - P was adopted and the area was 

expanded, f o r those areas t h a t were now included t h a t had 

not p r e v i o u s l y been included, operators were a f f o r d e d the 

o p p o r t u n i t y under the r u l e s t o seek exceptions from e i t h e r 

of the two e x i s t i n g s a l t p r o t e c t i o n programs t h a t were i n 

the r u l e . 

The r u l e contemplated t h a t the OCD D i s t r i c t 

Supervisor would have the d i s c r e t i o n t o allow operators t o 

d e l e t e the s a l t p r o t e c t i o n s t r i n g . 

What has happened i s t h a t , n o t w i t h s t a n d i n g the 

OCD r u l e s , the p r a c t i c e has been t h a t i f the wel l b o r e was 

on f e d e r a l acreage, the operators would go t o the BLM i n 

Carlsbad, and the BLM Carlsbad would make the e x c l u s i v e 

d e c i s i o n on those f e d e r a l wellbores t o d e l e t e the s t r i n g . 

You're going t o see maps i n which t h a t has 

occurred i n t h i s area on a re g u l a r basis, i f i t was on 

f e d e r a l lands. 

You're going t o see a map t h a t also has some 

d i f f e r e n c e s when i t comes t o s t a t e lands. The Commissioner 

of Public lands has taken the p o s i t i o n t h a t i f an operator 
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wants to delete the potash string on state lands within 

t h i s expanded area, then they must come t o the agency t o 

get t h a t approval. 

By p r a c t i c e , D i r e c t o r LeMay has r e q u i r e d Mr. 

Sexton i n A r t e s i a not t o exercise h i s j u r i s d i c t i o n under 

the r u l e but t o r e f e r those matters t o Santa Fe. And as a 

consequence, they've always come t o hearing. 

Because t h a t process consumes a l o t of time, many 

operators i n the past have simply chosen t o assume the 

a d d i t i o n a l expense on s t a t e t r a c t s of p u t t i n g the potash 

p r o t e c t i o n s t r i n g i n , r a t h e r than go through the tedium of 

a hearing t o have i t deleted. 

I n A p r i l of 1994, M i t c h e l l Energy Corporation, i n 

Section 4, j u s t t o the n o r t h of the area we're about t o 

discuss, decided t h a t they had enough wellbores i n shallow 

o i l p r oduction i n the West Teas O i l Pool t h a t f o r a l l of 

Section 4 i t was important enough t o seek an exception from 

the agency t o d e l e t e the s t r i n g f o r a s t a t e t r a c t . 

That was done. 

One of the experts t h a t t e s t i f i e d i n t h a t case on 

potash resources i s here t o t e s t i f y again f o r us. Mr. Gary 

Hutchinson i s a recognized expert i n potash economics. 

He's been recognized as an expert i n e v a l u a t i n g whether 

there's waste of potash and r i s k t o miners i n cases before 

the agency, when Yates and Noranda and IMC discussed a l l 
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those issues w i t h the Commission. He has repeatedly been 

before the agency. He's going t o discuss the potash issues 

f o r you. 

Mike Mooney i s going t o describe f o r you h i s 

reason t o seek an exception. Mr. Mooney i s an expert 

engineer w i t h p a r t i c u l a r e x p e r t i s e i n these matters, and 

he's going t o demonstrate t o you t h a t h i s proposed 

exception from the potash p r o t e c t i o n program gives you a 

well b o r e t h a t i s superior i n i n t e g r i t y t o one of the two 

options already i n the r u l e , and i t w i l l be c o n s i s t e n t w i t h 

the general p r a c t i c e of accepting t h a t p r o t e c t i o n s t r i n g 

w i t h i n t h i s area. 

When you look at the context of Stevens' case i n 

11,323, Well Number 7 i s on a f e d e r a l t r a c t . 

There has been a change of p r a c t i c e at the BLM. 

H i s t o r i c a l l y , they have been the excl u s i v e agency t o d e l e t e 

the p r o t e c t i o n s t r i n g . We are now advised by BLM Carlsbad 

t h a t they're going t o r e q u i r e operators on f e d e r a l w e l l s t o 

also get the concurrence of the O i l Conservation D i v i s i o n 

t o d e l e t e the s t r i n g . 

And so when you see the docket of t h i s case f o r a 

Federal Well Number 7, we are here because the BLM has 

asked us t o come here. 

Because we had t o go through the expense of doing 

t h a t case, we have made an e v a l u a t i o n and determined the 
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circumstances t o delete the potash s t r i n g f o r Well Number 7 

are e q u a l l y a p p l i c a b l e t o other acreage t h a t Stevens and 

T u l l has i n p o r t i o n s of Sections 9, 10 and 16 i n the 

immediate area, and so we're going t o ask you t o consider 

t h i s whole area on a blanket basis, t o d e l e t e the s t r i n g 

f o r these shallow o i l w e l l s , and t h a t ' s why we're here. 

A l l r i g h t , we'd l i k e t o c a l l our f i r s t witness, 

Mr. J e r r y Weant. 

JERRY A. WEANT, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Weant, f o r the record would you please give 

us your name, your occupation and where you reside? 

A. Okay, my name i s J e r r y Weant. I work f o r Stevens 

and T u l l i n Midland, and I am t h e i r sole landman. 

Q. On p r i o r occasions, Mr. Weant, have you q u a l i f i e d 

before the agency as an expert i n matters of petroleum land 

management? 

A. Yes, I have. 

Q. As p a r t of your land d u t i e s , have you made 

y o u r s e l f knowledgeable and f a m i l i a r w i t h the ownership not 

only of the o i l and gas resources, but have used your own 

knowledge, supplemented by consultants, t o lo c a t e the 
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potash operators and lessees and the ownership of t h a t 

potash w i t h i n t h i s area? 

A. Yes, I have. 

Q. Have you made y o u r s e l f aware of the n o t i c e 

o b l i g a t i o n s under R - l l l - P , i n s o f a r as n o t i f i c a t i o n of the 

potash lessees and operators of t h i s p a r t i c u l a r A p p l i c a t i o n 

-- i n f a c t , both these Applications? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Weant as an expert 

i n petroleum land management. 

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

Q. (By Mr. Ke l l a h i n ) Let's take the e x h i b i t book 

and t u r n t o the f i r s t i n f o r m a t i o n behind the — We'll 

c h a r a c t e r i z e these f o r the record as Stevens and T u l l 

E x h i b i t 1, and then — That's the whole book, and we w i l l 

go through the sections as you have i d e n t i f i e d them. 

I f y o u ' l l t u r n t o E x h i b i t 1, then, and look 

behind the tab t h a t says "Land", what's the f i r s t d i splay? 

A. The f i r s t d i s p l a y i s a land p l a t , a n i n e - s e c t i o n 

land p l a t around our acreage. The p l a t r e f l e c t s the yellow 

acreage, designates acreage which Stevens and T u l l , I n c . , 

has acquired, e i t h e r leasehold or farmouts or term 

assignments from other p a r t i e s , which the s o l i d y e l l o w 

represents 100-percent ownership. 

The acreage i n the southwest q u a r t e r of Section 

STEVEN T. BRENNER, CCR 
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10 i s acreage which we have acquired 58.3 3 percent of the 

leasehold i n t h a t t r a c t a t t h i s time. 

Q. What does the red arrow i n d i c a t e ? 

A. The red arrow designates the Federal 9 Number 7 

w e l l , which — This issue was brought up, t h a t was the 

a p p l i c a t i o n we submitted a f t e r d r i l l i n g the f i v e w e l l s w i t h 

the red dots t o the no r t h of i t on f e d e r a l t r a c t s . The 

seventh w e l l was proposed, the APD was submitted, and a t 

t h a t time t h a t ' s when the BLM b a s i c a l l y informed us of the 

new procedures. 

Q. When we look a t the other i n f o r m a t i o n , what's the 

purpose of the red dots? 

A. Okay, the red dots o u t l i n e a l l w e l l s t h a t have 

been d r i l l e d , shallow o i l w e l l s which have been d r i l l e d i n 

t h i s area, which have not re q u i r e d — or have been d r i l l e d 

w i t h o u t a s a l t p r o t e c t i o n s t r i n g . 

Q. When we look a t Section 9, i f we look a t the area 

of Section 9 t h a t ' s shaded i n yellow and look a t the 

wellbores w i t h the red dots, are a l l those wellbores 

d r i l l e d and operated by Stevens and T u l l ? 

A. Yes, they are. 

Q. And those wellbores, then, w i t h the red dots on 

the yellow acreage i n Section 9 were d r i l l e d w i t h o u t the 

potash s t r i n g ? 

A. That i s c o r r e c t . 
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Q. And in each instance, those are federal wells? 

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

Q. And the BLM e x c l u s i v e l y allowed and p e r m i t t e d the 

w e l l s t o be d r i l l e d w i t h o u t a p r o t e c t i o n s t r i n g ? 

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

Q. When we look n o r t h of t h a t i n t o Section 4, t h a t ' s 

the o p e r a t i o n under what we know t o be M i t c h e l l Energy? 

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

Q. And on t h a t s e c t i o n are there wellbores t h a t now 

e x i s t w i t h o u t the potash p r o t e c t i o n s t r i n g ? 

A. Yes, there are. 

Q. And how are those i d e n t i f i e d ? 

A. Those are the two red dots labeled due n o r t h , one 

being located — both being located i n the southeast 

q u a r t e r of Section 4. 

Q. As a r e s u l t of the BLM's change of p r a c t i c e i n 

approval, about the time you're f i l i n g your f e d e r a l APD f o r 

the Number 7, are you now i n a time c o n s t r a i n t w i t h regards 

t o commencement of the Number 7 well? 

A. Yes, we are. 

Q. Describe f o r us what t h a t circumstance i s . 

A. We have acquired a term assignment from a company 

i n A r t e s i a by the name of Southeast R o y a l t i e s on the 40-

acre t r a c t , being the northeast quarter of the southeast 

q u a r t e r of Section 9. 
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That acreage was purchased in January for a six-

month term assignment, w i t h the understanding t h a t the w e l l 

would be d r i l l e d p r i o r t o J u l y 1, pending approval of our 

APD, which we a n t i c i p a t e d no problem at t h a t p o i n t i n time. 

Q. As a r e s u l t of the change of procedures, what's 

at r i s k w i t h regards t o the farmout? 

A. The loss of the acreage. 

Q. As t o what p o i n t i n time? 

A. We have c u r r e n t l y sought — We could not b u i l d 

l o c a t i o n , seek bids from any d r i l l i n g c o n t r a c t o r s , or 

perform any work u n t i l our APD was approved. The APD was 

approved approximately one week p r i o r t o J u l y 1 of t h i s 

year. 

Q. With the a d d i t i o n a l s t i p u l a t i o n , however, t h a t 

you get the concurrence of the O i l Conservation D i v i s i o n ? 

A. That i s c o r r e c t . I t was r e q u i r e d t h a t we put the 

potash s t r i n g i n the w e l l , i n t h i s w ellbore, and t h e r e f o r e 

we had one week t o commence our operations of seeking a 

d r i l l i n g c o n t r a c t o r and a l l the necessary operations t h a t 

go w i t h d r i l l i n g the w e l l . 

Q. As t o a l l other issues, then, w i t h the exception 

of the potash s t r i n g , t h i s wellbore has been approved by 

the Bureau of Land Management? 

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

Q. And the d e l e t i o n of the potash s t r i n g i s 
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approvable by the BLM Carlsbad, provided we have the 

concurrence of the O i l Conservation D i v i s i o n ? 

A. That i s what they have l e d us t o b e l i e v e , t h a t ' s 

c o r r e c t . 

Q. A l l r i g h t , what's the t i m i n g , then, t o commence 

the w e l l a t t h i s p o i n t without l o s i n g the farmout? 

A. We have requested an extension t o , I b e l i e v e , 

August 24th, because we have f i n a l l y l o c ated a d r i l l i n g 

c o n t r a c t o r t h a t can get on the w e l l . Most of the d r i l l i n g 

c o n t r a c t o r s had advised us t h a t they couldn't even d r i l l a 

w e l l out here before the end of the year. 

We have located a d r i l l i n g c o n t r a c t o r t h a t has a 

window and has advised us t h a t they can d r i l l t h i s w e l l — 

or commence operations on i t on approximately August 24th. 

We have t h e r e f o r e contacted Southeast R o y a l t i e s 

and advised them of t h i s , and they have granted us leeway 

t o t h a t date. 

Q. A l l r i g h t . Apart from the s p e c i a l circumstances 

of the Number 7 w e l l , i d e n t i f y f o r us the balance of your 

acreage t h a t ' s included w i t h i n the second A p p l i c a t i o n . 

A. Okay. The — As I st a t e d e a r l i e r , the acreage i n 

the southwest quarter of Section 10 i s a term assignment 

t h a t we have purchased. We purchased 50 percent of the 

acreage. The other e i g h t percent was bought from Conoco. 

Down i n -- I'm so r r y , Sun. 
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Down i n Section 16, we have purchased the acreage 

shaded i n yellow i n the northeast quarter of Section 16, 

and also the n o r t h h a l f of the southwest q u a r t e r . 

The southeast quarter and the n o r t h h a l f of the 

northwest quarter are subject t o a term assignment w i t h 

Conoco, and the south h a l f of the southwest q u a r t e r i s 

subj e c t t o a term assignment w i t h OXY. 

Q. A l l r i g h t . So you're seeking i n the second case, 

then, approval from the D i v i s i o n t o del e t e the potash 

s t r i n g i n a l l of Section 16, the southwest q u a r t e r of 10, 

and what i s now the east h a l f of the southeast of Section 

9, 40 acres of which i s included i n your A p p l i c a t i o n f o r 

Wellbore 7? 

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

Q. A l l r i g h t . Subsequent t o doing t h a t , you now 

have i n Section 17 a d d i t i o n a l acreage t h a t ' s not c u r r e n t l y 

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

A. That i s c o r r e c t , t h a t was acreage which was 

purchased a t a p r i o r f e d e r a l sale t h i s year. 

Q. When we look a t Section 16, the r e i s a wellbore 

i n the southeast northwest of 16 t h a t doesn't have the 

s t r i n g , and yet the r e s t of the wellbores around i t do? 

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

Q. I s there a reason t h a t explains why t h a t 

occurred? 
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A. I do not know the answer t o that,, This i s 

i n f o r m a t i o n based o f f of research from the records w i t h the 

State of New Mexico, p u l l i n g the records which r e f l e c t the 

casing designs of those w e l l s . 

Q. A l l r i g h t . Were those w e l l s d r i l l e d and operated 

by Stevens and T u l l i n Section 16? 

A. The only w e l l which has been d r i l l e d by Stevens 

and T u l l i n Section 16 i s the State BF Number 3 w e l l , which 

i s l o c ated i n the northwest quarter of the southwest 

q u a r t e r of Section 16. 

