; - CASE 5276: Application of LELAND
/ A. HODGES, TRUSTEE, FOR THE
AR R I e T - ] ) ) . . .

EXTENSION OF THE POTASH-OIL AREA.

S




" CASE /o
S YA >

}4PP[\( atvon,
| ‘Tmns eripds,
< e \ = Y hibks

’ ‘ = T()




THANTMON TOTHUC Tome
?.‘:Lr‘:xﬂ....u\:? Bi‘ f.‘.x. i.{LaldR

Ofiice of the Sccrc ary
EODY AND LEA COUNTIZS, N. MEX.

Oil, Gas, ond Polash Leasing and -
Dovelopment Within Polash Arca

- For the purpose of revising the rules:

for concurrent operations in prospect- .

{ng for ond developmeut and production
of ofl and gas and potash deposits owned
by the Unlted Statcs within the Potash’
Area and for the purpose of revislag the

R

desiznated Potash Arca to which the re-- - -

vised provisions ave to be appiicable, b
is ordcrcd ¢s follows:

3. Theorder of the Scc-éinry of the In-

terior dated February 6, 1939 4 F.IR.

. 10i2), withholding certain lands in New
- Mextco from application.or lease under

the oil and sas provisions of the Mincral

Leasing Act of February 25, 1920 (41 -

T Stat. 437), es amendcd, which order was
- vevored by order of the Scerctary of the

+ 10669),

Interior dated October 16,- 1051 (16 F.R.
shall continue to be revoked.

- The lands deseribed {n sald order dated

© seC. 24 and the EY
P SWY, sce. 25, T. 205 R 29 E,

Fedbruavy 6, 1939 (o\cep’ the EVSEY,
N.MM.,

: which were withdrewn from ail forms of -
i entry by Public Land Order No. §69, 14

" I.R. 1086),-which are opened for cil’ '

and zas leesing by sald order dated Octo-
ber 36, 1951, shall continue to be open
for oll and gas leaslng, ‘This erder shall:

not affcet the current-status of land with -

respect to its being withdy awn from. or
open for, entiy or Jeasing,
II, Subfect to the-

,W1LSEY,, S15 -

rcv]slons of X -

-~

*-pbove, the provislons of the order of the . -

Sceretary of the Intcrlor dated October

16, 1951 (16 F.R. 10662}, and the Potash -. -

JAren desiznated thereln '\rc revised to
X bcnsspc‘.mcd hereln. -

1. 1. Oll and gas lcase:.. Each suc-

. ccssrul upplicanc for a-non-competitive

T the deslsnated Potash Arca will be we-. -
quired, os a condition to the issuante of -

oll and gas lease, and any party awarded-
o competitive lease, forlands included in -

such lease, to exccutca su pulation agrec- . -

P

. v

Salurday, 3lay 15, 1965

necessary for ordcrty olland gas develop-

met and proper protecilon of potash

ideposits, no well siwnll be drllled for oil

ior fas except pursuant to a unit plan

‘appro\cd by the Director of the Geo-
!

-~ Jogical Survey.
(d)- The.drlling or the ahandonment

'or any well on sald Jease shail be done in .

faccordance with applicable oll and gas
jopernting resulations including such re-
quirements 'es the Reglonal Oil ard Gas

I Supcrvisor of the Geological Survey may

preseribe as necessary to prevent the In-

filtration of oil, zas, ov watcer Into forma-
ilons contalning potash deposits or into
mines or vorkinzs belng utllized in thc
- extraction of such deposits. ;

The Regional Oil and Gas Supervisor ot
the Geelozical Survey in any action
taken undeg item 1 (20, (b}, (¢), and {(d)
shall take Into consldcr'\uon recoms
, mendatlons of the Reglonal Minlng Su-
pervlsor of the Geologlcal Survey aud
applicable conservation rules and regu-
lations of the.Oll Conserv ation Commnis-
ston of the State of New Mexico. &

2. Oil and gas leeses.
to the granting of any renewal or exten-
‘sfon” of any existing lease embracing
tands included inthe designated Potash
Area, the lessce will be required to exe-
cute o stipulation identical to that speci-
fled in ftem l (a) (1), (c), and (d)
hereof.

3. Potash lccses. All-potash permits
and leases hereafter Issucd or existing

eral lands within the deslgnated Potash
Arca, shall be subject to a reguirement

E clther to be included in the lease or pec-

I mit or Imposcd as a’'stipulation, to the
eficct that no mining or exploratory op-
1 cratlons wiil ‘be conducted that, ia the
oplnlon of the Resfonal Mininyg Supere
visor of the:Geolozical Survey, would
constitute a hazard to oil or gas produce
tion, or that: would unrcasonably inter-

: =} fere with the orderly developnient and

preduction under any oll or gaz lcase
< Issued for the'same land.
4. Maps and surveys.

* lessce must file' pursuant to appilcable
© operating regulations (30.CFIt Part 221,
shall be availnble for fnspection st t.he

As a condition’

-1 'potash lcases herealter renewed for Fed- |

{a) Weil rec-.
- ords and survey plats that anoll and gas

FEDERAL REGISTER

asslum and assoclated minerais as
_eclfied in the act of February 7. 1927
(44 Stnt, 1057).

IV. The lessee of any extsiing lease In
the deslanated Potash Area may =iake

. such Iand subject to the ruies and veyu-

iatlons of Part IIl above by fiiing an
election to do so, In duplicate, with the
Land Office, Bureau of Laud jdannne-
ment, Santa Fe, N. Mex. IExcept to ihe
extent herein madifled, the penerad rei-
latlons conhlncd in 43 CFR Part 3170,
ang the specific regulations in Pat 3325
(governlng the icasing and ceveiopiment
of oll and gas dcposits) and Part 3140
(governing the lcaslng and dGevelepment
of potash depoesits), shall be appileadlie
. to the lands covered hereby.
* V. The designated Fotash Areo ls de-
scrlbed as follows:

New Mexico ancxnl. MERIDIAN

CT0S.IL2DE,
Secs.land 2;
Secs. 11 to 14 !nclussvo.
'Se2s, 23 to 26 tnclusive:

: :'Sccs‘ﬁsandac. AP
T,205,R.20E.. S

-Secs. land 2, WO .
Secs. 1l to 15 Inclusives - © - 0 T
.Secs. 22 to 27 Inclusive;” e L,
< ‘Seca. 34 to 36 Inciustve. . AR
T 21S.,R.29E, Co
Sces.1t0 5 Inclusive;
T -Secs. 10 to 15 Inclusive;  © | B
11 S50¢s.22 t6 27 Incluslve; © T T
‘. Sccs. 34 Yo 36 facluslve, . .
T.228,R.29E,
Sccs. 110 5 Inclusive;
Secs. 8to 17 snclusive;

- Sees, 20t0 20 fnclusive; . T | .
'Se¢3.32 10 36 Inciusive.! T
'I' 238.R.22E, . B
- Sces. 120 8 Inelusive: Ps

~- 8ecs. 81015 Inzlusive: . . . .
Snes.22to 27 Inclusives. ~, ¢,
. Secs, 34t0 3G Inciuslve, - " .7
T 188,R.30E., . -
‘Secs. 8017 Inclustve;” | 0
8ecs. 20 to 20 Inclusivel - oo
Becs.32to 36 Inclusive. o N
;= 195.n.00KE.
: T.208.,R.30FE.
T.218,R.30E.
T.228,R.C0E.
- TWI3S8L.R.30E. ‘ e
T.398,R.NE., S
Sec.31% 36 tnelusive; 700 L .
- T.208,R.31E. U
T.219,R.01 5. .
T.228.R A1 E.,

sesmnan e

Aras e

ing that: ..
(a) No wells wijl be duucd for ol or . - offlce of the Regional Ol and Gas Su-- Sees.1toQdnelusivey - . C L. L0
gas except upon approval of the Reglonal pervisor by any party holding a potash " Sees, 1080 21 Inciusive; o
-Oll and Gas Supcrvisor of the Geolozleal - permit or lease on the land on which the .7 Secs.28t033 incluslve, . . D
Suivey, it being undersiood that dillling | . ~ well' s situated Insofar ns such records T.238.2.01 B, RO o
’\;’I}L l;c;g;c'm;:;:j?yom‘y ':;\‘ ;hrac:;;:ntb '.hag e . tt\lle pc:tr..!ntcn;X t10 thenznlning ani pxotec- o g::: :éw;;\ﬁ:&yﬁ" . . i
siactorily establishe at suc ) on of potash deposits, ’ : ' . :
:‘;léung w!ll';\ot ‘ln:ctrts're witn t‘he mining . {b) Maps of mine workings and sur- T_‘:':ﬁ_ﬁéf;ﬁ;:"““’l"" TR :
inter;:gogrmth:l}ﬂ?(;i“sf:‘s.?‘ms ‘ts, or th‘e e face 'lnsmllaﬂons and records of core " 'Secs. 23 to 28 inclustve; .. o e :
. H {ntes would best ) > analyses that & potash lessce must:file -_.s:cs.auoao inclustve.. . . - :
.| be subserved :‘.hcrcby..: . . pursuant to applicable operating reguln- '\ T.208,R.02E. ST .
{b) No wells will be drilled for ofl or . tions (30 CFR Part 231), ¢iiall be avalls :r 21S,R.32E. TR .
gas at a locntion which, in the opinion able for Inspection-at the office of the \T.198. R, 23E., e Y
of tho Regional Ofl and Gas Supervisor. . Reoglonal Mining Supervisor to any party T Sec. 210236 lnctuma. . Lt N :
of tlie Geological Survey, would result in .+ holding an oil and gas lease on the same T T.208,R.38. e . T !
) u;‘méiutc walste ot.pto‘.asn dcpo?n.s{ or c‘on- ” !'e.ndE insorar as such mp.ps or rccoxdd are T.218,R,33E. ' L, b
stitute a linzard to or unduly interfcre + opertiuncid o the developrmizat an p'c- T.128,R.34 K,
with mining operations being conducted tection of oil and gas deposits, . * Sees. 19 ancl 20; oo '
for the exiraciton of potash deposits, 5. Unit plans.. Any unit plan here- '$029.20 t0 32 Inclusive; . :
{¢) When it $s determined by the - after approved or preseribad that; fu- T.20S., B34 =, L ;
Reglonal Ol and Gas Supervisor of the > “cludes oil and gas leases covered by, this Stes.8 t 19 ndare: :
. {Geological Survey that unitfzation {3 - -notlce shall {nclude a- provision embody- oy IR e dawe, e :
i ] . . > -0 Ing In substance the requirements set T Secn. S to 8 Irelusive: : :
e . L;-,; - _ﬁ"_ e _w._.‘.—,-—ﬂ ~-ferth In ftems- 1 (), (b) and (d), and .. Sees. 17 to 20 tnelusive: S
r‘f" = RE ATHE . -4, l‘)‘ccfll'fz?{ P l'i‘h tasl . Becs. 29 to 32 Inclusire, ¢
i ion. . The word “potas \“ as _— .
5}‘0 4 % r1~py USEd hereln shall be deemed t%ocmbmcc .The arca described, Including public -
r{"])" 1‘»; t\ e NS o8| : e and nonpubilc lands, annregates 4u0,-
( . 0. v R : + 212,38 acras, morc or leks.
sara e, © WM o o S ! : * VI This order shall be effcetive on the .
! i . i+ date of publlcotion In the Frouaan .
; ‘ R!cxsrru.

S X P v hibit No. t . :
Casze No Y ¥ ZQLPX*--’:’” No -—\-3‘~ Sy ! © ‘ Dated: May 11,1985,
i
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United States Department of the Interior

GEOQLOGICAL SURVEY
12201 SUNRISE VALLEY DRIVE
RESTON, VIRGINIA 22092

FEB 15 1974

Femorandum

To:  Secretary.of, the Interior .' !{/{\(lQWbé
Throughiiissistant Secretary - Energy & Minerals oV : ﬁﬂ“
‘)" - ) VF.B ‘2, 0

Ackinggud
From: Director, Geological Survey

Subject: Drilling of oil and gas tests in the Secretary's Potash Area,
New Mexico ‘ :

{ As you will recall, several recent controversies as to whether to permit _
‘ - the drilling of certain oil and gas tests in the Secretary's Potash Area
precipitated a review of Departmental policy with respect to operations

in this multiple use area. .

The Conservation Division has now completed its study of the situation.
‘Items such as (1) the stated position of the petash and 0il and das
industries; (2) past approval actions; (3) the need to maintain a harmo-
nious relationship with the State of New texico; (4) the Nation's reauire-.
ments for additional energy sources; and, (5) the conservation of our
i most important domestic potash supply have been considered. Based on

; this study, the Chief, Conservation Division helieves that action is
required if we are to avoid similar conflicts in the future, and the
Division has made certain recommendations as set forth in the enclosed

memorandum,.

=t S e e ——

BEFORE THE
OIL CONSERVATION COMMISSION
Santa Fe, New Maxico

| Case No._Q;ZZQ‘Exhlbit No.___z_*

Submitted by,ﬁ%ﬂ_.
Hearing Date___"7// 7/ 7
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If you concur in these recommendations, please indicate in the space
provided, and the Conservation Division will prepare the necessary

implementation papers.
LA Qofﬂ%,au

ActingDirector

Determination is hereby made that
adoption of the recommendations
contained in Chicef, Conservation
Division's memorandum of

February 14, 1974, would be in
the public interest and authority
to proceed as recommended is
hereby granted.

MAR 1 (974

Act ng Secretary of the lnter1or

-

Enclosure
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United States Department of the Interior

GEOLOGICAL SURVEY
12201 SUNRISE VALLEY DRIVE
RESTON, VIRGINIA 22092

FER 141974

Memorandum ",
. p/lb/]£

LAV .
To: %" Director, Geological Survey
From: Chief, Conservation Division

Subject: Drilling of 0i1 and gas tests {n the Sccretary's Potash Area,
southeastern New Mexico

By order of Cctober 16, 1651, the Secretary of the Interior delineated
an area embracing 298,345 acres in southeastern MNew Mexico as a
designated potash area. This order revoked the Secretary's Order of
February 6, 1939, thereby eliminating the ban on 0il and qas leasing
vhich had been in effect on 42,235 acres of these same lands. Since
that time, there have been periodic differences of ¢pinion between

the potash mininag companies and the oil industry as to whether a par-
ticular oil and gas well should be drilled in the Area. Secretarial
Order of May 11, 1965, expanded the Secretary's Potash Area to include
420,212 acres and eased some of the restrictions previously imposed

on 0il and gas drillino in the Area. The discovery and development

of extensive and very valuable Tangheinite potash deposits, and the
currently escalating price of oil and gas which has given impetus to
exploratory activity in the Arca by the oil and gas industry have
resulted in a situation whkere conflicts of interest between the two
industries are inevitable. 1In each of the several recent controver-
sies, neither side has seemed willing to compromise, and each new
confrontation appears to magnify the differences of opinion.

As to Federal lands in the Secretary'’s Potash Area, the Area 0il and

Gas Supervisor, in consultation with the Area Mining Supervisor, is

charged with the resnonsibility of deciding which proposed o0il and
gas tests may be driiled. These have never been casy decisions, but

with today's enerqy shortage and the need to orotect our most impor-

gag? so¥rce of domestic potash, these decisions have become more
ifficult,

Accordingly, a complete policy review was initiated in April of 1973.
fis a part of this study, Assistant Secretary VWakefield and other
Departmental representatives met with delegations from the New Mexico
0i1 and Gas Association and the seven potash operating companies in




e
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Hashington, D.C., on May 8 and August 7, 1973, respectively. The Area
0i1 and Gas Supervisor and the Area Minina Supervisor revicwed the
position documants presented by both industries and submitted a joint
report dated Auqust 24, a copy of which is enclosed. The Conservation
Manager, Central Region, supplied his comments and recommendations in
a memorandum of September 6, a copy of which is also enclosed.

The results of this study indicated that action should be taken to
assure that the decisions of our Supervisors reflect Departmental
policy, are made as fairly as pdssible, result in proper conservation
of both of these important mineral resources, and do not unduly impede
the development of either resource. It was concluded (1) that certain
facets of Departmental policy affectina operations in the Secretary's
Potash Area should be reaffirmed; {(2) that more ¢lear-cut procedures
to assist the two Supervisors in their decision-making processes
should be adopted; and {3) that quidelines to impltement the new pro-
cedures should be developed. Based on these conclusions, certain
proposed reconmendations were submitted for your consideration by our
memorandum of December 7, 1973, and, upon your concurrence, those
recommendations were forwarded by memorandum of Becember 10 to the
Office of the Assistant Secretary - Eneray and Minerals for further _ .
consideration. Subsequently, copies of the December 7 memorandum

were furnished to represontatives of the New fiexico oil and gas and
potash industries for their review. On January 31, Deputy Assistant
Secretary Rigg and other Departmental personnel conducted a meeting

in Albuquerque, Hew iiexico, to discuss the proposed new procedures,
Approximately 50 people attended the meeting, of which 35 were repre-
sentatives of the two industries. A copy of the attendance list is
enclosed. The discussions at that meeting were very oroductive. They
‘not only disclosed the need for revision of some segments of the

" proposed procedures but also seemed to promote a spirit of cooperation
between the two industries. As a result of this further review, we
now reconmend that:

Part 1. The Department vreaffirm its position that the Secretarial
Order of May, 1965, adequately protects the rights of the oil and gas
and potash industries. However, the Area Mining Supervisor is to
initiate action to bring about the expansion of Secretary's Potash Area
to include those known potash deposits in T. 22 S., R. 31 E., T. 23 S.,
Rs. 29 and 31 E., and T. 24 S., Rs. 30 and 31 E., N.M.P.M., presently

outside the designated Area.

Part 2. Each potash lessee will be requirved by April 15, 1974, to
file with the Mining Supervisor a map or maps on which has been delin-
eated the following information with respect to the Federal potash
leases which it then holds:




. Hem

a. The areas where active mining operations are now in
progress on one or more ore zones,

b. The areas where mining operations have been completed
on one or more ore zones. :

¢. The presently unmined areas which are considered to
contain a minable reserve in one or more ore zones, i.e., those
areas (enclaves) where potash ore is knowm to exist in sufficient
thickness and quality to be minable under present day technology

and cconomics.

d. The areas within these enclaves which are believed to
be barren of commercial ore. _

These maps are to be updated effective January 1, 1975, and thereafter
on an annual basis. The Area Geologist, in consultation with the
Hining Supervisor, will prepare the data reauired in subparts c¢. and d.
above for unleased Federal lands in the Secretary's Potash Area.

The potash lessee will be responsible for submitting sufficient data
to justify any arca which is proposed as a minable reserve. The Area
Geologist, in consultation with the Mining Supervisor, will review the
information furnished in this regard and make any revision in the
boundary of a proposed minable reserve (potash enclave) which is
considered to be consistent with the data available at the time of
each such analysis. A1l maps which are developed pursuant to this
Part will be updated between the required revision dates whenever

new information becomes available.

" The Area Geologist and the Area Mining Supervisor will complete the
analysis of the.initial data supplied by the potash lessees and
commit their total findings to a map or maps of suitable scale by
June’l, 1974, These maps will be revised as necessary to reflect
the latest available information. Copies of such map(s) will be
avatlable to all interested parties through map reproduction coni-
panies located in Roswell, Hew Mexico.

Part 3. After April 15, 1974, it will be Departmental policy ,
to deny approval of most applications for permits to drill oil and :
gas tests from surface locations within the potash enclaves estab- §
lished in accordance with Part 2 hercof. Two exceptions to this
policy will be permitted under the following conditions:

a. Drilling of vertical or directional holes will be
allowed to take place from barren areas within the potash enclaves
when the Hining Suparvisor determines that such operations will not
adversely affect active or planned mining operations in the immediate
vicinity of the proposed drillsite.
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b. Drilling of vertical or directional holes will be
permitted to take place from a drilling island located within a
potash enclave when: (1) there are no barren areas within the
enclave or drillina is not permitted on the established barren arca(s)
within the enclave because of interference with mining operations;
and, (2) the objective oil and oas formation beneath the lease cannot
be reached by a well which is vertically or directionally drilled
from any permitted location within the barren area{s); or, (3) in the
opinion of the 0i1 and Gas Supervisor, the tarcet formation beneath
a remote interior lease cannot be reached hy a well directionally
drilled from a surface location outside the potash enclave. Under
these circumstances, the Mining Supervisor will, in consultation with
the 041 and Gas Supervisor, establish an island within the potash
encltave from which the drillinag of that well and subsequent wells
will be permitted. The ilining Supervisor in establishing any such
istand will, consistent with the data supplied by the 0il and Gas
Supervisor regarding present directional drilling capabilities,
select a site which will minimize the loss of potash ore. No island
will be established within one mile of any area where approveéd mining
operations will be conducted within thliree years. To assist the
Mining Supervisor in this regard, he may require potash mining oper-
ators to furnish a three-year mining plan. -

Part 4. In order to protect the equities between 01l and gas
lessees while at the same time reducing the number of o0il and oas
wells which operators propose to drill in the Potash Area, the 0yl
and Gas Supervisor will make areater use of his preroagative to
require unitization, Unitization will be mandatory in those cases

- vhere completion of the propused well as a producer would result

in the drainage of oil and qas from-beneath other Federal lands within
a potash enclave. In other words, unitization will be a prerecuisite
to the approval of any well which is (1) located adjacent to an

enclave (within a quarter of a mile if an o1l test or one-half mile

if a gas test) and which is to be drilled vertically to the prospective
formation; (2) to be directionally drilled from an adjacent surface
location to bottom in a formation beneath an enclave; or (3) to be
vertically or directionally drilled from a barren area or island

within an enclave. )

Part 5. The Department reaffirm its intent to ccoperate with the
New Mexico 0il Conservation Commission (N“OCC) in the implementation
of that agency's rules and requlations. In that reocard, the potash
lessees shall continue to have the right to protest to the NMOCC the
drilling of a proposed o011 and aas test on Federal lands provided
that the location of said well is within the State of lew Maxico's
"0il-Potash Arca” as that Arca is delineated by HMOCC Order HNo. 111,
as amended,
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Part 6. The Department reassert its orerooative to make the
final decision of whether to anprove the drillina of any proposed
well on Federal oil and gas leases within the Secretary's Potash Area.

/ Part 7. Aoplications for permits to drill vertical tests for
// oil and cas at locations that are in the Sacretary's Potash Area but
outside the State of ilew Pexico's 0il-Potash Arza and which do not
divectly offset an enclave (within a quarter mile if an oil test or
L within one-half mile if a gas test) will be routinely approved by the

- 0i1 and Gas Supervisor after rdéview by the Mining Supervisor.

Part 8. Future controversies as to whether to permit the drilling
of an oil and gas test in the Secrectary's Potash Arca which cannot
be resolved in the field arz to be referred to the Chief, Conservation
Division, with a recommendation from the Regicnal Conservation
Manager. ‘

If these recommendations meet with your approval, we suagest that |
this memorandum be sent to the Assistant Secretary - Energy & Minerals

for review and the subseoucnt authorization of the Secretary of the
Interior to proceed as recommended.

u;w/é% (el 2. |

Chief, Conservation Dlv1SJon

Enclosures ‘ ‘ '
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CARLSBAD BASIN TONNAGE AND GRADE

1973
Jonvary  Februory  March April May June July  _Avgust September October November December Total
. . ) : .
AMAX Chemlcal Corporation 210,334 170,522 190,105 182,231 181,595 184,940 65,147 196,795 187,103 200,672 199,365 172,268 (2,141,193
. 17.58 17.42 17,18 16.78 16.49 16,90

16.92 16,45 16,47 _16.14 16.79 1729 17.71
249,990 245,190 250,000 252,409 255,508 265,290 271,870 270,480 270,310 272,850 3,071,915

~

Potash Company of America 235,218 232,800 . , , ,
. - 21,08~ 20.44  20.15  20.25 19.72 19.71 19.82 0 19,11 18,78 19.35 19.08  18.66 19.64 -
» Internotional Minerals & Chemlcal 350,319 301,453 %355,661 336,352 351,367 359,224 361,647 361,505 369,820 385,801 379,227 388,788 4,301,164
: . 9.82 9,18 * 9,54 10.03 9.55 9.78 8.86 7.94 8.36 8.54 8.68 8,54 9.05
*Duvol Corporation . - 123,388 102,578 *115,317. 125,217 124,817 99,316 116,023 125,508 127,182 126,038 115,950 127,549 1,428,883 X
18,20 17,70 * 17.20 15,90 17.30 17,00 17,30 18,90 V7.9 17.25 16.40  16.39 17.29 -

150,278 © 150,626 159,894 170,046 1,817,125

161,051 137,489 165,050 155,467 172,983 47,992 173,066 173,183
21.81 19.77

16.98 20.09 18.87 18.83 18.97 18.54 - 18.52 18,60 18.71 25.93 22.,5)
256,598 245,679 242,983 260,112 248,758 2,885,132 .

National Potash C'ompony

Keir-McGes Corporation 189,413 225,107 217,445 261,690 244,345 255,005 237,997

R - 14,80 15,05 16,68 16.01 15,77 15.69 14.74 14,90 15,22 15.00 14.99 1601 15,42
2ledyne Potash Company 139,408 129,510 125,660 128,027 138,, :** 4 93 -0- -0~ -0~ -0- -0- -0- 704,485
14,62 15.12 15,34 14,67 13,99 13.88 14.48
, * IMC ~ Reflects ore grade of sylvinite only,
* Duval =-Tonnage and-. * ie on sylvinite only.
** Teledyne -~ Suspended oporotlons June 13, 1973,
BEFORE THE | ~

‘ : OIL CONSERVATION COMMISSICN
. Santq Fe, New Mexico o

Case No. J> Zé Exhibit No, L !

Submitted 3 :

' ' , ¢

Sammandd 4
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CARLSBAD BASIN TONNAGE AND GRADE
1974

Jenvory  February  Morch April - Moy  _June . July  August September October November December Total

AMAX Chem'cal Corporation " 204,756 193,465 213,705 208,360 215,397 65,175 .
1912 17.72  17.57 15,33 16,30 16,95 .
Potash Company of America 281,548 248,186 258,539 245,148 254,078 251,557 T

18.25 19.60 19.90 19,97 18,57 18.863

*|ntemational Minerals & Chemical 380,289 352,889 374,493 386,012 421,721 376,382
7.80 7.96 7,71 8.49 8.8] 8.08

*Duval Corporation - 124,688 116,983 125,944 119,201 122,363 118,485
16,50 16,70 16,40 15,60 14,24 15,05

Natlonal Potash Company 163,00+ 145,601 163,254 146,889 168,578 48,852 ,
20,09  19.53 20,18 19.6) . 20,92 22,18 :

Kermac 246,212 276,350 229,626 259,368 239,199 220,629 , ' o
15.46 16,40  15.42 ° 16,02 16,16 15,60

* IMC = Reflects ora grade of sylvinite only.
Duval = Tonnage and grode on sylvinite only,
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Statement to be made before the New Mexico Oil & Gas Conservation Commission
July 31, 1974 by D. M. Van Sickle.

Re: Map Showing Distribution of Potash Deposits in the Carlsbad Area,
New Mexico. May 1974.

This map was prepared under my supervision on orders from Chief Conservation
Division, U.S5.G.S. The Director, U.5.G.S. and the Secretary of the Dept. of
the Interior concurred with this order (copy attached). The map, as directed
in the memorandum, was made available to the public June 3, 1974. Areas
shown as Measured (Minable) potash reserves, and Indicated (Minable) potash
reserves were determined from core hole and log data on file with U.$,G.S, in
Carlsbad, N. M. in conjunction with reserve maps submitted by potash lessees,.
using the following guidelines:

Minable - Potash ore of minimum quality and thickness greater than 4' of

10% K20/Sylvite or 4' of 4% K20/Langbeinite or equivalent combinations of

the two:

1. Measured (Minable) Reserves (Potash Enclave).

a. Measured ore will be delineated by data points no more than
1% miles apart if geologic inference shows these projections
to be reasonable.

b. Measured ore will not be delineated by less than 3 data points
that meet all other distance and thickness and grade criteria,

c. Measured ore will not be projected further than % mile from a
data point which meets thickness and quality standards where

no projection or geologic inference daty exists,

2. Indicated Reserves

That area where spacing of data points does not meet measured Ore
Criteria; yet data points show mineralization higher than minimum

. thickness and quality.
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Statement to be made before the New Mexico 0il & Gas Conservation Commission
July 31, 1974 by D. M. Van Sickle.

Re: Map Showing Distribution of Potash Deposits in the Carlsbad Area,
New Mexico. May 1974.

This map was prepared under my supervision on orders from Chief Conservation
Division, U.S.G.S. The Director, U,8.G.S. and the Secretary of the Dept. of
the Interior concurred with this order (copy attached). The map, as directed
in the memorandum, was made available to the public June 3, 1974. Areas
shown as Measured (Minable) potash reserves, and Indicated (Minable) potash
reserves were determined from core hole and log data on file with U.S5.G.S., in
Carlsbad, N. M. in conjunction with reserve maps submitted by potash lessees,
using the following guidelines:

Minable - Potash ore of minimum quality and thickness greater than 4' of

10% K20/Sylvite or 4' of 4% Kz0/Langbeinite or equivalent combinations of

the two:

1. Measured (Minable) Reserves (Potash Enclave).

a. Measured ore will be delincated by data points no more than
1% miles apart if geologic inference shows these projections
to be reasonable. :

b. Measured ore will not be delineated by less than 3 data points
that meet all other distance and thickness and grade criteria,

c. Measured ore will not be projected further than % mile from a
data point which meets thickness and quality standards where
no projection or geologic inference data exists.

2. 1Indicated Reserves

That area where spacing of data points does not meet measured Ore
Criteria; yet data points show mineralizatfon higher than minimum

thickness and quality.




The minimum quality and thickness criteria corresponds to the U.S.G.S.
Classification standards in use for several Years, which identifies those

U.S. lands that must be leased competitively.

Although this map is a composite of all ore zones, these criteria were
confined to each individual ore zone i.e. three data points no more than
1% miles apart with potash of greater quality and thickness in separate

ore zones did not qualify as meacured.

Separate overlays were prepared for each of the major ore zones, combined

overlays were prepared for the other ore zones.




Definitions:

Measured--Reserves or resources for which tonrnage is computed from dimensions
revealed in outcrops, trenches, workings and drill holes and for which
the grade is computed from the results of detailed sampling. The sites
for inspection, sampling, and measurement are spaced so closely and the
geologic character is so well defined that size, shape, and mineral
content are well established. The computed tonnage and grade are
judged to be accurate within limits which are stated, and no such
limit is judged to be different from the computed tonnage or grade
by more than 20 percent.

Indicated~-Reserves or resources for which tonnage and grade are computed
partly from specific measurements, samples, or production data and partly
from projection for a reasonable distance on geologic evidence. The sites
available for inspection, measurement, and sampling are too widely or '

. otherwise inappropriately spaced ito permit the mineral bodies to be
outlined completely or the grade established throughout.




Page 1

NEW MEXICO OIL CONSERVATION COMMISSION

COMMISSION HEARING
SANTA FE ,NEW MEXICO
Hearing Date JULY 31, 1974 TIME: 9 A.M.
REPRESENTING LOCATION

DN L S el fe

P//r /4/%0/1 /ﬁf”

0 AN Q:'\L,L_HAM

Carl Trzgerelo
K%L»; é9‘~2/ /7

AVZRS
USES

!
trvwn o/‘\ M«sﬁ;wmag\b

Honax  Chewical corp.
LV SGS

v S e d

Dp;; (b///b/élﬂﬂff

T

ff;-L_cz\\ é:)\ \ Co
C %‘ tary L)/{’“’ﬂ(e‘f}fﬁf/( :

/T<&Aﬁ[d/[ <Z’)(

J<%2/;6,.}/6é7
ol /5;//,,»/,{ vl e o

/f Yeyco /""C
/ff«",;bs /fzc/‘/(>}/)il“c, R’U(
{ /\ L y

H/

/? g5ty € //

Povcl]
M

CARLIBA
QLqﬁhxﬁbLLﬁ

| 'QD;Y/“(, ’(

D/‘ZWA

D eyt~

A/A.

W\\c[\av\d)
. <.’ £ //j

¢ 0

-60:1(‘( N
’ 7/(-(.«@.(/(3‘ )

56é¢wvc(2257

/ZZ;%(AMAD
)

T e )

&;kéZ&%#zbf ;)gy/
¥




N &;‘:‘\: .y&’
N . »\Q\o\n'm\w‘_:‘ \‘* N .~

R .‘i..

T R S N N R L., 5 Aoy

A e W\ NY

A

stn.

Cada

EEENEREN'Y




Page 3
- NEW MEXICO OIIL CONSERVATION COMMISSION
COMMISSICON HEARING
SANTA FE ,NEW MEXICO
Hearing Date JULY 31, 1974 TIME: 9 A.M.
NAME REPRESENTIRG MIE




Page......... .. Lo

BEFORE THE
NEU MEXICO OIL CONSERVATION COMMISSION
S5anta Fe, New Mexico
July 31, 1974

COMMISSION HEARING

IN THE MATTER OF:

)

)

)
Application of Leland A. Hodges, Trustee, for ) CASL

)

)

)

the extension of the Potash-0il Area, Eddy 5276
County, New Mexico. (Cont.)
____________________________ )
BEFORE: A. L. Porter, Secretary-Director
I. R. Trujillo, Chairman
Alex J. Armijo, Member
TR&NSCRIPT OF HEARING
APPEARLNCES
For the New Mexico 0il William Carr, Esq.
Conseyvation Commission: Legal Counsel for the Commission

State Land Office Building

For William A. & Edward R. Jason V. Kellahin, Esqg.
Hudson, Skelly Oil Co., KELLAHIN & FOX
Phillips Petroleum Co., 500 Don Gaspar
Belco Petroleum Corp., Santa Fe, New Mexico

Sun 0Oil Co.:

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANYVA FE, NEW MEXICO 87501
TEL. (505) 5820306




o APPEARANCES (Continued)
For Exxon Corporation: Paul Eston, Jr., Esq.
HINKLE, BONDURANT, COX & EATON
Hinkle Building
kKoswell, New Mexico
For Leland Hodges, Trustee, R. H. Blackman, Bsq.
and Potash Company of 1009 E. Riverside
Amexica: Carlsbacd, New Mexico
./“
4
: THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
228 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (508) ¥82. 0386
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BEN_ DONEGAN

Direct Examination by Mr. Blackman
Cross Examination by Mr. Porter
Cross Examination by Mr. Kellahin

D. M. VAN SICKLE

Direct Examination by Mr. Blackman
Cross Examination by Mr. Kellahin
Cross Examination by Mr. Nutter

DAVID RICE

Direct Examination by Mr. Blackman
Cross Bxamination by Mr. Kellahin
Cross Examination by Mr. Nutter
Redirect Examination by Mr. Blackman
Further Direct by Mr. Blackman

JON T. EDMONSON
Direct Examination by Mr. Kecllohin

GEORGE WARNOCK

Direct Examination by Mr. Kellahin
Cross Examination by Mr. Blackman

EXHIBITS
Apprlicant's Exhibits 1 - 4
Applicant's Exhibits 5, 7 & 8
Skelly's Exhibit 2

Commission's Exhibits 3 & 4

Offered

62
90
9g
9t
139

103

107
135

Admitted

100

102

106

135
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CASE 5276
Page........ ... 4. .

