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MR. LEMAY: Case Number 9316 i s 

herein c a l l e d . 

I n the matter of the hearing 

c a l l e d by the O i l Conservation D i v i s i o n on i t own motion t o 

consider the agreement reached by the Potash-Oil and Gas 

Study Committee on November 23, 1987, t o r e v i s e , amend, and 

c o d i f y Order Number R - l l l , as amended, t o consider the f o l ­

lowing : 

Changing the area covered by 

the order t o coincide w i t h the known potash leasing area 

(KPLA) as determined by the Bureau of Land Management. 

Two, expanding and c o n t r a c t i n g 

said area by the pool nomenclature procedure r a t h e r than by 

f u r t h e r amendements t o Order No. R - l l l . 

Three, changing casing, cement­

ing requirements of Order No. R - l l l - A . 

Four, adopting d i r e c t o n a l d r i l ­

l i n g procedures. 

Five, r e v i s i n g n o t i c e r e q u i r e ­

ments f o r proposed d r i l l i n g w e l l s . 

Six, r e v i s i n g n o t i c e r e q u i r e ­

ments of mining operations and proposed mining operations. 

And Seven, adopting and i n c l u d ­

i n g any other p r o v i s i o n s which may be advisable. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

to 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

The aforementioned KPLA con­

s i s t s p r e s e n t l y of a l l or parts of Township 18 South, Range 

30 East; Township 19 South, Range 29, 34 East. 

Let the record show t h a t as ad­

v e r t i s e d w e ' l l i n c l u d e other l o c a t i o n s i n t h i s case. 

We are looking f o r closure of 

t h i s potash agreement, the Study Committee, we are looking 

a t t h a t agreement and how i t would a f f e c t operations i n the 

area and used as g u i d e l i n e s , used as po i n t s of agreement, 

used as whatever testimony and statements might convince the 

Commission t o use i t as. 

We are not i n any form or 

fashion l o o k i n g to take away any j u r i s d i c t i o n by any f e d e r a l 

or s t a t e agency. They are by s t a t u t e r e q u i r e d t o conduct 

t h e i r own apprai s a l s of the potash and o i l reserves and the 

Commission cannot take away t h a t — or doesn't want t o take 

away t h a t j u r i s d i c t i o n . 

I n the matter of Case 9316 I ' l l 

now c a l l f o r appearances. 

Mr. Lyon. 

MR. LYON: Mr. Chairman, V i c t o r 

Lyon, Chief Engineer f o r the O i l Conservation D i v i s i o n and 

Chairman of the Oil-Potash Study Committee. 

MR. LEMAY: Thank you. 

MR. LYON: I'd l i k e t o present 
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testimony on the a c t i v i t i e s of the committee. 

MR. LEMAY: Thank you. Mr. 

K e l l a h i n . 

MR. KELLAHIN: Mr. Chairman, 

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 , Kel­

l a h i n & Aubrey. I'm appearing on behalf of Bass Enterprises 

Production Company and I have one witness. 

We are proponents i n t h i s case. 

MR. LEMAY: Thank you. Mr. 

(un c l e a r ) . 

MR. HALL: Mr. Chairman, Scott 

H a l l from the Campbell & Black law f i r m i n Santa Fe on be­

h a l f of Texaco. We may c a l l one witness t h i s morning. 

MR. LEMAY: Thank you, Mr. 

H a l l . Yes, Mr. Bruce. 

MR. BRUCE: Mr. Chairman, my 

name i s Jim Bruce, representing Exxon. We may c a l l one or 

two witnesses. 

MR. LEMAY: Thank you, Mr. 

Bruce. 

MR. HIGH: Mr. Chairman, 

Charles C. High, J u n i o r , of the Kemp, Smith law f i r m and I 

was a member of the Potash Committee and I'm here on behalf 

of the potash i n d u s t r y . 

MR. LEMAY: Thank you, Mr. 
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High. 

A d d i t i o n a l appearances i n the 

case? 

A f t e r — a f t e r testimony we 

w i l l be t a k i n g statements and t h a t does not in v o l v e having 

to be represented by l e g a l counsel. We were asked t h a t 

question. 

At t h i s p o i n t can I ask a l l the 

witnesses t h a t w i l l be g i v i n g testimony t o stand and r a i s e 

your r i g h t hands? 

(Witnesses sworn.) 

You may be seated. We s h a l l 

begin w i t h Mr. Lyon. 

MR. LYON: I f the Commission 

please, my name i s V i c t o r T. Lyon. I'm Chief Engineer f o r 

the O i l Conservation D i v i s i o n i n Santa Fe. I have appeared 

before you p r e v i o u s l y and had my c r e d e n t i a l s accepted as an 

expert witness. 

MR. LEMAY: Mr. Lyon's 

q u a l i f i c a t i o n s are acceptable. I f you w i l l , because we do 

lack counsel. The Governor had pressing matters w i t h 

you're a l l f a m i l i a r w i t h the L e g i s l a t i v e session we have 

t h a t ' s going t o adjourn a t noon, so w e ' l l have a lawyer t h a t 
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w i l l be j o i n i n g us l a t e ; however, we can c e r t a i n l y request 

the testimony. Mr. Lyon has been sworn i n and we w i l l ask 

him t o e x p l a i n i n h i s own words what happened duri n g the — 

the period of time, the year and a h a l f t h a t the Oil-Potash 

Committee was i n existance, the sub-committee was formed, 

and what i s recommended by the D i v i s i o n f o r the Commission 

to consider. 

So w i t h t h a t , Mr. Lyon, i f you 

w i l l proceed. 

MR. LYON: Thank you, Mr. 

Chairman. 

S h o r t l y a f t e r I came aboard the 

Commission March 3rd of 1986, the D i r e c t o r gave me several 

tasks, one of which was a review of Order R - l l l t o see 

whether i t needed t o be updated because the order i s t h i r t y 

years plus o l d . There have been many developments, improve­

ments i n techniques and technology i n the o i l and gas indus­

t r y and f o r other reasons he thought t h a t i t might be appro­

p r i a t e t o consider updating the order. 

The e f f o r t was i n i t i a t e d and I 

w i l l — I w i l l be t e s t i f y i n g from E x h i b i t One. 

E x h i b i t One i s e s s e n t i a l l y a 

copy of my f i l e on the committee a c t i v i t i e s and I have num­

bered the pages. Each item i s — i s given a l e t t e r s u f f i x 

and then there i s a f r a c t i o n f o l l o w i n g t h a t i f there's more 
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than one page and I show i t page 1 of 3, page 2 of 3, and 

t h i s s o r t of t h i n g . 

The f i r s t page i s the c a l l 

dated March 21st, 1986, f o r people t o volunteer t o serve on 

a committee to review Order R - l l l , and the second item i s a 

n o t i c e t o those who volunteered t o serve on the committee to 

come t o Santa Fe f o r the i n i t i a l meeting on May 29th. 

Page 3 and 4 of t h a t p a r t i c u l a r 

mailimg contains the m a i l i n g l i s t t h a t was used and the l i s t 

comprises those who volunteered t o serve on t h i s committee, 

and I might p o i n t out t h a t there was nobody excluded. Any­

body who wanted to serve on t h a t committee was welcomed. 

Also attached t o the o r i g i n a l 

m a i l i n g , I don't t h i n k i t ' s on t h a t e x h i b i t , was a copy of 

Order R - l l l - A , which was the order t h a t the committee was 

going t o be c o n s i d e r i n g . 

The next item i s the agenda 

t h a t was prepared f o r t h a t i n i t i a l meeting and at t h a t 

meeting the D i r e c t o r came i n and greeted the — the commit­

tee, gave them some suggestions on what he would l i k e the 

committee t o do and what they should consider and t h i s s o r t 

of t h i n g , and then when we got i n t o the f u n c t i o n s of the 

committee we — we had some l a s t minute a d d i t i o n s t o the 

committee. I t h i n k t h a t there was a perception t h a t we 

might decide some of these things by a m a j o r i t y vote and I 
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i n s t r u c t e d the committee t h a t we were not going t o make any 

decisions by a m a j o r i t y vote. We were going t o make d e c i ­

sions consensus or we would not make any changes i n R - l l l a t 

a l l , and I also set out a program which I t h i n k i s about the 

only t h i n g I can r e a l l y take c r e d i t f o r i n t h i s — i n t h i s 

a c t i v i t y . 

As you probably know, where has 

been a great deal of misunderstanding and d i s t r u s t , d i s s a t ­

i s f a c t i o n w i t h R - l l l between the two i n d u s t r i e s and the pot­

ash people d i d not want anybody d r i l l i n g i n the potash area, 

p e r i o d , and the o i l i n d u s t r y f e l t t h a t they should be able 

to d r i l l anywhere t h a t was reasonable w i t n no more r e s t r i c ­

t i o n s than what they considered t o be reasonable and the 

p a r t i e s were f a r from any agreement and I t o l d them t h a t we 

would not consider any changes t o Order R - l l l u n t i l we had 

educated each other i n the other's i n d u s t r y t o the p o i n t 

t h a t we could discuss these things w i t h the knowledge and 

w i t h some understanding of the other person's si d e . 

And so the f i r s t meeting we de­

cided how we were going t o go about t h a t and we appointed a 

chariman f o r each i n d u s t r y . For the potash Walt Thayer was 

the chairman and f o r the o i l and gas John Wade was the 

chairman, and we broke up t h a t — t h a t meeting w i t h an 

understanding t h a t each committee would prepare a t r a i n i n g 

program t o t r a i n the other i n d u s t r y on how we conducted our 
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business, why, and the concerns t h a t we had about the 

other's operations i n the same area. 

I t took three l e t t e r s t o get 

the next meeting together. We f i n a l l y d i d meet on September 

25th and the c a l l was i n E x h i b i t 1-D and t h a t e x h i b i t con­

t a i n s an o u t l i n e of the presentations of each i n d u s t r y i n 

educating a l l of us i n how they operate. 

The next step t h a t we undertook 

was a f i e l d t r i p where the committee members who — who 

could went t o Carlsbad. We took a f i e l d t r i p , f i e l d t r i p 

through IMC's mines and through t h e i r r e f i n i n g p l a n t , and 

then t h a t afternoon we went out t o a d r i l l i n g r i g which was 

i n operation and toured the d r i l l i n g r i g and l e t everybody 

look at i t and ask a l l the questions they wanted. The same 

t h i n g i n the mining o p e r a t i o n . Everybody was completely ac­

ces s i b l e t o answer questions and the flo w of i n f o r m a t i o n was 

— was very f r e e and easy. 

The next morning we went 

through Lundberg's mine and the two mines were — are very 

d i f f e r e n t . I n the IMC mine they do t h e i r mining w i t h explo­

sives and they haul t h e i r equipment and people around i n — 

i n mining c a r t , d iesel-operated, diesel-powered mining 

c a r t s . 

I n the Lundberg mine they use 

mining machines and the t r a n s p o r t a t i o n has been through 
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t r o l l e y car systems. 

Also i n the Lundberg mine we 

stopped and observed some o i l seeps t h a t they had encoun­

tered and we had some discussions about t h a t . 

Following t h a t t r i p we went t o 

— to Roswell and toured the f a c i l i t y a t the Eastern New 

Mexico O i l Technology Center. I'm not sure t h a t ' s the r i g h t 

name but anyhow, t h a t school i n Roswell where they're t r a i n ­

ing t echnicians f o r the o i l i n d u s t r y . 

We saw a l l kinds of equipment 

t h a t the o i l i n d u s t r y uses, i n c l u d i n g some d r i l l i n g r i g s , 

p u l l i n g u n i t s , valves, a l l types of downhole equipment. I t 

was a very educational t o u r . That t r i p took place November 

13th and 14th, and i t had turned col d t h a t day, and I ' l l 

t e l l you, i t was co l d down i n those mines. 

Before we could get together 

again there was an e l e c t i o n . There was considerable change 

i n personnel and t h a t s o r t of t h i n g , and i t took us a l i t t l e 

w h i l e t o go t o the next step. 

But the next meeting was held 

on March 19th and a t t h a t meeting I asked the committee what 

else we needed t o do f o r us t o b e t t e r understand the other's 

i n d u s t r y and the other's problems, and so f o r t h , and they 

seemed t o be i n complete agreement t h a t we had done a l l of 

t h a t t h a t we needed to and i t was time t h a t we s t a r t e d look-



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 

16 

in g a t the r u l e s . I n order t o — t o have a group which was 

a l i t t l e b i t more manageable, we had about 32 members on our 

committee, and i t was decided t h a t we should pare the group 

down t o a workable s i z e , and so we had 3 re p r e s e n t a t i v e s and 

an a l t e r n a t e from each i n d u s t r y t o form what we c a l l e d a 

work committee. 

The f i r s t meeting of the work 

committee was held i n El Paso i n Ch a r l i e High's o f f i c e and 

we set the dates of A p r i l 30th and May 1st and you — the 

no t i c e of the meeting was also sent t o Commissioner Brostuen 

and t o Jim Olsen w i t h the BLM and t o Les Clements w i t h the 

OCD o f f i c e i n A r t e s i a . 

We held our meeting there and 

the potash people had prepared a proposal and the o i l and 

gas people were not q u i t e t h a t w e l l prepared. 

We discussed the potash propos­

a l and then adjourned so t h a t the o i l and gas people could 

prepare ( u n c l e a r ) . 

The next meeting of the commit­

tee was Ju l y 23rd and 24th and the potash people had devel­

oped a proposal which was accepted — w e l l , not accepted, i t 

was accepted f o r discussion purposes, reviewed i n d e t a i l and 

we f e l t t h a t there were a number of things t h a t needed t o be 

checked over and also the o i l and gas group f e l t t h a t they 

needed t o go back t o those people i n the i n d u s t r y who were 
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not represented on the work committee t o get — inform them 

of what was being discussed and get t h e i r i n p u t so t h a t they 

could, i f p o s s i b l e , get a consensus i n the i n d u s t r y . 

Then we had our f i n a l meeting 

on November 23rd, I b e l i e v e i t was, November 23rd, and a t 

t h a t meeting there was a new d r a f t of the agreement prepared 

by the potash people. We made some amendments there w h i l e 

the meeting was i n progress and a t the end of the meeting we 

came up w i t h an agreement which was signed by a l l of the i n ­

dustr y r e p r e s e n t a t i v e s t h a t were present. 

Also present at t h a t meeting 

were Chairman LeMay, Commissioner Brostuen, Fran Cherry from 

the BLM. Those two agencies, the OCD and the BLM were rep­

resented a t a l l of the work committee meetings and i t was 

very h e l p f u l because we had the people there who w i l l be ap­

proving or disapproving the APD and g e t t i n g t h e i r i n p u t as 

to what the parameters were t h a t they w i l l be using i n mak­

ing those d e c i s i o n s . 

We r e a l l y began to make some 

progress on t h i s t h i n g . I f you — I'm sure you can imagine 

t h a t the o i l and gas i n d u s t r y was r e l u c t a n t t o accept the 

stand-off from the commercial potash (unclear) and t h i s was 

a very serious bone of con t e n t i o n u n t i l Mr. Cherry s t a t e d 

t h a t he would not l e t the o i l and gas people d r i l l any 

closer than what the potash people were proposing, and since 



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 

18 

the BLM c o n t r o l s about 90 percent of the acreage i n t h e r e , 

i t looked l i k e i t r e a l l y wasn't worth arguing t h a t p o i n t . 

I f there's anybody who has any 

concern t h a t t h e i r p a r t i c u l a r , c e r t a i n concerns were not ad­

dressed by t h i s committee, I can assure you t h a t e v e r y t h i n g 

t h a t you can t h i n k of was discussed. I t was brought up; i t 

was hashed over. This was not a passive committee. We got 

i n t o the n i t t y g r i t t y of t h i s t h i n g and I t h i n k t h a t the 

agreement t h a t came out was a t r u e r e p r e s e n t a t i o n of — rep­

r e s e n t a t i v e of two i n d u s t r i e s who have f e l t they have gone 

as f a r as they can go p r o t e c t i n g t h e i r i n t e r e s t . 

Now, a t the meeting we ex­

pla i n e d t h a t we, as the OCD, and the BLM, d i d not f e e l t h a t 

they could bind themselves or be bound by an agreement; t h a t 

we could not delegate our d i s c r e t i o n about these matters, 

but we f e l t t h a t i t was a r e p r e s e n t a t i o n of the — an agree­

ment t h a t people could l i v e w i t h and I have explained t o 

people when they asked me as t o who i s bound by t h i s , and I 

t e l l them there i s n ' t anybody t h a t ' s bound by i t . I t h i n k 

even the people who — who signed i t d i d not f e e l t h a t they 

were b i n d i n g t h e i r i n d i v i d u a l company. C e r t a i n l y nobody who 

signed i t could p o s s i b l y be bound by t h a t agreement. 

I don't f e e l t h a t the OCD i s 

bound by i t . I r e a l l y don't t h i n k t h a t anybody i s bound by 

i t but i t represents a r e p o r t back t o the OCD of an agree-
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ment i n t h i s committee as t o what they agreed t o was a 

reasonable approach t o the p o t a s h / o i l c o n f l i c t . 

E x h i b i t Number Two i s a copy of 

t h a t agreement. I t was — and i n c i d e n t a l l y , there was a 

n o t i c e sent out i n December ad v i s i n g t h a t there had been an 

agreement reached, a d v i s i n g t h a t we would be having a hear­

i n g , and a t t a c h i n g t h a t agreement t o the memorandum. 

E x h i b i t Three i s a map of the 

potash area. One of the things t h a t we agreed t o do i n t h i s 

committee was t o e l i m i n a t e the confusion between R - l l l area 

and the known potash leasing area. There are some places 

where those boundaries c r i s s - c r o s s and I know there have 

been several instances where w e l l s were approved because 

they thought i t was outside the R - l l l area and when they got 

to checking a l i t t l e c l oser i t was i n s i d e , and v i c e versa. 

I t ' s a confusing s i t u a t i o n and we were of the consensus t h a t 

the order should be the same and i t was my understanding 

t h a t the BLM would attempt t o get the s e c r e t a r i a l order r e ­

duced t o the same area so t h a t there would be one potash 

area t h a t a pplies i n a l l cases. 

I have put a copy of E x h i b i t 

Three over here on the chalkboard. The white areas w i t h i n 

the heavy o u t l i n e , heavy l i n e o u t l i n e , are areas t h a t are 

common both t o R - l l l - A i n i t s present form and the known 

potash leasing area. 
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The area which i s shaded i s the 

area i n the known potash leasing area outside of Order R-

111. 

The red c o l o r a t i o n i s — repre­

sents areas t h a t are i n R - l l l but are outside the known pot­

ash leasing area. 

And then the cross hatched area 

on the outside i s the area w i t h i n the s e c r e t a r i a l potash or­

der but outside of the known potash l e a s i n g area or Order R-

111. 

So you can see on the map how 

much we are expanding the R - l l l area and the red areas i n d i ­

cate the amount t h a t i t w i l l be contracted. 

We also propose r a t h e r than to 

issue an amendment t o Order R - l l l as each expansion or con­

t r a c t i o n takes place, t h a t we would do t h i s i n our normal 

pool nomenclature hearings so t h a t there w i l l be a hearing 

about i t but we're about t o run out of l e t t e r s i n the alpha­

bet and I see no need t o — t o continue t o issue an R - l l l 

amendment i n order t o expand i n the area. 

E x h i b i t Four i s the proposed 

r e v i s i o n of Order R - l l l - A . A f t e r I had received the agree­

ment or perhaps we should couch i t as the r e p o r t of the work 

committee, I sat down t o see what changes we needed t o make 

i n R - l l l i n order t o accommodate t o the degree t h a t we need 
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to the agreement of the work committee and I have prepared 

t h i s as they do the L e g i s l a t i v e b i l l s . The language t h a t i s 

being deleted i s i n brackets w i t h a l i n e drawn through the 

wording, and the added language i s underlined. 

A good many of the changes are 

where we j u s t changed the word "commission" t o " d i v i s i o n " i n 

conformance w i t h the present o r g a n i z a t i o n . 

I n Section — no. I n the head­

ing t h e r e , r i g h t a f t e r " i t i s ordered t h a t " , Order R - l l l - A 

said t h a t i t was t o govern the e x p l o r a t i o n of o i l and gas i n 

c e r t a i n areas and I f e l t t h a t — t h a t as i t has been ap p l i e d 

over the years, i t c e r t a i n l y went beyond e x p l o r a t o r y w e l l s 

and included a l l development w e l l s , and t h e r e f o r , I added 

the words "and development". 

The order has been i n c o n s i s t e n t 

i n t h a t some areas i t c a l l s the potash o i l area and other 

areas i t j u s t c a l l e d i t the potash area. 

So i n order t o make i t consis­

t e n t I j u s t e l i m i n a t e d the word " o i l " where i t was used. 

I added a statement i n Para­

graph I I (1) t o the e f f e c t t h a t the new area i s coterminous 

w i t h the known potash leasing area. 

The next paragraph implements 

the change of expansion and c o n t r a c t i o n through the regul a r 

nomenclature hearings. 
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I've added a sentence, t h i s i s 

on page 6, — oh, there was another inconsistency i n R - l l l - A 

where i n the d e f i n i t i o n of deep and shallow zones. The R-

111-A f i r s t i n those d e f i n i t i o n s r e f e r r e d t o the Delaware 

sand. I've done a l i t t l e work i n the Delaware Basin and 

Delaware sand i s not a very d e f i n i t i v e term and so I j u s t 

changed t h a t t o Delaware Mountain Group so i t would be con­

s i s t e n t . 

I guess I skipped page 3. We 

— I d i d not adopt the e n t i r e language of the agreement be­

cause I f e e l t h a t the D i v i s i o n , and I'm sure the BLM f e e l s 

the same way, needs t o r e t a i n i t s d i s c r e t i o n about such mat­

t e r s , but the added language says "The D i v i s i o n ' s D i s t r i c t 

Supervisor may waive the requirements of Section I V ( 3 ) " , 

t h a t ' s the s a l t p r o t e c t i o n s t r i n g s , "upon s a t i s f a c t o r y show­

i n g , w i t h concurrence of the BLM, t h a t a l o c a t i o n i s outside 

the LMR and surrounding b u f f e r zone and t h a t no potash r e ­

sources w i l l be endangered." 

We also added Paragraph (5) 

th e r e , which i s i n conformance w i t h the agreement t h a t " a l l 

encounters w i t h flammable gas, i n c l u d i n g hydrogen s u l f i d e , 

during d r i l l i n g operations s h a l l be reported immediately t o 

the appropriate OCD D i s t r i c t o f f i c e f o l l o w e d by a w r i t t e n 

r e p o r t of same." And t h a t i s very l i t t l e d i f f e r e n t than our 

general r u l e s r e q u i r e . 
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The agreement s t a t e d t h a t w e l l s 

could be deviated from the v e r t i c a l a f t e r completely 

p e n e t r a t i n g Marker Bed No. 126, and t h i s i s my — my own 

implementation of t h a t i n t h a t I am concerned t h a t i n a 

deviated hole there's a tendency of casing t o l i e — lay 

against the down side of the — of the hole, and I t h i n k 

t h i s i s a very important s t r i n g of pipe and i n order t o 

assure t h a t we get a good cement j o b , I have w r i t t e n i n here 

t h a t each j o i n t of casing i n the deviated p o r t i o n of the 

hole w i l l be c e n t r a l i z e d . 

On page 9 I added a paragraph 

i n t h e r e , and I'd l i k e t o e x p l a i n t h a t a l i t t l e b i t . 

One of the things t h a t the 

potash i n d u s t r y i s g r e a t l y concerned about i s the occurrence 

of methane i n t h e i r mine and there's a very good reason f o r 

t h i s concern. Should there be as much as a quarter of one 

percent of methane found i n the mines, the mine w i l l be 

c l a s s i f i e d as gassy and a very large p a r t of t h e i r equipment 

must be changed out a t a very large expense, and i t would 

have the e f f e c t of s h u t t i n g down mining operations. 

Of course, we have — we have 

put the s a l t p r o t e c t i o n s t r i n g i n t h e r e . We have r e q u i r e d 

cement t o be brought to the surface and i t occurred t o me 

t h a t the only time, r e a l l y , t h a t t h a t potash may be i n j e o ­

pardy i s i f before the intermediate or production s t r i n g i s 
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run should they run i n t o a blowout s i t u a t i o n , enclosed blow 

out (unclear) and pressure i n excess of the b u r s t r a t i n g of 

the casing, then there — t h a t i s the only p o s s i b i l i t y t h a t 

I can foresee where gas could be got i n t o t h a t s e c t i o n , and 

so I d r a f t e d t h i s paragraph, which reads, "Before d r i l l i n g 

the plug the casing o u t l e t s h a l l be equipped w i t h r u p t u r e 

disc or other automatic pressure r e l i e f device set a t 80 

percent of r a t e d b u r s t pressure of new casing or 60 percent 

of r a t e d b u r s t pressure of used casing, together w i t h p i p i n g 

to d i v e r t any flow a safe distance from the r i g . Such de­

vice s h a l l remain i n s t a l l e d so long as d r i l l i n g a c t i v i t i e s 

continue i n the w e l l u n t i l intermediate or production casing 

i s cemented t o surface." 

Paragraph (4) I j u s t rearranged 

the words a l i t t l e b i t . When I t r i e d t o go through there 

and cross out, u n d e r l i n e , and so f o r t h , i t j u s t became un­

manageable so I j u s t s t r u c k out the o l d sentence and put i n 

the r e v ised sentence. I t r e a l l y says the same t h i n g . 

On page 13, i n conformance w i t h 

the agreement of the work committee, we i n s e r t e d a new Para­

graph (1) t h a t s t a t e s as f o l l o w s : "Within n i n e t y days f o l ­

lowing the e f f e c t i v e date of t h i s order, and on January 31st 

of each year t h e r e a f t e r each potash lessee s h a l l f i l e w i t h 

the D i s t r i c t Manager of the BLM a designation of the potash 

deposits on h i s lease which he considers t o be l i f e of mine 
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reserves as described i n the agreement of the Potah-Oil and 

Gas Work Committee dated November 2 3rd, 1987, attached here­

to as E x h i b i t B. Upon v e r i f i c a t i o n of the s e l e c t i o n of LMR 

lands by the BLM such lands s h a l l be committed t o a map 

which together w i t h appropriate b u f f e r zones s h a l l c o n s t i ­

t u t e lands on which d r i l l i n g a p p l i c a t i o n s w i l l not be ap­

proved, except as provided i n (3) below." 

I'm not sure t h a t t h a t ' s — I 

t h i n k t h a t should probably be ( 4 ) . Paragraph ( 4 ) , which i s 

added — w e l l , a c t u a l l y , i t ' s t o replace the one t h a t ' s 

crossed out above, I b e l i e v e , " D r i l l i n g a p p l i c a t i o n s on f e d ­

e r a l lands w i l l be processed f o r approval by BLM. Applica­

t i o n s on s t a t e or patented lands w i l l be processed by the 

D i v i s i o n and i n the case of s t a t e lands i n c o l l a b o r a t i o n 

w i t h the Commissioner of Public Lands. The D i v i s i o n w i l l 

f i r s t a s c e r t a i n from the BLM t h a t the l o c a t i o n i s not w i t h i n 

the LMR area. Any a p p l i c a t i o n t o d r i l l i n the LMR area, i n ­

cl u d i n g b u f f e r zones, may be approved only a f t e r n o t i c e and 

hearing, or by mutual consent of lessor and lessees of both 

potash and o i l and gas i n t e r e s t s . A p p l i c a t i o n s t o d r i l l 

o utside the LMR and associated b u f f e r zones w i l l be ap­

proved as i n d i c a t e d i n the gu i d e l i n e s e s t a b l i s h e d i n E x h i b i t 

B. " 

We have struck the requirement 

t h a t the potash companies f i l e each year a 5-year p r o j e c t i o n 
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of t h e i r mining plans. As they have explained t o us, t h a t 

plan could very w e l l be obsolete the day a f t e r they f i l e i t 

and t h e r e f o r l i m i t e d meaning. 

We be l i e v e t h a t the f i l i n g of 

the LMR's and they are s t i l l r e q u i r e d t o f i l e p l a t s each 

year showing where they have a c t u a l l y mined, and those p l a t s 

are on f i l e w i t h the D i v i s i o n and are a v a i l a b l e f o r p u b l i c 

i n s p e c t i o n . 

The 5-year mining plans were — 

were held c o n f i d e n t i a l . 

And as i n d i c a t e d on here, they 

—• we w i l l a t t a c h as E x h i b i t A t o the order, at l e a s t t h i s 

i s our proposal, the d e s c r i p t i o n f u r n i s h e d by the BLM of the 

areas comprising the known potash leasing area, and t h a t de­

s c r i p t i o n i s E x h i b i t Five. 

Now, a number of people have 

i n d i c a t e d t o me t h a t they f e e l t h a t the o i l and gas i n d u s t r y 

i s g i v i n g up too much i n t h i s agreement, but every w e l l t h a t 

was proposed t o be d r i l l e d i n the blue area on — on the 

BLM's map met w i t h o p p o s i t i o n from a potash operator, and i t 

seemed t o me t h a t the a r b i t r a t i o n meetings were of no value. 

I have not seen an agreement come out of any of those a r b i t ­

r a t i o n meetings except where the a p p l i c a n t wanted t o be as­

sured t h a t h i s lease was going t o be extended because of the 

i n t e r f e r e n c e w i t h the potash, and he r e a l l y d i d n ' t want t o 
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d r i l l t h a t w e l l t h a t much, anyway. And the others have r e ­

s u l t e d i n agreement t o disagree and go t o hearing; e i t h e r 

t h a t or t o drop the d r i l l i n g plan. 

I f e e l t h a t the o i l and gas i n ­

dustry was g e t t i n g nowhere w i t h — w i t h w e l l s and t h a t the 

agreement and the changes i n Order R - l l l w i l l allow some 

we l l s to be d r i l l e d t h a t otherwise would not be d r i l l e d , and 

I t h i n k t h a t the procedure f o r f i l i n g an a p p l i c a t i o n i s 

c l a r i f i e d . I t h i n k we've e l i m i n a t e d confusion as t o where 

the s p e c i a l casing r u l e s need to be used and where they 

don't. I t seems t o me t h a t i t i s j u s t a c l e a r e r order than 

— than what we had. 

That's a l l I have. 

MR. LEMAY: Thank you, Mr. 

Lyon. 

Questions of the witness. Mr. 

Kellahin? 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

QUESTIONS BY MR. KELLAHIN: 

Q Mr. Lyon, when you r e f e r to the BLM 

potash area were you r e f e r r i n g to the area defined on the 

Secretary of I n t e r i o r map from October of '84 t h a t o u t l i n e s 

the potash enclave? 
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A I s t h a t the Secretary's order? 

Q Yes, s i r . 

A No. 

Q The Secretary area as defined i n t h a t Oc­

tober '84 map, i s t h a t the boundary t h a t you're making co­

terminous w i t h the R - l l l - A i f t h i s proposal i s adopted? 

A No, the Secretary's order i s the heavy 

black l i n e shown on E x h i b i t Three and we do not i n t e n d t o 

expand R - l l l t o cover t h a t e n t i r e area. The small map t h a t 

— l i k e t h i s one, the ones t h a t are a v a i l a b l e from the BLM, 

and so f o r t h , the colored areas on t h a t are the area t h a t 

we're t a l k i n g about as the known potash l e a s i n g area. 

Q When you d e f i n e the c u r r e n t o i l d i v i s i o n 

area, p o t a s h / o i l area, t h a t ' s under R - l l l through P, i s i t ? 

A Yes. No, through 0. 

Q Through 0, and t h i s would be proposal P 

to t h a t s e r i e s of orders. 

A Right. 

Q Lead me through, i f you w i l l , Mr. Lyon, 

what i s the mechanics i f an operator desires t o d r i l l a w e l l 

i n the OCD potash area under the e x i s t i n g procedures, where­

by he wants t o d r i l l a t any p o i n t w i t h i n the R - l l l area, 

even i f the Secretary of I n t e r i o r ' s map shows t h a t i t may be 

barren, may be minimal potash. He f i l e s h i s APD. He sends 

out the appropriate notices t o the potash operators w i t h i n a 
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mile of h i s w e l l l o c a t i o n and there i s a t i m e l y o b j e c t i o n by 

the potash operator. That matter then i s sent t o a r b i t r a ­

t i o n and i f a r b i t r a t i o n i s unsuccessful, i t goes t o the 

hearing. Is t h a t not c o r r e c t ? 

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

Q And t h a t hearing process i s t r i g g e r e d 

w i t h o u t regard t o whether or not the Secretary of I n t e r i o r 

map shows t h a t the area p a r t the o i l and gas operator seeks 

to penetrate i s barren or not. 

A That's t r u e . 

Q I t becomes an issue a t the hearing, and 

t h a t ' s t r u e of any APD proposed w i t h i n the c u r r e n t R - l l l 

area. I f you want t o d r i l l i n t h a t area and there's an ob­

j e c t i o n , you've got t o go t o hearing. 

A Yes, s i r . 

Q I f the proposed r e v i s i o n to the r u l e s are 

adopted by the Commission w i l l there not be greater f l e x i ­

b i l i t y f o r the operator of the o i l and gas w e l l t o o b t a i n a 

l o c a t i o n w i t h i n the R - l l l area w i t h o u t a hearing? 

A Yes, I t h i n k i t ' s s u b s t a n t i a l l y improved. 

Q And t h a t i s t r i g g e r e d based upon the i n ­

c o r p o r a t i o n i n t o the R - l l l orders of the concept of l i f e of 

the mine reserves. 

A Correct. 

Q Would you d e f i n e what t h a t means? 
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A L i f e of mine reserves? 

Q Yes, s i r , as i t ' s used i n the proposed 

order. 

A Well, of course, i t r e f e r s to the -- t o 

the agreement of the work committee. The agreement states 

i t i s the i n t e n t i o n of the p a r t i e s t h a t c e r t a i n areas of 

potash d e p o s i t s , c a l l e d l i f e of mine reserves, or LMR's, be 

permanently p r o t e c t e d from o i l and gas d r i l l i n g a c t i v i t i e s . 

Q I n a general sense don't those — doesn't 

t h a t d e f i n e , Mr. Lyon, what the potash i n d u s t r y believes t o 

be those commercial deposits of reserves t h a t are reasonably 

recoverable using c u r r e n t economics? 

A Yes, s i r , i t i s , and I might s t a t e f u r ­

t her t h a t — t h a t a t our work committee meetings the potash 

companies displayed the p o r t i o n of — percentage of the blue 

area which i s shown on — i n c i d e n t a l l y , there are some maps, 

copies of t h i s small map down here on the t a b l e i f anybody 

wants one. 

MR. KELLAHIN: I f you don't 

mind, Mr. Chairman, perhaps we could mark t h i s as E x h i b i t — 

what's your l a s t e x h i b i t , Four? 

A Five. 

MR. KELLAHIN: Five? This 

should be Five? 

A Six. This would be Six. 
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MR. KELLAHIN: May we mark t h i s 

as E x h i b i t Six, Mr. Chairman? 

MR. LEMAY: You may. I t i s so 

noted. 

Q To a i d us i n our disc u s s i o n , Mr. Lyon, 

the work study placed s i g n i f i c a n c e t o the d i f f e r e n t c o l o r s 

t h a t are coded on t h i s d i s p l a y , d i d they not? 

A Yes. 

Q When we look a t the yellow area on t h i s 

colored d i s p l a y , what does t h a t depict? 

A The yellow area i s areas t h a t are cur­

r e n t l y under mining operations. 

Q Under the work study proposal, then, the 

yellow area was an area t h a t i s thought t o include l i f e of 

the mine reserves? 

A I'm s o r r y . 

Q Yes, s i r . I'm t r y i n g t o i d e n t i f y what 

the work study committee d i d w i t h the yellow area. That i s 

i d e n t i f i e d as working mine operations or mine operations 

t h a t have been abandoned? 

A No, the yellow i s — i s the f i r s t mined 

areas where i n the mining of potash the f i r s t mining they — 

they — they d i g f a i r l y wide d r i f t s and then they cross-

d r i f t . That may not be the proper term, but anyhow, they 

leave large p i l l a r s of potash between the mined areas and 
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those p i l l a r s plus the roo f b o l t s and so f o r t h hold the 

overburden up, but when they get t o the secondary mining 

they mine out those p i l l a r s and then the overburden w i l l 

cause the — 

Q For our di s c u s s i o n , the yellow area, 

then, represents potash reserves t h a t are near and dear t o 

the potash i n d u s t r y . 

A That's r i g h t . That's where t h e i r c u r r e n t 

workings are. 

Q And t h a t represents — 

A Before they've p u l l e d out the p i l l a r s . 

Q That represents p a r t of the area t h a t 

would be included i n the l i f e of the mine d e f i n i t i o n , l i f e 

of the mine reserve d e f i n i t i o n . 

A Right. 

Q A l l r i g h t . When we look a t the orange 

area on the d i s p l a y , what does t h a t depict? 

A The orange area are secondary mined areas 

which have been abandoned f o r mining and are i n the process 

of c o l l a p s i n g . 

Q And i s i t your understanding t h a t the 

orange area would also represent p a r t of the area t h a t ' s i n ­

cluded w i t h i n the l i f e of the mine reserve d e f i n i t i o n ? 

A Yes. 

Q Conversely, w i t h i n the c u r r e n t boundary 
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of the R - l l l area, there are areas t h a t are depicted i n red, 

are there not? 

A Yes. 

Q And what do those represent? 

A Those areas are i n d i c a t e d to be barren. 

Q And under t h i s agreement, then, i f the 

Commission adopts the proposed r u l e change, t h a t — t h a t 

area i s not under the d e f i n i t i o n of l i f e of the mine reser­

ves . 

A That's r i g h t . 

Q And t h e r e f o r , w i t h o u t n o t i c e and hearing 

becomes a v a i l a b l e t o the o i l and gas opertors f o r the d r i l ­

l i n g of a w e l l . 

A Right. 

Q When we look a t the gray area, there are 

gray areas both w i t h i n and w i t h o u t the c u r r e n t R - l l l area, 

are there not? 

A I'm s o r r y , say t h a t again. 

Q Yes, s i r . I'm loo k i n g a t the gray area 

on the colored photo. 

A Yes. 

Q I f i n d gray area both w i t h i n the c u r r e n t 

R - l l l area and also outside t h a t area. 

A Yes, t h a t ' s t r u e . 

Q When the areas expanded become terminus 
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w i t h the Secretary area of the potash reserve, t h a t gray 

area, however, w i l l be an area t h a t i s not included i n l i f e 

of the mine reserve d e f i n i t i o n . 

A As of now, no. 

Q Therefor, the gray area, which c o n s t i t u t e 

an area i n which an o i l and gas operator could d r i l l through 

the potash area and not have t o have a hearing t o do so. 

A I t h i n k t h a t ' s t r u e . 

Q Now, f o r the blue area there i s some ad­

d i t i o n a l work t o be done, i s t h a t not true? 

A Well, the representations made by the 

potash people were t h a t there are areas i n the blue t h a t 

they do not consider t o be l i f e of mine reserves and t h e r e ­

f o r would be a v a i l a b l e f o r o i l and gas d r i l l i n g . 

Q And p a r t of the concept, a t l e a s t i f i t ' s 

f u l l y i n corporated by both the BLM and the OCD, w i l l be t h a t 

the potash operators w i l l on a c o n f i d e n t i a l bases share t h a t 

i n f o r m a t i o n w i t h the BLM t o more accurate l y define and de­

l i n e a t e the l i f e of the mine reserves t o be contained. 

A Yes. 

Q Based upon t h a t , then, the OCD can pro­

cess a p p l i c a t i o n s f o r permits t o d r i l l and determine whether 

or not they're encroaching upon l i f e of the mine reserves. 

A Right. The BLM i s going o t be the — the 

p o i n t a t which we can make a determination of whether a l o -



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 

35 

c a t i o n i s d r i l l a b l e or not and I probably should e x p l a i n 

t h a t the potash people consider these determinations t o be 

c o n f i d e n t i a l and they are r e l u c t a n t t o release those t o any­

body besides the BLM and the BLM also has the data on which 

those determinations are made, namely the core i n f o r m a t i o n 

which has been taken, and they can v e r i f y the determination 

made by the potash people. 