Q. And why was t h a t wellbore d r i l l e d w i t h the s a l t 

p r o t e c t i o n s t r i n g i n i t ? 

A. I t was a requirement of the State of New Mexico. 

Q. A l l r i g h t , and you a t t h i s p o i n t d i d n ' t seek an 

exception, then, through the R - l l l - P process t o have t h a t 

d e l e t e d a t t h a t time? 

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

Q. A l l r i g h t , l e t ' s t u r n t o the next d i s p l a y . We've 

t a l k e d about the o i l and gas issue. Let's t a l k about the 

potash leases. Have you made y o u r s e l f knowledgeable about 

t h a t ownership? 

A. Yes, I have. 

Q. Describe f o r us what you have determined. 

A. We have determined t h a t , as you can see from the 

p l a t , t here i s one f e d e r a l potash lease and two s t a t e 
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potash leases r e f l e c t e d on the map. 

A l l of Section 8, which i s Federal Lease NM-

013298-A, i s owned by IMC Global operations. 

I n Section 16 the e n t i r e s e c t i o n , being the State 

of New Mexico Lease M-651-9, i s owned by M i s s i s s i p p i 

Potash, Inc. 

And i n the south h a l f , south h a l f of Section 17, 

another s t a t e lease, being State Lease Number M-19262-1, i s 

owned by New Mexico Potash Corporation. 

Q. Are those the only c u r r e n t potash leases i n t h i s 

area shown on t h i s display? 

A. Yes, s i r , t h a t i s c o r r e c t . 

Q. What have you done about c o n t a c t i n g these various 

potash lessees? 

A. Following the p l a t , there are copies of l e t t e r s 

dated May 3rd, 1959, wherein we contacted each one of these 

companies, requesting t h a t they waive the requirement of 

the potash s t r i n g and t h a t they would send t h e i r response 

e i t h e r t o us or t o the NMOCD. 

Q. Did any of these companies o b j e c t t o the d r i l l i n g 

of the w e l l i f i t included the potash p r o t e c t i o n s t r i n g ? 

A. No, s i r , they d i d not. 

Q. So none of those companies were w o r r i e d about 

having the w e l l b o r e , as long as i t had the s t r i n g ? 

A. That i s c o r r e c t . 
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Q. They were w i l l i n g t o concede t h a t t h a t w e l l b o r e , 

i f d r i l l e d , was not going t o waste potash? 

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

Q. A l l r i g h t . Their complaint or concern was the 

d e l e t i o n of the potash s t r i n g ? 

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

Q. And you have l e t t e r s t o t h a t e f f e c t ? 

A. Yes, s i r , f o l l o w i n g the three l e t t e r s t o the 

companies — and I guess, t o make a c o r r e c t i o n , the top 

l e t t e r i s t o Noranda Ex p l o r a t i o n . Subsequent t o t h i s 

i n f o r m a t i o n , the n o t i c e was sent t o Noranda, and we were 

advised t h a t IMC had purchased or acquired the i n t e r e s t of 

Noranda, and they have been — This n o t i c e was forwarded on 

t o IMC. We have had phone conversations w i t h them. 

But f o l l o w i n g the three l e t t e r s , you w i l l see 

t h e r e are two l e t t e r s , one from M i s s i s s i p p i Potash, I n c . , 

dated May 5th, 1995, and another from IMC Global, dated 

June 17th, 1995, both s t a t i n g t h a t they have no o b j e c t i o n 

t o the d r i l l i n g of t h i s w e l l . 

Q. Do you know whether or not, based upon your 

research, t h a t the area we're seeking exceptions f o r — 

whether t h a t area i s included w i t h any d e d i c a t i o n by a 

potash lessee of being i n an LMR, a l i f e - o f - t h e - m i n e 

reserve d e c l a r a t i o n ? 

A. I t i s my understanding t h a t we do not -- t h a t 
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this acreage is not within an LMR. 

Q. Do you have knowledge or i n f o r m a t i o n w i t h regards 

t o whether or not your acreage t h a t you've requested the 

d e l e t i o n f o r i s located c l o s e r t o an LMR than a q u a r t e r 

m i l e , being the b u f f e r f o r shallow wells? 

A. No, s i r , we are not located any c l o s e r than t h a t . 

Q. A l l r i g h t . So you're more than a q u a r t e r of a 

m i l e from an LMR, and t h e r e f o r e you're outside even the 

b u f f e r area f o r shallow o i l wells? 

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

One t h i n g I would l i k e t o r e f l e c t back on i n the 

very f i r s t p l a t , the green dots — We spoke of what the red 

dots represented. The green dots represent those w e l l s 

t h a t were d r i l l e d w i t h a potash cashing. 

However, there i s one w e l l located i n the 

northwest quarter of the northeast quarter of Section 16, 

which i s h a l f green, h a l f red. That wellbore was d r i l l e d 

w i t h a potash p r o t e c t i o n s t r i n g . However, they d i d not 

have a subsequent s t r i n g of casing nor cement beyond those. 

I t was j u s t open-hole below t h a t , below the potash s t r i n g . 

So t h e r e f o r e i t only had two s t r i n g s of p r o t e c t i o n i n i t as 

we propose. 

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

examination of Mr. Weant. 

We move the i n t r o d u c t i o n of the land p o r t i o n of 
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E x h i b i t Number 1. 

EXAMINER CATANACH: The land p o r t i o n of the 

e x h i b i t w i l l be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Weant, the l e t t e r s from IMC and M i s s i s s i p p i 

Potash both o b j e c t t o the d r i l l i n g of the Federal 9 Number 

7 w e l l w i t h o u t the s a l t p r o t e c t i o n s t r i n g ; i s t h a t your 

understanding? 

A. Yes, s i r , t h a t i s c o r r e c t . 

Q. Are your subsequent witnesses going t o address 

these concerns? 

A. Yes, s i r . 

Q. Do you know, i n the — The previous method t h a t 

the BLM u t i l i z e d i n g r a n t i n g these exceptions, d i d i t 

i n v o l v e c o n t a c t i n g the potash companies? 

A. I be l i e v e t h a t i s c o r r e c t . 

Q. Were any of the exceptions ever objected t o by 

the potash companies? 

A. I assume they would. I don't have t h a t 

i n f o r m a t i o n . 

Q. Just f o r my c l a r i f i c a t i o n , the acreage t h a t 

you're seeking exception t o , again, i s j u s t the east h a l f , 

southeast quarter of Section 9? 

A. No, s i r , both — We are seeking exception from 
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both cases, f o r a l l of the acreage shaded i n yel l o w i n 

Sections 9 and 16, and also the t r a c t which i s hached i n 

the southwest quarter of Section 10. 

Q. Do you f e e l l i k e a d d i t i o n a l w e l l s are going t o be 

d r i l l e d i n the northeast quarter of 9? 

A. I n the northeast quarter of 9? That could be 

something, yes, s i r , depending on the -- I guess any change 

i n f i e l d r u l e s , which I assume Mr. Mooney, our engineer, 

w i l l address. 

Q. Do you have an LMR map t h a t you made the 

dete r m i n a t i o n of the loc a t i o n ? 

A. The i n f o r m a t i o n we went o f f of was the R - l l l - P 

order, which -- There's a copy of t h a t behind the tab 

labe l e d "Potash Regulations" i n your booklet, and we — 

t h a t i n f o r m a t i o n was p u l l e d o f f of those, o f f of the 

e x h i b i t s on the back of i t . 

But t o answer your question, we d i d not have a 

map s i m i l a r t o the one t h a t i s hung up across from me, 

which represented the acreage. 

MR. KELLAHIN: Point of c l a r i f i c a t i o n , Mr. 

Examiner: The t o p i c of where an LMR i s p h y s i c a l l y l ocated 

i s a matter of confidence between the State Land O f f i c e , 

the BLM and the potash lessee, and so the p r a c t i c e i s s o r t 

of h i t and miss. 

You have t o go t o the BLM, f o r example, w i t h a 
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l o c a t i o n . They w i l l look a t t h e i r c o n f i d e n t i a l data, and 

they w i l l t e l l you i f you're i n an LMR or how f a r away you 

are from i t . And so you move your p o i n t around u n t i l you 

decide i f a l l your l o c a t i o n s meet t h a t c r i t e r i a . 

But we are unable under the r u l e s t o show you a 

map or t o have a map ourselves. 

By using t h a t process, though, we have been 

t o l d — and the l e t t e r from the potash lessee confirms — 

t h a t we are not i n an LMR, and we're more than a qua r t e r of 

a m i l e away. 

Q. (By Examiner Catanach) That goes f o r a l l of the 

acreage t h a t you're t r y i n g t o except? 

A. Yes, s i r , t h a t i s c o r r e c t . 

Q. Okay. Mr. Weant, do you know i f the w e l l s i n 

Section 16 — i f the operator attempted t o get a exception 

or d i d not attempt t o get an exception, or do you know? 

A. I cannot speak f o r a l l of the p a r t i e s i n t h e r e , 

except f o r Stevens and T u l l , which we have d r i l l e d one w e l l 

i n 16. 

We d i d attempt — and Mr. Mooney can elaborate on 

t h i s more than I , since he f i l e s our APDs -- but we d i d 

attempt t o have the potash s t r i n g deleted from our w e l l s . 

However, we were advised t h a t i t was a State of New Mexico 

requirement t h a t we have t h a t s t r i n g put i n our w e l l . 

We have d r i l l e d the f i v e w e l l s up i n Section 9 
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p r i o r t o d r i l l i n g the w e l l i n Section 16. 

Q. How many w e l l s d i d you d r i l l i n 16? 

A. I n Section 16, c u r r e n t l y we have only d r i l l e d one 

w e l l . 

Q. Okay. You d i d n ' t seek an exception through t h i s 

procedure? 

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

EXAMINER CATANACH: Okay. 

Do you have any questions? 

MR. CARROLL: Yeah, I have a couple questions. 

EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Weant, what's the r e l a t i o n s h i p between 

Noranda and IMC? 

A. IMC has acquired the f e d e r a l potash lease from 

Noranda. Noranda has — I t ' s my understanding they have 

b a s i c a l l y pooled t h e i r i n t e r e s t i n t h i s area, and ins t e a d 

of l e t t i n g the lease j u s t f a l l , IMC acquired i t from them. 

Q. When d i d t h a t occur? Do you know? 

A. I n the very recent -- As I s t a t e d e a r l i e r , the 

l e t t e r s were sent t o Noranda, we were not n o t i f i e d of i t . 

IMC -- I received a phone c a l l approximately a month ago, 

and they had advised me t h a t t h a t t r a n s a c t i o n had taken 

place. 

Q. And Mr. Weant, Stevens and T u l l i s not asking f o r 
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an exception t o the shaded area i n Section 17? I t ' s j u s t 

9, 10 and 16? 

A. That i s c o r r e c t . The only reason the acreage i n 

17 was colored i s j u s t t o show our leasehold p o s i t i o n i n 

the area, t h a t we are — t h a t we have a vested i n t e r e s t . 

Q. And which i s the w e l l d r i l l e d by Stevens and T u l l 

i n 16? 

A. I n 16, i t ' s our State BF Number 3 w e l l . I t i s 

loca t e d i n the northwest quarter of the southwest quarter 

of Section 16. Y o u ' l l see there's one w e l l l a b e l e d 2. I t ' s 

j u s t due west of t h a t , and a l i t t l e b i t n o r t h of i t . 

MR. CARROLL: That's a l l I have. 

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

witness may be excused. 

MR. KELLAHIN: A l l r i g h t , s i r . C a l l a t t h i s time 

Mr. Mike Mooney. 

MICHAEL G. MOONEY. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Mooney, f o r the record would you please s t a t e 

your name and occupation? 

A. Yes, my name i s Michael G. Mooney. I'm a 

c o n s u l t i n g engineer on r e t a i n e r w i t h Stevens and T u l l out 
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of Midland. 

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

agency as a petroleum engineer? 

A. Yes, s i r , I have. 

Q. As p a r t of your engineering d u t i e s , have you made 

a geologic and engineering e v a l u a t i o n of the o p p o r t u n i t i e s 

f o r Stevens and T u l l t o d r i l l and develop f u r t h e r reserves 

out of the West Teas O i l Pool? 

A. Yes, s i r , I have. 

Q. And as a r e s u l t of t h a t e v a l u a t i o n , do you now 

have c e r t a i n conclusions and opinions? 

A. Yes, s i r , I do. 

Q. I n a d d i t i o n , have you made a study w i t h i n your 

e x p e r t i s e of how t o prop e r l y d r i l l , complete and produce 

these w e l l s so as t o not cause undue waste of the potash, 

pose a r i s k t o mine safety or otherwise impair the 

conservation of t h a t resource? 

A. Yes, I have. 

Q. Have you a plan of d r i l l i n g , completing and 

producing t h a t w i l l allow us t o recover hydrocarbons i n 

order t o prevent waste and p r o t e c t c o r r e l a t i v e r i g h t s f o r 

the i n t e r e s t owners of t h a t resource? 

A. Yes, I do. 

MR. KELLAHIN: We tender Mr. Mooney as an expert 

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

Q. (By Mr. Ke l l a h i n ) Let's t a l k about the geologic 

components f i r s t , Mr. Mooney, i n what appears t o be, from 

Mr. Weant's map, an area of w e l l developed shallow o i l 

w e l l s , which are known as t h i s West Teas Pool. We are 

de a l i n g p r i n c i p a l l y f o r production from what formation? 

A. From the Upper Yates formation. 

Q. A l l r i g h t . Let's t u r n t o the geologic p o r t i o n of 

E x h i b i t 1, t u r n past the w r i t t e n summary, and l e t ' s look a t 

the f i r s t geologic map. This i s a map on what? 

A. This i s a map on the top of the Yates. 

Q. And i t ' s a s t r u c t u r e map? 

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

Q. Describe f o r us the manner chosen by Stevens and 

T u l l and other operators t o lo c a t e and produce these o i l 

w e l l s . 

A. Okay. Well, the Yates — I n general, the Yates 

c o n s i s t s of seven sand sections. 

I n the Lower Yates i s a p r o l i f i c high water d r i v e 

zone, where the Upper Yates i s an associated gas-type 

r e s e r v o i r . So i t ' s c r i t i c a l on the Lower Yates t o h i t the 

top of the f e a t u r e or the top of the s t r u c t u r e t o make any 

ki n d of commercial production. Anything o f f s t r u c t u r e 

u s u a l l y y i e l d s high water concentrations and u s u a l l y are 

not economical. 
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And the Upper Yates, however, produces 

o f f s t r u c t u r e as w e l l as ons t r u c t u r e and u s u a l l y averages 

somewhere around 50,000 b a r r e l s of o i l out of the Upper 

Yates. 

Q. When we look a t the top of the s t r u c t u r e , t h a t 

appears i n Sections 9 and 16 — 

A. Yes, s i r . 

Q. — and i n the top p o r t i o n of the s t r u c t u r e , what 

have the operators been producing out of the pool? What 

por t i o n s ? 