MR. PORTER: The Hearing will come to order,
please. The Commission will consider Case 5276.

MR. CARR: Case 5276 application of Leland A.
Hodges, Trustee, for the extension of the Potash-0il Area,
Eddy County, New Mexico. This Case is continued from July
17, 1974 Commission Hearing.

MR. PORTER: Although this is a continued case, I
think we will call for appearances again.

MR. KELLAHIN: If the Commission please, I would
like to enter an additional appearance on behalf of William
A, and Edward R. Hudson.

MR. PORTER: All rxight. Mr. Kellahin, who else
are you representing this morning?

MR. KELLAHIN: If the Commission please, I am
also representing Skelly 0il Company, Phillips Petroleum
Company, Belco Petroleun Corporation and Sun Oil Company.

MR. PORTER: Thank you. Mr. Kendrick?

MR. KENDRICK: El Paso Natural Gas Company repre-
sented by H. L. Kendrick.

MR. EATON: Paul Eaton for Exxon Corporation.

MR. PORTER: Mr. Blackman.

MR. BLACKMAN: R. H. Blackman appearing foxr

Hodges, Trustee, and Potash Company of America, a division

THE NYE REPORTING SERVICE
STATE-WIOE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982- 0386




of Ideal Basic Industries Incorporated.

MR. CARR: Anyone else?

MR. PORTER: The Case was continued from two
weeks ago. The application as read is: A request for the
extension of the Oil-Potash Area as described in Commission
Order R~-111-A, as amended. I believe at the last Hearing
we pretty well laid the ground rules that the evidence must
go toward the pcoving that commercial potash exists or does
not exist in the area under consideration. The Commission
wants to hear all of the evidence that is relevant to the
Case and proposition. We do want to stress that we would
like to have the evidence presented as expeditiously as
possible without repetition, and on cross examination, pleaseé
confine your cross examination to matters that have been
testified to by the witness. I think if we observe those
rules we will save some time, and also have a better record
of the proceedings.

At this time the Commission will recognize Mr. Blackman,
counsel for the applicant.

MR. BLACKMAN: Mr. Donegan, will you resume the
stand, please?

MR. DONEGAN: Yes, sir.

{(Whereupon, a discussion was held off the record.)

THE NYE REPORTING SERVICE
STATE-WIDE OEPOSITION NOT ARIES
225 JOMNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (805) 942-0386




DONEGAN~DIRECT CASE 527¢

MR. PORTER: Let the record show that Mr. Donegan
was previously sworn Jduring the proceedings two weeks ago.

BEN DONEGAN

called as a witness, having been first duly sworn, was
examined and testified as follows:

DIRECT EXAMINATION

BY MR. BLACKMAN:

Q Now, Mr. Donegan, I have just distributed to the
parties and to the Commission a package of exhibits which
begins with Exhibit Number 6 which was identified in the
last session. I will point to it on the wall; is this

Exhibit Number 6?

A Yes, sir.

Q Would you please identify that and state what it
is?

A Exhibit Number 6 is a cross section of potash-core

test logs and oil-test logs from the area immediately south-
east of the Hodges lease area, the Leonaxrd State Well loca-
ted in Section 32. This cross section shows the potash
ore zones in the area of the Hodges leases and the trunca-
tion of those ore zones along the west side.

0] Next, Mr. Donegan, will vou kindly identify on the
wall, the Commissioner's Exhibit Number 11, and state what

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (808} 9820386
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DONpRAN-DIRECT CASE 5276
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MR. PORTER: Let the record show that Mr. Donegan
was previously sworn during the proceedings two weeks ago.
BEN DONEGAN
called as a witness, having been first duly sworn, was

examined and testified as follows:

DIRECT EXAMINATION

BY MR. BLACKMAN:

Q Now, Mr. Donegan, I have just distributed to the
parties and to the Commission a package of exhibits which
begins with Exhibit Numbexr 6 which was identified in the
last session. I will poirt to it on the wall; is this
Exhibit Number 6?2

A Yes, sir.

Q Would you pl=ase identify that and state what it
is?

A Exhibit Number 6 is a cross section of potash-coret
test logs and oil-test logs from the area immediately south-
east of the Hodges lease area, the Leonard State Well loca-
ted in Section 32. This cross section shows the potash
ore zones in the area of the Hodges leases and the trunca-
tion of those ore zones along the west side,

Q Next, Mr. Donegan, will you kindly identify on the

wall, the Commissioner's Exhibit Number 11, and state what

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
228 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505! 082.0386




DONEGAN-DIRECT CASE 5276
Page....... ... i S
™ that is, just identify it, please?
5 A Exhibit Number 11 is a map showing the potash

resources in the Hodges area in the 10th ore zone.

Q Next on the wall you have a document marked foxr
identification as Exhibit Number 12 in this Case; would you
identify that, please?

? A Exhibit 12 is a map similar to Exhibit 11 showing
the potash resources in the 4th ore zone.

Q And, next, a document which has been distributed
to all parties and has been marked as Exhibit 13. Would you

please identify that?

A Exhibit Number 13 shows the potash resources in

the 3rd ore zone.

Q And, next please, Exhibit Number 14 in the same
series?
A Exhibit Number 14 shows the 2nd ore zone.
- | Q Then Exhibit Nuﬁber 15 in the same series?
A Exhibit Number 15 shows the lst ore zone.

Q And, Exhibit Number 167?
A Exhibit Number 16 is a composite of the potash

resources in the five ore zones that we have on these previous

four cexhibits.

T Q Mx. Donegan, if I understand you, all of these mapi

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION ROTARIES
225 JOHNSON STREET
SANTA FE, NEW MEX:CO 87501
TEL. (505} 982- 0386
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DONEGAN--DIRECT CASE 5276
Page..........8. ...

with the exception of Exnibit Number 6, are the same print
and on wiich same prini: yvou have identified the different
ore zones, is uihal correct?

A Yes, sir.

Q Tais is all of e area in.-the area which we seek
here to be included in R-11l1l-A, is tnat correct?

A Yes, sir.

Q Now, Mr. Donegan, you nave previously testified
that vou have made an extended study of the potasnh deposits
in this ore zone, and would you kindly at tiiis time please,
tell the Comwissioa the study that you have made in as much
detail as you can and the results that you nave attained
and now you nave identified those on each of the maps?

A Exhibits 11 thréugh 15 show on each nap tile coxre
tests by a small circle, the potash core tests. Beside each
circle, where the potash data is available, the firs{ numberg
indicate the potasn ore zZones. If we look at, for example,
potash test Number 832 in about the center of the map in
Section 2, we will see the 10th ore zone indicated by "10";
to the right of that is the thickness, 5.8 feet, this is
just an example. The percent of K20 as langbeinite, and
the percent c¢f K20 is sylvite. In addition, other abbrevia-

Liouns on the map are shown in tie legend. For instance,

THE NYE REPORTING SERVICE
STATE.WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87801
TEL. (805) $82-0386




DONEGAN--DIRECT CASE 52706
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the abbreviations for leonite, kainite, and glaserite, and
in those hoies where the sulphates were not individually
identified, sulphate. Slightly mineralized holes or ore
zones are indicated by “SM", and holes that are not mineral-
ized are indicated by "NM". Holes that do not have informa-
tion on all of the five ore zones indicated on the map,
either have certain of the ore zones truncated, for instance,
this line indicates the truncation of the 10th ore zone, so
no data west of there is shown for the 10th ore zone, or in
some cases where we only have information on one or more

ore zones because the zones were not analyzed, the cores
were scrambled, or various other reasons that cause the
information not to be available, no information is shown on
the map.

The west so0lid line is the truncation of the 1lst ore
zone, and is shown on the cross section. The truncation of
the 2nd, 3rd and 4th ore zones are between the truncation of
the 10th and lst. Since the 4th, the 3rd, and 2nd are
imnmediately above the istf, the truncation of those ore zones
is close to the west margin, rather than near the trlncation
of the l0th ore zone.

The basis for the color scheme on each of the five

maps is shown in the legend, two areas called high-grade-

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION N™ *ARIS
225 JOHNSON STREED
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DCNEGAN-DIRECT CASE 5276
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times~-thickness areas in red, and in yéllow, intermediate-
grade-times-thickness areas. Now the criteria for indicating
these particular boundaries are arbitrary. We used a number
of different bits of data. In particular, for purposes of
making a map, in other words, a presentation gives a better
idea of the shape of these potash resource areas and the
nature of the grades and thickness without having to go
through each individual hole., We picked these arbitrary
boundaries, and the arbitrary boundaries in general are
based on an intefmediate high boundary at a point of 60 per-
cent Kp0 percent feet Xp0 as sylvite, or 32 percent feet
K20 as langbeinite, or combinations of the two equivalents
in proportion. This is not true in every case, because
there are certaln areas where there are other considerations
that have to be taken into account that I will point out.

Now, the yellow area represents K20 equivalents of
sylvite between 16 percent feet and the 60 percent feet line,
or in the case of langbeinite -- I made an error there 1
would like to correct -- I said 16 for syivite, the sylvite
cut-off is 40 and the langbeinite cut-off is 16.

It ls important at this point to emphasize and to
remember in any congiderations of these maps that when we
say 16 Ko0 percent feet or 40, that's a cut-off. We are

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSIYION NOTARIES
228 JOHNSON STREEY
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DONEGAN-DIRECT CASE 5276
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actually talking about an area higher than that intermediate,
between, that's cut-off and 60 percent.

The areas in red are something greater than 60, or in
the case of langbeinite; 32. Another consideration in making
these maps, and this is arbitrary, it is an important thing,
or I should say it is an area of influence decision was
used, and in making a decision about areas influenced or
individual holes, our projection from holes since we are
dealing with highly erratic ores, we have made, in this case,
a determination that an ore hole or a hole of any grade over
the minimum cut-off can be safely be assumed by geological
inference to represent a half-mile-radius circle around that
rarticular hole. That doesn't always work because in an
area like this where we have three non-mineralized holes
less than a half-mile away, we have a cut-off:less than a
haif~mile from that particular hole.

I will run through these maps qﬁickly, just in general.
The 10th ore zone that you can see is developed up to the
truncation in four areas.

Q Mr. Donegan, may I interrupt you here just one
minute? Note also this appears to me, the northeast boundary
of your ore zones has been cut off at the R-111-A boundary
so that you have not bothered to color ir either red ox

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOKNSON STREET
SANTA FE, NEW MEXICO 87501
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DONEGAN--DIRECT CASE 5276

vellow north and east of that R-111-A boundary just for

convenience.

A Yes, sir, Mr. Blackman, and also we have stopped
on some of the maps at the edges of our land where we think
that potash resources continue south of the area, or south-

eaét of the area that we have asked for extension of Rule

111-aA as amended.

These four red areas represent four areas of hign-grade+

times~thickness potash resources in the 10th ore zone, and
I think to speed things up I'll use the term GT for grade
times thickness instead of going through K,0 percent feet,
and this is the 4th ore zone.

Q Now, referring to Exhibit 12 as the 4th ore =zone.

A The 3ré ore zone map shows a situation that applieg
to the other maps that shows it maybe a little more specificd
by geological inference and projection. It is so important
to understand what is in the area where holes are not as
densely located as, say, in this north area. This 3rd ore
zone is a sylvinite ore with minor langbeinite. The A4

hole has 5.7 feet of 20.8 sylvite, or something over 100

percent K,0- The nearest hole to the south had 4.3 feet of

13.7 K0 sylvite, and 5.3 feet as langbeinite.
Now, if you will observe on that map, the only areas of

THE NYE REPORTING SERVICE
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DONEGAN-DIRECT CASE 5276

3rd ore zone development is in this north-south trend,
similar tc the trend we showed on our earlier maps of the
major ore bodies of the Carlsbad Potash District. With no
hole in between, or even if there were holes there, I believe
the information we have indicates that they would be similar
holes to these two.

MR. PORTER: Mr. Donegan, may I interrupt at this
point?

MR. DONEGAN: Yes, sir.

MR. PORTER: There is a gentleman in the back of
the room who says it is urgent to see you.

(Whereupon, a discussion was held off

the record.)

A (Continuing) I was pointing out that by geological
projection this area in here between these two areas of
sylvite or sylvinite.

(Whereupon, a diséussion was held off
the record.)

2 (Continuing) The 2nd ore zone is shown in yellow
without any areas that we have encountered yet of the high-
gradé high GT's. As you will note there is a big area here
that probably some are to the 3rd ore zone, probably contalne

Some are 2nd ore zone potash resources.

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
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‘Number 4 at this point, and on into the truncated area of

DONEGAN-DIRECT CASE 5276

Q Now, referring to Exhibit Number 14,

A Yes, sir. Exhibit Number 15 shows the area of
the lst-ore-zone development. Exhibit Number 16 is a
composite map showing the data of these iive ore zones, plus
geological projections and inferences similar to what I
was describing in this case to connect areas like this area
in here, three good holes in the 4th ore zone, in the
vicinity of the Skelly well. We infer that high GT potash
in the 4th ore z®ne is present and that is shown on this
nmap, and in any individual area we show how we arrived at
that particular projection,

Q Now, Mr. Donegan, would you explain Exhibit 6 and
how it bears out or affects the conclusioﬁs you have reached

A Exhibit 6 is a cross section from Leonard No. 1
State Well located in the northwest of Section 32 at this
point, through the Skelly Well Forty-Niner, Unit Number 1
located at this point, through Potash Core Test Shell No. 17

at this point, and on to Atlantic Richfield Potash Core Tesy

A-14 at this point. As you will note on the cross section,
the potash ore zones occur mainly between the USGS No. 126
bed, polyhalite mainly, and then the Vacatrieste sandston=z.

There are a few other ore zones in this area, but the five

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
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DONEGAN--DIRECT CASE 5276
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that we show on these five exhibits are the principal ones
in this area.

MR, BLACKMAN: If the Commission please, I think
Mr. Donegan has explained all of his maps and showed where
he thinks these ore boundaries exist, and I would submit him
at this time for cross examination.

(Whereupon, a discussion was held off

the record.)

DIRECT EXAMINATION (Continued)

BY MR. BLACKMAN:

0 Mr. Donegan, I'll hand you a document marked for
identification as Exhibhit Number 9. I see that it bears
Exhibit Number 9 on all copies, but it has not been stamped.

A It is stamped inside, Mr. Blackman, the first
page inside.

Q Would you please identify that document?

A Exhibit Number 9 is a gamma compensated neutron
formation density log of the Skelly 0il Company Number 1
Forty Niner Ridge Unit Well.

Q Will you please examine that exhibit, Mr. Donegan,
and tell us what it shows?

A Exhibit Number 9, I think shows what our real
prcoblem is in the Hodges area. The Skelly Forty-Ninexr Ridge

THE NYE REPORTING:SERVICE
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DONEGAN-DIRECT CASE 52756
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Ridge Unit Well was drilled oa State of New Mexico lands,
not in the area of Rule 111 A. Althougn there is a potash
core tesit, or actually itwo potash core tests in the section,
botn of wiich encountered potash resources in several ore
zones, this well was drilled witnout our having a right of
hearing under Rule 111-A. The well was drilled and encounter
as I would like to show you on the log, several potash ore
zones . Unfortunately, this particular log was run inside of
casing. Gamma ray logs wihich are used to determine percent
K,0. and I might point out that in our log in drilling we
ran gamma ray logs in practically all of our holes, open
holes, and we found that in open holes vsing the Schlumberger
charts that we could determine the grade with reasonable
accuracy before the chemical analysis, and it gives us a
guick check on what sort of Ky0 we have. After the analysis
we learn the breakdown of the different K,0 minerals, All
we can tell from a gamma ray log is that it is Kp0 in some
form.

When vou run a log inside of casing, in the case of the
Skelly Well, inside of thick cement, a 17%-inch hole, you
attenuate the gamma ray curve so that you only see minimum
values, and the minimum values that we see in this hole,

without considering corrections for the casing and cement,
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and the large diameter hole, would tell us that these three
zones indicated in red, and on that log are about 6 percent
Ky0 or more, and the probable corrections are in the range -
an accurate correction would probably be in the range of
12 ox 13 percent. Now, to arrive at that 12 or 13 percent,
and I would like to point out the method that we used that
Charlie Hicks used also when he studied the oil tests in
the Permian--potash area, the langbeinite area east of us,
and in a hearing I read the -- had an opprortunity to see
that Charlie Hicks was doing the same thing thexe that we
are here, to try to guess at the KyO0 in an inadequate log.
The polyhalite beds, the known marker beds, and there

is a bunch of them in there in this area, typically are

nixed polyhalite, halite and anhydrite. &pglyhalite
would be 18.9 percent K»0. From experiencéﬁiﬁ fhe area, in
the multiple polyhalite zones present in~thi; hole, and I
would like to give you some examples then you can compare
what you might think K50 would come up in these three ore
zones. Under the 10th ore =zone you see a thin polyhalite
bed. Typically the mixed polyhalite beds in this area would
run 12 or 13 pexcent K20. We have analyzed, we have an

analysis of polyhalite in a number of holes in here and if

you look at that 10th ore =zone, I mean that polyhalite under
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the 10th ore zone, you will see that they are about the same.
The zone I am talking about is about 935 feet for the 10th,

and 950 feet for the polyhalite. Now, we have some other

thin polyhalite, each one of those gamma ray kicks, or most
of them are polyhalite. The lithologies in this area, ex-
cept for a few siltstones, very few, to give you an example
at 800 feet is the Vacatrieste siltstone. Now that gamma
.ray kick there is a slightly porous siltstone, but there
are very few of those kinds of beds that are porous. There
1s practically no porosity in these lower beds so that most
of the gamma ray deflections there are due to polyhalite.
And, look at the polyhalite at 1100 feet to get an idea of
one of the richer polyhalite beds in the area, that is ap-
proximately the 123 bed. Then below look at typical poly-
halite beas at 1240, 1295, and 1425. I think you can see
from looking at those beds that we are safe to say that we

have in these three ore zones K90 considerably above 6 per-

cent, but even at 6 percent these zones would come under
what we call intermediate GT, depending on the thickness.It
would certéinly be in this classification, and probably when

we correct them we are dealing with high-grade potash re-

sourxces,
Now, I understand that Skelly is -- well, Skelly has

announced a location and they may be drilling now, three-
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quarters of a mile south of this hole, and I would like to
show you where that hole comes out, it is on Uniteé State'’s
land or Federal lands, and unfortunately Skellv was able to
get permission to drill before the USGS completed their
potash study of this area for purposes of the enclave map.
The well that I'm talking abcut is shown on Exhibit
Number 16 as Skelly with a "2" and a double circle. The
Number 1 well three--quarters of a mile north is also shown
on the map. You will note that by our interpretation that
the Skelly well will be drilled in a high GT area of the

1l0th ore zone potash. The holes immediately south and

immediately north had high GT potash in the 4th ore zone.
The 8th ore zone shown on the log is not well developed
in the area, and would not be an important consideration
about the Skelly location. I should say as we get more
holes we find that there seems always to be more potash than
we thought *there was, and if we drill that area out I
wouldn't be surprised if we have an 8th ore zZone resource
area there also.

Q Mr. Donegan, in your references you explained in
the testimony in the previous hearing that you are using

the U. 8. Geological Survey designation for ore zones, the
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first being on the bottom, and running the survey upward.
Would you tell us, please, the approximate depth of the

potash bearing Zone on these exhibits beginning at the west

side, approximately how deep is the 10th ore zone, for
instance, as shown on Exhibit Numbexr 11?
A Mr. Blackman, the shallowest occurrences of

potash in the Hodges area are near the 3rd ore zone trunca-
tion in this area where tﬁe 3rd ore zone sylvinite occurs ,3
at a depth just‘slightly below 300 feet, between 3 and 4 ]
hundred feet. That would be the shallowest occurrence,
except, however, much shallower it is as it approaches
truncation. The 10th through the lst ore zone in the central

area here are approximately 450 to 700 feet deep, and these

are mainly deeper -- I mean, mainly shallower than the pro-
ducing areas to the north. The farther east, in the extreme
southeast corner, the ore zones that we have been discussing
are at their maximum depth of approximately 16 to 17
] : hundred feet.
0 Very well.

(#hereupon, a discussion was held off

the record.)

MR. BLACKMAN: Thank you, Mr. Donegan.

.~
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- CROSS EXAMINATION

BY MR, PORTER:

Q One question, Mr. Donegan, in connection with that
last question you answered, Is there any mining in the
Carlsbad area now at a depth of 16 to 17 hundred feet?

A Well, the deepest mine is the Kermac Mine, 6r
the two mines in that Kermac area, and they approach that
depth, or are approximately that depth, but I don't remem-
ber the exact depth, it is comparahle though,

Q 1 see.

A And I think in answering your question, I should
further state that the drilling that is taking place now,
and the contemplated new developments in the area by
companies like Norandg, Noranda has announced exercise
of an option oﬁ the propexty they have beenAdrilling on
for sometime. It involves a tremendous expenditure because
they are deep for the drilling part; they apparently are
headed for a deep mine. The Day Mines Company has announced
plans to develop the Permian-potash ore body which is even
deeper and already in Rule-111-A. That was this area, and
they are having a rig problem. It seems that they have
already done quite a bit of drilling. All of the available

potash rigs that we know of in that area are tiled up and I
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understand, I heard today that Mines may start drilling,
may have a rig soon.
MR. PORTER: Thank you.
Mr. Kellahin do you have some questions?
MR. KELLAHIN: Yes, sir, I do.

CROSS_ EXAMINATION

BY MR. KELLAHIN:

Q Mr. Donegan, I wanted to get a few things
straight on these exhibits, if I may. This, as I understand,
is a composite of all of the other exhibitsvto show what
you say is a criterion.

A Well, it is a composite of what is shown on those,
plus projeccions using geolegic information and trends
that are not shown on these. For instance this map does not
show the 3rd ore zone connection between those as it most
likely does. This map takes that into account.

Q You have no information that would connect those
Zzones, do you?

A We have good geologic reasoning that anticipates
that they connect.

Q Well, ¢o you have any solid evidence that they do
connect, like cores?

A There are no core holes located between those two
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areas.
Q Now, on your Exhibit Number 16 within the area

that is supposed to be included, the area there that is
uncolored, does that mean that you do not have sufficient
information to put them in your projection of the potash
area?

A Only on that particular map because of the 25-mile
long trend of ore bodies to the north. I would anticipate
that area not colored probably has potash resources, but I
did not include itjwe were not able to project between ore
holes as we have done in the other ore areas.

Q So, at this time, based on the information you
presently have, you cannot say therxe is or is not potash
there, is that correct?

A I cannot say positively that it is not there, but
1 could say there is a good chance that it ié there.

Q But, you have no information to show that it is?

A No, and on that map.I didn't show it; it is
probably there. I think you might look at the red areas as
probable when you get away from where we actually have core
tests, and I would 1iké to explain that furthex,

The ore zones in this area are so complicated, can

change so fasl, that it is very important that you do not
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try to consider, or make company decisions on any one hole.
A blank hole in the middle of the ore body doesn’t knock
you out. We know there are blank areas, weak arcas in the
mineralized area. We have to use an average of a number of
holes. This is cne of the dangers in langbeinite of trying
to use engineeving methods, say, of a certain circle or
certain areas of influence and between two holes, say, the
average grade is the average between the grade in one hole
and the grade in the other or GT of one and GT of the other;
it just doesn't work out that way. VYou may have two holes,
and you may have a barren hole between, or you may have a

hole of much higher grade than you would predict trying to

use areas of influence.

Q In other words, your ore bodies arc somewhat
erratic, is that correct? Did you testify to that?
A Yes, sir, and when I say erratic, I say erratic

to the extent that when you mine out the whcle area you
mine out an ore body. In mining that helps you take several
kinds of areas out,.

Q Mr. Donegan, let's keep in mind what we are trying
to show here today is the presence of commercial deposits of

potash. To say you are going to mine it, that's pretty far

down the road. What XI'm asking you is: Can you, for example
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take a high-grade ore body, how far can you project it for
purposes of showing commercial deposits of potash?

A I don't understand your guestion.

Q Well, for example, you have got an area right here)
you have got one core hole there, is that correct?

A Yes, sir.

0 I understood your testimony was to the effect that
from that basis you would project a half-a-mile?

A Acpually I was trying to be conservative there;
I would project it a mile.

Q You have projected it more than a mile, haven't
you?

A I said a radius of a half-a-mile, and I would

project the radius of a mile. This is a conservative --

Q (Interrupting) Is that what this is, a mile?
A A mile in diameter.
Q And, you have got another core hole here?

A Two now with Skelly's well.

Q But you have projected --- how far apart are those?
For the purposes of this Exhibit you have projected clear
across that area?

A Right. As I pointed out, the last map shows the
benefits of geological trends and projections not limited to
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what is in a hole. Actually the only information we have,
ané the only information that IMC has, and the only informa-
tion Duval has where they are mining is the actual ore they
are mining, plus a two-inch area where that drill hole is.
Kvervthing else between those is speculation, until you
actually mine it.

Q Mr. Donegan, 1f you are going to mine it, you
don't go on one core hole per section, do you; don’'t you
use 6 or 8?

A No, sir, we would use one hole to cause us to
think there is commercial ore there, and to follow it out
and find the boundary, and that's what we are doing. We
have an area here of extensive development of several ore
zones, and we are in the process of hunting for the boundaxry.
We have not found the boundary in fhis area. We haven't
found the boundary of this area, and we don't know if it
covers a nmuch larger area, but we anticipate that it does
from geological projections.

Q You have no information on any of your zZones in
this area, right in here, do you?

A Well, theve is a hole there that you passed over,
hole D-10 does have rich langbeinite in that area.

Q You didn't include it in your --
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A {Interrupting) 10th ore zone, no that is in the
4th ore =zone.

Q The 4th ore zone, what exhibit is that on?

A That's this exhibit. This is the hole we were
talking about.

Q That hole right there?

: Yes, éir.

Q You don't have anything down in hexre, nor down
in here on any of those zones?

A Not in the 4th ore zone.

Q Nor in any of the other zones?

A Well, in this hole we have mineralization in the
10th.

Q Do you show it con there?

A Yes, sir, this hole here.

0 One point in your answexr to my question you made

reference to commercial ore, why do you characterize that as

commercial. ore?

A I didn't make a reference to commercial ore, but

I think you did.

Q I thought you used the term also.

y:\ I think commercial is a ~- well, as a matter of
fact, when we had our order from Mr. Porter at the last
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Hearing, tae lasi meeting we had, I tnoughi I would see waat
some of ihe specialists call commexcial ore, and I looked up
3 loi of definitioas, and I found our it is kind of like
these ore bodies, eac!: experi has a little aifferent idea
about winao is commercial, and I think the reason for that

is commercial changes from moment to moment. It is my guesd
that what is being developed was not commercial just a short
time ago, and if the FPC continUes to have to cause the
prices ic be low, the gas that is being sought to be drilled
in this area may not be commercial at a near date in the
future, but if we use the term "commercial', the price of a
product today I think an important consideration, in my
opinion, as far as commercial is taken into account, not
only what is taking pléce today, but what we predict for the
future. In other words, when you block out an ore body and
sink a shaft, you are basing it on the price today, but

you have to look into the future. If you thought the price
was going down in a short time in the Ffuture, you wouldn't
be projected into the future, so that is why I think these
areas which are near the cut-off are impoxtant to consider
because these probably are commercial ores, depending on
what you have come up with fox commercial of the very near

future, and are commercial now in several instances. Let me
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give some examples of: If you are mining an area of ideal

grade, and we all hope to be mining the best grades and
making the best profits, and we encounter areas like this,
we will certainly take tnat, and I'm talking about down to
the cut-off. When we mix those with very high grades, we
may be making commercial ore out of the two. If we have

"a mill that requires a certain intermediate grade,we may
need ores like thesevto mix to make that other ore feasible
for the mill or for mwaximum recovery. I would like to
elaborate: This thing about commercial involves a lot of
other thingss It is a real problem and worries me that we
are going to be too restrictive about what we say is com:
mercial, because as we all know, Federal and State regula-
tions can make an ore boedy not commercial. Our royalties,
unlike oil royalties, can be changed by the USGS and the BLM,
and if they changed those up,they could make a mine that is
commercial today not commercial tomorrow. Inflation, of
course, may make an oxe body that is commércial today not
commercial in the future. I think a good example of the

extreme in what is commercial is the oil interpretation that

a commercial well is one that pays the cost of the electricidyy

to run the pump.

Q 'Mr. Donegan, I think there are those who do not
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agree with you there and I want you to bear in mind that we
are dealing with New Mexico Statutes, it is not my terminolog
which says this Commission shall protect commercial deposits
of potash. Now, have you in your study made any analysis
whether or not this area or any portion of it contains com-
mercial deposits of potash?

A Yes, sir, I have. We have, and when I say we I'm
talking about the Hodges group and the whole trust, we have
had a number of market studies made, we have worked with a
lot of specialists and we have used our own information and
our own analysis of the situwation and the operations of the
cther companies, the information that is available, and we
have made the decision that we have a commercial deposit, and
that we probably have commercial deposits undex a substantial]
part of this area. We have also worked with PCA, Fotash
Company of America, for over a year and they have made de-
tailed studies, three months in market studies, international
studies, months of studies of feasibility and metallurgy of
our cores, and PCA apparently has made the same detexmination

we have, that we have a commercial potash area.

Q Is that detailed information available here?
A Well, which part of it, or all of it?
Q Any of it you are referring to , either yours or
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PCA's.

A Well, mine is available because I have been in--
volved in this in every phase, almost every phase, and I am
pfobably as well acquainted with it as anvbodyv in the whole
Trust, ané I joined in the decision to continue to develop
this property because we considered it commercial.

Q You considered it commercial, but vou don't have
the figures here to show tnis?

A No, sir, because we naven't found any boundaries
to this thing yet; we don't know how big this is going to
be when we finally get through drilling in there.

Q Let's get back then to your cut-off point, you
say 16 feet of 40 percent ore, and for what yvou call inter-
mediate grade ore, and 32 feet of 60 foot percent:; 32 as
langbeinite, ané 60 percent as sylvite for the hydrogens,

is that correct?

A 60, ves.
Q Now, what is the economic basis for this cut-off?
A That's an arbitrary cut-off for the counvenience of

this meeting to show the picture of these ore bodies. We
could have used 50 or we could have usec 70.
Q Then it has no economic basis?

A It does to the 'extent that it is considerably
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o~ higher grade than what we have used as the minimum cut--off.
i Q All right, is vour minimum cut-of€f, does this have
an ecommic basis?

i A Yes, sir, in my opinion, the cut-off point today,

not necessarily the cut-off in the future; we may be looking
at lower grades than that; the cut--off today that we would
anticipate blocking out for future production after we have
mined out the high-grade areas.

Q Are you aware that Kerr McGee in a recent case

testified that 63 percent was the cut-off point for svivite?

A Kerr -McGee has a deeper mine, they also have an
insol problem that we dor't have here, and, of course, you
are talking about sylvite. Most of our area is langbeinite,
and I think when we consider sylvite, we have to considex
it in two cases. One, our 3rd ore zone is our rich SylvinitT
ores, and they are extremely shallow, shallowest in the
entire district and have low insols. The other svlvite ores
are sylvinite orés that were considered here, are mainly
mixed langbeinites and sylvite.

Q In connection with your calculations did you take
into consideration the price of potash?

A Yes, sir, we tried to watch potash - we went

through the potash depression at the same time the gas companies
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T went through it when they weren't drilling in this area
because the price of gas was low, and we see the price of

potash accelerating now.

; Q For the purpose of this hearing, what price did
you use?
- A Well, the price is changing and I wouldn't be

able to quote any particular price today; I would just say
it is higher than it was when we started our drilling in
the area.

Q Mr. Donegan, how can you calculate a cut-off point
Lf if you don't have any price to take into consideration?
g s A Well, I think, number one, we can use grades that
o are being mined to the north by IMC, and thicknesses.

0 What are those grades?

A In the recent hearings, Mr. Childe;s, I don't
remember what particular hearing, talked about 4 feet of
6 percent. That was at the time when langbeinite was, and
I'm talking about langbeinite, was selling for considerably
less than it is today.

Q That was in an existing mine, was it not?
? A Yes, sir, and we're talking about the same thing
here. We are talking about low-grade ores that will be
—| mined after we get the high-grade ore, or low¥grade that will
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be mined as we go from high-grade to high-grade. I say low-
grade, we don't know what that cut-off is going to be, I
just mean by low-grade, lower grade than the higher GT
areas.

Q In arriving at a cut-off point, Mr. Donegan, where
you have no mine, don't yéu have to take into consideration
the cost of sinking your shaft and mining this ore?

A Yes, sir, and we do that in the high--grade areas.
In other words, in this area that we are drilling here, the
cost of amortizing a mine is the minimum tonnage. We have
to develop a minimum tonnage to amortize the mine and give
a decent profit. Aall of the ores in there, whether they are
higher grade or lower grade -~ I shouldn't say ail other
ores --- but, the lower grade ores in that area I believe
will be part of the profits out of that mine. They are
not necessarily the ones that cause us to sink the shaft and
get those immediate higher grades.

Q What figures did you use in that connection, at
arriving at your cut-off point?

A For most of these maps it is 32 percent feet K3;O.

6] Mr. Donegan, my dguestion is: What figure did you
use to amortize the cost of your mine?

A Well, the price of a mine is changing so fast that
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whatever figure we were using to figure it certainly would
be substantially mecre, and I can't give you a figure, but
it was a figure that looked like we could make some good
profits.

Q You can't give me a figure on the cost of the
mine, and you can't give me a figure on the cost of the
ores?

A No, sir, and I hope, Mr. Kellahin, that you will
remembexr that I am an exploration geologist. I don't like
to talk wvague about these things, but these are things that
we have other people, I hope, that are here that will be
able to give a satisfactory answer for you. In other words,
my main job in this was to discover the reserves and
develop them and with a general knowledge of our cut-off
and grades that we are looking for, to present on these
maps, not necessarily the exact cut--offs of ore that we are
going to mine, but a general picture to show the patterns
and the location of the potash resources in this area.

MR. KELLAHIN: Would you have another witness who
could testify on this, Mr. Blackman?
MR. BLACKMAN: Yes, Myr. Kellahin.
BY MR. KELLAHIN:
o} Mr. Donegan, it has been called to my attention,

THE NYE REPORTING SERVICE
STATE.WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SARTA FE, NEW MEXICO 87501
TEL. {505} 992-0386




g Mt A e A A

R

DONEGAN--CROSS CASE 5276

that your Exhibit 16 on the board here differs from the
Exhibit 16 which was handed to us in that there is no
colored area through the center of the exhibit furnished to
us.