Q F i n a l l y , on d i s p l a y Six, when we look a t 

the green area which i s depicted as having i n f e r r e d potash 

reserves — 

A Yes. 

Q — under the proposal the green area 

would be excluded from the d e f i n i t i o n of the area t h a t ' s i n ­

cluded w i t h i n l i f e of the mine reserves, i s t h a t not true? 

A I'm not c l e a r on t h a t w i t h o u t — I be­

l i e v e according t o the agreement here, i t ' s i n d i c a t e d t h a t 

the green would probably be perm i t t e d but I t h i n k , and the 

people from BLM are here, they can c o r r e c t me i f t h i s i s not 

c o r r e c t , but I understand t h a t t h a t green c o l o r a t i o n i n d i ­

cates t h a t there i s not enough data a v a i l a b l e t o make a good 

determination as t o the q u a l i t y of potash reserves i n th e r e , 

and i t ' s l i k e l y t h a t some of t h a t may be reco l o r e d blue when 

they get a d d i t i o n a l core i n f o r m a t i o n . Or i t could be red. 

Q On page 13 of the — I'm s o r r y , page 15 

of the proposed R - l l l - P , Mr. Lyon, i f you'd r e f e r t o para-
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graph immediately above Roman numeral V I I I . 

A Page 13? 

A I'm s o r r y , i t ' s 15. 

A 15? Yeah, okay. 

Q I f t h i s proposed r u l e change i s adopted 

by the Commission and i f we're looking at those areas t h a t 

are now d e l i n e a t e d as l i f e of the mine reserve areas, under 

the proposed r u l e change, then an o i l and gas operator could 

s t i l l d r i l l those areas i f he's able a f t e r n o t i c e and hear­

in g t o persuade the O i l Commission to enter an order g r a n t ­

ing t h a t d r i l l i n g ? 

A Yes. I t h i n k t h a t t h i s i s — t h i s i s one 

of the things t h a t we f e l t a l i t t l e b i t d i f f e r e n t l y than the 

work committee. I f e e l t h a t we need t o r e t a i n our d i s c r e ­

t i o n about those t h i n g s . 

Q You've incorporated i n t o the proposed or­

der the November 23rd statement f o the i n d u s t r y work study 

committee, which u t i l i z e s the idea of a b u f f e r zone around 

the l i f e of the mine reserves? That i s intended t o be i n ­

corporated i n t o the order by reference, i s i t not, Mr. Lyon? 

A Yes. Yes, i t i s . The agreement states 

t h a t a b u f f e r zone of a quarter mile or the depth of the ore 

plus 10 percent would be -- comprise the b u f f e r zone f o r the 

shallow w e l l s ; i t ' s wider f o r the deep w e l l s . But t h i s i s 

based on t h e i r concern t h a t a t such time as they do secon-
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dary mining i n there and they mine out the p i l l a r s and b r i n g 

about the subsidence, t h a t the impact of t h a t subsidence 

takes — the angle of repose, you might say, i s approximate­

l y 45 degrees and, consequently, the — you would have a 

p r o j e c t i o n a t a 45 degree angle from the area where the sub­

sidence takes place, and there i s concern t h a t — t h a t cas­

ing f o r w e l l s i n there would be h i g h l y s u s c e p t i b l e t o dam­

age, perhaps even shearing, i f the w e l l were operating there 

i n an area of subsidence. 

Q Mr. Lyon, are you f a m i l i a r w i t h the f a c t 

t h a t the O i l Conservation Commission d i v i s i o n s — Commission 

and D i v i s i o n ' s records are r e p l e t e w i t h disputes between the 

O i l Conservation — the o i l i n d u s t r y and the potash i n d u s t r y 

over the issue of subsidence and how f a r away a wellbore 

must be from — from potash reserves? 

A Yes, I'm aware of t h a t . 

Q Do you have any doubt i n your mind as a 

p r o f e s s i o n a l engineer t h a t i t ' s f a i r and reasonable t o have 

an area of b u f f e r between l i f e of the mine reserves and o i l 

and gas d r i l l i n g ? 

A I t h i n k i t ' s e n t i r e l y reasonable, yes. 

Q We t a l k about examples of how we might 

implement d r i l l i n g w i t h i n the R - l l l area, i f modified. I f 

you're w i t h i n a quarter mile of the l i f e of the mine reser­

ves w i t h i n the f i r s t b u f f e r area you cannot do so, then, 
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w i t h o u t n o t i c e and a hearing t o j u s t i f y the d r i l l i n g of t h a t 

w e l l ? 

A Well, t h a t — t h a t ' s probably t r u e unless 

the p a r t i e s can — can come t o an agreement. 

Q There i s a way to d r i l l t h a t w i t h agree­

ment — 

A Yes. 

Q — or a d e c i s i o n a f t e r a hearing. 

A Right. 

Q I f you are greater than a quarter of a 

mile but less than h a l f a mile from l i f e of the mine reser­

ves and you don't want t o penetrate below the base of the 

Delaware, then you can d r i l l t h a t w e l l provided you use the 

R - l l l casing and cementing programs. 

A I b e l i e v e t h a t ' s r i g h t . 

Q I f you're more than a h a l f a mile away 

from the l i f e of the mine reserves but not more than a m i l e , 

then you can d r i l l the w e l l down to the base of the Delaware 

w i t h o u t the R - l l l casing and cementing requirement. 

A Subject t o the D i s t r i c t Supervisor's ap­

proving the case. 

Q And i f you want t o d r i l l below the base 

of the Delaware, being more than a h a l f mile or less than a 

m i l e , then you can do so w i t h the R - l l l casing and cementing 

program. 
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A Right. 

Q IN your o p i n i o n does t h a t give the Com­

mission, as w e l l as the potash operators and the o i l and gas 

operators a reasonable, f l e x i b l e d r i l l i n g program t h a t a l ­

lows the m u l t i p l e use of t h i s area by both i n d u s t r i e s ? 

A I t h i n k so. I t h i n k i t ' s as close as we 

can come. 

Q Do you have an opini o n as t o whether the 

proposed order as you've suggested t o the Commission i s one 

t h a t w i l l improve upon the c u r r e n t R - l l l Order? 

A Yes, I t h i n k i t ' s an improvement. 

Q Do you have an o p i n i o n as t o whether or 

not the proposed r u l e change w i l l be one t h a t p r o t e c t s the 

o i l and gas i n t e r e s t s from undue waste, p r o t e c t s potash 

operations from undue waste, and promotes conservation f o r 

both i n d u s t r i e s ? 

A Yes, t h a t would. 

Q Let me d i r e c t your a t t e n t i o n back t o your 

proposed order again, t o one of the e a r l i e r pages where 

there's a d e f i n i t i o n used on page 3, Mr. Lyon. 

On page 3 above Roman numeral IV i n para­

graph (4) . 

A Yes, s i r . 

Q I t t a l k s about the D i v i s i o n ' s D i s t r i c t 

Supervisor waiving the requirements f o r the casing and 
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cementing program. 

A Yes. 

Q Provided i t ' s outside the l i f e of the 

mine reserves and the surrounding b u f f e r zone. We're t a l k ­

i n g about the b u f f e r zones, then, t h a t are set f o r t h i n the 

statement of November 23rd of '87? 

A Yes, s i r . 

Q Then when we go on and say, "and t h a t no 

potash resources w i l l be endangered." 

A Yes. 

Q What's the source of t h a t phrase, Mr. 

Lyon? 

A Well, i t extends from representations by 

the BLM t h a t they are not committing themselves t o a blanket 

approval of t h a t where they f e e l t h a t there are potash r e ­

serves t h a t may not be commercial now but sometime i n the 

f u t u r e might be commercial. 

Q I am unable t o f i n d t h a t phrase used i n 

any of the c u r r e n t s t a t u t e s or r u l e s and r e g u l a t i o n s of the 

O i l Conservation D i v i s i o n . Are you aware of i t being used 

anywhere else (unclear)? 

A Of what? 

Q The phrase "no potash resources w i l l be 

endangered"? 

A I f o r g o t t o b r i n g my r u l e book so I can't 
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r e f e r to i t . 

Q My concern, Mr. Lyon, i s t h a t i t perhaps 

u n i n t e n t i o n a l l y creates a new d e f i n i t i o n t h a t i s something 

d i f f e r e n t than the s t a t u t o r y o b l i g a t i o n of the Commission t o 

p r o t e c t the undue waste of commercial potash and there are 

enough lawyers i n the room t h a t we can probably t h i n k of 

about f i v e d i f f e r e n t ways t o fuss w i t h t h i s . I wonder i f 

youj would have any o b j e c t i o n , s i r , i f we deleted t h a t l a n ­

guage and had you go back and use the d e f i n i t i o n s used i n 

70-2-12 (17), which i s the ones we're f a m i l i a r w i t h r e f e r ­

r i n g t o the e f f e c t unduly t o reduce t o t a l q u a n t i t i e s of com­

mercial deposits of potash; t h a t ' s t h a t t y p i c a l d e f i n i t i o n 

we've seen. I t c e r t a i n l y would make me more comfortable. 

Do you see any reason not t o use the standard s t a t u t o r y de­

f i n i t i o n ? 

A I'd have t o look a t i t a l i t t l e c l o s e r . 

I'd be glad t o consider i t . 

Q Thanks. The n o t i c e of hearing t a l k s 

about the p o t e n t i a l issue of adopting d i r e c t i o n a l d r i l l i n g 

procedures? 

A Yes, s i r . 

Q Would you i d e n t i f y f o r us where i n the 

proposed order you've addressed the issue of d i r e c t i o n a l 

d r i l l i n g ? 

A I have addressed i t only i n the case i n 
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the s a l t p r o t e c t i o n s t r i n g where they begin t o deviate from 

the v e r t i c a l and the committee, I asked the committee i f 

they had any — any suggestions f o r t h a t and there were none 

given, but I t h i n k t h a t i f anybody who's present here today 

or who may want t o respond t o t h i s order has any such sug­

gesti o n s , we are open t o hear those suggestions. I do not 

inten d t o propose them. 

Q Was there discussion by the committee 

about the t e c h n i c a l r e l i a b i l i t y and f e a s i b i l i t y of d i r e c ­

t i o n a l d i r l l i n g i n the potash enclave? 

A We d i d not have a great deal of discus­

sion about d i r e c t i o n a l d r i l l i n g . I n our educational ses­

sions we t a l k e d about, i n general, d i r e c t i o n a l d r i l l i n g 

techniques. 

Q There are w e l l s i n existence now i n the 

potash area t h a t have been d i r e c t i o n a l l y d r i l l e d , have they 

not? 

A I don't know. I don't know f o r c e r t a i n 

t h a t there are. 

Q I b e l i e v e Belco's got two of them over i n 

t h a t James Ranch area. Are you aware of anyone a l e r t i n g you 

to the d i f f i c u l t i e s or the i m p o s s i b i l i t i e s of d i r e c t i o n a l 

d r i l l i n g i n the potash enclave? 

A No. 

Q As best you know as a p r o f e s s i o n a l en-
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gineer i t ' s a reasonbly f e a s i b l e t h i n g t o do? 

A Yes. 

Q The question then i s one of economics as 

to whether the operator does i t or not? 

A Right. 

Q Did the work study group review the 

casing and cementing program requirements of e x i s t i n g R - l l l 

orders? 

A We d i d i n our educational system — or 

session, and went through i t i n great d e t a i l f o r the b e n e f i t 

of the potash people present t o t r y t o a l l a y concerns t h a t 

they might have about means of gas g e t t i n g i n t o mines. Of 

course t h i s was a very important subject t o them and we d i d 

go through i t from t h a t v iewpoint. When I asked f o r sugges­

t i o n s t h a t — i f there was any way t h a t we could improve 

those, I got none. 

The recommendation, then, i s t h a t there 

would be no changes to the casing and cementing requirements 

of the e x i s t i n g order? 

A I don't — I'm not proposing any other 

than those t h a t I have discussed here and t h a t appear i n the 

order, but s t i l l , i f there i s anybody who has any sugges­

t i o n s on improving those, we would l i k e to have t h e i r sug­

gestions . 

That was my purpose i n l i s t i n g those par-
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t i c u l a r items i n t h e r e . I f we're going o t r e v i s e Order R-

111, I'd l i k e t o do the best job t h a t we can and i f anybody 

has i n p u t other than the committee's, we would welcome i t . 

Q You i n d i c a t e d t h a t the November 2 3rd, '87 

statement of the work study was sent out by the D i v i s i o n i n 

a n o t i c e , Mr. Lyon. 

A Yes. 

Q I s t h a t n o t i c e included i n your E x h i b i t 

Number Two? 

A No, but there are copies, I t h i n k , on the 

t a b l e over there and I b e l i e v e I gave the Commissioners each 

a copy of t h a t memorandum. 

Q That's the memorandum dated November 

30th, '87? 

A I don't remember the date. 

MR. KELLAHIN: May I help the 

witness, Mr. Chairman? 

MR. LEMAY: Yes, go ahead. 

A Right, t h i s i s the one and attached i s a 

copy of the agreement of the working i n t e r e s t . 

Q What's your understanding of how t h a t i n ­

formation i s disseminated t o the i n d u s t r y ? 

A We sent i t out on our — on our regu l a r 

m a i l i n g l i s t f o r dockets. 

Q Who does i t go t o , do you know, Mr. Lyon? 
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A I don't know. Anybody who has asked f o r 

i t . 

Q Okay, i t g e n e r a l l y goes out t o the gen­

e r a l — same general m a i l i n g l i s t t h a t receive the Commis­

sion and Examiner dockets? 

A Right. 

Q Subsequent t o sending t h a t out, Mr. Lyon, 

have you received any w r i t t e n o b j e c t i o n s t o the statement of 

November 23rd, '87, as i t appears i n t h a t document? 

A Yes. I don't have them organized. 

Q Well, I wanted you t o summarize f o r us 

the kinds of matters you were — received o b j e c t i o n s t o and 

how you a t l e a s t addressed them and incorporated them i n t o 

the proposed r u l e change or r e j e c t e d them, so t h a t we may 

know what the i n p u t of the i n d u s t r y was subsequent t o the 

agreement and determine how you analyzed and processed those 

comments. 

A Well, I've read each of the responses and 

j u s t i n general I f e l t t h a t those responses were based on 

some — some perception other than — t h a t the work commit­

tee, t h a t there were some — I t h i n k there was a f e e l i n g 

t h a t we were going to adopt t h i s agreement lock, stock and 

b a r r e l , i n place of Order R - l l l , and I f e l t t h a t i f they 

would come and l i s t e n to — s i t i n on the hearing, and so 

f o r t h , and see what we were proposing to issue i s an 
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order t h a t probably would a l l a y t h e i r concerns. I d i d not 

respond to them. 

Q Do I understand your testimony t h a t dur­

ing the course of the a c t i v i t y of the committee from i t s i n ­

i t i a l o r g a n i z a t i o n meeting i n May 29th, 1986, o t the c u r r e n t 

date, t h a t you've allowed any o i l and gas operator t h a t has 

shown an i n t e r e s t i n p a r t i c i p a t i n g t o whatever e x t e n t , the 

op p o r t u n i t y to so p a r t i c i p a t e i n the work study? 

A We c e r t a i n l y have. 

Q Thank you, s i r . 

MR. LEMAY: Thank you, Mr. 

K e l l a h i n . 

Before we go on t o a d d i t i o n a l 

questions, I'd l i k e t o make one t h i n g — make i t a p o i n t 

t h a t i t w i l l be the Commission's i n t e n t and we w i l l allow 

t h i s record t o be l e f t open f o r two weeks f o l l o w i n g t h i s 

hearing, so those of you t h a t — t h a t do have copies, and 

you can get a d d i t i o n a l copies of the proposed order as 

defined here by Mr. Lyon's E x h i b i t I t h i n k i t ' s Number Four, 

t h a t y o u ' l l be able t o supply w r i t t e n comment t o the 

Commission concerning t h i s and won't be put under the time 

frame of t r y i n g t o respond t o i t today. 

A d d i t i o n a l questions of Mr. 

Lyon? 

Yes, s i r , Mr. H a l l . 
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MR. HALL: F i r s t , Mr. Commis­

sioner, I might f i r s t advise the Commission we're prepared 

today t o a t t a c k or oppose at l e a s t i n p a r t the j o i n t indus­

t r y agreement, which i s now I understand E x h i b i t Two i n the 

record t h i s morning. We've not p r e v i o u s l y seen E x h i b i t 

Four, which i s the proposed order, and i n i t i a l l y I 'd l i k e t o 

advise the Commission t h a t we t h i n k i t ' s a vast improvement 

and we're not sure whether we're proponents or opponents a t 

t h i s time. We'd s t i l l l i k e t o ask a couple of questions. 

MR. LEMAY: Fine, Mr. H a l l , 

please proceed. 

QUESTIONS BY MR. HALL: 

Q Mr. Lyons, l e t me ask you, was E x h i b i t 

Four d i s t r i b u t e d t o anyone outside the D i v i s i o n p r i o r t o 

t h i s hearing? 

A Well, we j u s t got i t typed Thursday or 

Friday of l a s t week and, of course, Monday was a h o l i d a y . I 

did give copies t o one or two people who came t o my o f f i c e 

yesterday, but t h a t ' s the only d i s t r i b u t i o n other than here 

i n t h i s room. 

Q A l l r i g h t . Going b r i e f l y through E x h i b i t 

Four, I understand t h a t i t c a l l s f o r the adoption of E x h i b i t 

B, which i s the j o i n t i n d u s t r y agreement, as p a r t of the 

proposed r u l e . 
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Now, i n view of some of the feedback t h a t 

I understand the D i v i s i o n has received on t h a t , do you un­

derstand t h a t there are some in c o n s i s t e n c i e s between E x h i b i t 

B and then the proposed r u l e i t s e l f ? 

A Yes. 

Q Would some of those i n c o n s i s t e n c i e s be 

concerned w i t h the de l e g a t i o n of a u t h o r i t y problems which 

the Commission Chairman has mentioned t h i s morning? 

A Yes, very d e f i n i t e l y . 

Q And does the E x h i b i t B also attempt t o 

t r e a t a l l owners of o i l and gas i n t e r e s t s i n the area as a 

class? I s t h a t your view? 

A Well, I t h i n k i t t r e a t s everybody a l i k e . 

Q A l l r i g h t , I t h i n k t h a t answers the ques­

t i o n . 

Also, the face of E x h i b i t Four c a l l s f o r 

the designation of LMR's according t o a potash holder's 

lease i n t e r e s t , whereas E x h i b i t B seems t o allow him t o des­

ignate an LMR anywhere a t a l l , whether or not he has an 

ownership i n t e r e s t i n t h a t . Do you recognize t h a t ? 

A Yes. Yes, I do, and I t r i e d t o make the 

order a l i t t l e more s p e c i f i c than the agreement. 

Q Mr. Lyons, have you received any comments 

from i n d u s t r y w i t h respect t o the procedure f o r designating 

LMR's under c o n f i d e n t i a l means? 
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A Oh, yes, t h a t ' s probably the t h i n g t h a t 

gets — t h a t gets most of the a t t e n t i o n and i t i s something 

t h a t c e r t a i n l y i s undesireable t o us. I'm sure i t ' s unde-

s i r e a b l e t o every o i l and gas operator, but the potash 

people consider t h i s t o be c o n f i d e n t i a l i n f o r m a t i o n and I 

f r a n k l y do not know another way t h a t we can do i t . 

Q Would the D i v i s i o n be opposed t o estab­

l i s h i n g some s o r t of procedure whereby i n the LMR designa­

t i o n process anyone w i t h an a f f e c t e d property i n t e r e s t would 

have the r i g h t t o — a r i g h t of access t o the i n f o r m a t i o n 

provided — provided t h a t those same property i n t e r e s t own­

ers would be subject t o confines of some c o n f i d e n t i a l i t y 

agreement themselves? 

A Well, I t h i n k — I t h i n k t h i s i s some­

t h i n g t h a t i s i n the d i s c r e t i o n of the BLM and I don't t h i n k 

I can speak f o r them. 

Q Can you e x p l a i n to me the p r o v i s i o n i n 

E x h i b i t Two, the i n d u s t r y agreement, c a l l i n g f o r — i t ' s i n 

A r t i c l e IV on page 8 of the agreement. I t s t a t e s , o i l or 

gas lessees — I'm sor r y — " O i l or gas leases covering 

areas designated a LMR by a potash lessee w i l l be u n i t i z e d 

to the extent possible w i t h other areas where d r i l l i n g i s 

a1lowed." 

What was the purpose of t h a t phrase? 

A That language was provided by the --
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MR. LEMAY: Would you r e f e r t o 

t h a t again, Mr. H a l l , what page you're on? 

MR. HALL: Mr. Chairman, i t ' s 

on page 8 of the j o i n t i n d u s t r y agreement. That's A r t i c l e 

IV, the second sentence of the f i r s t paragraph i n ( u n c l e a r ) . 

MR. LEMAY: Page 8? 

MR. HALL: Yes, s i r . 

A That language was fur n i s h e d by the potash 

people and was agreed t o by the o i l and gas people and al s o , 

the Secretary's order states t h a t u n i t i z a t i o n i s one of the 

means t h a t w i l l be used to develop o i l and gas and s t i l l 

p r o t e c t potash. And I t r i e d t o e x p l a i n t o the potash people 

t h a t u n i t i z a t i o n does not cover a l l possible s i t u a t i o n s i n 

t h i s area. 

Q Well, l e t me ask, i s i t the purpose of 

t h a t p r o v i s i o n to simply perpetuate leases t h a t might other­

wise expire by u n i t i z i n g them? 

A I don't — I don't t h i n k t h a t was the 

purpose of the language. I d i d not t h i n k so a t the time and 

I don't now. 

Q Also, Mr. Lyons, i s n ' t there language i n 

E x h i b i t B which simply states there won't be any d r i l l i n g 

approved i n an LMR? 

A Yes. 

Q I n view of those i n c o n s i s t e n c i e s w i t h the 
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proposed order, wouldn't you agree w i t h me t h a t any of those 

p r o v i s i o n s are not necessary t o accomplish the goals of any 

order? 

A I don't t h i n k the order adopts t h a t 

agreement. 

Q Would the D i v i s i o n be opposed t o a proce­

dure whereby instead of adopting the i n d u s t r y agreement t h a t 

the record be kept open and the D i v i s i o n accept comments and 

proposals from i n d u s t r y f o r adoption as (unclear) as opposed 

to adopting the order? 

A Of course you're f r e e t o submit any com­

ments you want t o . We'd l i k e t o have them. 

MR. HALL: No f u r t h e r ques­

t i o n s . 

MR. LEMAY: Thank you, Mr. 

Hal 1. 

A d d i t i o n a l questions of the 

witness. 

Yes, s i r , Mr. Bruce. 

QUESTIONS BY MR. BRUCE: 

Q Mr. Lyon, on page 9 of your proposed or­

der — 

A Yes, s i r . 

Q — Paragraph ( h ) , could you describe sub-
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sequent operations and those r e s u l t i n g e f f e c t s t h a t opening 

the pressure r e l i e f valve might cause? 

A Say t h a t again, please? 

Q What I'm g e t t i n g a t , Mr. Lyon, l e t me 

rephrase the question. 

I f the pressure r e l i e f valve opens, sub­

sequent t o t h a t would the w e l l operator lose c o n t r o l of the 

wel l ? Could t h a t conceivably happen? 

A Well, I don't — i t depends on what he 

does w i t h the p i p i n g a f t e r he takes i t away from the w e l l 

( u n c l e a r ) . 

Q I n your o p i n i o n could i t r e s u l t i n an un­

c o n t r o l l e d pressure release a t t h a t time? 

A Sure, i t could. 

Q Would the presence of geologic formations 

i n the open w e l l b o r e , i f t h e i r f r a c t u r e s t r e n g t h would be 

reasonably expected t o be low enough, a i d i n preventing the 

occurrence of high pressure a t the surface of the wellbore? 

A Say again. 

Q I f there were g e o l o g i c a l formations i n 

the open wellbore whose f r a c t u r e s t r e n g t h was low enough, 

would t h a t a i d i n preventing the occurrence of high pressure 

at the surface of a wellbore? 

A You mean have an underground blowout? 

Well, p e r s o n a l l y , I'd r a t h e r have the gas, i f you don't have 
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c o n t r o l of the w e l l , I'd r a t h e r have gas coming out a t the 

surface. 

Q As an a l t e r n a t i v e t o the language here, 

would you, or the OCD, consider hooking the proposed r e l i e f 

l i n e i n t o the e x i s t i n g choke manifold on the r i g since t h a t 

would already be connected w i t h the blowout valve? 

A I t h i n k t h a t would be a very shrewd t h i n g 

t o do. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness? 

Commissioner Humphries. 

QUESTIONS BY MR. HUMPHRIES: 

Q Mr. Lyons, i n the i n i t i a l p a r t of the 

agreement between — between the p a r t i e s there's language 

set f o r t h on page 2 t h a t I guess I have some questions 

about. 

F i r s t of a l l , Paragraph 2, second l i n e , 

"The terms of t h i s agreement w i l l be submitted t o and must 

be adopted w i t h o u t s u b s t a n t i a l change. . .". What i s sub­

s t a n t i a l change? 

A I r e a l l y don't b e l i e v e I could define 

t h a t . 

Q Okay. I t h i n k t h a t would be h e l p f u l be 

cause I know s u b s t a n t i a l change t o one person may be s i g n i 
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f i c a n t — 

A I c e r t a i n l y agree. 

— and the a d j e c t i v e leaves the question 

open, 

Farther down the page i n the l a s t para­

graph, t h i r d l i n e down, i n discussing l i f e of the mine r e ­

serves, "LMR's be permanently p r o t e c t e d " . That sounds l i k e 

throughout i n f i n i t y . There's no release language. Some day 

there's, I assume, e i t h e r going to be proposed secondary 

mining or abandonment of the p r o j e c t or c o l l e c t i o n of the 

e n t i r e reserve, a p o i n t a t which "permanent" becomes super­

fluous and ( u n c l e a r ) . 

Did anybody discuss about release l a n ­

guage or the terms at which we could mutually agree or the 

D i v i s i o n could — or the Commission could d r a f t an order 

t h a t would deal w i t h release? 

A I don't — I don't b e l i e v e t h a t t h i s 

agreement creates such a s i t u a t i o n . 

Q No, I don't t h i n k the agreement i s b i n ­

ding on anybody at t h i s p o i n t , but t o accept i t i n some form 

and then accept the term "permanent" i t s t r i k e s me t h a t we 

have not d e a l t w i t h a secondary t h i n g t h a t ought t o be con­

sidered and t h a t ' s release language. 

A Well, t h a t ' s probably t r u e . Of course 

these LMR's w i l l be resubmitted each year w i t h a d d i t i o n s , 
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d e l e t i o n s , or whatever, t h a t the potash lessee f e e l s i s ap­

p r o p r i a t e . 

But I don't know how b e t t e r t o address 

i t . 

Q You are aware t h a t we have some concern 

at the Land O f f i c e about the language of the agreement and 

one of those t h a t may c a l l f o r speculation on your p a r t but 

s t i l l I 'd l i k e you t o address i t , from the standpoint of 

how you approached i t w i t h the p a r t i e s being i n place, do 

you t h i n k t h a t the language somehow or another subordinates 

the Commission of Public Lands j u r i s d i c t i o n , a u t h o r i t y , con­

t r o l over those ressources t h a t are s t a t e land resources t o 

e i t h e r the Bureau of Land Management or the OCD? 

A Not any more than i t i s now, and i n c i d e n ­

t a l l y , Mr. Humphries, I v i s i t e d w i t h some of your people 

about t h i s o v e r a l l s i t u a t i o n and they — they t o l d me t h a t 

they had i n the past worked out, oh, some cooperative agree­

ment w i t h BLM where they would have access t o the informa­

t i o n so t h a t under the circumstances I don't know how t o 

to do i t any b e t t e r and maintain c o n f i d e n t i a l i t y of the i n ­

f o r m a t i o n , but — but they f e l t c o n f i d e n t t h a t they could 

work w i t h BLM t o get the e v a l u a t i o n of t h a t acreage. 

Q Okay, so i f , from our standpoint, i f 

we're able t o work out language t h a t we f e e l l i k e needs t o 

be added t o i t t o insure t h a t we're complying w i t h our s t a -
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t u t o r y and enabling act r e s p o n s i b l i t y as w e l l as s t r u c t u r e 

r e s p o n s i b i l i t y , t h a t would not s u b s t a n t i a l l y a l t e r the 

agreement? 

A I would not t h i n k so. 

Q I guess i n a f i n a l question about t h i s , 

the language changes i n proposed r u l e R - l l l - P , what i s the 

r a t i o n a l e f o r the change from Commission t o Di v i s i o n ? 

Let me give you some background there be­

cause obviously the Commissioner sets on the Commission and 

has always t h a t i n p u t i n t o i t ; however, the Commissioner 

does not d i r e c t the s t a f f of the D i v i s i o n ; t h e r e f o r , I would 

f e e l more comfortable i f we were able t o leave the language 

Commission, which I b e l i e v e c l e a r l y says i n c o n t r o l of and 

i n charge of the D i v i s i o n anyway, since the D i r e c t o r of the 

D i v i s i o n i s the Chairman of the Commission. 

Do you t h i n k i t would s u b s t a n t i a l l y a l t e r 

i t or the i n t e n t or confuse what you were t r y i n g to address 

i n R - l l l - P ? 

A Well, the L e g i s l a t u r e went to the -- t o 

the t r o u b l e of changing the word Commission t o D i v i s i o n a l l 

through the O i l and Gas Act, and we d i d the same t h i n e i n 

our r u l e s and so f o r t h , and I thought, w e l l , since i t actu­

a l l y i s a d i v i s i o n now r a t h e r than a commission, t h a t — I 

f e l t t h a t the change was ap p r o p r i a t e , but i t seems t o me 

there's a t h i n g i n the s t a t u t e t h a t says the j u r s i d i c t i o n of 
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the Commission and the D i v i s i o n are the same. 

So being a Commissioner, I'm sure t h a t 

anything you wanted t o — f o r the D i v i s i o n to consider, t h a t 

i t would have the same impact as i f we had the word Commis­

si o n . 

MR. HUMPHRIES: I have no f u r ­

ther questions. 

QUESTIONS BY MR. LEMAY: 

Q Just a couple t h i n g s , Mr. Lyon. Let the 

record show, i f I'm c o r r e c t , t h a t E x h i b i t Two t h a t you've 

presented w i l l be E x h i b i t B i n the proposed order. There's 

some continued confusion t o t h a t . 

A This i s what I proposed. 

Q Right. Okay. The other t h i n g , I want, 

j u s t a p o i n t of c l a r i f i c a t i o n , going back t o Jim's Page 9, 

Subparagraph ( h ) , i n your proposed R - l l l - P , your l a s t sen­

tence, do you happen to know i f c u r r e n t r e g u l a t i o n s r e q u i r e 

the cementing of the production s t r i n g t o the surface i n the 

potash area? 

A Yes, they do. 

Q So there's no change i n t h a t phrasing 

t h e r e . 

A Right. Well, l e t me — l e t me back up a 

minute. 
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The — the r u l e , I t h i n k , r e q u i r e s t h a t 

the production s t r i n g be cemented up over the pay formation 

and t o p r o t e c t the pipe above the pay forma t i o n . I t h i n k , 

I'd have to check the language. There i s some v a r i a t i o n and 

there are some — there's some — I know t h a t the i n t e r ­

mediate casing i s t o be cemented t o the surface but the pro­

duc t i o n casing must be cemented across the pay zone and high 

enough to p r o t e c t the pipe, whatever t h a t means. 

Q So i n the event the production casing by 

our c u r r e n t r e g u l a t i o n s would not have t o be cemented t o the 

surface, you would agree t h a t some m o d i f i c a t i o n of t h a t l a s t 

sentence i s not required? 

A I would assume t h a t — t h a t i t would be 

required t o b r i n g the cement up high enough t o t i e i n t o the 

next l a r g e r casing. 

Q Thank you, Mr. Lyon. 

MR. LEMAY: At t h i s p o i n t I 

w i l l , w i t h o u t o b j e c t i o n , admit E x h i b i t s One through Six i n t o 

the record. 

Commissioner Humphries. 

QUESTIONS BY MR. HUMPHRIES: 

Q Mr. Lyon, I t h i n k I need a l i t t l e c l a r i ­

f i c a t i o n on your answer t o Mr. Ha l l ' s question about the i n 

t e n t of the language about d e s c r i b i n g a l l of the o i l and gas 
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leases w i t h i n an LMR as a u n i t . I can't remember the exact 

place where t h a t language was discussed. Was t h a t i n the R-

111-P proposal? 

A I t h i n k i t was i n the agreement. 

Q That's what I thought. I couldn't f i n d 

anything i n — 

A And I can't quote i t , but i t — I t h i n k 

i t says t h a t o i l and gas i n t e r e s t s w i l l be developed or pro 

tecte d or something through u n i t i z a t i o n . 

Q Oh, yeah, on Page 8. I'm not sure I un­

derstood the answer. Was the answer t h a t the i n t e n t was to 

say t h a t any leases o v e r l y i n g the LMR would be u n i t i z e d f o r 

what purpose? I j u s t d i d n ' t understand. Maybe I d i d n ' t un­

derstand Mr. Hal l ' s question but I also d i d n ' t understand 

the answer, so now, would you t e l l me what you t h i n k the i n ­

t e n t of t h a t language was? 

A Well, the i n t e n t of the language, I 

t h i n k , i s t h a t i f you have a u n i t , t h a t a l l i n t e r e s t s i n 

there would be prot e c t e d by the terms of the u n i t i z a t i o n and 

I t h i n k t h i s applies p r i m a r i l y t o p r o t e c t i o n of c o r r e l a t i v e 

r i g h t s , so t h a t — so t h a t you could d r i l l i n t o areas where 

i t ' s p e r m i s s i b l e t o d r i l l and the people who — where you 

can't d r i l l because of the LMR's — would be able t o p a r t i ­

c i p a t e through the u n i t i z a t i o n . I t h i n k t h a t ' s what the 

idea was. That's what I i n t e r p r e t e d i t . 
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Q Then I'm going t o ask you a questions 

t h a t c a l l s f o r some conclusion on your p a r t , but assume t h a t 

as a r e s u l t of the Commission order a given — f i r s t of a l l , 

t h i s language i s i n place and a l l of those leases are u n i t ­

i z e d , I don't know i f they're t a l k i n g about one s i n g l e u n i t 

over the e n t i r e area or m u l t i p l e u n i t s w i t h i n i t , but as a 

r e s u l t , a company w i t h a lease comes i n and makes a case 

t h a t p r e v a i l s and i s allowed t o d r i l l w i t h i n t h a t u n i t , then 

a l l of t h a t u n i t i s — i s i t going t o have an operating 

agreement before, a u n i t i z a t i o n agreement before t h a t APD i s 

authorized and t h a t approval from the Commission i s given, 

and then w i l l t h a t operate j u s t as any other u n i t would? 

A Well — 

Q I n other words, would the one w e l l be 

compelled t o pay the working i n t e r e s t owners and r o y a l t y 

owners throughout the u n i t t h e i r p r o p o r t i o n a t e share 

regardless of the geology? 

A Well, of course, i t would have t o depend 

on the language of the u n i t and we a l l know t h a t there's 

u n i t s and there's u n i t s and there's e x p l o r a t o r y u n i t s where 

you d r i l l the w e l l s and then you have p a r t i c i p a t i n g areas, 

f o r so f a r as you can — can show t h a t the r e s e r v o i r reason­

ably extends, but you have t o do t h a t through stages by the 

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

Q But don't you t h i n k t h i s language i s , so 



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 

61 

to speak, a p o l i t i c a l u n i t , not a geologic u n i t . 

I f we accept t h i s language on i t s face i t 

s t r i k e s me t h a t i t says t h a t we are a r b i t r a r i l y e s t a b l i s h i n g 

a u n i t over the e n t i r e area designated as LMR's and, I mean 

I can see t h a t we've o f f e r e d the a l t e r n a t i v e of being able 

to allow the Commission the a u t h o r i t y t o allow a w e l l to be 

d r i l l e d maybe by mutual agreement, although I don't a n t i c i ­

pate t h a t t o happen, t h a t w i t h i n an LMR a w e l l may i n f a c t 

be d r i l l e d i n which case we now s t a r t t o have an o v e r l y i n g 

phrase t h a t says t h a t whole t h i n g w i l l become a u n i t and we 

haven't e i t h e r addressed t h a t or maybe I'm over-compli­

c a t i n g , but i t seems t o me l i k e i t has s i g n i f i c a n t i m p l i c a ­

t i o n to j u s t accept t h a t language and a t which p o i n t I t h i n k 

I would be a l i t t l e b i t r e l u c t a n t t o accept e i t h e r t h a t 

language or the i m p l i c a t i o n s t h a t might have as f a r as State 

( u n c l e a r ) . 

A Well, I j u s t don't t h i n k t h a t t h a t i n t e r ­

p r e t a t i o n could be implemented j u s t because of the complica­

t i o n s of — of u n i t i z a t i o n i t s e l f . The — I don't mean to 

demean anybody but the language was w r i t t e n by a person who 

does not know anything about u n i t i z a t i o n i n o i l and gas, and 

I t h i n k t h a t he i s drawing on the language of the Secre­

t a r y ' s order t h a t says u n i t i z a t i o n w i l l be used t o the maxi­

mum extent t o prevent unnecessary d r i l l i n g and unnecessary 

waste of potash, but I — there c e r t a i n l y was not any i n t e n t 
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t h a t I was aware of t h a t the e n t i r e LMR area was going t o be 

one u n i t . 

Q Well, I don't t h i n k there was a devious 

i n t e n t , but y e t I b e l i e v e i f we accept c e r t a i n t h i n g s t h a t 

we may have burdened ourselves w i t h a l a t e r problem. 

I f we st r u c k t h a t sentence i s t h a t a sub­

s t a n t i a l change i n the agreement? 

A What sentence were you — 

Q Well, I don't t h i n k we'd change the 

agreement, e i t h e r , but i f the — t h a t ' s page — sentence 

three on page 8 i n the agreement, under Roman numeral IV. 

I f we wrote the — i f the R - l l l - P proposed r u l e was adopted 

and became i n f o r c e , I t h i n k we ought t o address t h a t 

question and send back a s u b s t a n t i a l agreement change, which 

I'm not sure t h a t both i n d u s t r i e s would not have a 

s i g n i f i c a n t o b j e c t i o n , t h a t i t ' s not an issue as f a r as 

they're concerned. 

I see Jim's c o n f e r r i n g w i t h Mr. K e l l a h i n 

from time to time down here. 

A I'm s o r r y , I have not — I s t i l l haven't 

found the s p e c i f i c language. 

Q Okay, i t ' s on Page 8 of the agreement. 

I t ' s the l a s t sentence i n Paragraph A under Roman numeral 

IV. 

A Oh, yeah. Well, the sentence i t s e l f i s 
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— i s s e l f - l i m i t i n g and says t h a t they w i l l be u n i t i z e d t o 

the extent possible w i t h others areas where d r i l l i n g was a l ­

lowed. 

Q Okay, so i n other words, i t ' s your opin­

ion t h a t R - l l l - P could c o n t a i n language s u f f i c i e n t t o pro­

t e c t a l l c o r r e l a t i v e r i g h t s of r o y a l t y owners w i t h i n — or 

mineral owners, w i t h i n the new R - l l l area w i t h o u t some kind 

of blanket u n i t l a i d over the LMR's? 

A I r e a l l y don't f e e l i t ' s necessary t o ad­

dress t h a t i n order R - l l l . 

Q Okay. We may have t o t a l k about t h a t 

( u n c l e a r ) . 

A Yeah, R - l l l i s — i s designed, I t h i n k , 

to — t o permit the d r i l l i n g of s p e c i f i c w e l l s on a w e l l - b y -

w e l l basis and I t h i n k t h a t the p o l i c i e s and d i r e c t i v e s of 

the Land O f f i c e and BLM as t o how t h a t acreage i s t o be 

developed would — would govern how the acreage i s a c t u a l l y 

developed and I don't t h i n k i t ' s necessary t o address t h a t 

i n R - l l l . 

Q Thank you. 

MR. LEMAY: Thank you, Commis­

sioner Humphries. 