A. Okay, i n Section 16, i n the very top p a r t of the 

s t r u c t u r e , the operators have been producing out of the 

Lower Yates, and some ge o l o g i s t s c a l l the Lower Yates the 

top of the Seven Rivers; i t ' s synonymous. 

Q. That appears t o be w e l l and f u l l y developed a t 

t h i s p o int? 

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

Q. When we look a t the balance of — When we look a t 

those wellbores, what k i n d of average cumulative o i l 

p r o d u c t i o n have they achieved at these higher s t r u c t u r a l 

p o s i t i o n s i n the r e s e r v o i r ? 

A. I n the h i g h - s t r u c t u r e p o s i t i o n s , they averaged 

r i g h t a t 100,000 b a r r e l s per w e l l . 

Q. When you look a t the area t h a t Stevens and T u l l 

seeks t o have the potash s t r i n g deleted, what i s your range 
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of e xpectation of u l t i m a t e o i l recovery? 

A. Well, we've experienced a range as low as 20,000 

b a r r e l s and as high as 75,000, so we're saying the average 

i s going t o be close t o 50,000 b a r r e l s per w e l l . 

Q. I s t h a t a r e l i a b l e and accurate average estimate 

of u l t i m a t e o i l recovery as t o these l o c a t i o n s f o r which we 

seek t h i s exception? 

A. Yes, s i r , i t i s . 

Q. Based upon t h a t estimate of reserve, have you 

ap p l i e d the cost t o d r i l l i n g a well? 

A. Yes, s i r . 

Q. And subsequent, w e ' l l see your cost analysis? 

A. Yes, s i r . 

Q. When we look a t t h a t conclusion, though, what 

have you determined t o be the consequence of having t o 

d r i l l these w e l l s w i t h the s t r i n g and without? 

A. Well, w i t h the potash s t r i n g , the economics are 

very — What's the r i g h t word? They're almost not 

economical. Our r a t e of r e t u r n i s less than 30 percent, 

and normally we t r y t o d r i l l something around 40 percent, 

as w e l l as everybody else. 

Q. Can you give us a general idea of the cost per 

w e l l we're lo o k i n g a t , t h a t we save i f we de l e t e the s t r i n g 

and a l l the components involved i n the s t r i n g ? 

A. Yes, s i r , I have -- Back here under the 
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"Economics" p a r t of i t I have a c t u a l costs. These aren't 

estimates, these are a c t u a l costs. 

As you heard i n Section 16, J e r r y Weant t e s t i f i e d 

t h a t we d r i l l e d one w i t h the s t r i n g , and we've d r i l l e d f i v e 

i n Section 9 w i t h o u t the s t r i n g . So we have d i r e c t 

comparisons on costs. 

Q. What's the summary? 

A. The summary i s t h a t the one w i t h the s a l t s t r i n g 

costs about $226,000, and without the s a l t s t r i n g i t ' s 

$162,000, meaning t h a t i t ' s an a d d i t i o n a l $63,600 t o add 

the s a l t s t r i n g . 

Q. Per wellbore? 

A. Per wellbore. 

Q. And when you're looking a t average recoverable 

o i l of about 50,000, what does i t do t o your economics i f 

you have t o put the s t r i n g in? 

A. I t h u r t s them r e a l bad. 

Q. Have you been able t o put a c u r r e n t value p r i c e 

on what t h i s i s i n terms of d o l l a r s ? 

A. Yes, s i r , i t ' s — We're lo o k i n g at an a d d i t i o n a l 

10 l o c a t i o n s t o be d r i l l e d as i t stands r i g h t now. So 

t h a t ' s — You know, t h a t ' s $600,000 per w e l l -- I mean, 

t h a t ' s $600,000 f o r the ten w e l l s , a d d i t i o n a l cost. 

Q. Can you approach t h i s from a d i f f e r e n t p o i n t of 

view and t e l l me approximately how much o i l i s wasted i f we 
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have t o put i n the a d d i t i o n a l s t r i n g ? 

A. Yes, i t ' s r i g h t at 4000 b a r r e l s per w e l l . 

Q. And when you m u l t i p l y t h a t by the 10 w e l l s , we've 

got 400,000 b a r r e l s of o i l ? 

A. Or 40,000 b a r r e l s of o i l . 

Q. 40,000 b a r r e l s of o i l per well? 

A. No, i t ' s 4000 b a r r e l s of o i l t h a t ' s wasted per 

w e l l . On a t e n - w e l l package --

Q. A l l r i g h t . 

A. — t h a t would be about 40,000 b a r r e l s . 

Q. A l l r i g h t . Are we i n a p o r t i o n of hydrocarbon 

pr o d u c t i o n t h a t we can a f f o r d t o simply put i n the s a l t 

p r o t e c t i o n s t r i n g and economically and e f f i c i e n t l y d r i l l 

these wells? 

A. No, s i r , we're not. 

Q. Have you come up w i t h some a l t e r n a t i v e ways t o 

e f f e c t i v e l y and e f f i c i e n t l y d r i l l t h i s w e l l , or these 

w e l l s , and s t i l l p r o t e c t potash? 

A. Yes, s i r . 

Q. Let's t u r n behind t h i s f i r s t geologic d i s p l a y , 

and l e t ' s look a t the next reference m a t e r i a l . You have a 

p o r t i o n of a lo g . What are you showing here? 

A. Okay, i f y o u ' l l go — The f i r s t l og was j u s t a 

mud l o g , and b a s i c a l l y a l l t h a t does i s show the tops of 

the Yates, and i t shows t h a t — you know, the s a l t s e c t i o n 
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where the potash i s purported t o be. 

Q. A l l r i g h t . When we look a t the s a l t s e c t i o n , 

we're l o o k i n g a t the McNutt member of the Salado? 

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

Q. And where i s t h a t going t o be on your type l o g , 

your mud log? What's the footage? 

A. Okay, w e l l , the best place t o go t o see t h a t i s 

on the e l e c t r i c logs. That's the only place where we can 

see i t . 

Q. And what i s the footage? 

A. I t ' s about 2100 f e e t . 

Q. Okay. And where w i l l we f i n d t h a t information? 

I guess we're going t o have t o t u r n behind the yell o w tab 

and look a t your e l e c t r i c log? 

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

Q. And then w e ' l l f l i p s i x pages, and we get down t o 

about 2100 feet? 

A. Right, a t 2170 f e e t there's a gamma-ray k i c k on 

the l o g , on the l e f t - h a n d side of the l o g . 

The only way we can d i s t i n g u i s h potash i s w i t h 

the gamma ray, because there's r a d i o a c t i v e thorium i n i t 

t h a t e x i s t s i n i t , and t h a t ' s the only t h i n g we can use on 

the l o g t o determine where i t i s . And y o u ' l l f i n d i t down 

ther e around 21- — The t e n t h member of the McNutt i s a t — 

Let's see, i t would be 2176 f e e t . 
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Q. A l l r i g h t . So you have a good handle on where 

the potash i s i n t h i s immediate area? 

A. Right, r i g h t , from the gamma-ray l o g , t h a t ' s 

c o r r e c t . 

Q. A l l r i g h t . Let's t u r n t o the next tab, which 

says "Potash Regulations". 

A. Okay. 

Q. What have you included i n t h i s s e c t i o n , Mr. 

Mooney? 

A. I have included some schematics showing what the 

R - l l l - P r e g u l a t i o n s s t a t e as the wellbore — how the 

wellbore should be. 

And then i t also gives an o p t i o n t h a t R - l l l - P 

gives us, and I've included the schematic. I t ' s underneath 

the "Engineering" p a r t of i t . 

Q. A l l r i g h t . So the f i r s t p o r t i o n of t h i s tab i s 

simply the i n c l u s i o n of R - l l l - P f o r reference f o r the 

Examiner? 

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

Q. A l l r i g h t . And the next tab, then, i s the blue 

tab t h a t says "Potash Protection"? 

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

Q. Let's t u r n t o t h a t s e c t i o n . I f y o u ' l l t u r n past 

the blue tab, l e t ' s t a l k about the data you've summarized 

here. What are you looking at? 
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A. Okay, t h i s data i s what we've — You know, we 

have d r i l l e d several w e l l s out the r e , and we've go t t e n t h i s 

i n f o r m a t i o n from the w e l l s t h a t we have d r i l l e d . 

And what I'm hoping t o do here i s t o show you 

t h a t the d r i l l i n g f l u i d s t h a t w e ' l l use when we're going 

through the potash i s a 10-pound saturated mud system. 

And the v i r g i n pressure of the Yates i s — i t was 

1125 pounds, and i t ' s c u r r e n t l y only 960 pounds pressure. 

And because of t h a t , w i t h our d r i l l i n g mud weighted a t 10 

pounds per g a l l o n , we w i l l always be overbalanced, so t h a t 

anytime we enter i n t o the Yates formation, the m i g r a t i o n of 

any k i n d of f l u i d s out of the Yates up i n t o the potash 

would be n u l l i f i e d . 

Q. And you have good and accurate data i n near-

we l l b o r e s i t u a t i o n s t o make t h i s i n f o r m a t i o n v a l i d ? 

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

Q. A l l r i g h t . And you're d e a l i n g w i t h shallow o i l 

prod u c t i o n — 

A. Yes, s i r . 

Q. - - a s opposed t o t r y i n g t o d r i l l deep gas w e l l s 

at high pressure? 

A. That's r i g h t . 

Q. A l l r i g h t . Your conclusion i s t h a t the d r i l l i n g 

system -- the mud system i s overbalanced, and we're not 

going t o have any hydrocarbons moving d u r i n g the d r i l l i n g 
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p o r t i o n of the w e l l , t o l e t those hydrocarbons migrate up 

i n t o the s a l t ? 

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

Q. Okay, l e t ' s t u r n t o the next i n f o r m a t i o n behind 

t h a t f i r s t d i s p l a y . What are you showing here? 

A. Okay, t h i s i s j u s t a l i s t showing a l l the 

d i f f e r e n t w e l l s t h a t J e r r y Weant had already showed you 

e a r l i e r , t h a t -- the ones t h a t had the potash p r o t e c t i o n 

and the ones t h a t d i d not. I t ' s j u s t a summation of t h a t . 

Q. A l l r i g h t . Let's t u r n next t o the f i r s t w ellbore 

schematic. 

Having examined and c e r t a i n l y already knowing the 

R - l l l - P requirements t o the two options f o r d r i l l i n g w e l l s , 

l e t ' s t a l k about the one o p t i o n . Under R - l l l - P , one o p t i o n 

i s t o do what, s i r ? 

A. One o p t i o n i s t o go ahead and set your surface 

casing down t o 1350 f e e t , t o p r o t e c t any red beds and 

freshwater zones. 

And then at t h a t p o i n t you can d r i l l down t o the 

top of the Yates or -- 100 t o 600 f e e t below the base of 

the s a l t , set a second s t r i n g , which i s what they're 

c a l l i n g the s a l t s t r i n g . 

And then the t h i r d s t r i n g — Then you continue on 

and you d r i l l down another 300 or 400 f e e t t o the Yates, 

and then have t o set another a d d i t i o n a l 5-1/2-inch s t r i n g 
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i n s i d e of i t . 

Q. A l l r i g h t . Let's look a t t h i s schematic f o r a 

minute. When I'm looking a t the l o c a t i o n of the McNutt a t 

approximately the 2100-foot i n t e r v a l — 

A. Yes, s i r . 

Q. -- where w i l l I be on t h i s schematic? 

A. On t h a t schematic, y o u ' l l be below the surface 

casing, and y o u ' l l be about midway i n the i n t e r m e d i a t e 

hole. 

Q. Can you draw an arrow on my copy of t h i s d i s p l a y 

t o show me where t h a t ' s going t o be? Or j u s t draw a 

h o r i z o n t a l l i n e across the d i s p l a y . 

You have put an arrow t h a t , i f you read i n the 

ri g h t - h a n d margin, i t says "8 5/8 s a l t p r o t e c t i o n s t r i n g 

set 100 f e e t below base of the s a l t " , r i g h t ? 

A. Right, t h a t — 

Q. Your arrow i s j u s t above t h a t gap i n the shading? 

A. Right, i t would be above i t . I t would be about 

500 f e e t above i t . 

Q. Okay, you're at a p o i n t on t h i s schematic so i f 

we're l o o k i n g a t the s a l t we're t r y i n g t o p r o t e c t , you're 

going t o have the r e s e r v o i r , or the s a l t , on the f a r r i g h t ? 

A. Uh-huh. 

Q. The f i r s t element separating the pr o d u c t i o n from 

the s a l t i s going t o be a piece of s t e e l , i s n ' t i t ? 
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A. Y o u ' l l have the cement from the int e r m e d i a t e 

s t r i n g , and then y o u ' l l have the s t e e l . 

Q. A l l r i g h t . So the f i r s t shading i s the cement 

column --

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

Q. -- between the s a l t and the f i r s t piece of stee l ? 

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

Q. A l l r i g h t . We move i n and we have the s t e e l 

p r o t e c t i o n of t h a t intermediate casing s t r i n g , and as we 

move inward towards the inner p a r t of the we l l b o r e , t h e r e 

appears t o be a v o i d space t h a t doesn't have cement? 

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

Q. So the production casing, the space between the 

prod u c t i o n casing and t h i s intermediate casing, i s f i l l e d 

w i t h what? 

A. At t h a t p o i n t i t ' s j u s t f i l l e d w i t h d r i l l i n g 

f l u i d s . 

Q. And t h a t ' s permitted under R - l l l - P ? 

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

Q. And they c a l l t h a t one of the p r o t e c t i o n devices? 

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

Q. So I've got t h i s i n t e r v a l , t h i s annular space 

between the intermediate casing and the pro d u c t i o n casing, 

t h a t ' s f i l l e d w i t h d r i l l i n g f l u i d s ? 

A. That's c o r r e c t . 
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Q. A l l r i g h t . And i n s i d e the pr o d u c t i o n casing, 

then, what do I have? 

A. I n s i d e the production casing you would have your 

t u b i n g and rods t h a t you r e q u i r e t o pump the w e l l . 

Q. A l l r i g h t . So I have two pieces of s t e e l and one 

column of cement across the s a l t ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. A l l r i g h t . Let's look a t the second o p t i o n under 

R - l l l - P and look at t h a t schematic. Describe f o r us what 

you can do c u r r e n t l y under R - l l l - P , under t h i s o p t i o n . 

A. Okay, since i t ' s a shallow w e l l , R - l l l - P allows 

us t o -- We s t i l l have t o set the surface casing a t 1350 

f e e t , but they allow us t o go down t o 100 f e e t below the 

s a l t and j u s t tack the casing i n place. And by "tack", I 

mean maybe 50 t o 60 sacks of cement, j u s t t o hold i t i n 

place. 

Then you d r i l l out through the Yates formation — 

Q. Now, you're ahead of me. I'm not f o l l o w i n g you. 

Take me through the sequence. What do you do? F i r s t you 

d r i l l your hole? 