A That is a mistake. Mr. Kellahin, T apologiée for
that error, we gave you a different map. The map that you
have there now is Exhibit 16.

0 Well, frankly, we prefer this one.

Mr. Donegan, would you tell us just what you found in
some of these grades cores if you have the information
available, I would like to go through this particular area?

A Yes, sir. If you look at the other map, each hole
has all of the data for all of the ore zones. The particulaxy
map you are looking at does not show the specific hole data.

Q It is shown on the other four or five?

A Yes, sir.

MR. PORTER: I think, Mr. Kellahin, this was the
thing we were trying to avoid at the last hearing when we
asked him to prepare exhibits howing this, and they have done|
that.

MR. KELLAHIN: If we have the information that is

all T want.
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BY MR. KELLAHIN:

Q Mr, Donegan, on your Exhibit 16 there appears to
be a contour running up through Section 28 and running up
past the Skelly well, there is a contour, what is the signifﬁ
cance of that?

A You mean the pencil line undexr the red?

Q Yes.
A Those pencil lines are compilations of all of the

lines on the other five maps made under the red to give you -
an idea so that you could leook at this composite map and
know where every line that we are looking at up here, or
however, relates to this map.

Q . Now, on these various zones you have shownwon the
five exhibits, and your composite on Number 16, how do you
ciassify these zones; are those zones proven commercial ore,
or do you want to avoid that question?

A No, sir, they are not proven commercial ore, they
are areas of probable commercial ore.

Q Would you call them a geological inference?

A Not in every instance. For instance, we have a
number of holes in the middle of the area that have high
GT's, but in between the holes with high GT's we are
talking about geological projections or inferences.
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Q What is your definition of probable ore?
A I did not use that in an engineering sense, or the

USGS classification; I'm using that word "probable"“ as the
likely nature of these ore bodies, or the likely occurrences
based on the data that we have available, our experience in
the area, and comparison of similar areas that have been
drilled out more extensively to the north.

Q In making your projections from theée core heles,
you are talking about the probable ore rather than the
proven ore?

A Not in every case, we have areas of close-space
drilling, I wouldn't say there are proven reserves of a
certain Ltonnage because ay I pointed out before these things
are complicated enough that you don't actually know that
until you are mining. You don't know what grade, ‘you
speculate even with engineering methods of close-~space
drilling, you are still speculating what the grade is. You
hope that you approach it, and if it is a simple blanket-
like body you may approach it very closely; if it is a

complicated body you can miss it some.

Q Is this a complicated or simple body here?
A We would anticipate complicated.
0 So it is very difficult to project any ore reserveg
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in this area, is that correct?

A I would say that it is no more Jdifficult than the
projections that were used by Duval, and I would like to tell
you about those and the IMC drilling. Duval drilled about
four holes per section in the area that they are mining.

Q Is that in the area we are talking about?

A Immediately adjacent to it, and it is the same ore
zone that we are talking about immediately to the south.
They found ores in some instances were higher than they
anticipated and in other areas lower than anticipated, but
the overall picture, like I'm trying to show here, turned
out to be --- in other words, the individual holes didn't
have any influence like they thought they did, but the
average of all that data proved out to what they expected.

o] That was an average of all the holes?

% Right, and that is a generalization, it may not

apply to every acre of potash.

Q Now, does all of your red area have four holes per
section?
A No, sir, and I should point out that a lot of

Duvall doesn't either; some areas that are right next to the

shaft has zero up to less than four.
Q How far do you project; you say you have proven
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ore right where the corec is, two inches, how far out do
you project proven ore?

A I used all the available information to arrive at
what I think is the best answer; we don't just arbitrarily
take those at a half-mile. We consider trends, the presence
of other holes, but we feel like from gecological inference
and experience in the area with closer spaced drilling that
it is safe to anticipate the influence of an area of a half-
a-mile to a mile. Also that we are not saying that entire
earea is of the same grade as that particular hole; we are

saying that hole is proving an area of that size of probable

potash of similar grade.

Q A core hole in between could disprove, could it
not?

A No, sir.

Q It couldn’'t?

A No, sir. To give you an example,look at this

hole right here, a barren hole, Number 28, if you remember

I talked to you about salt horses a couple of weeks ago. We
know that when we are drilling in the middle of the best
developmwent of potash in that area we are going to have zero
holes because they are characteristic of this area to the

north. There are bodies of almost barren potash up to 500
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o feet in diameter, up to 500 feet in diameter.
Q Your probable designation is not an economic
designation is it, as such proven ore?
A Well, again that's a term that depends on what
: your definition is. I would say the Potash Company of
i American has determined that it is economic.
; Q That is based on testimony that will be offered
é here?
| A Well, I don't know about that, but I know PCA has

made a contract with us that reguires such a substantial
investment that they would have to consider that we have an
P economic situétion and we are not just speculating on the
ground without high potentials.

0 Mr. Donegan, could you define specifically the
area where you feel these commercial deposits of potash
exist as opposed to your overall interpretation?

MR. BLACKMAN: Mr. Chairman, I think that Mr.

Kellahin has gone quite far afield in this exploration of
commerxcial. I vexy carefully didn't ask Mr. Donegan any

questions about commercial potash when I was asking him on

A

direct examination. I have a witness who understands this
situation who will be able to do it. I don't mind him doing
—f{it, if it is all right with the Commission.
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MR. KELLAHIN: If the Commission please, I think
we will come back to the reasonsof the New Mexico Statutes
and the Rules and Requlations of this Commission and the
Order entered by the Commission at the previous hearing. We
are talking about commercial deposits of potash, and clear
up to the present I have been trying to help this Witness
to arrive at some conclusion that there is commercial
deposits of éotaSh which he has consistently refused to do.
If there are ccmmercial deposits of potash in any area here
we would like to know it.

MR. PORTER: What is your quecction, Mr. Kellahin?

MR. KELLAHIN: I asked him with reference to
Exhibit 16 to point out on there where, in higc opinion,
there are actually commercial deposits of potash as opposed
to his projections of probable ore bodies to which he has
been testifying.

MR. PORTER: Mr. Kellahin, we feerl that this
question should be deferred to the next witness. We feel
this witness told where he feels there are potash -- the
existence of potash is known to be, and the Commission will
expect the applicant to show where this commercial potash,
in their opinion, is located, and I believe they intend to
do that with the next witness.
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MR, PORTER: Yes, sir.

MR. BLACKMAN: He will be a witness on both of
those maps, and I thought I would prefer to have both of
them in.

MR. PORTER: You feel it's in order now that the
USGS witness be called at this time?

MR. BLACKMAN: I think it would be more in order
to do it that way.

MR. PORTER: Yes, sir.

(Whereupon, a discussion was held

off the record.)

MR. PORTER: Is there any objection to Mr. Van
Sickle being sworn at this time and appearin§ in this case?

MR. KELLAHIN: We have no objections.

MR. PORTER: Don, would you take the scand at the
end of the table, please, and be sworn?

{(Whereupon, the witness was sworh.)

MR. PORTER: Mr. Van Sickle, you have a map in
your hand, would you like to post that on the wall and tell
us What it is?

{(Wwhereupon, a discussion was held off the

record.)

MR. PORTER: The Exhibit nhas been posted, now
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Mr. Blackman, why don't you go ahead and question the wit-
ness?
MR. BLACKMAN: All right.

D. M. VAN SICKLE

called as a witness, having been first duly sworn, was

examined and testified as follows:

DIRECT EXAMINATION

BY MR. BLACKMAN:

0 Would you state your full name, please?

A Dnonald van Sickle.

Q Your occupation?

A Axea Geologict, Conservation Divisioti, Soulneili
Rocky Mountain Area, U. S. Geological Survey.

Q How long have you been Area Geoiogist?

A Seven years.

MR. BLACKMAN: I don't present Mr. Van Sickle as

an expert witness, but I think it would be in order that he

be accepted as such.

MR. PORTER: The Commission recognizes Mr. Van
Sickle as a gqualified geologist.
BY MR. BLACKMAN:
Q Mr. Van Sickle, has the Geological Survey under
your jurisdiction prepared a map which is now posted on the
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on the board behind Mr. Porter?

A Yes.

Q Is that map identified as USGS Exhibit Number 1
in this Case?

A Yes, it is.

Q Do you have a statement that you care tc make

concerning that map, Mr. Van Sickle, the auspices under which

it was made?

a Yes, I do.

Q The basis under which it was made and anything
else you might care to add?

A The title of the map is, "Map Showing Distribufions
of Potash Deposits in the Carlsbad Area, New Mexico”, dated
May, 1974. This map was prepared under my supervision on
crders from the Chief Conservation Division, U. S§. Geological
Survey. The Director of the U. 5. Geological Survey and the
Secretary of the Department of Interior concurred with this
order. The map, as directed in the memorandum was made
available to the public June 3, 1974. Areas shown as
measured for emphasis"Mineable Potash Reserves" and indicateq
emphasis "Mineable Potash Reserves'" were determined £from
core hole and log data on file with the U. €. Geological

Survey in Carlshad, New Mexico, in conjunction with reserve
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maps submitted by potash lessees, using the following guide-
lines: Mineable potasi ore, minimum quality and thickness
greater than 4 feet at 10 percent K;O0 as sylvite, or 4 feet
of 4 percent K,O as langbeinite or equivalent combinations
of the two. The criteria used for measured reserves: (a)
Measured ore will be delineated by data points no more than
one-nalf mile apart if geologic inference shows these pro-
jections ©o be reasonable. {b) Measured ore will not be
delineated by less than three data points that meet all
other distance and tnickness and grade criteria. (c) Meas~
ured ore will not be projected farther than one-half mile
from a data point which meets thickness and quality sténd—
ards where no projection or geologic inference data exists.
Indicated reserves: That area where spacing of data points
does not meet measured ore criteria yet data points show
mineralization higher than minimum thickness and quality.
The minimum quality and thickness criteria corresponds to
the U. 8. Geological Survey classification standard in. use
for several years which identifies those U. S. lands that
must be leased competively.

Although this map is a composite of all ore zones,
these criteria were confined to each individual ore zone,

that is three data points no more than one-half mile apart
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with potash of greater guality and thickness in separate
ore zones did not gualify as measured. Separate overlays
were prepared for each of the major ore zones; combined
overlays were prepéred for the other ore zones.

The Geological Survey deYinitions that are currently
being used for measured reserves or resources for which
tonnage is computed from dimensions revealed in outcrops,
trenches, workings, and drill holes, and for which the
grade is computed from the results of detailed sampling.
The sites for inspection, sampling and measurement are
spaced so closely that the geologic character is so well
defined that size, shape, and mineral content are well
established. The computcd tonnage and grade are judged to
be accurate within limits which are stated, and nc such
limit is judged to be differxent from the computed tonnage
or grade by more than 20 perxrcent.

Indicated reserves or resources for which tonnage and
grade are computed partially from specific measurements,
samples, ore production data, and partially from érojection
for a reasonable distance on geologic evidence. The sites
available for inspection, measurement and sampling are too
widely or otherwise inappropriately spaced to permit the

mineral bodies to be ouvtlined completely or the grade
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established throughout.
(Whereupon, a discussion was held off
the record.)

BY MR. BLACKMAN:

Q If the Commission pleases, Mr. Van Sickle, I hand
you a document which has been marked for convenience,
Exhibit Number 4, and ask you if this is the Interior
Department order under which you preﬁared this map? I sub-
mitted that and identified it the last time.

A Yes, sir.

MR. KELLAHIN: If the Commission please, maybe I
misunderstood Mr. Van Sickle, but I thought he was proposing
to give just the criteria,‘is that corrxect, Mrxr. Van Sickle;
the basis for your map rather than this order?

MR. VAN SICKLE: That is what I just read.

MR. KELLAHIN: Yes, sir. Do you have copies of it?

MR. VAN SICKLE: Oh, yes.

MR. KELLAHIN: I thought that was what you were
proposing to offer and we would like to have that if we
could.

MR. PORTER: Do you have some extra coples?
MR. VAN SICKLE: I have three extra copies.

MR. PORTER: Give those to Mr. Kellahin.
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(Whereupon, a discussion was held off

the recorgd.)

MR. PORTER: Mr. Kellahin, do you have some ques-
tions; I believe Mr. Blackman has made the witness available
now?

MR. KELLAHIN: Yes, I do.

CROSS EXAMINATION

BY MR. KELLAHIN:

Q0 Mr. Van Sickle, on vour Exhibit which is the same
as PCA's Exhibit Number 5 offered in thié Hraring or Hodges'
Exhibit Number 5, in the area that is proposed to be in-
cluded in the potash area which is down in the lower left-

hand portion, you have an area marked as no data, is that

correct?
A Yes.
Q Now, when you prepared this map did you have

available hole Number 824, Section 317

A I'm sure we did.
Q Would that hole show "ore" or "no ore"?
A I'm not sure; I don't have our individual ore

zone maps here, and this map, as I said, was prepared under

my supervision, and I reviewed it, but I didn't prepare the

whole map.
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Q Now, the holes are shown on Mr. Donegan's Exhibit,
so they were available, were they not?
A Yes.
Q How about hole Number S-23 in Section 327?
A I'm sure that was available. O0f 23, 30?2
Q 32,

(Whereupon, a discussion was held off
the record.)
BY MR. KELLAHIN:

Q In 23, 30, yes, sir.

A I believe that those core holes didn't meet our
criteria for'"measured"or"indicated? therefore, we show it
as unmapped or no data.

Q Well, actually they show "no ore", do they not,

or "barren”, or do you know?
A I don't have our core-hole records here.

Q But if the cores were available, they would

probably show no data?

A Well, this map just depicts the "measured” and

"indicated".

Q Well, then there was no "measured" or "indicated"
in those holes, is that what you are saying?

A Apparently not.
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Q Would the same be true of hole S-20, Section 30,

as in 23, 307

A In Section 307?

G Yes, sir, in 23, 307 Immediately north of the
other holes that we are talking about.

A Are these holes lccated on -- they should be on

this map here, right?

Q Yes, sir, they are.
A I would say that would be the case.
0 And the same is true of $-22 in Section 25 in the

29th there, which would be adjacent to that?

A Yes.

Q Your map does not show the KPA boundary, does it?
) No.

Q Are you aware of it?

A The none potash?

Q Yes. sir, the known-potash area?

a Yes.

Q You didn't see fit to include it on this one?

A No, because this map will change the known-potash

area poundary.
Q Have you changed the known-potash area map as yet?

A In effect, this is the known-potf:ash area bhoundary
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Q This is it?
A Yes.
Q Tt follows around through the white area where it

says, ''no gata"?
A Yes,
between those U.

Q Now, a

have, under your

A Right.

Q . What
jection; 1is tha

A Yes,

this map will essentially become,

more than a mile—-and-a

Q Is that throug
showing mineable or, or i
A For mineable t
three data points

more than the minimum

and we determined t
delineate these areas
0 Nelineate it

A Well, for the degree of cert
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or delineatg

5. lands which must be leased competively.

s T understand youxr testimony was that you

directions, you had to have data points no

~half apart?

hout the area you have included in
ndicated mineable ore?

he data points had to be at least

no lmore than one-half mile apart showing

in the same oxe zone.

is the basis for your mile-and-a-half pro-

t an arbitrary standard you have established?

this we discussed with the mining supervisor

hat in this pdtash area that we could

using this criteria.

with what degree of certainty?

ainty for which we
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prepared the map.

Q Well, we will come to that in 2 moment. You made
another statement about projecting no more than a half-a-
mile where there is no other criteria available?

A That is coxrect.

Q How many of those do you have within the area you

show here?

A Well, it is just how many wells, éore holes, data
points.

Q You projected only a half-a-mile?

A That's all primarily around the outside edge.

Q You projected, in other woxrds, a circle in a diamef

of one mile, is this what it would amount to?

A Correct.

Q Now, you made reference to the Chief of the Con-
servation Division, Wayland's direction for the preparation
of this map. I would like to call your attention to Part 2,
Paragraph C on Page 3 where you are directed to delineate
on this map the presently unmined areas which are considered
to contain mineable reserves of one ox méxe ore zones, lie.,
those areas enclaves where potash is known to exist in suf-
ficient thickness and guality to be mineable under present
day technoloygy and economics. Did you do that?
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A We considered that we have done it, yes.
Q What present-day-technology considerations did you
have?
A Well, those were the mining supervisor's input

into this map; I prepared it in conjunction with the mining

supervisor.

Q Is he present, and will he testify?

A No, he 1is not present.

Q What economics did you consider?

A There, again, that's in the mining supervisors

area of expertise.
Q And, you can't testify as to the economics of
mining this area?

A No.

Q Now, the order fuxther directs that the potash
lessee will be responsible for submitting sufficient data
to justify any area which is proposed as a mineable reserve;
the area geologist in consultation with the mining supervisor
will review the information furnished in this regard and

make any division in the boundary, and so forth. Did you

do that?
A Yes.
Q Did the potash companies, in your opinion, furnish
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sufficient data?

Fit Yes.
Q Did all the companies furnish the data requested?
A Yes, they did.

MR. XELLAHIN: Thank you, Mr. Van Sickle.
MR. PORTER: BAny further questions? Mr. Nutter?

CROSS EXAMINATION

BY MR. NUTTER:

0] Mr. van Sickle, I have heard discussions in this
Hearing and other hearings on the potash area about salt
horses; I would like to ask you a couple of questions about
salt horses.

Now, if you have a salt horse, is that salt horse used =
or let's say first of all that we are in an area where there
is indicated or proven reserves of ore in several different
zones. Now, 1if you have a salt horse, will that salt horse

extend through more than one zone, ox is it confined to one

zone?
A I think it generally is in all zones.
Q It would come up and penetrate through the --
A (Interrupting) No, it doesn't penetrate. A salt

horse is an arca of no potash mineralization. In other
woxds, you are in ore, then all of @ sudden there is no ore,
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but the clay beds continue right on through the non-mineraliZz
non-potash mineralized halite.

Q If you have mineralization in an off-setting well,
or hole, in the 1lst ore zZone and mineralization in the 10th
ore zone, and then you suddenly run into the salt horse in
the 1lst 2zone, is it likely that salt horse will be present
in the 10th zone also?

A Well, I don't think I would want to answer that
with any good certainty because as Mr. Donegan explained,
the ore zones are quite -- they are not all coextensive,
and so it is just difficult to say that this would happen in
all cases.

Q Now, when you were making your study, I think you
said that the criteriz was 4 feet of 10 percent sylvite or
4 feet of 4 percent langbeinite, or a combination of the
equivalents; would this be safe to say you are in an area of
langbeinite only, you have this langbeinite, this 4 feet of

4 percent scattered through 4 zones, and you just had one

foot in each of these various zones, it would come up to the

4 percent, would you consider that mineshle then?

A No.

G There would have to he 4 feet of 4 percent in one

bed?
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A Thei's rignit, It can be 3 fre- of 16 percent
K,0 as langbeitiic, 22d we would then divide and bring the
3 feet up to 4 feet, and lower tle percentage, bui il wculd
still be equivaleai ioO.

Q But you couldn't nave orne foot of 4 perceni in one
bed, and one foo of 4 percent i~ another bed, and so o~
in ordex ‘o arrive at 4 feev of 4 percenti?

A No, sir.

MR. NUTTER: I just wanted to make sure that I
vnderstood that. That's all.

MR. PORTER: Anyone else nave a guestion?

Does anyone wanit to formally offer USGS Exhibit Number
1l into the record?

MR. BLACKMAN: I would offer USGS Exhibit Number

1 into the record, and at tne same time offer PCA's Exhibit
:

MR. PORTER: All right, Mr. Kellanhin?

MR. KELLAHIN: If the Commission pleases, we would
object to the introduction of *he Exhibit for Uthe reason
that it purports to show measured, but mineable potash
reserves in onhe or more ore zones or indicated mineable
potash resexves in one or more ore zonesg, and it purports
to have been prepared in accordance with the directions
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contained iu Exhibit Number 4, Mr. Williams letter, where to
snow waere potash ore is known to exist in sufficient thick-

sess and quality to be mineable under present day technology

and economics, and the witness supporting tiris Exhibit has
ltestified that he is unable to testify either as to the
technology used or the economics used. Thexe has been no
sufficient foundation made for the Exnibit, and we would
object to its introduction.

MR. BLACKMAN: If the Commission pleases, it seems
o me that this Exhibit having been prepared under some
circumstances with which the Commission is familiar, that is
that there is a substantial conflict between the 0il and
Gas Association and the so-~called potash group which ended
up in hearings in Washington and Albuguerque and eventually
this order was entered. Now, we are in a real peculier
prosition here in New Mexico, something that I can't reaily
identify exactly as the problem of jurisdiction of the 0Oil
Conservation over Federal lands, and it seems to me under
these circumstances when ‘the Geological Survey, as was
testified to, has requested information from all of the
potash companies, and, of course, as you well know, they
already had all of the basic information already because

all of the core holes are always filed with the Geological
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Survey, but they have delineated an area here which Mr.
Van Sickle testified to as to what it is supposed to bhe and
that then it is entitled to be accepted into evidence as
their cpinion, and you can give it what weight you wish to.
ft does seem to me that it should ke accepted into evidence,
and based on the fact that they have more information than
all the potash companies put together, I think it would have
substantial weight.

MR. KELLAHIN: If the Commission please, I quite
agree they have more information than anybody else, and
that is what we are tryving to get. The witness testified
that the criteria used on this map I understand is by Mr.
Fulton and not by himself. e could defer admission of the
exhibit until they produce Mr. Fulton for a cross examina-
tion as to exactly what criteria was used, but we are still
back to the same question we started with; we're talking
ubout commercial deposits of potaéh, and there is no evi-
dence here to show commercial deposits of potash. Certainly
to offer this exhibit as some indiéétion that part of this
érea is commercial denies us the right of cross examination,
and we object to it.

MR. PORTER: The Commission will sustain the ob-
jection and deny admission of USGS Exhibit Number 1 and
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excuse the Witness.
Call your next witness, Mr. Blackmaﬂ.

MR. BLACKMAN: If the Commission please, I would
like to make a request here, and it is a bit unusual. 1In
the preparation of all of these exhibits Mr. Donegan was
operating with his assistants and people in Albuquerque; they
were operating down in Carlsbad and it wasn't possible for
Mr. Rice to be the next witness and testify from these, he
didn't see them at all except for the first time here this
morning. I would like to request, even if it is a little
bit early, if we could break for lunch now. I think it
would save time. We could come back in a few minutes to
put together the testimony, and I think it would go a lot
faster.

MR. PORTER: Do vou think you can be back by one
o'clock, Mr. Blackman?

MR. BLACKMAN: Oh, ves, easily.

MR. PORTER: The Commission will recess the
Hearing until one P.HM.

(Whereupon, a recess was taken for

lunch.)
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(fternoon Session)
MR. PORTER: The Hearing will come to order please.
Mr. Blackman, do you have another witness to come forward?
MR. BLACKMAN: Yes, sir. Mr. Rice will you take
the stand, please?
(Whereupon, the witness was sworn.)
DAVID RICE
called as a witness, having been first duly sworn, was
examined and testified as follows:

DIRECT EXAMINATION

Q Would you please state your name for the record,

your full name?

A David Rice.
Q  Mr. Rice, what is your occupation?
a By profession I am a mining engineer; I'm Vice

President of Potash Company of America.

Q Mr. Rice, would you please give us an outline of

your education and experience?

A I hold a degree in mining engineering from the
University of California, Berkeley, Class of 1940; gold
mining for Dumont Mining in California; Beauette Mining
in the Philippine Islands; Consolidated Copper Mines in
Ely, Nevada; Western Gold Mines in Arizona; Potash Company of
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America since 1950.
Q Since 1950 what positions have vou held with Potash
Company of America?
A I joined the Potash Company of American as a mine

engineer, subsequently, into various mining supervision jobs
as face boss, mine foreman, mine superintendent, operations

nanager, and Vice President of the Company since November of

1973.

Q How long have you been operations Manager, Mr.
Rice?

a Since December, 1960.

Q In the course of your duties as cperations manager,

and since then as Vice President, you would have participated
in marketing conferences and decisions on a regular basis?
A Yes, I have.
MR. BLACKMAN: Will the Commission acceﬁt Mr. Rice'sp
qualifications as an expert in this area?
MR. PORTER: VYes, sir.
BY MR. BLACIMAN:
Q Mr. Rice, are you familiar with the current prices
at which potash is being sold?
A Yes, I am.
0 Would vyou testify for the record as to what those
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vrices are, and how they compare with prices, say a vear

ago?
A Now, you are talking about --
0] (Interrupting) Let's talk about muriate.
A Muriate of potash?
Q Yes.
A Well, I should, Mr. Blackman, go back to perhaps

1969, 1970 which was a terribly depressed reriod in our
industry, and potash was selling in this country, as well as
in Canada at lows ranging from $10 to $12.50 a ton. Since
then, beginning about two years ago, the situation has re-
versed. Potash is in an extremely low supply both in Canada
and in the United States. Potash prices have answered the
supply and demand and prices, fortunately, have increased
where instead of selling for $12.50 a short ton, it gradually
a ! :
nmoved up into the $27 to $%g‘range, depending on the type of
potash sold. This is for the muriate of potash.

Q In several grades, and what was the highest grade
price of the muriatce of potash according to current price
lists?

A On the agricultural grade, the soluable muriate of
potash, the white crystalline material, which sells on the
price list close to $35 a ton.
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0 How about the granular grades?

A Granular grades have also moved up. Of course,
the standard continues to be the lowest price, and that is
selling for around $25 a short tone with the course and
granular perhaps in the $27 to $28 range.

Q ;hé average prices at which muriate of potash
would be sold then would depend upon the weighted average
of the several products making up the muriate grades?

A Of the three major grades, yes.

Q Are you familiar, Mr. Rice, with the market for
sulphate of potash?

A Sulphate of potash has been in even shorter supply.
As you know, there are only two world producers of sulphate

of potash, the Sulpha-Mag and the High~K, Duval and Interna-

tional Minerals.

Q You are now referring to suphate of potash
magnesia?

A Correct.

Q Which we have called here variously SPM, &nd IK,

and Supha-Mag, and as we have referred to it here, langbeinit
A Langbeinite, that is correct. It has a certain
number of trade names and gencric names. That material which

is solely produced in the Carlsbad area, and the entire world
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at the present time by two producers, Duval and Internation:
Minerals, and I think they have been out of inventory for a
long time. As a result the market price of these materials
has climbeé astronomically in the last few years Ffrom
perhaps in the $17 range and now selling $27 to $29; I
believe the standard grade sells for $27 and the granular at
$29.

Q I think the record will show that Mr. Elders, an
employee of Duval who do make and sell this product; he
testified two weeks ago that the current price was $27 for
standard and $29 for the granular grade.

Do you have an opinion as to whether substantial
additional quantities of langbeinite could be sold at the
current spot price?

A I havebno question in my mind, knowing the general
shortage throughout the world for the potassium sulphate
in various forms.

Q Would vou explain, if you can, why it is that the
demand for sulphate potash materialsrhas accelerated faster
that it has for muriate?

A First, the supply is very limited, and limited to
the two Carlsbad producers mentioned. To date there have

been no discoveries of langbeinite in Canada cx any major

THE NYE REPORTING SERVICE
STATE.WIDE DEFOSITION NOTARIES
225 JOMNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 902- 0386

h 1




RICE-DIRECT CASE 5276
Page........ ... 02

deposits anywhere in the world, so the supply is limited +o
tne capaciity of Duval and Irternational Minerals to produce.
The need for potassium sulphate is oix 'he L. .Crease as tie
soil becomes saturaied witih chlorides which are somewhiat
detrimental to certain crops. The traditional crops, of
course, are tobacco, potatoes, and a umbexr of crops that
cannot tolerate a high level of culoride, so these crops
continue to expand and require a greater amount of potassium
suléhate. ¥a addition, many farmers lean towards using
potassium sulphate rather tﬁan potassium chloride since
all plants need potassium, but aot all plants need chloride,
and in time the soil becomes saturated with chloride and
they switch to the langbelite-type materials. In addition,
the magnesium and the sulphur play an important role in the
fertilization of the plant, both the magnesium and the sulphL
are important plant nutrients. So the demand for these
things keep on increasing with the quantity that is being
produced at the present iime rather fixed.

Q Do you know of any other deposits of langbeinite
in the northern, or western hemisphere?

A I know of no deposits other than in the Carlsbhad
area, Mr. Blackman.

Q This is not a potash that is being worked or
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exploited, but one which is known geologically to exist, is
that correct?

A That is correct.

Q Mr. Rice, are vou generally familiar with the
grades and thicknesses of ore which are currently being
mined in the Carlsbad basin?

A Yes, Mr. Blackman.

Q By several companies?

A Right, I do.

Q Are you generally familiar with the processes
which are in use by the several companies to beneficiate
the ores that they have?

A Mr. Blackman, as you know, & lot of this informa-
tion is proprietary and held pretty tithly by most companie%
as their private process, but on a generxral basis I think all
of the producexrs have a3 general .idea of what the otherx
fellow is doing. Yes, I have a general knowledge.

Q Well, let me put it a little more specifically:
Let us say that you know, for instance, that Amax Chemical
Corporation uses the flotation process?

A That is correct.

Q And yvou know that they use a mean as a reagent

for the purpose of separating the potash from the salt?
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A That is a fact.
Q And, you know that they use other reagents for the
purpose of blinding the clay in order to keep from wasting

the mean on the clay?

A That is correct.
Q Now, what specific information -- you said
generally you know -- specifically do you know how much of

each reagent and possibly the exact kind or combination of
reagents those companies are using?

A I have some knowledge of the reagents that they
use. I don't reazlly know specifically about how much of
each reagent.

Q I think the patents generally describe it as a
usable amount?

b That is correct.

Q ‘Whatever that means. Mr. Rice, I will hand you
a document which has been marked for convenience as PCA's
Exhibit 18, and ask you if you wiil describe this document?

A You heve handed me two sheets of tabulations,
Carlsbad Basin Tonnage, and Grade for the Years 1973 and
1974, listing the then producers of potash invCarlsbad out-

lining their ore tonnage hoisted and the ore grade of that

tonnage by menths.
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0 Now, would you explain how this report came into

being; is this report made on a regular monthly basis?

A This is made on a regular monthly basis.
0 And how is it made?
A Currently Amax Chemical has volunteered to tabulatT

the information for us and at the end of the month each
company calls to the Chief Clerk at Amax and we provide the
information, the tonnage, and the ore grade hoisted, and
his has been done for quite a few years.

Q You note on there, Mr. Rice, that in the case of
International Minerals and Chemicals and Duval Corporation

they report only the tonnage of sylvinite?

A That is correct.

0 They do not report their tonnage and grade of
langbeinite?

A That is correct.

Q And, the other companies on the list do not mine

or process langbeinite, so the report ccovers their sylvinite

only, also?
A That is correct.

Q So that the note on the report here, "That IMC
and Duval only report sylvinite" really applies to every-
body, it applies only to sylvinite?
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A That is correct. That was at the request of the
other c¢ompanies, Mr. Blackman, that did not produce lang-
beinite. At that time we were only interested in sylvinite
and both IMC and Duval averaged out the langbeinite and the
sylvinite and came up with one single value which meant
nothing to the rest of us, and so at the request of one
company we asked them to only report the sylvinite grade.

Q Mr. Rice, 1s this report part of the ordinary
business record of the Potash Company of America?

A Yes, it is.

Q Mr. Rice, you heard the testimony given today by
Mr. Donegan, and also by Mr. Van Sickle regarding the
geology of the area that is in guestion in this Hearing and
is sought to be brought within the boundaries of our 11ll-A;
will you please comment on the viability of the mineralized
zone in the area as they have described ix, énd refer as
you wish to any of the exhibits that you find on the wall;
make what general comments that you can with respect to the
geology as it is within your experience and the commercial
nature of the devosits as it is within your experience?

A Mr. Blackman, do you want to explain your under-
standing of viability?

¢ Well, male it probability then, commercial and leay
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out the word "viable".

MR. KELLAHIN: If the Commission plecase, unless
the VWitness is testifying to studies and information that.
he has made of his own or based on information that has been
supplied him when he came in here today, on the commercial-
ability of this ore then we object to his testimony on it.
I don't think the Witness is qualified.

MR. BLACKMAN: Well, Mr. Portex, the Commission,
the best evidence that can be obtained with respect to what
constitutes a commercial body of ore is by somebody who is
at the present time in charge of mining a commercial body
of ore and who is familiar with the general operations in
the Carlsbad district. This is the type of testimony which
the Commission should have on which to base its decision as
to what constitutes a commercial deposit of ore. Now,

Mr. Rice concurred in the testimony as to grades and thick-
nesses of ore within the area that we are talking about,
and I am now asking him, based upon his experience which is
many and varied in the potash business and in the marketing
end of it and in the mining end of it where he has had the
job of meeting payrolls, to comment upon what he considers
to bebreasonable cut-off grades as to the potash deposits

in the district, and with specific reference to this part.
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I'm not asking him to comment about, or to testify as to
what grades and thicknesses are profitable to International
or some other company:; I'm asking him for his opinion with
respect to this particular property. I don't know where I
would get anybody with any better information on which to do
it.
MR. PORTER: Objection overruled, Mr. Kellahin.
MR. RICE: 1ould vou like to repeat that -question,
Mr. Blackman, I lost it in this discussion?
BY MR. BLACKMAN:

0 Will you please comment on the non-commercial
nature of the ore bodies that have been delineated on the
maps here by Mr. Donegan and Mr. Van Sickle? FPFirst of all
background, and as you aré going into it tell us all the
details.

A Well, I'll tell you what I know about this pro-
ject and I have been at the inception, and where we finally
went to our Board of Directors and requested permission to
gcahead. TIf I may digress, Potash Company of America has
been in the potash business since 1930 which gives us about
44 years experience in the mining, processing and marketing
of potash. We don't say we are any bigger or any smarter

than anybody else; each company has its own techniques, both
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o~ in mining and in processes, but we have been desirous of
entering into the langbeinite business for many years, and
we have watched the development of the various lands that
became available in Carlshad; and we have watched the world-
growing shortage for the langbeinite material, and we have
worked very closely with our sales department as to the
marketability of langbeinite and in what tonnages could they
sell initially and finally as the operation grew. So the
desire to enter the langbeinite business is not the whim of
the moment; it was the result of considerable reseaxch both
in marketing and in mining and processing.

When the Hodges Trust area became available or became

-

known to us that perhaps it could be obtained, webagain
redoubled our research in this matter. Our sales department
assured us that they were most anxious fo enter into the
business jast as rapidly as they could; that our customers
were wanting to know why PCA was so large in the muriate
business, but was not in the langbeinite. We explained to
them that the only known-langbeinite resexves to date in the
world were in the Carlsbad area, and we were investigating
and when we found a block of land big enough to sustain a
mining operation we would enter it. And, so after many
—|months of negotiations between our legal department and the
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Hodges people we entered into an agreement to explore the
possibility of developing a langbeinite operation on the
Hodges ground.