MR. BROSTUEN: Just t o c l a r i f y 

something. 

MR. LEMAY; Mr. Brostuen. 
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QUESTIONS BY MR. BROSTUEN: 

Q Just t o c l a r i f y something, Vic. C o n t r o l ­

l i n g your p r e s e n t a t i o n t o j u s t the concerns of the potash 

i n d u s t r y regarding the a d d i t i o n a l cost t o be i n c u r r e d i f a 

w e l l were declared t o be a gassy w e l l , and you and I were 

both present a t a number of the meetins t h a t were he l d . I 

t h i n k t h a t the potash i n d u s t r y also demonstrated t h e i r con­

cern f o r the saf e t y of the miners. I j u s t want t h a t t o be 

par t of the record. 

A Yes. 

Q I t h i n k you agree w i t h t h a t . 

A Yes, I c e r t a i n l y do. I'm sorry t h a t I 

d i d not address t h a t . There were a number of thi n g s I i n ­

tended t o say t h a t I d i d n ' t say but I t h i n k very d e f i n i t e l y 

the s a f e t y of the miners i s — i s of utmost importance. I 

t h i n k i t ' s addressed i n the — i n the s t a t u t e , a l s o . 

Q Thank you. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness? I f not, he — 

MR. HIGH: I f I — 

MR. LEMAY: Oh, I'm so r r y . 

Yes, Mr. High. 

MR. HIGH: Yes, I have q u i t e a 

few, i f I may. 
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MR. LEMAY: Please. 

QUESTIONS BY MR. HIGH: 

Q Mr. Lyon, you served as the chairman, d i d 

you not, of the — t h i s j o i n t i n d u s t r y study committee? 

A Yes, s i r . 

Q And you were chairman during the d u r a t i o n 

of the work of t h a t committee, were you not? 

A Yes, I was. 

Q And you presided a t each meeting of the 

committee? 

A Yes, s i r . 

Q And you acted i n the capacity of c h a i r ­

man. 

A Yes, s i r . 

Q And once the j o i n t i n d u s t r y committee was 

reduced down t o a — I t h i n k you c a l l i t a working commit­

tee, you continued t o preside as chairman of t h a t working 

committee, d i d you not? 

A Yes, I d i d . 

Q And you p a r t i c i p a t e d i n each meeting of 

t h a t working committee? 

A Yes. 

Q And a t each of the meetings, whether i t 

was the f u l l i n d u s t r y committee or the working committee, 
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there were re p r e s e n t a t i v e s of both the o i l and gas i n d u s t r y 

and potash i n d u s t r y present, were there not? 

A Yes, there were. 

Q During the i n i t i a l meeting t h a t you r e ­

f e r r e d t o , you i n d i c a t e d t h a t each i n d u s t r y made a presenta­

t i o n , educational i n nature. 

A Yes, s i r . 

Q Did the potash i n d u s t r y proposal or pre­

s e n t a t i o n deal p r i m a r i l y w i t h a s i n g l e , p a r t i c u l a r issue? 

A No. No, there was a very broad spectrum. 

Q What v/as the primary concern of the pot­

ash i n d u s t r y w i t h respect t o the d r i l l i n g of o i l and gas 

w e l l s i n the potash area? 

A Well, c o r r e c t me i f I'm wrong, but I per­

ceived t h a t t h e i r primary concern was t o prevent the occur­

rence of methane i n the mines. 

Q I t was s a f e t y , wasn't i t ? 

A Yes, s i r . 

Q The primary i n t e r e s t of the potash indus­

t r y , the primary concern w i t h respect t o the d r i l l i n g of o i l 

and gas w e l l s i n the potash basin was the s a f e t y of under­

ground miners. 

A Correct. 

Q And the potash i n d u s t r y submitted a 

r a t h e r comprehensive set of m a t e r i a l s t o t h i s committee, 
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d i d n ' t they, d e a l i n g w i t h the sa f e t y issue? 

A Surely d i d . 

MR. HIGH: I would, Mr. 

Chairman, i f I may, I would l i k e t o mark t h a t as E x h i b i t , I 

bel i e v e i t ' s Seven, i f I'm not mistaken. 

Q Mr. Lyon, l e t me show you, i f I may, what 

we w i l l c a l l E x h i b i t Seven and ask i f you can t e l l me what 

t h a t i s ? 

A Yes, s i r , t h i s i s a co m p i l a t i o n of papers 

concerning mines and mine s a f e t y . I t h i n k there's a number 

of studies i n here t h a t were done i n making studies f o r the 

WIPP s i t e and drew on e x p e r t i s e of — of a l o t of the 

s c i e n t i s t s who d i d make those studies and i t ' s been awhile 

since I've read i t , but I d i d read i t a l l , C h a r l i e . 

Q I t d i d deal w i t h s a f e t y , d i d n ' t i t ? 

A Yes, s i r . 

Q I n f a c t , i t i d e n t i f i e d , d i d i t not, two 

instances i n which o i l has seeped i n t o two mines i n the 

potash basin. 

A I don't remember the exact d e s c r i p t i o n 

but we saw — we saw the o i l seeps on our — 

Q You saw t h a t y o u r s e l f , d i d n ' t you? 

A Yes, s i r . 

Q The o i l had seeped from sowmewhere i n t o 

an underground, working potash mine. 
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A I t was t h e r e . 

Q And i t migrated i n t o t h a t mine, d i d n ' t 

i t ? 

A I don't know t h a t i t migrated t h e r e , but 

i t was t h e r e . 

Q I t was i n the overhead, wasn't i t ? 

A Yes, s i r . 

Q Are you aware — 

A I t h i n k there was one place where there 

was an o i l s t a i n on the — on the w a l l . 

Q And are you aware t h a t ther i s a s i m i l a r 

instance a t the M i s s i s s i p p i Chemical Mine where o i l had 

seeped i n t o the mine? 

A That's my understanding. I don't b e l i e v e 

I saw t h a t . 

Q But you are aware of t h a t t o p i c a t l e a s t 

being discussed i n the work of t h i s j o i n t i n d u s t r y commit­

tee? 

A Yes, s i r . 

Q And you — you understand t h a t t h a t i s of 

concern t o the potash i n d u s t r y . 

A Yes, I've heard i t . 

Q And you — you underestand, do you not, 

even though you won't c a l l i t m i g r a t i o n , you understand the 

potash i n d u s t r y i s concerned t h a t w i t h those o i l spots i n the 
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underground mine, they are concerned t h a t methane gas may 

very w e l l migrate i n t o the underground mines from t h a t o i l 

and gas w e l l . 

A I can understand t h e i r concern. 

Q And dur i n g the discussions between the 

two i n d u s t r i e s t r y i n g o t resolve these very d i f f i c u l t i s ­

sues, t h a t m i g r a t i o n issue was always present, wasn't i t ? 

A Yes, i t r e a l l y was. I t was ever present. 

Q I n f a c t , i s n ' t i t a f a i r statement, Mr. 

Lyon, t h a t the e n t i r e agreement has been — t h a t ' s been mar­

ked here as E x h i b i t Two takes i n t o the c o n s i d e r a t i o n and i s 

based i n large p a r t on the concern of the potash i n d u s t r y 

f o r the s a f e t y of underground miners. 

A Yes, I t h i n k t h a t ' s a f a i r statement. 

Q Let's — l e t ' s go through t h i s , i f we 

can, and e x p l a i n i n g so t h a t everyone c l e a r l y understands, 

how t h i s j o i n t i n d u s t r y statement was constructed. 

And you were chairman of the commission 

— or excuse me, chairman of the committee and present at 

a l l the meetings, as you i n d i c a t e d e a r l i e r . 

A Yes. 

Q So I would l i k e t o go through w i t h you, 

i f I can, and e x p l a i n t o these people here t h i s morning what 

has been agreed to so they, too, can understand the concern, 

not only of the o i l and gas people but also the potash i n -
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du s t r y . 

Let's assume the d i s p l a y I've drawn on 

the blackboard i s a potash lease. Under the j o i n t i n d u s t r y 

agreement i s i t your understanding t h a t w i t h i n t h a t potash 

lease the lessee, the potash lessee, w i l l designate v/hat's 

been c a l l e d l i f e of mine reserves? 

A Right. 

Q And do you also understand t h a t t h a t area 

t h a t ' s c a l l e d LMR's, or l i f e of mine reserves, i s smaller 

than the blue p o r t i o n i n d i c a t e d on the BLM map? 

A Well, t h a t ' s what you t o l d us a t our 

meeting, yeah, and I t r u s t you. 

Q So l e t ' s — l e t ' s l e t me draw a wider 

l i n e and l e t ' s j u s t c a l l t h i s the blue on BLM map. We, the 

potash i n d u s t r y has represented t o you, t o the committee, 

t h a t what w i l l be designated as an LMR w i l l be smaller than 

the blue area shown on the BLM map, i s n ' t t h a t true? 

A That was my understanding, yes. 

Q I n f a c t , hasn't i t been s t a t e d or wasn't 

i t s t a t e d during these meetings, Mr. Lyons, t h a t there 

would be approximately 25 percent of the blue area t h a t 

would be freed up f o r o i l and gas d r i l l i n g under t h i s agree­

ment? 

A Yes, s i r , I was going t o t e s t i f y t o t h a t 

but I wasn't sure t h a t i t was appropriate f o r me to do t h a t . 
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Q That statement was made durin g these 

meetings. 

A Yes, i t was. 

Q Now, l e t ' s assume t h a t what I've drawn, 

the squiggly l i n e I've drawn up here, i s i t your understand­

ing t h a t t h i s i s the way the LMR's would work, t h a t w i t h i n 

the lease, w i t h i n the blue area on the BLM map, there would 

be designated what's c a l l e d the LMR? 

A Right. 

Q Now, under the agreement t h a t was reached 

between the potash and the o i l and gas working committees, 

what was the agreement w i t h respect t o d r i l l i n g w i t h i n t h i s 

area designated LMR's? 

A The agreement was there would be no d r i l ­

l i n g i n LMR's. 

Q And the potash i n d u s t r y was concerned 

t h a t i f there's d r i l l i n g i n the LMR's, where we're going t o 

mine, i t would be a saf e t y hazard. I s n ' t t h a t c o r r e c t ? 

would be a saf e t y hazard. I s n ' t t h a t c o r r e c t ? 

So as a r e s u l t the agreement on Page 5 of 

what's been c a l l e d E x h i b i t Two, the statement i n the E x h i b i t 

Two says t h a t "no o i l or gas w e l l s h a l l be allowed from a 

surface l o c a t i o n w i t h i n the LMR of any potash lessee or 

w i t h i n one-fourth m i l e , or a distance equal t o the depth of 

the ore plus ten percent, whichever i s g r e a t e r , of the LMR 
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of any potash lessee". So t h a t agreement, as you understand 

i t , Mr. Lyons, i s t h a t t h e r e ' l l be no d r i l l i n g w i t h i n the 

LMR or there w i l l be no d r i l l i n g w i t h i n a b u f f e r zone around 

t h a t LMR t h a t ' s equal t o one-fourth mile or the depth of the 

ore plus ten percent, whichever i s gr e a t e r , i s t h a t c o r r e c t ? 

A That i s r i g h t . 

Q So l e t me, l e t me put a l i t t l e hatched 

marks on what w e ' l l c a l l as b u f f e r zone around the LMR. So 

the area i n which there w i l l be no o i l and gas a c t i v i t i e s 

under the working committee agreement i s w i t h i n the LMR of 

any potash lessee and w i t h i n t h i s b u f f e r zone, i s t h a t cor­

r e c t ? 

A That's r i g h t . 

Q Now, I bel i e v e you stat e d e a r l i e r t h a t i n 

your op i n i o n there was a v a l i d reason t o have a b u f f e r zone 

between the potash operations and the o i l and gas 

operations, i s n ' t t h a t true? 

A That's r i g h t . 

Q Now under the agreement reached by the 

working committee the f u r t h e r you get away from the LMR's 

the less s t r i n g e n t the r e s t r i c t i o n s are, i s n ' t t h a t c o r r e c t 

as a general statement? 

A That's t r u e . The b u f f e r zone i s wider 

f o r the deep zone t h a t i t i s f o r the shallow zone. 

Q Okay, so the next step outside of t h i s 
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b u f f e r zone, under the agreement, and again t h i s i s on Page 

6 of E x h i b i t Two, says t h a t "An APD f o r an o i l and gas w e l l 

a t a l o c a t i o n more than one-fourth m i l e " — t h a t would be 

outside the b u f f e r zone, would i t not, Mr. Lyon? 

A Right. 

Q — "but less than one-half mile from the 

LMR of any potash lessee, may be approved only i f — " l e t ' s 

stop there f o r a second. Let me draw another l i n e around 

the b u f f e r zone, and t h i s i s the distance from one-fourth to 

one-half mile I've i n d i c a t e d there on the board. Now, w i t h ­

i n t h a t distance under the agreement between the potash i n ­

dustry and the o i l and gas i n d u s t r y , d r i l l i n g can take place 

i n t h a t area, can't i t , Mr. Lyon? 

A Yes, s i r . 

Q And under the agreement w e l l s can be 

d r i l l e d i n the distance from one-fourth mile t o one-half 

mile provided t h a t the bottom hole l o c a t i o n — again I'm 

reading from E x h i b i t Two, — p r o v i d i n g t h a t the "bottom hole 

l o c a t i o n does not extend below the base of the Delaware 

Mountain Group, and the w e l l i s d r i l l e d i n accordance w i t h 

the cementing and casing requirements set f o r t h i n Section 

V." R e f e r r i n g t o E x h i b i t Two. 

A Right. 

Q Now to put t h a t i n — I hate t o say i t , 

but more understandable language, i s t h a t not saying t h a t i f 
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anyone wants t o d r i l l i n the area from one-fourth mile t o 

one-half mile of a b u f f e r zone, they can do so provided the 

bottom hole l o c a t i o n does not extend below the Delaware 

Mountain Group plus they use what we've always c a l l e d R - l l l -

A casing. I s t h a t a f a i r statement? 

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

Q Now, the next step away under the agree­

ment i s Paragraph 3 on Page 6, more than one-half mile but 

less than one mile from the LMR. D r i l l i n g i s also allowed 

i n t h a t area, i s n ' t i t , of one-half mile t o one mile? 

A Yes, s i r . 

Q And under the agreement between the i n ­

d u s t r i e s , i t says, "An APD f o r an o i l or gas w e l l a t a loca­

t i o n more than one-half mile but less than one m i l e . . . may 

be approved regardless of the depth of the bottom hole loca­

t i o n . .." 

So i n the area from one-half mile t o one 

mile under the agreement there can be what you and I know as 

both shallow w e l l s and deep w e l l s , c o r r e c t ? 

A Right. 

Q "... provided," as the agreement says, 

" t h a t w e l l s w i t h bottom hole l o c a t i o n s below the base of the 

Delaware Mountain Group are d r i l l e d i n accordance w i t h the 

cementing and casing requirements set f o r t h i n Section V of 

t h i s agreement What t h a t means, t h a t ' s the reference 
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to R - l l l - A casing, r i g h t ? 

A Right. 

Q So i f someone wants t o d r i l l w i t h i n a 

distance of one-half t o one m i l e , they can do so a t any 

depth provided i f they go below the Delaware Mountain Group, 

they have to use R - l l l - A casing. 

A Correct. 

Q And "(b) w e l l s t o bottom hole l o c a t i o n s 

above the base of the of the Delaware Mountain Group may be 

d r i l l e d w i t h o u t regard t o the requirements i n Section V...". 

Does t h a t mean, Mr. Lyons, t h a t i f someone wants t o d r i l l i n 

the area from one-half mile t o one m i l e , a shallow w e l l , 

they can do so w i t h o u t r e q u i r i n g the R - l l l casing? 

A I t does say from — from one-half mile to 

Q Yes, i n the distance from one-half mile 

to one mile — 

A Uh-huh. 

Q — i f someone wants t o d r i l l a w e l l w i t h 

a bottom hole l o c a t i o n above the Delaware Mountain Group, 

doesn't t h i s agreement say they can do t h a t and they don't 

even have t o comply w i t h the o l d R - l l l - A casing r e q u i r e ­

ments. I s n ' t t h a t what i t says i n Paragraph 3 of on Page 6? 

A I b e l i e v e t h a t ' s what i t says. 

Q That's a b e n e f i t t o the o i l and gas 
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i n d u s t r y , i s n ' t i t , a b e n e f i t as compared t o the e x i s t i n g R-

111-A? 

A We d i d not — I d i d not in c o r p o r a t e t h a t 

i n my — 

Q Well, I'm — I'm going t o t a l k about 

t h a t , but I i n t e n d , I ' l l t e l l you, t o t a l k about what you 

d i d and d i d not i n c o r p o r a t e , but under the agreement between 

the i n d u s t r i e s , d i d n ' t the potash i n d u s t r y agree t h a t i f the 

o i l and gas i n d u s t r y wanted t o d r i l l a shallow w e l l , bottom 

hole l o c a t i o n above the Delaware Mountain Group, i n one-half 

to one mile they could do so and they d i d n ' t even have t o 

comply w i t h R - l l l - A casing? I s n ' t t h a t c o r r e c t ? 

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

Q And t h a t would be of b e n e f i t to the o i l 

and gas i n d u s t r y , wouldn't i t ? 

A Yeah, t h a t — I t h i n k t h a t ' s a concession 

t h a t the potash i n d u s t r y made t o the o i l and gas i n d u s t r y . 

Q And wouldn't i t be a f a i r statement t o 

say t h a t the potash i n d u s t r y refused t o do t h a t any clo s e r 

than those distances again f o r fear they'd create a s a f e t y 

hazard? 

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

Q Now on page, continue on Page 6, Section 

4, i t contains an agreement, continues t o graduate out w i t h 

the next t i e r being i n Paragraph 4, more than one mile from 
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the LMR, and the agreement says, "An APD f o r an o i l and gas 

w e l l — or a gas w e l l , — a t a l o c a t i o n more than one mile 

from the LMR may be approved regardless of the depth of the 

bottom hole l o c a t i o n and w i t h o u t regard t o the requirements 

of Section V...". 

Is i t your understanding, Mr. Lyon, t h a t 

t h a t says t h a t i f someone wants t o d r i l l an o i l or a gas 

w e l l t o any depth they want t o a t a surface l o c a t i o n more 

than one mile from the LMR of a potash lessee, they can do 

so w i t h o u t regard t o what we c a l l R - l l l - A casing? 

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

Q That, too, i s of b e n e f i t t o the o i l and 

gas i n d u s t r y , i s n ' t i t ? 

A I t ' s a b e n e f i t . 

Q And t h a t was a concession of the potash 

i n d u s t r y , wasn't i t ? 

A Yes, i t was. 

Q Now, when you put together E x h i b i t Four, 

Mr. Lyon, were you t r y i n g t o make the changes t h a t were set 

f o r t h i n E x h i b i t Two t h a t had been agreed upon by the o i l 

and gas i n d u s t r y and the potash i n d u s t r y ? 

A Not e n t i r e l y . 

Q So E x h i b i t Four, what you've put t o ­

gether, does not r e f l e c t the concept t h a t we've gone through 

here t h a t ' s set f o r t h i n E x h i b i t Two, does i t ? 
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A No, not i n every respect. 

Q I n f a c t , on Page 3 of your E x h i b i t Four, 

i f we look a t Page 3 of your e x h i b i t , i n Subparagraph ( 4 ) , 

t h a t s e c t i o n says t h a t "the D i v i s i o n ' s D i s t r i c t Supervisor 

may waive the requirements of Section Roman numeral IV(3) 

upon s a t i s f a c t o r y showing, w i t h concurrence of the BLM, t h a t 

a l o c a t i o n i s outside the LMR and surrounding b u f f e r zone 

and t h a t no potash resources w i l l be endangered." 

That's your language, i s n ' t i t ? 

A Yes, i t i s . 

Q You d i d n ' t get t h a t from the agreement 

between the potash i n d u s t r y and the o i l and gas i n d u s t r y , 

d i d you? 

A No, s i r , I d i d n ' t . 

Q Aren't you saying t h e r e , Mr. Lyons, t h a t 

even w i t h i n t h i s area of one-quarter mile t o one-half mile 

t h a t someone could d r i l l a w e l l w i t h o u t R - l l l - A casing? 

Could the D i s t r i c t Supervisor allow t h a t 

under your proposal? 

A I t h i n k he probably could. 

Q Do you t h i n k t h a t would create a concern 

f o r the potash i n d u s t r y a f t e r you've heard a l l of t h e i r com­

ments about the saf e t y of underground miners? 

A I'm s o r r y , I d i d n ' t — 

Q Do you t h i n k t h a t k i n d of a proposal, 
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t h a t would allow a D i s t r i c t Supervisor t o waive R - l l l - A cas­

ing w i t h i n the distances t h a t you have i n your E x h i b i t Four 

would be of concern t o the potash industry? 

Do you t h i n k t h a t would be a concern t o 

them? 

A Yeah, I suppose i t would. 

Q You know how they f e e l about s a f e t y , 

don't you? 

A Yes, sure. 

Q You have seen the documentation they have 

provided you t h a t deals w i t h the e x l o s i v e c h a r a c t e r i s t i c s of 

methane, haven't you? 

A That's r i g h t . 

Q And t h a t t a l k s about underground explo­

sions i n some of those, don't they? 

A I b e l i e v e so. I t ' s been awhile since I 

read i t . 

Q I s i t your i n t e n t i n your e x h i b i t t o a l ­

low an o i l and gas operator t o d r i l l a deep gas w e l l w i t h i n 

close p r o x i m i t y t o the LMR of a potash mine w i t h o u t any cas­

ing requirements under R - l l l - A ? 

A No. I probably d i d not word t h a t the way 

I was r e a l l y t h i n k i n g . The — what I was t r y i n g t o do i n 

t h a t language, and I — you can help me do i t b e t t e r , i s 

t h a t i n those areas where the potash people say t h a t we 
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you do not have t o use the casing requirements of R - l l l , I 

wanted t o leave t o the d i s c r e t i o n of the D i s t r i c t Supervi­

sors t h a t even though the potash people don't f e e l i t ' s 

necessary, t h a t the Supervisor may f e e l t h a t i t ' s necessary. 

Q Okay. 

A So I d i d not in t e n d to make i t less or 

more l e n i e n t than the agreement. 

Q Okay. 

A I t r i e d t o make i t a l i t t l e s t r i c t e r . 

Q That was my question. So you're not 

proposing i n — i n — on Page 3 Subparagraph (4) of your 

E x h i b i t Four t o — to lessen the r e s t r i c t i o n s t h a t the 

potash i n d u s t r y and o i l and gas i n d u s t r y have agreed t o i n 

E x h i b i t Four? 

A No, t h a t was not my i n t e n t . 

Q Okay, f i n e . Now, a l s o , on Page 15 of 

your E x h i b i t Four, do you have t h a t i n f r o n t of you, Mr. 

Lyon? 

A Yes. 

Q The top paragraph on Page 15, the f i r s t 

paragraph — I'm s o r r y , the f i r s t sentence t h a t begins on 

Page 15 says, — I'm s o r r y , the second sentence says, "Any 

a p p l i c a t i o n t o d r i l l i n the LMR area, i n c l u d i n g b u f f e r 

zones, may be approved only a f t e r n o t i c e and hearing or by 

mutual agreement of lessor and lessees of both potash and 
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o i l and gas i n t e r e s t s . " And t h a t i s not p a r t of the agree­

ment between the o i l and gas and potash i n d u s t r i e s t h a t has 

been worked out i n the l a s t eighteen months, i s i t ? 

A I'm s o r r y , I must have been reading the 

— looking a t a d i f f e r e n t paragraph than you are. 

Q Okay, I'm s o r r y . On Page 15 of your Ex­

h i b i t Four, at the top, the second sentence s t a r t s o u t, "Any 

a p p l i c a t i o n . . . " , do you see that ? 

A Okay, yeah. 

Q Okay. I t says, "Any a p p l i c a t i o n to d r i l l 

i n the LMR area, i n c l u d i n g b u f f e r zones, may be approved on­

l y a f t e r n o t i c e and hearing or by mutual agreement of lessor 

and lessees of both potash and o i l and gas i n t e r e s t s . " 

A Yes. 

Q Do you see that ? 

A Yes. 

Q That i s not from the j o i n t agreement be­

tween the potash i n d u s t r y and o i l and gas i n d u s t r y , i s i t ? 

A No, i t i s not. 

Q I n f a c t , t h a t ' s i n d i r e c t o p p o s i t i o n t o 

what's been agreed upon between the two i n d u s t r i e s , i s n ' t 

i t ? 

A That's t r u e , and t h i s i s one of the i n ­

stances where I f e e l t h a t we as a r e g u l a t o r y agency cannot 

delegate our d i s c r e t i o n , and I r e a l l y f e e l t h a t we do not 
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have the r i g h t t o deny anybody t o come t o a hearing f o r an 

exception. 

Q So your E x h i b i t Four, at l e a s t t o t h a t 

e x t e n t , does not implement the j o i n t agreement between the 

i n d u s t r i e s . 

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

Q You understand, do you not, Mr. Lyons, 

from your p a r t i c i p a t i o n i n the committee work, t h a t the 

agreement w i t h respect to the r e l a x a t i o n of the casing r e ­

quirements t h a t allows the o i l and gas i n d u s t r y t o get 

closer and closer t o the LMR's of the potash mines was a 

t r a d e - o f f f o r no d r i l l i n g i n the LMR, wasn't i t ? 

A Yes, i t was. 

Q And t h a t was made very c l e a r t o everyone 

i n those meetings, wasn't i t ? 

A Yes, i t was. 

MR. HIGH: I have nothing e l s e , 

Mr. Chairman. Thank you. 

MR. LEMAY: Thank you, Mr. High. 

A d d i t i o n a l questions? I f not, 

the witness may be excused. Yes, s i r , Ernie. 

QUESTIONS BY DR. SZABO: 

Q Did you i n your i n t r o d u c t o r y statement 

say t h a t the — about 90 percent of the acreage was federal? 
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A That's my understanding, yes. 

Q And i t seems t o me I heard you make the 

statement t h a t the BLM was not going t o allow d r i l l i n g w i t h i n 

the potash area? 

A No, I don't t h i n k I said t h a t . 

Q L i f e of mine reserves area, assuming the 

f a c t t h a t the BLM has a h a b i t of (unclear t o the r e p o r t e r ) 

p a r t i c i p a t i n g and n o n p a r t i c i p a t i n g areas. 

A What do I t h i n k would happen? 

Q Would we be cut out? 

A Well, i t depends on where your acreage i s . 

Q Well, i f we're not p a r t i c i p a t i n g , then we 

would be escheated of our r i g h t s . 

A I f your acreage was i n the LMR and a per­

mit could not — 

Q Forced i n t o a u n i t . 

A Say again. 

Q Forced i n t o a u n i t ? 

A How does t h a t happen? 

Q Well, unless everyone p a r t i c i p a t e s i n 

t h a t u n i t we are being deprived of our income from t h a t sec­

t i o n . 

A Well, I don't understand the b i t about 

your being forced i n t o a u n i t . 

Q Well, your statement says t h a t you would 
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unitize as much as possible within the potash area. 

A Yeah, I t h i n k t h a t was a general, p h i l o ­

sophical statement t h a t — t h a t u n i t i z a t i o n should be used 

to — to p r o t e c t c o r r e l a t i v e r i g h t s and, you know, so t h a t 

the i n t e r e s t s could p a r t i c i p a t e i n the — i n the o i l and gas 

p r o d u c t i o n , and — 

Q I n a (unclear) u n i t a l l the various par­

t i e s p a r t i c i p a t e . I n a f e d e r a l u n i t t h a t ' s not n e c e s s a r i l y 

t r u e . 

A That's t r u e . 

Q So i f we're not p a r t i c i p a t i n g , then w e ' l l 

be deprived. 

A By the terms of the u n i t agreement, but 

Q I'm b r i n g i n g up a problem t h a t I don't 

t h i n k (not c l e a r l y heard by the r e p o r t e r ) t h a t p o s s i b l y we 

w i l l be cheated (not c l e a r l y heard by the r e p o r t e r ) p a r t i c i ­

p a t i n g or not p a r t i c i p a t i n g and I t h i n k t h a t may need 

a d d i t i o n a l wording. 

A Well, we'd be glad t o work w i t h you on — 

on language i f you f e e l i t ' s necessary. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness? I f not, he may be excused. 

Let's take a ten minute break. 
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(Thereupon a ten minute recess was taken.) 

MR. LEMAY: Please take your 

seats. We'll continue. Mr. K e l l a h i n , 

MR. KELLAHIN: Mr. Chairman, 

I'd l i k e t o c a l l Mr. Jens Hansen. 

MR. LEMAY: Before we continue, 

I'd l i k e t o accept f o r the record w i t h o u t o b j e c t i o n E x h i b i t 

Number Seven. 

MR. HALL: Your Honor, on 

behalf of Texaco we would l i k e t o s t a t e an o b j e c t i o n . I t ' s 

both i r r e l e v a n t and hearsay. 

MR. LEMAY: Fine. With those 

o b j e c t i o n s the E x h i b i t Seven w i l l be admitted. 

You may continue, Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

JENS HANSEN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

BY MR. KELLAHIN: 

Q 

DIRECT EXAMINATION 

Mr. Hansen, f o r the record would you 
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please s t a t e your name and occupation? 

A My name i s Jens Hansen. I'm a petroleum 

landman. 

Q Mr. Hansen, would you describe your edu­

c a t i o n a l background f o r the Commission? 

A I have a BA degree from Texas Tech Uni­

v e r s i t y i n h i s t o r y , w i t h post graduate work i n both geology 

and business. 

Q We don't have microphones here i n t h i s 

a u d itorium, Mr. Hansen, y o u ' l l have to speak up as best you 

can. 

I n what year d i d you graduate? 

A 1971. 

Q Would you describe what has been your em­

ployment experience as a petroleum landman? 

A I n 1971 I became an independent w i t h a 

t i t l e company, checking t i t l e s , c u r i n g t i t l e s , checking the 

records. 

I n 1973 I went t o work f o r Coastal States 

Gas Producing Corporation i n Corpus C h r i s t i , Texas. 

In 1976 I went t o Oklahoma C i t y , worked 

f o r Walter Duncan O i l P r o p e r t i e s . 

I n 1978 I became employed by what i s Bass 

Enterprises Production Company, where I've been f o r ten 

years. 
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MR. LEMAY: Mr. Hansen's q u a l i ­

f i c a t i o n s are accepted as an expert witness. 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

Q Mr. Hansen, would you describe f o r us 

what has been your involvement i n the o i l / p o t a s h area of Ed­

dy County, New Mexico, i n the l a s t ten years? 

A My p o s i t i o n w i t h Bass Enterprises i s I am 

a D i v i s i o n Landman f o r west Texas and New Mexico and we have 

managed the — among other o i l and gas p r o p e r t i e s — the 

Federal u n i t s t h a t Bass Enterprises operates, which are the 

Big Eddy, Poker Lake, and the James Ranch, which are i n the 

general v i c i n i t y and do penetrate i n t o the potash area. 

Q Have you p a r t i c i p a t e d i n p r i o r hearings 

before the O i l Conservation Commission on issues concerning 

the o i l / p o t a s h area? 

A Yes, I have. 

Q Mr. Hansen, l e t me d i r e c t your a t t e n t i o n 

to what we've placed on the w a l l of the hearing room as Bass 

E x h i b i t Number One, and would you take a moment and simply 

i d e n t i f y t h a t e x h i b i t f o r us? 

A That e x h i b i t i s the recent, most recent 

Midland Map Service map of the Eddy and Lea County, New Mex­

ico area t h a t embraces what i s known as the potash area. 

Q Why don't you go t o the map or d i s p l a y on 
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the w a l l , Mr. Hansen, and l e t me ask you some questions 

about i t . 

I f y o u ' l l t u r n the other way, s i r , and 

move t o the l i g h t switch so t h a t your back i s not t o the 

Commission. Would you i d e n t i f y f o r us what i s i n d i c a t e d by 

the red o u t l i n e border? 

A The red o u t l i n e border i s the KPLA area 

t h a t i s r e f e r r e d to i n the 1975 S e c r e t a r i a l Order, '86 Sec­

r e t a r i a l Order. 

Q And there's a black o u t l i n e d area. What 

i s t h a t ? 

A The black o u t l i n e d area i s the R - l l l A 

through O. 

Q Would you describe f o r us what the var­

ious c o l o r codes mean on the d i s p l a y , Mr. Hansen? 

A The various c o l o r codes are o i l and gas 

leases by company ownership. 

The yellow represents Bass Enterprises 

o i l and gas leases, which i s approximately 83,000 acres, and 

other companies are Texaco, Amoco, Mobil, Exxon, P h i l l i p s , 

Santa Fe, Chevron. 

The — what we have endeavored to do was 

to f i n d a l l of the o i l and gas leases i n t h e i r primary terms 

and use those. There are others t h a t — they have c r e d i t 

t h a t t h e i r names are on t h a t are past t h e i r primary terms 
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which may be suspended and we d i d not c o l o r those. So t h i s 

may not be accurate as to the other companies. 

Q As t o Bass' i n t e r e s t s , how are those 

i d e n t i f i e d on the display? 

A I n yellow. 

Q A l l r i g h t , and those represent leases 

t h a t you hold i n the S e c r e t a r i a l area or o i l and gas d r i l ­

l i n g and development? 

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

Q You've t o l d us t h a t Bass has been i n v o l ­

ved i n the p o t a s h / o i l area since the e a r l y 1950's? 

A 1952 i s when these u n i t s were e s t a b l i s h e d 

and t h a t c o n s t i t u t e s most of our acreage. 

Q Would you o u t l i n e f o r us g e n e r a l l y where 

the Big Eddy Unit i s ? 

A The Big Eddy Unit acreage i s mostly here; 

James Ranch acreage, here; and Poker Lake Unit acreage here, 

small p o r t i o n of the Poker Lake i n here. 

Q Would you r e t u r n to your seat, Mr. Han­

sen? 

Did you p a r t i c i p a t e on behalf of your 

company i n the O i l Conservation D i v i s i o n ' s c a l l e d work study 

committee f o r the examination of the r u l e s f o r the potash-

o i l d r i l l i n g under O i l Commission supervision? 

A Yes, we — yes, I d i d . 
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Q Why d i d you p a r t i c i p a t e i n t h a t work s t u ­

dy committee on behalf of your company, Mr. Hansen? 

A We p a r t i c i p a t e d i n t h a t because of the 

experience we have had w i t h attempting t o d r i l l w e l l s i n the 

potash area and the success we have had w i t h M i s s i s s i p p i 

Chemical i n t h a t regard. 

Q Let me d i r e c t your a t t e n t i o n t o your e f ­

f o r t s under the e x i s t i n g R - l l l procedures, and by t h a t I 

mean a l l of the extensions or m o d i f i c a t i o n s of t h a t order as 

a p p l i e d t o the O i l Conservation D i v i s i o n and the correspon­

ding a d m i n i s t r a t i o n of the Federal p r o p e r t i e s by the Bureau 

of Land Management pursuant t o the Secretary orders and d i ­

r e c t i v e s . 

From Bass* perspective as an operator i n 

t h i s area, have you p e r s o n a l l y been involved i n the l a s t ten 

years w i t h t h a t process? 

A Yes. 

Q Describe f o r us g e n e r a l l y what i s the 

procedure and method u t i l i z e d by an operator t o o b t a i n ap­

proval under e x i s t i n g r u l e s f o r d r i l l i n g on Federal acreage 

i n the R - l l l - A area and how those r e l a t e t o each other. 

A Well, the f i r s t step i s t o f i l e an a p p l i ­

c a t i o n t o d r i l l and i f t h a t — t h a t l o c a t i o n of t h a t w e l l i s 

w i t h i n an area t h a t ' s one mile from a potash lease, you have 

to n o t i f y the potash operator under R - l l l r u l e s , and i f t h a t 
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potash operator o b j e c t s , you have a hearing and the BLM o f ­

f i c i a l s a t tend the hearing and then, depending on whether 

i t ' s State acreage or Federal acreage, appropriate a c t i o n i s 

taken. 

Q Describe f o r us w i t h s p e c i f i c s the l a s t 

experience you've had w i t h the d r i l l i n g of the Rodke No. 3 

Well i n terms of how you s p e c i f i c a l l y handled the process of 

o b t a i n i n g approval f o r t h a t w e l l . 

A The Rodke No. 3 Well was an example of 

where the NMOCD and the Department of I n t e r i o r disagreed on 

whether a w e l l should be d r i l l e d or not. 

I n October of 1976 Bass f i l e d an a p p l i c a ­

t i o n t o d r i l l the Rodke 3 i n Section 27 of 20 South, Range 

31 East, under a Federal o i l and gas lease. 

An a r b i t r a t i o n hearing was conducted on 

A p r i l 21st, 1977, under the R - l l l r u l e s pursuant t o M i s s i s ­

s i p p i Chemical Corporation and Kerr McGee Corporation oppos­

in g the proposed l o c a t i o n . 

I n May of '77 the Department of Energy 

denied the Rodke 3 Well a p p l i c a t i o n . I t was the southern 

Rocky Mountain O i l and Gas Supervisor of the USGS. 

I n A p r i l — I mean, excuse me, i n June of 

'77 Bass appealed t h a t r u l i n g to the D i r e c t o r of the United 

States Geological Survey. 

I n A p r i l of '78, and we're i n the next 
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year now, the New Mexico O i l and Gas D i v i s i o n convened a 

hearing and entered Order 5725 i n May of '78 a u t h o r i z i n g the 

d r i l l i n g of a w e l l . Also i n A p r i l , 18th, the D i r e c t o r of 

the United States Geological Survey a f f i r m e d the Area Super­

v i s o r ' s d e c i s i o n to deny the Rodke 3 a p p l i c a t i o n t o d r i l l . 

Then i n May of 1980 the I n t e r i o r Board 

Land of Appeals a f f i r m e d the D i r e c t o r of the USGS de c i s i o n 

not a l l o w i n g the w e l l t o be d r i l l e d . 

Then i n August of 1981 Bass f i l e d a 

motion t o reverse the I n t e r i o r Board of Land Appeal w i t h the 

United States D i s t r i c t Court. That motion was denied but 

having f a i l e d i n t h t endeavor we then sought the Department 

of Energy assistance i n amending the 1975 S e c r e t a r i a l Order 

i n s t r u c t i o n s f o r i n s t r u m e n t a t i o n . 

I n May of 1983 t h a t d i r e c t i v e was issued 

s p e c i f y i n g d r i l l i n g i s l a n d s and under what c o n d i t i o n s they 

would be e s t a b l i s h e d . 

Q Let me show you E x h i b i t Number Two and 

l e t ' s look s p e c i f i c a l l y a t where the Rodke Well i s located 

w i t h i n the R - l l l - A area, Mr. Hansen. 

To help the other p a r t i c i p a n t s i n the 

room, Mr. Hansen, would you show on E x h i b i t Number One ap­

proximately where the Rodke No. 3 Well i s ? 

A The Rodke 3 Well i s r i g h t t h e r e . 

Q Would you take a moment and i d e n t i f y Ex-
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A This e x h i b i t i s an enlargement of the 

area I j u s t pointed t o on t h i s map, E x h i b i t Number One, and 

i t locates j u s t t o the r i g h t where Duval Corporation i s 

w r i t t e n Section 27, and i n s i d e Section 27 there i s a dry 

hole symbol a t approximately i n the center of t h a t s e c t i o n , 

and t h a t i s the l o c a t i o n of the Rodke Federal No. 3, which 

was subsequently d r i l l e d under the w e l l name the Big Eddy 

101. 

Q This w e l l was d r i l l e d pursuant t o the ex-

i s i t n g R - l l l procedures? 

A Yes. 

Q And i t was the subject of an O i l Conser­

v a t i o n Commission hearing i n which Bass was opposed w i t h r e ­

gards to the d r i l l i n g of the w e l l ? 

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

Q You had two a d m i n i s t r a t i v e hurdles to 

overcome f o r the d r i l l i n g of t h i s w e l l . I n a d d i t i o n to the 

O i l Conservation D i v i s i o n i t was the Federal p e r m i t t i n g pro­

cess? 

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

Q What was the t o t a l length of time from 

the d e c i s i o n t o d r i l l the w e l l to ac t u a l commencement of the 

wel l ? 