A. Yeah, okay, f i r s t you d r i l l your hole and set 

your surface casing a t 1350 f e e t . 

Q. What k i n d of a wellbore s i z e am I using, then, a t 

the -- t o accomplish that? 

A. Okay, y o u ' l l be s e t t i n g 13-3/8-inch casing. 
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Q. And we take t h a t down t o 13 50? 

A. Yeah, 1350 f e e t . 

Q. 13 50 f e e t . And we set t h a t and we cement i t back 

t o surface? 

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

Q. A l l r i g h t . Now what do I do? 

A. Now you d r i l l a hole l i k e you would o r i g i n a l l y 

w i t h a 12-1/4-inch hole. You d r i l l i t down t o 2800 f e e t . 

Q. A l l r i g h t , so now I'm below the s a l t w i t h t h a t 

process? 

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

Q. And what do I do then? 

A. Then you run your casing i n the hole, the 8-5/8-

inch casing. 

Q. A l l r i g h t . Let me f i n d the 8-5/8-inch casing, 

which i s run i n the hole, and i t i s below the s a l t , now? 

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

Q. What do I do? 

A. Then you tack the casing i n place so t h a t you can 

d r i l l another hole. And by t a c k i n g i t i n place, you 

u s u a l l y 50 t o 60 sacks of cement. 

Q. I am not t a k i n g t h a t 8 5/8 casing and cementing 

i t back i n t o the surface casing? 

A. No, s i r , you are not. 

Q. What do I do then? 
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A. At t h a t p o i n t , then, you d r i l l a 7-7/8-inch hole 

through the intermediate, and you d r i l l out your Yates 

forma t i o n . 

Q. And what do I do then w i t h t h a t p r o d u c t i o n 

casing? 

A. Okay, you then are allowed under R - l l l - P t o 

recover the intermediate casing, the 8 5/8. You are 

allowed t o recover t h a t and run the 5-1/2-inch casing and 

then cement i t back t o surface. 

Q. Well, there's going t o be a p o i n t i n time under 

t h i s process where the s a l t i s not p r o t e c t e d w i t h anything? 

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

Q. How long does t h a t happen? 

A. This process would probably take you 24 hours. 

Q. Under t h i s approved process, then, I can expose 

the s a l t f o r 24 hours on average? 

A. On average. 

Q. With no s t e e l and no cement? 

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

Q. And then what happens? 

A. And then you w i l l — then at t h a t p o i n t you would 

c i r c u l a t e cement e v e n t u a l l y a l l the way t o surface from the 

5-1/2-inch casing. 

Q. And then I w i l l t i e t h a t cement on the 5-1/2-inch 

pr o d u c t i o n casing back up i n t o the surface casing s t r i n g ? 
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A. Yes, you'd b r i n g i t a l l the way t o surface, 

t h a t ' s c o r r e c t . 

Q. And you c i r c u l a t e that? 

A. Uh-huh. 

Q. And so when a l l t h a t i s done across the s a l t 

i n t e r v a l , I have one column of cement and one piece of 

s t e e l ? 

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

Q. Okay. T e l l me what you want t o do. Let's t u r n 

t o t h a t d i s p l a y . 

A. Okay, what I ' d l i k e t o do i s j u s t go ahead and 

d r i l l the surface hole down t o 1350 f e e t , set 8-5/8-inch 

casing, cement i t t o surface, j u s t l i k e we've done on the 

other three options, and then d r i l l a 7-7/8-inch hole a l l 

the way t o the Yates, and then cement i t t o surface, run 

the 5-1/2-inch casing i n the hole, and then cement i t t o 

surface. 

Q. What's your engineering judgment and o p i n i o n 

about the i n t e g r i t y of the wellbore d r i l l e d under t h a t 

plan, as compared t o the options c u r r e n t l y allowed under 

the r u l e ? 

A. I don't see any d i f f e r e n c e . 

Q. Okay. I n f a c t , o p t i o n 3 t h a t you're t r y i n g t o 

exercise has equivalent or b e t t e r i n t e g r i t y f o r p r o t e c t i o n 

of the s a l t than at l e a s t one of the options t h a t ' s already 
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allowed? 

A. I b e l i e v e t h a t ' s c o r r e c t , uh-huh. 

Q. Do you have a s p e c i f i c d r i l l i n g plan t h a t you 

propose and seek approval for? 

A. Yes, s i r , under — 

Q. I t ' s the "Engineering" tab. 

A. Yeah, under the "Engineering" tab. 

Q. Let's t u r n behind t h a t . I n the f i r s t page i t 

says "Well Plan". Let's t u r n beyond t h a t , and you have a 

summary? 

A. Yes, s i r . 

Q. Let's look a t the summary. Describe f o r us what 

you're doing. 

A. Okay, i n the summary, b a s i c a l l y what I've s t a t e d 

i s t h a t we d r i l l a 12-1/4-inch hole t o 1350 f e e t , and then 

we would run 8-5/8-inch casing and then cement i t as per 

R - l l l - P r e g u l a t i o n s . 

Q. A l l r i g h t , l e t ' s c i r c l e the numbers t h a t are 

s t i l l i n your plan t h a t are r e q u i r e d by R - l l l . 

A. Okay. What's re q u i r e d by R - l l l i s 2, 3, 4, 5, 6, 

7 . 

Q. A l l r i g h t , l e t ' s do i t again. You're on the 

" D r i l l i n g Prognosis and Procedure". Under R - l l l - P , 2, 3 — 

what? 

A. 2, 3, 4, 5, 6, 7 and 12, 13, 14. 
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Q. A l l r i g h t . What p o r t i o n of R - l l l - P , then, are 

you seeking exception f o r , i f you're s t i l l complying w i t h 

a l l these pieces? 

A. We are simply asking t o remove the s a l t s t r i n g 

s e c t i o n of the R - l l l - P . 

Q. Let's t a l k about a proposed change under your 

pla n . I f y o u ' l l look at item number 9, i t ' s suggested here 

t h a t you might run open-hole logs. 

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

Q. What do you want t o do now? 

A. Okay, instead of running the open-hole logs, what 

we would p r e f e r t o do i s j u s t go ahead and set pipe 

immediately, and t h e r e f o r e l i m i t i n g the exposure of any 

s a l t or potash i n the hole. 

The time r e s t r a i n t s are considerably less w i t h o u t 

having t o run open-hole logs. 

Q. Under R - l l l - P , can you run an open-hole l o g and 

s t i l l s a t i s f y R - l l l - P ? 

A. Yes, s i r . 

Q. And you're suggesting, then, a requirement t h a t 

i s more s t r i n g e n t t h a t you could c u r r e n t l y do, i n s o f a r as 

running open-hole logs? 

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

Q. Okay. A l l r i g h t , l e t ' s t u r n t o the next page. 

You've i d e n t i f i e d your "Mud Program". 
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A. Yes, s i r . 

Q. I n f a c t , you have a whole w e l l plan here t h a t ' s 

got a l l the d e t a i l s by which you or anyone else reading 

t h i s plan can do t h i s well? 

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

Q. A l l r i g h t . Go ahead and show us the r e s t of the 

pieces. 

A. Okay, the e x h i b i t here t h a t shows "Mud Program" 

i s j u s t a simple program t h a t we're d r i l l i n g the surface 

hole w i t h f r e s h water t o p r o t e c t any freshwater sands and 

s e t t i n g the pipe a t 1350 f e e t . 

And then we're going t o convert t o a s a t u r a t e d -

b r i n e mud system t o prevent any k i n d of s o l u t i o n of any 

s a l t s e c t i o n . 

And then at TD we w i l l r a i s e the v i s c o s i t y and 

r a i s e the f i l t r a t e so t h a t we can run our pipe i n the hole 

w i t h o u t any problems. 

Q. Let's look a t the casing s t r i n g design. 

A. Okay, i n the casing s t r i n g design, the 

i n f o r m a t i o n here j u s t shows you what the -- what we plan on 

running i n the w e l l , and i t shows t h a t our s a f e t y f a c t o r s 

are w e l l w i t h i n range. 

Q. What's the c l a s s i f i c a t i o n of the casing s t r i n g s ? 

I s t h e r e a number or a code attached t o these various 

s t r i n g s ? 
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A. Well, under the d e s c r i p t i o n i t t e l l s the weight 

and the type of the casing t h a t we're going t o run. 

On the 8-5/8-inch surface, i t ' s 24 pounds, and 

i t ' s K-55 grade. And the K-55 grade has a s t r e n g t h of 

263,000 pounds, and i t has a collapse r e s i s t a n c e of 1370 

and a burs t r e s i s t a n c e of 2950. 

Q. Are a l l these strengths, i n your o p i n i o n , 

designed t h a t we don't expect any casing collapses i n t h i s 

wellbore? 

A. No. As a matter of f a c t , i f y o u ' l l see where i t 

says "S.F." t h a t ' s the sa f e t y f a c t o r . And i n every 

s i t u a t i o n -- For instance, under the co l l a p s e , we're 2.29 

on the safe. That's 229 percent below what the r e s i s t a n t 

c o l l a p s e would be. And the same t h i n g w i t h the b u r s t . 

We're way under the specs of the pipe. 

Q. A l l r i g h t , s i r . Let's look a t the next d i s p l a y . 

A. The next d i s p l a y i s the same t h i n g , only i t deals 

w i t h the 5-1/2-inch casing. Again, s a f e t y f a c t o r s are very 

good. 

Q. Okay. A l l r i g h t , and then you have a cementing 

program schedule? 

A. Right, the cementing program i s p r e t t y much 

s p e c i f i e d i n the R - l l l - P . Their only requirement i s t h a t 

you use at l e a s t .1 percent calcium c h l o r i d e i n the cement; 

and i n the surface casing we're using 2 percent calcium 
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c h l o r i d e . 

Q. How w i l l you introduce your cement i n t o the 

well b o r e and assure y o u r s e l f t h a t you've got adequate 

cement coverage through the column necessary t o p r o t e c t the 

s a l t ? 

A. Well, we w i l l c i r c u l a t e the cement t o make sure 

t h a t we have seen i t from top t o bottom. 

Q. And t o what extent do you c i r c u l a t e the cement? 

A. I don't understand. 

Q. A c e r t a i n percentage over the c a l c u l a t e d volume 

of the cement used? 

A. Oh, yes. Okay, yeah, we always use 100-percent 

excess over the hole-volume c a l c u l a t i o n s . 

Q. Again, now, you have your cementing program f o r 

the p r oduction casing? 

A. Yes, s i r , same scenario. 

Q. A l l r i g h t . And then what happens a f t e r the w e l l 

i s d r i l l e d . I f i t ' s — can't be completed, there's a 

plugging and abandonment procedure; i f i t ' s s u c c e s s f u l , 

then upon abandonment there's a plugging procedure? 

A. That's c o r r e c t . Now, the plugging and 

abandonment procedure i s the recommendation of the NMOCD or 

the BLM, depending on which lands we're on. But t h i s 

schematic here shows p r e t t y much what — Well, t h i s i s what 

J e r r y Sexton has showed would be r e q u i r e d of any w e l l s on 
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s t a t e lands t h a t have t o be plugged. 

Q. A l l r i g h t . And t h i s i s c o n s i s t e n t w i t h what's 

r e q u i r e d f o r plugging w e l l s i n R - l l l - P ? 

A. Yes, s i r , i t i s . 

Q. We're not seeing an exception here? 

A. No, s i r . 

Q. F i n a l l y , l e t ' s look at the wellbore c o n f i g u r a t i o n 

i n a producing s i t u a t i o n . 

A. Yes, t h i s i s t y p i c a l l y j u s t a wellbore schematic 

showing a rod-pump u n i t . I t shows the t u b i n g and the 

sucker rods. These w e l l s — You know, the Yates i s low 

pressure, so i t does have t o be put on pump t o produce. 

Q. Summarize your engineering conclusions about the 

i n t e g r i t y of t h i s wellbore and whether the exception can be 

approved w i t h o u t posing a r i s k t o s a f e t y or t o unduly 

wasting potash. 

A. Yeah, i t i s my opinion t h a t the — i n t h i s 

p a r t i c u l a r instance, f o r sure, there i s no chance of ever 

damaging any potash, and t h a t the i n t e g r i t y of the wellbore 

i s c e r t a i n l y going t o be adequate t o p r o t e c t i t . 

Q. Let's look now at the economic consequence t o 

your c l i e n t , Stevens and T u l l , and what i t means t o d r i l l 

t he w e l l w i t h and without the s a l t p r o t e c t i o n s t r i n g . 

Do you have an economic s e c t i o n of the E x h i b i t 1? 

Let's t u r n t o the f i r s t d i s p l a y . I t ' s captioned "Economic 
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Dif f e r e n c e s Between Casing Designs". 

A. Yes, s i r , t h i s i s j u s t a review of the a c t u a l 

cost, k i n d of summarized f o r easy reading. 

But i n t h i s i t — Again, i t shows the t o t a l cost 

of the w e l l t h a t we d r i l l e d , the State BF Number 3 i n 

Section 16, using t h i s s t r i n g , the s a l t s t r i n g , showing 

t h a t the a c t u a l cost of the w e l l was $225,879, which 

y i e l d e d us l i k e a -- I t ' s going t o y i e l d us a 3.05-year 

payout and a r a t e of r e t u r n of 24 percent. 

That i n comparison t o the w e l l d r i l l e d , the 

Federal 9 Number 2, without the s a l t s t r i n g , the t o t a l cost 

of the w e l l was $162,266, which gives us a payout of two 

years w i t h a r a t e of r e t u r n of 39 percent. 

Q. What are these c a l c u l a t i o n s assuming i n terms of 

a revenue i n t e r e s t ? I s t h i s a 100-percent number, or i s 

t h i s a net-revenue c a l c u l a t i o n ? 

A. No, t h i s i s a 100-percent number t h a t — The 

r o y a l t i e s and s t u f f have not been taken out of t h i s number; 

t h i s i s j u s t a gross number. 

Q. A l l r i g h t . I f you were t o make an estimate or a 

conclusion, what percentage of t o t a l recoverable o i l 

reserves are r i s k e d by adding the a d d i t i o n a l cost? 

A. Well, a t -- I t ' s very s e n s i t i v e , of course, t o 

o i l p r i c i n g . But a t $15 a b a r r e l , we need t o recover 4240 

b a r r e l s , c o n s e r v a t i v e l y . 
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And when I say "c o n s e r v a t i v e l y " , again, t h a t 

doesn't take i n t o c o n s i d e r a t i o n t h a t we have expense f o r 

r o y a l t y t h a t we haven't taken out. These are gross 

numbers. 

But we've got t o recover 4240 b a r r e l s of o i l j u s t 

t o get back t o even. 

Q. Well, t h a t ' s about e i g h t percent of your reserves 

i f you're using 50,000 barrels? 