The question has come up time and time again as to the
viability or the commercialability of the operation. PCA
has not been known to be easy with the dollar; we are invest
ing a considerable sum currently in a drilling operation to
delineate the ore body as completely as we can; we are
following the known geological and mining procedures with
our drilling program. We have found some very encouraging
results from the seven holes that we have now drilled in
addition to the 75 that have already been on the property:
some drilled by the Hodges people and others drilled by
othecry peopie. We are awaiting the results frcom our seventh
hole, still in the laboratory, and we are now drilling our
eighth hole, and it our intention to continue drilling the
entire property until ouf information of the outlines of the
ore body is as complecte as it is humanly possible. The
indications of the holes that are on the property, and also
those that we have drilled so far, is that we do have a
commercial langbeinite ore body. We believe a good part of
that is commercial; we have gone to our directors and they
have authorized us to spend what monies are necessary once
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we have finished our drilling program, to sink two shafts

which would be necessary to develop the operation: to build

a railroad to that location to transport that ore to our
existing plant which would have to be enlarged and modified
to treat the langbeinite ore. Therefore, I feel that with
the authority given us by our directors we are well on the
way to developing a third langbeinite operation in the Uniteq
States.

The holes which we have drilled, which are on the maps,
show langbeinite of excellent quality. Some holes are
marginai: one of the few we have drilled, but we have
enough indication now to encourage us. to proceed with a
drilling campaign as actively as possible. We would employ
more drill rigs, if we could get them. We have hired
Pennsylvania Drilliing who has doné most of the potash
drilling in the basin, and we have urged them to bring
another rig in, but those of you in the petroleum business
realize the scarcity of rigs. We are very impafient to get
ahead if this development and we are doing it as rapidly as
possible in the belief that we have a viable langbeinite
operation, and we hope to be the third producer of lang-
beinite in the entire world as soon as we can get our busi-
ness going and as orderly a fashion as we can.
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Is there anything else you need, Mr. Blackman?

0 Would the drilling of indiscriminate oil and gas
holes throughout this area interfere with that orderly
development, Mr. Rice?

A The answer, of course, is a very definite "yes."
We have had to live with a number of oil and gas wells in
our existing potash operation which pre-dated the potash
mine, and they continue to present a continuous hazard; we
leave valuable potash around it to protect the mine from
any possible incursion of gas, oil, or water. I will recall
to you, Mr. Blackman, that not very long ago we gave up
10 thousand acres of potash leases in Lea County that we
have held for many a year, and have made a number of economid
studies, and just a vexry short while ago decided because of
the great number of wells existing in that property from our
sfandards was no longer economical, and we surrendered those
leases.

6] Do you have any figure on the amount or the value
of the potash which was lost out there in second mining
because of the presence of those oil wells?

MR. KELLAHIN: If the Commission please, I don't
thiﬁk it has any bearing on the question. We don't know

how many wells there are to a section in that particular
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area; we don't know any cof the other facts. I don't think
it has any bearing on this question.

MR. BLACKMAN: It is extremely important and very
relevant to this case. The question as to what happens here
when oil wells are drilled, I intend to ask Mx. Rice about
the potash loss to second mining and the details of that,
perhaps in reverse order as to what happens when an oil
well is drilled, a substantial amount of potash is lost.
Whether the 0il Conservation Commission -- let's put it
this way: The 0il Conservation Commission has the obliga-
tion here of making a decision. We have two people who
are on opposite sides of the fence, and it seems to me that
you need all the information that you can possibly get with
respect to that.

Now, here is an actual incidence in which a very large
amount of money has been lost to the State of New Mexico by
reason of the fact that the oil wells have been drilled
through potash deposits, causinyg us to abandon the potash
deposits. It seems to me that the details of that are
pertinent.

MR. PORTER: Mr. Elackman, are vyou asking the
question as to the value of the potash that has been lost

as a result of the surrendering of the Lea County leases?
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MR. BLACKMAN: It is not exactly that way, it is
pretty close to that.

MR. PORTER: As I understand it you surrendered
the leases.

MR. BLACKHAN: We didn't surrender the leases, no.
Somebody else has the leases now, but we decided to pass
them up, because we didn't think they were worth carrying
anymore.

MR. PORTER: &aAnd that was because of the presence
of oil and gas developmenl on them?

MR. BLACKMAN: Yes. Well, I would rather ask Mr.
Rice that question. In my opinion it is "yes", but -~

MR. PORTER: (Interrupting} I ﬁhought you had.

MR. KELLAHIN: If the Commission please, my
objection is simply this: = We are talking about potash
leases that have been turned to somebody else; they haven't
been abandoned apparently, so the State hasn't lost anything
yet. ‘The question is predicated on his evaluation of ore
reserves underlying an area remote from this, over in Lea
County which hasn't been developed by the potash company,
S0 we open up a wihole new area, can we get the experf, Mr.
Donegan, back on the witness stand to testify to the value

of this ore too. We have no basis for this dquestion, and
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we think it is objectionable.
MR. PORTER: Objection sustained.
BY MR. BLACKMAN:

Q Mr. Rice, are you familiar with other -- you said
you vere familiar with other operations in the area, the
potash area, are you familiar with the new operatibns in
the potash area; what is going on down there with respect
to new developments, besides this Potash Company of America
development?

A As I mentioned earlier, Mr. Blackman, there has
been a tremendous turnabout in the affairs of the potash
industrxy in Carlsbad, where in a few years various experts
predicted the demise of the Carlsbad-potash industry in
face of Qanadian competition because of their higher-grade
ores, thicker deposits. The potash business in Carisbad
is in a remarkably good health, rather than droﬁping dead
in the face of Canadian competition. The old existing
operations are indeed very healthy, making a little money,
and in addition to the operations of two companies, have
announced entry into the Carlsbad area. Announced just
30 days ago in‘the Carlsbad papers and in technical
journals, Miss;ssippi Chemical has announced a possible

investment of 50 million dollars into the rehabilitation,
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the construction of a new refinery, a plant, and they have
purchased lock,stock,and barrel the Teledyne Potash which
was the o0ld U. s. Bofax, which was the old U. S. Potash.
Mississippi Chemical is one of the large farm co=-ops that
we have in this country; they operate in the southeastern
states with their headquarters in Yazoo, Mississippi. They
are interested in the potach business as they, themselves,
are users and very good customers of the Potash Company of
America of up to 4 hundred thousand tons of potash a year.
They have been having problems in meeting their demands and
needs from their regular suppliers, including our company,
and in order to insure a &teady source of supply of one of
their basic materials they will spend in the area of 50
million deollars, so they bhave announced, they are right now,
in just a bear 30 days since acquiring the property, begin-
ing the rehabilitation of the mine, and th2y have employed
various consultants and experts to assist them in their
venture.

A second announcement, which was only last week, in
the Carlsbad current sxgus, our local paper, Noranda of
Canada, one of the great mining companies of the worldg,
Canada's largest mining company, who also mines potash in

the Province of Saskatchewan, Canada, has announced that thej
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have exercised their option to take up the leases in Lea
County just east of National Potash, and towards Kerr-McGee|
How much they will spend, and whether they will go into
operation, I don't know, but they have exercised their
option, they have bought up the leases from the present
owners for an unknown sum of cash.

I should go back to Mississippi Chemical, in addition
to the 50 million dollars that they have announced as a
plant investment, it is our educated guess, although they
have not announced, that they paid in the area of 20 to 22
million dollars for the old U. S. Potash properties.

1 Believe those are two companies that have announced
entry into the potash business in addition to the six of
us that are now operating.

Q Do vou have any information about the operations
of Day Mines or Permian Potash?

A Day Mines, I'm sorxrry it slipped my memory,‘to
digress a little bit, Carlsbad, we had many, many, many
dire predictions a few years ago as to the continued health’
of the communit&, not only of the industry, now we are
concerned about the lack of housing, with the o0il and gas,
Becker Industries have moved in, Mississippi Chemical,
Noranda, and Day Mines have announced.

THE NYE REPORTING SERVICE
STATE.WIOE DEPOSITION NOTARIES
228 JOHNSON STREET
SANTA FE, NEW MEXICO 87801
TEL. (808} 982-038¢

NN




R

RICE-DIRECT CASE 527¢
Page....... .83 ..

KELLAHIN: If {he Commissio. please, ithis is all
very iLinteresting, buit I don'® think it has anytﬁi‘g to do
witn woneiher there arc commercialvdeposits of potash u.der-
ly . g *he areas proposed to be broug:st into R-111-A. T:e
Day Mices, I dosn't kiiow where t.ey are, certai lv Teledyne
and iow Mississippl is a way nor . of nere; it has nothing
to do withh what we are talking about, and I think in the
interest of time we should stick to the subject.

MR. BLACKMAN: Gentlemen, I tnink that the
generxral situation with respect to the potash industry is
certainly pertinent. If we are going to have to go on the
basis of what is brought forth in vihis Commission we should
have a general picture.

MR. PORTER: Mr. Blackman?

MR. BLACKMAMN: I would like to make an additional
statement, if you please. I believe that the question of
what is commercial, at any particular time --

MR. PORTER: (Interrupting) Mr. Blackman, I
believe we are working in the dark,

(Wheréupon, a discussion was held off

the record.)

MR. PORTER: Go ahead.

_MR. BLACKMAN: I think the question of whether
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a particular ore deposit is commercial or not depends upon
principally three things: economics, politics, and technol&gy.
I'm here to attempt to show something of the economic
sitvation. I can show vou something through this witness,
again, about a political situation which has an effect on
the potash industry, and Mr. Rice is familiar with the
technology, and I believe this is what the basic question
is, so I think that the economics of an area or something
of this kind are guite important to the consideration. You

just can't decide that "X" feet of "Y¥" percent is com-

mercial; I don't think you can draw a positive line of that
kind. You are in an area, you can say that something

below this is probably not commexrcial at this time, and:
something above this certainly is; thea you have a gray
area.

MR. PORTER: The Commission will sustain Mr.
Kellahin's objéction. We recognize that changing conditions
have stimulated interest in the area, but weo have to get
back to 'the question. This decision is going to have to be
made on evidence concerning the particular area in question

"here as to whether or not additional acreage is to be in-

f cluded in R-111-3a, 50 the objection is sustained.

e

N’
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BY MR, BLACKMAN:

Q I will then be able to, since I need to put in
cther evidence, what other people are able to do, since
whether something is commerciel or not depends upon the
available techniques -~ what people can do -- not neces-
sarily what we're doing; what other people can do is im-
portant., For instance, I'll ask Mr.Rice to refer to PCA
Exhibit Number 18, and if he will note thereon and verify
for me the fact that the highest ore grade noted in that
period of time which is 18 months, is 10.03 percent, and
the lowest is 7.71 percent. Would you verify that for me,
Mr. Rice, from that Exhibit?

A Will you repeat tﬁat again, Mr. Blackman?

Q I asked you to refer to Exhibit 18 with'respect j
to tonnage and grades mined oy International Minerals during

the 18-month period, and verify that the highest was 10.03,

and the lowest was 7.717
ﬁ_ | A That is correct.

Q Those, Mr. Rice, are average grades represented
by that report, is that correct?

A That is correct,

Q Now referring to Mr. Donegan's testimony with

—|| respect to_the exhibits on the board, particularly

~\~/‘
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Exhibit 16, the perimeter lines surrounding the colored areas
on that mayp are cut—off lines, are they aot, and not average
grade lines?

A That 1is correct.

o) The proposed operation of PCA in this area you
testified was principally valuable for i£s langbeinite
deposit, are there also valuable deposits of sylvinite ore
in that area?

A Yes, Mr. Blackman, we are very much interestad in
the sylvinite horizons, especially in the 10th ore zone that
shows considerable thicknesses of sylvinite, some running in

the area of 10 percent K,O.

Q Mr. Rice, based on your study of this area, and thg
evidence Mr. Donegan and Mr. Van Sickle have put in this
morning, do you consider that the cut-off points that were
used by Mr. Donegan in the preparation of Exhibit Number 16
are reasonable?

A Very xeasonable.

Q Are you familiar in general terms with the pcliticql
situation in Saskatcheﬁan, and in Ottawa as it affects the
rotash industry and as it might affect the potash industry
in New Mexico?

A Yes, I am, Mr. Blackman, only in general terms
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in what is available to the public media.

0 Will you just explain a little bit about what you
know is going on there as of now?

A I'll try to keep it as briefly as possible, Mr.
Blackman. A basis for considerable interest in the Carlskad-
potash industry by Noranda and others, including companies
operating in Carlsbad and in Canada is due to the very un-
certain political situation now existing in the Saskatchewan
Province as exhibited by the Saskatchewan Provincial Govern-
ment.

MR. PORTER: Mr. Blackman, I don't believe the
commission would consider this testimony pertinent to a
determination concerning this particular area.

MR. BLACKMAN: You are making a ruling to that
effect?

MR. PORTER: Yes, sir.

MR. BLACKMAN: Then I will offer, as an offer of
proof, if the Commission please, that the political situa-
tion in Canada is extremely important with respect to the
potash situation in New Mexico, and in particular to this
area as to what constitutes a commercial body of potash.
The Pederal yovernment in Canada, and I propose to prove
this by this witness, and hereby offer him as taking the
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position that the Province of S5askatchewan does not have the
authority to tax both potash and oil, as a matter of fact,
on an income tax basis. The Saskatchewan government, on the
other hand, has taken the position that they do, and they
have also taken the position that both potash companies and
0il companies up there are entitled only to a reasonable
rate of return on their investment, and, therefore, the
government will tax them the difference between what consti-
tutes a reasonable rate of return and what they sell it for.
The Federal government has taken the position that that
tax which Saskatchewan has proposed will not be allowed as a
deduction. Therefore, the potash companies in Canada will -1
they ere threatened with a tax of substantially more than
100 pergent of the profits. The oil companies have published
o
somethlng that they estimated would be in the neighborhood
of 130 percent of their profit. Now the obvious result of
something of this kind is an increase of value to potash in
New Mexico. The political situation is extremely important
and I intend to argue in my closing that we should have,
in the United sgates, control of our potash sources. We
should control our fertilizer sources to the extent possible,
and, therefore, the Commission should take into consideratior

the political situation in addition to the economics and that
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Now, that is the extent of my offer with respect to that

particular thing.

BY MR. BLACKMAN:

Q Mr. Rice, do you know the approximate value of the
total potash production up to approximately the present time,
since the beginning of time in New Mexico?

A In the area of one and one-half billion dollars.

Q Do you have an estimate of what you feel we might
expect as an -- I don't know if you do or no%, but if you
don't just say, "no" -- estimate df what the gross sales
value on the present prices might be on potash contained in
Exhibit 16, that might be mined within, let's say a period of
20 years?

A The figures we have worked up for a 20-year opera-
tion at the rate of production that we had estimated would
brinc in a gfoss return in the area of about 30 million
dollars.

MR. PORTER: I would like to ask Mr. Rice a gues-
cion. I think I missed the question. Now, you were testi-
fying as to the éxpected value of potash in this particular
area? |

MR. RICE: Yes, sir.

MR. PORTER: Thirty million dollars?
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MR. RICE: Thirty million dollars for a 20-year
life.

MR. BLACKMAN: That's all I have.

MR. PORTER: Any questions of the witness? Mr.

Kellahin?

CROSS EXAMINATION

BY MR. KELLAHIN:

Q Mr. Rice, at the beginning of your testimony you
testified as to some prices for muriate of potash and
granular grades, and sulphate of potash, those are all
refined products, are they not?

A Yes, that is correct.

Q It has nothing to do with what it cost to get
them there?

A That is correct.

Q Are those spot prices, or contract prices, or
what are they?

A Those are list vprices, sir, as published in our

list price.

Q Are tgose prices which your company sells potash
for?

A Very close to that, sir.

Q How close?
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o A Oh, I would say if the list price for a product

was in the area of $28, perhaps $25 would not be a bad

‘ figure.
g Q You would be selling it at $25°?
é A Yes, sir.
é ' Q Is that a spot sale?
A We sell very little potash on spot sales, we have

to anticipate production over a year basis and some over
long periods of time. So, if a customer calls up and says,
i "I need a carload of potash right away,"” and he is not a
contract customer the chances are that he would not get a

§ . spot. purchasc; we do not have that kind of inventory on

hand.
; Q Your product then is sold on a long-teim contract?
A On an annual contract, sir.
Q What are the prices on those contracts?
i A That is proprietary information, I'm sorxry Mr.
é Kellahin.
Y Q You are testifying as to the value of the potash,

Mr. Rice, vyou are not willing to give us the information of
; what you are selling it for?

A No, sir, I'm not. I look in this room and I see

—|| some competitors here, and this information is of general
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knowledge, sir, and the information that I have, I must
apologize, has to remain proprietary.

MR. KELLAHIN: TIf the Commission please, I move’
that Mr. Rice's testimony as to the price of potash, and his
testimony as to the value of the potash in this area be
stricken from the recorad.

MR. BLACKMAN: Mr. Chairman, I think Mr. Rice
answered the question when he said that if the price list
showed $28, the $25 would be in the park as to the amount
of realization that you could get.

MR. KELLAHIN: If the Commission pleases, he
testified that is not what he is selllng it for, though.

MR. BLACKMAN: He testified that was what he was
getting.

MR. RICE: I said that if the price iist stated
$27, $25 would not be far from the figure that we sold it.
Now, the selling of potash, as you well know, is a very
complicated business. The quantity that you buy, the
length of the contract, and so it varies from customer to
cus tomer dependihg upon the quantity that he purchases, or
the time that he purchases it, so I cannot give you any oune
figure as a price for any single quality,

MR. KELLAHIN: Can you give us an average figure?
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- MR. RICE: 1 woulg Say the g2j5 is not far,
MR. KELLAHTN ., Not far, jg it the Averagey
MR. RICE. It coulg well be, sir,

MR. PORTER. Incidentally, Mr, Kellahin, the

N v

Commission will deny your motjon to strike the testimony.

BY MR, KELLAHIN:
o Then the best bPrice yoy could give us is $25->

A I woulg Say that would be in the ball park, sip.

; Q That jg not neoessarily What yoy are selling ji¢
; for?

5 A Not necessarily S0, it jg a4 gocd Average figure,
f

; ) Q Now, yoy testifieg that the grosg Tevenues jp

-------

this drea, jnp your estimation, will amount to 3q million.

dollars; what go You base that op»

A The existing cOre~hole information that we have,

the rate ofvproduotion that ye might Perhaps pe contemplatin

and again that would depend op narket Conditiong and the

existing Price of Potash, of langbeinite. Now, what j¢ will
ke 10 Years frop now, fFive Years, two Years, or €ven next
Year, 1 have pno tnowledge, sir,

Q How much potash is‘there in thig area?

A We are looking for about -_ in the area of about

— 15 Million, top initially.
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Q What grade of potash?
A The best possible.
0 What I'm asking in connection with your 30-million-

dollar figure, what grade did you use in making this esti-
mate?

A I would say that about a 6 pexcent would be in
the ball park. We would mine some lower than thaf, and we
would certainly hope to mine some higher than that.

Q The amount of potash and grade are based solely
on the core information which appears on these various
exhibits that you have?

A That is all we have, sir.

Q That's all you have?

Y Yes, sir.

Q You are still coring?

A We are still coring as rapidly as we can.

0 Now, you testified that your Board has authorized

the sinking of two shafts, is that correct?

A If the drilling justifies the expenditure.

a

0 And, you don't know yet whether it will or not?

A No, sir, I don't.

Q Have you cxercised your option on this property yet
A T We are exerxrcising the opfion in steps.
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Q A piece at a tine?
A Yes, sir.
Q Have you exexcised it on any portion of this

property as yet?
A We are in the first part of our contract which is
to drill 15 holes, and we are required to drill 15 holes,

and if those warrant further capital expenditure we will

proceed.

MR. PORTER: Fifteen holes in the area on Exhibit

‘MR. RICE: That is correct, sir.

BY MKR. KELLAHIN:

Q And if the 15 holes don't show proven reserves

ou won't exercise your option?
) Y

A No, sir.

Q Then it is your testimony, as of today?

A That is correct.

Q You don't know whether you have got commercial

potash here or not?

-A We have in a considerable area in which our first
8 holes along with the information of the 75 pre-existing
holes, so there is a considerable delineated area that we

do know commercial langbeinite does exist.
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- ' Q Do you consider that proven commercial ore?
A Yes, sir.
0] How many cores to a section?
A Right now we are spot moving along; we've got 8,

I think within a 4-section area, and as you know the way
these things are done, I'm not an exploration geologist who
i will step out in the areas where most favorable holes are
and eventually cover most of that area.

0 Well, if this is a commercial ore body,  are you

prepared today to go ahead and sink a shaft and build your

railroad?
A Absolutely.
. 9] But YOu’haven't elected to do it yet?
A We haven't finished our drilling program, sir.

If we knew exactly where the ore body was, and the exact
quantities and position then we would be foolish to drill
40 ox 50 more holes.

Q Well, let's talk about the 52 sections that are
proposed to be included in this area. You don't know whethey
that overlays commercial deposits of potash throughout the

entire area or not, do you?

A I'm pretty sure it does not cover the entire
¥ 3

—| area, hut .there are many promising enclavesg that we must

e
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drill further to fully delineate the ore body, sir.

Q On your Exhibit 18 you were asked as to the highest
and lowést percentage of ore shipped by IMC, and you gave
the figures 10.3 percent and 7.71 percent, what is that
figure?

A That is the K;0 crx the potash content of their
sylvinite ore.

Q In other words, a ton of ore would contain that
percentage of potash?

A Théﬁ.is correct.

Q Now, in the mining operation itself, do you know
what foot percent they were miniug?

A NO,‘$QG information I have does not provide the
thickness of Ehéir ore body, but having visited theirkmine,
I have not visited that area specifically, in general they
are mining in a height of six o seven foot thickness.

Q But the foot percent would be a very determinative

factor as to whether a deposit is commercial ox not, would

4

it not?
A Verv definitely.
Q You don't have any figures?
b I don't have any for IMC, no, sir.

MR. KELLAHIN: Thank vou, Mr. Rice, that is all
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I nave.
MR. PORTER: Any further questions, Mr. Blackman?
MR. BLACKMAN: Let Mr. Nutter ask the questions.

CROSS EXAMINATION

BY MR. NUTTER:

Q Mr. Rice, when you mentiocned that you felt like
you had mined 30 million teons in 20 years, what percent
éepletion would you have in this area at that point, do you
have any idea?

A We have no idea, or I don't have any idea, sir.

Q I see,

MR. NUTTER: Thank you, that's all I have.

MR. PORTER: Mr. Blackman, I believe yvou had some
more guestions.

MR. BLACKMAN: I wanted to clarify that same thing)

REDIRECT EXAMINATION

BY MR. BLACKMAN:

0 As I understood it, perhbaps I understood it wrong,

vou were talking aboul two-hundred-thousand tons per year
of product out of this area, were you not?

A I am talking about product, yes, sir.

Q And two-nundred-thousand tons per year over a

period of 20 years would amount to 4 million tons, wouldn't i
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A Of product?
Q Of product;
A Yes, sir.
Q And, the four million tons of product would be

multiplied by a price of product using Mr. Elder's figure
of 27 to 29, taking an average of 28 you would have four
million tons times $287

A That is correct.

Q It would be something over a hundred million
dollars, rather than the 32 million dollars, as I believe
you used?

A I used that figure erroneously, Mr. Blackman.

MR. PORTER: Any further questions? No further
questions, the Witness may be excused. Do yéu have auy
more witnesses, Mr, Blackman?

MR, BLACKMAN: No,‘that's all I have, Mr. Porter,
with the possible exception of something in rebuttal, but

that's all.

MR, PORTER: Mr. Kellahin, are you ready to call

your first witness?

MR, KELLAHIN: I would like to call Mr. Edmonson,
(Whereupon, the witness was aworn.)

{Whereupon, a short recess was taken.)
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MR. PORTER: The Hearing will come to order,
please. Mr. Edmonson was sworn as the first witness, I
believe, but it develops that Mr. Blackman has not offered
his exhibits, so at this time you may do so, Mr. Blacknzan.

MR. BLACKMAN: Mr. Chairman, at this point I would
offer in evidence Exhibit 1 which is a lease map. put in
two weeks ago; Exhibit 2 which is the R-111-A map, it shows
the two secondary areas in the R-111-A map; Exhibit 3 which
is the 1965 order of the Department of the Interior; Exhibit
4 vihich is the 1974 oxder of the Department of the Interior.

I might ask if Mr. Kellahin has any objection to those
four exhibits.

MR. KELLAHIN: If the Commission please, I don't
feel that either Exhibit 3 or 4 has any bearing on the Case
before the Commission, and the Commission, of course, is
already familiar witﬂ it, so we won't make an objection.

MR. PORTER: The Commission will admit Exhibits 1,
2, 3, and 4.

(Whereupon, Exhibits 1, 2, 3, and 4 were admitted
into evidence.)

MR. BLACKMAN: Next I would offer Exhibit 5 which
is the U. S. Geological Survey map. You have already ruled
on that that you will not accept it; I will offer it again
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so that vou will again turh me down.

MR. PORTER: VYes, sirx.

MR. BLACKMAN: I will offer at this timec Exhibit 6
which is a cross section of a map on which several potash
area holes which appears on the wall.

MR. PORTER: Yes, sir.

MR. BLACKMAN: Then I will offer again, Exhibit 7
which is & report on the 5th ore zone, and a map prepared
by the U. S. Geological Survey which I introduced two weeks
ago, offered two weeks ago, and was objected to; you ruled
that it was not acceptable, and I don't have any hopes that
you would change your ruling right at this minute. I will
offer Exhibit 9 which was identified this morning as a
gamma neutron log of the Skelly well. T have one which is
Exhibit 8 which I will offer later as I have not identified
it yet, but I lwill. Then I will offer Exhibits 11, 12, 13,

14, 15, and 16 which are the large maps appearing on the

which is the Carlsbad basin tonnages and grades which was

identified recently by Mr. Rice.

One exhibijt, Exhibit Number 8 is a Permian Basin Potash
deposit report which is another Geological Survey report
prepared by Mr. Charles Jones, a&nd I would anticipate you
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would make the same ruling on that as you did with the other
since Mr. Jones is not here. I did hand it arcund, 1'l1l
simply offer it in evidence and you will rule against it,
and that will complete the record at that point.

MR. KELLAHIN: Was there an Exhibit 10?

MR. BLACKMAN: There is not an Exhibit 10.

MR. PORTER: I don't recall a 10.

MR. BLACKMAN: ©No, I had an Exhibit 10 that I
decided not to put in. Thank you.

MR. PORTER: All right, Mr. Kellahin, do you have
objections to any of these exhibits?

MR. KELLAHIN: Yes, we renew our objection to
5 and 7, and we would object to the most recent one, 8.

MR. PORTER: Any objection to the other exhibits?

MR. KELLAHIN: No.

MR. PORTER: From anyone? All of the exhibits will
bé accepted, 5,7 and 8 will be admitted.

(Whereupon, Exhibits 5, 7 and 8 were

aémitted into evidence.)

MR. PORTER: Mr. Kellahin, would you proceed with
your witness?

MR. KELLAHIN: If the Commission please, we had
prepared our testimony at the outset with Mr. Edmonson to
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show the presence of a oil reservoir in the potash area
which has been developed and is being developed by Skelly
0il Company. In view of the objectivtns which I have made
and the rulings that the Commission has made, perhaps you
would prefer we confine our testimony to matters bearing on
the presence of potash and nothing else, in which case we
can modify our testimony at this point and confine it simply
to potash.

MR. PORTER: I believe the Commission would direct
you to place that limitation upon your . testimony, Mr. Kellahi

MR. KELLAHIN: fThank you.

JON _T. EDMONSON

called as a witness, having been first duly sworn, was
examined ané testified as follows:

DIRECT EXAMINATION

BY MR. KELLAHIN:

0 Would you state your name, pleése?

139 My name is Jon T. REdmonscn.

Q By whom are you employed and what position, Mr.
Edmonson?

A I'm a technical specialist for Skelly Oil Company.

0 Where arxe you located?

A Midland, Texas.
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Q As a technical specialist what are your duties?
a My primary field of endeavor is geology, but I

am utilized in other fields.

Q Have you ever testified before the 0il Conservatior
Commission oxr one of its examiners and made your gualifica-
tions as a geologist made a matter of record?

A I have.

Q In connection with the case presently before this
Commission have you made a study of the area included within
Order Numberxr R-111-A7?

A Yes, sir.

Q And all of the various extensions that have been
made to that Ordex?

A Yes, sir.

Q Have you also made an investigation to determine
the location of potash mines within that area?

A Yes, sir.

Q . Now, referring to what has been marked as Skelly's
Exhibit Number 2 which is the first exhibit to the right on
the board, would you discuss that exhibit, please?

A Yes, sir. I'll read from a short paragraph here.
(Reading) Exhibit Number 2 is a map depicting all of the
enlargements of the original R-111-A boundary as shown by
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Exhibit Number 2. Thousands of acres have been included
in R~111-A by amendments B throuch H beginning in 1959,

15 years ago, and the vast majority of the acreage has not
been mined at present. Some of it is even now around
presently abandoned mines. (End of reading.)

Q How are those extensions shown on the exhibit?

A They afe color coded, beginning in 1959 with B,
down throagh H which I think is in around '70. They began
in '59 here, which is purple; that was the B amendment. C
was also in '59, shown here, also B, a little part of it is
over here; D is the green; E is ﬁhe brown; F, which was in
'61, is an orange; G is here in '69; and H was in '70 here.
The only two areas that have been adequately or even touched
with a mine is this area here, that was D, the area in 1959,
and an area up in this area here in 1960.

0 Now, your area G and H liesuimmediately north of

the area proposed to be included in this Case, does it not?

A Yes, sir.

Q Has there been any mining there?

A No, sir.

Q Is there any anywhere\near there?

A The closest mine is a Duval mine, say a mile to

the north,. a mile-and-a-half to the north of G.
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TN 0 Mr. Edmonson, was Exhibit Number 2 prepared by |
you or under your supervision?
A It was prepared under my supervision.
0 ¥s ‘the informatidn depicted on it derived from

orders entered by the 0il Conservation Commission of New
i | Mexico?
a Yes, sir, directly.
MR. KELLAHIN: At this time I would like to offex

Exhibit Number 2.

MR. PORTER: Are there any objections to the

admission of Exhibit Number 2?

MR. BLACKMAN: No objection.

MR. PORTER: We will admit it.

e ot 3 A

(Whereupon, Skelly's Exhibit Number 2

was admitted into evidence.

MR. KELLAHIN: That is all I have of this
witness.

MR. PORTER: Any dguestions, Mr. Blackman?

MR. BLACKMAN: No guestions.

MR. PORTER: The witness may be excused.

—"

MR. KELLAHIN: I would like to call Mr. Warnock.

i (Whereupon, the witness was sworn.)

)
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GECRGE WARNOCK

called as a witness, having been first duly sworn, was
examined and testified as follows:

DIRECT BEXAMINATION

BY MR. KELLAHIN:

Q Would you state your name, please?

A George Warnock.

Q What business are you engaged in, Mr. Warnock?
A I am a consulting geologist.

Q “Where are you located?

A Albuquerque.

0 In connection with your work as a consulting

geologist nave you made an investigation of the potash areas

generally?
A Yes, sir.
0] Have ycu testified in a previous case involving

the area included within R-111-A?

A Yes, sir.

Q Have you ever testified before this Commission and
made your qualifications a matter of record?

A Yes, sir.

0 vIn connection with the Case before the Commission

have you made a study of the Hodges lease areca proposed to
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be included within R-111-A in this case?

A Yes, sir,

MR, KELLAHIN: Are the witness' qualifications
acceptable?

MR, PORTER: Yes.
BY MR, KELLAHIN:

Q You have heard the testimony of the witnesses
that has been offered by Mr. Hodges and the.Potash Company
of America; do you have any comments on their testimony or‘
would you rather proceed to your exhibit first?

A Well, I think we will just proceed and we will see
the differences as we go on.

Q Would you then refer to what has been marked as
Skelly's Exhibit Number 3; define that exhibit and discuss
the information shown on it? As you go along you might
perhaps compare it to the iﬁformatioa shown on the other
exhibits.

A Fine. Exhibit Number 3 is an attempt at a
polygonal-type blocking of existing commercial potash reser-
ves in the Salt Lake area, the Leland Hodges Trust area,

a blocking of a probable area under the technical de-
finition of the problem, and then to know, you might

want to before I started, to take testimony from
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o Mr. Donegan principally about the erratic or complex nature

of the sulphate-type potash deposits, and in general I

i

concur one hundred percent with that. The much more difficul
problem than the northern sylvite areasis even starting vith
the interpretation of the logs. I will briefly take Mr.
Donegan's base map and this map and with a brief lecok at

the basic hole information which appear to be in agreement,
so we are starting off on the same base and th;—ngle debate
or the rest of the debate is going to rxevolve around how

far should these things be projected, and what is commercial

ore undexr the R-111 definition.

LY

Just a guick explanation on the two maps: Exhibit Numbe
3 purports to show, as I would block them, a probable ore
reserve, not proven. The criteria that we have proéigted
probable ore, 15 hundred Feet‘from a data point, and just

for. the Commission's benefit I would compare that with the

g

: similar map they saw in the Kerr-McGee case where we projecte

sylvite ore, proven ore 15 hundred feet, and probable ore for

i 2 thousand feet. Here we would project proven ore a thousand
? feet and probable ore 15 hundred feet, and this is simply a

| rationalizatioﬁ that the langbeinite-type minerélization
tends to be more erratic principally.'

—_ The numbers of the ore zones, the ho;e nunbers are on

[ .
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—~ the map, generally to the upper right. The explanaticn

should be relatively straightforward, the first number on
all of these rows is the ore zone. Now another big difference

with Mr. Donegan's presentation is that we tried to put it

all on one map, all of the various zones from the lst

through the 10th that are mineralized in the area.

i Any given hole, if you will take A-15 in the Section

S 5, for instance, it says the 3xd ore zone, 10th ore zone,
4th ore zone, moving left to right. As the explanation
indicates, the first number is thickness, the 3.1 LA in this

case is the percent K,0 as langbeinite; the 12.2 is the fect

percent which is just the thickness times the percent K,0 as
langbeinite; the 2.4 SY is the percent K50 as sylvite; the
9.7 is the feet percent K,0 as sylvite; and the 16.2 E is

the total foot percent equivalent measured in léngbeinite,
and particularly in the 4th ore zone, principally langbeinite
Yes, the colors -- as I said, we made the attempt of
%utting these all on cne piece cof map. The pufple represents
i ; intercepts in the 10th ore zone; the orange in the 4th ore

zone; and the yellow in the 1lst, 2nd, an5,3rd ore zones.