A Eight years. 
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Q Did you u l t i m a t e l y o b t a i n approval from 

the O i l Conservation D i v i s i o n t o d r i l l the w e l l ? 

A The O i l Conservation D i v i s i o n gave us 

permission t o d r i l l the w e l l under the — under the order 

t h a t they issued. The BLM, however, d i d not issue approval 

f o r d r i l l i n g of t h a t w e l l u n t i l Bass Enterprises entered i n ­

to an agreement w i t h M i s s i s s i p p i Chemical Corporation. 

Q A l l r i g h t . Let's t a l k f o r a moment about 

your involvement w i t h potash operators i n the enclave, and 

w i t h regards t o M i s s i s s i p p i Chemical, what other avenues 

t h a t you have sought i n order t o u t i l i z e the area f o r o i l 

and gas e x p l o r a t i o n . 

A Well, we have, of course, attended m u l t i ­

p l e hearings i n attempting t o d r i l l w e l l s i n the R - l l l area. 

We haven't had much success i n any of the are t h a t would be 

colored blue on the colored map, the BLM map. That area has 

p r i m a r i l y been denied t o the o i l and gas i n d u s t r y . 

Q I ' l l have you take a moment and help me 

put up t h i s next d i s p l a y , Mr. Hansen. 

Would you i d e n t i f y on E x h i b i t Number 

Three, Mr. Hansen, what i s the source of t h a t document? 

What i s i t ? 

A This i s the Bureau of Land Management 

1984 map showing the d i s t r i b u t i o n of potash resources i n the 

Carlsbad Mining D i s t r i c t , Eddy and Lea County, New Mexico. 
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Q We can hear you b e t t e r i f y o u ' l l go to 

the e x h i b i t and t u r n back t h i s way. 

You've made reference t o the M i s s i s s i p p i 

Chemical area i n which Bass and M i s s i s s i p p i Chemical had an 

agreement about the development of t h a t area? 

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

Q How i s t h a t i d e n t i f i e d on the e x h i b i t ? 

A That's i d e n t i f i e d w i t h the red dots, many 

of which are i n the blue area and a few of them are on the 

border of the red areas. 

Q Describe b r i e f l y what i s the substance of 

t h a t agreement. 

A The substance of t h a t agreement i s t h a t 

a f t e r we obtained the d i r e c t i n g from the Department of I n ­

t e r i o r , M i s s i s s i p p i Chemical Corporation t o a degree broke 

ranks w i t h the other potash operators. 

Q I n what way? 

A They sought an agreement t o allow us t o 

d r i l l w e l l s i n areas t h a t today would not be considered 

t h e i r l i f e of mine reserves. 

Q Have you been successful i n an e f f o r t to 

d r i l l w e l l s i n areas t h a t are w i t h i n the R - l l l - A area under 

M i s s i s s i p p i Chemical's lease t h a t are not w i t h i n the l i f e of 

the mine reserves f o r t h a t company? 

A Yes. 
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Q I d e n t i f y f o r us which of the w e l l s have 

been d r i l l e d . 

A We d r i l l e d two w e l l s under t h i s agree­

ment. The f i r s t one, of course, i s the Rodke 3, which i s 

t h a t l o c a t i o n . We d r i l l e d t h a t w e l l several months a f t e r we 

entered the agreement. The Department of I n t e r i o r allowed 

us t o d r i l l a f t e r M i s s i s s i p p i Chemical approved the d r i l l i n g 

a p p l i c a t i o n , and we d r i l l e d t h i s w e l l here, which i s w i t h i n 

a l i t t l e over h a l f a mile from the mine workings under t h a t 

agreement. 

I might add t h a t the Rodke 3 was a Dela­

ware t e s t . The Big Eddy 91, which i s clos e r to the mine, 

was a Morrow t e s t . 

Q What e f f e c t d i d your a b i l i t y t o work out 

a v o l u n t a r y agreement w i t h M i s s i s s i p p i Chemical have on 

Bass' p a r t i c i p a t i o n i n the work study committee? 

A Well, i t had a great deal t o do w i t h our 

involvement because we — we f e l t t h a t we had something t o 

o f f e r i n the way of an example t h a t would p o s s i b l y allow the 

other operators, o i l and gas operators, t o d r i l l w e l l s i n 

areas t h a t they have o i l and gas leases on the same type 

philosophy. 

Q That example was predicated on the o i l 

and gas — the potash operator s e t t i n g aside l i f e of the 

mine reserves i n which the o i l and gas operator would not 
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attempt t o d r i l l and as a concession, a l l o w i n g the o i l and 

gas operator t o d r i l l i n other p o r t i o n s of the lease. 

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

Q Summarize f o r us, Mr. Hansen, what was 

your p a r t i c i p a t i o n i n the OCD work study committee f o r the 

r e v i s i o n of r u l e — procedures to the R - l l l - A order. 

A Repeat t h a t f o r me. 

Q Yes, s i r . Describe f o r us your p a r t i c i ­

p a t i o n i n the work study committee. 

A My p a r t i c i p a t i o n was as a general commit­

tee member at the i n i t i a l meetings and then subsequent t o 

those meetings we had the work committees, or subcommittees, 

and we p a r t i c i p a t e d i n the work and n e g o t i a t i o n of endeavor­

ing to f i n d a way to d r i l l w e l l s i n t h i s area. 

Q Let me commence w i t h t h a t p o r t i o n of the 

work study t h a t generated the subcommittee t h a t worked on 

the various d r a f t s between the potash i n d u s t r y and the o i l 

and gas i n d u s t r y . When d i d t h a t take place, the c r e a t i o n of 

the subcommittee? 

A You want the date? 

Q Approximate one. 

A The approximate date was March of '87. 

Q On behalf of the o i l and gas i n d u s t r y what 

i n d i v i d u a l s or companies p a r t i c i p a t e d i n the subcommittee? 

A Talisman p a r t i c i p a t e d , John Waid was the 
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chairman of our committee. Norbert Rempe p a r t i c i p a t e d w i t h 

Yates. Dan Girand p a r t i c i p a t e d , and there was one other. I 

can't remember h i s name. A. J. Deans. 

Q Did you p a r t i c i p a t e i n reviewing and 

analyzing the various d r a f t s ? 

A Yes. 

Q Describe f o r us g e n e r a l l y as we move 

through the discussion d r a f t s i n the summer of '87, what the 

i n i t i a l p o s i t i o n s of the potash companies were i n order to 

a r r i v e a t an agreement. 

A The — a f t e r the work — the 

subcommittees were e s t a b l i s h e d , the potash subcommittee and 

the o i l and gas subcommittee each devised the re s p e c t i v e 

proposals. They were summarily r e j e c t e d out of hand by each 

of the opposing subcommittees because, of course, our 

proposal was based on a t o t a l lopsided view of what we 

wanted t o do i n the area and t h e i r s was to keep us 

completely out. That was before we began lo o k i n g a t t h i s 

procedure. 

Q Thereafter there as a subsequent d r a f t 

prepared t h a t was c i r c u l a t e d among the committee members? 

A P r i o r t o t h a t , a t the — at the work 

at the subcommittee meeting i n El Paso, a f t e r the potash 

committee, subcommittee had presented t h e i r proposals, we 

had presented our proposals, we were a t a stalemate, and a t 
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t h a t p o i n t the potash i n d u s t r y made the o f f e r t h a t i f we 

would not d r i l l i n t h e i r l i f e of mine reserves, they would 

give us the remaining areas t h a t we could d r i l l , which would 

be a l l of the green, a l l of the gray, a l l the red, and a 

p o r t i o n of the blue. 

I t was subsequent t o t h a t t h a t the d r a f t 

of what we now have as the statement was made. 

Q Was there any guidance or d i r e c t i o n given 

to the work study d r a f t i n g committee w i t h regards t o the po­

s i t i o n of the Bureau of Land Management i n terms of what 

parameters they would accept? 

A Yes, the re p r e s e n t a t i v e s of the Bureau of 

Land Management attended the c r i t i c a l sessions and advised 

us what they would and would not l i v e w i t h i n s o f a r as our 

n e g o t i a t i o n of where we would d r i l l and the b u f f e r zones, e t 

cetera. 

Q Did the O i l Conservation D i v i s i o n set any 

parameters or guidance f o r discussion w i t h regard t o the 

d r a f t i n g of r e v i s e d rules? 

A They, as w e l l , p a r t i c i p a t e d i n guid i n g 

the subcommittees on which d i r e c t i o n they would and would 

not go. 

Q At what p o i n t were the d r a f t s i n such a 

form t h a t they were shared w i t h the other members of the 

committee? 
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A A f t e r the November — w e l l , the — l e t ' s 

see here. 

The potash subcommittee proposed — they 

d r a f t e d the f i r s t form of the agreement. They sent i t t o 

me. Charlie High sent i t t o me under a l e t t e r and I sent i t 

t o the other committee members, not the subcommittee 

members, the f u l l committee members, w i t h t h e i r — w i t h the 

request t h a t they respond w i t h t h e i r comments and t h e i r 

suggestions on how we might b e t t e r t h i s agreement. 

Q Did you receive comments and suggestions 

from other members of the o i l and gas i n d u s t r y p a r t i c i p a t i n g 

i n the study? 

A We received some of them. 

Q And d i d you pass on a l l those suggestions 

and comments on t o the potash i n d u s t r y ? 

A Yes, we passed t h a t on i n a l e t t e r . 

Q Subsequent t o t h a t , what then occurred, 

Mr. Hansen? 

A Well, we waited several weeks t o o b t a i n 

a l l of the comments t h a t we received and a t t h a t p o i n t we 

went to the November 23rd subcommittee meeting and f i n a l i z e d 

the statement of recommendations. 

Q And how was t h a t statement of 

recommendations executed on November 23rd, '87, d i s t r i b u t e d 

t o the r e s t of the i n d u s t r i e s ? 
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A I t was d i s t r i b u t e d — i t was executed by 

the members of the subcommittees t h a t were i n attendance a t 

t h a t time and i t was subsequently sent t o a l l the committee 

members f o r t h e i r i n f o r m a t i o n and t h e i r — whatever they 

wanted t o do w i t h i t . 

MR. LEMAY: I be l i e v e a t t h i s 

p o i n t w e ' l l take a break f o r lunch and reconvene a t 1:15. 

(Thereupon the noon recess was taken.) 

MR. LEMAY: Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

JENS HANSEN, 

resuming the witness stand, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION CONTINUED 

BY MR. KELLAHIN: 

Q Mr. Hansen, f o r the l a s t ten years you've 

been pe r s o n a l l y i n v o l v e d i n attempting t o d r i l l i n the pot­

ash area, attempting t o o b t a i n approval from the Secretary 

to the Bureau of Land Management f o r d r i l l i n g i n the potash 

area, and have s t r u g g l e d w i t h the e x i s t i n g procedure. 

E x h i b i t Two t h a t was introduced by Mr. 
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Lyon represents a statement of the potash i n d u s t r y and the 

o i l i n d u s t r y ' s p o s i t i o n executed on November 23rd. Does 

your signature appear on t h a t document? 

A I t does. 

Q Do you have an o p i n i o n , Mr. Hansen, as t o 

whether or not the s t a t e d agreement of November 2 3rd 

represents an improvement over the e x i s t i n g R - l l l 

procedures ? 

A We b e l i e v e i t i s an improvement. 

Q I n what way? 

A Because i t allows the w e l l s to be d r i l l e d 

i n the potash area t h a t cannot normally be d r i l l e d under the 

prescribed procedures t h a t have been fo l l o w e d over the l a s t 

— since 1955. 

Q I n your own words, Mr. Hansen, would you 

summarize what the give and take was as you understand i t 

between the two i n d u s t r i e s t h a t r e s u l t e d i n the statement of 

November 23rd? 

A The give and take between the potash 

i n d u s t r y and the o i l and gas, or the potash r e p r e s e n t a t i v e s 

and the o i l and gas r e p r e s e n t a t i v e s , was p r i m a r i l y the same 

as the give and take i n the M i s s i s s i p p i Chemical agreement 

between Bass and M i s s i s s i p p i Chemical, and t h a t i s t h a t we 

p r o t e c t the l i f e of the mine reserves and d r i l l the other 

areas. That — t h a t ' s the primary, fundamental concept of 
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this agreement. 

Q Let's go through the agreement and t a l k 

about some of the s p e c i f i c reasons p a r t i c u l a r p r o v i s i o n s are 

contained w i t h i n the agreement. 

F i r s t of a l l , on Page 2, Commissioner 

Humphries t h i s morning d i r e c t e d Mr. Lyon's a t t e n t i o n to the 

f a c t t h a t i n Subparagraph 1 i t says or requests t h a t the O i l 

Conservation Commission adopt t h i s i n l i e u of the c u r r e n t 

order w i t h o u t s u b s t a n t i a l change. 

What's the basis f o r having t h a t language 

i n the agreement? 

A Well, because we be l i e v e the agreement i s 

balanced the way t h a t i t i s w r i t t e n t o , l i k e I s a i d , t o pro­

t e c t o i l and gas reserves, t o d r i l l them, and t o p r o t e c t the 

potash reserves under the l i f e of the mine reserve concept. 

Q Let's look a t the bottom p o r t i o n of Page 

2 and i t says the i n t e n t of the p a r t i e s are t h a t , and i t 

goes on and discusses the l i f e of the mine reserves. 

Mr. Humphries had a question t h i s morning 

concerning what happens when those l i f e of the mine reserves 

have been f u l l y exhausted or depleted by the potash opera­

t o r . Do they continue t o be l i f e of the mine reserves f o r 

which the o i l and gas operator i s precluded from d r i l l i n g ? 

What i s your understanding of the mechanism under the agree­

ment by which the l i f e of the mine reserves w i l l be updated 
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or adjusted? 

A My understanding of the way t h i s document 

would apply would be a p r o v i s i o n t h a t designates the minine 

reserves t h a t ' s f i l e d each year w i t h the BLM. That designa­

t i o n every year would — would include e i t h e r new areas t h a t 

have been discovered as being l i f e of the mine reserves or 

ol d areas t h a t had t h e r e t o f o r e been designated l i f e of the 

mine reserves and were no longer considered so. Also, I 

would assume t h a t i t would also include mined out areas t h a t 

could be s a f e l y d r i l l e d . 

Q Do you have an op i n i o n as t o whether t h a t 

i s a p r e f e r a b l e procedure w i t h more f l e x i b i l i t y than the 

cu r r e n t R - l l l - A procedures whereby the potash operator f i l e s 

annually h i s 3-to-5 year mining plan? 

A Yes. We be l i e v e i t would be a b e t t e r 

procedure inasmuch as the Bureau of Land Management would be 

able t o monitor the s i t u a t i o n ; be able t o monitor the f i l ­

ings t h a t the potash operators would submit, and i n so doing 

would only allow them t o designate l i f e of the mine reserves 

where they a c t u a l l y l i e . We've been assured t h a t by the 

Bureau of Land Management a t the subcommittee meetings. 

Q When we look a t the top p o r t i o n of Page 3, 

there i s a reference t o the BLM Potash Resources Map of Oc­

tober 1st of '84, and then i t shows g e n e r a l l y what areas are 

to be included or excluded from the l i f e of the mine r e -
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serves. 

A Yes. 

Q Can you look a t d i s p l a y number t h r e e , 

which i s Bass E x h i b i t Three, and show us g e n e r a l l y what i s 

your understanding of how t h a t would operate? 

A As I understand the way i t would operate, 

the areas i n green, gray, red, and approximately 25 percent 

of the blue w i l l be a v a i l a b l e f o r o i l and gas d r i l l i n g . 

The areas i n y e l l o w , orange, and a p p r o x i ­

mately 75 percent of the blue would be o f f l i m i t s t o a l l 

d r i l l i n g . 

Q Do you have an op i n i o n as t o whether t h a t 

represents an advantage or a disadvantage under — over the 

c u r r e n t system? 

A I t h i n k i t ' s an advantage inasmuch as we 

have sought the establishment of d r i l l i n g i s l a n d s since the 

'75 s e c r e t a r i a l order was promulgated. We have yet t o know 

of anyone i n the i n d u s t r y , i n the o i l and gas i n d u s t r y , who 

has e s t a b l i s h e d a d r i l l i n g i s l a n d i n the e n t i r e potash 

basin. I t has not happened. We are t o some degree advised 

t h a t i t w i l l not happen. 

Q When we look a t Page 3 of the agreement 

and i t t a l k s about the potash area — 

A Yes. 

Q — and i t ' s the — my understanding' of 
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t h i s language i s i t makes the — proposed t o make the R - l l l -

A area coterminous w i t h the BLM area. Is t h a t what t h a t 

does? 

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

Q Do you have any support or o p p o s i t i o n to 

t h a t proposal? 

A We do not have o p p o s i t i o n to t h a t pro­

posal under the c o n d i t i o n s t h a t the casing requirements cur­

r e n t l y under r e g u l a t i o n would not be increased by e n l a r g i n g 

the R - l l l area. That's covered f u r t h e r i n the agreement. 

Q When we look a t Page 4 there i s a sub­

heading under here, Designation of Mine Reserves. What's 

the basis f o r having t h i s p a r t i c u l a r p r o v i s i o n i n the agree­

ment? 

A Well, t h i s would allow the p r o t e c t i o n of 

a d d i t i o n a l potash reserves i f they were subsequently d i s ­

covered from the date of t h i s statement. 

I t would also allow f o r the c o n t r a c t i o n 

of the area i f i t was discovered t h a t such an area d i d not 

represent a t r u e l i f e of mine reserves. 

Q Are you bothered or concerned by the f a c t 

t h a t the i n f o r m a t i o n conveyed by the potash operator t o the 

BLM w i l l be considered p r i v i l e g e d and c o n f i d e n t i a l informa­

t i o n ? 

A No. To some degree we are but we t h i n k 
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— we t h i n k t h a t can be overcome. 

Q We get now t o Page 5 and i t t a l k s about 

the d r i l l i n g i n the potash area and i t goes through a system 

t h a t Mr. High and Mr. Lyon discussed e a r l i e r t h i s morning i n 

which- there are various siz e b u f f e r zones. 

What i s Bass 1 p o s i t i o n w i t n regards t o 

the b u f f e r zones as proposed i n the November 23rd agreement? 

A I t ' s our p o s i t i o n t h a t these are the buf­

f e r zones the BLM now has under t h e i r p o l i c y and they are 

a c t u a l l y r e f e r r e d t o i n the 1986 S e c r e t a r i a l Order but the 

Bureau of Land Management a t the subcommittee meetings war­

ned us t h a t these b u f f e r zones would not be narrowed i n any 

way. 

So they're going t o have t o stand as they 

have been. 

Q Assume t h i s h y p o t h e t i c a l , Mr. Hansen, i f 

the OCD est a b l i s h e s a b u f f e r zone t h a t ' s less than t h i s area 

described i n the agreement, could the Bureau of Land Manage­

ment s t i l l deny the permit t o d r i l l on Federal lands based 

upon a d i f f e r e n t b u f f e r standard? 

A Yes. 

Q And t h a t i n f a c t i s what has occurred, 

has i t not? 

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

Q There i s a n o t i c e p r o v i s i o n set f o r t h on 
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paragraph — Page 8 and Subparagraph 14 ( s i c ) i n which the 

e x i s t i n g R - l l l - A n o t i c e p r o v i s i o n s are expanded from the 10-

day n o t i c e t o potash operators t o a 20-day p e r i o d . Do you 

have any comments about n o t i c e provisions? 

A No, we — I t h i n k they're acceptable. 

Q 20-day n o t i c e i n your opini o n i s accept­

able and t h a t was a date t h a t was negotiated and discussed 

among the potash i n d u s t r y and the o i l and gas in d u s t r y ? 

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

Q There i s a reference i n the agreement 

which I must t e l l you I can't f i n d r i g h t a t the moment. I 

bel i e v e i t ' s on Page 8, Subparagraph A of Paragraph IV, and 

there was language t h a t Commissioner Humphries discussed 

t h i s morning about u n i t i z a t i o n i n the potash area. 

F i r s t of a l l , would you describe the 

reason t h a t t h a t i n f o r m a t i o n i s i n the agreement? 

A The reason t h a t i n f o r m a t i o n i s i n the 

agreement i s because i t appears i n the 1986 S e c r e t a r i a l Or­

der . 

Q What appears i n the S e c r e t a r i a l Order? 

A The p o s s i b i l i t y of u n i t i z i n g areas due t o 

drainage and the concept there i s i f a w e l l i s d r i l l e d , the 

border of one of these zones, border zones, i s — b u f f e r 

zones, i t ' s d r i l l e d a t the edge of a b u f f e r zone and i t 

drains acreage, o i l and gas from acreage un d e r l y i n g an o i l 
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and gas lease t h a t cannot be permitted and d r i l l e d , then 

there should be some mechanism f o r u n i t i z a t i o n t o p r o t e c t 

t h a t leaseholder and the mineral — owner of the minerals 

from drainage, and t h a t — i t ' s only a w e l l - b y - w e l l basis 

i t ' s a concept i n which we — we saw t h i s . 

Q The suggested language t h a t ' s used on 

Page 8 i n Paragraph A about u n i t i z a t i o n i s language t h a t you 

suggested f o r the document? 

A We requested t h a t — t h a t C h a r l i e High 

place something i n the document t h a t mentioned i t . I t would 

be v i r t u a l l y impossible t o explore a l l the p o s s i b i l i t i e s of 

u n i t i z a t i o n . You would have Federal u n i t s , State u n i t s , and 

a l l we wanted to do was t o mention the p o s s i b i l i t y f o r pro­

t e c t i n g c o r r e l a t i v e r i g h t s through t h i s concept. 

Q And i t has i t s basis i n the S e c r e t a r i a l 

Order? 

A Yes. 

Q And f o r no other reason? 

A No other reason. 

Q The concerns t h a t Commissioner Humphries 

expressed t h i s morning about having t h i s used t o create 

u n i t s f o r a large l i f e of the mine reserve area was not the 

i n t e n t of t h a t p r o v i s i o n ? 

A No, i n f a c t we do not — we could not 

foresee anyone who owned an o i l and gas lease i n a l i f e of 
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mine reserve who was not i n clanger of being drained, being a 

part of any un i t that would be designated for that purpose. 

Q Let's take a specific example, Mr. Han­

sen, of what your opinion i s with regards to how the pro­

posed agreement, i f adopted, would work i n a p a r t i c u l a r i n ­

stance, versus how i t works now i n that same instance. 

I'd l i k e to d i r e c t your at t e n t i o n to your 

Exhibit Number Three and to the Texaco well which i s i n 

t h e i r Forty-Niner Unit. I t ' s the No. 3 Well? 

A Correct. 

Q And you've highlighted i t on that exhi­

b i t ? 

A That's correct. 

Q Would you go to the e x h i b i t and show us 

a l l where i t is? 

A I t ' s located r i g h t here. 

Q I t ' s the blue dot i n the southern end of 

the display? 

A That's correct. 

Q Okay. Under the e x i s t i n g R - l l l - A proce­

dures what was Texaco required to do i n order to obtain the 

approval of one of the two wells they sought to d r i l l i n the 

potash area? 

A They were required to f i l e an application 

to d r i l l and then n o t i f y the appropriate potash operators i n 
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the v i c i n i t y of the proposed l o c a t i o n . 

Q And t h a t subsequently r e s u l t e d i n a con­

t e s t e d hearing? 

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

Q I f the proposed agreement i s incorporated 

i n t o a new R - l l l - A r u l e , what i s your understanding and 

opinio n w i t h regards t o what would happen f o r t h a t type of 

well? 

A We asked s p e c i f i c a l l y about t h a t w e l l un­

der t h i s statement and — 

Q Whom d i d you ask? 

A We asked I n t e r n a t i o n a l — IMC, Walter 

Thayer. 

Q And what i s your understanding of whether 

or not under a procedure, i f i t ' s adopted under a r u l e 

change, whether or not t h a t l o c a t i o n , then, f o r the Texaco 

w e l l would r e q u i r e n o t i c e and hearing and a contested d i s ­

pute? 

A I t would have been approved under t h i s 

p r o v i s i o n and t h i s agreement w i t h o u t hearing. 

Q How would t h a t be accomplished? 

A Well, they would f i l e the a p p l i c a t i o n , 

n o t i f y the potash operator; the potash operator would advise 

them t h a t the w e l l could be d r i l l e d because i t i s not l o ­

cated i n a l i f e of the mine reserve or the b u f f e r zone pro 
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t e c t i n g t h a t l i f e of mine reserve. 

In t h i s p a r t i c u l a r w e l l here i t would be 

i n the barren area, anyway. 

Q Does Bass support the adoption by the 

Commission of the matters set f o r t h i n the statement of pos­

i t i o n f o r November 23rd, 1987? 

A Yes. 

Q Let's go to Mr. Lyon's or the D i v i s i o n 

s t a f f ' s d r a f t of a proposed order, which I b e l i e v e i s marked 

as E x h i b i t Number Four. 

Let me d i r e c t your a t t e n t i o n to Page 15 

of t h a t e x h i b i t , Mr. Hansen. Do you have a copy of i t ? 

A Yes. 

Q Mr. High and Mr. Lyon discussed the por­

t i o n of Page 13 t h a t set f o r t h a procedure where a f t e r no­

t i c e and hearing there i s a p o s s i b i l i t y t h a t an o i l and gas 

operator could d r i l l a w e l l w i t h i n the l i f e of the mine r e ­

serve area. 

What was, i n f a c t , the agreement between 

the o i l and gas i n d u s t r y and the potash i n d u s t r y on that, i s ­

sue? 

A The agreement reached i n the subcommittee 

on t h a t — on t h a t issue i s t h a t we would not d r i l l i n a 

l i f e of mine reserve i n r e t u r n f o r the areas around the l i f e 

of mine reserve, and t h a t the only — under t h i s p a r t i c u l a r 
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wording we would assume t h a t the purpose of a hearing would 

be determine whether an area i s a c t u a l l y i n a l i f e of the 

mine reserve, not whether they could d r i l l i n i t or not. 

Q Do you support the language as w r i t t e n by 

Mr. Lyon i n t h i s proposed d r a f t order? 

A I t does not represent what the 

subcommittees agreed t o i n the statement. 

Q Commissioner Humphries was concerned t h i s 

morning about whether or not, i n t e n t i o n a l l y or 

u n i n t e n t i o n a l l y , the Commissioner of Public Lands and h i s 

s t a f f were being omitted from the process by which a 

de c i s i o n would be made by e i t h e r the OCD or the BLM 

a f f e c t i n g the d r i l l i n g of w e l l s on State potash acreage. 

What was your understanding of how t h i s 

agreement would apply and a f f e c t the operations of the 

Commissioner of Public Lands O f f i c e ? 

A Well, we — i t was not our purpose; t o 

exclude any p o r t i o n of the New Mexico O i l Conservation 

Commission, i n c l u d i n g the Commissioner, and t h e i r c o n t r o l 

over State lands, and I t h i n k the reason the NMOCC was 

mentioned i n here i s because they handle most of the 

t e c h n i c a l matters t h a t a r i s e out of these proceedings. 

Q Have you had an o p p o r t u n i t y t o review Mr. 

Lyon's proposed order w i t h regards t o the way he's suggested 

the adoption of the p r o v i s i o n s of the agreement executed by 
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the two i n d u s t r i e s on November 23rd of '87? 

A Yes. 

Q Apart from the observation about the 

hearing question on l i f e of mine reserve areas, do you have 

any comments or observations about the way Mr. Lyon has pro­

posed t o implement the terms of the agreement? 

A We have a l i t t l e b i t of problem w i t h 

on Page 3 regarding the casing programs. We r e a l i z e t h a t 

the Bureau of Land Management and the NMOCD want t o have as 

much d i s c r e t i o n i n t h i s matter as p o s s i b l e ; however, we be­

l i e v e t h a t i f the potash i n d u s t r y i s comfortable w i t h the 

casing program and p r o v i s i o n s set out i n the statement, then 

we b e l i e v e those should be enacted and become p o l i c y . 

Q Do you have any other observations eLbout 

the way Mr. Lyon has s t r u c t u r e d a proposed order? 

A No. 

Q Do you have a summary conclusion, Mr. 

Hansen, w i t h regards t o Bass' p o s i t i o n and recommendtion t o 

the Commission concerning the issue of r e v i s i o n to the R-

111-A procedures and r u l e s as they now e x i s t ? 

A Yes. 

Q What i s t h a t ? 

A Well, i t ' s the p o s i t i o n of our company 

t h a t t h i s area f o r f i f t e e n and twenty years now has been a 

source of an emotional c o n f l i c t between two i n d u s t r i e s and 
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t h a t the c o n f l i c t has r e s u l t e d i n an economic waste of time 

and money. We've accomplished very l i t t l e under t h i s proce­

dure and we've been i n a c o n f l i c t phase f o r f i f t e e n or twen­

t y years and we b e l i e v e t h a t beginning w i t h the MCC agree­

ment, t h a t t h a t began a new phase of cooperation and under­

standing, and I t h i n k the o i l i n d u s t r y should i n the f u t u r e 

be a l i t t l e more s e n s i t i v e about what the non-gassy mine 

c l a s s i f i c a t i o n t h a t these i n d i v i d u a l s enjoy and they're 

t r y i n g t o p r o t e c t , and t h a t the potash i n d u s t r y be a l i t t l e 

more s e n s i t i v e about the areas we want t o d r i l l and the 

areas they've kept us out of because they were concerned 

t h a t we would come too f a r and d r i l l e i t h e r i n t h e i r mining 

areas or d i s t u r b t h e i r reserves. 

So based upon t h a t , we — we endorse t h i s 

statement and we t h i n k i t ' s not a p e r f e c t document and i t 

won't solve a l l the problems but i t ' s another step and ei new 

phase t h a t should be looked a t i n a p o s i t i v e manner and im­

plemented w i t h optimism and cooperation. 

MR. KELLAHIN: Nothing f u r t h e r 

of Mr. Hansen. 

We move the i n t r o d u c t i o n of 

Bass E x h i b i t s One through Three. 

MR. LEMAY: Without o b j e c t i o n 

Bass E x h i b i t s One, Two, Three w i l l be admitted i n t o the r e ­

cord . 
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Thank you, Mr. K e l l a h i n . 

Questions of the witness? Yes, 

s i r , Mr. H a l l . 

MR. HALL: B r i e f l y , Mr. Chair­

man . 

CROSS EXAMINATION 

BY MR. HALL: 

Q Mr. Jenson ( s i c ) , I wonder i f you could 

c l a r i f y f o r us — 

A Hansen. 

Q I'm s o r r y , Hansen. Would you please 

c l a r i f y f o r the Commission and I j u s t what e x a c t l y i s Bass' 

p o s i t i o n w i t h respect t o the adoption of E x h i b i t Four, which 

i s the proposed r u l e , amending R - l l l and the E x h i b i t B t o 

t h a t , which i s E x h i b i t Two? 

Does Bass come here today t o support the 

adoption of E x h i b i t Four? 

A You're t a l k i n g about the proposed order, 

R - l l l - P ? 

Q Which Mr. Lyon suggests. 

A Yes. This i s the f i r s t time we've looked 

at i t as t h i s i s the f i r s t time you've seen i t and we l i k e 

some of the th i n g s we see. We're a l i t t l e concerned about 

the casing, the d i s c r e t i o n of the casing, as I j u s t t e s t i -
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f i e d . I f the potash i n d u s t r y i s comfortable w i t h a l l o w i n g 

us t o abandon the R - l l l casing requirements outside one mile 

from — from the LMR, we would recommend t h a t t h a t be i n ­

cluded i n a subsequent order. 

The other t h i n g we have a l i t t l e problem 

w i t h i s — which I t e s t i f i e d — i s t h i s d r i l l i n g i n the l i f e 

of the mine reserves. That was not p a r t of our agreement a t 

subcommittee l e v e l and the purpose f o r the potash i n d u s t r y 

i n a l l o w i n g us t o come i n and d r i l l , as M i s s i s s i p p i Chemical 

has done, i s the assurance t h a t t h e i r potash reserves w i l l 

be p r o t e c t e d , and t h a t we w i l l not encroach t o them as they 

have been concerned i n previous years. 

Q So does Bass suppoprt or oppose E x h i b i t 

Four? 

A Generally i t supports E x h i b i t Four. 

Q Mr. Hansen, were you here e a r l i e r t h i s 

morning and d i d you have an o p p o r t u n i t y t o hear the t e s t i ­

mony of Mr. Lyons? 

A Yes, I d i d . 

Q Would you agree w i t h Mr. Lyon's conclu­

sion t h a t there are i n f a c t c e r t a i n i n c o n s i s t e n c i e s between 

E x h i b i t Four and the E x h i b i t B attachment to t h a t which i s 

the i n d u s t r y l e t t e r agreement? 

A Yes, I would. 

Q Instead of adopting the i n d u s t r y l e t t e r 
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agreement as E x h i b i t B t o the new order, would Bass be op­

posed t o sending t h a t l e t t e r agreement back t o the drawing 

board and subjecing i t t o f u r t h e r d e l i b e r a t i o n s and a l l o w i n g 

other members of the i n d u s t r y an o p p o r t u n i t y t o make sugges­

t i o n s f o r appropriate language f o r an E x h i b i t B t o make i t 

more compatible w i t h E x h i b i t Four? 

A I t h i n k we would o b j e c t t o t h a t . 

Q Why? 

A Because everyone had an o p p o r t u n i t y t o 

p a r t i c i p a t e . The agreement was sent out, the proposed 

agreement was sent out t o a l l the subcommittee, t o a l l the 

committee members. They had the o p p o r t u n i t y t o respond. 

Some responded; some d i d n ' t . 

I f there are problems I t h i n k we can s i t 

down and look a t them but I don't — I sense we're t a l k i n g 

about a complete r e d r a f t i n g of t h i s document, which we would 

be opposed i t . 

Q But you would agree w i t h me t h a t some of 

the o b j e c t i v e s or goals of the l e t t e r agreement are d i r e c t l y 

opposed t o those set out i n the proposed order. 

A Such as? 

Q The d r i l l i n g i n the LMR area. 

A We support t h a t as i t appears i n the 

statement. 

Q A l l r i g h t , so i t i s d i r e c t l y opposed t o 
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what i s shown. 

A Yes, and we would — we would recommend 

t h a t the proposed Order R - l l l - P be amended t o conform t o the 

statement. 

Q And would you also agree w i t h me t h a t 

the l e t t e r agreement s t i l l contains the problems t h a t the 

Chairman of the Commission referenced w i t h respect t o the 

del e g a t i o n of a u t h o r i t y improperly (not c l e a r l y understood). 

A And what are you asking me there? 

Q I f you agree w i t h t h a t . 

A Yes. That's something I t h i n k t h e y ' l l 

have t o deal w i t h . 

Q Would Bass be i n favor of having access 

to the i n f o r m a t i o n provided t o the BLM by the potash indus­

t r y i n designating the LMR areas? 

A Sure we would. We'd be i n t e r e s t e d i n ob­

t a i n i n g a l l the i n f o r m a t i o n we can get i n . 

Q Let me ask you w i t h respect t o the Texaco 

Forty-Niner Ridge No. 3 Well. 

A Yeah. 

Q Were you present a t the hearing i n Case 

Number 9148, which i s the a p p l i c a t i o n f o r t h a t w e l l ? 

A I was present but I d i d n ' t hear much of 

the testimony. 

Q A l l r i g h t . I b e l i e v e you t e s t i f i e d ear-
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ie r that the representatives of IMC t o l d you that had the 

irovisions of the l e t t e r agreement been i n e f f e c t that they 

rould not have opposed that location? 

A That's correct. 

Q Did they also t e l l you that at that very 

Learing i n which they were a party, they took the position 

:hat a l l of Section 16 contained mineable reserves? 

A That doesn't surprise me because t h i s has 

ieen going on — t h i s i s the — your point i s well taken and 

:hat's what we've been saying a l l along. Without assurances 

:hat we w i l l not disturb l i f e of mine reserves, they're not 

[oing to allow us to d r i l l anywhere and I think that's been 

iheir — t h e i r purpose a l l along. That's why i t took us 

;ight years to d r i l l the Rodke 3. You're exactly r i g h t . 

Q Do you have an opinion on whether or not 

:he information that would be provided to the BLM by the 

>otash leaseholders would be rel i a b l e ? 

A Yes. I think i t would be r e l i a b l e . 

Q Let me d i r e c t your attention to the l e t -

:er agreement. Do you have that i n f r o n t of you? 

A Yes. 

Q Throughout there are several references 

:o what I c a l l the transfer of l i a b i l i t y and i f I could d i r -

ict your a t t e n t i o n to Page 9 of the l e t t e r agreement, l e t me 

read you a sentence. 
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A Okay. 

Q " O i l and gas leaseholders and those 

persons and/or e n t i t i e s i n v o lved i n the development of the 

lease s h a l l be res p o n s i b l e , as provided by law, f o r any dam­

ages caused by them to any person by the release of gases or 

l i q u i d s i n t o the s t r a t a or atmosphere as a r e s u l t of d r i l ­

l i n g a c t i v i t i e s . " 

Now, would i t be your understanding t h a t 

i f I were t o own a lease and farm i t out t o someone e l s e , or 

i f I were a non-operator under an o i l and gas lease, and 

something happened, I would s t i l l be l i a b l e ? 

A No. I can only t e l l you — I'm not a 

lawyer so I cannot speak from a l e g a l standpoint. I can 

t e l l you what our counsel has informed us. That's the only 

way I can respond t o your question and the way I respond t o 

t h a t i s they even t o l d us t h a t t h i s does not increase the 

l i a b i l i t y of an o i l and gas operator d r i l l i n g under t h i s 

agreement. 

Q And what i s the purpose of t h i s t r a n s f e r 

of l i a b i l i t y language? 

A To make the potash operators more comfor­

t a b l e . I t may be meaningless but i t ' s i n t h e r e . 

Q Thank you. Nothing f u r t h e r . 

MR. LEMAY: Thank you, Mr. 

H a l l . 
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A d d i t i o n a l questions of the 

witness? 

Yes, s i r . 

MR. COHLMIA: Mickey Cohlmia, 

Chevron. 

I j u s t want a c l a r i f i c a t i o n . I 

might have misheard what he s a i d . 

We're t a l k i n g about the blue 

area, the LMR, the f a c t t h a t approximately 75 percent of the 

LMR would be unavailable f o r d r i l l i n g a c t i v i t i e s and approx­

imately 25 percent would be a v a i l a b l e . I s t h a t an a r b i t r a r y 

f i g u r e ? How d i d you a r r i v e a t tha t ? 

A We d i d n ' t a r r i v e a t i t . The potash i n ­

dustr y provided those f i g u r e s t o us and we don't know t h a t 

those are c o r r e c t y e t . Over time we w i l l f i n d t h a t out. 

MR. COHLMIA: Thank you. 

MR. LEMAY: Thank you. Addi­

t i o n a l questions of the witness? Mr. High. 

CROSS EXAMINATION 

BY MR. HIGH: 

Q Mr. Hansen, you were a member of the O i l 

and Gas Committee, were you not? 

A Yes. 

Q And you were also a member of the working 
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committee, the small group t h a t came up w i t h the d r ? f t ? 

A Yes, s i r . 

Q Did you a t t e n d a l l the meetings t h a t were 

held? 

A A l l except going i n t o the mine. I'd a l ­

ready been i n a mine. 

Q You've been underground i n a potash mine. 

A Yes. 

Q And d i d you receive copies of a l l the i n ­

formation t h a t the potash i n d u s t r y supplied t o the o i l and 

gas people w i t h respect t o the concern t h a t i t had about o i l 

and gas d r i l l i n g ? 

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

Q And a l o t of t h a t i n f o r m a t i o n d e a l t w i t h 

the issue Of s a f e t y , d i d i t not? 

A Correct. 

Q And would you agree w i t h me t h a t the 

s t r u c t u r e of the agreement t h a t was f i n a l l y a r r i v e d a t , 

which I've r e f l e c t e d on the chalkboard t h i s morning w i t h Mr. 

Lyon's testimony i s based upon the potash i n d u s t r y ' s concern 

f o r s a f e t y . 

A Correct. 

Q That what can and cannot be d r i l l e d i s — 

changes as you get f u r t h e r away from our mining a c t i v i t i e s 

because of the concern of the potash i n d u s t r y over the mi-
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gration of methane gas. 