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

Q. And t h a t ' s a gross number? 

A. That's a gross number. 

Q. A l l r i g h t . Let's t a l k about the a d d i t i o n a l 

documentation. Behind t h a t summary sheet there's a 

separator sheet and then you get back t o some d e t a i l e d 

i n f o r m a t i o n . What's t h i s next display? 

A. Okay, then the d e t a i l e d i n f o r m a t i o n i s the a c t u a l 

cost of the two w e l l s , broken out on — by ca t e g o r i e s . 

Q. I f the Examiner decides t o do so, then he can 

take an e x i s t i n g w e l l example back i n 1992 of a w e l l t h a t 

— Was t h i s one d r i l l e d w i t hout the s t r i n g ? 

A. Yeah, the Federal 9-2 was d r i l l e d w i t h o u t the 

s t r i n g . 

Q. And then he can compare i t w i t h an example i n 

1985 of a w e l l t h a t was d r i l l e d w i t h the s t r i n g ? 

A. That's c o r r e c t . 
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Q. After that there's a red tab separating the 

balance of the i n f o r m a t i o n under your s e c t i o n . What does 

t h i s show? 

A. This i s j u s t an engineering and economics run on 

the two w e l l s , one w i t h the s a l t s t r i n g and one w i t h o u t . 

I t ' s b a s i c a l l y showing you the i n p u t data and e v e r y t h i n g 

from the conclusions t h a t I gave you e a r l i e r on the payout 

and a l l t h a t k i n d of s t u f f . 

Q. A l l r i g h t . Give us a quick summary of what's 

inv o l v e d i n the $64,000 of savings d i f f e r e n c e . 

A. Okay, the bulk of i t i s i n the d r i l l i n g i t s e l f . 

I t ' s the d r i l l i n g d i f f e r e n c e s , because you've got t o set 

the e x t r a pipe and everything. I t comes out t o be about 

$12,200. 

Then we have an a d d i t i o n a l cementing cost f o r the 

e x t r a s t r i n g of $11,500. 

Then we've got the e x t r a cost of the casing, 

which comes out t o $13,300. 

And then the e x t r a cost of the mud systems, i t 

comes out t o some $4100. 

So about $41,100 i s j u s t on them f o u r items. 

And then because of time r e s t r a i n t s and 

e v e r y t h i n g -- you have r e n t a l s and s t u f f l i k e t h a t -- i t 

costs more money. 

Q. A l l r i g h t , and t h a t w i l l d r i v e t h a t number up t o 
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about $64,000? 

A. That's r i g h t . These are j u s t the main ones. 

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

examination of Mr. Mooney, Mr. Examiner. 

We would move the i n t r o d u c t i o n of h i s p o r t i o n of 

the e x h i b i t book. I t represents the items between the land 

testimony and Mr. Hutchinson's potash i n f o r m a t i o n . I 

should have numbered them, but I f a i l e d t o do so. I t ' s a 

l i t t l e awkward, I'm so r r y . 

EXAMINER CATANACH: I t ' s okay. That evidence 

w i l l be admitted. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Mooney, i n your economic d i f f e r e n c e s d i d you 

assume a recovery of 50,000 b a r r e l s f o r those wells? 

A. Yes, s i r , i t comes out on the economic sheet a t 

52,000 b a r r e l s . 

Q. Okay. Now, I believe you — e a r l i e r , on your — 

behind the yellow tab, the "Geology" — 

A. Uh-huh. 

Q. — some of those w e l l s are re c o v e r i n g 100,000 

ba r r e l s ? 

A. Yes, s i r , the w e l l s i n the top f e a t u r e t h a t were 

producing out of the Lower Yates, which i s not a t a r g e t f o r 

Stevens and T u l l a t t h i s p o i n t — The Lower Yates, which 
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are i n the blue dots t h a t were up on the s t r u c t u r e , they 

cum'd 100,000 b a r r e l s per w e l l . 

But the yellow dots, which are what we're going 

a f t e r , the Upper Yates, they're only going t o cum about 

50,000 b a r r e l s per w e l l . 

And our purpose of d r i l l i n g down i n Section 16 i s 

f o r the Upper Yates, not the Lower Yates. 

Q. Why i s tha t ? 

A. We f e e l t h a t i t ' s p r e t t y much depleted. The b i g 

reserves and the s t r u c t u r e i s very small and de f i n e d , and 

t h a t State BF w e l l we took t o the Lower Yates, and i t ' s 

uneconomical, and we're g e t t i n g ready a t t h i s p o i n t t o 

recomplete i t i n the Upper Yates. 

Q. Would the requirement t h a t you u t i l i z e the potash 

s a l t s t r i n g — Do you f e e l l i k e t h a t would preclude the 

d r i l l i n g of any of these wells? 

A. Yes, s i r , the reason being, i s , as we s t a r t going 

o f f the s t r u c t u r e we've got one w e l l — That's the Federal 

9-3. I f y o u ' l l look behind the yellow tab where the yellow 

dots are, i t ' s the one over i n the top. I t would be the 

northwest corner, the northeast of the northwest. 

Q. Uh-huh. 

A. As we s t a r t f a l l i n g o f f s t r u c t u r e , t h a t w e l l there 

w i l l be lucky t o make 20,000 b a r r e l s . Without the potash 

s t r i n g , you know, we at l e a s t achieve a payout on i t . But 
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w i t h i t we would never have a chance. 

And there's a l o t of unexplored acreage over i n 

Section 10 t h a t would be — the economics wouldn't j u s t i f y 

t a k i n g a chance going t h a t way, i f we have t o run the 

s t r i n g . 

Q. Okay. The l o c a t i o n of the potash reserves -- You 

t a l k e d about the McNutt formation. 

A. Yes, s i r . 

Q. I s t h a t the a c t u a l potash i n t e r v a l ? 

A. Yeah, t h a t ' s the p a r t of the Salado formation 

t h a t they're doing t h e i r potash mining i n , and the potash 

expert w i l l t e s t i f y on where i t i s and e v e r y t h i n g e x a c t l y , 

but we can lo c a t e i t on our e l e c t r i c logs. 

Q. And t h a t ' s g e n e r a l l y from — Did you say 2170? 

A. 2170 down t o probably 2400 f e e t . 

Q. That's the extent of the s a l t s e c t i o n e n t i r e l y ? 

Out of t h a t i n t e r v a l there's no a d d i t i o n a l s a l t ? 

A. No, s i r , the a c t u a l top of the s a l t i s a t 1500 

f e e t and goes down t o about 2800 f e e t . 

Q. The options — The d r i l l i n g o p t i o n s , where are 

those i d e n t i f i e d w i t h i n R - l l l - P ? 

A. Okay, i f you go t o page 6 and -- Well, a c t u a l l y 

go t o page 7. I t shows you a se c t i o n there i n -- I t h i n k 

i t ' s labeled 3 ( b ) , which i s a s a l t p r o t e c t i o n s t r i n g . 

Q. Okay. 
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A. And (b) ( i ) , i t says, "For w e l l s d r i l l e d t o the 

shallow zone" i t says t h a t "the s t r i n g may be cemented w i t h 

a nominal volume of cement f o r t e s t i n g purposes only", and 

t h a t i n the event t h a t you make a w e l l , t h a t you are 

allowed t o — i f you read on down i t says i t "may be c u t 

and p u l l e d i f the production s t r i n g i s cemented t o the 

surface..." 

Q. Okay. Have you u t i l i z e d t h i s exact procedure i n 

any of your wells? 

A. This one here? 

Q. Right. 

A. Where I p u l l the s t r i n g out? No, s i r , I have 

not. 

Q. Okay. So the R - l l l - P requirements, you're 

l o o k i n g a t s e t t i n g the s a l t p r o t e c t i o n s t r i n g a t what 

depth? 

A. Well, what the requirements say i s a minimum of 

100 f e e t below the base of the s a l t , and t h a t ' s anywhere 

from 2800 t o 2900 f e e t , i s where we'd be s e t t i n g i t . 

Q. Okay. 

A. And then the top of the Yates i s at 3100 f e e t . 

There's only 200-foot d i f f e r e n c e . 

Q. Where i s the base of the Yates? Do you know? 

A. The base would be — 3400 f e e t would be the top 

of the Seven Rivers, so t h a t would be about the base of the 
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Yates. 

Q. Okay. I s i t your impression t h a t the s a l t 

p r o t e c t i o n s t r i n g of casing i s designed t o p r o t e c t 

p r i m a r i l y d u r i n g d r i l l i n g operations? 

A. Well, the way I i n t e r p r e t the whole reason f o r 

s e t t i n g t h a t was the f a c t t h a t the potash miners were 

a f r a i d of d r i l l i n g i n t o some high-pressure zone t h a t could 

p o s s i b l y put gas or hydrocarbons i n t o the potash s e c t i o n . 

That's -- So yes, i t was duri n g the d r i l l i n g 

o perations. They were a f r a i d of a blowout, i f you w i l l , or 

contaminating from a high-pressure zone. 

Q. Under your o p t i o n , couldn't you s t i l l get some 

gas m i g r a t i o n going i n t o a p o t e n t i a l potash zone? 

A. No, s i r , because we would be overbalanced as f a r 

as our d r i l l i n g f l u i d s go. So i f anything, the d r i l l i n g 

f l u i d s would be going i n t o the Yates, p r e v e n t i n g any k i n d 

of m i g r a t i o n a t a l l out. We'd be overbalanced a t a l l 

times. 

Q. How about during production operations? 

A. During production operations, i t would a l l be 

sealed o f f w i t h the cement from when we set the 5 1/2 

casing. 

Q. I s i t a p r a c t i c e i n -- duri n g d r i l l i n g operations 

t o r e c i p r o c a t e your casing? 

A. Some people r e c i p r o c a t e casing, I do not. I 
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don't t h i n k i t ' s a good idea. I r o t a t e the pipe before I 

cement i t . 

As f a r as c i r c u l a t i n g the cement, of the s i x 

w e l l s I've d r i l l e d out th e r e , we've never had a problem 

g e t t i n g cement t o surface, nor have we had a problem w i t h 

the bond of the cement. We've always been able t o 

c i r c u l a t e the cement. 

Q. Have you run bond logs on some of these? 

A. We have on a couple of the w e l l s . 

Q. And you've seen no --

A. We've seen no cracks. 

Q. — microannulus or anything of t h a t s o r t ? 

A. No, by r o t a t i n g the pipe you do away w i t h the 

microannulus. 

And also, the R - l l l - P r e q u i r e s t h a t we hold 

pressure on the pipe f o r 12 hours before i t ' s released. 

That also helps prevent t h a t . 

Q. I s the procedure -- " D r i l l i n g Prognosis and 

Procedure" you've got l i s t e d -- i n the w e l l s t h a t BLM has 

accepted, has t h i s been the standard procedure — 

A. Yes, s i r , t h i s i s e x a c t l y how i t i s on the APD. 

EXAMINER CATANACH: I t h i n k t h a t ' s a l l I have f o r 

t h i s witness, Mr. K e l l a h i n . 

MR. KELLAHIN: We'd l i k e t o c a l l Mr. Gary 

Hutchinson now. 
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GARY L. HUTCHINSON, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hutchinson, f o r the record would you please 

s t a t e your name and occupation? 

A. Gary Hutchinson. I'm a minerals management 

co n s u l t a n t . I l i v e i n Golden, Colorado. 

Q. Would you summarize f o r us your education, Mr. 

Hutchinson? 

A. I have a p r o f e s s i o n a l engineering degree i n 

mining engineering from the Colorado School of Mines. I 

received t h a t i n 1962. 

I have a master's of science i n mineral economics 

from the same i n s t i t u t i o n . I received t h a t i n December of 

1989 . 

Q. Were you r e t a i n e d by M i t c h e l l Energy as an expert 

i n matters of potash, t o t e s t i f y and i n f a c t q u a l i f y before 

t h i s agency i n a p r i o r hearing t h a t deals w i t h these same 

topi c s ? 

A. Yes, I was. 

Q. And you t e s t i f i e d on the issue of p o t e n t i a l waste 

of recoverable potash resources w i t h regards t o M i t c h e l l ' s 

case? 
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A. That's c o r r e c t , I d i d . 

Q. That i s i n Section 4, j u s t t o the n o r t h of where 

we're t a l k i n g now? 

A. Exactly. 

Q. I n a d d i t i o n , you used your e x p e r t i s e t o determine 

the a v a i l a b l e p u b l i c i n f o r m a t i o n on potash core data and t o 

analyze t h a t and t o come t o conclusions about whether the 

potash resource i n the M i t c h e l l area could be mined a t a 

p r o f i t , d i d you not? 

A. Yes, I d i d do t h a t . 

Q. Have you taken those basic s t u d i e s i n both those 

areas, one of potash economics and of p o t e n t i a l potash 

r e c o v e r i e s , and extended them t o now include the acreage 

t h a t Stevens and T u l l seek t o do what M i t c h e l l got t o do? 

A. Yes, I d i d . I n f a c t , they overlap by about t h r e e 

square miles. 

Q. I n a d d i t i o n , have you p r e v i o u s l y been a q u a l i f i e d 

expert witness before the O i l Conservation Commission i n 

these and s i m i l a r r e l a t e d t o p i c s w i t h regards t o the Yates 

and the Snyder Ranch cases t h a t involved potash disputes 

f o r d r i l l i n g i n the potash area? 

A. Yes, I have t e s t i f i e d i n those cases. 

Q. A l l r i g h t . Are you a recognized expert w i t h i n 

t h i s f i e l d , acknowledged by t h i s agency? 

A. I would t h i n k so. 
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MR. KELLAHIN: A l l r i g h t , s i r . We tender Mr. 

Hutchinson as an expert witness. 

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

Q. (By Mr. Ke l l a h i n ) Let's give the Examiner, Mr. 

Hutchinson, a general overview and a quick summary of what 

you've done, and then w e ' l l go back t o the d e t a i l s . 

F i r s t , l e t ' s t a l k about your major conclusions. 

What have you found? 

A. I have found t h a t there i s v i r t u a l l y no prospect 

or v i a b i l i t y of potash mining i n the n i n e - s e c t i o n area 

surrounding Section 16, and i n developing t h a t have looked 

at the two most i n t e r e s t i n g areas of study, one, the 

o v e r a l l s t a t u s of the potash mining i n New Mexico, and then 

focused on the p u b l i c i n f o r m a t i o n a v a i l a b l e w i t h i n the 

ni n e - s e c t i o n p l a t , doing so because there are no e x i s t i n g 

mines i n the area, and I needed t o look a t the v i a b i l i t y of 

the development or p o t e n t i a l f o r the development of any new 

potash mines i n the r e l a t i v e area, i n the northeast p o r t i o n 

of the known potash area. 

Q. Do you see w i t h your e x p e r t i s e any reasonable 

p r o b a b i l i t y t h a t the potash resource as i t e x i s t s w i t h i n 

t h i s nine sections i s going t o be developed w i t h i n any 

p o r t i o n of the time frame i n which the hydrocarbon 

r e s e r v o i r s are being accessed and produced? 