I should point out in the case where we also concentrated on
Lhe 4th ore zone, this contour map when we get to it is also
—|bn the 4th nre zone. Bs a result we have first plotted the
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dth ore zone, and in many cases there are stacks, as is
common in the district. You have to go to the number to
know whether in this case, for instance, the second ore zone
is underneath the 4th ore zone so that you didn't have a
confusion of colors. Some of these -- this one here -- 89,
for example, has what I am going to later argue is a modest
interéept in the 4th ore zone, has also a good intercept in
the 3rd ore zone and has a fair intercept in the 2nd ore
zone. We could only color it one color so we chose to use
the color pattern of the 4th ore zone, but the point that
this isn't yellow doesn't mean there isn't a 2nd ore zone
underneath it. The same thing in the case of purple for the
10th.

Q The fact that this 2nd ore zone is present is
shown in the figures?

A That is correct.

We have put on here, the Secretary's oil-potash area
which we are all familiar with. The heavy, solid dash, the
R-111-A as a limited area, the slanted dash and the USGS
KPA area, which I think are all on Mr. Donegan's map with
the exception of the KPA area which is important to us
because it very clearly elites certain areas in here.

Q Mhat is KPAJA?

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501

TEL. (505} 982-038¢8 '




sy

VIARNOCK-DIRECT CASE 5276
Page..... 112.. ...
A Known potash area as defined by Mr. Van Sickle,

16 feet percent, langbeinite 40 percent, 3 percent sylvinite

Q What does KPA mean, though?

A Known potash area.
Q What is the significance of it?
A That the USGS has determined that the foot percent

cut-off which I just gquoted, Mr. Van Sickle quote, exists
inside of it and doesn't outside of it.

Q Does that have’anything to do with the leasing
operations? |

A Yes, right. The known potash area, I have been
told, was, is -- I heard testimony this morning that changes
that -- was principally promulgated to make a decision on
what lands, Federal lands, would have to go to competitivef
Jeasing and what lands could be administratively awarded
to an applicant without bids. vThis duestion came up, as a
matter of fact, at the debate last year on what the feet
percent, economic feet percent cut-off in any part of the
district should be. In several discussions and I can quote
them, two which I can quote, representing what the USGS told
me, that the KPA was not promulgated to show current com-

mercial outlines, but just’ that area that contains enough

potash where the government felt that the administrative
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T matter should go to bid rather than be awarded without bid.
Now, Mr. Van Sickle testified this morning that by inference,
that is the Secretary's new ruling which he read, says it

must be curreuntly commercial under today's technology and

economics; and Mr. Van Sickle, I think, t¢estified that the
map which wasn't aliowed is going to be the new KPA, and they
are going to use thé 16 feet percent as langbeinite and 40
foot percent cut-off as sylvinite. While I thought that was
straightened out, we are now back onto that debate: ﬁhat
should the cut—off be in the known potash areas? Aand, it

is the same debate obviously that we are going to have here,
where should be the cut-off from an economic point of view?
That is the significance of the KPA.

Q Will you continue with the exhibits then, please?

A Okay. I think we can just go through this basical-

ly fairly quickly, because I'm sure there will be lots of

debate on it.

First of all, the explanation of '"probable ores'". Now,

Mr. Donegan when asked what probable ore was,testified he

was using as a general term and not in a technical sense;

f Mx. Van Sickle read us a definition of "indicated ore" which
in the old terminology used to be "probable ore"”. The USGS

—] uses "measured", "indicated", "inferred", some other peoyple

e’
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use "proven", "probable", "possible" as analogous, so this

is the indicated ore classification that Mr. van Sickle was
talking about. Therefore, it is projected 15 hundred feet
from a data point, and not a thousand.

Now, the question of projected. Mr. Donegan testified
that he is viilling to project a half-a-mile radius or a
four~mile diameter. 1In other words, this hole here in the
middle would cover the whole section in essence, that is
D-10 on 20 for the record.

I say, and testified before the Commission before to
this effect, that the R-11l)l terminology says, "Commercial
indicated reserves." Now, commercial indicated reserves are
not a hypothetical outline that the USGS would put up which
would put forward saying, "Yes," over the next 20 years as
the economics change, this may be about the low side. These
blockings are what one would take as mismanagement, with a
recommendation to spend major amounts of money. You heard
Mr. Rice, for instance, testify that the drilling in this
area, this is the ore block they are drilling out, thét they
don't yet have enough data to call that proven and to now
say to their management --

MR. KELLAHIN: (Interrupting) If the Commission
pleases wa would like to have the exhibits left up as ve
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arec going to make reference to them.
(Whereupon, a discussion was held
off the record.)
A (Continuing) First of all, I am the first one to

adnit that there are variances in this, there are variances
in how far you can project the geological inference, as Mr.
Donegan mentioned with regard to his map, but the real crux
of this thing is that at what point you have enough data

to go to your managemert and say, "I lay my reputation on
the block; I recommend that you spend 40 to 50 million
dollars for a complete new mine, new plant, whatever the
case may be.” I say, I advocate that you cannot go in with
holes one mile apart, as these three roughly are, and say
this is now ready for that decision, sign the check, and I
am willing to submit that if Mr. Rice's geologist came to
him and said, "This block here is now "X" tons of proven
ore, give me the money," he would fire him. I am willing to
suggest that.

In this area, based on what information we have, there
is a good oxe body starting to develop, and it is too bad
for Skelly, but that is the way it is. Now, incidentally
on the detailsof this blocking, we had just this 8.38 to
the known hole since this polygonal system of blocking has
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included the PCA holes which I do not have the data on, but
on the basis of all of these other holes that were in here
good, there is a pretty good bet that the fill-in drilling
would hold up, and I wanted to be prepared¢ to calculate it
any way they came with their data, and it is not the least
bit surprising to me that Mr. Rice testified that the drill-
ing did, I think he caid with one exception, held up, and
this now is drilled down to about one thousand to 15 hundred
foot centers, as you can see, and can take the category of
proven ore. They have a snmall proven ore body here and they
will keep drilling and stepping out from it and trying to
enlarge it as he testified.

Now, the problem is: what about these areas? Here is
a hole a mile-and-a-half apart. We saw later testimony that
the USGS was projecting from three data points a mile-and-a-
half apart, and that is just at a mile-and-a-half apart.

For measured ore, the technical definition is that is
proven ore that you would recomnmend your management spend
thelxr money on. Now, there are no holes in between there,

7 thousand feet langbeinite, erratic minerals, there is just
no way of knowing whether this thing will hold up or not.

I think Mr. Rice made the statement that it was all drilled
out, and they were firm about it, they wouldn't drill anymore
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_ - holes, why would they if they were ready to recommend to
; make a management decision. 7This must be drilled to see

what is there, and I was shocked to hear today that the
USGS has used a mile-and-a-half between data points in the
langbeinite area. It is sufficient for measured ore with a

technical deposition, but if they were working for most

Ak AAMMAE R WISt e et % e e th 5 on e

mining companies they would be fired.

Now, okay, there is the debate on how far you can

N project from a hole, how many holes do you need per section,
and.so forth? Now, we have put on these maps, we didn't
color them because we didn't want to confuse them with all
the other colors, the open mines, openings of IMC and Duval.
I believe I heard testimony from someone this morning that
Duval was mining out an area with very little data, okay,
very little dota relatively speaking. You see the density
of drilling here, we put every hole that we had on it; I don'lt
have the data on it, of course, so they are just locations,
but there are up to 12 holes per section here in places.
Specifically in Duval's case they are starting out here in
an area that they don't particularly have a lot of holes,
not this density, but, look, there are 1, 2, 3, 4 holes
within a radius of 2640. I beg your pardon, just the radius

1 fFrom cach -of those holes is about 12 hundred feet, is it noti
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I'm sorry, I'm not supposed to ask questions. The point is,
with their experience underground that thousand to 12
hundred foot projection out from a given hole is probably
valid, after they started on the tighter drilling and found
out what their problems were. Now, this roughly follows the
12 hundred foot radius 1s what we are working with ﬁere, we
are working with a 15 hundred foot for probable, and one
thousand foot proven. I havn'ttried to show exactly what is
proven, but again to just stay with one category of ore,.
Now, the other thing is: How many holes and so forth to
block proven and probable ore under the set definition. These
things out here which I have circled and used the same célor
on because they are lone holes would not really be probable
ore, but we want to show them as well mineralized holes,
that is mineralized to some Jdegree. Incidentally, I should
have said that everything that is colored has an econonic
intercept in one zone or anothexr. The white holes that are
not colored, in our opinion, do not have an economic inter-
cept in any zone. So anyway, these are coléred to show that
they're contained in an economic intercept in one or more
mineral zones, the 4th in this case, it's orange. The point
is, you reaily wouldn't call it probable ore with only onéb

hole to go on; if you had two or three in here, such as
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something like this, you can then start to form a block out
of it. Now, these are the IMC holes, incidentally, out here
to the east and there has been maie a record in front of the
Commission. I don't have the logs on them, they go strictly
on the -- well, I beg your pardon, we do have the logs on
the ones that have the details, we don't on the ones that
just have the langbeinite feet percent. We put them on
principally for use on this map, and now we are going to get
over to geological inference. Now on, let me summarize this
map by simply saying that on a calculation where I have to
go to management, W. R. Grace, if you like, &nd say, "Now,
my people have drilled this, it looks like this now, the
orange areas where there are two or more holes, I could call
probable ore." If I came in and told them that this area
‘here was ready to be mined in the 10th, I would be fired
also, in my opinion. A hard, economic, commercial ore that
I can calculate for this area is indicated on the map. Now,
it comes out into the area under discussion, it covers about
two sections of it, roughly, and we will get to the trend
map with fill-in drilling, it will probably be expanded
because we've got good holes roughly all the way around it,
SO0 you can e#pect that they are going to have a nice little
ore body there in the 4th ore zone. Bul, right now, that
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exactly is what you could calculate as probable commercial
ore reserves in this area. hThere is another small block herg
Mr. Donegan mentioned this area, they have got a problem,
they have a high hole, they filled in four holes around it
and everyone of them were very low. The best you can give iﬁ
is the one hole, in my‘opinion, is the one-hole designation
as you see it there, and it is disconnected, it will probably
never me mined as it too small an area to get at, depending
on whether they should develop some more over in here some-
where or not.

One other point, in preparing the red areas over there,
to these areas here, more specifically to this area, this
map 1s a comparison of these, and not this one. This is a
restricted-formal ~ore-reserve-calculation~-type development
for what is now commercial, that you could make a recommenda-
tion to make a major investment on. In any case, in
evaluating the hole we have used the straight polygonal
system, cut the distance in half between the holes, and so
forth, we went into some detail of how it works. That then
results in egual weight in terms of spacing to & negative
hole, unmineralized hole, az it gives to a positive hole.
And this unmineralized hole in here, A-28, cuts the distance

in between exactly in half. I think you will sce on some of
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these maps over herce that this particular low hole, A-28,
has just & little bit of an area right around it, and he
nakes the potential in between. We don't have so much of
an argument here when we get over in to this map, but
certainly for an oil reserve calculation, I think any engi-
neer in the room would agree, you have to cut the difference
between the holes for a formal ore reserve calculation.

7ell we go back and forth between the two, let me move to -~

Q (Interrupting) Go right ahead, sir, with Exhibit
Number 4.
A Exhibit 4 is the same base, and we left on it the

ore reserves calculations on it, so the contours you sece
here are simply added to this one. This is the foot-percent-
contour method used to try to determine geological trends
to the mineralization. In other words, we are no longgr
restricted by geometric guidelines; we can just go so far,
the geometric guidelines being guided by economics as we
know them, of course.

Now, the foot-percent method, I think, there is no
doubt that the method is accepted. Well, briefly what this
is, you can see it is a contour of the feelt percent on the
4th ore zone only; we have not tried to confuse the map by
contouring, every zone, we have indicated, in the purple,
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the mineralized areas on the 10th ore zone, and over here,
cne here, one here, and they agree essentially with Mr.
Donegan's except for how far you project them.

Generalized trends in the one, two and three, all put
together as yellow, and when putting them together they make
quite a body running along, cut out to the west, the yellow
dashes iﬁ this case. They are not contours, they are just
generalized areas covering minzralized holes.

Okay, now, I have already had some comments about the
geometrical method of projecting foot percent versus just
saying, based on the fact that we know the ore, the big ore
zone 1s trending north, and northwest, which is quite true,
and I basically agree with it. Therefore, it is going to
generally run down through here. I agree with that also,
with the exception in this case, we have encugh holes out
in here, roughly one per section, with a few exceptions.
This one, and this one in here is a problem just for a lack
of data. e know this thing is already fragmenting and
breaking up, and Mr. Donegan pointed out the salt horses
are occurring here as they occur throughout the district,
very true, I agree with it. Anyway may interpretation of
this area, as you know, has beven cut out by erosion all

across the bottom, was one of Mr. Donegan's previous exhibits
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that showed that. This then is the lower termination of
this mineralization, apart from the fact that it definitely
goes over here, and we know there is some in the Permian-
Potash grounds, so essentially what you have, in my opinion,
is a termination, a fingering or an ending out of the potash
contents of these salt beds chemically to some degree on the
south along with some eroded holes. Okay, so the geological
inference that this is a continuation of the big, northwest
trending zone that all the potash mines are in, and while
true, also it is, I think most people would agree, the
termination of it, it is where it is running out.

So, the idea to say, "Well, it is coming through, and
we will ignore the bad hole or put a very low érea of
influence on them.” It is just not valid, it would be more
valid up in the center of the mineralized zone as opposead
to down here. Now, anyway to just quickly review this, thesd
are just contours on the foot percent equivalent, both
langbeinite and sylvite in these holes. I don't think there
is too much to be said about it, this is the way it looks,
plus 30 feet pexcent we have contoured in the brown, plus
40 in the light green, plus 50 in the blue, plus 60 iﬁ the
pink, and so forth up in the very high Foot percéﬁc hole of

IMC over on the far east.
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Now we haven't said anything yet about where the foot
percent cutoff is. Let's leave that for the moment and
talk about trends. I would agree with Mr. Donegan that the
general trend of mineralization through the area is north to
northwest and we see when we contour this thing, it takes
that shape, roughly.

This right here is a problem of data, I think as much
as anything, we do not have these IMC 386 or 17 or 415 holes,
and this would probably show a variance in here a little
different if we had that data. We also don't have the D-25
or didn't have it, we haven't calculated it, so we didn't
try because we don't have the 388, so we didn't try to run
these lines any further. Now, what does this show, assuming
that this is all ore or principally ore that IMC is working
on, then the contours, of course, would run on in and be a
part of that ore body and probably evolve over here, as a
guess. So, again, this shows the northern trend, north to
northwest trend of this mineralization coming down in here,
bending out to the scutheast, coming down in here and essen-
tially terminating with the exception that there are some
highs in both the 4th and 10th in this, and then we have the
weétern extension of the one through three ore body right

along the western cut out here. So, this would be my
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interpretation of the geological trend to the mineralization
in this area.

Now, what's '"ore', what is "commercial'? Mr. Kellahin
has tried to draw this out of the other witnésses, there is
the usual continuing preblem here that the data is basically
propriatary, everybody recognizes that, there is no doubt
about it. There is some general information available‘by
heresay among the industry, there is some general of these
average figures that the U, S. Bureau of Mines puts out.
They take the whole area, average them so that any given
mine cannot be identified and then publish it. 8o, this then
is really the source of the information, it is complicated in
the case of langbeinite, because as Mr, Rice pointed out in
his testimony, these people have a unique sgituation there and
they are very guarded with the information as to operating
costs caused by the erratic nature of the langbeinite,grades,
variances along headings and so forth, This data is not avai
able, at least it is not available to me, so we have, again,
as we did previously; attempted a pro forma type calculation
we ugsed the published-average-operating costs, I increased
them modestly I think about 10 percent, 15 perceant, to
take in the fact that it is langbeinite, I increased them

7 percent over last year in terms of inflation, it came out
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of an orerating cost, pro forma, obviously estimated operat-
ing costs for langbeinite deposits down in this area. We
then, of course, with that data and assuming again a four-
foot thickness, not a 4.5 necessaxy for the bigger contin-
uous miners, assuming a 4 percent thickness we could calcu-
late what we think is a cut~-off value in terms of feet
pexcent if we, of course, start with the product price.

This is again what Mr. Rice testified about this morning.
Mr. Elders testified two weeks ago, and until sometime late
last year it was fairly steady in the 1850 range for
standard grades. I took this in preparation of these maps,
I took this and accelerated it 20 percent to 2230, I think
Lt was. This is in recognition that I have no firm data;
this is in recognition of the fact, as Mr. Rice tastified
that the potash industry along with the gas incdustry and

so forth are generally on better days these days than it was
a year ago, and it is an accepted fact, I have contacted
potash consumers that they are paying higher prices for
lists. Some of them are living on long-term contracts, but
the contracts will run out, some of them are two-year con-
tracts, some one-year, some, rarely, five-year contracts.
They are going to run out and the price trend is up; I don't

have specifics, but I wouldn't argue with the contention
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that the price trend is obviously up. Now, using the 2230~
average~product price for langbeinite, I came cut to approxiJ
mately a 25 foot percent cut-off. As a comparison Mr. Rice
testified that in the case of sylvite they are running about
a 25 dollar average. We weren't quite successful in knowing
the average of what exactly, but the sylvite increased over
the 22, the 2074, 21 of the same price period, then is
roughly about 25 or 30 percent, so this tells me that I am
at least iﬁ the ball park, if conceivably a hair low. Maybe
if PCA made this calculation they would calculate out to 22,
23, 24, in this range.

Now this map is contoured on the 30, but keep in mind
that it is not an ore resexve map, it is a yeoclogical trend
map. What this says is: We can expect high grade, higher
grade plus 30, plus 40, plus 50 in this area, but in this
area, this area, some in here, some in here, and a bit out
here. A plus 30, it was put one way that if I were forced
to -- one way to put it is: If you are going in here to
drill you obviously drill in the brighter colors, in this
case if you would drill the pink in preference to the blue,
in preference to the green, in preference to the brown. So
this then would be my interpretation by inference where one
night expect that future ore reserves might be developed over
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Page........
in h&re, and certainly in here, and, of course, PCA mean-
while is drilling that area. Wc don't have the PCA data so
this is contoured on the data we had prior to PCA's drill-
ing, and what that tells the geologist is: “Yes, I want to
drill it in here." That is where they drilled and they
testified that they got —~ that they tightened up the ores -
probably moved it to the proven category over in an area
something like that. Okay, now, using the same concegt,
there is some hope for a smaller ore body down here and in
the 40-foot-percent range. Now, prior to those four holes
this would have looked like a good area to drill, the
obvious place to go in there and try to fill it out, and in
this case, as can happen in this business, they were just
unlucky, the ore wasn't there. Here, brown only, it only
gets up to, well, this is 41 foot percent, there is a touch
of the green there, it is above 40, I notice; but it happens
that the 30, plus 30 zone where one can argue that after
he has tried all of these and developed what ore there is,
he might take a high~risk-drilling program dowp in here.
That is my interpretation, of course. I am so far talking
only about the 4th ore zone. Incidentally, I should say I
told you how I arfﬁved at my 25-foot percent for the lang-
beinite cut-off I useda 60-fecet percent Sylvite cut-of £,
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which is a 2.4 ratio between the two then, and I used it on
the basis of there is testimony before the Commission that
Kermac uses 53 for ore resexves, I calculated 70 using

pro forma average data. Ageain, prices are increasing, I
think that 60, which percent is probably a pretty valid
cut-off. Of course, it is interecting to note that on Mr.
Donegan's maps that what he has colored red, and what I haven'
colored at all here are the same foot-percent criteria, 30-
foot percent, I think he said 32, and langbeinite at 60-foot
percent of sylvite. He then goes ahead and has the yellow
area which he says is intermediiite grade I think, going

down the USGS cut-offs, and I am saying that based on the

prgﬁforma type calculations, the USGS calculations,cut-~offs

at i6 and 40 as commercial,mineable ore is unfounded. That

is the argument we have going here today apparently, so you

can draw a comparison between what's colored here and what's
colored red on Mr. Donegan's maps.

The fact that the color here is much more restricted
again is the fact that we have not painted with quite as
broad of a brush, we have contoured again using a standard
centour method between various holes, and, for instance, the
20 must fall, the 30 must fall in here just cn a calculation

between the two holes. as opposed to saying, well, based on
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geological knowlodge; A-28 should not take the same weight
as A-~18 and A-17 because of good trends and so forth. We
have done it mathematically in that sense by simply con-
touring between them, and, of course, where there is & value
in the lower-grade holes that value has been used to set the
contours as opposed to assﬁming there is nothing there.

We might just make mention, you see that there are
white, what we call probable ore except that you can't have
probable ore with one hole outside of the colored area.
This, then, are the holes that have less than 30, but more
than 25 percent feet.

Q What hole is that, Mr. Warnock?

A This one I'm looking at is A-3 which I have 28.8,
theére is langbeinite in it in the 4th ore zone. The same
thing here, D=4, I get out to 27.4 equivélent. Incidentally
that is the basis for information that Mr. Elder gave us
two weeks ago; 1 do not have that log, but it comes out 27.4
so it's above the 25 at the circle around it on this map, buf
it is outside the 30. That question, of course, being where
exactly will this foot percent cut-off fall?

I think I roughly summarized other than I would be
willing here to 8dd again, we're talking about langbeinite,

just the calculation of the balance of the mineral break out
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is difficult to start with. There are variances between
log calculations between people. It is known to be more
erratic. Any mathematical or geological inference is on
si:akier ground than with pure sylvite, I feel, but this is
what the data would look like properly calculated, in my
opinion. There is a good ore body up here in Sections 11,

3, probably going to extend into 10, we don't know that ye,

,

though, 11 may extend, it probably will extend into 12. This

area has an ore body in the 4th ore zone, and it has multiplq

zones as indicated here; some small hope down in here, lesset

hope in this area, and to my opinion, that is the only
material hope for the district.

I shouldn't, but I glossed over the 10th ore zone over
here in Secticon 13, 8, 17, 18 and 30 and 13, 29. The purple
outline is, to my mind, is a fairly marginal area mineralized
in the 10th ore zone. Again this is not an attempt to con-
tour foot percent, I'm just outlining four holes, each a
mile apart, or a little more or a little less, that do con-
tain mineralization. I'm not sure how serious this 10th
ore zone is hexre; every hole we have. is fairly marginal,
again using my calculations, cutting off sylvite , this is
fewer sylvite, at 60, this is 61, this is 69; cutting off
langbeinite at 25 orx 30. This is 31, essentially this is 32
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Certainly there is no way to block anything‘in the way of
proven ore among those holes; they are too far apart,
whether you would drill in there for the 10th ore zone, I
have very serious doubts on that data, but, you know, these
things are continuing projects; five years from now it
could look different.

Q. Mr. Warnock, based on the information that is
presently available, in your opinion is the entire area that
is sought to be included in R-111-A underlayed by commercial

deposits of potash?

A You said the whole area?
Q Yes, sir, the whole area?

A No, sir, even on the composite map of Mr. Donegan
there are blank areas not purported to have commercial
reserves on them, and there a lot of them on my map.

Q Yes. On the basis of your interpretation you
referred to possible ore, or yprobable ore in Secctions 11, 3,

~t h 2 em 1 - N ‘ .
SOL2 An Lhie oLl area?

10 i /
A IKssuming that the PCA holes are good, as they say
they are, most of this would now be in a proveh category,
in my opinion.

0 Would you call thosc proven commercial ore deposity:

A Yes, sior.
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o 0 Do you find proven commercial ore deposits else-

where on your exhibit?

A Proven?

0 Yes, sir.

A Bere is szome, these three IMC holes.

0 I'm talking about within the --

A (Interrupting) Within the area?

e Yes, sir. |
A Proven, no.

Q Nov'here else? é
A No proven as opposed tc probable. Probable, you j

have a good development of a quarter of a section of probabld
here, and this is a trend developing here in the probable, and
Ivthink you could say these holes hexre are -~ they are stretdh- t
ing the l5-hundred-~foot radius a bit. ;

0] Would you give the sections you are talking about,
please?

A Sections 26, 7 and 35. There is certainly still
a lot of hope of developed ore there.

Q That would be probable?

A Prohable class ore now, and hope to develop it,

ves, based on this contour here, as I mentioned, an area

that will no doubt be eventually drilled fox potash.
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o 0 Now, on the basis of your experience and your

study of this area, is it valid to project geological trends
over an area as wide as this as has been done on the Exhibit
16 that has been offered by Potash Companies of America?
é A Well, keep in mind that that is a composite of
all of the zones.

Q Yes, sir.

A To compare them you have to compare the purple

areas and the vellow areas to get a closer comparison. The

area yunning up in here, for instance, is a low-grade area
which does include, which runs up to about here,in my
opinion, comes right on up as you see it here about like
that, so speaking exactly to answer your question: no. I
think that there are arcas of red on Mr. Donegan's map that

don't justify the red color, if that is your question.

Q Yes, sir.
A That is the obvious debate we have going here
1 ' today. This 15 a pretty typical one, this is in part a lack

of data, but on the other hand drilling around the area with
a few exceptions is quite low grade, so you can understand
that they didn't drill in there. Of course, the same prob-

lem over here, Mr. Donegan has this low here so we are

—| basically in agreement there. I did run the low up through

e
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here because that is where it plots, based on the data I
have, and Mr. Donegan has closed that up there, just a
difference of opinion obviously.
Q Were Exhibits 3 and 4 prepared by you or undexr
your direction?
A Yes, sir.
MR. KELLAHIN: Zt this time I wou}d like to offer
into evidence Exhibits 3 and 4.
MR. PORTER: Any objection?
MR. BLACKMAN: No objection.
MR. PORTER: No objection to Commission Exhibits,
Exhibits 3 and 4 will be admitted.
(Whereupon, Commission Exhibits 3 and 4
were admitted into evidence.)
MR. KELLAHIN: That is all we have on direct
examination.

CROSS_EXAMINATION

BY‘ MR. BLACKMAN:

0 Mr. Warnock, you testified to essentially two
different areas here which you denominated proven commercial
ore, and probablé commercial ore, would you say that the
indiscriminate drilling of oil and gas holes within either

one of those areas would interfere with the orderly develop-
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ment of those commercial potash areas?

A Any --

Q (Interrupting) I said indiscriminate drilling
within those areas.

A Vhich areas?

Q Well, within thke proven areas?
A The proven areas to start with --

MR. KELLAVIN: If the Commission pleases, I would
like a definition of what "indiscriminate drilling" is.
That's a drilling that I don't understand.

MR. BLACKMAN: Well, drilling‘without regard to
the location of the potash majors. In other words, drill-
ing solely upon the criteria of the most advantageous drill-
ing location for o0il and gas possibilities. In other words..
without regard to whether there is any potash, that is what
I mean by indiscriminate drilling.

BY MR. BLACKMAN:

Q Would you feel --

A (Interrupting) Yes, I would say the petroleum
well would obviously cut the potash section.

Q Right.

A Now, the degree in monetary ox otherwise of the
damage done thereby, I don't feel like I am competent to say

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0388




R

WARNOCK~CROSS CASE 5276
Page.... 137 .. ...

O How about in the probable potash area, do you
think that such drilling would interfere with the orderly
develorment of the probable areas that you have testified to
as a probable into vwroven areas, by your definition?

A I don't believe that I have testified that the
drilling of petroleum wells would interfere in the commercial.

0 No, I'm not asking you that. You testified that
on your probable areas, if I understood you correctly--
correct me if I didn't=-but in the probable areas that more
drilling shows good possibilities of developing into what
you class as a proven area?

A That is correct. Fill-in drilling in the case of
proven ore, yes.

Q Right. Now, what I am asking you is: If oil and
gas wells are drilled in that area without regard to the-
possibilities of potash, without any consideration to it,
just using 0il and gas locations, an oil and gas criteria,
would that interfere with the orderly commercial development
of that?

A Well, again I want to ask you --

MR. KELLAHIN: (Interrupting) If the Commission
pleases, this is improper cross examination. The Witness
didn't cover the question of the effect of oil drilling in
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; ff\ a potash area, and at the outset of this Hearing today it

was my understanding we were restricted on cross examination
to matters raised on direct examination.

MR. BLACKMAN: X think the Witness has sufficiently
indicated that he feels it would so I will withdraw the
question.

A (Continuing) The distinction of interfering, it

would intercept or cut potash reserves, yes.

0 Yes, it wvould.
A How much the interference is, it's a --
) Now, just to make sure that it is perfectly clear

here, your Exhibit Number --

A (Interrupting) Threc on the left, four on the
right.

Q Four?

A Yes, sir.

) Q Our contour is on the 4th ére zone?

A Correct.

Q Would the contours on the 10th ore zone be shown
in purple? |

A They are not contours.
Q Okay.
- A They are not foot percent contours, they are
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general outlines showing where the ares is mineralized.

MR. BLACKMAN: That's all.

MR. PORTER: Does anyone else have a cuestion of
Mr. Warnock? You may be excused.

Mr. Kellahin, do you have anvmore witnesses?

MR. KELLAHIN: No, we don't, Mr. Porter.

MR. PORTER: Does anyone else desire to present
testimony in the Case? Don Allen? Mr. Allen, we will call
on all those present in a moment for statements.

Mr. Blackman, would you like to go ahead with your
closing statement, and then X would like Mr., Kellahin to
proceed.

MR. BLACKMAN: I would like to call Mr. Rice back
for just a féw Jguestion.

MR. PORTER: Oh, you have some additional testi-

nony?

MR. BLACKMAN: A few guestions on rebuttal.

MR. PORTER: All right.

MR. BLACKMAN: Mr. Rice, will you take the stand
again?

DAVID RICE

called as a witness, having been previously sworn, was

examined 2and testified as follows:
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BY MR. BLACKMAN:

Q Mr. Rice, you have been sworn before and I wanted
to ask you to testify concerning the possibilities of mining
more than one ore zone through one shaft. Would you explain
how that is done and hcw it would affect, in your opinion,
with respect to this particular series of ore bodies or just
this ore body in this territory?

Av The mining of multiplé seams, or veins, or beds
through one shaft is a well-known fact, Mr. Blackman, it is
certainly possible, it has been done; International Minerals
and Chemicals, I believe, does it in the Carlsbad area. Whati
F6es it do to the economic picture? Certainly if you have mg
than one bed and they are éll economic, certainly 1t answers
the economic picture.

MR. BLACKMAN: I think that's all.

MR. PORTER: Any questions, Mr. Kellahin?

MR. KELLAHIN: No questions.

MR. PORTER: The witness may be excused. Thank
you. At this time we will ask for closing statements.

We will take a very short recess, maybe ten minutes.

(Whereupon, a chort recess was taken.)
MR. PORTER: The Hearing will come to order,

please. ¥Who would like to go first? Do you want Ehgt

o N i
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privilege, Mr. Blackman?

MR. BLACKMAN: Do you suppose Mr. Kellahin would
consider going first this time?

MR. PORTER: I think he would.

MR. KELLAHIN: If the Commission please, I do want
to be as brief as possible. At the outset I entered an
appearance for Skelly Oil Company, Phillips Petroleum
Company, Belco Petroleum Corporation, Sun 0Oil Company, and
today I entered an appearance for William A. and Edward R.
Hudson all of whom have interest in these area proposed to
be included in the R-111-A Order.

Now, we have been wrangling somewhat really over what
we are trying to prove here, and as I pointed out when I
objected fo the original testimony offered by Mr. Blackman,
what we are really here for is to determine the area which
contains commercial deposits of potash, that's what the
Statute says. It says: The drilling and producing opera-
tions of oil and gas in an area containing commercial deposit
of potash where such operations would have the affect of
unduly reducing the total quantity of such commercial deposity

All the way through we are talking about commercial
deposits. I think it is highly significant‘thatvin the
presentation that has been made on behalf of the proponent
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of this Case. Nobody has testified that here are commercial
deposits of potash. They vainted the whole area red andg
said, "Well, we think maybe there are commercial deposits
of potash here; hands off until we can drill it out and find
out.” They're talking about 50-some-cdd sections of land
here when the evidence offered, andé I think Skelly was
cguite kind in offering this evidence. The evidence offered
by Mr. Warnock shows there is probable ore in a small
portion of this area, and that being the case that is reallvy
all the Commission can consider. There is nothing else,
nothing has been offered in the way of projection of ore
bodies, nothing in the way of analyzing the commercial
deposits in any particular area here except by Mr. Warnock,
and nobody else, and under those circumstances we don't
feel that the Commission anything, anything at all, on
which they can make a determination that thexre are possible,
probable, or proven commercial deposits of potash underlying
these 50 sections. The only evidence, as I said, was that
offered by Mr. Warnock, and certainly we would have to
concede there is probable ore in the little portion which is
shown on his Exhibits 3 and 4.

Under those circumstances we feel that the application

should Le denied. Just as an example, the broad-brush
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apprecach that has been followed by these potash people.

Ye have to remember that Mesa got the permit to 6rill on
Sectiors 13 and 23, 29 right in the middle of their red area
Now, 1f they're correct, Mesa shouldn't be drilling there,
but the owner of the potash lease apparently had no object-
ion, and the well is presently drilling.

The Commission's duty is, I think, quite clear, and if
it follows the Statute and its Order R-111-A then it will
consider cnly the area which Mr. Warnock has shown to be
possibly productive of potash. Certainly they should have
the right to continue their checking of that area and see if
it is productive. Now, as to the balance of the tract, they
haven't made any core holes and they have included in the
arca,areas where core holes are more than a mile apart and
which show they are not productive of potash, apparently, as

Mr. Warnock testified. They have attempted to project in-

a milec-and-a-half in ordex to

terpretations of @ mile an
say that this area is possibly productive of potash, and
that is not a valid projection as Mr. Warxnock testified.
If the Commission includes more than the small area in the
northern portion of the proposed area, I feel they would
have aﬁ order that is not supported by the evidence and we

| recommend .that the application of the potash companies and
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the lease owners be denied.

MR. BLACKMAN: Mr. Chairman and gentlemen, the
law, it seems to me, provides that no drilling should be
conducted which would interfere wiﬁh the orderly commercial
development of potash deposits, and I would like here to

state thet we have presented, in this Case, the best type of

information that is available. There is a difference of

opinion on geological projections between Mr. Donegan and
Mr. Warnock, and Mr. Rice is in contravention to what Mr,
Kellahin was saying and did testify that in his opinion the
cut-offs as stated by Mr. Donegan were valid cut-offs, and
the testimony is, without objection in many places here,
that the cut~off point utilized by Mr. Donegan constitutes
commercial potash.