A True. 

Q Now, under the proposed order t h a t Mr. 

Lyons came up w i t h t h i s morning, I be l i e v e you t e s t i f i e d i n 

response t o questions from Mr. K e l l a h i n and Mr. H a l l t h a t 

the proposal of Mr.Lyons t h a t w e l l s could be d r i l l e d i n the 

LMR was i n c o n s i s t e n t w i t h our agreement. 

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

Q You're also aware, too, aren't you, Mr. 

Hansen, t h a t there were a number of t r a d e o f f s involved i n 

these negotations. 

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

Q The potash i n d u s t r y gave up some thi n g s 

t h a t i t considered very important, d i d n ' t i t ? 

A Correct. 

Q And i n r e t u r n the o i l and gas i n d u s t r y 

gave up some th i n g s t h a t you — you people have wanted f o r a 

long time. 

A Okay. 

Q And the end r e s u l t was t h a t w i t h a l l 

those compromises we f i n a l l y reached a p o i n t where we could 

both agree t o something. 

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

Q And t o preserve t h a t we put something i n 

our statement of agreement, d i d we not? 
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A That's c o r r e c t . 

Q I f you would — i f I could d i r e c t your 

a t t e n t i o n t o Page 2 and I'd l i k e t o r e f e r you s p e c i f i c a l l y 

t o Paragraph Number 1 and Number 2 on Page 2, and I b e l i e v e 

t h i s has been received i n t o evidence as E x h i b i t — I b e l i e v e 

i t ' s E x h i b i t Two but — i n E x h i b i t Two on Page 2 Paragraph 

Number 1 says, "Upon approval by re p r e s e n t a t i v e s of each i n ­

dustry the terms of the agreement w i l l be submitted t o and 

must be adopted w i t h o u t s u b s t a n t i a l change by the New Mexico 

O i l Conservation Commission i n l i e u of the c u r r e n t Order R-

111-A, as amended." 

That says t h a t the agreement t h a t we 

reached must be adopted w i t h o u t s u b s t a n t i a l chance, doesn't 

i t ? 

A Yes. 

Q And Paragraph 2 says e s s e n t i a l l y the same 

t h i n g w i t h the exception o f r e f e r r i n g t o the Bureau of Land 

Management as opposed t o the New Mexico OCC, i s t h a t cor­

r e c t ? 

A Correct. 

Q Would you, based upon your p a r t i c i p a t i o n 

i n these n e g o t i a t i o n s , Mr. Hansen, agree w i t h me t h a t the 

proposed order of Mr. Lyons t h i s morning t h a t would allow 

d r i l l i n g i n the LMR i s a s u b s t a n t i a l change from our agree­

ment? 
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A I t is a substantial change, yes. 

Q Thank you. 

MR. LEMAY: Thank you, Mr 

High. Mr. Bruce. 

CROSS EXAMINATION 

BY MR. BRUCE: 

Q Mr. Hansen, I be l i e v e you s t a t e d t h a t you 

would support some mechanism t o allow o i l and gas operators 

knowledge of LMR boundaries. 

A We're i n favor of i t , yes. 

Q Well, i n your opini o n i s t h a t c o n s i s t e n t 

w i t h the statement of agreement? 

A Well, we want t o know a l l we can know 

about where t h e i r l i f e of mine reserves are. They say i t ' s 

s e n s i t i v e i n f o r m a t i o n but as i t — as i t ' s d i v u l g e d , we sure 

want t o know about i t . That's a l l I'm saying. We'd l i k e to 

have a l l the i n f o r m a t i o n about i t we can have. 

Q Well, i s there anything i n the statement 

of agreement about d i v u l g i n g t h a t information? 

A No, there's nothing about d i v u l g i n g , only 

to the BLM, but t h a t ' s — a l l t h a t i n f o r m a t i o n i s going t o 

come out over time as w e l l s are proposed. You're going t o 

know where the l i f e of mine reserves are. I f you propose 

w e l l s on every 40 acres out t h e r e , you're going t o know 
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where t h e i r l i f e of mine reserves are. Then we're going t o 

f i n d out i f they're k i d d i n g us or not, we're r e a l l y going t o 

get 25 percent of the area. 

Q Well, t h a t covers proposed w e l l s on a 

case-by-case b a s i s , Mr. Hansen, but what does t h a t do as f a r 

as lease a c q u i s i t i o n ? 

A I don't know. What does i t do? I mean 

you can s t i l l acquire o i l and gas leases. You're going t o 

have the same potash — 

Q But you r e a l l y don't know what — whether 

or not y o u ' l l be allowed t o d r i l l on them, do you? 

A Well, I can t e l l you, you're not going to 

be allowed to d r i l l on i t i f i t ' s i n blue. We — w i t h your 

law f i r m we spent probably a m i l l i o n d o l l a r s and couldn't do 

i t . 

MR. LEMAY: Do you have addi­

t i o n a l questions? 

MR. BRUCE: A l l I can say, I 

wasn't i n v o l v e d . 

MR. KELLAHIN: He says t a k i n g 

the arrow out of h i s he a r t . 

Q Mr. High asked you about s u b s t a n t i a l — 

s u b s t a n t i a l change, but of course t h a t ' s k i n d of an i n d i v i d ­

ual t h i n g , i s n ' t i t ? S u b s t a n t i a l t o one person might not be 

s u b s t a n t i a l t o another. 
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A I t h i n k what he was discussing would be a 

s u b s t a n t i a l change. 

Q I n your o p i n i o n . 

A Yes, yes, because t h a t ' s a primary, f u n ­

damental concept of the agreement. 

MR. LEMAY: Thank you, Mr. 

Bruce. 

Commissioner Humphries. 

QUESTIONS BY MR. HUMPHRIES: 

Q Mr. Hansen, using Mr. High's map f o r a 

reference, and accepting t h a t 25 percent deduction i n the 

so-ca l l e d holdings of the potash companies as being given 

up, given the i n s i d e l i n e next t o where you i n d i c a t e d LMR, 

the l i f e of mine reserves, and the next l i n e being a quarter 

mile b u f f e r zone w i t h the cross hatching, i s i t your under­

standing t h a t the 25 percent t h a t we're t a l k i n g about i s 

outside of the quarter mile l i n e or outside of the l i n e de­

p i c t i n g l i f e of the mine reserves? 

A We don't know. We don't know t h a t y e t . 

Q I'm not p o s i t i v e t h a t I i n t e r p r e t e d you 

c o r r e c t l y i n saying your concerns about a d i f f e r e n c e between 

E x h i b i t Four and the agreement, the i n d u s t r y agreement, are 

the casing language, the i n t r o d u c t i o n of the language t h a t 

Mr. Lyon discussed t h i s morning about the s o - c a l l e d APD's 
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f o r l i f e — i n s i d e the l i f e of the mine reserves, and I 

t h i n k you said v o l u n t a r y compliance. Did I — d i d I under­

stand t h a t r i g h t ? 

A I don't know. 

Q Okay. 

A But you — you have touched on the two — 

two areas. 

Q Those are the only two concerns? Now — 

A Yes. 

Q — as I understand i t , t h i s i n d u s t r y 

agreement was worked out by a l l the people who p a r t i c i p a t e d 

w i l l i n g l y i n t h i s and everybody t h a t could have p o s s i b l y , 

humanly been contacted was contacted, i s t h a t --

A We urged everyone t o p a r t i c i p a t e a l l they 

would. 

Q Yet we don't have an unequivocal commit­

ment on the p a r t of a l l the mining companies or a l l of the 

o i l companies. This i s s t r i c t l y a v o l u n t a r y agreement, 

i s n ' t i t ? 

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

Q Thank you. 

MR. LEMAY: Mr. Ingram, do you 

have a question? 

MR. INGRAM: Yes. I'm Hugh I n ­

gram w i t h Conoco. I'd l i k e t o ask Mr. Hansen a question, an 
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QUESTIONS BY MR. INGRAM: 

Q R e a l i z i n g , Mr. Hansen, t h a t you do have a 

couple of re s e r v a t i o n s about the agreement, assuming t h a t 

those r e s e r v a t i o n s were resolved, and i n view of the pro­

posed R - l l l - P , do you s t i l l t h i n k t h a t the agreement i s a 

necessary instrument? 

A Yes. 

Q W i l l serve a u s e f u l purpose? 

A Uh-huh. 

Q And what purpose would i t serve i f the R-

111-P i n i t s present form or some revised form goes out? 

A I j u s t t h i n k i t provides the necessary 

i n f o r m a t i o n t o implement the new order, and the i n t e n t i o n s 

of the p a r t i e s t h a t p a r t i c i p a t e d i n the committee work and 

signed the statement. 

That's the reason I t h i n k i t should be on 

the r e . 

Q Thank you. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness? 

Redirect, Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 
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REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Bruce r a i s e d an issue w i t h you about 

c o n f i d e n t i a l i t y of the potash i n f o r m a t i o n as conveyed to the 

BLM. Under the c u r r e n t procedures do you have access t o 

t h a t c o n f i d e n t i a l i n f o r m a t i o n now? 

A Only core hole i n f o r m a t i o n and then you 

have t o do the evaluations y o u r s e l f . 

Q So changing from the c u r r e n t system t o 

the proposed implementation of the agreement doesn't give up 

something t h a t the o i l and gas i n d u s t r y has now, anyway. 

A No, i t doesn't. I n f a c t , we don't give 

up much of anything i n t h i s t h i n g . 

Q Nothing f u r t h e r . 

QUESTIONS BY MR. LEMAY: 

Q I have j u s t one question only to pursue a 

l i t t l e b i t more, Mr. Hansen, the concept of l i f e of mine r e ­

serves . 

Is i t Bass' p o s i t i o n t h a t they would ac­

cept the d e f i n i t i o n of l i f e of mine reserves as defined on 

Page 4 of E x h i b i t Two of the Commission s t a f f ? D i v i s i o n 

s t a f f ? Where i t says, " L i f e of mine reserves means those 

potash deposits w i t h i n the potash area reasonably be l i e v e d 
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by the potash lessee t o con t a i n potash ore i n s u f f i c i e n t 

thickness and grade t o be mineable using c u r r e n t day mining 

methods, equipment and technology." 

A We would be w i l l i n g t o accept t h a t only 

because the BLM, the o f f i c i a l s of the BLM have assured us 

t h a t they w i l l not allow t h a t t o be abused. 

Q So i s i t — I'm t r y i n g t o narrow t h i s 

t h i n g down. 

(REPORTER'S NOTE: The f o l l o w i n g paragraph of question by 

Mr. LeMay was determined t o be c o n f i d e n t i a l i n f o r m a t i o n and 

i s hereby s t r i c k e n from t h i s t r a n s c r i p t as d i r e c t e d by Mr. 

LeMay f o l l o w i n g o b j e c t i o n by Mr. High.) 

That would have t o be as i s c u r r e n t l y set 

up; i t would have t o be more or less what the potash company 

would submit t o the BLM who would approve t h a t s u b m i t t a l ? 

A That's our understanding, yes. 

Q That's what I'm g e t t i n g a t t h i s p o i n t , 

too. 

A Yes, s i r . That we would r e l y upon the 

BLM t o adj u d i c a t e a l l of these matters as f a r as making sure 

the l i f e of the mine reserves as being enforced a c t u a l l y 
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represent what would be rained under c u r r e n t mining condi 

t i o n s . 

Q Well, then was i t also your recommenda­

t i o n , again r e f e r r i n g t o OCD E x h i b i t Number Four t h i s time, 

Item Roman numeral V I I ( 4 ) , i s i t ? I t h i n k so. The objec­

t i o n which was i n d i r e c t c o n t r a d i c t i o n t o the agreement, the 

hearing process whereby the OCD could o v e r r i d e some l i f e of 

the mine reserve area. 

A Yes. 

Q Was i t your recommendation t h a t a hearing 

process be s u b s t i t u t e d t o determine the l i f e of mine reser­

ves or j u s t the e l i m i n a t i o n of that ? 

No, i t wasn't — my undertanding of how 

t h a t would — 

MR. HIGH: Excuse me, Mr. 

Chairman, may I p o i n t out something? You — you j u s t r e f e r ­

red t o testimony from another case t h a t ' s subject t o a con­

f i d e n t i a l i t y order. The testimony you j u s t r e f e r r e d t o w i t h 

respect to reserves i n 9148 was covered by an agreement t h a t 

i t was not t o be exposed. 

MR. LEMAY: That's t r u e . I 

would apologize. Can we s t r i k e t h a t from the record? 

MR. HIGH: I would move t h a t we 

s t r i k e t h a t and would ask t h a t we not r e f e r t o i t again. 

MR. LEMAY: I'm s o r r y , Mr. 
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High, t h a t ' s c o r r e c t . I had those i n notes w i t h o u t an ac­

companying c o n f i d e n t i a l i t y . I would j u s t s t a t e t h a t because 

commercial ore i s considered commercial by d i f f e r e n t com­

panies, and t h a t i s a c o n f i d e n t i a l item, t h a t i f we're r e ­

f e r r i n g t o a hearing process and loo k i n g a t the l i f e of mine 

reserves, i s i t your recommendation t h a t t h i s hearing pro­

cess apply t o the d e f i n i t i o n of l i f e of mine reserves i n a 

given area or t h a t we j u s t s t r i k e out the recommended para­

graph e n t i r e l y ? 

A No, I t h i n k i t should apply t o — t o 

s i t u a t i o n s whereby a potash operator and the o i l and gas 

operator who wants t o d r i l l a w e l l cannot agree t h a t they 

are, e i t h e r are or not, l i f e of mine reserves and they — i n 

some case they may not b e l i e v e the BLM; they may want t o 

have a hearing process, and under t h i s p r o v i s i o n i t ' s the 

BLM t h a t makes the determinations and the NMOCD provides a 

hearing s t r u c t u r e f o r — f o r t h a t purpose and t h a t ' s our 

understanding of the purpose of a hearing, would be under — 

f o r the sole purpose of determining l i f e of the mine 

reserves boundaries. 

Q Thank you. 

MR. LEMAY: A d d i t i o n a l 

questions of the witness? 

Yes, Mr. Lyon. 
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QUESTIONS BY MR. LYON: 

Q Mr. Hansen, you mentioned t h a t there are 

a couple p o i n t s i n the proposed order t h a t you f e l t were i n 

c o n t r a d i c t i o n t o the agreement. 

Am I c o r r e c t t h a t the two instances are 

i n Section Roman numeral I I I , Paragraph (4) and Section V I I , 

Paragraph (4)? Are those the two instances or have I been 

looking a t the wrong language? 

A Right, I t h i n k you've got i t . 

Q I'm r e a l l y having a l i t t l e b i t of d i f f i ­

c u l t y why you f e e l — w e l l , f i r s t , l e t me address the one, 

the second one. 

Would you f e e l t h a t — would your f e e l i n g 

be the same i f we deleted the words " a f t e r n o t i c e and hear­

i n g " i n t h a t next t o the l a s t paragraph, so t h a t i t would 

read, "Any a p p l i c a t i o n t o d r i l l i n the LMR area, i n c l u d i n g 

b u f f e r zones, may be approved only by mutual agreement of 

lessor and lessee of both potash and o i l and gas i n t e r e s t s . " 

A I t ' s a l l r i g h t w i t h me i f i t ' s a l l r i g h t 

w i t h them. 

MR. LEMAY: I s t h a t a l l , Mr. 

Lyon, or do you have something f u r t h e r ? 

Q I n regard t o the f i r s t language, I've 

been t r y i n g t o f i n d some what t h a t I thought might be more 

co n s i s t e n t w i t h the agreement and I'm having t r o u b l e f i n d i n g 
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i t . I r e a l l y don't see any problem i n there. 

A I guess the problem would be how large an 

area i s i n , for example, i n the green and gray and the red, 

how large an area you would require us to set the casing un­

der the R - l l l rather than abandon that casing procedure as 

anticipated by t h i s statement that we agreed t o . 

Q Well, i t says that he can waive the re­

quirements on showing that the location i s outside the LMR 

and the surrunding buffer zone and then the language that 

no potash reserves would be endangered, for which Mr. Kella­

hin said he would l i k e to furnish us some suggested language 

for that. 

Do you feel that we should have i n there 

that there i s — there would be no requirement to use that 

s a l t protection s t r i n g i n the areas outside the LMR and buf­

fer . 

A That's what we think should be there, be­

cause i f they're not, you know, i f they're not concerned, 

they're safety conscious, anyway, i f they're w i l l i n g to a l ­

low us to do i t , then I think we ought to do i t . No sense 

i n spending the money i f you don't need t o . 

MR. LEMAY: Additional ques­

tions of the witness 

Yes, Mr. High. 

MR. HIGH: I f I may, Mr. Chair-



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 

137 

man. Thank you. 

RECROSS EXAMINATION 

BY MR. HIGH: 

Q Mr. Hansen, as a follow-up t o a question 

asked by Mr. Lyon concerning h i s d r a f t of a proposed order, 

I b e l i e v e i t ' s E x h i b i t Number Four, Page 15 and f o l l o w i n g . 

Do you have t h a t i n f r o n t of you? 

A Yeah. 

Q As I understood h i s question, he asked 

you whether or not you would be i n favor of a change i n the 

top paragraph on Page 15 t h a t would delete words so t h a t i t 

would read, beginning w i t h the second sentence, "Any a p p l i ­

c a t i o n t o d r i l l i n the LMR area, i n c l u d i n g b u f f e r zones, may 

be approved by mutual agreement of lessor and lessee of both 

potash and o i l and gas," and what was your response t o t h a t 

question? 

A My response was t h a t i t ' s okay w i t h us i f 

i t ' s a l l r i g h t w i t h you, because you're probably going t o 

say no and t h a t ' s the only way t o concur. 

Q You entered i n t o — I'm s o r r y , withdraw 

t h a t — Bass entered i n t o an agreement w i t h M i s s i s s i p p i 

Chemical, d i d n ' t they? 

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

Q And t h a t agreement was a p r i v a t e agree-
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ment between Bass and Mississippi Chemical with respect to 

the d r i l l i n g f o i l and gas wells i n the potash area, wasn't 

i t ? 

A That's correct. 

Q And what pos i t i o n , i f you know, did the 

potash industry take with respect to that agreement? 

A Well, the potash industry vigorously op­

posed i t . 

Q Wasn't i t the potash industry's position 

that no two people, including o i l and gas and potash les­

sees, can s i t down and enter i n t o an agreement that v i o ­

lates State law? 

A That's correct. 

Q And wasn't the potash industry position 

that State law protects potash? 

A Correct. 

Q And that Federal law protects potash. 

A Correct. 

Q And that private parties cannot by agree­

ment change that law. 

A That was your position. 

Q And i s n ' t that why we have i n the state­

ment of agreement now, Mr. Hansen, the requirement that our 

agreement, which i s between private p a r t i e s , be submitted ot 

the regulatory agencies for adoption by them so that i t ' s 
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not a p r i v a t e agreement but instead i s a law a p p l i c a b l e t o 

everyone. 

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

Q Thank you. 

MR. LEMAY: Mr. High. 

A d d i t i o n a l questions? 

I f n ot, the witness may be ex­

cused. 

MR. KELLAHIN; That concludes 

our p r e s e n t a t i o n , Mr. Chairman. 

MR. LEMAY: Thank you, Mr. Kel­

l a h i n . 

Are you ready, Mr. Hall? 

LEONARD JOHN SEEMAN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. HALL: 

Q For the record, please s t a t e your name. 

A Leonard John Seeman. 

Q Mr. Seeman, by whom are you employed and 

i n what capacity? 

A I'm employed by Texaco. I'm D i s t r i c t En-
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gi n e e r i n g Manager i n Hobbs. 

Q And are you f a m i l i a r w i t h the o i l / p o t a s h 

area? 

A Yes, s i r . 

Q Have you p r e v i o u s l y t e s t i f i e d i n f r o n t of 

the Commision and had your c r e d e n t i a l s accepted? 

A Yes, I have. 

Q Mr. Seeman, does Texaco have acreage i n 

the o i l / p o t a s h area? 

A Yes, they do. 

Q And do you have c u r r e n t production i n the 

area? 

A Yes, we have. 

Q Mr. Seeman, you have seen E x h i b i t Two, 

which i s the l e t t e r agreement between the potash and o i l i n ­

d u s t r i e s , have you not? 

A Yes, s i r , I've studied i t . 

Q Do you have an op i n i o n what a f f e c t t h a t 

agreement would have w i t h respect t o the LMR and b u f f e r zone 

areas on Texaco's acreage? 

A On Texaco's acreage I do. Ov e r a l l i t ' s 

indeterminate. 

Q A l l r i g h t . 

MR. LEMAY; I t ' s what? 

A Over the whole enclave i t ' s indeterminate 
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because we don't know where the areas of l i f e of mine reser­

ves are. 

MR. LEMAY: Mr. Seeman's q u a l i ­

f i c a t i o n s , by the way, are accepted. 

MR. HALL: Thank you, Mr. 

Chairman. 

Q Let's r e f e r t o what's been marked E x h i b i t 

One and would you i d e n t i f y t h a t , please, and e x p l a i n what 

t h a t shows? 

A Okay. These — these are two p l a t s of 

our Forty-Niner Ridge U n i t . 

The map on the l e f t shows an area t h a t 

woudl be barren on the BLM map. Okay, t h a t ' s t h i s curved 

l i n e here. A l l r i g h t . I t also shows Texaco's three w e l l s , 

the 1, 2, and 3 Wells. Okay. The hatched area would be 

a v a i l a b l e f o r d r i l l i n g under c u r r e n t c o n d i t i o n s . I n other 

words, t h i s i s the barren area and these hatched l o c a t i o n s 

are p o t e n t i a l l o c a t i o n s on our leases. These are Texaco's 

s i x leases. 

Q What does the map on the r i g h t side show? 

A Okay. The map on the r i g h t side shows i n 

t h i s dashed l i n e a u a r t e r mile b u f f e r zone from what would 

be blue on the BLM map up here and down here. 

This also — want me t o go on? 

Q Yes, go ahead. 
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A Okay. This would show, these hatched 

ones would be the ones a v a i l a b l e w i t h t h a t b u f f e r . These 

would be a v a i l a b l e w i t h o u t the b u f f e r . 

These are State acres. These are State 

leases here. 

Texaco l a s t summer came to hearings and 

presented evidence and i t obtained an APD f o r our No. 3 

w e l l . The w e l l has been d r i l l e d and r e c e n t l y completed as a 

top allowable v/ell n the Cherry Canyon. 

Q Mr. Seemans, l e t me ask you one question. 

I s the b u f f e r zone you've spoken of i n con j u n c t i o n w i t h the 

e x h i b i t the same b u f f e r zone t h a t ' s defined by the i n d u s t r y 

agreement? 

A Yes s i r . 

Q How much acreage amount i s in v o l v e d and 

a f f e c t e d by t h a t b u f f e r zone? 

A I t ' s e s s e n t i a l l y twenty 40-acre loca­

t i o n s , 800acres. 

Q Okay. Do you have an idea of the amount 

of reserve volumes t h a t would be a f f e c t e d by the b u f f e r 

zone? 

A This Cherry Canyon play i s a l i t t l e tough 

t o put exact numbers on but we f e e l t h a t 60,000 i s what's 

necessary t o be p r o f i t a b l e , so must use 60,000, and the 

w e l l s , l i k e I say, two of them are top allowable r i g h t now, 
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so u n t i l we get a l i t t l e h i s t o r y on them i t would be hard t o 

t e l l , M r . H a l l . 

Q And t h a t ' s 60,000 per l o c a t i o n ? 

A Yes, s i r . 

Q What would the economic value of each of 

those l o c a t i o n s be? 

A May I j u s t , you know, m u l t i p l y ? I t would 

be l i k e $24,000,000 gross and $20,000,000 net. 

Q And i t ' s f o r an 8/8ths i n t e r e s t ? 

A Yes, t h a t ' s 8/8ths. 

Q Would a p o r t i o n of t h a t be a t t r i b u t a b l e 

to the State's r o y a l t y i n t e r e s t ? 

A An e i g h t h ; an e i g h t h of the $24,000,000. 

Q I'm s o r r y . 

A An e i g h t h of the $24,000,000. 

Q A l l r i g h t . Mr. Seeman, you can set t h a t 

down. 

A Okay. 

Q Do you have an op i n i o n on the p r o p r i e t y 

of the procedure o u t l i n e d i n the l e t t e r agreement f o r the 

designation of the LMR areas by c o n f i d e n t i a l means? 

A Yes, s i r , I do. 

Q What i s your opinion? 

A My opinio n i s t h a t i t ' s i n a p p r o p r i a t e t o 

keep t h a t i n f o r m a t i o n c o n f i d e n t i a l t o an a f f e c t e d p a r t y . 
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The reason f o r t h a t i s t h a t t h i s i n f o r m a t i o n i s i n t e r p r e t i v e 

and an a f f e c t e d p a r t y ought t o be able t o i n t e r p r e t the i n ­

formation . 

Q A l l r i g h t . Are you f a m i l i a r w i t h O i l 

Commission Case 9148, which i s the a p p l i c a t i o n of Texaco — 

A Yes, s i r . 

Q — f o r an APD i n the o i l / p o t a s h area? 

A Yes, s i r . 

Q I n f a c t , d i d you t e s t i f y i n t h a t hearing? 

A Yes, I d i d . 

Q Was the same acreage shown on E x h i b i t One 

the s u b j e t of the hearing — 

A Exact same acreage. 

Q And i n what s e c t i o n was your APD? 

A Section 16. 

Q Was Texaco opposed a t t h a t hearing? 

A Yes, they were. 

Q What p o s i t i o n d i d the potash lessee take 

w i t h respect t o i d e n t i f y i n g mineable reserves near t h a t pro­

posed w e l l ? 

A Well, at the a r b i t r a t i o n hearing they i n ­

d i c a t e d t h a t t h a t whole s e c t i o n was mineable. 

Q Did you dispute t h a t contention? 

A Yes. 

Q Did the potash lessee honor a l l r e l e v a n t 
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data having a bearing on determining the existence of mine­

able reserves i n t h a t section? 

A Excuse me? 

Q Did the potash lessee honor a l l r e l e v a n t 

data having a bearing on determining the existence of mine­

able resserves i n the area? 

A No, s i r , they ignored a (not understood). 

Q Mr. — 

MR. HIGH: Mr. Chairman, I 

don't want t o i n t e r r u p t Mr. H a l l but I'm going t o o b j e c t t o 

t h i s witness t e s t i f y i n g on behalf of the potash lessee un­

less some foundation i s l a i d t o show he had any knowledge at 

a l l about what the potash lessee d i d or d i d not do. 

MR. HALL: I t h i n k t h a t ' s been 

e s t a b l i s h e d . He was present a t the hearing. He knows what 

A Well, i t was — 

MR. LEMAY: Well, we're not 

going o t re-argue the — 

A The same t h i n g was a t the a r b i t r a t i o n 

hearing. 

MR. LEMAY: — those cases. I 

t h i n k your p o i n t i s what w i l l be mineable or not mineable 

under these e x h i b i t s . We can c e r t a i n l y accept t h a t k i n d of 

evidence. 
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As f a r as going back and t r y i n g 

to r e s t a t e what IMC said or d i d n ' t said or the c r i t e r i a 

being used f o r mineable reserves, I don't t h i n k t h a t ' s some­

t h i n g ( u n c l e a r ) . 

MR. HALL: That was not our 

tack, Mr. Chairman. We were commenting on the p r o p r i e t y of 

the c o n f i d e n t i a l i t y procedure o u t l i n e d i n the l e t t e r agree­

ment. 

MR. LEMAY: I t h i n k i n a broad 

statement where we're lo o k i n g a t the c o n f i d e n t i a l i t y of pot­

ash i n f o r m a t i o n , I t h i n k w e ' l l c e r t a i n l y allow t h a t t e s t i ­

mony. That w i l l help the Commission d e l i b e r a t e p o s i t i o n . 

Q Mr. Seemans, would the proposed proce­

dures under the l e t t e r agreement allow you an o p p o r t u n i t y to 

contest the designation of an LMR? 

A As I understand the r u l e , no. 

Q Mr. Seemans, i n your opini o n w i l l com­

plia n c e w i t h R - l l l - A as i t now e x i s t s r e s u l t i n undue waste 

of potash? 

A I t ' s my b e l i e f i t would not. 

Q I n your o p i n i o n i f the l e t t e r agreement 

i s adopted as p a r t of the order, w i l l the waste of hydrocar­

bon reserves (unclear)? 

A P o t e n t i a l l y very much. I might j u s t c i t e 

our example here. 
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Q I f the l e t t e r agreement i s adopted i n any 

form w i l l i t a f f e c t Texaco's f u t u r e development plans i n the 

area? 

A Well, yes, s i r , e s s e n t i a l l y we don't have 

any development plan w i t h t h a t agreement. 

Q Was E x h i b i t One prepared by you or a t 

your d i r e c t i o n ? 

A Yes, i t was. 

MR. HALL: We'd move the admis­

sion of E x h i b i t One. 

MR. LEMAY: Without o b j e c t i o n 

E x h i b i t One w i l l be admitted i n t o evidence. 

Do you have any a d d i t i o n a l 

questions, Mr. Hall? 

MR. HALL: No, s i r . 

MR. LEMAY: Are there questions 

of the witness? 

Mr. High? 

CROSS EXAMINATION 

BY MR. HIGH: 
Q Mr. Seeman, you were a witness i n the 

Texaco case you r e f e r r e d t o e a r l i e r , were you not? 

A Yes, s i r . 

Q And t h a t was an a p p l i c a t i o n i n v o l v i n g the 
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potash i n d u s t r y , wasn't i t ? 

A The hearing, yes. 

Q Texaco wanting t o d r i l l some w e l l s and 

the potash i n d u s t r y saying no, i s n ' t t h a t o r r e c t ? 

A Yes, s i r . 

Q And you said t h a t , i f I understood you 

c o r r e c t l y , apparently a r e s u l t of something t h a t happened i n 

t h a t case, you're now suspect of the procedure t h a t would be 

used t o designate the LMR areas? 

A I c e r t a i n l y am. 

Q And t h a t ' s because of what IMC t e s t i f i e d 

t o w i t h respect t o the potash i n and around the area where 

you wanted t o d r i l l , i s t h a t c o r r e c t ? 

A Yes, s i r , both a t the hearing and at ar­

b i t r a t i o n . 

Q The area t h a t IMC was t a l k i n g about was 

what c o l o r , Mr. Seeman? 

A Pardon me? 

Q The area of potash deposits t h a t IMC was 

t a l k i n g about i n t h a t hearing are shown as what c o l o r on the 

BLM map? 

A Blue. 

Q And what does t h a t blue mean? 

A I n d i c a t e d reserves. 

Q Would you please look a t the map and t e l l 
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me what the blue means? Are you f a m i l i a r w i t h the map? 

A Yes, s i r . 

Q W i l l you look, s i r ? 

A Measured potash reserves. 

Q And who made t h a t d e t e r m i n a t i o n , IMC or 

someone else? 

A BLM. 

Q That's the Federal government, c o r r e c t ? 

A Yes, s i r . 

Q So the Federal government was saying t h a t 

the potash deposits IMC was t a l k i n g about was commercial 

grade ore, i s t h a t c o r r e c t ? 

A Measured. 

Q Yes, but the Federal government was say­

ing t h a t and you — are you saying you're suspect of IMC be­

cause i t too was saying i t was commercial deposits because 

t h a t ' s what the^ederal government said? 

A No, s i r . I'm saying t h a t because the IMC 

map d i d n ' t agree w i t h t h a t . 

Q But the Federal government said i t was 

commercial deposits of potash ore, d i d n ' t i t ? 

A Yeah, but your man d i d n ' t agree w i t h i t . 

Q Well, doesn't the Federal government have 

an o b l i g a t i o n , Mr. Seeman, t o p r o t e c t commercial potash ore? 

A As I understand i t . The w e l l was d r i l l e d 
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i n barren land. 

Q Now you, you've t e s t i f i e d about an e x h i ­

b i t . May I see t h a t ? 

A Yes, s i r . 

Q You describe a b u f f e r zone, i f I 

understand you c o r r e c t l y , i s t h a t r i g h t ? 

A That's r i g h t . 

Q And you said t h i s b u f f e r zone would be 

the same as defined by the agrement t h a t ' s been reached by 

the potsh i n d u s t r y and o i l and gas i n d u s t r y . 

A I t ' s a quarter mile zone t h a t ' s drawn 

around the edge of the barren area. 

Q Okay, would you look a t your, I guess 

i t ' s your E x h i b i t Number One. The dotted l i n e i s what you 

c a l l the outside of the b u f f e r zone? 

A Yes, s i r . Quarter m i l e . 

Q A quarter mile from what? 

A From the edge of the blue and the red. 

Q Okay, and you s a i d t h a t ' s c o n s i s t e n t w i t h 

the agreement t h a t ' s been reached between the potash 

i n d u s t r r y and the o i l and gas i n d u s t r y ? 

A Yes, s i r , e x a c t l y , I s a i d . 

Q Have you even read t h a t agreement, Mr. 

Seeman? 

A Yes, s i r . 
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Q Where i n t h a t agreement, and I w i l l loan 

you my copy i f you would l i k e , does i t say t h a t any b u f f e r 

zone i s measured from the edge of the blue? 

A You e s t a b l i s h e d t h a t t h a t was the mine­

able reserves a t the hearing so I've got t o assume t h a t . 

Q Look a t E x h i b i t Number Two, i f you w i l l , 

and I ' l l loan you my copy, and f i n d anywhere i n there t h a t 

t e l l s , t h a t says anything about measuring from the edge of 

the blue as shown on he BLM map. 

A I t ' s r i g h t here. 

Q What page? 

A Page 5. 

Q Okay, would you read i t out loud, please? 

A Let me make sure I've got the r i g h t one. 

(Reading) No o i l or gas w e l l s h a l l be a l ­

lowed from a surface l o c a t i o n , (a) w i t h i n the LMR of any 

potash lessee; w i t h i n one-quarter mile or a distance equal 

to the depth of the ore jflus 10 percent, whichever i s g r e a t ­

er, of an LMR of any potash lessee. 

Q A l l r i g h t , where i n t h a t language you 

j u s t read, Mr. Seeman, d i d i t r e f e r t o the blue as shown on 

the BLM map? 

A As an LMR? I s t h a t what you're saying? 

Q No. Where, where i n t h a t agreement does 

i t say you measure the one-quarter mile b u f f e r zone from the 
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edge — 

A (Unclear), excuse me. 

Q Where i n t h a t agreement, i s t h a t what 

you're saying, the language you j u s t read says you measure 

the b u f f e r f r o m the edge of the blue? 

A From an LMR. 

Q Okay, i s there any d i f f e r e n c e between an 

LMR and the blue as shown on the BLM map? 

A I n t h i s case, no. 

Q By the agreement, i s there? 

A I n t h i s case, no. By the agreement i n 

t h i s case, no. 

Q Have you read the agreement? 

A Yes, s i r ; j u s t read i t . 

Q Does — does the agreement define LMR? 

A Yes, s i r . 

Q And how does i t define i t , Mr. Seeman? 

A Defines i t as whatever you say i t i s . 

Q I s i t your testimony here today t h a t i t ' s 

your o p i n i o n t h a t an LMR would be the same as the blue as 

shown on the BLM map? 

A I'm sure i t ' s not i n every case but t h a t 

was e s t a b l i s h e d as what I would take as LMR a t the hearing. 

You t e s t i f i e d t h a t was mineable reserves and you was going 

to go mine i t . I guess t h a t i s l i f e of mine reserves, eis I 
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understand l i f e of mine. 

Q Mr. Seeman, were you p a r t of the working 

committee? 

A Pardon me? 

Q Were you p a r t of the working committee f o r 

the o i l and gas ind u s t r y ? 

A Yes, s i r . 

Q Do you understand t h a t the concept of 

t h i s agreement t h a t ' s been reached i s t o p r o t e c t c e r t a i n 

potash deposits and t o release other potash deposits? 

A Yes. 

Q Do you understand t h a t the agreement does 

not p r o h i b i t the mining of potash outside of an area t h a t ' s 

otherwise protected? Would i t ever occur to you t h a t some 

of the potash may be mined yet i t ' s not p r o t e c t e d . Did t h a t 

ever occur t o you? 

A No, s i r . 

Q Well, do you understand t h i s agreement— 

t h a t theagreement t h a t ' s been reached releases areas t o the 

o i l and gas i n d u s t r y f o r the d r i l l i n g of o i l and gas w e l l s 

t h a t c o n t a i n potash deposits? 

A I t also takes some away, so I don't know 

what the net r e s u l t i s ? 

Q I don't have anything e l s e . Thank you. 

MR. LEMAY: Thank you, Mr. 
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High. 

Mr. K e l l a h i n . 

CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q When you t a l k e d t o Mr. High, Mr. Seeman, 

you said t h a t the proposed procedure takes something away. 

A Yes, s i r . 

Q Show me on any of those e x h i b i t s where i t 

takes something away from Texaco's opportunity+o d r i l l i t s 

o i l and gas leases. 

A Right here. I f you compare the two. 

These are State acres here. 

Q Well, l e t ' s make cle a r what Texaco's ac­

reage i s . 

A Okay. 

Q Mr. Hansen has displayed the Texaco ac­

reage i n green on h i s E x h i b i t Number One. Have you had an 

o p p o r t u n i t y t o look a t t h a t ? 

A Yes. 

Q Do you know whether or not t h a t i s a 

reasonable d e p i c t i o n of Texaco's acreage? 

A I t looks about r i g h t . 

Q When we look a t the area i n v o l v e d w i t h 
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the Forty-Niner No. 3 Well, t h a t was i n a s e c t i o n t h a t was a 

State section? 

A Yes, Section 16 of — Section 16, Range 

30 East, Township 23 South. 

Q Would you help me locate i t on Bass Exhi­

b i t Number One, Mr. Seeman? 

The other sections t h a t Texaco c o n t r o l s 

i n t h a t immediate area, are they State of New Mexico leases, 

as w e l l ? 

A No, there's some Federal acreage i n 

t h e r e , too 

Q But f o r Section 16, w i t h i n t h a t immediate 

area, the r e s t of your leases are Federal leases. 

Have you ever had the pleasure and oppor­

t u n i t y of t r y i n g t o get thejftireau of Land Management t o ap­

prove an APD i n the potash area on a Federal lease? 

A Not p e r s o n a l l y , no. 

Q The only one you've ever been involved 

w i t h was the d r i l l i n g of the Forty-Niner Well No. 3 i n the 

State Section 16? 

I n your p a r t i c i p a t i o n i n the study com­

m i t t e e , Mr. Seeman, d i d you r a i s e w i t h the other committee 

members, i n c l u d i n g the potash i n d u s t r y , your concerns about 

the b u f f e r ^ r e a being considered by the two i n d u s t r i e s ? 

A No, s i r . 
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Q You attended the o r g a n i z a t i o n a l meeting 

on May 29th, 1986, — 

A Yes, s i r . 

Q — here i n Santa Fe? And d i d you attend 

the educational seminar i n September of *86? 

A Yes, s i r . 

Q And d i d you p a r t i c i p a t e i n the November 

13th and 14th, 1986 Carlsbad potash (unclear)? 

A Yes, s i r . 

Q And d i d you subsequently p a r t i c i p a t e i n 

the meetings a t El Paso i n May of — May 1st and A p r i l 30th 

of '87? 

A No, s i r . 

Q You d i d n ' t go t o those? Did you on be­

h a l f of your company — 

A I wasn't i n v i t e d . 

Q — receive communications from the study 

committees w i t h regards t o the d r a f t s of documents being 

c i r c u l a t e d ? 

A Yes, s i r . 

Q And the f i r s t time you r a i s e your concern 

about the implementation of the b u f f e r zone i s today a t t h i s 

hearing? 

A Yes, s i r . 

MR. KELLAHIN: No f u r t h e r ques-
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t i o n s . 

MR. LEMAY: Thank you, Mr. 

K e l l a h i n . 

A d d i t i o n a l questions of the 

witness? 

QUESTIONS BY MR. LEMAY: 

Q I only have one, Mr. Seeman, and that, was 

probably i n terms of your E x h i b i t Number One. I s i t f a i r t o 

say t h a t one has t o make two assumptions on your E x h i b i t 

Number One, and t h a t i s t h a t the blue area, which would t h a t 

area as t r a n s l a t e outside of these l i n e s here, we know what 

i s blue. I mean r e f e r t o these l i n e s on the map — 

A Yes, s i r . 