A. I t h i n k the potash i n t h i s area w i l l never be 
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developed, i t ' s spotty at best, the grades are relatively 

low compared t o North American potash being produced today, 

and conclude t h a t even i n the s p e c i f i c area t h a t t h e r e i s 

-- not i n the foreseeable f u t u r e or any p r o j e c t i b l e 

circumstances w i l l potash be developed. 

Q. I s there any reasonable p r o b a b i l i t y t h a t e x i s t i n g 

mining operations would come close enough t o t h i s area t h a t 

as a r e s u l t of t h e i r operations, subsidence would occur and 

any of these wellbores would be put t o p h y s i c a l pressures 

t h a t would compromise t h e i r i n t e g r i t y ? 

A. Because of the distances i n v o l v e d t o e x i s t i n g 

o perations, which are tremendous distances, and the -- my 

knowledge of subsidence studies i n the general area, the 

answer i s no, there would never be a problem w i t h 

subsidence a f f e c t i n g the wellbores i n t h i s n i n e - s e c t i o n 

p l a t . 

Q. How f a r away do we have t o go t o f i n d c u r r e n t 

mining operations i n the area which i s e q u i v a l e n t t o the 

potash resource t h a t e x i s t s i n our area? 

A. How f a r would we need t o go --

Q. I n a h o r i z o n t a l distance. 

A. To get t o the nearest operation? 

Q. That i s working at t h i s i n t e r v a l ? 

A. One of my e x h i b i t s p o i n t s t h a t out, but I t h i n k 

the nearest p o i n t where any mining has taken place and i s 
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now not t a k i n g place and hasn't f o r some years i s some f o u r 

and a h a l f miles. 

The c l o s e s t operation going on today i s much 

f u r t h e r than t h a t . I t ' s approximately nine miles away, 9.2 

miles away. 

And next t o t h a t , the c l o s e s t o p e r a t i o n i s over 

14 miles away. 

Q. I s i t reasonable t o conclude from your work t h a t 

t h e r e i s no p r o b a b i l i t y t h a t a new mine and r e l a t e d 

f a c i l i t i e s could be i n s t a l l e d i n t h i s n i n e - s e c t i o n area 

d u r i n g any time t h a t would overlap w i t h o i l and gas 

production? 

A. Absolutely not. 

Q. And there i s no cu r r e n t mining o p e r a t i o n t h a t 

would cause t h e i r a c t i v i t y t o come forward i n t o t h i s nine-

s e c t i o n area so t h a t the two e x t r a c t i o n s are somehow 

competing or i n t e r f e r i n g w i t h each other? 

A. No, there i s no p o s s i b i l i t y . 

Q. Let's look a t your study. I f y o u ' l l t u r n t o t h a t 

p o r t i o n of E x h i b i t 1, l e t ' s look back behind -- We've 

g e n e r a l l y labeled i t , I t h i n k , "Potash Economics", but i t ' s 

got a l o t more i n i t . Let's s t a r t w i t h the f i r s t page. 

A. F i r s t page i s a graph t h a t shows the New Mexico 

potash production since i t topped out i n 1966. 

1965 was the date the l a s t mine was put i n t o 
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p r o d u c t i o n i n the Basin, and t h i s i s what we would consider 

a very mature potash — or mature mining area. Those areas 

t h a t are going t o be developed have been developed, and the 

f i r s t e x h i b i t under my sec t i o n shows the pr o d u c t i o n of 

me t r i c tons of K 20, which i s the measure of potash t h a t i s 

used u n i v e r s a l l y , i s s t e a d i l y d e c l i n i n g . 

The heavy black l i n e i s j u s t merely a regression 

of those p o i n t s , showing t h a t i t w i l l d e c l i n e . 

I don't mean t o say t h a t there aren't some 

valuable deposits of potash i n the area. 

Down i n the very southern lobe of the potash area 

are two mines t h a t produce a mineral c a l l e d l a n g b e i n i t e . 

There i s no l a n g b e i n i t e of any commercial value i n the 

north e r n h a l f -- or northern t w o - t h i r d s of the area, and so 

I've excluded the p o s s i b i l i t y of l a n g b e i n i t e i n t h i s study. 

I t i s , however, extremely l i m i t e d . Those two 

mines make a very h i g h l y s p e c i a l i z e d product. I t ' s very 

expensive. No one r e a l l y wants t o use i t unless they 

a b s o l u t e l y have t o . Potash i s a necessary element f o r 

p l a n t growth and — So t h a t ' s a very l i m i t e d market, 

l i m i t e d p roduction, as i t applies t o l a n g b e i n i t e . 

The other potash mineral t h a t i s mined i n great 

q u a n t i t i e s i n the Basin here and i s the most popular around 

the world i s the mineral t h a t i s c a l l e d s y l v i t e , and t h a t 

s y l v i t e mineral i s processed and sold as the most popular 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

63 

f e r t i l i z e r , c a l l e d muriate of potash, and t h a t ' s what I've 

concentrated t h i s study on. 

Q. When you look a t t h i s d e c l i n e i n New Mexico 

potash production, i s there a reason t o e x p l a i n t h i s 

general decline? 

A. Yes, there are several reasons which I ' l l get 

i n t o , but b a s i c a l l y the supply and demand f o r potash i n the 

United States i s — The demand has continued t o be very 

g r e a t , but since the 1960s when the much higher grade 

Canadian reserves began t o go i n t o p r o d u c t i o n , potash 

mining i n New Mexico, being a mature area, has continued t o 

d e c l i n e , as i t s product i s — i t s mined product i s very 

much less i n q u a l i t y than the Canadian reserves. 

Q. The m a j o r i t y of New Mexico potash i s the muriate 

t h a t i s used f o r f e r t i l i z e r , and t h a t f e r t i l i z e r market i s 

i n the corn b e l t of the United States? 

A. Yes, i t i s . 

Q. Can you give us a general summary, as New 

Mexico's potash product competes w i t h the Canadian product, 

i s t here a d i f f e r e n c e i n q u a l i t y of the ore t h a t ' s 

e x t r a c t e d by which t h a t product i s r e a l i z e d ? 

A. Yes, the — I n general, the Canadian products i n 

Saskatchewan, which again show up on some e x h i b i t s , are i n 

excess of 25 percent K 20. 

Q. That's a grade percentage, i s i t not? 
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A. Right, t h a t ' s the amount of K 20, which i s a 

chemical symbol f o r potassium d i o x i d e [ s i c ] . That's j u s t 

how the product i s measured and so l d around the world. 

S y l v i t e i s not K 20, i t ' s KC1. But t h a t ' s beside 

the p o i n t . Everybody measures i t as K 20. 

Q. What's 25 percent a grade of? I t ' s -- What? 

A. That's the potash deposits t h a t t hey're mining i n 

Canada, are about 25-percent K 20, whereas i n New Mexico the 

c u r r e n t mines are down below 15-percent K 20. 

Q. I f I'm t a k i n g a ton of t h i s m a t e r i a l out of the 

mining o p e r a t i o n , i s 25 percent of i t , then, t h i s m a t e r i a l ? 

What are we measuring 25 percent of? 

A, The end product t h a t i s so l d as muriate i s 

approximately 60-percent K 20. 

So i f you're mining 25-percent K 20, you have t o 

mine 60 d i v i d e d by 25, t h a t many tons, plus a l l o w i n g f o r 

some waste i n the processing i n mining, t o make a ton of 

product t o s e l l . 

I n New Mexico, at 15-percent K 20, c o n c e n t r a t i n g 

t h a t t o 60 percent K20 so t h a t i t can be s o l d on the 

market, i t would take at l e a s t four tons. And a l l o w i n g f o r 

waste i n m i l l i n g and mining, i t ' s considerably higher than 

t h a t . 

So there's a remarkable d i f f e r e n c e . I t ' s j u s t a 

p h y s i c a l d i f f e r e n c e as t o how the deposits were made 
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through geologic time. 

Q. I n a simple summary, then, the q u a l i t y of ore per 

eq u i v a l e n t volume of m a t e r i a l i s four times b e t t e r , I 

guess --

A. I t ' s — 

Q. — i n Canada? 

A. The Canadians have at l e a s t a 2-1/4-to-l 

advantage. They can mine, f o r example, one t o n and produce 

the same product t h a t i t takes an average New Mexico 

s y l v i t e producer two and a quarter tons t o mine and m i l l . 

Q. Apart from grade, i s there a component of cost 

a t t r i b u t e d t o depth between the Canadian resources and the 

New Mexico resources? 

A. The Canadian resource are deeper, but many of 

them were developed by the New Mexico potash miners, and 

they — t h e i r higher volume, q u i t e a b i t upgraded from a 

t e c h n i c a l standpoint. They do have t h e i r own mining 

problems, but the comparative costs, cash costs, t o mine a 

t o n i n Canada are considerably less than they are i n New 

Mexico. 

Q. Let's go through some of the i l l u s t r a t i o n s of the 

economics of t h a t i n d u s t r y . I f y o u ' l l t u r n t o the f i r s t 

p i e c h a r t , how do you summarize and describe the 

i n f o r m a t i o n on t h i s display? 

A. There are three p i e charts showing the US demand 
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uses f o r potash. 

Five percent goes t o chemicals, 95 percent t o 

f e r t i l i z e r . 

The middle p i e chart shows where the demand comes 

from. C u r r e n t l y 73 percent comes from Canada. Other 

imports provide 7 percent. And domestic potash supplies 2 0 

percent of the US demands. 

To show a l l of the US potash p r o d u c t i o n , 80 

percent of which comes from New Mexico, 37 percent of t h a t 

i s exported, 63 percent i s used i n t h i s country, and t h a t 

equates approximately t o the 20 percent i n the p i e c h a r t 

above. 

So t h i s e x h i b i t t e l l s us t h a t we use potash 

mainly f o r f e r t i l i z e r , a huge p o r t i o n of i t comes from 

Canada, and t h a t t h a t which we produce i n t h i s country i s 

exported f o r some reason. 

Q. A l l r i g h t , l e t ' s go t o the next d i s p l a y , and show 

us the i l l u s t r a t i o n of how you have q u a n t i f i e d the 

geographic demand f o r the product. 

A. T r y i n g t o f i g u r e out what w i l l happen t o New 

Mexico potash, we need t o know where i t ' s produced or how 

i t ' s produced and how i t ' s used. 

And i n the top p i e c h a r t of the two, we see t h a t 

muriate i s by f a r the most popular, because i t ' s a cheaper 

way of g e t t i n g potassium i n t o the s o i l , as compared t o 
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s u l f a t e s which comprise — at 5 percent, which comprise — 

are made up i n p a r t by the mines i n the southern end of the 

Basin. 

Now, as t o where the potash i s used i n the United 

States, 59 percent goes t o the corn b e l t , which I ' l l get t o 

l a t e r . 

The southeast states — F l o r i d a , Georgia, t h a t 

area — take nine percent. C a l i f o r n i a takes two percent, 

Texas four percent, and the remainder of the United States 

only consumes 26 percent of the potash consumption i n the 

United States. 

Giving us a lead here t h a t we had b e t t e r 

concentrate on the corn b e l t , I made the next e x h i b i t , 

which i s also a t h r e e - p i e - c h a r t e x h i b i t . Concentrating 

j u s t on the corn b e l t area, only 11 percent of t h a t 

consumption of potash i s provided from domestic sources, 89 

percent from Canada. 

I d i d a study excluding M i s s o u r i , which w i l l be 

obvious by the next e x h i b i t . Without M i s s o u r i , 95 percent 

of the potash t o the corn b e l t comes from Canada and only 5 

percent from domestic sources. 

New Mexico's production i n general d u p l i c a t e s the 

demand f o r potash i n the United States. I t ' s 93-percent 

muriate, 7-percent s u l f a t e s . 

Q. Let's t a l k about the map, then, t h a t shows the 
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d i s t r i b u t i o n . 

A. I made a study, then, once I r e a l i z e d the corn 

b e l t was such a great demand area f o r potash, and on t h i s 

map I've located the Saskatchewan potash reserves as "SAS". 

You can see they're j u s t across the US border. 

And the upper right-hand corner of the map, "NB" 

stands f o r New Brunswick. Those are eq u a l l y high-grade 

depo s i t s , much nearer the coast, t h a t again were developed 

by US potash companies, as i t t u r n s out, more i n the l a t e 

Seventies through the E i g h t i e s . And I t h i n k t h a t t h e r e are 

two, perhaps t h r e e , mines t h a t w i l l reach f u l l p r o d u c t i o n 

c a p a b i l i t y i n the New Brunswick area, probably i n the next 

f i v e years. 

By comparison, you can see the general l o c a t i o n 

i n New Mexico. My brown square i s a l i t t l e b i t too f a r 

west. 

And then i n Utah there are some underground 

potash reserves t h a t are being mined by s o l u t i o n methods 

and evaporated. 

C a l i f o r n i a has q u i t e a good, lar g e p r o d u c t i o n of 

potash. I t ' s predominantly as a s u l f a t e , and I b e l i e v e 

i t ' s a l l consumed i n C a l i f o r n i a . 

Q. When we look at the corn b e l t t h a t you've 

i d e n t i f i e d w i t h the yellow and the blue shading, there's a 

s u b d i v i s i o n i n the p l a t t h a t does i t by percentage. What 
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does t h a t mean? 

A. Yes, the t a b l e i n the lower r i g h t - h a n d corner of 

t h i s e x h i b i t , f o r example, shows t h a t I l l i n o i s consumes 

approximately 13 percent of the potash consumed i n the 

United States. However, of the 13 percent of the t o t a l US 

demand, only 3 percent of the 13 percent comes from 

domestic sources. 

And on down t o a s u b t o t a l of the main c o r n - b e l t 

s t a t e s , we see t h a t they consume 53 percent of the potash 

consumed i n the United States, but only 2 percent of t h a t 

53 percent comes from domestic sources. 

Adding i n Missouri, we have correspondingly 58 

percent of what's consumed i n the United States, and only 4 

percent of t h a t 58 percent comes from domestic p r o d u c t i o n . 

I n l o o king at the geography of the map, t h a t 

t e l l s us t h a t potash must have a t r a n s p o r t a t i o n advantage. 

And c e r t a i n l y , the red l i n e i s an e q u i d i s t a n t l i n e between 

New Mexico and Saskatchewan potash reserves, so t h a t you 

would expect t h a t most of the potash consumed i n Mis s o u r i 

would come from New Mexico, and I presume t h a t i t does too. 

C o n f i d e n t i a l i t y agreements between the Bureau of 

Mines and the potash producers i n New Mexico keep us from 

knowing e x a c t l y what t h a t i s . But i f New Mexico produces 

80 percent of the potash i n the United States, I t h i n k we 

can be on p r e t t y good grounds t o say t h a t most of Mis s o u r i 
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is supplied by New Mexico. 