Nobody can stand up here and state that in any certain

area conmercial potash exists and in any other area it

How far are you going to follow your inference? I think

the Commission has been dealing with this particular problem
long enough that it has made up its mind about what rules

is iz going to follow in dealing with those inferences. It
is perfectly clear from Mr. Warnock's testimony that all of

the areas that even he introduced has probable potash areas,
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would be interfering with, as far as their commercial

development is concerned, by -- the word I used was "in-
discriminate o0il and gas drilling" -- that may not be the

best words that could be found in‘there, but it points up
the problem of the difficulty in wvhich the Commission faces
in a situation of this kind. Here we have, and this ore
body and the one immediately to the east, the only known
langbeinite deposits in the, the testimony is the world,

I don't know of any others, but the testimony is the world.
This is it. The enormous drilling activity in the salt
sections, which is where these things occur, and nobody else
has brought up anything, so we are dealing with something
that is a wasting asset, and it is the only one that is
left. The basis of that which I think the Commission should
take into consideration is not the short view, but the long
view,because we have the possibility here of developing a
very substantial addition to the potash industry, and I

call your attention to Mr. Rice's testimony which kind of
shocked me when I looked it up to verify it that over a
billion-and-a-half dollars in potash has been produced from
this area since the early 30's. It is absolutely fantastic
in comparison with other mining areas. It is an enormous

addition to New Mexico's economy when it is considered in
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comparison with just almost any industry. There has been a
gcod deal of time in which the potash industry has been
barely able to keep its nose above water, and all of the
money that has come in has gone out in terms of wages and
expenses for salaries and utilities and supplies, so that
an enormous amount of this money has gone into New Mexico's
economy .

I don't downgrade the o0il and gas proposition at allf
we stand on the same basis. Some party has an o0il and gas
lease and another party has a potash lease; the government
has caused this difficulty; whether it is the Federal govern-
ment or the State government, they are both guilty, and they
both say, "Here is a lease and you take out the potash, and
the other fellow, you take cult the 0il and gas, and the
devil take the hindmost." That is about the way it is, becay
somebody 1is going to get hurt; there isn't any way out of it,
and this Commission is in a position of being the body that
is going to have to make the decision.

Now, one of the things that kind of disturbs me about
the general trend, and the general view of this thing, from
the point of view of the oil and gas industry, is that if
this orxe body, this area is placed within our 111-A there
won't bo any further drilling, that ends it. When that is
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not the case at all. There have been many, many wells drill-
ed in R-111l, and to nmy personal knowledge a large number of
them in the area we haven't objected to. Out to the east,

as you well know, Mr. Porter, this has been the situation.
This is disturbing to me because it seems to me that there
should not be that misunderstanding about the effect of
R-111; it doesn't say you can't drill in the area, it just
simply says: If you have a lease in this area you have to
give the pdtash lessee notice 530 he can protest and then you
have an arbitraticn meeting and if you can't get il settled
you have ¢ hearing. I think to require a potash lessee to
first prove commercial ore before being entitled to notice
places an extremely unfair burden upon the potash industry.
In other words, I don't have any quarrel with the proposi-
tion that when you want to have a hearing and controversy
about whether or not you should drill that particular wéll,
that there is no argument about the fact that the Statute
provides that ycu have t¢ hove commerxc
That is what it is saying, it says it in so many words that
you have to prove commercial o.  or prove an interference
with the development. What I am saying is: That in the
situation in which we find ourselves, with our R-111-A not
providing, -we are not arguing vhether you can drill any wells
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out there or not. What I think we are talking about is
whether indiscriminate drilling will be permitted, because
if you are going to drill on the sole criteria of what is
best indicated, most indicated, most favorably indicated
for oil and gas without regard to any of the testimony which
has been presented on both sides here as to the substantial
potash deposits that exist in this area, you are placing a
very uncomfortable burden, and unfair and an inequitable
burden on the potash lessce, because he doesn't get any
notice of it, he Goesn't get any opportunity to do it. 1In
addition to that, you are placing an unreasonable restraint
on the 0il Conservation Commission itself. We have intro-
duced substantial testimony and Mr. Warnock has stated it
himself that this is a constantly changing proposition.

What is commercial today might not be commercial tomorrow,

or vice verasa, what ig not commercial tn(‘iay might be com-
mercial tomorrow; it depends upon economics, technology,
and politics.

We are now looking at a difficult situation in which
these things are happening so fast that it just isn't even
funny. Mr. Viarnock didn't agree that he should take up the
langbeinite prices, up to 26 dollgrs on the average, but

7 on his experience, it could
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all be s0l¢ at that price if you could get it now. Ve have
a worldwide food shortage and a fertilizer shortage that is
substantial in this country. This is costly, these increasedq
in prices. It looks like we are going to be the bread
basket, at least in part of the world, and we need'the
fertilizer, particularly we need the potash, particula.ly we
need potassium sulphate. These things should be considered
by the Commission at the same time.

Technology is another one that brings it down here.
I don't believe that the averages that are utilized by,
reported by the Bureau of Mines are the figures that should
be considered in here. You should consider the best evidencd
of the best technology that is available.. International
has been in here to testify in one of their Phillip's cases,
and I don't have that evidence to put in here, but I think
Lhe Commission might well take judicial notice of it as to
the low grades they are able to handle in the mixed ore.
TIf it is expected that anybody, whether it is PCA, or Day
Mines, ox anybody else, ox Norandé, or anybody decides to
open a new project around here, they will do just what
everybody else has done as far as new operators coming in,
they will take advantage of the very best technology that
iz availablce and they will beat the blaves out of the old
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fellovs because they always do. They take advantage of
evervbody 's mistakes.

I think the very best evidence was stated by Mr. Rice
with respect to this political situation. The one that
comes along from Canada is Noranda coming into this country
tc get 2 position when they have an enormous position in
Canada. I may be repeating here a little bit, but I say
that I think that the 0il Conservation Commission should
change it rules, if necessary, to provide that some form
of notification is given to a potash lessee if the potash
lJessee has a lease within an area which has, lets say,
good commercial possibilities because if wells are just
drilled in the area,they are obviously going to intersect
potash majors and losses are going to occur. This can
result in the difference between a commercisl ore body and
a non-comnmercial ore body. It can be rendered non—commerciaﬂ
by drilling within it. I don't think that wvhere the 0il
Conservation Commission makes a decision granting the right
to drill it should be on the best possible information
that iz available at that time. That is to say, let's
suppose here that the 0Oil Conservation Commission makes an
ordex here eliminating a substantial portion of this ore
body which hag been requested by Mr., Uarnock, and =ix months
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down the road, or a year down the road somebody applies for
permission to drill, that is routinely approved, and if in
the meantime, the economic situation or the political situa-~
tion or the technology situation has changed, and we haven't
had time to come in and re-apply on the basis of new evi-
dence, a substantial amount of very valuable mineral is
going to be lost, and it seems to me the 0il Conservation
Commission here is in a position of representing the State.
They are representing the people of the State, not the potash
companies, and not the oil companies; you sit in judgment
on the economy of the Stace, and a viable addition to the
potash industry would be a tremendous asset as far as the
State of New Mexico is concerned. As you well know, the
OCC doesn't have the facilities to keep up with this, you
don't have the starf to do it, and don't have the budget if
you could hire any additional staff, so you are dependent
upon today the best information that is available today and
six mouths from now in this particular case you probably
won't have any better information than you have today, even
though it may change. I think that that is the situation
which, and I appreciate your rules are different in this

case, but I think they should be changed.

Let's look at this for a moment: Dors a notice to a

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOMNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (508} 982-0388




CASE 5276

potash lessee constitute a burden on an o0il and gas lessee?
Well, an oil and gas lessee can say in justification that
this means that we have to take time out for notice; this
means we have to take time out for a hearing before the
Commission if the potash lessee objects. I don't feel in
today's market and today's economy that the mere fact that
holding a hearing or giving notice is- a burden which ought
to be recognized as being unconscionable; I don't think it
is unconscionable at all; I don't think it is unreasonable.
I don't think it is unreasonable at all to ask them to give
notice, and give notice in all cases Qhere a potash lessee
has a lease. In all cases where a potash lessee does have a
lease, he has paid, he has drilled & hole, or if it has gone
on a known-potash area and somebody else has drilled a hole,
a lot of work has gone into the thing before he ever gets a
lease. It is valuable property and the delay, a little bit
of delay on the part of the oil and gas lessee is the only
burden I can think of that is involved in the thing, because
for everything else they can come before the 0CC and ask to
have it changed to fit the particular situation.

Mr. Kellahin made an allusion to the Mesa Petroleum
hole which was permitted. 1 don't think that was in the
evidence anywhere along the line, but it was in there that it
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was permitted. I beg your pardon, Mr. Kéllahin, it was in
there that it was permitted. This happened to be a compromisg
proposition, and I prefer to think about it as in evidence on
our behalf as we weren't trying to be dogs in the manger.
The situation with respect to that was this, Mr. Kellahin,
that Mesa on the basis of their initial, original ldcation,
felt that they might have severe difficulties in proving it
since it was coming up for a tested location. We have
previously indicated that we would be willing to compromise
the matter, and the matter was compromised on the basis of
the hole, I think about probably a half or three-quarters-of-
a-mile to the south, I ah not exactly positive of that, but
that is the basis upon which it was. Now, had we not compro-
mised there, had we not been willing to take a chance on
losing some potash in the bargain, in the 10th ore zone becaus
it is mineralized there. They might well have lost their
lease because it was running up on the rirst of August and
there was not time to advertise a new unconventional location|
I have said that I don't think that it constitutes an

unreasonable burden on the oil and gas industry to give

possibilities of just simple misunderstanding on the part of
the oil and gas industry, I can understand why they may feel
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that in some instances, I don't know of any instances, it
may have constituted an unconsionable burden, and I say

at this point that that should not be. It should not be
utilized in such a fashion that it would be a burder on the
0il and gas industry; it wasn't intended in the first
instance for that and it should not be solely intended now,
and we don't so intend it to work out that way. If it is
working out that way, in any way working out in that area, I
think it would be in order, very much in oréer; we haven't
had any meetings on this proposition since, we could go clear
back to 1965 with our R-111-A -- 1955 -- "I meant to say

1955, It goes clear back there and there haven't been any
changes in the rules; it might be in order. We certainly
stand ready to get together with the o0il and gas industry

and try and work it out. It think it is really encumbent on
the Commission to try and work out this dilemma because I
feel very strongly that the denial of notice under these
circumstances, and I was ovexr this in detail before, does
constitute a denial of due process of law, I mean, we are,
in the event a well location is approved without 2 hearing,
and if we would like to have a hearing, we got ﬁo notice of
it, so therec is no doubt in my mind that it is a denial of
due process of law, Now, what can we do about it? Well, it
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ié pretty difficult to figure out how to get any recompense
if that sort of thing has happened to you, and I think the
only answer to it is to give notice, and if nccessary, change
the rules of the Commission around to the roint where you
can assure that nobody is going to be unreasonably dis-
advantaged.

I believe that I would like to have the Commission
give very careful consideration to the proposition of
changing its rules to, in some fashion, give notice to the
potash lessee, because if you do, you will transfer from
the Commission to the 0il and gas lessee the obligation to
give some kind 0f a notice because I think the Commission
under due vprocess of law probably has that obligation before
it makes a decision. But it will also transfer from the
Commission to the potash lessce the burden of proving evi-
dence, or the burden of proving the existence of potash at
that time, because it may be quite difficult and down the
road a little bit., Both the potash lessee and the oil and
gas lessee will have due process of law under that sort of
circumstance, and the Commission will have absolved itself
from any possibility of their conduct having been arbitrary
or capricious.

As you Know, the Geologicai Survey doesn't have any
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provisions for making any of these hecarings, and over a period

of years it has been customary to hold them before the 0CC,
and I can see no reascn for not doing that. I do think that
the Commission ought to give very careful consideration to
that part of it. I realize that we have here an excellent
possibility for a very good potash mine which could be sub-
stantially injured¢ 1if we don't get any notice. Thank you.

MR. PORTER: Anyone else have a comment to make on

the Hearing?

MR. EATON: HMr. Chairman, members of the Commissicn

Paul Eaton. I would like to reaé a statement prepared by
Exxon Corporation. I have furnished the Commission with

copies of the statement. I might say before reading the

statement that Exxon would have been an active participant in

this Hearing, but for some strange reason because of the

Company bureaucracy they were totally unaware of this appli-

cation for the extension of the potash area until sometime
é _ last week.

(Re~ding) The Applicant has requested that the presently
designated potash areca be extended to include additional

lands in Eddy County, New Mexico. Since December, 1964 Exxon

Corporation has acquired and presently holds approximately

T six thousand acros of Federal and New Mexico State oil and ga

G
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leases, half of which lie within the area of the proposed
potash extension. As of this date, Exxon has expended in
access of five hundred thousand dollars in the acquisition
and evaluation of said leases and considers them a valuable
and irreplaceable assest and plans to proceed with the develdp-
ment of sald ieases toward the ultimate production of oil
and gas or both.

Exxon opposes the granting of said application and in
support of such opposition, we respectfully ask the COmmissi%n
to consider the following: Exxon considers the area includeq
within its referenced oll and gas leases to be geologiéally
attractlve and potentially productive. 1In order to fully
develop the area, including the operations, it requires the
area be considered as an entirety with freedom to explore,
drill énd conduct lease operations at geographical locations
calculated to produce the more accurate geological data and
hopefully the greatest amounts of oll and gas. This cannct
be done on a piecemeal basis. Granting of the application
will have a substantial. impact on Exxon's ability‘to study
and develop the area in a manner most likely to obtain oil
and gas production.

Most of Exxon's leases were taken prior to the date of

the application and were bought and paid for in good faith
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with the belief that the rights therein acguired could be
fully exercised. The granting of the application could resul
in material loss of these rights and even in a complete
denial of the drilling operations could be prohibited.

In either cevent, the attractiveness of the area insofar
as potential productiveness is concerned, will be greatly
diminished by the granting of the application by the reason
Exxon will not be able to know where in the area itc can
plan to dxill or even if it could drill. FExxon submits such
is not in keeping with the terms and considerations of the
lease contracts. If the area is not properly studied and
developed, both the State of New Mexico and the United States
could be deprived of valuable royalty income. In addition,
it is possible that valuable and much-needed éil and gas
reserves could be left in the ground undiscovered or un-
produced.

Lxxon is willing to cooperate with both State and
Federal agencies in developing its leases in such a manner
that the owners of the potash rights o e not deprived of
their right to produce their minerals and submit the rights
of all parties may be prescrved withoﬁt the granting of
subject application. This is in keeping with the principals
of multiplé wse. Accordingly Exxon submits that the proposed
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potash extension is unnecessary and constitutes a deprivation
of its rights and would arbitrarily grant one mineral owner
superior rights ovexr another. Therefore, Exxon respectfully
submits that the application be denied. (End of reading.)

Mr. Chairman, a couple of remarks which I would like to
make( aside from this statement. As I understand it the
Commission by Statute has the power to determine the limits
of any areas containing commercial jpotash deposits and from
time to time re-determines such limits. Also, the Commission
has the power by Statute to regulate and whef; necessaxry
prohibit drilling or producing operations for oil or gas
within any area containing commercial deposits of potash
where such operations would have the effect to unduly reduce
the total quantity of such commercial deposits of potash
which may reasonably be recovered in commercial quantities
or where such operations would inierfere unduly with the
orderly commercial development of such potash deposits.

It appears to me that with respect to setting the limits
of the area containing commercial potash deposits, the Com~
mission must set those limits on the basis of satisfactery
evidence of the existence of commercial deposits and in the
future & subsequent developments are cither brought to the
attention of the Commission by potash companies ox by oil
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companies through logs and its drilling activities would
suggest the existence of commercial potash deposits elsewhere)
then the Commission must re-cefine the limits of the potash
area. Certainly here, observing this hearing, it appears to
me that the applicant has not established that the entire
proposec¢-extended area does contain commercial potash deposits
I thiﬁk there is evidence that certain portions of the proposq
area contain commercial deposits, and I should think that the
Commrission, as it is reguired to do, would have to extend the
potash area to include those portions, and as the future goes
by perhaps continue to re-define and extend the boundaries of
the potash area to include possibly much of the ared colored

in red on the Applicant's Exhibits and shown in white on the
Protestant's Exhibit 3. With respect to the"notice"argumehnt
made by Mr. Blackman, h¢ asked what can the potash companies
do. .It appears to me that certainly they can receive notice
of all applications filed before this Commission for unorthodd
locations; they can receive notice of all notices of intention
to @rill either by maybe requesting the Commission to send the
copies of those notices or by monitoring the OCC records ox
the records in the OCC's office in Artesia. ﬁhat 1 am saying
is that if the potash companies are interested in receiving
notice of Ffuture drilling activities it is within their power
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to get that notice and if they feel that a proposed well out-
side of a potash area will Jrill thréugh commercial deposits,
at that time they can institute a proceeding before this Com-
mission to oppose the drilling of that well. 1In any event, I
do feel thét the potash companies do have the means available
to them of being notified of all potential drilling within
and outside of the present existing potash area. Thank you.

MR. PORTER: Mr. Allen, did you have a statement?

MR. ALLEN: Mxr. Chairman, you have in your hand é
statement of Mr. Peter Hanagan of the New Mexico 0il and Gas
Association; he couldn't be here this afternoon. My name is
Don Allen and I am Associate Executive Director of the New
Mexico Oil and Gas Association. I would like to just read
the brief statement you have before you, plus a couple of
other points, Mr. Chairman.

(Reading) The New Mexico 0il and Gas Association
respectfully requests the Commission to scrutinize this
application with great care, and to ascertain if it does in
fact warrant extension of the potash area, and in view of
the need to balance the competing interest of the potash and
the oil and gas industries the petition should not be granted
where it is clearly shown that the coexisting rights of both
industries are fairly vrotected. This showing would include

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
22% JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982. 0306




o

CASE 5276
Page........ 162

proven propositions that there are indeed commercial deposits
in all of the requested areas. After all, the oil and gas
operators have made large investments on the leases in the
area with the expectation of being allowed to develop them
concurrently in harmony with»potash operations. (End of
reading.)
Mr. Chairman, I would like to stress that poiﬁt becausé
most of these large investments I just referred to were made
in good faith and were made outside the then existing areas with
boundaries as they existed at that time. This is a very
important point. There exists a natural need to explore for
and develop all the various natural resources, not just potash,
but also this Commission knows that that oil and gas today arg
farnishing somewhére in the neighborhood of 78 percent of the
total energy of this country and there is certainly a neced to
develop and explore all possible new supplies in existence as
far as what we know about. 1In a word, potash erploration and
development should not be afforded preferantial treatment so
as to amount to in effect dis~fnfranchising the oil and gas
industry.

There is one closing note, Mr. Chairman, that is not in
the written statement here, hut I might just pass along the
suggestion that we ¢id receive, and in view of Mr. Blackman's
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comments that how very easy it is to obtain permits from

the officer-type of leaseholder, I might just pass on one
suggestion and that is that if the designation of the area is
to be made that perhaps the Commission should consider designp-~
ting it an o0il and gas area.

MR. PORTER: Does anyone else have a statement to
make? Mr. Kendrick?

MR. KENDRICK: H. L. Kendrick of FEl Paso Natural
Gas Company. El Paso Natural Gas Company opposes the ex-
tenion of the potash-~oil areas as asked for in this applica-
tion and recommends that the extension as asked for be deniedl

MR. PORTER: Mr. Carx, I believe, has some comments
he would like to have read.

MR. CARR: Mr. Chairman, we have received letters
in opposition to the extension of the potash-olil area from
Bass Enterprises Production Company and Perry R. Bass, from
Phillips Petiroleum and from Belco Petroleum Corporation.

| MR. PORTER: Dceco anyonc cloc huve o stotamaent
If there are no further statements the Commission wiil take
the Case under advisement and the Hearing is adjourned.

(Whereupon the Hearing was adjourned

at 4:35 p.M.)}
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I, RICHARD . NYE, Court Reporter, do hereby certify
that the foregoing and attached Transcript of Hearing before
the New Mexico 0Oil Conservation Commission was reported by

mre, and the same is a true and correct record of the said

proceedings, to the best of my knowledge, skill and ability.
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MR, PORTER: We'll take up Case >276.

MR. CARR: Case 5276. Application of Leland A,
Hodges, Trustee, for the extension of the Potash-0il Area,
Eddy County, New Mexico.

MR. PORTER: I would like to call for appearances
| at this time.
? MR. BLACKMAN: My name is R.H. Blackman, I'm an
Attorney in Carlsbad, New Mexico. I wish to enter my
appearance on behalf of Leland A. Hodges, Trustee of the
Hall Trust, and also as counsel for Ideal Basic Industries,

§ Inc., Potash Company of America Division. Ideal Basic

N Industries, Inc.. is a Colorado Corporation authorized to
do business in New Mexico, and does so in this instance

throughits Potash Company of America Division.

MR, PORTER: Mr. Kellahin, do you desire to enter
an appearance?

MR. KELLAHIN: If the Commission please, Jason
Kellahin from Santa Fe, New Mexico, appearing on behalf
of Skelly 0il Company in association with Chester E,
Blodget, a member of the Oklahoma and Texas Bars. I'm
also appearing on behalf of Phillips Petroleum Company,

Belco Petroleum Corporation,and Sun 0il Company, in con-

nection with this Case.

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHMNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982- 0386




MR.

MR,

MR,
with --

MR.

Tulsa, Oklahoma.

MR.
MR.
MR.
at this time

recommend --

off

MR,
Ben Donegan.,

MR.
Blackman?

MR,

with., I don'

or not. It will depend on the course the Case takes.

MR,

you know how many witnesses you'll have?

MR,

CASE 5276
Page......... 5

PORTER: That's Skelly, Phillips, Belco --
KELLAHIN: (Interrupting) And Sun.

PORTER: (Continuing) And Sun, and associated
KELLAHIN: (Interrupting) Chester E. Blodget,

PORTER: (Continuing) Mr. Blodget of Tulsa.
KELLAHIN: Right, he is here with me.
PORTER: Any other appearances? The Commission
will recommend that Mr. Blackman -- not
recognize.

(Whereupon, a discussion was held
the record.)

BLACKMAN: I'1l call my first witness, Mr.
PORTER: How many witnesses do you have, Mr.

BLACKMAN: 8o far I'll have only one to start

t know whether I'll nave any further witnesses
PORTER: ALl right. Now, Mr. Kellahin, do

KELLAHIN: We'll probably have two.
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MR, PORTER: Thank you. Will the Witnesses stand
and be sworn, please.
(Witnesses sworn.)
MR, PORTER: The record will show that M.
Kellahin's Witnesses have been sworn.

BEN DONEGAN

called as a witness, having been first duly sworn, was

examined and testified as follows:

DIRECT EXAMINAT ION

BY MR, BLACKMAN:

Q Mr. Donegan, will you state your name please,
your occupation and your name?

A I'm Ben Donegan, a cénsulting geologist with
Donegan and Donegan of Albuqﬁerque.

Q Are you & participating owner in the Hall Trust,
the Applicant in this Case?

A Yes, I am. 1 an ﬁere today as a geologist
representing Leland A, Hodges, Trusteé, and also as an
interest owner in the Hall Trust, owner of the potash
leases being considered here today.

Q Mr. Dounegan. for the record, tnis 15 an Applica-
tion made by Leland A, Hodzes ior extension of the boundarie
of Ordexr R-111-A, as amended, to include the property as
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advertised in the notice ifor this Hearing., Have you made
a study of the geology of that area?

A Yes, I have.

Q Will you kindly explain to the Commission your
qualiiications as a consulting seologist and what experiencd
you've had, and education.

A I'm a Certified Professional Geologist and have
been engaged in exploration and development of natural
resources, including oil and gas in New Mexico, for 20
years. My academic training in geology was at Texas Tech,
the University of Texas at Austin, Stanford University,
and the Univexsity of New Mexico. I have previously testi-
fied as a witness before the 0il Conservation Commission.

My experience in potash exploration has been over the

past ten years in several areas of Arizona and New Mexico,
including the Carlsbad Potash District. This work was for
and in conjunction with a number of potash and oil companies
including Texas Guli, Phillips Petroleum, Shell 0il Company,
Kern County Land Company, now Teneco, Southern Union
Production Company, Atlantic Richfield, Leonard Enterprises,
and the Potash Company of America. I conducted the initial
evaluation of the Hodges-Carlsbad Potash Area that led to

the acquisition of the Hodges leases, and I participated in
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practically all phases oi the exploration of this area by
Leland A. Hodges o date.

MR. BLACKMAN: Mr. Chairman, will the Commission
accept Mr. Denegan's qualificaiions?

MR. PORTER: The Commission considers Mr. Donegan
qualified to testiiy.

MR, BLACKMAN: Thank you.
BY MR, BLACKMAN:

Q Mr. Donegan, I hand you the document marked for

identification as Exhibit 1.

MR, BLACKMAN: This has not been marked as
Exhibit 1 in this Case, Mr. Chairman, what is your pleasure
with respect to this? We have stamped these but have not
marked them as Exhibits. Would vou like to have us mark
them as Exhibits before discussing them?

MR, PORTER: Could you put them on the wall over

there?

MR, BLACKMAN: Yes.

MR, DONEGAN: Mr. Porter, we have small copies of
several of these Exhibits, a numbeir of small copies with
the single lacge copy that we puf on the wall.

MR. PORTER: ALl right.

MR. DONEGAN: And a few ol them, like this
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particular Exhibit, we don't have the small copies; we can
put it on the wall, but I'm not sure that you will be able
to tell much about it from the distance.

MR, PORTER: You only have the one copy?

MR. DONEGAN: No, we have numercus copies of this
Exhibit,

MR. PORTER: Of that one. All right,

MR. DONEGAN: We'll put it on the wall.
BY MR. BLACKMAN:

Q Mr. Donegan, would you kindly explain to the
Commission who prepared Exhibit No. 17

A I prepared Exhibit No. 1. |

Q What does Exhibit No. 1 show?

A Exhibit No. 1 is the lcase map showing the Hodges
potash leases in the avea proposed for extension of Rule
111-A as amended. The Hodges Federal leases in this area
are indicated by the iine dots on the map and applied-for
Federal-prospecting permit is shown by the square-rule
paitern. The Hodges State potash leases are shown on the
map by the diagonal-ruled lines. Potash core tests are
shown on the map b, small circles with accompanying aata
indicating the whole number and an abbreviation for the

company that drilled cach wore test. The red line which
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ol ey deodbaghod s Qaaoss v w8 i nragsent
poundary or Rule LLL-A as amended. The yellow line which
follows the short-dashed line is the outline of the proposed
extension of Rule 111-A as amended.

Q Who owns these lecases?
A Leland A Hodges, Trusfee for Hall Trusts, is the
owner of the leases shown on the map by the symbols that

I have described. Leland A. Hodges, Trustee, is a group

)

of Ludividuals -- or I stwuld say Hall Trusis -- is a group

G

of individuals from Fort Worth, Texas, that formed the
Trust to explore and develop mineral resources.

Q What is the interest of Ideal Basic Industries, or
what we'll call Potash Company of America, in this property?

A Leland A Hodges, Trustee, has a joint venture |
contract: with Potash Company o.. America. This contrace
provides for a ceasiderable amount of drilling and engineeri
situdees preliminary to the construction of a mill and the
sinking of shafts to iniciate langbeinite production on the
Hodges leases. PCA, or Potash Company of Ameiica, is
currently drilling on the prnpofty in accorxdance with the
joint-venture arrangement,

Q Mr. Donegan, I don't recall that you identified
on this map ihe few parcels ihat are white. What are those
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parcels?

A The parcels that are not shown by either dots,
squar:=gs, «. cwstoceal L.ones, in other words the white areas
perween e Yed and -ellow ilines, sge lands uoi owned by
Hodges. Some of these lands are unleased. Federal lands
held under the KPA, or known potash regulations; others
are owned by other potash companies in the area.

Q Mc. Donegan, I hand you the document marked for
identification as Hodges txhibit No. 2 and ask you if you.
would please put a copy oi that on the wall. Would you
please explain what Exhibit No. 2Z is?

A Exhibit No. 2 is a copy of the US geoclogical sur-
vey map,made available to the public in June, showing
boundafies o various potash areas. For insiance, the
red cutlined area., which follows a dashed line, is the oil
potash area covered by rhe 0il Conservation Commission's
Rule 111-A as amended. The lheavier cashed line, which is
not coloxred on the map, is the oil potash area designated
by the Secretary oi Interior of May ll, 19565. The area
colored yellow is the Leland A Hodges, Trustee, proposed
ex~ension oif the potash 0il area. Inciucncally, tle swall
copies are eXact reproductions or the original map of the

U.S. Geological Survey and rhe only additlons o this map
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are red lines in the yellow-colored area, and on the small
copies, small tiitle blocks. Otherwise, it is the exact
copy of the U.S. Geological Survey Map.

Q Mx. Donegan, 1 hand you a copy of the document
marked for identification as Hodges' Exhibit No. 3 and ask
you if you will kindly identify that document?

A Exhibit No. 3 is a copy of the Secretary of the
Interior's Order of May 11, 1965, designating the potash-
oil area as shown on the map. You might note that the
Secreotarv's arca includes praciically all of Hodges' potash
leases and that the Hodges' potash leases are joined to the
north and east by Rule 111-A bourndary as it is today.

(Whereupon, a discussion was held
off the record.)
BY MR, BLACKMAN:

Q Mr. Donegan, I was walking around; did you identi-
fy that document?

A Yes, I did, while you were walking around, Mrx.
Blackman.

Q That Order is the Order which establishes the
dashed line on the Hodges Exhibit No. 2, the dashed blue
line around the outside?

A Yes, six.
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Q Mr. Donegan, I hand you a document marked for
identifigation as Hodges' Exhibit No. 4 and ask you ii you
will kindly identify ihat document?

{ " Exhibir No. 4 is a copy of the Memorandum of the
Chief of the Conservation Division of the U.S. Geological
Survey of February the l4tn, 1974. 17his Memorandum provided
(1) the expansion of the potash area to include areas not
now in the Secretary's area -- I should say to include
several potash areas not now included in the Secretary's
area -- but which would include the Hodges' area -- and I
guess I should correct that to say which should include the
Hodges' area ~- and (2) to compile and make public by
June, 1974, maps showing potash enclaves in the potash-oil
area.

Q By the structure of that order, Mr. Donegan, as
you understand it, were all the potash companies instructed
to submit information to the Geological Suxvey by a date
certain, I believe April, 19747

MR. KELLAHIN: We object to this line of ques-
tioning, to the discussion of these Exhibits relaiing to
the Secretary's area and the Memorandum issued by the Chiet
of Geological Survey ior the xcason it has no bearing on
this Case. What we're concerned with is the statutory
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authority vested in this Commission and the extension of

the potash area under R-111-A. There is a degree of
cooperation, that is true, between the 0il Commission

and the United States Geological Survey,but their rules and
regulaiions have no bearing on anything this Commission does
or can the Commission rely on them for any purpose involved
in this Hearing; we object to this line of questioning.

MR. BLACKMAN: 1If the Commission please, I suppose
here we come to the basic ditfference in philosophy of the
conduct of this particular Case before the Commission.

As 1 view this particulzr Case, the Commission has been
mandated by the Legislature of the State of New Mexico to
protect porash. By the State Legislature the Commission
has been given the authority and duty to make reasonable
and fair regulations concerning ihe potash operations,
particularly in connection with oil and gas operations.
Thus, at this particular point and in this Hearing, the

0il Conservation Commission is acting in a legislative
capacity; they are here making rules. An excellent example
of the other side of the case is the case which was just
dismissed this morning, which is the Mesa Petroleum Case,
that it involves an applicaiion by Mesa Pefroleum Corporatio
to drill one hole in one particular location. In that kind

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. {505} 982.0388

(!




DONEGAN-DIRECT CASE 5275

of a proceeding, which is a judicial or adjudicatory proceed-
ing, the Commission would be limited to some degree by the
ordinary rules of evidence. It would be required to have
sufficient evidence of record upon which to base its deci-
sion. However, in the case of the Commission acting in its
legislative capacity, the Commission is not so bound.
§ I presume that now is the appropriate time to
‘ argue that matter fully because I think this is the crux
of the case, in as to whether this document, whether this
line of questioning, whether the additional exhibits which
I propose to enter, are pertinent. May I continue sitting
down where it may be a little easiexr if I speak loud enough
so you can hear me?

MR. PORTEﬁ: Sure.

MR. BLACKMAN: We have in this particular .situa-

tjon what I consider to be a unique situation. I don't

know whether it exists anywhere else in the Jountry or not,

bat the Department of the Interior, through tke U.S. Geologii
cal Survey, has in effect delegated some authority to the
New Mexico 0il Conservation Commission., They have done

that by the Exhibit which I have just had identified by Mr.

Donegan,

T MR. PORTER: You are referrinyg to Exhibit No. 47

g’
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MR. BLACKMAN: I'm referring to No. 4. I think
that it would be well for those who are not familiar with
it to go back and go over the history of why we happen to
be in the position that we are with oil and porash.

There were many withdrawals made of land in the
United States from oil and gas entry. The first one I

know anything about was signed by President Wilson. Later

Interior along through’the 30's and 40's. Early in 1951
the Secretary let it be known that the so-called potash arenL
which had been withheld from entry for oil and gas leasing,
by an order dated February 6, 1938, would be revoked, and
those lands would be thrown open to oil and gas leasing.
That Secretary's order opening the area was dated October
16, 1951. It's in 17 Federal Regulations at 10,669, I
have a copy of it whi¢h I can submit later. The details
are not important at this timé.

In July of 1951 there were many hearings held
before the New Mexico QOil Conservation Commission concern-
ing o0il and gas drilling on potash land in Eddy and Lea
Counties and Oxder No. R-11l1, in its original sorm, was the
result of those initial hearings. That Oxdexr provided

for two areas; they called them Area "A" and Area "B." If
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my memory serves me correctly, Area "A'" was supposed to be
the area in which potash reserves exiséed, and Area ""B"
was supposed to be the area in which a potash potential
existed, or a potential for poiash reserves existed. During
the next three or four years there were many meetings held
between representatives of the potash industry and repre-
sentatives of the oil and gas industry. The situation was
recognized by both the potash industry and the oil and gas
industry that they must have, they must work out some kind
of a‘system to administer the problems that were bound to
arise wnen potash leases and oil and gas leases exlisted on
ine game pioperiy at the same time, with the obvious pro-
blem cowiing ap et boia o Thew were joing to try and
operate at the same time and some kind vf rules had to be
established.

Now, the Order R-111-A came along in 1955,
October 13, 1955 was the original Ordexr R-111-A. At that
point they consolidated the two Areas "A" and "B," and
that Ovder, so far as I'm advised, has.nét beeﬁ aﬁended
to this point, except for tihwe addition oi acres. Acreage
has been added from time to time and goes now through
R-111-G, I beliave, but basically the Order has not been

-

changed at all except by statute. Now in 1%6L the New
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Mexico Legislature came along and passed House Bill No. 245,
and House Bill No. 245 cast upon the Commission the duty

to jurisdiction of authority over all matters relating to
the conservation oi 0il and gas and the prevention of waste
of potash as a result o: o 1l cud o5 2pévations i whe
State. L. saiad “hat the Commisslon shall have Jovisdicrion
ov @utany o, avd control above and over all persons, matters
and things necessary or proper to enforce effectively the
provisions of this Act or any other law of this State re-
lating to the consexvation of o0il and gas and the preven-
tion of waste of potash as a result of oil and gas opera-
tions.