Q — t h a t the blue area, one, represents 

l i f e of the mine reserves — 

A Yes, s i r . 

Q — and two, t h a t — t h a t you have t o say 

lo c a t i o n s w i t h i n t h i s area would be approved. The APD would 

be approved by the appropriate agency, whether i t went t o 

a r b i t r a t i o n and the Commission would hear i t or whether the 

BLM had j u r i s d i c t i o n and would approve the APD. So i n order 

f o r your t h e s i s t o hold up you have t o make those two 

assumptions? 

A Yes, s i r . 
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MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness? 

A But I ' l l p o i n t out the No. 2 Well i s a 

Federal w e l l . 

Q I s on Federal land? 

A Yes, s i r , and i t ' s top a l l o w a b l e . 

Q I t ' s a top a l l o w a b l e . Was t h a t frora a 

d r i l l i n g island? Was t h a t a r e - e n t r y of an e x i s i t n g w e l l 

there? 

A No, t h a t was a regul a r -- yeah, t h a t was 

a recompletion of a Morrow w e l l . 

Q So the o r i g i n a l Forty-Niner Unit No. 1, 

i f my r e c o l l e c t i o n serves me c o r r e c t , was d r i l l e d . The 

Cherry Canyon was not t e s t e d but a t a subsequent date you 

went i n and re-entered and got a top allowable w e l l from the 

Cherry Canyon? 

A Yes. 

Q So i f you look a t potash reserves i n 

there would you assume t h a t they were already condemned or 

i n some form not mineable w i t h i n the radius of t h a t w e l l be­

cause i t was an o l d w e l l , wasn't i t ? 

A Yes. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness 

Mr. K e l l a h i n . 
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MR. KELLAHIN; Just a follow-up 

on your i n q u i r y . 

RECROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Seeman, I thought you t o l d me you had 

not p a r t i c i p a t e d and were not involved on behalf of your 

company w i t h the d r i l l i n g of any w e l l on a Federal acreage 

i n the potash area. 

A I haven't been. That was a Getty w e l l . 

Q And Texaco subsequently acquired the 

Getty i n t e r e s t and t h a t ' s how come Texaco has i t ? 

Are you aware t h a t the Federal r u l e s 

p rescribe a b u f f e r zone around the w e l l s d r i l l e d i n t h i s 

area? 

A Yes. 

Q Have you attempted t o inco r p o r a t e t h a t 

w i t h regards t o the i d e n t i f i c a t i o n of t h i s b u f f e r you've 

described on your e x h i b i t s ? 

A No, I haven't. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness I f not, he may be excused. Thank 

you, Mr. Seeman. 

Do you have any a d d i t i o n a l 

witnesses, Mr. Hall? 
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MR. HALL: No, s i r . 

MR. LEMAY: Thank you. We'll 

take a ten minute break before we continue. 

(Thereupon a ten minute recess was taken.) 

MR. LEMAY: Mr. Bruce? 

MR. BRUCE: Thank you, Mr. 

Chairman. 

Mr. Chairman, as a p r e l i m i n a r y 

matter I'd l i k e t o set up Exxon's testimony. I would l i k e 

t o s t a t e that£xxon supports the proposed Rule R - l l l - P , es­

p e c i a l l y the p r o v i s i o n s f o r any c o n s i d e r a t i o n of d r i l l i n g 

w i t h i n LMR's on a case by case b a s i s . 

I n a d d i t i o n , Exxon supports the 

p o s i t i v e steps i n the statement of agreement, i n c l u d i n g the 

p e r m i t t i n g of w e l l s outside LMR's and the e l i m i n a t i o n of ar­

b i t r a t i o n . 

However, the statement of 

agreement contains c e r t a i n l i m i t a t i o n s . F i r s t , the extent 

of LMR areas, Exxon believes should be made a v a i l a b l e i n 

some manner to enable operators t o pro p e r l y evaluate v/ell 

prospects and lease a c q u i s i t i o n s and secondly, we b e l i e v e 

i t ' s improper f o r the statement of agreement t o attempt t o 

impose l i a b i l i t y on o i l and gas i n t e r e s t s . 
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We b e l i e v e t h a t i s the province of the 

L e g i s l a t u r e and the Courts. And w i t h t h a t we would l i k e to 

present the testimony. 

MR. LEMAY: Please continue. 

GORDON A. JENNER, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q Mr. Jenner, w i l l you please s t a t e your 

f u l l name and c i t y of residence? 

A Yes, s i r . Gordon Jenner, Midland, Texas. 

Q And what i s your occupation and who i s 

your employer? 

A I'm a Senior Geologist w i t h Exxon Corpor­

a t i o n . 

Q Have you p r e v i o u s l y t e s t i f i e d before the 

Commission? 

A No, I haven't. 

Q W i l l you please b r i e f l y describe your 

educational and work experience? 

A I received my Bachelor's of Science i n 

geology from St. Lawrence U n i v e r s i t y . I worked f o r two 
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years f o r a c o n s u l t i n g f i r m , geologic c o n s u l t i n g f i r m , i n 

Washington, D. C, as a p r o j e c t g e o l o g i s t . 

I received my Master's of Science degree 

from the U n i v e r s i t y of North Dakota, also i n geology, and 

I've been employed w i t h Exxon since 1985 as a g e o l o g i s t i n 

production operations. 

Q I n your p o s i t i o n are you f a m i l i a r w i t h 

g e o l o g i c a l matters involved i n Exxon's acreage i n the Eddy 

County potash area? 

A Yes, I am. As I mentioned e a r l i e r , I 

work i n the Production Operations Group f o r Exxon. This, I 

have a georaphical area t h a t includes southern Eddy County, 

which includes a good deal of the "New Mexico Potash Basin." 

MR. BRUCE: Mr. Chairman, are 

the witness' c r e d e n t i a l s accepted? 

MR. LEMAY: Yes, h i s creden­

t i a l s are acceptable. 

Q Mr. Jenner, does Exxon have plans to 

d r i l l i n the potash area? 

A Yes, we do. Exxon i s i n the process of 

forming a Federal e x p l o r a t o r y i n Township 23 South, Range 29 

East, which also includes areas of the "potash — o i l / p o t a s h 

area." 

This i s shown on a map t h a t i s up on the 

w a l l here. The green o u t l i n e d area i s the proposed bound-
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a r i e s f o r t h i s Federal e x p l o r a t o r y u n i t . The area encompas­

sed about 7360 acres. We have received p r e l i m i n a r y approval 

from the BLM f o r t h i s Federal e x p l o r a t o r y u n i t . The remain­

ing tasks t h a t need t o be accomplished before we form t h i s 

u n i t i s f o r approval of working i n t e r e s t p a r t n e r s , approval 

from the State, d r i l l i n g of the u n i t q u a l i f y i n g w e l l , and 

then f i n a l approval from the BLM. 

And our i n t e r e s t s i n t h i s Federal e x p l o r ­

a t o r y u n i t are t w o f o l d . One i s a deep Pennsylvanian gas ob­

j e c t i v e and the second i s a shallower Delaware Mountain 

Group o i l o b j e c t i v e . 

Q And i s the proposed u n i t i n the extreme 

southwest p o r t i o n of the potash area? 

A Yes, i t i s . 

Q Would you please now r e f e r to Exxon Exhi­

b i t s One, One-A, and One-B and describe the u n i t a l i t t l e 

f u r t h e r and Exxon's proposed d r i l l i n g a c t i v i t i e s and discuss 

why Exxon favors an OCD r u l e which provides f o r considera­

t i o n of d r i l l i n g i n the LMR areas. 

A Yes, I would. Figure One-A, One, One-A 

and One-B and Figure Two, Two-A and Two-B, are the scenarios 

t h a t we see f o r development of t h i s Federal e x p l o r a t o r y u n i t 

under e x i s t i n g and the proposed r e v i s i o n s t o R - l l l - A . 

I f we t u r n t o the back of E x h i b i t One you 

w i l l see the white sheet w i t h the proposed u n i t boundary on 
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i t i n Township 23 South, Range 29 East. This i s a scale of 

l-to-4000. The, as I sa i d , the proposed u n i t o u t l i n e i s 

shown by a dashed l i n e . The l o c a t i o n of the proposed u n i t 

q u a l i f y i n g w e l l i s shown by an orange dot. 

Also shown on t h i s map i n the northern 

p a r t are the Nash U n i t , operated by Mesa, which Exxon also 

has some working i n t e r e s t i n , and the Big Eddy Unit i s l o ­

cated to the n o r t h . 

I f you t u r n the f i r s t overlay over y o u ' l l 

see some boundaries on i t . These boundaries are the 

o i l / p o t a s h area designated by the Secretary of the I n t e r i o r , 

dated November 5t h , 1975, and the o i l / p o t a s h area covered by 

NMOCD Order No. R - l l l - A , as revised by R-111-0 on November 

6th, 1980. 

There are a series of blue dots t h a t are 

shown on t h i s overlay and these are what we consider t o be 

lo c a t i o n s t h a t could conceivably be d r i l l e d under e x i s t i n g 

BLM and/or NMOCD g u i d e l i n e s . There are a t o t a l of 23 w e l l 

l o c a t i o n s shown on t h i s , i n c l u d i n g the u n i t q u a l i f y i n g w e l l . 

I f you now w i l l t u r n t o the next overlay, 

you w i l l see a large blue area t h a t now covers p a r t of our 

Federal e x p l o r a t o r y u n i t . This taken from the potash map 

t h a t we have up here, the BLM Potash Resources Map dated Oc­

tober, 1984, and which, according t o the working agreement 

by the o i l / p o t a s h study agreement, would be — could poten-
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t i a l l y be a f f e c t e d by — w i t h regards t o le a s i n g and o i l and 

gas development. 

I f y o u ' l l look now there are s i x dots on 

t h i s . These s i x dots are what we could d r i l l under t h i s 

scenario. I've also shown on t h i s overlay the proposed 

b u f f e r zones of zero t o a quarter m i l e , i n which no d r i l l i n g 

would be allowed; a quarter t o a h a l f m i l e , i n which shallow 

w e l l s above the base of the Delaware Mountain Group would be 

allowed, provided there i s adequate casing and cementing 

program as governed by e x i s t i n g R - l l l - A ; and then f i n a l l y a 

h a l f mile t o a mile zone, i n which deep w e l l s would be 

allowed. 

Now these overlays again are f o r a deep 

prospect. The spacing here i s 320, which i s c o n s i s t e n t w i t h 

statewide Rule 104 governing spacing f o r t h i s g e o l o g i c a l 

o b j e c t i v e , and t h i s depth. 

As you can see, there are 6 w e l l s and we 

have gone from 23 w e l l s under e x i s t i n g g u i d e l i n e s to 6 

we 11s. 

Q Is the proposed u n i t q u a l i f y i n g w e l l 

approved by Exxon management? 

A Yes, t h i s w e l l has been approved by Exxon 

management. They are prepared to d r i l l t h i s w e l l sometime 

t h i s year. We were hoping i n the f i r s t q u a r t e r , but we are 

pending the outcome of t h i s hearing today before we make 
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f u r t h e r a c t i o n s , take f u r t h e r a c t i o n s . 

Q Would you please now r e f e r to E x h i b i t s 

Two, Two-A, and Two-B and discuss the contents of those ex­

h i b i t s ? 

A Yes, I w i l l . E x h i b i t Number Two i s a 

s i m i l a r overlay e x h i b i t as E x h i b i t One. I f you t u r n t o the 

back page again showing a u n i t o u t l i n e , e v e r y thing on i t i s 

the same as the l a s t one, except f o r the e x h i b i t number. 

I f you t u r n the f i r s t overlay you w i l l 

see, again, a series of blue dots and the o i l / p o t a s h Secre­

t a r i a l Order potash boundary, and the R-l — NMOCD R-l11-0 

boundary. 

There are a t o t a l of 120 40-acre loca­

t i o n s here. This would be f o r our shallow Delaware Mountain 

Group o b j e c t i v e . This geologic model t h a t was used here has 

been shown t o the BLM and t h e i r g e o l o g i s t s . They l i k e d the 

ge o l o g i c a l concept of t h i s model and have granted us p r e l i m ­

i n a r y approval. 

The l o c a t i o n of these 40-acre l o c a t i o n s 

r e f l e c t s t h i s g e o l o g i c a l model. 

I f you'd t u r n to the next overlay, again 

y o u ' l l see a s i m i l a r scenario as E x h i b i t One, and now i n ­

stead of 120 w e l l s there are 23 red dots and these would be 

the w e l l s t h a t would be allowed under the proposed D i v i ­

sion's R - l l l - A being considered here today. Note also t h a t 
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the u n i t q u a l i f y i n g w e l l f o r t h i s Federal e x p l o r a t o r y u n i t 

could not be d r i l l e d under t h i s scenario. 

Q So would you please summarize the e f f e c t 

of the p r o h i b i t i o n of d r i l l i n g w i t h i n LMR areas and the buf­

f e r zones on Exxon's development scenario? 

A Yes. I n the case of our deep prospects 

we very reasonably could go from a scenario of 23 deep gas 

we l l s t o 6 w e l l s i f the — we we were not — i f the b u f f e r 

zones were allowed as they're being considered today, and i n 

the case of our shallow o b j e c t i v e , we would go from 120 

w e l l s down t o 23 w e l l s . 

Q Does Exxon support the proposed Rule R-

111-P? 

A Yes, they do. We l i k e the exception pro­

v i s i o n and — and i f t h a t ' s included i n R - l l l - P , t h a t excep­

t i o n p r o v i s i o n i s acceptable t o us. 

Q Mr. Jenner, i n your p o s i t i o n w i t h Exxon 

do you make recommendations t o management regarding d r i l l i n g 

of w e l l s and the a c q u i s i t i o n of leases? 

A Yes, I do. 

Q And what are your d u t i e s w i t h respect 

thereto? 

A I n regards t o l e a s i n g , I w i l l review the 

State and/or Federal lease sale n o t i c e s . I w i l l make deter­

minations based on the geology of whether Exxon should be 
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i n t e r e s t e d i n a c q u i r i n g those leases. 

I w i l l then make a recommendation t o man­

agement based on the g e o l o g i c a l p o t e n t i a l and the p o t e n t i a l 

development costs on what p r i c e should be paid f o r t h a t 

lease. 

Q I f the extent of the LMR's are not known 

what e f f e c t does t h a t have on your recommendations? 

A I t makes i t unable t o determine the net 

value of t h a t lease because I would not be able to determine 

how much development would be allowed. 

Q Therefor, i s there a need f o r o i l and gas 

companies t o have some type of access t o records regarding 

the LMR extent? 

A Yes, there i s . 

Q Now on E x h i b i t s One and Two you showed 

possible development scenarios. Are these scenarios based 

on s t r a i g h t or d i r e c t i o n a l d r i l l i n g ? 

A These are based on s t r a i g h t hole d r i l ­

l i n g . 

Q I n your o p i n i o n i s d i r e c t i o n a l d r i l l i n g 

an economic a l t e r n a t i v e f o r d r i l l i n g i n the Laguna Salado 

South Unit? 

A We looked at the p o s s i b i l i t y of having t o 

d i r e c t i o n a l l y d r i l l w e l l s i n the proposed Laguna Salado 

South U n i t , and we determined t h a t i t was uneconomic to pur-
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sue those based on the a d d i t i o n a l cost associated w i t h 

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

Q I n your o p i n i o n i f the o i l / p o t a s h s t a t e ­

ment of agreement i s adopted w i t h o u t a p r o v i s i o n f o r d r i l ­

l i n g exceptions w i t h i n LMR's, would waste r e s u l t ? 

A Yes, i t would. 

Q Were E x h i b i t s One and Two prepared under 

your d i r e c t i o n ? 

A Yes, they were. 

MR. BRUCE: Mr. Chairman, I 

move the admission of Exxon E x h i b i t s One through Two. 

MR. LEMAY: Without o b j e c t i o n 

E x h i b i t s One through Two w i l l be admitted i n t o evidence. 

Have you f i n i s h e d your d i r e c t ? 

MR. BRUCE: Yes. 

MR. LEMAY: Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Jenner, do the proposed leases t h a t 

are included i n the Federal u n i t , are those a l l Federal 

leases? 

A They are l a r g e l y Federal but they also 
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include a State lease. 

Q There i s one State lease? Does t h a t i n ­

clude the e n t i r e State section? 

A I don't understand your question. 

Q How large i s the State's lease i n t e r e s t 

i n the u n i t compared t o the Federal u n i t ? 

A I b e l i e v e i t ' s 640 but I'm not sure. 

I t ' s approximately 640 State lease ( u n c l e a r ) . 

Q I t would be a one s e c t i o n State lease 

then t h a t would be dedicated t o the u n i t ? 

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

Q The leases t h a t you acquired, were they 

acquired by Exxon d i r e c t l y ? 

A Yes, they were. 

Q On a b i d basis? 

A Yes, they were. 

Q Do they a l l c o n t a i n the potash s t i p u l a ­

t i o n s ? 

A Yes, they do. 

Q Your u n i t area i s contained w i t h i n the 

e n t i r e S e c r e t a r i a l enclave area as depicted on the Federal 

maps? 

A Yes, i t i s . 

Q I n g e t t i n g your u n i t q u a l i f y i n g w e l l per­

m i t t e d by the LM have you received t h e i r permission t o 
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d r i l l t h a t w e l l a t t h i s p o i nt? 

A We are a w a i t i n g the r e s u l t s of t h i s hear­

ing before we f i l e f o r an a p p l i c a t i o n t o d r i l l . 

Q You've not yet f i l e d . 

A No, we have not. 

0 Do you know whether or not you've deter­

mined from the BLM whether they w i l l approve t h i s w e l l a t 

t h i s l o c a t i o n because of i t s p r o x i m i t y t o measured potash? 

A No, we do not know t h a t a t t h i s time. 

Q Who's the potash lessee t h a t ' s i n volved 

w i t h t h i s w e l l ? 

A At t h i s time our Land Department has not 

given us a l l our potash lease i n f o r m a t i o n . There are sev­

e r a l , I know, potash leases t o the north and I'm not sure i f 

the w e l l l o c a t i o n i s w i t h i n one mile of a potash lease. 

Q So you haven't approached any of the pot­

ash lessees t h a t would be a f f e c t e d t o determine whether or 

not the measured potash reserves are w i t h i n any of t h e i r 

p r o j e c t i o n s of l i f e of the mine reserves? 

A No, I have not. 

Q What i s the a n t i c i p a t e d depth of the pro­

ducti o n to be developed by the u n i t ? 

A The p r o j e c t e d TD f o r t h i s w e l l i s 13,900 

f e e t . 

Q This i s gas development i n the Pennsyl-
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vanian? 

A Yes, t h i s i s . 

Q Do you see any prospects f o r shallower 

development i n t h i s area? 

A Yes, we do. 

Q I n what formations? 

A I n the B e l l Canyon formation of the Dela­

ware Mountain Group. 

Q What's the c l o s e s t producing gas w e l l be­

low the top of the Wolfcamp i n t h i s immediate area? 

A The nearest producing one i s the Exxon 

Laguna Grande No. 3, located approximately two miles t o the 

west of the proposed u n i t q u a l i f i e r w e l l . 

Q What's the c l o s e s t producing shallow o i l 

w e l l t o the u n i t ? 

A The c l o s e s t producing one, I b e l i e v e , 

would probably be i n the Malaga F i e l d operated by Eastland. 

Q And how f a r away i s tha t ? 

A That would be located approximately, I 

would guess 6 miles, 6 t o 8 miles west. 

Q And what i s the c l o s e s t shallow gas pro­

ducti o n t h a t would be spaced on 160 acres? 

A That I do not know. 

Q Is t h i s an e x p l o r a t o r y u n i t ? 

A Yes, t h i s i s . 
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Q Would you ch a r a c t e r i z e i t as a w i l d c a t 

e x p l o r a t i o n ? 

A Yes, I would. 

Q Your analysis of the impact t h a t the 

proposed r u l e change w i l l have on Exxon i s predicated upon a 

s i m i l a r a n a l y s i s t h a t Mr. Seeman presented, i s i t not? 

A Yes, s i r , t h a t ' s a very reasonable 

scenario. 

Q Well, l e t ' s t e s t t h a t f o r a moment. 

A Okay. 

Q You have taken the BLM October '84 p l a t 

t h a t i d e n t i f i e s the blue area s measured potash reserves — 

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

Q And your assumption i s t h a t t h a t 

represents the outer boundary of some potash operator's l i f e 

of the mine reserves? 

A Yes. 

Q And based upon t h a t assumption, then, you 

have stepped out a t the appropriate distances the contours 

t h a t show the b u f f e r . 

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

Q No f u r t h e r questions. 

MR. LEMAY: Thank you, Mr. 

K e l l a h i n . 

A d d i t i o n a l questions of the 
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witness? Mr. High. 

CROSS EXAMINATION 

BY MR. HIGH: 

Q Mr. Jenner, you understand now, do you 

not, t h a t the edge of the blue as shown on the BLM map i s 

not the same as an LMR? 

A Yes, I do but i t could conceivably become 

an LMR. 

Q Well, you understand t h a t the edge of 

the blue i s not the asis on which LMR's are established,, do 

you not? 

A No, but I — and i f I may quote from the 

working agreement dated November 23rd on Page 2, where i t 

says, "The area of potash deposits pr o t e c t e d w i l l be deter­

mined i n accordance w i t h t h i s agreement, b u t , g e n e r a l l y 

speaking, w i l l encompass the yellow, orange, and a major 

p o r t i o n of the blue areas shown on the BLM potash resources 

mapas i t e x i s t e d on October 1st, 1984." 

Q I t doesn't say a l l the blue, does i t ? 

A No, i t does not, and because I don't 

know, I have t o i n f e r t h a t i t i s a l l the blue i n t h i s i n ­

stance . 

Q So even though the agreement says i t en­

compasses only a major p o r t i o n of the blue, you assumed i t 
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included a l l the blue , d i d n ' t you? 

A I have no choice unless you could t e l l me 

otherwise. That's e x a c t l y what I had t o assume. 

Q Do you understand t h a t the LMR i s not the 

same as the blue on the BLM map? 

A I sure do. 

Q Okay, given t h a t understanding, then a l l 

the e x h i b i t s you have here are nc o r r e c t . 

A Not n e c e s s a r i l y . 

Q For these e x h i b i t s t o be c o r r e c t wouldn't 

the LMR's have t o be e x a c t l y the same as the blue on the BLM 

map? 

A LMR boundaries are not, as I understand 

i t , are not f i x e d and can be construed t o be at some p o i n t 

the blue. 

Q My question i s , f o r these e x h i b i t s t o be 

accurate, don't you have t o assume t h a t the LMR's are exact­

l y the same as the blue on the BLM map? 

A Yes, i n the s t r i c t d e f i n i t i o n , yes, I do. 

Q And i s i t your o p i n i o n , Mr. Jenner, t h a t 

the agreement t h a t ' s been negotiated between the o i l and gas 

in d u s t r y and the potash i n d u s t r y would hinder the develop­

ment of t h i s u n i t t h a t you describe? 

A Yes, I do. 

Q Would — do you — i s i t your opin i o n 
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t h a t i t would hinder the development more than the e x i s t i n g 

r u l e s and r e g u l a t i o n s ? 

A Yes, I do. 

Q What makes you t h i n k , Mr. Jenner, t h a t 

you can d r i l l a w e l l today i n the blue p o r t i o n of the BLM 

map? 

A I could not be 100 percent sure of t h a t 

but I do have the o p t i o n of a hearing and i f we can present 

our case, we do have the p o s s i b i l i t y . 

Q I n how many of those hearings have you 

been involved? 

A I have not been involved i n any. 

Q You've never f i l e d an APD f o r a w e l l i n a 

blue p o r t i o n of the BLM map. 

A No, I have not. 

Q So on what do you base your o p i n i o n t h a t 

i t would be more d i f f i c u l t under the agreement t h a t ' s been 

negotiated than the e x i s t i n g r u l e s , i f you've never done i t ? 

A I t i s my understanding, w e l l , we do have 

t h a t r i g h t , and u n t i l we t e s t t h a t , then I w i l l know t h a t , 

but I can't say from f i r s t h a n d experience because, as you 

have pointed out, I have not gone through t h a t experience. 

Q You're guessing, aren't you? 

A No, I'm not. I'm saying t h a t I have not 

had f i r s t h a n d experience, as you pointed out, so t h e r e f o r I 
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cannot say t h a t I would not be able t o d r i l l i n there or 

t h a t i t ould be very d i f f i c u l t . 

C I f you assume, and i f you w i l l assume 

whether you agree w i t h me or not, assume f o r a minute, t h a t 

under the agreement t h a t ' s been negotiated between the o i l 

and gas i n d u s t r y and the potash i n d u s t r y a greater percent­

age of the blue area would be opened up f o r o i l and gas ac­

t i v i t y . 

A Okay, where? 

Q The blue. See the blue on the map? 

A Okay, uh-huh, i t covers a large area. 

Q Okay, assume t h a t a p o r t i o n or percentage 

of t h a t blue w i l l become a v a i l a b l e t o the o i l and gas indus­

t r y . 

A Okay. 

Q I f some of t h a t blue was i n your area 

here, wouldn't t h a t give you a greater place t o d r i l l ? 

A But I don't know i f i t i s or not, so — 

Q Well — 

A — okay, a l l r i g h t , I ' l l assume — 

Q — assume f o r a minute t h a t i t does r e ­

lease and free-up — 

A Okay. 

Q — some of the blue t o d r i l l i n — 

A Okay. 
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Q — doesn't t h a t give — 

A I ' l l go along w i t h t h a t . 

Q — you a greater place t o d r i l l ? 

A Not compared t o e x i s t i n g , i f I assume 

t h a t I an under e x i s t i n g g u i d e l i n e s develop p o t e n t i a l l y the 

e n t i r e Federal e x p l o r a t o r y u n i t , then I could develop more 

i f I assume t h a t I can — 

Q I f you assume t h a t today you could d r i l l 

i n the blue — 

A Right. 

Q — then you're saying our agreement 

doesn't help you. 

A Well, I assume t h a t I can d r i l l i n the 

blue today. I s n ' t t h a t c o r r e c t ? Do I always — I can't 

d r i l l i n the blue today, can I , under e x i s t i n g r e g u l a t i o n s ? 

I s there a chance t h a t I can d r i l l i n the blue? I mean t h a t 

— i t — i t — I i n t e r p r e t i t , yes, I can d r i l l i n the blue 

r i g h t now under e x i s t i n g r e g u l a t i o n s , probably w i t h a hear­

i n g , but I --

Q Could you p o i n t out t o me some w e l l s t h a t 

are d r i l l e d i n the blue? 

A They d r i l l e d up i n the blue, Bass d i d , i n 

t h e i r — t h e i r — a f t e r t h e i r a r b i t r a t i o n process. 

Q As agreed t o by the potash i n d u s t r y ? 

A Yes, uh-huh. 
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Q Do you know, Mr. Jenner, about the sa f e t y 

hazards presented by gas wells? 

A I've had the f o r t u n a t e experience t o read 

t h i s . 

Q I s t h a t the sole source of your 

knowledge? 

A Yes, i t i s . 

0 You know t h a t methane explodes, doesn't 

i t ? 

A Yes. 

Q And i t k i l l s people, doesn't i t ? 

A Yes, i t does. 

Q And i t ' s your plan to d r i l l these w e l l s i n 

the blue area to 13,000feet? 

blue area t o 13,000 feet? 

A Yes, i t i s . 

Q Do you t h i n k t h a t might present a hazard 

t o mining a c t i v i t i e s i n t h a t rea? 

A I'm not q u a l i f i e d t o answer i n t h a t r e ­

gard . 

Q Have you even given i t any thought? 

A Yes, I have given i t thought. 

Q And you decided t o go ahead w i t h your 

we 11s. 

A I am — I am a g e o l o g i s t and, as I s a i d , 
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I'm not q u a l i f i e d t o make statements regarding whether or 

not i t would be safe f o r — i n my personal o p i n i o n , yes, i t 

would be safe to d r i l l them. 

Q Are you f a m i l i a r w i t h the Federal 

standards on methane gas i n underground potash mines? 

A Yes, I am. 

Q P r e t t y s t r i n g e n t , aren't they? 

A .25 percent. 

Q They're s t r i n g e n t , aren't they? 

A Yes, they are. 

Q Now, you said you needed the data on the 

LMR's f o r some reason. 

A Yes. 

Q Do you have i n f o r m a t i o n now on them? 

A No. 

Q You've never had t h a t , have you? 

A No. 

Q How long have you worked f o r Exxon? 

A Three years. 

Q And you've been — you've had a c t i v i t i e s 

i n t h i s area, haven't you? 

A Yes, I have. 

Q And you've been plugging r i g h t along 

w i t h o u t t h i s data f o r a l l t h i s time, haven't you? 

A That i s c o r r e c t . 
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Q And a l l of a sudden now you're t e l l i n g 

the OCC hat now you have t o have i t . 

A Yes, i t would be very good i n f o r m a t i o n t o 

have. 

Q But you've never had i t . 

A Never had i t . 

Q Now you also said t h a t i f these w e l l s are 

not allowed i t would waste — I b e l i e v e you said i t would 

waste o i l ? 

A I t would waste — i t would be a waste of 

resources. 

Q Okay. What ki n d of c a l c u l a t i o n s have you 

done on the amount of potash t h a t would be wasted i f you 

d r i l l these wells? 

A Haven't done any because I'm not convin­

ced t h a t they would be — i t would be waste of potash 

resources. 

Q You do understand t h a t the O i l Conserva­

t i o n Commission has a s t a t u t o r y o b l i g a t i o n t o p r o t e c t and 

prevent the waste of potash, don't you? 

A I do. 

MR. HIGH: Thank you. I have 

nothing f u r t h e r . 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness? 
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QUESTIONS BY MR. BROSTUEN: 

Q I have a question. There's a w e l l l o ­

cated i n the center of the southeast quarter of Section 28 

i n the — i t would be the southwestern p o r t i o n of the pro­

posed u n i t . Do you know what t h a t w e l l ' s completed in? 

A That — 

Q Is t h a t the one you r e f e r r e d t o i n your 

— i n your previous testimony? 

A I'm s o r r y , can you reword t h a t ? 

Q The w e l l i s i n the center of the south­

east quarter of Section 28. 

A Yes, t h a t ' s the (unclear) Moore Estate. 

That's an Exxon w e l l . 

Q That's the one you r e f e r r e d t o as being 

the c l o s e s t d e e p ^ a l l , you were saying? 

A No, the c l o s e s t deep one i s i n Section 

29, approximately two miles t o the west. 

Q Okay, the gas w e l l over t h e r e . 

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

Q And you say the c l o s e s t o i l w e l l was i n 

the Malaga, Maiage Pool. 

A Producing. He asked me i f t h a t was a 

producing o i l w e l l . 

Q I s i t a producing w e l l ? Here i t ' s shown 
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as a producer i n Section 28. 

A That was a — b r i e f l y a producer i n the 

Bone Spring, producing about 200 b a r r e l s of o i l i n the Bone 

Springs. I t ' s plugged. 

Q Okay — 

A Or, excuse me, i t ' s s h u t - i n , I b e l i e v e . 

Q Thank you. 

QUESTIONS BY MR. LEMAY: 

Q I have j u s t one question concerning your 

program a t Exxon f o r lease a c q u i s i t i o n . 

A Uh-huh. 

Q I t was your testimony t h a t c e r t a i n l y r e ­

lease of i n f o r m a t i o n d e f i n i n g l i f e of the mine reserves 

would be h e l p f u l i n your a n a l y s i s of what t o pay f o r leases, 

but looking a t your proposed u n i t , you have purchased leases 

w i t h o u t t h i s i n f o r m a t i o n , so do you have a procedure now 

t h a t a p p l i e s some r i s k f a c t o r , I assume, t o the f a c t you may 

not be able to d r i l l and t h e r e f o r might reduce your b i d f o r 

that? 

A Because we have t h i s deep prospect w i t h 

320 spacing, we always have p o t e n t i a l of — g e n e r a l l y , when 

I was a c q u i r i n g leases i n t h i s area, I would r e f e r t o the 

BLM potash map as a basis f o r determining approximately 

where potash resources may be. 



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 

184 

I f I did pick up a lease in this area, I 

would g e n e r a l l y make sure t h a t I could get two l e g a l p r o r a ­

t i o n u n i t s on t h a t lease, say, i f i t was a 640 t h a t I could 

d r i l l a w e l l on t h a t lease j u s t on the basis of — of the 

BLM potash resources map. 

Q So you were assuming when you're recom­

mending the lease purchases f o r Exxon t h a t you could — you 

could d r i l l on i t based on t h i s , the blue of the map. 

A A lease of the deep we could. Now, the 

shallow, we probably would not be able t o develop, but the 

deep prospect we'd be able t o develop. 

I may be wrong but I don't t h i n k Exxon 

has any lease t h a t ' s e n t i r e l y under the potash area. 

Q Well, i t looks l i k e Section 23 i s almost 

e n t i r e l y — the Federal lease i s almost e n t i r e l y i n the 

blue. 

A Yes. That was a lease t h a t I d i d not 

pick up, so I've been working t h i s area f o r about a year. I 

have picked up many of the leases. That lease I d i d not 

pick up. 

Q I guess my p o i n t i s t h a t Exxon, as w e l l 

as Santa Fe Energy and other people have acquired leases i n 

an area they weren't sure they could d r i l l . They have r i s k 

weighted t h a t b i d , whatever i t would be, because the acreage 

seems t o be leased under the potash reserve map, the blue 
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area, so I 

A Well, i t ' s not n e c e s s a r i l y leased. I t i s 

under the blue area. 

Q I b e l i e v e I could r e s t a t e the question. 

The i n d u s t r y has has acquired leases i n 

the potsh area but they don't know i f they can d r i l l t h e m or 

not. 

I t h i n k you — you, as a g e o l o g i s t , and as you become more 

f a m i l i a r w i t h the s t i p u l a t i o n s , we have gotten c o n t r a d i c t i n g 

i n f o r m a t i o n from the BLM t h a t yes, we could develop these 

leases, but, you know, I t h i n k you're under the impression 

t h a t t h a t ould be — t h a t development would be i n the p r i ­

mary term, and maybe what they're implying i s t h a t t h a t 

would a c t u a l l y be a suspended lease a t some p o i n t and t h a t 

you could develop i t somewhere down the road. 

picked up those leases, but, l i k e as I s a i d , I always saw 

t h t a could develop — I believed t h a t I could develop por­

t i o n s of those leases. 

A That i s c o r r e c t , and as you come i n t o i t , 

But t o your basis question, yes, we have 

MR. LEMAY: Thank you, Mr. Jen­

ner . 

Anyone else have a question of 

Mr. Jenner? 

I f not, he may be excused. 
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Do you have any a d d i t i o n a l 

thing? 

MR. BRUCE: I have a witness. 

R. M. "BOB" GRADY, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q Would you please s t a t e your f u l l name and 

c i t y of residence? 

A Robert Grady, Midland, Texas. 

Q And what i s your occupation and who are 

you employed by? 

A I'm a Senior S t a f f Engineer, employed by 

Exxon i n the Midland D r i l l i n g Organization as a d r i l l i n g en­

gineer . 

Q Have you pr e v i o u s l y t e s t i f i e d before the 

Commission? 

A No, I haven't. 

Q Would you pleae b r i e f l y describe your ed­

uca t i o n a l and work background? 

A I graduated i n 1973 from Texas A & M Uni­

v e r s i t y w i t h a Bachelor of Science degree i n i n d u s t r i a l en-
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g i n e e r i n g ; spent the next f i v e years on a c t i v e duty, United 

States A i r Force as an engineering o f f i c e r ; returned t o A & 

M; received a Master of Engineering degree, i n d u s t r i a l en­

gi n e e r i n g i n December of 1979. 

Star t e d work w i t h Exxon i n January of '80 

i n the Andrews D i s t r i c t i n Andrews, Texas, as a subsurface 

engineer; f o r two years i n v o l v e d w i t h completion a c t i v i t i e s 

and workovers. 

From there I was t r a n s f e r r d to Midland 

and worked the next three years i n the Production Technology 

Group involved w i t h design and procurement of wellheads and 

Christmas t r e e and co r r o s i o n r e s i s t a n t a l l o y t u b i n g f o r 

deep, sour gas w e l l s i n southwestern Wyoming f o r Exxon's 

LaBarge ( s i c ) p r o j e c t . 

And the l a s t three years I've been i n v o l ­

ved i n d r i l l i n g i n the Permian Basin area, west Texas and 

southeastern New Mexico. 

Q And have you made a study t o compare a 

s t r a i g h t hole versus d i r e c t i o n a l hole costs f o r d r i l l i n g t o 

the Atoka-Morrw o b j e c t i v e i n Exxon's proposed Laguna Salada 

South Unit? 

A Yes, I have. 

MR. BRUCE: Mr. Chairman, i s 

the wi tnessgcceptable? 

MR. LEMAY: His q u a l i f i c a t i o n s 
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are acceptable. 

Q Mr. Grady, would you please r e f e r t o Ex­

h i b i t Three and discuss the proposed No. 1 u n i t w e l l i f i t 

i s d r i l l e d as a s t r a i g h t hole? 

A E x h i b i t Number Three c a l l e d Laguna Salado 

South Unit No. 1 S t r a i g h t Hole has two p l o t s . 

The p l o t t o the l e f t i s the days versus 

depth curve w i t h the v e r t i c a l axis representing t r u e v e r t i ­

c a l depth i n f e e t ; h o r i z o n t a l axis i n days; and the p l o t t o 

the r i g h t i s the proposed w e l l b o r e . 

We estimate i t w i l l take 48 days t o d r i l l 

t h i s w e l l rom spud of the w e l l t o the release of the d r i l ­

l i n g r i g . We'll d r i l l the w e l l by s e t t i n g up, d r i l l i n g a 

20-inch hole and s e t t i n g 16-inch surface casing approximate­

l y 250 f e e t , cementing back t o surface. We'll then d r i l l 

out w i t h a 14-3/4-inch b i t , d r i l l down t o about 2900 f e e t . 

There w e ' l l set a 10-3/4-inch casing s t r i n g t o case o f f the 

s a l t i n order t o d r i l l w i t h the f r e s h water svstem. This 

casing s t r i n g also complies w i t h the s p e c i a l csing s t i p u l a ­

t i o n i n R-111A. 

From there we w i l l d r i l l out w i t h 9-1/2-

inch b i t , d r i l l down t o approximately 10,800 f e e t ; set 7-

5/8ths-inch casing. This casing w i l l be designed as p r o t e c ­

t i v e s t r i n g w h i l e we d r i l l out 6-1/2 — d r i l l a 6-1/2-inch 

production hole and w i l l be used as production casing when 
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the w e l l i s completed. 

And i t w i l l be designed i n accordance 

w i t h Exxon design g u i d e l i n e s . 

Once we've set cement t o 7-5/8ths, w e ' l l 

d r i l l out w i t h a 6-1/2-inch b i t , d r i l l down t o a t r u e v e r t i ­

c a l depth of 13,900 f e e t . There we'd run a 5-inch l i n e r . 

A f t e r cementing the l i n e r i n place we w i l l dress o f f and 

t e s t the i n e r ( u n c l e a r ) , pressure t e s t the l i n e r , then t u r n 

the w e l l over t o our Production Department, who w i l l com­

p l e t e the w e l l and run the production t u b i n g , which i s not 

shown on t h i s diagram. 

Q W i l l you please move on t o E x h i b i t Four 

and discuss the d r i l l i n g and casing of a d i r e c t i o n a l l y d r i l ­

l e d hole f o r the proposed u n i t q u a l i f y i n g w e l l ? 

A E x h i b i t Number Four, also t i t l e d Laguna 

South Unit No. 1 D i r e c t i o n a l Hole, t h i s e x h i b i t has the same 

two p l o t s as the previous one, the s t r a i g h t hole. We e s t i ­

mate the d i r e c t i o n a l w e l l w i l l take 81 days t o d r i l l t h i s 

w e l l from spud t o release of the d r i l l i n g r i g , as compared 

to 48 days f o r the s t r a i g h t hole, or an a d d i t i o n a l 3 3 days. 