However, I l l i n o i s , which i s s p l i t by the red 

l i n e , and Indiana, you would t h i n k t h a t t h e r e would be a 

more even d i s t r i b u t i o n , but there i s n ' t . The conclusion 

from t h a t i s t h a t the Canadians must have a p r i c e advantage 

i n a d d i t i o n t o a t r a n s p o r t a t i o n advantage, and t h a t i n f a c t 

i s the case. 

Q. Do you see i n the foreseeable f u t u r e t h a t t h a t 

k i n d of r e l a t i o n s h i p i s going t o change? 

A. No, the Canadians have huge reserves. The New 

Mexico reserves are extremely small, even on a North 

American basis. On a world basis, they're even more 

dramatic. 

I took a look a t where the muriate p r i c e s are 

going, p a r t i c u l a r l y f o r US producers, and t h a t ' s on the 

next e x h i b i t . Again, i t ' s a graph. I've put the p r i c e s 

a l l i n 1994 d o l l a r s t o get away from i n f l a t i o n and so 

f o r t h , so --

Q. These are pr i c e s of what? Tons of K20? 

A. Yes, s i r , these are d o l l a r s per me t r i c t o n of 

K 20, and those are muriate p r i c e s t h a t are s t e a d i l y 

d e c l i n i n g . 

Very common i n mineral economics, when a 

commodity i s w e l l developed around an area of l a r g e demand, 

p r i c e s w i l l continue t o d e c l i n e . That's been the case w i t h 
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j u s t about everything except gold, which doesn't respond as 

other commodities l i k e copper and lead and so f o r t h . 

Q. Does the New Mexico potash i n d u s t r y have the 

a b i l i t y t o set p r i c e s f o r t h e i r product, or do they simply 

have t o respond and take the p r i c e s offered? 

A. The New Mexico potash i n d u s t r y i s p r e t t y much i n 

the same boat t h a t the US o i l i n d u s t r y i s i n . They are 

p r i c e - t a k e r s . 

People w i t h the large reserves around the world 

have such s t r e n g t h i n volume t h a t they can set the p r i c e s , 

and the r e s t of the world, i t s producers, j u s t have t o take 

those p r i c e s , w i t h some variance. 

But mainly -- C e r t a i n l y i n t h i s case, the 

Canadians are the p r i c e - s e t t e r s , the New Mexico producers 

are the p r i c e - t a k e r s . They r e a l l y have no choice as t o 

what p r i c e there i s . 

I t ' s an o l i g o p o l y i n North America, the potash 

i n d u s t r y , much as the o i l i n d u s t r y i s an o l i g o p o l y f o r the 

OPEC producers. 

Q. We've looked a t p r i c e . Let's look a t the 

components of cost. I f y o u ' l l look a t the next d i s p l a y 

w i t h us — 

A. Yes, there are — 

Q. -- t e l l us about cost. 

A. There are two t a b l e s on the next e x h i b i t . 
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The upper one gives you an idea of why the 

Canadians have such p r i c e c o n t r o l , j u s t on the basis of the 

volume they c o n t r o l . 

I n 1994, the USA only produced 6 1/2 percent of 

the potash produced, whereas the Canadians produced 34 

percent. The percent of world reserves, known reserves, 

USA has less than 1 percent. The Canadians have almost 

h a l f of the known world reserves of potash. 

P u t t i n g t h a t i n a term of a r t t h a t the BLM and 

the USGS l i k e s t o use, the term "resource", i f you take a l l 

the potash t h a t ' s known, i n d i c a t i o n s of potash, and 

c a l c u l a t e those, as Bureau of Mines personnel l i k e t o do, 

the USA has 1 1/2 percent of the world resource of potash. 

And a l o t of t h a t i s not i n New Mexico; much of t h a t i s i n 

Michigan. 

Canada has nearly 60 percent of the world 

resource of potash. So they're c e r t a i n l y i n the d r i v e r ' s 

seat. 

The lower t a b l e t r i e s t o compare the New Mexico 

and Canadian muriate production. I n 1993, the Canadians 

produced w e l l over s i x times as much as the New Mexico 

producers. The p r i c e s , FOB mine — Again, t h i s i s K 20 i n 

me t r i c tons — you can see here t h a t the Canadians do have 

a p r i c e advantage of — compare $124 a ton t o $100 a to n . 

Cash costs per ton mined, t h i s has nothing t o do 
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w i t h grade; i t ' s j u s t a p h y s i c a l 2000-pound t o n t h a t has t o 

be mined and brought up the shafts and put through the 

m i l l s . The New Mexico mines, being o l d e r — some of them 

date back t o the Twenties and T h i r t i e s when they were 

i n i t i a t e d -- have higher costs on a per-ton basis. 

The grades mined i n the next l i n e are what I had 

t a l k e d about e a r l i e r , the comparison of less than 

15-percent K 20 t o greater than 25-percent K 20 on average. 

Now, here's a — The next l i n e i s a key item t o 

me t h a t t e l l s me there w i l l be no new s y l v i t e mines opened 

up i n New Mexico, or any other place t h a t doesn't have a 

tremendous t r a n s p o r t a t i o n advantage t o the Canadians, or 

grades of equal q u a l i t y . 

The New Mexico production i s about 1.2 m i l l i o n 

m e t r i c tons of K 20 per year. The Canadians, on the other 

hand, can produce 12 m i l l i o n tons. 

Now, i f y o u ' l l look up t o the f i r s t l i n e of t h a t 

t a b l e , i n 1993 they only produced 6.8 m i l l i o n tons. They 

have the capacity t o produce almost twice t h a t . I n 

general, the Canadians are only producing a t about 60 

percent of t h e i r capacity. They do t h a t on purpose because 

they're the o l i g o p o l i s t s t h a t can hold back t h e i r 

p r o d u c t i o n t o keep the p r i c e s up, much the way OPEC can do 

i t . 

And then a f a m i l i a r comparison i n the l a s t l i n e , 
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in taking into consideration grade, mill loss, prices, the 

Canadians have about a 2-1/4-to-l advantage over the New 

Mexico producers. 

Q. A l l r i g h t , l e t ' s t u r n t o the other t o p i c now, Mr. 

Hutchinson. Let's look at the data and the s p e c i f i c s of 

the n i n e - s e c t i o n area t h a t ' s the t o p i c of the s p e c i f i c 

d e c i s i o n the Examiner makes. 

F i r s t of a l l , l e t ' s t a l k about the c o l o r code on 

the next d i s p l a y . What does t h a t mean? 

A. Yes, the next d i s p l a y i s the n i n e - s e c t i o n p l a t , 

and i t ' s s i m i l a r t o an e a r l i e r presenter. 

This shows, as I put i t together, t h a t blue area 

which i s w i t h i n the nine-section p l a t t h a t i s leased USA 

land. That Section 8 does belong t o IMC Global. I t had 

p r e v i o u s l y belonged t o Noranda. 

The orange i s s t a t e land t h a t ' s leased t o two 

p a r t i e s . I n Section 17, the south h a l f of the south h a l f 

i s New Mexico Potash Corporation, and a l l of 16 i s 

M i s s i s s i p p i Potash, Inc. Previously i t was c a l l e d 

M i s s i s s i p p i Chemical. 

Q. And the balance of the acreage i s unleased 

f e d e r a l ? 

A. Yes, and t o my knowledge t h a t area has never been 

leased, or c e r t a i n l y not i n the recent past. There was a 

lease i n two of the sections immediately t o the east t h a t 
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belonged t o Noranda. They gave t h a t up some years ago. 

They had a larg e block and never d i d develop a mine. 

Q. I n a d d i t i o n , t h i s d i s p l a y has got some potash 

core data, and there's a way t o i d e n t i f y those l o c a t i o n s 

and t o put a code on t h a t information? 

A. Yes, the t r i a n g l e shape are core holes, and a 

couple of e x h i b i t s l a t e r I can — I u t i l i z e those q u i t e a 

b i t more. 

Q. Those t r i a n g l e s then represent potash core data? 

A. Yes, they do. 

Q. I n a d d i t i o n , there are other symbols i n here 

which are conventional o i l and gas symbols? 

A. Yes, they are, dryholes, o i l w e l l s . My map i s 

probably not as accurate as e a r l i e r ones t h a t you have 

seen, but I t r y t o demonstrate i n here what o i l development 

the r e had been -- or i n one instance I t h i n k there's a gas 

w e l l , a couple of gas w e l l s -- j u s t f o r my i n f o r m a t i o n i n 

determining the importance of the potash. 

Q. A l l r i g h t . I n l o c a t i n g t h i s basis of data f o r 

potash cores and some of the o i l and gas geologic logs t h a t 

might otherwise be used t o help l o c a t e potash, have you put 

on the map a l l the data p o i n t s t h a t you were able t o f i n d , 

e i t h e r a t the BLM or the State Land O f f i c e , concerning 

potash cores? 

A. Yes, everything t h a t I've been able t o assemble 
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over recent months and going back t o dealings i n the 

general area w i t h the BLM and the State, I've t r i e d t o put 

every — the l o c a t i o n of potash corehole t h a t I have any 

knowledge o f. 

Q. I n a d d i t i o n , i n the l a s t few weeks you have 

updated your database and included f u r t h e r i n f o r m a t i o n 

a v a i l a b l e through the Bureau of Land Management? 

A. Yes, the BLM has a p r a c t i c e t h a t — and under 

f e d e r a l o i l and gas leases, they're r e q u i r e d t o give the 

o i l and gas lessee i n f o r m a t i o n , l i m i t e d i n f o r m a t i o n , on 

corehole -- potash corehole data, as t o whether i t ' s 

economic or subeconomic, given the BLM's own i n t e r n a l 

c r i t e r i a , which hasn't been updated since the mid-1970s. 

But t h a t ' s — 

Q. But you've made a recent check t o see i f there's 

any more of t h a t i n f o r m a t i o n a v a i l a b l e t o you, and you've 

added i t t o your database? 

A. Yes, I have. 

Q. A l l r i g h t . None of the i n f o r m a t i o n t h a t you're 

about t o describe i s c o n f i d e n t i a l or v i o l a t e s any 

p r o p r i e t a r y agreements w i t h any r e g u l a t o r s or potash 

company? 

A. No, i t does not. I t ' s p u r e l y p u b l i c i n f o r m a t i o n 

sources. 

Q. A l l r i g h t . Let's look a t the next d i s p l a y , which 
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i s a copy of the Secretary map. I t ' s the 1993 v e r s i o n , I 

be l i e v e . 

A. Yes, t h i s i s the 1993 v e r s i o n , somewhat d i f f i c u l t 

t o read, but I wanted t o p o i n t out where the mines i n the 

area are, r e l a t i v e t o t h i s s p e c i f i c question of nine-

s e c t i o n area. 

The l i n e going t o — 14 miles long, goes t o the 

nearest M i s s i s s i p p i Potash operation. They do own a mine 

t h a t ' s immediately t o the west, about t e n m i l e s , but t h a t 

mine was shut down i n 1982, probably as a r e s u l t of the 

economic duress of the potash i n d u s t r y . 

The two distances of 4.5 miles and 9.2 miles i s 

t o the New Mexico Potash Corporation mine. The 4.5 miles 

i s t o the nearest p o i n t i n t h a t mine, and they have 

c u r t a i l e d operations i n t h a t p a r t of the mine. They d i d 

t h a t some years ago, more than f i v e , I t h i n k . And they're 

c u r r e n t l y working down i n the area t h a t i s i n d i c a t e d by the 

l i n e t h a t i s 9.2 miles long. 

Q. When we look a t the p o i n t of o r i g i n of those 

l i n e , are we loo k i n g a t Section 16? 

A. That's approximately the center of Section 16, 

the center of the ni n e - s e c t i o n p l a t . 

Q. A l l r i g h t . And so n o r t h of 16, then, on t h i s 

map, we're l o o k i n g a t Section 9, and a s u b s t a n t i a l p o r t i o n 

of Section 9 i s shaded i n pink? 
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A. Yes, i t i s . 

Q. What does t h a t represent, using the BLM c r i t e r i a , 

as i n f e r r e d on t h e i r map? 

A. The BLM uses -- i n t h i s map i t came out pink --

an area t h a t i s barren of potash ore. Their darker blue 

area i s g e n e r a l l y a c o l o r they use f o r potash they t h i n k t o 

be of commercial grade. 

Again, t h e i r d e f i n i t i o n of commerciality was 

developed i n the 1970s, and we can see t h a t a l o t of t h i n g s 

have changed economically since then f o r the New Mexico 

potash i n d u s t r i e s . 

Q. But as of 1993, using the BLM c r i t e r i a , by t h e i r 

own admission a s u b s t a n t i a l p o r t i o n of Section 9 i s barren 

of potash? 

A. Nearly a l l of i t i s barren of potash. 

Q. A l l r i g h t , l e t ' s go t o the next d i s p l a y . 

A. This i s r e a l l y the meat of the s p e c i f i c area 

a n a l y s i s . I t ' s somewhat complicated. I ' l l t r y t o go 

through i t so i t ' s understandable. 

The hached red l i n e s are those areas t h a t the BLM 

has designated as noncommercial. You can see t h a t a good 

b i t of the n o r t h p a r t of Section 8, almost a l l of Section 

9, are, by BLM terms, noncommercial. 

Q. A l l r i g h t . Let's take t h a t p o i n t as an assumed 

item a t t h i s p o i n t . The red l i n e i n d i c a t e s what the BLM 
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says i s barren. 

What have you done w i t h t h i s l i g h t t a n l i n e 

t h a t ' s also on the map? What does t h a t represent? 

A. Well, l e t me also p o i n t out, because w e ' l l need 

i t l a t e r , t h a t K-125, which i s i n the very southeast 

q u a r t e r of Section 17, i s a corehole t h a t i s barren i n a l l 

zones, according t o the BLM, and you can see t h a t they have 

— t h e i r methodology j u s t allows them t o go out a qua r t e r 

or a mi l e from t h a t barren hole, or approach i n a halfway 

distance over t o the southwest corehole 1-153 and say, you 

know, t h a t ' s — Rather than isopaching the grades, they 

j u s t sketched those i n . And I don't t h i n k t h a t area or the 

one t o n o r t h has changed since 1975. 

Q. What have you done, then, w i t h t h i s l i g h t t a n 

l i n e ? 

A. I've looked a t a l l the p u b l i c i n f o r m a t i o n t h a t I 

could get, and my knowledge of what grades of potash I 

t h i n k t o be economic, given an extremely important 

assumption. That assumes t h a t there i s a mine i n the area, 

close by, t h a t would allow a mine t o mine approximately 14-

percent K 20, product. I t h i n k t h a t i s something t h a t can 

be mined today, i f you already have a mine th e r e and you 

have already paid a l l of your c a p i t a l costs. And keep i n 

mind, a new mine would cost about $150 m i l l i o n , a s y l v i t e 

mine. 
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Making t h a t very important assumption, I've s a i d 

i f t h e r e i s a mine i n the area, I've designated a l i n e — 

and the data i s somewhat sketchy, and I've put some 

question marks i n t h a t l i n e t o t r y t o show what I t h i n k 

would be unmineable by today's economics, i f you had a mine 

r i g h t t h e r e , say, somewhere along the perimeter of t h i s and 

could mine up t o t h a t mine. That's about as f a r as a 

potash mine would go. 