Now. up until that law was passed, the 0il Conser-
vation Commission's jurisdiction to limit oil and gas
operations in potash areas and to limit potash mining
operations, was dependent upon {wo sentences in R-111-A.
One of those sentences said in effect that no operations
will be conducted for oil and gas drilling which will
interfere with the mining -- or something -- the recovery
of potash or something of that kind., The other one said
just the opposite; that no mining operations will be
conducted which will interfere with oil and gas. Now, for
that period, between the original order back in 1951 and
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the passage ol that law in 1905, the jurisdiction of the
0il Conservation Commission to do this regulating really
depended upon an agreement between the two parties. 1t
was never challenged, so far as 1 know, that order was never
challenged in court; there were a great many hearings and
a great many orders saying, ''Yes, rou can drill,'" and "No,
you can't drill," and things of this kind, none of which
were ever challenged in court so far as I know. But, as
of now, the jurisdiction oi this Commission and that par-
ticular section of R-11l1-A, has, in my opinion, been
superseded by the law and the Commission now rests its
jurisdiction upon the law. Now, during all of this time
there has been certainly an unwritten agreement or some
kind of an understanding -- I don't know whether it has
ever been reduced to writing before -- but in the case oi
Federal oil and gas leases and Federal notash leases, a
notice of intention fo drill would be filed, a protest would
be entered, proceedings would be had following Rule 111-A,
hearings would be had before this Commission and orders
would be entered and all with this very very nebulous
jurisdiction on the part of the Commission, based Ifirst

upon the agreement between the two parties -- which never

was reduced to writing -- and second upon the tacit permission
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of the United States Geological Survey that the 0il Conser-
vation Commission should make the decision. Now, I remem-
ber many times at the end of those hearings when the then
Area Superintendent or District or Region Superintendent --
whatever his title is -~ John Anderson ase to stand up at
the end of one of those hearings and state that the posi-
tion of the United States Geological Survey, he would state

that they -- ‘n eifect he would say, 'We do not recognize

that the 0il Consexvation Commission has sovereignty over
this question, but we have never yet come up against a
situation where we or the United States Geological Survey
have disagreed with the New Mexico 0il Consexrvation
Commission,' and thereiore, é whole series of decisions
running over a great many years, I do not recall ~-- T was
not in all of them so I don't know that it never ‘nas oc-
curred -- I know of no instance in which the decisions of
the 0il Conservation Commission was not followed by the

) ; United States Geological Survey, insisting all the time

i that they had exclusive jurisdiction. I think you will

: recognize, that under this police power, New Mexico has

-

some jurisdiction to prevent the waste oi potash.
think under the police power we do have some jurisdiction.

But, in addition to that, in this Order, ouxr Exhibit No. 4,
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in Parts > and 7 of that Ouder, the Secretary of the
Interior has, in efiect, delegated power to the New Mexico
0il Conservation Commission to over-hear it and make some
kind of detexmination. They have said that the potash
lessee still has the right to protest to the 0il Conserva-
tion Commission and they've recognized that the 0il Conser-
vation Commission is going to hold some hearings and make
some kind of jurisdictional ruling on i:.

This brings us down to the situation in which here
we are today. I might refer also from the Titles of the
1965 Act which includes the following: Providing for thne
prevention by the 0il Conservation Commission of waste
of potash as a result of 0il and gas operations and nro-
tection of potash deposits. It seems to me that it would
be difficult to draft a new nonredundant New Mexico law
enjoining upon the Commission's broader duties to preserve
and protect the potash deposits, or strongetr and more
complete authority over all phases of protection process.
The 0il Conservation Commission is thereiore the key agency;

in fact it is the only agency in the State of New Mexico

which has the duty, power, and authority to prevent tne

waste of potash, in so many words.
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I will vead from part oi Exhibit No. 4 the language
which is approved by.the Secretary of the Interior. This
is in the form of a memorandum directed to the Secretary
of the Interior which the Sccretary was called upon to
approve and which he did approve. The Department recommends
that: The Department reaifirms its intent to cooperate
with the New Mexico Oil Conserxvation Commission in the
implementation of that Agency's Rules and Regulations.
In that regard, the potash lessee shall continue to have
the righit to protest to the New Mexico 0il Conservation
Commission the drilling of a proposed oil and gas test on
Federal lands provided that the location of said well is
within the State of New Mexico's oil-potash area as that
area is delineated by New Mexico 0il Conservation Commission
Ordexr No, 111 as amended.

And then Part 7 goes on to say: Applications
for permit to drill vertical tests for oil and gas at lo-
cations that are in the Secretary's potash areé but outside
the State of New Mexico oil-potash area, and which do not
directly off-set an enclave, which is deiined as within a
quarter mile of an oil test and within a half mile of a
gas test, will be routinely approved by the 0il and Gas
Supervisor after review by the Mining Supervisor.
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I think that this action by the Federal Government:
invests the 0il Conservation Comwmission with the obligation
to prevent potash wastes on Federal lands. Since the
Department oi Interjor does not spell out in its regulations
a sysitem for resolution of oil-potash differences upon
notice of hearing, the quotations in Parts 5 and 7 of its
recent action can reasonably be construed as an invitation
to the New Mexico 0Oil Conservation to provide the means
whereby mutually antagonistic righits of oil and gas lessees
and potash lessees may be resolved with rocess of
law.

It is my view that the Secretary of the Interior's
action in stating that he will routinely approve drilling
permits outside R-111-A as amended, without the notice,
any notice, or any opportunity for hearing, clearly denies
to the potash lessee due process of law., We feel it is
incumbent upon New Mexico 0il Conservation Commission to
provide the notice and hearing opportunities to correct
this oversight,.

Basically, the problems that we face here, arise
out of the fact that oil and gas and potash cannotlbe

contemporancously produced from the same propercy without

some damage to one or the other, The damage may consist
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of anything from a short delay through increasing stages to
the substantial loss of recoverable minerals, which may be
permanent, but when an oil and gas lease or potash lease is

issued, the lessee receives valuable property rights. When

both 0il and gas and potash leases are issued to the same
property, a conflict of interest is inevitable and the
rights of one, or perhaps both lessees, may be adversely
affected by the exexcise of the rights given to one of the

parties. I think it is undeniable that the rights granted

by either the State or the Federal Govermment, or as far

as that's concerned, by a private individual, in giving

an oil and gas or a potash lease on the property, is a
valuable property right; otherwise you wouldn't see all
these people assembled in this room contesting about this
; particular problem., This is a valuable property right; an
0il and gas lease is an extremely valuable property right.
So is a potash lease. The problem that we have is that both
§ the étate and the Federal Government have provided their
prescribed terms and conditions concerning the exercise of
rights of oil and gas lessees and potash lessees, but the

rules are set forth in general terms, and scmetimecs con-

flicting texms.

T Now, I think that you can see with respect to the

e
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potash lease within the boundaries of Order R-111-A we have

A

definitive procedures because within tiie boundaries of R-111
we do have a provision for notice and we do nhave a provision
for hearing. Due process of law is afforded. But when we
get outside R~11l-A, we do not have any such procedure. The
U. S. Geological Survey has stated that they're going to
routinely approve it, and the rules of the 0il Conservation
Commission do not provide that there is any notice entitled
to be given.

| Now this raises a very serious constitutional
question} The Constitution of New Mexico provides that
no perscon shall be deprived of life, liberty, or property
without due process of law. To restate that and shorten
it, no pexson shall be deprived of property without due
process of law,

Now substantially the same language appears 1in
the 5th and 14th Amendments of the United States Constitu-
tion. 1In this consideration of value of property rights
it is my opinion that oil and gas leases and potash leases
stand on equal footing. It is equally obvious to me that
any action, that the action of any governmental authority
denying a right to proceed under such a lease conétitutes
a taking of property. The Oil Conservation Commission says
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one party can or cannot move, they automatically take the
property of the other one. It is taking a valuable and sub-
stantial property right. The taking or denying the permit
of one lessee which may have the effect of deminishing or

‘delaying the exercise of any relevant right by the other

lessee of the same properxty constitutes a deprivation of a
valuable, substantial property right and I believe it is

second to the constitutional prohibition.

Now the 0il Conserxrvation Commiésion, undexr the
laws that we have, under the regulations that the 0il Con-
servation Commission has, does have the power to deprive
one or the other of those parties of that valuable property
right. There is no doubt about that; the 0il Conservation
Commission does have that power., But, to do so they must
act within the constitutional limitation, What is due pro-
cess of law? That is what they have to give, due process of
law. Where proceedings are taken before an administrative
ageucy, such as the New Mexico 0il Conservation Commission,
a distinction is generally made whether the Commission is
acting in a legislative capacity or judicial capacity.

73 Corpus Juris Secundum states that notice and. hearing

are required where an administrative body acts in a quasi-

L judicial manner but not when its actions are executive,
Nmpe!
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administrative, or legislative. That general rule was
quoted with approval in Stauffer vs Weedlun 195 Northwestern
2nd at 218, The appeal was dismissed by the United States
Supreme Court at 93 Supreme Court, 307. The rule was recog-
nized in New Mexico where the Court states in Phillips Mer-
cantile Company Qs. The City of Albuquerque, 60 New Mexico,
page 1, where Justice Compton stated at page 12 (Reading)
We believe the best statement of gencsral principles is
found in one Merrill on Notice, 1952 Edition 543, where it
is said, "A common test for the implication of right to
notification in administrative proceedings has been the
nature of the action to be taken. If it is judicial in
nature, the necessity of hearing upon notification is
implied; if on the other hand it is legislative in nature,
involving a determination of policy rather than an adjudi-
cation of rights, the courts decline to imply a right to
notification in the absence of the statutory command,

(End of Reading.) Now in the question of what constitutes
judicial action, Merrill on Notice states at Section

517 (Reading) If an administrative body acts judicially,
notice and oppurtunity for hearing are indispensable to due
process. When does the administrative proceed judicially?

The familiar test is that adjudication involves the
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investigation and determination of the rights of parties
under existing legal rules. Examples based upon judgment
of the constitutional necessity of notification and hearing
include proceedings to award or cancel water rights ox to
grant or revoke licenses. (End of reading.)

Later in the same Section 517 Merrill continues:
(Reading) There is a tacit assumption that the rule imposed
upon specific persons must be on proper hearing involving
due notification. The latest pronouncement of the Supreme
Court of the United States definitely establishes this as
essential to due process of law. (End of reading.)

Now the Tenth Circuit of-the Court of Appeals,
which has jurisdiction over the State of New Mexico, held
minerals is quasi-judicial in character, requiriag notice,
citing Merrill, That's Magnolia Petroleum vs. Carter Oil
at 218 Federal Second; 1. 1t is our view that the issuance
of a permit to drill on property held under a potash lease
or permit constitutes the taking of a substantial propefty
right without due process of law and is thus improper,
unconstitutional action and I believe it would be enjoined
by the courts.

Now the problem at this point is a practical
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problem. If the potash lessee does not receive actual
knoviledge of the intention of an oil and gas lessee to drill
or the issuance of the permit to drill; in sufficient time
to get to the courthouse to get an. injunction, the damage
is done; since it is drilling through the potash measures
that causes the waste since the potash lessee will leave
some substantial amounts of potash in place to protect the
well.

As Mr, Donegan has testified, the Potash Company
of America has an exploration contract on this property.
Since we began our exploration operation on the property
we realized the difficulty and the problems connected with
it,since it 1s outside of. R-111-A, and we have employed
an agent in Artesia who checks a time or two every day
the Artesia offices.Of the U.S. Geological Survey and of
the 0il Conservation Commission for applications, notices,
rulings, and I suppose rumors too, to see 1f we can find
out anything.

Back to the point on the appropriateness of the
evidence that wé are looking at in this Case, the H.F.
Wilcox 0il and Gas Company vs. the State in 162 Oklahoma,
89, at 19 Pacific Second, 347, there is a head-note by

Andrews which states -- it happens to be quoted fiom the
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case itself -- (Reading) When the Corporation Commission

acts in a legislative capacity for the purpose of making

rules, it may ascertain in any manner it sees fit what
rules should be made and may make such rules without the
hearing of evidence or without regard to the evidence
heard. But when it attempts to apply those rules in order
to prevent waste or to regulate production, it acts in a
capacity at least quasi-judicial and it must act either
under rules of procedure and evidence provided by the
legislature or under rules of procedure and evidence pro-
vided by itself, and it may not then act without evidence
or upon incompetent, irrelevant, or immaterial evidence.
(End of reading.)

Again, I would like to point to the distinction
between this proéeeding in which we are asking for the
extension of a rule; we are asking that the Commission
make a rule,which is applicable already to a substantial

territory in New Mexico, to include additional territory.

In that capacity, when the Commission is acting in its
legislative capacity, it's entitled, and it should consider
all kinds of evidence, whether it be arguments, the pecu-

liar knowledge of its staff, the opinion of experts, any

T kind of evidence that it can obtain because in the

oot .
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legislative capacity it is not bound by the rules of evi-
dence as it is bound in the judicial capacity. Now, were
we hearing the Mesa Case I should agree with Mr. Kellahin,
that the probability is that the evidence that we seek to
introduce would be questionable maybe. I think that even
then it would still be admissible before this Commission
because you are asking to make an administrative decision
on a very broad basis and you should have all the knowledge
that you can get, and what we are really interested in
this time is getting before the Commission all of the
information that is pertinent to this question. Now, the
Conservation Commission itself, having been charged

by the legislature with the duty of protecting potash,

is none the less severely handicapped. The Conservation
Commission does not have facilities for determining whether
potash is present or whether the potash is of commer-
cial value; it has no budget to pxovide such facilities.
In comparison, the United States Geoclogical Survey has

a substantial organization to do that work on a contin-
uing basis. The analysis of all potash-drill cores

are reported to the United States Geological Survey, and
they are entitled to the core itself if they desire. It

maintains detailed records of all drilling and production
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activities, including activity on State and private lands.
The 0il Conservation Commission has no such information,
does not have official access to the Geological Survey's
records; and it is doubtful if the Survey would respond to
a subpoena. I say doubtful they would respond -- I don't
think they have ever responded to a subpoena -- so yéu
would probably have to take them to court to see whether
you could get the information. As to how much information

they are willing to give on an informal basis, I am not

advised as to that; but the 0il Conservation Commission
is placed in the position of having the duty to protect

potash, as commanded by the New Mexico laws and as delegated

by the Secretary of Interior, without having the means
to keep itself informed of the facts necessary to carry

out that obligation. I think that the Commission should

btained

r
3
]

avail itgelf of th2 best evidence that can
when they are called upon to make any kind of a decision.
In this Case, when you are called upon here to alter orxr

to méke a rule.or to make a regulation, you should have
every bit of information that you can think of or that any
of the partles can think of. You should have it as up-to-

date as possible because this changes, changes very much,

very rapidly. The economics of the potash industry have
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changed fantastically over the past few years.

I think we should not confuse, at this point, the
character of this proceeding with a proceeding, for instance
to decide whether Skelly should be permitted to drill a
particular well, or whether Mesa should drill a particular
well,

I would like at this point to just elude to that
Mesa Case for a minute because it illustrates a real. pro-
blem. Mesa Petroleum Corxporation is the operator, desig-
nated operator, in a unit which I believe they call the
Mash Unit., That unit consists of eight sections in 3 by 3
configuration, leaving out the section in the northwest
corner., At least two fFederal oil and gas leases in the
unit will expire on August 1lst, 1974, Mesa Petroleum Cor-
poration applied to the Geological Survey for locations on
Federal potash leases which they desire to drill, I mean
they applied for but they were not approved by the Géoiogi-
cal Survey.. They later filed an application for a permit,
the one that was just dismissed this morning before the New
Mexico 0il Conservation Commission, asking for permission
to drill on a State lease, a 40-acre State lease, If they
were permitted to drill on this 40-acre State lease they

could hold the entire unit over the two-year period because
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they would be drilling over the end of that period. Now,
this was outside R-111-A but we were apprised and had known
of Mesa's activity for a long time, and in fact we had
conferred Qith the Mesa people prior to the time that they
filed their application with the New Mexico 0il Conserva-
tion Commission. We were in a position -~ we objected to
the first hole that they drilled. There were three 40-acre
tracts in a north and south configuration; their applica-
tion was to drill near the north boundary of the northern-
most 40-acre tract. To that location we objected. A
hearing was set for today; we were able to reach a com-
promise in which Mesa withdrew their application and we
permitted them to drill -- I should restate that -- we
stated that if they applied for permission to drill in a
location near the north boundary of the southernmost. 40-
acre tract we would not object and we have not so objected.
But, if we had desired to object, we could have objected
Eo a new location. They figured, obviously, that they
couldn't win a case on their northernmost locatlion because
we had excellent evidence of good potash there. We have
good evidence of potash in the lower section but it is in
a different horizon and we're not real sure about it; we

were willing to compromise on the lower basin,
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= Think a minute where Mesa would be had we decided
to object; if they had come to the hearing today and lost
the Case, which was an excellent possibility, and filed a
new application on any other location within the State; we
could have objected to it. In fact, we had a general

objection on file in advance to any locations anywhere

since they are outside R-111-A. A hearing would have taken

them much beyond the first of August and Mesa would not
have been able to continue their unit by that type of
action. They would have had to use some other means to
see if they could get the unit extended, There is some
barren acreage in there probably,which they said they didn'f
wish to drill on; they might have had to drill anyway there.
5 I mention that simply to say that being outside

of R-111-A does not render the potash lessee helpless, I
might put it a different way-- and this was recognized way
back in the early 1950's when the original orders were

made -- that if you have a possibility of an administrative
decision before a group such as the New Mexico 0il Conser-
vation Commission, with a completely competent staff in

understanding what the problems are, you have a chance of

getting a decision in a hurry, you get a decision made by
|| people having expertise in the area, whereas if you take
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it to court you're liable to be tied up for many years,
and in that connection, a potash lease and an oil and gas
lease are different. Let's take the Federal situation. A
Federal oil and gas lease lasts for ten years; you can get
a two-year extension of it by drilling over the end, but
you have to have production to continue it beyond that
date. A potash lease is a different proposition. You do
your drilling in the first instance to prove the existence
of ore on the lease when you get it and you don't have to
do anything more but pay the rent from there in. One
dollar an acre and you continue to use your potash lease
as long as you want it continued. Now, if you get in a
situation where you are in court, time is on the side of the
potash lessee, not on the oil and gas lessee. I believe
that the o0il industry should recognize this matﬁer and
should be in favor of putting this jurisdiction within
R-111-A before the Oil Conservation Commission,

ﬁR. KELLAHIN: If you please, I think this has
certainly gone far enough. We're raising matrers that
have absolutely no bearing on this Case before the Commis-
sion in terms of potash leases or oil leases and everything
else. We've been patient and listened for some 40 minutes

of this. I think it has gone quite far enough and think
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the Commission should stop it.

MR, PORTER: Mr. Blackman, I assume, or I believe
you said, that you felt that the 0il Conservation Commission
could or should -= I believe if you put it correct -- Part
7 of Exhibit 4 by extending the limits of R-111-A?

MR, BLACKMAN: I believe that they could.correct
it; I believe they could help us substantially. I think --

MR, PORTER: (Interrupting) All right. Would
you like for this to apbly to the entire area as described
now in Eéhibit A -- I don't believe there is a description
in there -- the most recent outline of the.oil-potash area
By the Secretary; you feel that all of that area shodld be
included in R-111-A so as to make this Part 7 here actually
inoperative? |

MR, BLACKMAN: Yes, I think that's our position.

1 think that's a féir position. i have --

MR, PORTER: (Interrupting) You're approving
all of R-111-A should exclude all of the area that has
presently been designatead by the Secretary in the new map?

MR, BLACKMAN: Yes, and 1 feel thst is a fair
position,

MR, PORTER: You didn't read Part 4. Do you have

a suggestion as to how that might be corrected?
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MR. BLACKMAN: I'm sorry, I didn't have enough
copieé of that but I can keep one for myself.

MR. PORTER: 1 see.

MR. BLACKMAN: I have one in here but X don't havg
it immediately available. Part 6 reads: (Reading) The
Departmént reasserts its prerogative to make the final
decision of whether to approve the drillihgs of any pro-
posed well on Federal oil and gas leases within the
Secretary's potash area. (End of reading.) How would
you correct that?

MR. PORTER: That's what I asked you to decide, if
you had any suggestions on Part 6.

MR. BLACKMAN: I don't have any suggestions.

MR. PORTER: Mr. Kellahin, do you have any furthex
response to Mr. Blackman?

MR. KELLAHIﬁ: Yes, sir, I have some cdnsiderably
additional material I would like to present right here;
it's pertinent to this matter.

MR, PORTER: Well, the question I asked you, of

course, was facetious as far as Part 6 was concerned.
MR. KELLAHIN: Could I get a ruling on my objectio

MR. PORTER: You mean as to the further presentati

THE NYE REPORTING SERVICE
STATE-WIDOE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (805) 962-0386

n?

on




—

DONEGAN-DIRECT CASE 5276

of this?
| MR. KELLAHIN: Yes.

MR, PORTER: Well.now your position and your
objection was on the point, Mr. Kellahin, I believe, that
the Exhibit 4 and the material in Exhibit 4 --

MR, KELLAHIN: (Interrupting) You misunderstand
me, Mr, Porter, I -« Mr. Blackman has been talking for
some 40 minutes énd he 1s covering matters which have not
been presented in the testimony. He is in effect making
his Closing statement, and I think he is imposing on the
Commission, he is imposing on us, in making this type of
presentation at this point in this hearing, and properly
everything he has said which is not directed directly to
my objection should be stricken from the record.

MR, BLACKMAN: Mr. Commissioner, in response to
that I would like to say this: We have in this particular
case, if the Commission rules that I think it sliould, that
this i1s a legislative matter, and that very broad latitudes
may be exercised in the admission of all kinds of evidence,
then I would proceed along the lires that I have;if the
Commission should take the other view, that this is a narro4
case and that we should be limited to the matters of how

much potash there is in each particular section here, we're
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liable to be here for three weeks because this is not just
like a -- if you proceed in that direction then we're going
to have to take just about as much time for each one of
these little sections that we have in here, maybe each 40
oxr each 160 or maybe cach 320, as was taken in the recent
case of Phillips Petroleum and the recent case of Belco
with Kerx McGee. We can get into all of those things and
we can battle about them, but my feeling is that we have
in this hearing a very gemeral proposition of whether --
very simply this -- R-1lll-A only in its essential provides
for notice. The other provisions of R-111-A havé either
been superseded by statute, provisions that say that you
can't mine and interfere with oil and gas and those that
say you can't drill to interfere with mining. Those have
all been superseded by statute, R-111l-A, therefore, is
reduced in its essentials to only the Question of notice.
It has, in addition, a casing program in it, but the
Commission stands ready, and has modified that caaing_
program very many timeg. There is, as I understand it --
1 could be wrong on this -- but it is my~undefstanding
that before the 0il Conservation Commission there is a
casing program ﬁrescribed for every location in the State

of New Mexico, It is either under a general rule that says
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you'll do it this way or under a particular rule for a
particular pool. Now, under those circumstances we're
talking about a very broad proposition and I consider this
to be under the rule-making power of the Commission.
Therefore, the evidence submitted can be completely broad an
I think the Commission is in a difficult position if they
don't take that position. I was just about to offer you a
solution to a lot of these problems, which I think is a
solution to a lot of these problems. |

MR, PORTER: Mr. Kellahin,

MR. KELLAHIN: Mr, Porter, I feel somewhat like
the old cowpuncher Qho told the country preacher,whén he
hauled a load of hay out into the field and only one cow
showed up, he didn't give him the whole load. I feel like
this is what we've got here. I raised a very simple
objection to a bit of evidence and we got the entire
presentation in the response,

Now, Mr, Blackman has raised many questions which
I won't even attempt to answer, nor do I think it is
ﬁecessary. He did not pay any attention to Part 6, and I
think it is a significant provision in this memorandum if
the Commission pay any attention to anything here. The

part reasserts its prerogative to make the final decision
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of whether to approve the drilling of any proposed well on
Federal oil and gas leases within the Secretary's potash
area, 1 think that's nothing more than the lesson of the
statement of the law, As a matter of fact, the Board of
Land Appeals in a recent case involving an Oklahoma corpor-
ation in its decision said exactly that: He said that the
powers of the State of Oklahoma do not supersede the powers
of the Secretary of the Interior and held a forced pooling
order entered by the Oklahoma Commission was invalid,

Now, Mr. Blackman's objection to leaving tﬁis
area under the Secretary's area and not in R-11l1-A appears
to be based primarily on the lack of notice in case some-
body wants to drill. in here. He has already taken steps
to remedy that himqelf by having someone check the records

at the Artesia office and if he wants notice and hearing

‘before the Department of Interior, if he doesn't feel he

is getting due process, then he should have resort tc the

Civil Procedures Act and made some demands on the Depart-

‘ment of the Interior and not on this Commission because it

is not this Commission's.doing, if that is his complaint.
Now, when you get into this question of whether
this is a legislative or a judicial function, that raises

an age-old dispute of what is legislative and what is
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judicial. I would say in this particular instance we are
in effect -- Mr. Blackman's clients in effect ~- are asking
that nobody be permitted to drill in here except after
approval of this Commission under the special procedures
of R-111-A, That certainly is an extension of the provi-
sions of the Act to affect others is at best a quasi-judicial
function; you are affecting valuable property rights of the
people. .Just as an example, in the Belco Case and the
Phillips Case we had to go through this prccedure and some
two years passed in each instance at the expense of
thousands of dollars, then we got our permits.,

But, whether it is legislative or judicial -- and

the cases quoted by Mr. Blackman had nothing to do with

‘the law in the State of New Mexico, I might add -~ I call

your attention to Section 65,320 of the New Mexico Statutes:
(Reading) Except as provided for herein, before any rule,
regulation or order, including revocation of change, renewal
or extension thereof, shall be made under the provisions

of this Act. A public hearing shall be held at such timé,
or place, and manner as may be prescribed by the Commission.
The Commission shall first give reasonable notice of such
hearing, in no case to be less than ten days except in an

emergency, and at such hearing any person having an interest
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in the subject matter of the heafing shall be ontitled to be
heard. (End of reading.) Now, a hearing contemplates the

presentation of evidence and argument and, as the statute

says, these hearings will be conducted under rules prescribeh
by the Commission. The rules prescribed by the Commission,
bearing on the rules of evidence provide: (Reading)

Full opportunity shall be afforded all inteiested parties
at a hearing to present evidence and to cross examine

witnegses. In general the rules of evidence applicable to

a trial before a court without a jury shall be applicable

provided that such rules may be relaxed where by so doing

h

the ends of justice will be better served., (End of reading,

Now here is the key to it: (Continue reading.) No oxder
shall be made which is not supported by common legal evidende.
(End of reading.) That's what we are asking for.

Now, coming down to the basis of this case, Mr.
Blackman has certainly put his finger directly on some very
serious problems involved here: In the first place, Order
R-111-A was adopted in 1955; the authority of this Commis-
sion to regulate oil and gas drilling to protect potash
was passed by statute in 1965. Mr, Blackman says that in
effect then supergseded the part.of R:1il-A, I'm not at

all sure, and I think there is a serious question, whether
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a later statute can breathe life into an order entered
without statutory authority, I think the Commission would
have to rely solely on its_right'to prevent waste in:adoptin
R-111-A, but certainly it has no statutory authority over
potash at that point when it adopted the order. The real
duestion we are faced with here, and one which Mr. Blackman,
in his very last statement to he made; indicated they very
definitely want to avoid, is the duestion of commercial
depogits of potash. Now, the authority of this Commission,
its poweré and duties as Mr. Blackman stated, relates to
the prevention of waste of potash as a result of oil and
gas operations. Now, waste is defined by statute, and

in Section 65, 34, Paragraph F, the statute says: (Reading)
The drilling or producing operations for oil ox gas in

any area containing commercial deposits of potash, when
such operations would have the effect unduly to reduce the
total duantity of such commercial deposits of potash,
which may be reasonably recovered in commercial quantities,
or where such operations would interfere unduly with the
orderly commercial development of such potash deposits -=-
(End of reading.) Now, there you are, four times in that
one paragraph the New Mexico Legislature has pointed out

that this Commission's authority relates to protection of
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commercial deposits of potash. If the Potash Company of
America has a case and Mr. Hodges has a case, it is a case
to show where the commercial deposits of potash are in
here, which this Commission has the authority to protect.
If they can't show that there are commercial deposits of
potash, commercial certainly means potash that can be mined
at a profit, then this Commission has no jurisdiction or
authority to act nor should it act, I believe that the
other matters raised by Mr. Blackman are really immaterial
to this case. Thank you,

MR, BLACKMAN: Gentlemen, I:agree with Mr,
Kellehin that there is a very good érgument on this
duestion of commercial. The statute, however, is not that
narrow. The statute says "prevention of waste of potash;"
and it defines waste as being commercial. But let's:
assume for the moment that it does limit it to commevcial,
and what is commercial. Well, I have listed a few here
of the elements bearing on something as ton whether it is
commerxrcials You have industry economics, you have company
economics, you have governmental action, Washington is
liable to do something, Canada is liable to do something;
the situation in Canada is absolutely fabulous if you
haven't heard, The situation in Canada is such that it has
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changed the economics of the.potash industry fantastically.
Up there, in both oil and gas and potash, between the
Federal Government and the Province of Saskatchewan, I be-
lieve the tax figures out to something like 130 percent
because the Federal Government says we don't recognize the
right of a province to tax, but the province taxes anyway.
It's something like 80 -- everything over what they consider
to be a reasonable profit. You have tecﬁnOIOgy; technology
changes., Very different and new methods are coming in. The
location of a particular core that you have with respect

to other ore bodies, the location of the core body with
respect to transportation, the location within a particular
ore body. If you have a core that indicates the presenc2
of potash, which everybody in the room would agree be

below margin, it might nonetheless be commercial in the
particular situation because it‘was in an area which you

t to drive eontry ways. It mighi be very much
nicer to drive it through 4% material than to drive it
through salt., The size of the ore body is very pertinent.
When you have a core hole, you don't know much about the
size of the ore body; you have lots of them, The complex-
ity of the ore itself; for example, here in the recent Kerr

McGee Case it was assumed, and in testimony concerning
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whether & particular core showed commercial potash, that
camllite could not be recovered, but Kerr McGee turns out
to be recovering it, so --
MR. PORTER: Mr. Blackman, I want to interrupt
you at this point. I think the Commission has probably

enough infoxmation to rule on the objection. We recognize

that commercial potash can be a flexible term, considering
the degree of economics involved, and so forth, so we're
going to recess the Hearing for a féﬁ moments while we
make a decision on thé motion.
(Whereupon; a short recess was

had.)

MR. PORTER: The Hearing will come to order,
please. The Commission will sustain the objection, and
in order to save time I want to make this statement: That
is thekCommission will decide the case upon the sworn
testimouy of ihe witnesses in the Hearing relative ito the
presence or absence of commercial potash in the aréa under
congideration, Now,if ybu desire to offer information
that has been developed by the USGS, then a proper founda-
tion will have to be laid by the witnesses who participated
in the preparation of that information., I think we can

save time if we observe those ground rules and proceed
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with the Hearing.

MR, BLACKMAN: If the Commission please, I would
make an exception to that ruling of the Commission.

MR, PORTER: Your exception will be noted in the
recoxrd, Mr. Blackman.

MR, BLACKMAN: At the appropriate time, if I am
not able to comply with the rules, I will make an offer

of proof,

BY MR, BLACKMAN:

Q Mr. Donegan, I hand you a document which has been
marked for identification aé Exhibit No. 5. Mr. Donegan,
will you explain what that Exhibit 5 is?

A Exhibit 5 is a base map prepared by U.S. Geologi-
cal Survey to which we have added certain features and
show certain geological conditions that exist in the
Carlsbad potash district. The original USGS map has been
reduced to one-half scale for thé purpose of convenience
of the Commission. We have a larger copy of the original
that we can put on the wall,

This map shows in red the mined-out areas in the
Carlsbad potash districe. This includes the areas of

first mining and second mining both colored red, but the
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Page ..o v
o second-mined area, but the second-mined area is to be

identified by the diagonal-ruled lines and dots assembled

from the USGS. The proposed Hodges area, or the Hodges

area proposed for extension in this Rule 111-A as amended
is colored yellow on the map. The green line is the

west truncation of the ore zones in the Hodges area. This
line could be extended along the margin of the ore bodies
to the noxrth; they are also truncated to the west.  The
blue line to the south is the north border of an area
leaching and subsidence of the potash ore zones., This area
extends on into Texas and is apparently due to the presence
of perméable sand zones in the lower 8alado that permitted
an influx of ground water and caused solutions to open up
and subsequent collapse or subsidence of the ore zonés

and leaching of the ore zones. This trend or fairway

of ore bodies through here is the high-grade depogits of
the Carlsbad district. These are the great producers of
Carlsbad and some of tha greatest mines of the world; they
made Carlsbad one of the great potash districts of the
worldy The mines to the east are deeper and were
developed later, The significance of this trend is

related to this subsidence area that the treand is cut-oif

—{ only by that subsidence area. Perhaps this trend ore body
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was continued on into Texas if it hadn't been for the
leaching in the subsidénce area. The drilling that has
been done to date to the south on the Hodges area confirms
conditions similar to the area to the horth in this trend
of great oxre bodies. I will show you later on another
map and as you can see on this map there are areas indicate
by the symbols of eéual slgns are random equal signs
areas of no data and by crosses barrem areas. You can
gee in the area of these ore bodies there are a number of
barren areas. For instance here, and inside those mines
are the mined-out areas; there are numerous local barren
areas or salt horses. The point of this is that any
individual hole drilled in there wouldn't tell the story,
or six or eight holes. The regional picture is the only
way we can evaluate the Hodges area., We have some great
potash holes in the Hddgés area and some locally weakly
mineralized holes. Those don't tell the picture except
in a general way. They show that we're in this trend of
major ore bodies and we likely have similar ore bodiles
to the south and we likly have local poor areas that would
be ideal drill sites.

This map also shows the USGS area of mineable

regerves. There are two symbols showing that; one is the
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diagonal line which shows the measured mineable potash
reserves in one or more zones, The broken-dashed line
shows indicated mineable reserves. I think it is extremely
important to consider, and perhaps this is somewhat out of
order from what we've just said, but when you consider

that the mining companies in this area work in a confidential
manner, no one person knows everything about this district;
very few know much more than about one mine, But one
organization knows everything., that is the USGS. They
are the only ones that can actually see the whole picture
in there, and that's why a map of this kind is extremely
important, because we are able to see from information of
this kind data that wouldn't be available any other way to
the Commission. If we consider only the data in the area
that we're involved in then we're in a very small part of
the picture and we're not going to get the true story.