The 16-inch and 10-3/4-inch casing 

s t r i n g s would be the same as f o r the production hole. We 

would d r i l l out again w i t h a 9-1/2-inch b i t ; d r i l l down t o 

approximately 6,130 f e e t . There we w i l l p u l l our b i t , run 

i n the hole w i t h a b i t ( u n c l e a r ) , a downhole motor and 
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s t e e r i n g t o o l , and k i c k o f f t o e s t a b l i s h our i n i t i a l d i r e c ­

t i o n and angle and begin d r i l l i n g a t a b u i l d r a t e of 4-1/2 

degrees per 100. Once we've e s t a b l i s h e d t h i s i n i t i a l angle 

and d i r e c t i o n , we w i l l p u l l the downhole motor, t r i p back i n 

the hole w i t h a b u i l d i n g assembly, and continue t o b u i l d t o 

our planned angle of 20 degrees, and once t h i s angle i s 

achieved we w i l l p u l l our assembly and run i n the hole w i t h a 

h o l d i n g assembly and attempt t o hold t h i s angle, d r i l l down 

and set intermediate 7-5/8ths casing a t a t r u e v e r t i c a l 

depth again of 10,800 f e e t . This casing w i l l be designed as 

a p r o t e c t i v e s t r i n g only i n accordance w i t h Exxon's design 

g u i d e l i n e s due t o casing wear, due t o the casing being sub­

j e c t e d to d r i l l type wear wh i l e we're d r i l l i n g the d i r e c ­

t i o n a l 6-1/2-inch hole. 

Once we complete the 6-1/2-inch hole we 

reach a t r u e v e r t i c a l depth of 13,900 f e e t , or a measured 

depth of 14,340 f e e t , an a d d i t i o n a l 440 f e e t f o r the d i r e c ­

t i o n a l w e l l , w i t h a v e r t i c a l displacement of 2000 f e e t from 

— w i t h a h o r i z o n t a l displacement of 2000 f e e t v e r t i c a l w i t h 

a plane angle of 20 degrees. We w i l l then run a 5-1/2-inch 

tieback s t r i n g as a production s t r i n g , which w i l l w ithstand 

a n t i c i p a t e d s h u t - i n pressures from the Atoka-Morrow forma­

t i o n s . 

Again, once we complete the w e l l w e ' l l 

t u r n i t over t o our Production personnel f o r completing and 
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running production t u b i n g . 

Q On E x h i b i t s Three and Four there are es­

timates of the days f o r d r i l l i n g t o t o t a l depth. What are 

these estimates based on? 

A Based on i n d u s t r y experience. 

Q And what i s the d i f f e r e n c e i n your e s t i ­

mate of days between them? 

A We estimate i t w i l l take an a d d i t i o n a l 33 

days t o d r i l l the d i r e c t i o n a l w e l l as opposed t o the 

s t r a i g h t hole 

Q And how do your estimates compare w i t h 

a c t u a l d r i l l i n g operations i n or near the potash area, and I 

r e f e r you t o E x h i b i t Five? 

A E x h i b i t Five i s a s t r a i g h t hole versus 

d i r e c t i o n a l hole performance comparison of days versus depth 

i n southeastern New Mexico. 

Again the v e r t i c a l axis i s a t r u e v e r t i ­

c a l depth i n f e e t and h o r i z o n t a l axis i s days. 

We selected three w e l l s , the Santa Fe En­

ergy HB No. 3 Federal Com No. 1, a s t r a i g h t hole; Pogo Pro­

duction IMC No. 1 i s a s t r a i g h t hole; and the Bass James 

Ranch No. 13 i s a d i r e c t i o n a l hole. These w e l l s were selec­

ted because they were s i m i l a r i n mud weights, casing pro­

grams, hole s i z e s , and approximately the same TD1s and they 

were also s i m i l a r to our proposed w e l l . 
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The Santa Fe Energy HB No. 3 Well, repre­

sented by the s o l i d l i n e , i s about two miles t o the south­

east of our proposed w e l l and was completed i n January of 

'87, f i n i s h e d d r i l l i n g i n '87. I t took them approximately 

50 days to d r i l l the w e l l . 

Pogo Production IMC No. 1 Well i s located 

about 5 miles southwest of our l o c a t i o n . I t was completed 

i n February of '87. I t took approximately 50 days, a l s o , t o 

d r i l l t h i s w e l l . 

The Bass James Ranch No. 13, a d i r e c t i o n ­

a l hole, i s approximately 8 miles northeast of our l o c a t i o n 

and was completed i n J u l y of 1982. We estimate i t took ap­

proximately 113 days t o d r i l l t h i s w e l l , which excludes ap­

proximately 50 days f o r t r o u b l e . 

When you look a t only the r o t a t i n g time 

i n v o l v e d , a c t u a l d r i l l i n g time f o r these w e l l s , the Santa Fe 

Energy Well had 583-3/4 hours of r o t a t i n g time, or 24.3 

days. 

The Pogo Well had 650-3/4 hours f o r 27 

days of d r i l l i n g time. 

And the Bass James Ranch No. 13 had 1,709 

hours of d r i l l i n g time, or 71.2 days. 

Q Would you please r e f e r t o E x h i b i t Six and 

discuss b r i e f l y the general f a c t o r s which increase the cost 

of d i r e c t i o n a l d r i l l i n g over the cost of s t r a i g h t w e l l d r i l -
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l i n g ? 

A L i s t e d on the top h a l f of E x h i b i t Six are 

d r i l l i n g operations which are u s u a l l y encountered i n a 

d i r e c t i o n a l w e l l but not u s u a l l y encountered i n the s t r a i g h t 

hole, such as, as I mentioned before, the a d d i t i o n a l hole 

depth or 440 f e e t f o r t h i s w e l l ; k i c k i n g o f f w i t h a downhole 

motor, bent sub ( s i c ) and s t e e r i n g t o o l takes a d d i t i o n a l 

time t o t r i p i n and out of the hole w i t h the motor t o estab­

l i s h angle and d i r e c t i o n ; a d d i t i o n a l surveys t o confirm an­

gle and d i r e c t i o n ; reaming the k i c k o f f p o r t i o n of the hole 

w i t h a hole opener w i t h a b i t ; r e d u c t i n g weight on the b i t 

to c o n t r o l angle, which reduces the d r i l l i n g r a t e of pene­

t r a t i o n , thus i n c r e a s i n g a d d i t i o n a l time t o d r i l l the w e l l ; 

t r i p s t o change the bottom hole assembly from changes i n 

hole angle; and a d d i t i o n a l t r i p s of downhole motor and 

s t e e r i n g t o o l f o r changes i n d i r e c t i o n , which both of these 

would also add a d d i t i o n a l time to d r i l l the w e l l . 

The bottom h a l f of the page i s a l i s t of 

a d d i t i o n a l cost items, f o r your i n f o r m a t i o n , t h a t are asso­

c i a t e d w i t h a d i r e c t i o n a l w e l l , such as the d i r e c t i o n a l 

t e c h n i c i a n a t approximately $500 a day; s t e e r i n g t o o l w i t h 

w i r e l i n e t r u c k a t $160 an hour; downhole motor, a 6-1/2 inch 

downhole motor f o r $188 an hour; a 5-inch r o t o r f o r $140, 

and so on. 

Q Would you please r e f e r now t o E x h i b i t 
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Seven and discuss d i r e c t i o n a l versus s t r a i g h t hole cost es­

timates? 

A E x h i b i t Seven i s a breakdown of the cost 

associated w i t h d r i l l i n g a s t r a i g h t hole and a d i r e c t i o n a l 

w e l l . D r i l l i n g and completing costs f o r a s t r a i g h t hole are 

estimated t o be $1,197,000 as compared t o the d i r e c t i o n a l 

hole of $1,753,000, which represents 46 percent increase i n 

cos t . 

Q So t h e r e f o r , the d i r e c t i o n a l costs are 

s u b s t a n t i a l l y greater than the s t r a i g h t hole costs. 

A Yes, they are. 

Q Were E x h i b i t s Three through seven 

prepared by you or under your d i r e c t i o n ? 

A They were. 

MR. BRUCE: Mr. Chairman, I'd 

move the admission of E x h i b i t s Three through Seven. 

MR. LEMAY: Without o b j e c t i o n 

the e x h i b i t s w i l l be admitted i n t o evidence. 

MR. BRUCE: I have nothing 

f u r t h e r . 

MR. LEMAY: Questions of the 

witness? 

MR. HIGH: Just a few. 

MR. LEMAY: Mr. High. 
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CROSS EXAMINATION 

BY MR. HIGH: 

Q Mr. Grady, how many cases have you been 

involved i n i n d r i l l i n g i n the potash area? 

A None. 

Q How many d i r e c t i o n a l holes have you d r i l ­

led? 

A Two. 

Q How many i n the potash area? 

A None. 

MR. HIGH: I have nothing e l s e , 

thank you, 

may be excused. 

MR. LEMAY: I f not, the witness 

Thank you, Mr. Bruce. 

Are there any a d d i t i o n a l 

presentations i n t h i s case. Anyone wants t o put a witness 

on? 

Mr. High. 

MR. HIGH: We'd l i k e t o c a l l 

one witness, Mr. Chairman. Thank you. 

C a l l Mr. Walt Thayer. 

MR. LEMAY: Mr. Thayer. 
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WALTER E. THAYER, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. HIGH: 

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

please, and where you're employed and i n what p o s i t i o n , 

please? 

A My name i s Walter E. Thayer. I'm employed 

by IMC F e r t i l i z e r and I'm Production Manager a t the Carlsbad 

Pla n t . 

Q How long have you been employed a t IMC? 

A Approximately 27 years. 

Q And how long have you been i n t h potash 

in d u s t r y ? 

A I s t a r t e d when I was — as an hourly a t 

age 18. I was gone f o r about f i v e years a t t e n d i n g c o l l e g e . 

Other than t h a t I've been i n the potash business. 

Q A l l r i g h t . Would you e x p l a i n f o r us, 

please, your educational background? 

A Mechanical engineer, graduate of New Mex­

ico State w i t h a Bachelor of Science degree. 

Q Have you p r e v i o u s l y t e s t i f i e d before the 

OCC? 
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A Yes, several tiroes. 

MR. HIGH: Mr. Chairman, we 

would ask t h a t Mr. Thayer's c r e d e n t i a l s be accepted by the 

Commission. 

MR. LEMAY: His q u a l i f i c a t i o n s 

are acceptable. 

Q Mr. Thayer, were you involved i n the com­

mittee process t h a t led up t o the agreement negotiated be­

tween the potash i n d u s t r y and the o i l and gas in d u s t r y ? 

A Yes, I was. 

Q And what r o l e d i d you play i n those nego­

t i a t i o n s ? 

A I was Chairman f o r the potash i n d u s t r y i n 

the general committee and then I p a r t i c i p a t e d i n the f i n a l 

n e g o t i a t i o n s of the work committee t h a t put together the 

agreement. 

Q Were you present a t a l l the meetings t h a t 

were held between the potash i n d u s t r y and the o i l and gas 

i n d u s t r y t h a t l e d up t o the agreement? 

A A l l except the tour t o the mines, et 

cete r a , and I had a c o n f l i c t i n g schedule. I was not able to 

make those. 

Q Other than t h a t you were present a t each 

A Yes, I was. 
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Q — of the n e g o t i a t i n g sessions? 

A Yes, I was. 

Q Would you — l e t ' s t a l k f o r a few minutes 

about the LMR's, Mr. Thayer. You are f a m i l i a r , I take i t , 

w i t h LMR? 

A Yes, I am. 

Q And you've heard a l l the testimony here 

today about LMR's. 

A Yes, I have. 

Q Are LMR's the same as the blue area shown 

on the BLM map? 

A No, they — they are not, d e f i n i t e l y not. 

Q What i s the process t h a t has been agreed 

to i n the agreement between the o i l and gas i n d u s t r y and the 

potash i n d u s t r y w i t h respect t o how LMR's w i l l be desig­

nated? What i s the procedure, as you understand i t ? 

A F i r s t of a l l , I ' l l go a l i t t l e f u r t h e r 

than the question. 

We intended, the idea of the LMR was to 

exchange some higher value ores and the assurance t h a t they 

wouldn't be d r i l l e d i n f o r some lower grade ores, and the 

procedure i s t o decide, each company decide what t h a t LMR 

c r i t e r i o n would be, t o e s t a b l i s h i t , and put i t i n the hands 

of the BLM, who also has the hard data, the core data, and 

give them the o p p o r t u n i t y t o confirm or d i s a f f i r m t h a t i t i s 
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a l e g i t i m a t e l i n e t h a t ' s d i f f e r e n t from the blue line,, or 

the blue area, and thereby monitor and v e r i f y t h a t i t ' s a 

reasonable s e l e c t i o n of a l i n e as being the — a reasonable 

body of ore t h a t can be mined by the potash companies. 

Q And t h a t designation w i l l be made by each 

i n d i v i d a u l potash lessee? 

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

Q And i t would i n c l u d e , as I understand 

your testimony, the ore t h a t the mine p r o j e c t e d i t would i n 

f a c t mine. 

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

Q Would i t include a l l of the ore t h a t a 

potash lessee could mine? 

A No. 

Q Now l e t ' s t a l k a few minutes about the 

issue t h a t .Mr. H a l l r a i s e d about the Texaco w e l l . You were 

at t h a t hearing, were you not? 

A Yes, I was. 

Q And you t e s t i f i e d w i t h respect t o the 

potash deposits t h a t were i n and around the areas where 

Texaco wanted t o d r i l l , d i d you not? 

A I d i d . 

Q And d i d those areas c o n t a i n potash t h a t 

IMC could i n f a c t have mined? 

A They d i d . 
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Q And does i t today conta i n potash ore t h a t 

IMC could mine? 

A I t does. 

Q Has IMC agreed t o give up t h a t potash ore 

under the agreement between the potash i n d u s t r y and the o i l 

and gas ind u s t r y ? 

A I t ' s one of — one of the basic p r i n c i p ­

les i n t h i s agreement i s based on i t . 

Q What i s t h a t basic p r i n c i p l e ? 

A To give up some of the lower grade f r i n g e 

areas i n exchange f o r the assurance t h a t there w i l l be no 

d r i l l i n g i n s i d e the LMR, which i s the higher grade ores. 

Q So i n exchange f o r the agreement w i t h the 

o i l and gas i n d u s t r y t h a t there would be no d r i l l i n g w i t h i n 

the higher grade ore of IMC, IMC i n t u r n opened t o o i l and 

gas d r i l l i n g areas t h a t has — t h a t have potash deposits 

t h a t could be mined but are lower grade ore. 

A That's t r u e . 

Q How c r u c i a l i s t h a t t o the a c c e p t a b i l i t y 

of the agreement between the two i n d u s t r i e s ? 

A Any d e v i a t i o n from t h a t , as f a r as I'm 

concerned, would be a s u b s t a n t i a l d e v i a t i o n from t h i s agree­

ment . 

Q Would i t i n p l a i n language torpedo the 

whole deal? 
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A I t would shoot the heck out of i t . 

Q Now, what — what process would be f o l ­

lowed, Mr. Thayer, j u s t so the Commission, as w e l l as the 

people here today, w i l l understand, what process would a 

mine operator go through t o set up an LMR? 

A E s t a b l i s h a c r i t e r i o n , evaluate the core 

hole data, which i s the same data t h a t the BLM has, draw the 

l i n e w i t h the time c o n s t r a i n t t h a t ' s i n the agreement, f u r ­

n i s h the BLM w i t h t h a t t h a t l i n e and w i t h the c r i t e r i o n upon 

which i t ' s based. 

Q That would have t o be l i m i t e d t o ore t h a t 

the mine has the technology t o mine? 

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

Q Okay, and t h a t — t h a t date would be 

given t o the BLM. 

A That's r i g h t . 

Q And I take i t IMC considers t h a t data 

c o n f i d e n t i a l ? 

A Yes, they do. 

Q Why i s th a t ? 

A I guess i t ' s a s i m i l a r t h i n g , I'm assum­

ing t h a t the o i l and gas people do not exchange or di v u l g e 

or make p u b l i c t h e i r reserve data, and n e i t h e r — t h a t ' s 

c o n f i d e n t i a l m a t e r i a l considered t o be p r o p r i e t a r y , i t ' s un­

ique t o each company, and we do not div u l g e i t . 
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Q Okay. 

A I t h i n k there would be also — I'm con­

cerned t h a t there would also be some a n t i t r u s t considera­

t i o n s involved and we've enjoyed about a l l t h a t we can 

stand. 

Q With the data t h a t ' s given to the BLM, do 

they have the c a p a b i l i t y as you understand i t , t o v e r i f y the 

mine's c a p a b i l i t y w i t h respect t o mining t h a t ore? 

A They do. They do have. 

Q Now there's been some testimony and ques­

t i o n s r a i s e d t h i s morning, or today, about p r o v i d i n g the 

data only t o the BLM, and you've heard t h a t testimony, have 

you not? 

A Yes, I have. 

Q Does IMC, or anyone else i n the potash 

i n d u s t r y t o your knowledge, have any o b j e c t i o n t o sharing 

the LMR data, or the^ata upon which the LMR would be estab­

l i s h e d , w i t h e i t h e r t h e O i l Conservation D i v i s i o n or the 

State Land O f f i c e ? 

A O r d i n a r i l y our p o s i t i o n would be t o — to 

l i m i t i t t o only where i t ' s needed but i f i t ' s considered or 

concluded t h a t i t ' s needed by e i t h e r of these o f f i c e s , and 

provided they w i l l do what they've done i n the past, and 

t h a t ' s t r e a t i t as C o n f i d e n t i a l i n f o r m a t i o n , we have — IMC 

would have no o b j e c t i o n and t o my knowledge, I would guess 
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t h a t others wouldn't. 

Q So t h a t would be, i f t h a t date were given 

t o both the O i l Conservation D i v i s i o n and the $ t a t e Land Of­

f i c e , t h a t would be two a d d i t i o n a l agencies t h a t could v e r i ­

f y the accuracy of the LMR set up by a mine. 

A T h e o r e t i c a l l y they could v e r i f y i t . I'm 

not f a m i l i a r w i t h t h e i r e x p e r t i s e . I would say they do not 

have, i n my e s t i m a t i o n , the degree of e x p e r t i s e t h a t the BLM 

has, but t h e o r e t i c a l l y they could have, or could o b t a i n i t . 

Q But i f they want the i n f o r m a t i o n , as I 

understand i t , you would not be opposed t o g i v i n g i t . t o 

them, provided they agreeto keep i t c o n f i d e n t i a l . 

A And provided i t ' s considered t o be essen­

t i a l t o business 

Q Okay. Now, there's also been some t e s t i ­

mony about 25 percent of the blue area. Would you e x p l a i n 

to us, i f you w i l l , Mr. Thayer, what your understanding i s 

w i t h respect t o the changes i n the blue area t h a t w i l l come 

about i f the agreement t h a t ' s been negotiated i s accepted? 

A We asked each potash company t o i n a l l — 

to give t h e i r best e f f o r t t o e s t a b l i s h i n g t o the best of 

t h e i r a b i l i t y an estimate of what t h i s d i f f e r e n c e would be, 

the d i f f r e n c e being the area represented by the LMR as op­

posed t o the area c u r r e n t l y represented by the blue on the 

19 84 map. 
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Then we took a weighted average f o r the 

e n t i r e i n d u s t r y and t h a t d i f f e r e n c e i n the LMR l i n e and the 

blue l i n e was 25 percent. 

And I might add t h a t t h i s can be v e r i f i e d 

by the BLM i n the same manner t h a t they can v e r i f y the blue 

l i n e or any other l i n e . 

Q So w i t h s p e c i f i c reference to a map, 

l e t ' s look, i f you w i l l , Mr. Thayer, t o the BLM map on the 

w a l l . I'm not sure what e x h i b i t number i t i s , but i t i s the 

BLM map of the — 1984 BLM map of the potash area. 

Do I understand you c o r r e c t l y t o say t h a t 

i f the agreement t h a t ' s been negotiated i s accepted by the 

OCC t h a t the potash i n d u s t r y would not o b j e c t t o the o i l and 

gas people d r i l l i n g i n up t o 25 percent more of the blue 

area than what i t could have? 

A Less the b u f f e r zone. I n other words, 

there'd be 25 percent more blue area a v a i l a b l e , less the 

b u f f e r zone. 

Q Now, what i s the reason, Mr. Thayer, t h a t 

b u f f e r zones were set up? 

A For reasons of s a f e t y , or a t l e a s t the 

b e l i e f t h a t t h a t would add some s a f e t y . 

Q Do you have an opinion w i t h respect t o 

the need f o r a b u f f e r zone between underground potash min­

ing and o i l and gas a c t i v i t i e s ? 
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A I certainly do. 

Q What i s t h a t opinion? 

A I b e l i e v e i t ' s e s s e n t i a l ; also a s i g n i f i ­

cant f a c t o r i n these n e g o t i a t i o n s , and we f e e l extremely 

strong about t h i s b u f f e r zone. 

Q Is the potash i n d u s t r y r e g u l a t e d by the 

Federal government w i t h respect t o s a f e t y matters? 

A Yes, i t i s . 

Q And how would you c h a r a c t i z e t h a t r e g u l a ­

t i o n ? 

A Very s t r i n g e n t and becoming more so, not 

l e s s , w i t h new r e g u l a t i o n s coming out f r e q u e n t l y , ever more 

s t r i n g e n t . 

Q What remedies are a v a i l a b l e t o the Fed­

e r a l government i f the — i f an underground potash mine 

f a i l s t o comply w i t h the s a f e t y standards? 

A They can stop the work immediately. Man­

agers who w i l l f u l l y or knowingly allow a v i o l a t i o n t o e x i s t , 

or condone i t , can be prosecuted i n — as a c r i m i n a l . 

Q Do you know what a withdrawal order i s ? 

A I'm sorry? 

Q A withdrawal order. 

A Oh, yes. 

Q What i s a withdrawal order? 

A Stop the operation u n t i l the matter i s 
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corrected to the s a t i s f a c t i o n of the — 

Q Who issues those? 

A MSHA does; a number of agencies can, but 

MSHA does; sa f e t y f e a t u r e . 

Q I s i t your testimony, Mr. Thayer, t h a t 

the Federal government can r e q u i r e an underground potash 

operator to stop production and r e p a i r something before i t 

ever gets a hearing on whether or not i t was even a v i o l a ­

t i o n ? 

A That i s the procedure. That i s the law. 

Q Now, what s a f e t y hazard, i n your o p i n i o n , 

Mr. Thayer, i s presented by o i l and gas a c t i v i t i e s i n and 

around underground potash mines? 

A The methane i s probably — or the oppor­

t u n i t y or p o s s i b i l i t y , even the p o s s i b i l i t y of a f i r e or an 

explosion, i s probably the most feared t h i n g t h a t can happen 

i n mining. I t ' s r i g h t next t o explosives and r o o f f a l l s , 

and I'd say i t ' s the most feared. 

Q You are f a m i l i a r , ar you not, w i t h the 

data was put together and presented t o the study committees 

w i t h respect t o the hazards of methane? 

A Yes, I am. 

Q You p a r t i c i p a t e d i n t h a t , d i d you not? 

A Yes. 

Q And I be l i e v e i t ' s E x h i b i t Seven, i f I'm 
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not mistaken, but t h a t data discusses the hazards of me­

thane, does i t not? I'm s o r r y , y o u ' l l have t o e i t h e r — 

A Yes, i t does. I'm s o r r y , yes. 

Q Now, f i n a l l y , Mr. Thayer, again I want t o 

go back t o the Texaco hole t h a t Mr. H a l l was t a l k i n g about 

e a r l i e r . 

The potash i n d u s t r y p r o t e s t e d both of 

those holes, d i d i t not? I'm s o r r y , y o u ' l l have an answer 

out loud. 

A Yes, I d i d . 

Q I f the agreement t h a t ' s been negotiated 

between the o i l and gas i n d u s t r y and the potash i n d u s t r y i s 

accepted, would e i t h e r of those two holes have been allowed 

under t h a t agreement? 

A The one hole t h a t was allowed by the OCD 

would be allowed under t h a t , t h i s agreement, proposed agree­

ment . 

MR. HIGH: I have no f u r t h e r 

questions, Mr. Chairman. 

MR. LEMAY: Thank you, Mr. 

High. 

Questions of the witness? 

MR. HALL: B r i e f l y , Mr. Lemay. 

MR. LEMAY: Mr. H a l l . 



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 

208 

CROSS EXAMINATION 

BY MP. HALL: 

Q Mr. Thayer, do you be l i e v e i t ' s appro­

p r i a t e t o have the BLM and potash i n d u s t r y to u n i l a t e r a l l y 

determine the LMR boundaries f o r State and fee acreage? 

A The question i s , i s there — do I b e l i e v e 

i t ' s a p p r o priate f o r the potash i n d u s t r y nd the BLM t o es­

t a b l i s h the LMR f o r he state? 

Q For State and fee acreage. 

A And fee acreage. F i r s t of a l l , the 

agreement proposes t h a t the potash i n d u s t r y e s t a b l i s h the 

LMR and t h a t the BLM only confirm t h a t i t ' s a reasonable 

c h a r a c t e r i z a t i o n of the i n t e n t of t h i s agreement t h a t was 

put together, and I t h i n k t h a t ' s very appropriate and very 

reasonable, and I t h i n k i t ' s badly needed t h a t we have a un­

i f o r m p o l i c y t o a s s i s t and help the o i l and gas i n d u s t r y and 

the potash i n d u s t r y so t h a t we don't have too many p a r t i e s 

w i t h too many d i f f e r e n t r u l e s — 

Q Mr. Thayer, can you — 

A — t r y i n g to e s t a b l i s h g u i d e l i n e s . 

Q Are you f i n i s h e d ? 

A Yes, I am. 

Q Can you p o i n t out t o me any s t a t u t e , r u l e 

or r e g u l a t i o n which would give the Bureau of Land Management 

j u r i s d i c t i o n or a u t h o r i t y over State or fee acreage? 
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A I don't t h i n k — have I — no, no, I 

don't t h i n k I've said there i s any. You askd my o p i n i o n ; I 

gave you my o p i n i o n . I don't know of a — of a r e g u l a t i o n 

t h a t gives the BLM a u t h o r i t y over the State. There might 

be. 

Q Do you b e l i e v e i t ' s appropriate f o r the 

potash i n d u s t r y t o be able t o e s t a b l i s h LMR's f o r acreage i n 

which i t does not have lease ownership r i g h t s or r i g h t t o 

mine ? 

A You're asking my o p i n i o n . I don't see 

any problem i n i t one way or the other. I don't f e e l 

s t r o n g l y one way or the other. 

Q Do you f e e l i t ' s a p propriate or inappro­

p r i a t e ? 

A I f — appropriate or i n a p p r o p r i a t e . I'm 

not r e a l l y sure — 

Q Ever heard those words before? 

A Oh, sure, I understand them, yes, but i f 

an LMR l i n e was needed t o be provided by a potash operator 

i n an area where probably they were the only ones who could 

p h y s i c a l l y mine t h a t area, and they d i d n ' t have t h a t area 

under lease, and i t was p r e t t y obvious t h a t they would be 

the only operator who could p o s s i b l y mine t h a t , I t h i n k i t 

would be very appropriate f o r t h a t company and t h e i r techno­

logy t o be used as a basis f o r e s t a b l i s h i n g any LMR l i n e . 
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Q Thank you, Mr. Thayer. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness? Yes. 

MR. BUELLER: George B u e l l e r 

w i t h Anadarko. 

QUESTIONS BY MR. BUELLER: 

Q I'm confused as t o the LMR i n f o r m a t i o n . 

T e l l me i f I'm r i g h t or wrong. 

I f these maps were made p u b l i c , would the 

LMR l i n e s around the i n d i v i d u a l mines be made p u b l i c but not 

the i n f o r m a t i o n t h a t i s used to come up w i t h the£j4R's? 

Probably the best I can e x p l a i n t h a t , I know the o i l and gas 

people would love t o look a t a l i n e on a map and have t h a t 

map. This i s how close w i t h t h i s agreement t h a t you get. 

Instead of loo k i n g a t a l i n e i f you would simply look a t 

your proposed s i t e and i t s l o c a t i o n , p i c k up the phone and 

c a l l the BLM and say, "Can I d r i l l a t t h i s s i t e " and def i n e 

i t , you'd get a yes or no. They'd be lo o k i n g a t the l i n e 

f o r vou and t e l l you yes or no. 

enough — f o r enough spots, you could probably e v e n t u a l l y 

generate your own l i n e . We doubt t h a t t h a t would be a ser­

ious problem. 

A No, the l i n e would not be made p u b l i c . 

And t h a t ' s — somebody s a i d , i f you ask 
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Q I have a second — 

A What t h i s — t h i s took a l o t of e f f o r t t o 

t r y t o get as close t o what we f e l t you neeed as we possib­

l y could, and t h a t ' s our ( u n c l e a r ) . 

Q My second question i s you say t h a t on the 

average a f t e r each i n d i v i d u a l mine determined t h e i r LMR, 

t h a t 25 percent i s going t o be thrown back i n t h a t ' s d r i l l -

able. 

A Less the b u f f e r zone. 

Q Less the b u f f e r zone. 

A Yes. 

Q How about the areas t h a t weren't under 

lease, t h a t aren't under lease? Would you kind of stake 

those around each i n d i v i d u a l mine and assume t h a t you were 

going t o get those under lease? 

A Let me t e l l you the procedure we used. 

We took the e n t i r e map and broke i t i n t o segments and gave 

potash company a p o r t i o n t h a t covered the e n t i r e blue area, 

whether i t was under lease or not, and asked t h a t they e v a l ­

uate t h a t based on t h e i r data. So t h a t ' s — we f e l t t h a t 

was the best we could do, covers the e n t i r e area, and we 

too the data back and made a composite, a weighted com­

p o s i t e . 

Q Okay, but i n each one fo the areas as i t 

was broken up, when the LMR was determined each i n d i v i d u a l 
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mine's c u t o f f s were what they consider commercial. 

A We worked hard t o , w i t h o u t v i o l a t i n g any 

a n t i t r u s t procedures and so on, came up w i t h an i n d u s t r y 

standard and t h a t was used. 

Q So what you're t e l l i n g me i s b a s i c a l l y 

the same c r i t e r i a were used by a l l he mines. 

A We t h i n k t h a t would help the BLM and be 

app r o p r i a t e , and t h a t was our — and we worked hard a t t h a t . 

Q Thank you. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness. Yes. 

MR. HOLLINGSWORTH: My name i s 

Guy H o l l i n g s w o r t h . I'm w i t h Chevron i n Hobbs. 

QUESTIOS BY MR. HOLLINGSWORTH: 

Q Mr. Thayer, I have t o profess r e l a t i v e 

ignorance of the potash mining i n d u s t r y . I want t o lean on 

your experience here a l i t t l e b i t . 

P r i o r o t R - l l l i n 1951, what was — what 

was used p r i o r to t h a t time to separate d r i l l i n g and mining 

operations? Could you e x p l a i n that? 

A I n i t i a l l y the potash area was perceived 

to be rare — there's a b i g , long s t o r y behind — f o r i n ­

stance, we were paying $200 a ton f o r potash d u r i n g r\'orld 

War I when the Germans stopped our supply of potash. That's 
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where we got a l l of our potash. 

And as a r e s u l t of l o c a t i n g potash i n New 

Mexico, the p r i c e of potash then i n the U.S. dropped back t o 

something t h a t was reasonable, and i n i t i a l l y t h a t small 

area, comparatively small area, which was r e a l l y the only 

deposit of potash known i n the U.S. was p r o t e c t e d , and there 

was going to be no d r i l l i n g , and l a t e r on i t became evident 

t h a t there needed t o be some co-use or there were pressures 

or requests t o d r i l l and the r e g u l a t i o n s have evolved since 

then. 

Amd t h i s c o n f l i c t between the two indus­

t r i e s became ever i n c r e a s i n g l y intense and f o r the past 15 

or 20 years i t ' s been something less than fun f o r those of 

us who've t r i e d to p r o t e c t our i n t e r e s t s and p r o t e c t our 

people and avoid a major catastrophe, and t h i s agreement i s 

a f i n a l c u l m i n a t i o n , we hope, f o r g e t t i n g back t o some sane 

and o r d e r l y use m u l t i p l e use of t h i s area. 

I'm not sure I answered your question.. 

Q Yes, you d i d . Well, there were 

there's been a l o t of d r i l l i n g out there i n the past. To 

your knowledge has there been any gas i n the mining i n d u s t r y 

a t t r i b u t e d t o d r i l l i n g operations? 

A No. Probably the way I would help you, 

i s i f , i f something went awry, you're probably f a m i l i a r v/ith 

t h i s , i f something goes wrong w i t h your hole, your d r i l l 
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hole, you lose your investment i n t h a t hole. This r i s k t h a t 

we're concerned about, i f something goes wrong we lose a 

bunch of people. An explosion underground 4000 f e e t away, 

and t h a t ' s what t h i s document we've got i n d i c a t e s , an explo­

sion i s l i k e an e x l o s i o n — underground, i n a c o n f i n i n g 

space i s l i k e an explosion i n a gunbarrel. Tt doesn't 

di m i n i s h t o speak of f o r long distances. So i t could be a 

major catastrophe as f a r as l i v e s . Something as simply as 

j u s t the contamination of gas, j u s t a l i t t l e b i t of methane 

passing through i n our a i r , we have a c e r t a i n f i x e d volume 

of a i r , and i f i t moved i n t o an area where people e x i s t and 

work, as opposed t o escaping from the surface where i t ' s 

d i s s i p a t e d and d i l u t e d i n the atmosphere, i t wipes out a l l 

those people t h a t i t contacts. 

The f i n a l t h i n g i s instead of j u s t l o s i n g 

a w e l l and your investment, i t would i n e f f e c t wipe out our 

e n t i r e potash i n d u s t r y . MSHA would, i f we ever detect t h i s 

amount of gas, would declare the mine gassy, which would r e ­

q u i r e investments f o r — f o r what i s i t , Code 30 equipment, 

explosion-proof eauipment, which t h i s i n d u s t r y couldn't 

stand, and i f they imposed t h a t on us, t h a t would wipe out 

our e n t i r e i n d u s t r y . 

So what I'm t r y i n g t o describe t o you i s 

the consequences are so severe, so severe, t h a t we can't a f ­

f o r d t h a t one time. I t ' s not l i k e saying, g o l l y , get your 
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f i x e d or y o u ' l l have an accident, you know. I t ' s l i k e say­

ing i f — i t ' s the argument w i t h WIPP. I t ' s t h a t type of 

argument. I f something d i d go wrong i t ' s such a d i s a s t e r 

t h a t we j u s t can't a f f o r d r o stand by and allow such a t h i n g 

to happen. 

Q But, based over decades of c u r r e n t opera­

t i o n s there have beenfp deaths. 

A That's r i g h t , but on the other hand, l e t 

me ask you something. Have there been i n a d v e r t e n t occurren­

ces, blowouts, things beyond — even w i t h the best operators 

and the good equipment, have there been things t h a t are un-

exp l a i n a b l e , things you d i d n ' t i n t e n d t o happen t h a t are 

p r e t t y c a t a s t r o p h i c ? 

Q I t h i n k you know the answer t o t h a t . 

A Yeah, I sure do. 

MR. LEMAY: Yes, s i r , Mr. Kel­

l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Thayer, I'd l i k e t o d i r e c t your a t ­

t e n t i o n back t o the Texaco testimony and to t h a t of Exxon. 

I've placed before you what i s marked as Texaco E x h i b i t Num-
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ber One, and also the Exxon E x h i b i t One, One-A and One-B. 

You were i n the hearing room, were you 

not, s i r , when those p a r t i c u l a r witnesses i d e n t i f i e d and de­

scribed the method by which they had analyzed the b u f f e r 

area and ap p l i e d i t t o the S e c r e t a r i a l map of 1984? 

A Yes, I was. 

Q Both gentlemen predicated t h e i r a n a l y s i s 

of the impact of t h i s proposed r u l e change on the basis t h a t 

they equated the MLR ( s i c ) , l i f e of the ine reserve area t o 

the outer boundary of the blue area. 

Do you have an o p i n i o n , s i r , as t o 

whether t h a t ' s a c o r r e c t and accurate method by which to an­

alyze the proposed b u f f e r t h a t has been aoreed upon by the 

two i n d u s t r i e s ? 

A I n the case of Texaco I per s o n a l l y have 

evaluated t h a t one and can say unequivocally, you know, t h t 

was an i n c o r r e c t a n a l y s i s , to the extent t h a t t h a t Texaco 

hole would have been allowed. 

I looked over b r i e f l y the Exxon — 

Q Yes, s i r . 

A A l l r i g h t , and i t — t h i s i s simply a 

guess. This i s simply an educated guess but my guess i s 

t h a t the blue area would d i m i n i s h s i g n i f i c a n t l y under t h i s 

new agreement. 

Q Under the e x i s t i n g procedure t h a t we l i v e 
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w i t h now and have coped w i t h f o r years, i s there any r e ­

quirement or o b l i g a t i o n upon the potash i n d u s t r y t o di s c l o s e 

to the o i l and gas ndustry any c o n f i d e n t i a l information? 

A Not t h a t I'm aware o f . 

Q I f the proposed agreement i s adopted, i n ­

corporated, there w i l l a t l e a s t be a method by which the o i l 

and gas operator can contact the BLM and determine r a t h e r 

q u i c k l y whether or not a proposed l o c a t i o n i s w i t h i n a 

b u f f e r area or w i t h i n a l i f e of the mine reserve. 

A That's t r u e , and t h a t ' s our i n t e n t , t o do 

i t very q u i c k l y . 

Q And t h a t would be an advantage over the 

e x i s i t n g system. 

A I would t h i n k the o i l and gas oeople 

would t h i n k i t ' s a considerable advantage over the present 

system. 

Q You p a r t i c i p a t e d , and I bel i e v e you v/ere 

one of the s i g n a t o r i e s on the November 23rd agreement? 

A I am. 

Q Have you had an o p p o r t u n i t y today, Mr. 

Thayer, t o review Mr. Lyon's proposed d r a f t order as E x h i b i t 

Four, I t h i n k he's labeled i t P. Have you looked a t t h a t , 

s i r ? 

A Yes, I have. 

Q Would you take a moment, s i r , and go 
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through t h a t e x h i b i t w i t h us and i d e n t i f y those changes or 

proposed r u l e amendments t h a t you t h i n k c o n s t i t u t e m a t e r i a l 

changes from the agreement t h a t was executed by you i n Nov­

ember of '87? 

A F i r s t of a l l , I have my copy marked up. 

Q Would you l i k e t o go get i t ? 

A That might help me go f a s t e r . 

Since we a l l j u s t received these today, I 

wouldn't want t o say these are the only ones, but these are 

the only ones I'm aware o f . 

<̂  Well, l e t ' s make i t very c l e a r , Mr. 

Thayer, t h a t you and your counsel are r e s e r v i n g a comment 

period subsequent t o the hearing t o address those, but f o r 

the b e n e f i t f o r us now, could you f i n d thase terns which you 

have discovered today which are i n c o n s i s t e n t or c o n s t i t u t e 

s i g n i f i c a n t changes over the agreement? 

A Well, c e r t a i n l y on Page 9 — I'm s o r r y , 

c e r t a i n l y on Page 13, Paragraph 1, i t r e f e r s t o except as 

provided i n 3, which I t h i n k was intended to be 4, which r e ­

f e r r e d t o on Page 15 the item — Item 4, where there would 

be the p o s s i b i l i t y , even, of d r i l l i n g i n s i d e the LMR. 

Q That was a sentence t h a t Mr. High discus­

sed w i t h Mr. Hansen e a r l i e r t h i s afternoon. Mr. Hansen t e s ­

t i f i e d i t was i n c o n s i s t e n t w i t h t e agreement. Do you con­

cur i n his o p i n i o n t h a t i t ' s i n c o n s i s t e n t ? 
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A That's c o r r e c t . 

Q And t h a t i s a s u b s t a n t i a l change, i n your 

opinion? 

A I t d e f i n i t e l y i s s u b s t a n t i a l , t o the ex­

t e n t t h a t I t h i n k I i n d i c a t e d t h a t t h a t would put t h i s 

agreement i n jeopardy. 