You can see t h a t i t c e r t a i n l y would not go i n t o 

Sections 16 and 17 and 9 and only a l i m i t e d p a r t of 10, and 

t h a t would be very marginal. 

Q. A l l r i g h t , l e t me i n t e r r u p t you f o r a moment on 

t h i s d i s p l a y , and l e t ' s go back and describe t o the 

Examiner the nomenclature. 

This map deals only w i t h the 10th potash zone. 

I f y o u ' l l go t o the l a s t d i s p l a y of your book, we have a 

c r o s s - s e c t i o n , i f you w i l l , an i l l u s t r a t i o n , t h a t w i l l show 

by depth how the potash i n d u s t r y numbers t h e i r v a r ious ore 

zones. I f y o u ' l l t u r n t o t h a t --

A. I t ' s the very l a s t e x h i b i t , I b e l i e v e , t h a t you 

have --

Q. On the very l a s t page. 

A. -- and i t may help you w i t h a question you had 

e a r l i e r . 

On the l e f t - h a n d side, the general Basin geology 
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of the Ochoan, you can see the McNutt member. That's the 

middle diagrammatic s e c t i o n . Then t r a c i n g the McNutt 

member, again, t o the diagrammatic s e c t i o n on the r i g h t , 

you see the top of the McNutt at the Vaca T r i s t e . 

Then the ore zones are numbered from bottom t o 

top, and I've made some notes here f o r your i n f o r m a t i o n 

t h a t the 11th ore zone i s not common throughout the Basin. 

The 10th ore zone i s , and i t ' s mined by New Mexico Potash. 

I t does co n t a i n some clay. I t was the zone t h a t was l a s t 

developed i n 1965, and t h e r e f o r e , I would conclude as a 

mining engineer and economist, the l e a s t advantageous 

potash deposit t o mine. 

The Number 9 i s r a r e , 8 contains a l o t of c l a y , 7 

does, 6 i s not common. 

Then the r e a l l y good zones of l a n g b e i n i t e , which 

only occur way t o the south, are the Number 4 and Number 5. 

Number 3 i s very low grade, 2 i s not commercial. 

And the area -- The bed t h a t brought the potash 

mines i n t o the area i n the f i r s t place, way over on the 

west side, was the Number 1 bed, and t h a t ' s r e a l l y been the 

bed t h a t brought everyone i n and caused development of 

potash i n the area. I t ' s very shallow, and the potash gets 

q u i t e a b i t deeper as you go t o the east. 

Q. As we come back, then, and look a t the mapping of 

the 10th potash zone, how f a r west do we have t o go t o f i n d 
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t h a t t h a t zone shown i s c u r r e n t l y being mined? 

A. The 10th ore zone? 

Q. Yes, s i r . 

A. I don't believe the 10th ore zone i s mined 

anywhere except i n the mine immediately t o the southwest, 

i n the New Mexico Potash area. There may be some 10th ore 

mining going on way down i n the very southwest lobe of the 

Basin, f o r some sp e c i a l t y - p r o d u c t reasons, but t h a t ' s the 

best of my knowledge. 

Q. Let's spend a moment and t a l k about what the BLM 

c r i t e r i a i s and how they apply i t i n order t o generate 

something t h a t looks l i k e the 1993 map. 

For example, when they're contouring, i f you 

w i l l , the d e c i s i o n about whether i t ' s economic or barren, 

t h a t economic-or-barren d e c i s i o n has got some parameters 

t h a t are based back on 1975 economics, are they not? 

A. Yes, t h a t ' s c o r r e c t . The BLM seems t o take one 

ore zone a t a time, they consider ore zones. Then they 

w i l l check t h a t zone t o see i f i t as at l e a s t f o u r f e e t i n 

mining thickness, of 10-percent K 20, as s y l v i t e , or f o u r 

percent of K 20 as l a n g b e i n i t e t h a t i s also a t l e a s t f o u r 

f e e t deep. 

I f they f i n d t h a t c r i t e r i a i n a s i n g l e corehole, 

they w i l l compare t h a t t o coreholes t h a t f a l l w i t h i n a mile 

and a h a l f . 
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I f they f i n d coreholes w i t h i n a mi l e and a h a l f 

t h a t are also i n t h a t same zone, and above t h e i r economic 

c u t o f f grades t h a t I j u s t gave you, they w i l l consider t h a t 

ore. 

And they've been using t h a t same c r i t e r i a since 

the mid-Seventies, t h a t I'm aware of. 

Q. A l l r i g h t . And p a r t of t h e i r own c r i t e r i a , then, 

i s t o take t h r e e coreholes w i t h i n a mile-and-a-half area, 

and i f they have those, then, under t h i s 1975 economics and 

t h a t procedure, they w i l l make a de c i s i o n i f t h a t zone i s 

economic? 

A. Yes. 

Q. A l l r i g h t . 

A. And t h e y ' l l make an o u t l i n e of t h a t zone, and 

t h e y ' l l do t h a t f o r a l l zones, and then t h e y ' l l make an 

o u t l i n e w i t h o u t any con s i d e r a t i o n f o r d i f f e r e n c e s i n depth, 

j u s t a general o u t l i n e of the areas they t h i n k t o meet 

t h e i r economic standards. 

Q. A l l r i g h t . When we look a t the d i s p l a y f o r the 

10th potash zone, can we f i n d three potash core datas t h a t 

meet the economic c r i t e r i a and are w i t h i n the 1-1/2-mile 

ra d i u s of each other? 

A. I can't. You could go o f f of t h i s map as — t o 

the n o r t h and west of Section 8, and there are some 

coreholes i n t h a t d i r e c t i o n t h a t might make 1-244 and 1-141 
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economic, but I — The BLM doesn't give that information 

out; they j u s t say i t ' s economic or subeconomic. This 

method seems t o make a l o t more sense t o me i n the 10th ore 

zone. 

So w i t h t h a t exception, there aren't any 

coreholes t h a t meet the BLM's own c r i t e r i a f o r ore on t h i s 

n i n e - s e c t i o n p l a t . 

Q. A l l r i g h t . Let's t u r n and look a t a composite of 

a l l other potash zones, then, on the next d i s p l a y , and show 

us what you've concluded. 

A. There were two other zones t h a t the BLM informed 

us were economic: the 3rd ore zone, which i s 150 f e e t below 

the 10th ore zone i n t h i s area, and the 8th ore zone, which 

i s maybe 50 f e e t below the 10th ore zone i n t h i s area, both 

of them very — throughout the Basin, very marginal 

economically. 

I n f a c t , I'm not sure t h a t anyone mines the 8th. 

The 3rd has been mined i n very s p e c i a l circumstances, when 

they had mined out the 1st ore zone and went up 2 0 f e e t and 

mined some of the 3rd ore zone. 

To p o i n t out why the BLM map has t o be taken w i t h 

a g r a i n of s a l t , I would d i r e c t your a t t e n t i o n t o Section 

16, the potash core hole U-115. They informed me t h a t i t 

was barren i n the 8th ore zone -- t h a t ' s what the "B" 

stands f o r — and t h a t i t was economic i n the 3rd ore zone. 
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Now, I would ask you to go to the southwest and 

look at K-125. They informed me t h a t i n the 3rd ore zone 

i t was barren. And again, back t o U-115 and going up t o 

1-144 t o the northeast, they informed me t h a t the t h i r d ore 

zone was barren. 

Now, between 1-144 and K-125 i s less than a m i l e 

and a h a l f . The two outside holes are barren i n the 3rd, 

as w e l l as the 8th, but U-115 they show as economic. Well, 

t h a t v i o l a t e s t h e i r own c r i t e r i a , which makes me wonder why 

on the previous e x h i b i t they d i d not include U-115 i n t h e i r 

barren area. 

But t h a t p a r t i c u l a r map I've been studying f o r 

years, and i t ' s -- S i t u a t i o n s l i k e t h i s e x i s t a l l over the 

place. 

Q. Summarize f o r us, then, what your conclusions 

about the v i a b i l i t y of mining potash i n the n i n e - s e c t i o n 

area, w i t h the assumption t h a t you could do i t w i t h o u t 

adding any more c a p i t a l costs a t t r i b u t e d t o mines, mine 

s h a f t s and m i l l i n g . 

A. A l l r i g h t . Let me p o i n t out one other p h y s i c a l 

problem w i t h t h i s area, f o r potash mining. 

On the e x h i b i t t h a t has the red and the orange 

l i n e s , above the potash corehole l o c a t i o n s , I've i n d i c a t e d 

the depth t o the 10th ore zone. I t looks l i k e i n Section 

16 t h a t i t would be about 2100 f e e t deep. That was 
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confirmed by a previous witness using o i l f i e l d e l e c t r i c 

logs. 

That i s 20 percent deeper than any other mining 

t h a t ' s going on i n the Basin. 

The deepest mine i s the New Mexico Potash Mine, 

and they have had some explosion problems t h e r e as a r e s u l t 

of pressure. Not detonation, but pressure. 

So t h i s i s 2 0-percent deeper. Another perhaps 

p h y s i c a l disadvantage of mining i n t h i s area. 

Q. A l l r i g h t . To mine t h i s area d e s p i t e depth and 

a l l those issues, i f you were t o t r y t o access i t from 

e x i s t i n g operations, and assuming t h a t you had somehow 

bridged t h i s — anywhere from 4.5- t o 9-mile h o r i z o n t a l 

d i s t a n c e , i s i t economic t o mine t h i s potash? 

A. No, i t i s not. Really, the two reasons t h a t I 

pursued a f t e r e x p l o r a t i o n of the problem, you can take 

e i t h e r the general s i t u a t i o n of s y l v i t e potash mining i n 

the area, and no r a t i o n a l mining company, nor lender, would 

— seeing Canadian reserves around us, would take on the 

r i s k of developing a mine, i n general. 

You get t o the p h y s i c a l c o n s t r a i n t s , the p h y s i c a l 

area of the nine-s e c t i o n p l a t , and i f there were a mine 

t h e r e , these are very — Well, there are no economic 

reserves i n the area, and on the f r i n g e of the area t h e r e 

might be, but we don't have enough i n f o r m a t i o n t o t e l l 
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t h a t , and the potash companies' e x p l o r a t i o n people don't 

seem t o want t o take the r i s k t o d r i l l any more coreholes 

t o pursue any of the s y l v i t e grades t h a t do e x i s t . 

Q. I n summary, Mr. Hutchinson, do you see any reason 

not t o approve t h i s A p p l i c a t i o n from the p o i n t of view of 

your expertise? 

A. Not at a l l . 

MR. KELLAHIN: That concludes my examination of 

Mr. Hutchinson. 

We move the i n t r o d u c t i o n of h i s e x h i b i t s . 

EXAMINER CATANACH: Mr. Hutchinson's e x h i b i t s 

w i l l be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Hutchinson, on your map t h a t you've got the 

tan and the red d i s p l a y s , t h a t j u s t includes which zones? 

A. I t ' s the 10th ore zone. I t ' s the only ore zone 

t h a t seems t o have any h i n t of commerciality i n the general 

area, not j u s t the nine-s e c t i o n p l a t , but w i t h i n a ten-mil e 

ra d i u s of t h i s area. 

Q. You've looked a t a l l the other — A l l the other 

zones don't appear t o be commercial i n any form or fashion? 

A. No, there was j u s t t h a t one example of the U-115 

t h a t even the BLM, w i t h t h e i r outdated economics, thought 

might be economical way down i n the 3rd ore zone, another 
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150 f e e t of expensive s h a f t or ramping down get t o . And 

i t ' s very l i m i t e d by the next e x h i b i t . I t has barren holes 

on e i t h e r side of i t . 

Q. Where d i d you a r r i v e a t the f i g u r e of $150 

m i l l i o n t o i n i t i a t e mine operations? 

A. Throughout the l a s t more than three years i t ' s 

been a question t h a t I've explored, and t h a t ' s , you know, 

p a r t of what I do f o r a l i v i n g , economics of mining 

operations. 

I might p o i n t out one other p o i n t . 

The M i s s i s s i p p i Potash lease and the New Mexico 

Potash lease are not contiguous t o any other leases they 

have i n the area. Those leases t h a t are shown i n the nine-

s e c t i o n p l a t are not contiguous t o any other potash leases 

t h a t they — e i t h e r company has i n the area, and I assume 

were j u s t p a r t of a lease package, when they took t h e i r 

other leases -- and obviously too small t o develop by 

themselves. 

Q. You don't foresee any change i n the p r i c e of 

potash i n the near f u t u r e , or even the long term? 

A. My p r e d i c t i o n i s , i t w i l l continue down. 

One other problem we have i n the world w i t h 

potash p r i c e s i s the former Russian c o u n t r i e s , Belorusse 

and Russia i t s e l f , c o n t r o l the known potash reserves t h a t 

Canada doesn't c o n t r o l , and I t h i n k t h a t they're i n a 
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s i t u a t i o n of needing hard d o l l a r s , or hard currency, and 

t h e i r s i t u a t i o n i s today t h a t they w i l l be s e l l i n g potash 

anywhere they can. 

Now, there have been some agreements between US 

-- our government and those producers t h a t t h e y ' l l not s e l l 

— or t h e y ' l l t r y t o avoid s e l l i n g way below cost. But my 

experience t e l l s me t h a t they're not r e a l l y sure what t h e i r 

costs are, having been a c e n t r a l l y planned economy f o r so 

many years, versus a market economy, which they're t r y i n g 

t o become. 

EXAMINER CATANACH: Okay, I have no t h i n g f u r t h e r 

of the witness, Mr. K e l l a h i n . 

MR. KELLAHIN: Mr. Examiner, I have two items t o 

submit t o you. 

One i s the c e r t i f i c a t e of n o t i c e , which we've 

marked as E x h i b i t 2. 

And Mr. Hutchinson has provided me w i t h a shor t 

summary of h i s pr e s e n t a t i o n which would provide a n a r r a t i v e 

supplement t o h i s e x h i b i t s . I ' d l i k e t o submit t h a t t o 

you. 

EXAMINER CATANACH: Okay, E x h i b i t Number 2 w i l l 

be admitted as evidence. 

Mr. K e l l a h i n , would you k i n d l y prepare a rough 

d r a f t order i n t h i s case? 

MR. KELLAHIN: Yes, s i r , I ' d be happy t o . 
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EXAMINER CATANACH: Okay, there being nothing 

f u r t h e r , Case 11,323 and 11,338 w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded a t 

12:38 p.m.) 

* * * 
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