Q A l l r i g h t , s i r , can you — can you show 

us anv others? 

A Page 3, Item 4 on Page 3. 

Q A l l r i g h t , s i r , i n what way describe how 

t h a t i s s i g n i f i c a n t change over the agreement. 

A Let me back up and l e t — a l l r i g h t , hold 

i t j u s t a minute, l e t me read i t . 

I would say t h a t a t t h i s stage I wouldn't 

make a comment one way or the other t h a t i s a s u b s t a n t i a l 

change w i t h o u t studying i t f u r t h e r . 

I w i l l say t h a t I'm concerned and would 

want a l i t t l e more i n f o r m a t i o n regarding the s a l t s t r i n g and 

discussions t h e r e , and I t h i n k t h a t ' s — I would r a t h e r not 

take a p o s i t i o n at the moment as t o whether t h a t i s a sub­

s t a n t i a l change or not. I'd want t o study i t f i r s t . 

Q What about the use of the phrase t h a t no 

potash resources w i l l be endangered? 

A I would want t o understand t h a t b e t t e r 

before I took a --



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 

220 

Q I s t h a t a common phrase t h a t you and the 

o i l and eras i n d u s t r y have u t i l i z e d i n your discussions over 

the l a s t 18 months? 

A No. 

Q Apart from those two observations as 

being s u b s t a n t i a l changes, do you see any others i n the pro­

posed d r a f t ? 

A No, I don't. 

Q Do you see any s u b s t a n t i a l e r r o r s of 

omission whereby there i s a p r o v i s i o n i n the agreement of 

November t h a t Mr. Lyon has f a i l e d t o include i n the d r a f t 

order 

A 

Q 

No. 

Thank you, 

l a h i n . 

you'd l i k e to ask? 

MR. LEMAY: Thank you, Mr. Kel-

Ernie, do you have something 

QUESTIONS BY DR. SZABO: 

Q You w i l l be g i v i n g us an o u t l i n e essen­

t i a l l y saying t h i s i s LMR, or would g i v i n g the BLM the 

d e s c r i p t i o n . 

A Are you a p a r t of the BLM, Dr. Szabo? 

Q No. 
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A Okay. I would be g i v i n g the BLM — 

Q I'm w i t h the State Land O f f i c e . 

A Yes. I would be g i v i n g the BLM a l i n e 

and a c r i t e r i o n upon which i t ' s based. 

Q The problem i s t h i s : I s t h i s one where 

the l i n e would be reasonably dependable or i s i t one where 

t h i s year we give i t and next year we take i t way, so t h a t 

i t would wax and wane l i k e an amoeba? 

A I t h i n k t h a t ' s a f a i r question. So what 

Q We're faced w i t h monetary planning, j u s t 

l i k e you, and our c l i e n t s are faced w i t h long term pur­

chases. So i f you g i v e t h t h i s year and t a k e t h away next 

year, because you happen t o d r i f t i n t o an area where possib­

l y the ore was of a lower grade than you a n t i c i p a t e d , and 

you back up and take t h i s back, how can anyone plan f o r more 

than one year a t a time, or maybe even be faced w i t h the 

p o s s i b i l i t y t h a t they got permission and by therjthey put i t 

i n t o e f f e c t , no, we can't do t h a t any more. 

A Okay. Let me t r y and answer the ques­

t i o n . F i r s t of a l l , our own reserves t h a t we based our i n ­

vestments on and t h a t we've had over the years, they do not 

act l i k e an accordian. Okay, t h a t ' s one of them. They have 

been e s t a b l i s h e d . 

The next t h i n g i s I t h i n k i t — I t h i n k 
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you and I both would f e e l b e t t e r i f based on new data, new 

data doesn't come every year, but i f i t ever comes, i t 

should be based on what's i n the ground and t h a t doesn't 

change l i k e an accordian, t h a t i s a f a c t of nature, and as 

soon as we're aware of e i t h e r less ore, we mine i n t o an area 

t h a t was i n s i d e our LMR, we i n d t h a t , hey, we thought there 

was ore there and a l l the core data i n d i c a t e d there was ore 

ther e , we f e e l compelled t o n o t i f y the BLM t h a t there i s n ' t 

ore here and our new LMR should be less and there should be 

more blue area made a v a i l a b l e . 

Conversely, i f i t ' s e s t a b l i s h e d t h a t 

there i s ore where we d i d n ' t b e l i e v e i t was before, by some 

basis, we'd be i r r e s p o n s i b l e i f we j u s t ignored t h a t ore. 

Now t h i s doesn't happen y e a r l y . This 

might happen over a number of years. 

Q I can see your — the d e p o s i t i o n of pot­

ash ore i s not a uniform t h i n g . I t can occur where the 

pockets or less c o n c e n t r a t i o n or greater c o n c e n t r a t i o n s , but 

there's — 

A The other t h i n g I'd l i k e o t respond t o , 

we have no i n t e n t i o n , we d i d t h i s agreement and i f we could 

be f r i e n d s w i t h somebody l i k e Bass or Texaco, or somebody 

el s e , we're not going t o play games w i t h t h i s agreement, i f 

th a t ' s your concern. 

Q Part of i t ' s — not t h a t you're going t o 
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play games — 

A We c o u l d n ' t anyway. 

Q — but you have t o have been a s tu rdy i n ­

dus t ry t o have stayed t h e r e . 

A We a re . 

Q And so the question only i s how f a r ahead 

could we depend — 

A Let me ask t h a t , I mean answer t h a t . We 

won't — the LMR l i n e w i l l stand u n t i l we a r r i v e there or 

unless more core hole data i s obtained. 

I f you ask f o r a s i t e , we couldn't a l t e r 

t h a t on any basis i t h o u t some new data, so i f — i t s o r t of 

says i f you're there f i r s t , there's no question a t a l l . 

I f we are there f i r s t and suddenly f i n d 

t h a t there's less re or there i s more ore, then r i g h t f u l l y 

so, t h a t l i n e should be changed, but you can look a t our 

progress each year, t h a t , too, would not look l i k e an accor-

dian. That i s a slow process. 

Q I n other words, (not c l e a r t o the repor­

t e r ) . 

A Sure, sure, and i t ' s not l i k e l y t o change 

f o r several years. Now, there might be a coincidence t h a t 

here's a case where somebody decided, by g o l l y , here's a 

good spot, c o i n c i d e n t a l l y w i t h the a r r i v a l of a mining u n i t . 

Then, and only then, might there be a change or a p o t e n t i a l 
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change i n a short time frame. 

So what I'm saying i s i t w i l l be very, 

very s t a b l e and change very, very slowly as new data — and 

f r a n k l y , I can t h i n k of M i s s i s s i p p i Chemical, I don't t h i n k 

they've d r i l l e d g n y core holes i n years and years, so t h e i r 

data upon which Bass negotiated, and I don't know how many 

years i t ' s been since i t ' s been. 

since we've d r i l l e d any core holes, got any a d d i t i o n a l core 

hole data. Now had we mined i n c e r t a i n areas and i t has 

happened, t h a t we f i n d t h a t , gee, t h a t core hole went r i g h t 

through a s a l t p i l l a r f l n d the p r o b a b i l i t y of t h a t o c c u r r i n g 

at the same s i t e t h a t somebody wanted t o d r i l l a w e l l i s 

minimal. 

IMC, i t ' s probably been, oh, ten years, 

DR. SZABO: Thank you. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s of the witness 

MR. BROSTUEN: I have a ques­

t i o n . 

MR. LEMAY: Commissioner Bros­

tuen . 

QUESTIONS BY MR. BROSTUEN: 

Q Mr. Thayer, on Page 4 and also on Page 5 

of the agreement there i s a discussion of designation of 
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mine reserves and a means f o r r e s o l v i n g disputes between a 

potash company and the BLM i n the event t h a t there's a d i s ­

agreement as t o what c o n s t i t u t e s an LMR. 

Do you have any idea what s o r t of time 

frame r e s o l u t i o n of such a dispute might take? Other d i s ­

putes, perhaps, have occurred between your company and BLM? 

A You're asking my o p i n i o n . 

Q I'm asking your o p i n i o n , yes, do you have 

any idea? 

A I r e a l l y b e l i e v e t h a t there w i l l be very 

easy and comfortable agreement between the BLM's i n t e r p r e t a ­

t i o n and ours, and I base t h a t on the f a c t t h a t although we 

do i n t e r p r e t the blue l i n e d i f f e r e n t l y , i t ' s not of s i g n i f i ­

cance. Those areas where i t i s of s i g n i f i c a n c e , I t h i n k 

i t ' s more a mater of being sure we have the c o r r e c t data 

r a t h e r than the d i f f e r e n c e s i n i n t e r p r e t a t i o n . 

So I personal l y don't suspect t h a t there 

w i l l ever be one of these, and i f i t i s , i t would be rare 

and how long i t would take t o resolve i t , some methods t o 

resolve i t would be a d d i t i o n a l core hole data; not r e a l l y , 

not r e a l l y . I t h i n k i t would be a matter of s i t t i n g down 

and comparing methods and i f we couldn't agree, i t would be 

done before a hearing and i t would be based on data and en­

gi n e e r i n g methods r a t h e r than somebody's a r t or s t a t e of a r t 

or — and my experience has been once you lay a l l the data 
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on the t a b l e , t h a t u s u a l l y c l e a r s up any confusion. 

Q Thank you. 

MR. L T" M B V: A d d i t i o n a l ques­

t i o n s of the witness 

I f not, he may be excused. 

Is there any other p a r t y i n the 

audience t h a t wishes t o put on testimony i n t h i s case? 

I f not, l e t ' s take a ten minute 

recess and when we come back w e ' l l accept statements and 

w e ' l l wind i t up. 

(Thereupon a ten minute recess was taken.) 

MR. LEMAY: P r i o r t o hearing 

c l o s i n g statements, I'd l i k e t o r e c a l l Walt Thayer, i f I 

may. Mr. Humphries has some questions he'd l i k e t o ask you, 

Walt, hope you don't mind. 

MR. HUMPHRIES: Not very many. 

WALTER E. THAYER, 

being r e c a l l e d , t e s t i f i e d as f o l l o w s , t o - w i t : 

QUESTIONS BY MR. HUMPHRIES: 

Q Mr. Thayer, e a r l y i n the discussion today 

when Mr. K e l l a h i n was questioning Mr. Hansen, a f i g u r e was 
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presented t h a t about 25 percent of the blue area would be 

released. Do you concur w i t h t h a t ? 

A The LMR l i n e , according — 

Q Nobody knows where LMR's are now, so — 

A Okay, I understand t h a t . 

Q — l e t ' s t a l k about what we perceive to 

be the areas today t h a t there's no question about f a l l w i t h ­

i n the blue l i n e on the map. 

A Okay, the only way I can answer t h a t i s 

t h i s way: The LMR l i n e t o the best of our a b i l i t y t o e s t i ­

mate i t w i l l be 25 percent less than the blue area on t h a t 

map, r i g h t here, and you must take away the b u f f e r zone. 

Q Okay, so t h a t ' s — t h a t was my next ques­

t i o n , i s the b u f f e r zone, then, added t o or taken away from 

i t . 

A That's r i g h t , rememer Charlie's l i t t l e 

sketch over here? 

Q That was what my — one of the quesitons 

I wanted t o ask you. 

Then i s i t reasonable t o assume t h a t the 

m a j o r i t y — no, t h a t the blue less 25 percent plus the buf­

f e r zone i s what the LMR's are going t o be as f a r as indus­

t r y i s concerned? 

A Okay, repeat that, because I t h i n k t h a t i s 

j u s t e x a c t l y what we s t a t e d . Go ahead. Repeat t h a t to be 
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sure I d i d n ' t miss something. 

Q The i t i s reasonable t o assume t h a t the 

A Okay. 

Q — LMR's w i l l be the blue on the map as 

i t e x i s t s today less 25 percent plus the b u f f e r zone. 

A That' s e x a c t l y r i g h t . 

Q So we're not t a l k i n g about 25 percent ac-

tua 11> 

A No. 

Q Then i f an LMR i s designated as confiden­

t i a l , completely c o n f i d e n t i a l , nobody can determine what i t 

i s , how would anybody ever make a reasonable expectation or 

a r a t i o n a l d e c i s i o n about what an LMR might be, not knowing 

anything more than approximately 75 percent less the b u f f e r 

zone are a l l t h a t could p o s s i b l y be considered t o be outside 

an LMR? 

we've negotiated w i t h each other, we've gained some know­

ledge t o the extent t h a t we be l i e v e both p a r t i e s are cred­

i b l e now whereas before, I don't know about the Bass and 

Texaco boys, but we d i d n ' t t r u s t each other a t a l l . 

you w i l l know very soon because as soon as we t u r n t h a t over 

to the BLM, you can answer the question now and they can 

A F i r s t , the f i r s t t h i n g i s I t h i n k as 

The next i s i t can be v e r i f i e d very soon, 
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compute t h a t , and remember, our 25 percent i s based on an 

estimate. We sure hope i t comes out at 25 percent, but the 

BLM, you pi c k up the phone and c a l l them, d i d they or d i d 

they not, and y o u ' l l r p v e an answer. 

Q Okay, l e t ' s — l e t me ask you s o r t of a 

long range question t h a t I t h i n k i s p a r t of what I — the 

reason I was concerned about the language i n d i c a t i n g perma­

nent -- yeah, permanently p r o t e c t e d . 

Let's assume the map, you know, Mr. 

High's map i s r e p r e s e n t a t i v e of any number of them but not 

any s p e c i f i c numbers, and f o r the sake of dis c u s s i o n , b u f f e r 

zone inc l u d e d , the most reasonable expectation i s t h a t 

you're going t o be operating i n the southwest quadrant of 

t h a t map f o r theftext 15 or 20 years, and no expectations t o 

operate i n the northeast quadrant, and f o r some reason 

t h a t ' s leased and there's good reason t o consider something 

beyond your agreement, but an a p p l i c a t i o n t o d r i l l t h a t ' s 

i n s i d e the LMR's, i t ends up here, and i t ' s 20 or 30 years 

away from any p o s s i b i l i t y t h a t you're going o t mine i n t h a t 

area. That presents ki n d of a problem, as f a r as I can 

t e l l . I mean w i t h no mine plan, an LMR t h a t says t h a t t h a t 

area i s w i t h o u t question what you wish t o p r o t e c t , y e t 20 or 

30 years from now there's a very good chance t h a t the s a f e t y 

f a c t o r w i l l probably have been m i t i g a t e d , the production 

w i l l be gone, and i t may not present a problem t o you. I t 
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seems t o me t h a t w i t h o u t being very c a r e f u l about those 

kinds of l i m i t a t i o n s w i t h words l i k e permanent and lack of 

mine plans, t h a t we might be making an i n c r e d i b l y w a s t e f u l 

resource d e c i s i o n instead of what we thought we were doing 

to p r o t e c t i t . 

A We t h i n k the wisest d e c i s i o n you could 

p o s s i b l y make i s t h a t those reserves t h a t we've o u t l i n e d , 

they w i l l be mined. They w i l l be mined. And we f e e l 

s t r o n g l y , we f e e l very s t r o n g l y , a f t e r a l l , t h a t t o go i n 

and d r i l l and then t h i n k you're going t o come by l a t e r and 

mine s a f e l y , we r e j e c t t h a t t o the extent t h a t we're 

w i l l i n g , we're w i l l i n g , i n exchange f o r p r o t e c t i n g t h a t per­

manently, don't worry about, don't plan t o be there u n t i l 

we're gone, okay, exchange some of the lower grade, and t h i s 

i s l o g i c a l , the lower grade less valuable f r i n g e ores so 

t h a t you can do t h a t now or when you want, as opposed t o 

exposing us t o the r i s k of when we're going to be there t h a t 

r i s k w i l l be t h e r e . 

That's the exchange. That's the p r i n ­

c i p l e of t h i s . 

Now, one other t h i n g , once we're pone 

completely, the LMR w i l l disappear completely and there i s 

one example, you're f a m i l i a r w i t h i t , the Wells-Leaver 

t h i n g . Now, as f a r as the potash i n d u s t r y i s concerned, we 

have no LMR t h e r e , t h a t LMR has disappeared and t h a t would 
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be the same p r i n c i p l e , when we f i n i s h up w i t h our ore 

reserves t h a t we based a l l of our investments on, then there 

w i l l be no LMR and then i t w i l l be between the o i l and gas 

people and i n the meantime, and t h i s I want to u n d e r l i n e , 

don't underestimate the a v a i l a b i l i t y of these f r i n g e s t h a t 

up t o now have — we've fought over, we had t o , t h a t are 

going t o become a v a i l a b l e , and my contention i s they're 

going t o be a whole l o t more valuable than t h i s concern t h a t 

you're t a l k i n g about which i s of major concern t o us. We 

don't t h i n k i t ' s p o s s i b l e , t e c h n i c a l l y p o s s i b l e , to have 

abandoned t h i s and gone and have a hole punched through and 

we're come mining through t h e r e . 

Q Well, f i r s t of a l l , I commend you and the 

people from the i n d u s t r y and the working group and the en­

t i r e committee, f o r gettn g t h i s f a r because a year ago I 

would have not counted on t h i s — 

A Late i n the meetings I was concerned. 

Q — but from a r e a l , pragmatic standpoint, 

the s a fety question i s one among many safety hazards t h a t 

you have i n a mine; same as one among the saf e t y hazards 

t h a t any resource production endeavor i s encumbered. 

Now, a question about present value of 

money, i f you s t a r t t o t a l k about 40 years out, you're not 

-- there i s no f u t u r e value of money. 

A Oh, we disagree. 
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Q No, no, I mean you could get any econo­

mist t o disagree but --

A We are i n the process of i t . Watch us 

w i t h WIPP and watch us win. 

Q Well, ~ 

A That's old-fashioned t h i n k i n g . 

Q No, I don't t h i n k so. I t h i n k t h a t i t ' s 

i n f a c t sound economic l o g i c t h a t 40 or 50 years from now 

there i s no f u t u r e value of the money versus — or present 

value of the money versus the o p p o r t u n i t y t o not have t o do 

an e i t h e r / o r but t o take both of them, and t h a t ' s seems t o 

be the challenge t o me t h a t gives me great concern when I 

see words l i k e permanently protected and then to say t h a t 

you some how or another want to take t h i s agreement t h a t I 

commend everybody f o r , and t r a n s f e r t h a t to 11 of the r e ­

source decisions t h a t have t o be made, not only by t h i s Com­

mission but by our f r i e n d s a t the Federal government, and 

State Land Commissioner, and to avoid an e i t h e r / o r we may i n 

f a c t have been faced w i t h some very long term problems by 

not a l l o w i n g at l e a s t what I would say the d i s c r e t i o n a r y , 

continued decision-making process of the r e g u l a t o r y a u t h o r i ­

t i e s t h a t would not ne c e s s a r i l y challenge. 

Now, I recognize you're always going t o 

bel i e v e there's a r i s k and I bel i e v e there's t h a t r i s k , 

a l s o , but weighing out t h a t r i s k we're going to look at a 
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l o t of d i f f e r e n t t h i n g s . 

A I t h i n k t h a t ' s r e a l l y — your concerns 

are r e a l l y what was r i g h t of the heart of the n e g o t i a t i o n s 

and I t h i n k had you been t h e r e , plus some other — I con­

sider you t o be q u i t e i n t e l l i g e n t and easy t o understand 

these p r i n c i p l e s . There are some new economic p r i n c i p l e s 

t h a t are j u s t l i k e — the potash i n d u s t r y i s changing, a l l 

i n d u s t r i e s are, and what used t o be the thi n g s we accepted 

and made A's and B's on our t e s t s by answering c o r r e c t l y , 

are not nec e s s a r i l y t r u e , and t h i s time value of money, i f 

we look back i n h i s t o r y , we used the time value of money, 

we'd be saying -- IMC's been there 40 years, we'd say, okay, 

back i n 1940 when we looked t o 1988, t h a t ' s e s s e n t i a l l y no 

value. I don't t h i n k — I t h i n k t h a t ' s old-fashioned t h i n k -

ina now, and we can't cover t h a t here. We can't cover — 

but i f you'd l i k e t o have some discussions on t h a t over the 

next two weeks, I t h i n k we can — we can t a l k about i t . We 

would love to discuss t h a t w i t h you and — 

Q Well, my only — 

A — the saf e t y t h i n g , t o say t h a t there 

are a r i s k t h a t you must assume, t h a t also i s not what the 

new laws are being based on. They're being based on the 

f a c t t h a t we're not going t o consider asbestos. Can you be­

l i e v e , have you looked at the new State proposed re g u l a ­

t i o n s ? They look at asbestos t h a t people have sawed and 
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we've used f o r years and now we have t o put s u i t s on, l i k e 

they're space cadets, and i t ' s a — y o u t h i n k we have a par­

anoia regarding o i l and gas, take a look at the f e e l i n g on 

asbestos, and t h a t ' s the t r e n d , and those are the new sa f e t y 

standards t h a t are law t o us. 

Q Well, I accept the sa f e t y r i s k s are some­

t h i n g t h a t give you great concern and i f Iyforked i n a pot­

ash mine, i t would give me the same concern. 

I f I were a potash mine owner and I 

faced the p o s s i b i l i t y of contamination, I would have an eco­

nomic c o n s i d e r a t i o n there as w e l l as a sa f e t y c o n s i d e r a t i o n . 

I t h i n k both of those are wrapped up i n your d e c i s i o n not 

j u s t s a f e t y . 

My only concern i s t h a t we r a t i o n a l l y a l ­

locate t h i s resource c o n f l i c t t h a t ' s going t o be around as 

long as there i s a demand f o r potash or a demand f o r o i l and 

gas, and t h a t ' s why, when I see words l i k e permanently, w i t h 

no u l t i m a t e release language i n them, I would be u n w i l l i n g 

as one member of the Commission t o allow t h a t k i n d o f l a n ­

guage to continue. 

A You r e a l i z e t h a t from a p r a c t i c a l p o i n t 

of view, t h a t word permanent i s only permanent u n t i l t h a t 

ore body i s mined out. 

Q But i t doesn't say t h a t . 

A I t h i n k t h a t ' s the only l o g i c a l conclu-
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sion t h a t anybody could draw, and i f t h a t ' s the problem, we 

could change t h a t wording. 

Q Well, t h a t ' s what I said here, there's no 

release language — 

A Okay, t h a t — 

Q — and u n t i l you see the release language 

you s t a r t t o wonder i s i t permanent for e v e r and ever. I s 

Wills-Weaver going t o permanently 

A I r e a l l y — I t h i n k I can go back and say 

th a t ' s a c l a s s i c example of a case where i t i n d i c a t e s t h a t 

t h a t permanent word i s no more permanent than the W i l l s -

Weaver t h i n g was. 

Q Then we — then i t ' s our r e s p o n s i b i l i t y 

c o l l e c t i v e l y w i t h your e f f o r t s t o avoid t h a t k i n d of l a n ­

guage t h a t causes confusion 10 or 15 years from now. 

A You could say t h a t or you could say i t ' s 

not l o g i c a l t h a t i t w i l l ever be a problem. I t ' s p e r f e c t l y 

l o g i c a l t h a t — w e l l , you can say what you want t o . 

0 Thank you. 

MR. LEMAY: I f there are no 

other Questions, the witness may be excused. 

MP. KNAUF: I wonder i f I could 

ask a question. 

MR. LEMAY: Yes, s i r . 
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QUESTIONS BY MR. KNAUF: 

Q You made the statement, I b e l i e v e , t h a t 

75 percent of t h i s pool area w i l l d e f i n i t e l y be barren. I s 

there any kin d of ime frame? What I'm wondering i s , most 

of t h i s acreage i n Lea County owned by Noranda and also the 

s t u f f up n o r t h of Kerr-McGee, i n a l l p r o b a b i l i t y never w i l l 

be mined. 

A What would you l i k e t o do, j u s t waste i t ? 

Just to make sure i t doesn't — 

Q Well, I — 

A Just t o make sure i t doesn't get mined? 

Q No, you j u s t said 75 percent — you're 

going to t u r n 25 percent back and 75 percent would d e f i n i t e ­

l y be mined. 

A I t ' s our opin i o n — 

Q I b e l i e v e you said t h a t . 

A Yeah. Let me speak f o r — l e t ' s t a l k 

about IMC's leases. 

Q Okay, now I can undertand IMC making t h a t 

statement but most of t h i s w i l d c a t or what I c a l l blending 

grade ore and even some ofyourfMC s t u f f over i n 31 East, — 

A Those areas t h a t the companies t r u l y be­

l i e v e they w i l l not mine, we've asked them t o exclude, and 

t h a t ' s what's i n t h a t 25 percent. That i s i t . 

Q So 75 percent w i l l be mined. 
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A I s what we f e e l we w i l l mine. 

Q I n what period of time? 

A I t h i n k — I t h i n k there are i n the 10-K 

re p o r t s of each company there i s the l i f e of t h a t mine and 

t h a t ' s the answer t o how long, and i t ' s — i t ' s ten years 

f o r some; i t ' s one or two years f o r some; and i t ' s t h i r t y 

years f o r some, and i t seems l i k e yesterday t h a t we s t a r t e d 

t h i s argument. I guess i t ' s been f i f t e e n years. I t doesn't 

seem l i k e very long t o me. 

And i t ' s sure not such a long time t h a t 

I'd be w i l l i n g , and. don't t h i n k the PLM would be w i l l i n g , 

t o j u s t waste the potash. 

MR. LEMAY: A d d i t i o n a l ques­

t i o n s ? 

Walt, you may be excused. 

We're ready f o r some statements 

i n the case. 

Go ahead, Conoco? Would you 

l i k e t o make a statement, Mr. Ingram? 

MR. INGRA": F i r s t of a l l I 

would l i k e t o commend the NMOCD and the members of the com­

mittees f o r both i n d u s t r i e s f o r t h e i r e f f o r t s t o improve the 

procedures f o r e x p l o r a t i o n and development of o i l and gas 

and potash reserves. 

The agreement signed by a very 
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l i m i t e d number of re p r e s e n t a t i v e s from each of the two i n ­

d u s t r i e s might be as close as one could come t o a general 

agreement; however, a f t e r witnessing the procedures of t h i s 

hearing i t ' s my opinio n t h a t t h i s agreement does not neces­

s a r i l y represent an agreement by the o i l and gas i n d u s t r y , 

but only by a small segment of t h a t i n d u s t r y . 

Furthermore, i t appears t o me 

t h a t the agreement i s of no longer any r e a l b e n e f i t i f we 

assume the adoption of an order s i m i l a r t o what has been 

proposed i n R - l l l - P . 

I agree t h a t steps must be 

taken to p r o t e c t the mines and i n my op i n i o n those steps 

have been included i n the proposed R - l l l - P ; i n f a c t , I even 

see some o v e r - p r o t e c t i o n i n my opinion but maybe t h a t ' s a 

concession t h a t the o i l and gas i n d u s t r y would need t o make 

i n order t o have an agreement between the i n d u s t r i e s . 

So I would support the pro­

posed order R - l l l - P and I ' l l commend the Commission f o r the 

a c t i o n they have taken here today. 

Thank you. 

MR. LEMAY: Thank vou, Mr. I n ­

gram . 

Mr. Thompson w i t h Mesa? 

MR. THOMPSON: Thank you, Mr. 

Chairman. 
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My name i s Chris Thompson. I'm 

w i t h Mesa L i m i t e d Partnership i n A m a r i l l o . 

When Mesa received the proposed 

agreement we had an immediate problem w i t h i t . Mesa has got 

a sm a l l , r e l a t i v e l y s m all, leashold p o s i t i o n i n the south­

west p o r t i o n of the potash area. We have three u n d r i l l e d 

sections we b e l i e v e contain s u b s t a n t i a l recoverable 

reserves. 

Our problem w i t h the agreement 

as d r a f t e d i s e s s e n t i a l l y t h i s : We t h i n k i t ' s possible t h a t 

a potash lessee can designate t h a t area an LMR, have t h a t 

d esignation approved by the PLM, and then when we go to 

permit or to apply f o r a permit to d r i l l our three s e c t i o n s , 

w e ' l l be informed t h a t no d r i l l i n g a c t i v i t y can take place 

because they would be i n the LMR. 

The problem i s t h a t we never 

have an o p p o r t u n i t y to present, i n t h a t scenario, our case 

before t h i s Commission and our reason f o r being here t h i s 

afternoon i s simply t o ask f o r the o p p o r t u n i t y t o be heard 

on these matters. 

For t h a t reason I was very 

g r a t e f u l t o hear the remarks of Mr. Lyon t h i s morning bv 

which he refused t o delegate the d i s c r e t i o n t o use h i s term 

of the Commission to the agreement, because t h a t concept of 

t h a t p o l i c y d e c i s i o n i s incorporated i n proposed Rule 111P 
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and Mesa would l i k e t o s t a t e i t s support w i t h proposed Rule 

111-P. 

I t h i n k there are a few speci­

f i c problems i n the d r a f t of t h a t r u l e t h a t need to be ad­

dressed before i t ' s adopted, and I would l i k e t o (not c l e a r ­

l y understood) b r i e f l y . I t h i n k i t was q u i t e c l e a r from Mr. 

Lyon's remarks t h a t he d i d not i n t e n d t o adopt as p a r t of 

the f i n a l r u l e , the e n t i r e agreement. He made reference to 

i t twice i n h i s d r a f t , once i n reference t o the procedure 

f o r designating an LMR; once i n reference t o s p e c i f y i n g the 

c o n d i t i o n s under which a permit may be approved outside the 

LMR area and outside the b u f f e r zone. 

To my way of t h i n k i n g , only 

those p o r t i o n s of the agreement t h a t r e l a t e d i r e c t l y to 

those two concepts should be adopted as f a r as the f i n a l 

r u l e , as p a r t of E x h i b i t B t o the proposed r u l e . 

S p e c i f i c a l l y , those p r o v i s i o n s 

which p e r t a i n t o the procedure of LMR adoption i s A r t i c l e I I 

of the agreement and s p e c i f i c a l l y those p o r t i o n s of i t which 

p e r t a i n to approval designations outside the LMR; i s A r t i c l e 

I I I , Paragraph Nos. 2, 3, and 4, and no more than t h a t i n 

A r t i c l e I I I , w i t h p a r t i c u l a r reference t o Paragraph 2 of Ar­

t i c l e I I I . I t h i n k we've got an o v e r s i g h t there i n the 

d r a f t of the proposed r u l e , i n t h a t i t was Mr. Lyon's i n t e n ­

t i o n to delete from the proposed r u l e any absolute (unclear) 
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of d r i l l i n g a c t i v i t i e s anywhere throughout the potash area. 

I b e l i e v e t h a t ' s what he meant w i t h the r e f u s a l to delegate 

d i s c r e t i o n . 

I f y o u ' l l examine Paragraph 2 

y o u ' l l see t h a t i t w i l l not permit a deep w e l l i n the area 

between the b u f f e r and the area one-half mile from the LMR, 

and I don't b e l i e v e t h a t p r o h i b i t i o n should be allowed to be 

incorporated i n the f i n a l r u l e . The Commission should r e ­

serve i t s d i s c r e t i o n t o r u l e on t h a t s o r t of a p p l i c a t i o n on 

a case-by-case r u l e - b y - r u l e b a s i s . 

Continuing again b r i e f l y , Para­

graph Number 5 of t h a t A r t i c l e I I I l i k e w i s e contains an ab­

sol u t e p r o h i b i t i o n on d r i l l i n g i n some areas t h a t p a r t i c u ­

l a r l y r e l a t e d t o open mines. 

Paragraph 6 of t h a t p r o v i s i o n , 

I would p o i n t out d i v e s t s the Commission of i t s a u t h o r i t y t o 

approve c e r t a i n mining plans and vests t h a t a u t h o r i t y i n 

"the sole d i s c r e t i o n " of the potash lessee. C l e a r l y t h a t ' s 

not p a r t of the Commission's wishes i n t h i s area. 

And f i n a l l y , i n regard t o the 

LMR designation process, we remain concerned t h a t there's no 

procedure i n the agreement f o r the i n p u t of i n t e r e s t e d par­

t i e s i n t h a t d e t e r m i n a t i o n . E s s e n t i a l l y the BLM i s going t o 

a c t i n g as a f i n d e r of f a c t i n regard t o the designation of 

LMR's. We t h i n k t h a t the best procedure f o r making those 
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kind of determinations i s an adversary process where both 

p a r t i e s have an o p p o r t u n i t y t o present t h e i r evidence. 

Quite simply, t h a t should be 

made p a r t of the f i n a l r u l e . 

I n c l o s i n g , I would l i k e to i n ­

troduce, i f I may, Mr. John Dean of Mesa, who has sme b r i e f 

economic arguments t o make on behalf of the p o s i t i o n t h a t 

we 1ve taken. 

Thank you, Mr. Chairman. 

(Thereupon a discussion was had o f f the record.) 

MR. DEAN: Mesa operates one 

property i n the potash area. I t ' s i n the southwestern por­

t i o n . I t ' s the Nash Federal e x p l o r a t o r y u n i t . I t ' s located 

i n p o r t i o n s of Townships 23 South, Ranges 29 and 30 West — 

I'm s o r r y , East. I t ' s located i n t h i s p o s i t i o n here. I t 

covers s l i g h t l y less than e i g h t s e c t i o n s , about 5,082 acres. 

Mesa operates at t h i s time f i v e 

w e l l s i n the u n i t . The primary pays i n the u n i t are the 

Atoka and the Morrow. We have, at t h i s time we have four 

sections which have not been d r i l l e d i n the u n i t , two of 

which we f i n d very prospective both i n the Morrow and the 

Atoka reserves. 

We also have a w e l l t h a t i s , 

due t o mechanical problems, i s going to be unable to produce 

the remaining reserves t h a t i t should — should have pro-
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MR. COHLMIA: Mickey Cohlmia of 

Chevron. 

Mr. Chairman, Chevron, too, 

commends your e f f o r t s and the e f f o r t s of the Commission i n 

b r i n g i n g the two i n d u s t r i e s together. What ever happens 

here today I t h i n k both i n d u s t r i e s have b e t t e r understanding 

of the problems associated w i t h each others business. 

Quite f r a n k l y , Chevron came 

here today t o voice o p p o s i t i o n and we s t i l l have very -- a 

number of concerns t h a t have not been addressed here today 

f o r whatever reason. We don't f e e l we were given the oppor­

t u n i t y t o make t h i s an i n d u s t r y agreeent as i t ' s so c a l l e d . 

Maybe, as Hugh s a i d , i t ' s as close as we can get t o one, and 

I t h i n k i t ' s the basis f o r some major understanding between 

the two i n d u s t r i e s . I don't t h i n k i t could be taken i n 

t o t a l . There's some major concerns, concerns t h a t the Com­

missioner voiced i n h i s questioning; the expansion of the 

LMR; the statements of l i a b i l i t y i n there give us a l o t of 

concern; and there's many th i n g s I t h i n k t h a t need f u r t h e r 

discussion here and I can't see nything l o s t by sending 

t h i s back to the f u l l i n d u s t r y , both potash and o i l , can be 

i n f u l l agreement t h i s time. As f a r as R - l l l - P , R - l l l - P i s 

a good agreement and I t h i n k Chevron w i l l support i t . ^-111-P 

w i t h the r u l e s and r e g u l a t i o n s — or w i t h the so - c a l l e d 

agreement attached t o i t as p a r t of i t , I t h i n k i s unaccep-
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duced. I t was a d i r e c t i o n a l hole and encountered a great 

deal of problems. We need t o d r i l l a replacement w e l l f o r 

t h i s w e l l 

The reason f o r the d i r e c t i o n a l 

hole was because of the potash mine located d i r e c t l y n o r t h 

of our u n i t area. 

The Nash Draw Atoka F i e l d has 

produced approximately 5.3 BCF of gas from two w e l l s . The 

Nash Draw Morrow F i e l d has produced approximately 6.6 BCF 

from three w e l l s , f o r a t o t a l from the Atoka and Morrow of 

approximately 11.9 BCF of gas. 

We f e e l t h a t the two develop­

ment w e l l s t h a t we need t o d r i l l would be probably average 

w e l l s , j u s t based on the cumulative p r o d u c t i o n , not any 

f u t u r e reserves, we're lo o k i n g a t something on the order of 

2.9 BCF of gas a t those l o c a t i o n s . 

We also have unproduced from 

the w e l l ghat's down from mechanical problems, we also have 

approximately 2.7 BCF of gas there which remains t o be pro­

duced . 

So w i t h these three w e l l s we're 

looking at a p o t e n t i a l of approximately 8.7 BCF of gas t h a t 

remains on our property and unproduced. 

I f you give an average $2.00 

per MCF f o r the l i f e of the w e l l from t h i s p o i n t forward, 
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i t ' s probably a p r e t t y conservative number, we're l o o k i n g a t 

gross revenue from those three w e l l s of approximately 17.4-

m i l l i o n d o l l a r s . 

BLM's r o y a l t y i n t e r e s t i n these 

w e l l s i s 11.3 percent. The m a j o r i t y of the u n i t i f Federal 

acreage. BLM's net revenue from t h i s would be approximately 

1 . 9 - m i l l i o n d o l l a r s . 

Using a 7.7 percent average 

h i s t o r i c a l tax r a t e f o r our Nash pr o p e r t y , and then p u t t i n g 

i n t o the — i n t o the t o t a l the amount of revenue from the 

small amount of State acreage i n the u n i t , the State would 

also r e a l i z e a revenue from taxes and from r o y a l t y payments, 

of 1 . 4 - m i l l i o n d o l l a r s . 

I t ' s Mesa's contention t h a t 

should the statement agreeent be adopted and the measured 

potash reserves l i m i t e d w i t h i n the Nash Unit declared an 

LMR, the p o t e n t i a l value of the u n i t ' s undeveloped gas r e ­

serves w i l l l i k e l y not be r e a l i z e d by e i t h e r the working i n ­

t e r e s t p a r t n e r s , or the State, or-fche Federal government. 

Thank you. 

MR. LEMA.Y: Yes, thank you very 

much, Mr. Dean. 

A d d i t i o n a l statements i n the 

case? 

Yes, s i r . 
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t a b l e , so I t h i n k w h i l e there are a l o t of things we do sup­

p o r t and can support i n the t h i n g (unclear) and I know t h a t 

hours and hours and hours of work went i n t o t h i s t h i n g . 

Maybe we need some hours and hours and hours more t o come up 

w i t h an even b e t t e r agreement, and then i t can be f u l l y sup­

ported and I would request t h a t perhaps we go back i n study 

and come up w i t h even a b e t t e r agreement and more represen­

t a t i v e Qf ( u n c l e a r ) . 

I appreciate i t and again com­

mend the Commisson f o r recognizing we've got problems out 

there on bath sides of the i n d u s t r i e s . 

Thank you. 

MR. LEMAY: Thank you, s i r . 

A d d i t i o n a l statements i n the 

case? Yes, s i r . 

MR. SANDERS: Larry Sanders 

w i t h P h i l l i p s Petroleum Company out of Odessa, Texas. 

Mr. Chairman, I d i d have a pre­

pared statement t o present today. I would l i k e t o keep t h a t 

statement i n view of the proposed R - l l l - P and provide w r i t ­

ten copies of i t . 

MR. LEMAY: Thank you, s i r , ad­

d i t i o n a l statements i n the case? 

I n l i e u of c l o s i n g arguments I 

don't t h i n k they're necessary since we are leaving the f i l e 
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open or two weeks f o r w r i t t e n comments. Those of you t h a t 

wish t o provide c l o s i n g arguments, of course, you're welcome 

to do so; otherwise, those of you t h a t have not had a chance 

to address t h i s s p e c i f i c order t h a t we as a Commission are 

c o n s i d e r i n g , which i s the R - l l l - P , you have a d r a f t copy of 

t h a t . Please look a t i t and i f you have some comments send 

them to the Commisson. We'll take those comments as p a r t 

of the record before we take the case under advisement. 

So we w i l l adjourn the case now 

f o r two weeks, a t which time w e ' l l take i t under advisement. 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.H.R., DO HEREBY 

CERTIFY that the oregoing Transcript of Hearing before the 

Oil Conservation Division (Commission) was reported by me; 

that the aid t r a n s c r i p t i s a f u l l , true, and correct record 

of the hearing, prepared by me to the best of my a b i l i t y . 