I should point out that the Hodges leases in the
proposed areas for extension of Rule ill-A as amended is
pretty well defined by geological and other boundaries to
where it is a discreet and definite thing. It's not just
a lot of land that somebody's trying to get withdrawn. We
have a west truncation and south subsidence. The east Rule

111-A area has been withdrawn -= or not withdrawn -- but
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SN has been placed under Rule 111-A as the IMC and Permian
potash langbeinite area, and we're bounded on the north
by Rule 11i-A.

Incidentally, the Hodges' leases and permits Covered
quite a large area when we first made our play there. What
you see now is kind of the guts of the potash that we de-
cided to maintain. We drilled several holes outside this
é area, confirmed they weren't in this fairway of ore bodies,
and abandoned those potash permits. We narrowed our block
down to the area that we considered, based on our drilling on
regional considerations, probably have potash under sub-
stantial part of the block. When I say substantial part
we haven't done enough drilling to say that there's potash
under every location. We have enough information to show
there is a number of potash ore bodies there, probably a num-
ber of potash ore bodies, and until we do more drilling
we're not going to know the boundaries of those ore bodies.
But if we should use one or twc barren holes, or several
barren holes to call some of this area not to be under
5 Rule 111-A, we may be withdrawing our -- I shouldn't say
withdrawing —~-- we may be vruling out areas very similar
to the salt-horses right in the‘middle of these ore bodies

—|| to the north. - That's why the entire area should be placed

- .
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in Rule 111-A, and then give us the chance when someone
wants to drill, to discuss hole-by-hole basis.

I would like, Mr. Blackman, to further show this
idea here of the 12th ore zone.

(Whereupon, a discussion was held
off the recoxd.)
BY MR, BLACKMAN:

Q Mr, Donegan, I1'll hand you a document marked
for identification as Exhibit 7, Hodges' Exhibit No. 7,
and ask you to identify that document.

A This is a gtudy of the fifth ore zone by Charles
Young, one of the great potash experts in the USGS, and
the value or purpose of submitting this particular Exhibit
and a particular map out of this Exhibit is that it will
show the characteristics of one ore zone in such détail
it involves about a thousand holes.

MR, KELLAHIN: If the Commission please, in view
of the Commission's ruling on our objection and its state-
ment as to what would be admitted, we object»to this
Exhibit unless it is shown that the Witness participated
in the preparation of information contained in it.

MR, PORTER: Objection sustained.

MR, BLACKMAN: I think that you have made a ruling
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all right that material cannot be put in unless you can
show who prepared it.

MR, PORTER: I believe my ruling, Mr. Blackman,

was that the proper foundation would have to be laid by
someone who participated in the preparation. 1In view of
that --

MR, BLACKMAN: (Iﬁterrupting) As you well know,
in dealing with the Unite& States Geological Survey, they
have been forbidden to testify. I can call them up and
have them refuse to testify if you think you would like
5 that; but I cannot produce anybody from the United States
Geological Survey to identify anything. Now, Mr. Donegan
here 1s testifying aé an expert geologist in the field
He has referred unduestionably and studied many, many, many
different sources of information and authorities on
geology and the like. This is a study that has been made
in that particular instance and I would offer this for
the limited purpose of simply shéwing how, from a map
that this thing contains; what a potash deposit looks like,
as it is outlined on the map. I think that the Commission
has placed an impossible barrier upon proceeding in this
manner when we are not permitted to utilize the best

information that is available, I feel that the Commission
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is denying itself at its peril the use of large amounts of
information available in the field. 1 realize ycu ruled
against me and I don't want to belabor the point, but I
would offer this particular evidence simply to show that
in that limited puxpose.

MR, KELLAHIN: With the limitation placed on the
Exhibit by Mr. Blackman we'll withdraw our objectiom.
BY MR. BLACKMAN:

Q Mr. Donegan, would you explain that map, bearing
in mind the limitations which I have placed upon yon»and
which the Commission has ruled.

A This is a map showing details of the fifth ore
zone from -- what were the limitations, Mr. Blacknman?

Q Show what an ore zone looks like. |

A Mx. Jones in this bulletin -~ and incidentally
this is a public bulletin, it costs a dollar from the
U.S. Geological Survey -- Mz. Jones used 350 corxres, cores
from 350 holes, and about 700 logs to prepare this ﬁap.
The map shows by color the changes in minerality of the
fifth ore zone. The area to the noxth, shown in blue, is
an area predominately carnallite in the fifth ore zone.

Q Mx. Donegan, let's lay a little different prelimin-

ary on that. Explain what you mean by a fifth ore zone.
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How many ore 2ones are there in the potash producing area?

A The Carlsbad potash district has several kinds of
occurrences of potésh minerals. Jones classifies them in
two main groups: the massive deposits and the disseminated
deposits. In addition there are other minor occurrences
even as veins. The disseminated deposits are not of
economic significance. They aie of scientific interest
in understanding the massive deposits. The deposits that
we are concerned with lere are massive deposits and those
massive deposits have been named by each company in their
own mine with separate names. The USGS has a standard of
their own which is convenient to use because it would apply
over the entire district. When you talk about the number
3 bed in one mine oxr Abel bed or Fox bed in another mine,
it gets kind of confusing, so the reason that I was
talking about the fifth ore zone, that's one of the l2 ore
zones that is named by the USGS by their standards. These or
zones occur in the upper Salado formation in a zone approxi-
mately equivilent to the old McNutt potash zone. Eleven of
the ore zones were in McNutt potash zone; and the 12th is hig
up in the section and 12 never amounted to very much and is n
a commercial oxe zone. The fith is a commercial ore zone;

it is mined in the IMC mine. The most significant
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thing that this map shows is that these ore bodies are not
simple blanket deposits., As Charles Jones has said, the

ore zones in ore bodies of the Carlsbad potash district

are labyrinthic complexes. And you can imagine when we're
dealing with eleven ore zones and maybe four or five of

them are significant and will be significant production

in the past and in the future, what a complex of ore bodies
we would have in any given drill site if we superimposed
five or ten of these kind of patterns. In other words, a
drill hole here in one zone could miss all of the zones, and
there seems to be some relationship to some of these islands.
If you can imagine this has been precipitated in a late
Permiam Sea over an irregular surface that has brief mounds

of concerted areas, then this irregular surface would have
local highs and that has some control over the thickness

of the ore zones and the location or absence of potash.

Also, it's important in this area to remember we have some-
thing else to make it very complicated. I don't want to
belabor the gzology here, but I think it will help to
understand our problems to the south. Originally potassium

in some form or another, probably sylvite and carnallite

was precipitated as the first development of these ore
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bodies. Then later a very complex metamorphism took place.
Solutions moved vertically and horizontally and that'é what
changed these ores from the original sylvite and carnallite
That's why, as I started to say, we have this unusual
situation the colors are showing. We could ignore this
map as a USGS map and just say that -- well we can't do that
-- but this might be typical of any ore zone, it's just
a selected ore zone that they had a lot of data on.
Anyway, the blue area is principally carnallite, the purple
area is principally sylvite . This color here, the reddish
orange, is principally langbeinite, and various areas we
have a different combination ¢f minerals betweeﬁ the two,
For instance, in some areas we have mixed stylvite and lang-
beinite. We have similar conditions in our area to the
south., Now, the fifth ore zone does not completely apply to
our area except as an example of the characteristics of just
one ore zone. The ore zones that we're dealing with to the
south, there are several of them, and we only have minor
mineralization in the fifth, so what we're trying to imply,
anything about ouf area, about the fifth ore zone specifical
but just give an example of one ore horizon.

Q Mr. Donegan, would you give us your opinion con-

cerning the possibilities and probabilities of commercial
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deposits of langbeinite oxe in this area down here which is
colored yellow?

A This area on this map?

Q Yes, the area that is colored yellow 18 the sgame
on Exhibits 5 and also on Exhibit 1 and I believe 2.,

MR, KELLAHIN: If the Commission please, we object
to the question as no foundation has‘been laid for it. The
only testimony so far in regard to presence of any kind of
potash ore 1s Exhibit No., 5 which obviously shows the area
involved does not contain oré in its entirety.

I think Mr. Blackman's duestion is proper if he lays a
foundation for it and shows that this Witness has acthally
made a study of the area colored in yellow fo: the purpose
of determining the presence of ore,

MR, BLACKMAN: I beg your parxdon, I think he did
that to start with, Mz. Kellahin. I'll ask him again,

I'm sure he testified to it previoualy, but I'll ask him
again,
BY MR, BLACKMAN:

Q Mr. Donegan, have you made a study of the ore
zones, all of the sre zones in the yellow area on Exhibit
5, and particularly in the fourth ore zone?! Can you
kindly testify as to what you believe the possibilities are
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with respect to the existence of commercial ore bodies
within that area iﬁ the fourth ore zone and then continue
your testimony with respect to the other ore zones
insofar as you can.

A I have examined -~

MR, KELLAHIN: (Interrupting) If the Commission
please, Mr, Blackmgn misses the point of my objection.

If this Witness has made a study, he should first produce
~the results of this study, show how it was made, and the
basis of the information on which he bases this. Cextainly
he's an expert and he can make conclusions, but we have a
right to know what he basis those conclusions on. If Mr,
Blackman is p:epared to present thic testimony 1atef, it
should come before this duestion.

MR, BLACKMAN: I will ask that the Commission rule
on that question bécause I +hink Mr. Donegan, having made
a study of it, is entitled at this point to state the re-
sults of his study, and he has thé background area oi the
study, which I will present at a later date if the
Commission so desires.

MR, PORTER: Mr, Blackman, the Commission feels
that he should give us the results of his study and then

draw his conclusions from that study after you put that in
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the record.

Now, at this point we will recess the Hearing
until 1:00 P.M.

(Whereupon the noon recess was

held.)

MR, PORTER: The Hearing will come to order, please
The Commission will recognize Mr. Blackman who will continue
examination of his Witness.
BY MR. BLACKMAN:

Q Mr. Donegan, you'testified that you have made a
study of the potash and langbeinite possibilities and
probabilities in the area designated in yellow on several
of thease Exhibits. I would like you to refer specifically
to Hodges' Exhibit No. 1, where you will ndte many drill
holes are identified and testifying for a while from that
Exhibit, which will make locations of the holes easy,
would you kindly tell us what your investigation indicated
with respect to hole A-10? What was the log in each of
the ore zones which shows any mineralizaéion?

A Mr. Blackman, A-10,bencountered in the fourth
ore¢ zone, 5.2 feet of 9.1 percent langbeinite, 4.8 percent
syl vite, and these are, of course, equivalent K20

MR, PORTER: What was the first figure you gave?
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MR, DONEGAN: 5.2 ifeet of 9.1 percent K20 as
langbeinite.

MR. PORTER: Thank you,

MR, DONEGAN: I think I can shoxten these since
there is so many of them; if you like I won't say K20 each
time, just the minexal, if that's agreed.

MR, PORTER: Yes.

MR, BLACKMAN: May I interrupt just one minute.

I would like the record to show here, that in response to
a request, copies of all of these logs have been furnished
to Mr. Kellahin -~ or rather to Mr. Warnock on behalf of
Mr. Kellzhin -- unless we testify to the contrary.

MR, PORTER: 1 see.

MR, BLACKMAN: We gave him all we had; we didn't
include everything but we don't have everything.

BY MR, BLACKMAN:

Q Were there any other mineralizations in that?

Any other ore zones?

A Yes, sir. Once we get these folded out here it
won't take so long., The same holes have duite a bit of
mineralization in other ore zones. In the fourth ore
zone ~+ I've given that -- in the first ore zone, Hole

A-10 had 5.3 feet of 10.1 langbeinite.
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Q Repeat that please, 5.3 feet?

A 0f 10,1 percent 1angbeinite,.2.l percent sylvite.
In the 10th ore zone in Hole A-10 we cored 4.1 feet of
8.5 percent sylvite and 3.0 percent langbeinite.

Q That's in the 4th zone, the lst zone and the 1QCth

zone?
A Right,
Q Is there any other mineralization in there?
A Thexe was slight mineralization in othex zénes,

the 2nd and 3rd ore zones.
Q All right., Move ovex now to page 4 which is
along the lower boundary, I believe, of Section 2,

A Yes. H-4 encountexred 5.9 feet of 8.6 percent

langbeinite.
Q Which ore zone are you in?
A Pardon me, 4th ore zone. |
Q 4th ore zone, Repeat the figures please.
A 5.5 feet of 8.6 percent langbeinite.

MR, PORTER: 1 believe your first figure was 5.9
MR, DONEGAN: I'm sorry, it is 5.9 feet.
MR, FORTER: Thank you.

BY MR, BLACKMAN:
A (Continuing) 8.6 percent langbeinite and 8.0
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percent sylvite, In the lst orxe zone, in Hole H-4, we
cored 10.4 feet of 12,0 percent sylvite and 4.4 feet lang-
beinite.

Q And what percentage of langbeinite?

A 4.4 percent lahgbeinite.

Q 4.4 percent langbeinite?

A Yes. |

Q That would be 10.4 feet of 4.4 percent langbeinite.

A Yes, sir. Now, the feet, these are K20 values;
not percent of langbeinite but percent K20 equivalent.

Q Any other zones?

A Yes, éir. In the 10th ore zone in Hole H-4 we
cored 6.6 feet of 20.1 percent sylvite and 2,3 pefcent
langbeinite. The 2nd and 3rd ore zones were slightly
mineralized in Hole H-4.

Q Secbnd and third slight. 'Now nearby, a half a
mile to thé west, H-2.

A H-2 in the 4th ore zone had 5.5 feet of 9.3 percent
langbeinite K20.

Q Repeat those please?

A 5.5 feet of 9.3 percent K2Q langbeinite. In the
1st ore zone in Hole H-2 we encountered 6,7 feef of 3.2

percent sylvite and 6.7 percent langbeinite. It is
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unfortunate that we have to give figures on such good
holes next to land that we don't have leased,

Q Any other mineralizations in any other zones?

A Yes, sir. In the 2nd ore zone in H-2 we havé
3.5 feet of 6.9 percent sylvite, 3.5 percent langbeinite
and 1.6 percent leonite; 3rd ore zone slightly mineral-
ized; 10th ore zone 6.8 feet, 12.2 percent sylvite, 3.7
percent langbeinite and 0.8 percent levmite  all K20,
of course,

Q Now, there are several holes around there numbered
PFCA 1 through 5. Would you explain‘the situation with
respect to those holes?

A PCA is drilling in this area at the present
time. They're on Hole 6 and may be on Hole 7, which is
not shown on the map. We do not yet have the analysis of
the PCA holes. The PCA people have seen the cores and
think they look good, but witil we actually have the
chemical analysia‘we can't give you the exact figures, I
might say that we do know one thing has been proven in
there; that we have apparently continuity of the ore body
with some minox exceptions,

Q Now, with respect to the next hole to the south-
east, H-3?
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- A H-3 in the 4th ore zone at 4.5 feet of 10.3 g

percent langbeinite., In the lst ore zone, Hole 3 at 6.4

feet sylvite -- excuse me -- 6.4 feet of 8 percent sylvite.
MR. PORTER: Which zone is that?
MR, DONEGAN: First ore zone,

MR, PORTER: Thank you,

§ BY MR. BLACKMAN:
- A (Continuing) 2.8 feet of langbeinite and 1.1 foot

of 6.4 percent glaserite. The significance of glaserite
§ in this area -- this is my opinion, the reason we have the
glaserite figures here -- glagserite is a potassium sodium

0 sulfate not being mined to my knowledge anywhere, but I

undergtand that some companies have tried tc make it arti-
ficial, and we've discovered glaserite in some of our holes,
especially to the south, and we have a‘very exciting pos-
sibility in the central part of our block there, that we
might develop a glaserite ore body, # voduct that we could
mine that apparently would make a valuable fertilizer, This
is all something that would have to be determined when we
drilled around the holes that had the glaserite.

MR, NUTTER: Mr. Donegan, you did not give the

percentage of that lamgbeinite at 2,8 feet,

T MR, DONEGAN: It was 6.4 feet of 2,8 percent

~ "?_‘J
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langbeinite.

MR, NUTTER: Thank you. And what was the percen-
tage of the glaserite?

MR, DONEGAN: Well, what I have here is -~ I don't
have an average for the entire zone. 1 might have cbnfused
you there. Out of that interval there is a zone of glaserit
and it's 1.1 fobt thick of 6.4 percent K20 glaserite.
BY MR. BLACKMAN:

Q Any other mineralization in H-3?

A Yes, sir., In the 2nd ore zone ﬁe have a thin
zone; 2.4 feet 6.7 percent sylvite, 3.9 percent langbeinite,
and 0.8 percent leonite; 3rd ore zone only slightly miner-
alized; 10th ore zome of H-3, 11.2 feet of 9.0 sylvite and
3.5 langbeinite. Now I have a couple of other breakdbwna
on that ore zone because we had some high-grade streaks;
first I gave you the average of the entire 11,2 feet.

We have in that interval 5.4 feet of 8.9 percent langbeiﬁite
and we have in another interval in th#t ore zone of 11.2
feet 3.2 feet of 16.9 sylvite. That is the only minerali-
zation of significance in that Hole 3;

Q Now, moving to the east --

MR, KELLAHIN: If the Commission please, in the
interests of time it would seem to me that all of the
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figures that have been read, as far as we're concerned

we can read them. I'm sure we can sift through them. If
the Applicant here wishes to submit an exhibit showing these
figures I see no reason to take these one by one and go over
the whole area. Their duty is to show commercial ore de-

posits., We've got no interxpretation on the basis of

these figures yet, I'm sure we will come to it, I don't
see the necessity to read all those figures into the

recnrd 1f we have some Exhibit that shows us. We've got

58 core holes and we've got'a long way to go.

MR. PORTER: Do you have an Exhibit prepared that
would show those thicknesses and percentages.

MR. DONEGAN: No, sir. I have my work maps -~
coming by bus -- I guess we were too optimistic. We never
dreamed that we were going to have to reveal every hole
that we were talking about a hole-to-hole basis. Now X
have one work sheet drafted of everything I am giving
you, with the exception of about 10 holes. If this thing
goes into tomorrow I will certainly have all of this in
the morning. I have ordered 6 coples of these maps. I
also have here a stack ﬁf 58 logs that have all of this
data -~ it's more than 58 -~ and all of that data is

| xight here; we can offer that, which is the same thing
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that Mr. Kellahin has,
(Whereupon, a discussion was held

off the record.,)

MR, TRUJILLO: Mr. Donegan, can the information
be put on these maps that you will give by tomorrow?

MR, DONEGAN: It is already on the map.

MR, TRUJILLO: It is just a matter of having them
ready not sooner than tomorrow, is that it?

MR, DONEGAN: My daughter put them on a bus to
go to Albuquerque to get-a blueprint and ship them back.
Now, whenever the bus gets here, at the latest tonight I
would think.,

MR. PORTER: Would that be satisfactory?

MR, KELLAHIN: If the Commission please, mine was
not an objection, they have a perfect right to put this in,
but it seems to me that it would be rather burdemsome to
go in this fashion through all these core holes and still
have nothing which shows where the projections of this
information ~--

MR. TRUJILLO: (Interrupting) Mr. Kellahin, are
you willing to stipulate that if they provide us with maps
with the required information shown on these maps, would

you stipulate to that?
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MR, KELLAHIN: Subject to our checking them
againgt the information which we have, yes,

MR, BLACKMAN: I'm not sure --

MR, KELLAHIN: Subject to checking them against
the information which you have furnished us, to be sure
they are correct.

MR, BLACKMAN: You mean the exhibits that we are
going to furnish will be essentially corxrect or will
reveal the core hole information as it 1is as we know it?

MR, KELLAHIN: That is correct.

MR, BLACKMAN: Well I think I have to proceed
around the perimetex of this area anyway to show you
what's in there. Otherwise you will object again and Mr,
Donegan has not told you what studies he has made. I'm
reading into the record what studies he has made, what he
has examined, and what is revealed by it. I asked him in
the first instance what his conclusion was and you objected
to that and the Commission ruled that I had to show what
studies he has made, I can't show thaf by one exhibit until
tomorrow, so I will simply have to put it in pilece by piece
today, unless you are also willing to go ahead and say
that I can ask him what his opinion with respect to the

trends, the existence of potash, particularly langbeinite
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within this area and let him testify with respect to that.
I'm willing to go ahead on that but I don't see how I can
go ahead both ways.

MR, PORTER: When you come to a fork in the road
you can't go down both roads.

MR, KELLAHIN: 1f the Commission please, this
Commission has heard many, many potash cases, and never in
the history of this Order has a case been presented in
such a fashion as this, with core hole, core hole, core
hole, In every instance they've had an exhibit with ‘the
core holes on it, the information on the exhibit, their
interpretation and projection of that information toighow
where the ore body lies, and that is the basis of their
presentation. Now, to say he can go ahead now and ask
him to say whether this is productive commercial quantities
or not leaves us in the dark., I have nothing to cross
examine him on until the exhibit is produced, There is
still nothing, and if he goes down through here and gives
us the information on every single solitarxy core, we still
don't know he's done. All he has done is determine that at
that one point this situation}existed. We don't know what

he did with it. I'm at a loss to know how we can possibly

proceed at this point.
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MR. BLACKMAN: Well, I don't see what other way
we can proceed; you want to know how he did it; when I
get the information in the record I'll ask him how he did
it,

MR. KELLAHIN: I1've made my objection. If the
Commission wants to let him proceed in this fashion, that
is fine.

(Whereupon, a discussion was held

off the record,)

MR, PORTER: Mr, Blackman, is it your intention to
discuss each one of these core holes separately anyway,
regardless of whether you have them tabulated or with
fhese results on them?

MR. BLACKMAN: 1 wotld discuse them by groups, but
I might suggest sométhing like this. I have o desire to
take the Commission's time up by going into all thie detail
which obviously will take a long, long, long time to put
in there and give all the details of all the projections,
My feeling about this particular case is that it is quite
different from the cases that have come along before. We
have here a substantial area which has high probabilities
of potash mineralization, As to whether needs -- we really

do not have very much information about it at the present
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time. This {8 the reason why we are drilling these holes
PCA 1 through 6 up there. We're trying to get that infor-
mation and this is a method of trying to establish the
size of the oxe body, to see if it's sufficient. This
means that we will be looking around in different places
within here based on rather sketchy information. It is
not easy to say whether there is, not easy to establish
positively that you can say that as of here we have an
ore body that goes from here to here because the information
fhat we have is not sufficiently detailed to do very much
of that. We can do it up there at the north where PCA
is but tﬁe only thing that I can suggest is that we
might proceed in this fashion if the Commission would pre-
fer the information put in the form of a map with projec-
tion lines on it indicating where the ore bodies are
projected to be., We could prepare such an exhibit, the
trouble is that it would take a little more time than
just drawing a few lines because of the fact of these
multiple ore zones,

MR, PORTER: You say you are now in the process
of drilling additional core holes in the arxea?

MR, BLACKMAN: Yes. As Mr. Donegan Qaid, we've

drilled 5, we've completed 5 holes, PCA 6 is located on
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here. 1'm not sure at this moment whether PCA 6 has been
completed and PCA 7 is started or not. The process of
analysis of the cores in thede instances is quite difficult.
It is very easy to run an ore in, take a particular section
of potash and hand it over to the laboratory and run the
K20 on it to find out how much potash is actually present.
But to try to find out what the makeup of that potash is
requires a large amount of detalled engineering and ana-
lytical werk, ending up with a material balance, and our
chemists won't release the work until they got their
material all in balance and they are willing to say
positively that this has so many feet of this percentage

of sylvite and so many feet of this percentage of langbeiniﬁe
and so many feet of something else, so we don't have that
information. All we can say is that it looks good, but
that's all at this point. Now that's only -~ that only
applies to that area ub there. With Mr. Kellahin's
permission, what we have done that Mr. Donegan has testified
to is we entered into a contract and we are obligated to
keep on drilling until we either do something with it or
give it up, If we decide to do something on it we'll

end up in a joint venture with them as to what it is. We

have spotty areas around here and we could draw such a map
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and I can get something like that ready so you might
suggest one thing, that within the areas with which we

are proceeding or in this area we might prepare such a map
for the Commission. We can't do it by tomoriow; we would
have to say that we would get it as soon as we could in
some continuing basis, but otherwise ---

MR, TRUJILLO: (Inteirupting) Mr. Blackman,
would you have thé informétion for all the holes you ﬁave
listed on your Exhibit 1?7

MR. BLACKMAN: Do we have information for all
these holes? Let me ask Mr. Donegan that, 4 few. we do
not have, for instance, D-32 in there that I was going,
and D-4 I believe which I was going --

MR, TRUJILLO: (Interrupting) If you do have the
data for this, is‘it possible teo provide the Commission
@ith a map indicating all that data on the map with the
holes that are presently shown here, by say tomorrow?

MR, BLACKMAN: 1Is that what you have,Ben?

MR, DONEGAN: Né, gsir, I would like to point
out that this is what Mr. Kellahin wouldn't let us --
stopped us from talking about earlier. We don't have
the edgesof these ore bodies. We have a lot of informatién

to show that there is probably a number of ore bodies in
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there and we have some beautiful holes scattered out’by
themselves and there's no holes near them. We have some
blank holes. Our contention of what we were trying to
show earlier is that a substantial part of this land pro-

bably had potash ore in it and some parts of it doesn't

have potasﬁ ore. The map you are talking about, Mr. Black-
man, I would be hard pressed to see where the edge of any
of these ore bodies are. We haven't done enough drilling
to any more than generalize. We can show what may be a
square mile here that is all ore, or an area down here
that looks real good, but we're too early in the development
of this thing to say any part of it doesn't have ore other
than in the two-inch diameter of say a barren hole,

MR. KELLAHIN: 1If the Commision please. Based
on what the Counsel and the Witness have both stated,
it would appear that this Application is wholly premature,
They admit they don't have evidence available to them to
support their burden under the statute which would be to
show the commercial deposits of potash in this area.
We're not talking about indicated potash or some other

ternilnology, we're talking about commercial deposits of

potash, and if they aren't prepared to go forward with
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that then the case should be dismissed.

MR, BLACKMAN: We're prepared to go forward on
a hole-by-hole basis, Mr. Kellahin, but you don't want to
do it that way. We can show you where we are and show you
what the possibilities are because I strongly feel that
this is an ideal example of a situation in which we have
possibilities of very valuable potash measures in this
very area here, This area and the one immediately to the
east, which is known as Permian potash area, are the last
known langbeinite posgsibility deposits in the Western
Hemisphere. There aren't any anyplace else that are
known. The Commission needs the individual information
we are talking about. It needs exactly .that information
that we're talking about to make decisions on whether a
particular well should be drilled or should not be
drilled, whether a particular oil well should be drilled
or should not be drilled. I don't know a way to put the
evidence before the Commission as to what it is except to
go through and do it and give it to you hole by hole. Mr.
Donegan says it is a difficult thing to tell how far you
should go. If you have a hole out in the middle -~ a mile
around you in all directions -- it's a good hole, how much

potash do you have? Goodness knows, nobody knows because
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you only know when you come up with a core hole that you
found let's say 3 inches of potash at a depth of 450 feet
and it was 10 feet thick., If you go ten feet away from that
you do not know anything; you haven't proven it. Now, when
you come to try to prove that it is a very difficult thing.
It seems to me that when we're only asking for notice in

a case of this kind of intention to drill so the Commission
can decide in a particular instance that the character of
the proof that Mr, Kellahin is requesting that we have is
asking too much. We're thinking that we're not only talking
about the Hodges Trust hexe and PCA, we're talking about

the State of New Mexico., We're talking about a very valu-
able piece of pfoperty here. This is of extreme value to
the Commission, I can cite a case back years ago that Mr,
Poxter would remember in which we lost the case before the
Commisgsion and many wells were drilled in an area out in
Lea County. Thai land was eventually givem up by PCA and
I1'11 be switched if the potash that has been permanently
lost in there isn't worth $100,000,000 right now,

MR, KELLAHIN: If the Commission please, if Mr.
Blackman wishes to testify, let him get on the witness
stand and be sworn. We don't know anything about any
case they lost. What we are talking about is what

T Avei0t DEROSITION NoTANIES
225 JOHNSON STREET

SANTA FE, NEW MEXICO 87501
TEL. (505) 9820386




DONEGAN-DIRECT CASE 5276

requirements of the New Mexico stétutes are in this Case,
At best, if the Commission doesn't see fit to dismiss the
Case, I think it ought.to be continued and give PCA a
chance to prepare an adequate case. They've certainly not
prepared to go forward with the Case today, obviously, and
I think both the Counsel and the Witness have admitted
that they can't say what is commercial deposits in this
area since they're talking about

MR. PORTER: Mr. Blackman, you say you have active
coring going on in that area right now?

MR. BLACKMAN: Yes, sir.

MR, PORTER? What time do you think it would take
you to complete that coring.

MR, BLACKMAN: To complete this coring in this
area?

| MR, PORTER: In the area that you are asking for.

MR. BLACKMAN: It will take a long time, Mr.
Porter. Ye have been at it now -- a core hole down there
is about 650 feet, It takes somewhere between three days
and four weeks to drill a hole, depending on how nuch
trouble they get into. We are obligated to drill a minimum
of 15 core holes and as many more as we feel is necessary

to determine the existence of ore bodies. Now there isn't

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOKNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 992-0386




DONEGAN-DIRECT CASE 5276

any way to tell that because each core hole gives you a
little more information,

MR. PORTER: How maany rigs do you have?

MR, BLACKMAN: We only have one. We could only
get one, There is a representative of Norandex heré, they
are drilling; there is not a representative of Day Mines
here, they're trying to find a rig. Pennsylvania Drilling

o Company has been operating in that area for a long time;

they haven't been able to get crews. I would s3ay that we
hope to be finished with this within possibly a year

from now, maybe a year and a half, to get the holes drilled

and to get the evaluation made,

MR, PORTER: Would you like to continue the Case
for a year and a half?

MR. BLACKMAN: No, sir, I would not. I would be
willing to prepare such an Exhibit as tﬁe Commission indi-
cates it wants. We will do our best to put the informatiom
that is necessary on such an Exhibit and submit it to the
Commission to gee what you feel, to see what you think
about it., At that point I would -~ I also feel very strongly
that this is a situation in which the Commission should

take a different view, I'm asking the Commission to change

T} its rule, the basis on which it has been operating,
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MR, PORTER: Well we've already ruled on that,

MR, BLACKMAN: Yes you have, you have already
ruled that you're not going to do that today. I think
you haven't ruled that two weeks in advance.

MR, DONEGAN: Mr. Porter, while you're considering

that decision, I wonder if I could make a statement on

behalf of Leland A. Hodges concerning something that I
would like you to be aware of in consideration of that
decision. We have tﬁe current situation, Skelly drilled
a No.1l 49er Ridge well, we understand they are planning

a No, 2 well in this area. The No. 1 well, and we have
evidence ﬁhat we have already seen that they encountered
valuable potash in their hole, It was not in Rule 111
although it was near an old hole that did have potash,

We didn't receive notice or have right of hearing. There
is other drilling going on, we're being crowded by drilling.
O0f course that's the primary reason we came in; we're

trying to show with evidence we have now that if we don't

take action right now we're going to lose a lot of potash
in there. This idea of waiting until there is more drillin%,
this drilling in the contract with PCA provides for con-
tinuous drilling. They may have to drill 5 years or 3

years, There is no point that we can wait to finish their
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drilling, Meanwhile, all the other oil and gas well
activities are going on, The potash situation 1s changing
from day to day. 1It's just been a matter of the last few
weeks the economics have completely changed and I don't
see how we can wait for another map or another --

MR, KELLAHIN: If the Commission please, I want
to correct just one statement made. He said he had no
notice of this Skelly well. Well, if he had no notice it
is because he didn't pay any attention to the official
notification by this Commission. That well was within a
unit and was approved after a hearing; the well location
was approved after a hearing and certainly they had ade-~
quate notice, the same notice of any other operator gets
in the oil business. If they didn't s=e it, well that's
unfortunate, but just to say that we got to put this in an
area now so we can get notice when the statute says the
purpose of it is to protect commercial deposits of potash,

MR, DONEGAN: When I saild’notice,'I said notice
and right of hearing. We knew about the well; we came to
the hearing; we didn't have right under anything except
through the courts to protest the well. We didn't have
the right of Rule 111-A to ask for opportunity to discuss

the potash in the holes in that area,
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MR, KELLAHIN: You did have notice?

MR. DONEGAN: Well we had the notice that there
was going to be a hearing about a unit.

MR, BLACKMAN: I think that sort of illustrates
the point in here, If the Commission is disposed to con-
tinue the case, I would like to think about it just a little
bit, but I would like to request two things: I have one
witness here to testify to some particular problem who
would not be able to come back probably at any other time,
and I would like to put that little bit of evidence in.
Another one is that we would like to put in the evidence
particularly about this area around the Skelly hole and
about some of thesz other areas where we show good potash
holes and we'll just leave out all of the bum ones and
say here is where we indicate the potash is and where the
ore zone is and then gee what information we can get with
respect to étojections and things of this kind., I say
to you now when you start to try to determine what consti-
tutes something that is commercial you have a real job on
your hands and it is a very difficult thing to do,

I would like to cooperate with the Commission by
having a continuance in preparing such an exhibit because

I probably would illustrate the matter and it would
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certainly tighten up the argument quite a bit.

MR. PORTER: 1Is it your plan to try to correlate
these various core holes? You're not yet talking about
the evidence that you aré planning right in the core holes,
how one relates to the other, and so forth?

MR, RLACKMAN: We would give whatvevidence we can
as to what one relates to the other, I just had an offer
from one of my colleggues from another company down there
that they would be glad to take a look at this thing this
evening and see what we can put down on the map with
respect to making correlations which might be helpful
to the Commigssion if we simply recess the hegring until
tomorrow. Mrx. Donegan has indicated that he didn't think
he would be able to do that by himself; perhaps two or
three of us could do it,.

MR. PORTER: The Commission is considering
continuing this case for a couple of weeks until about
July ;lst, which would be two weeks from today, to allow
time for some exhibits to be prepared. I feel that in so
doing we could probably shorten this proceeding. Now,
what do the interested parties, now do you feel about the
date of the 31lst?

MR, KELLAHIN: That date would be satisfactory
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with us.

MR, BLACKMAN: It sounds all right to me. What
day of the ﬁeek is that?

MR, PORTER: 1It's on Wednesday.

MR, BLACKMAN: That will be fine.

MR. PORTER: All right. July 3lst would be on
Wednesday, two weeks from today.

So, the Commission will continue the case until
that time., It should give ample time to prepare the
exhibits and come forward with testimony.

MR, BLACKMAN: Very good.

(Whereupon a discussion was held

off the record.)

MR. BLACKMAN: I would explain to the Commission
the reason for putting this, notwithstanding the exhibit
we intend to prepare, we've had difficulty in getting
the information on two holes, Mr. Elers' old Duval holes
that.they've drilled, and we were able to get the informa-
tion on them and I just wahted to put those =--

MR, PORTER: (Interrupting) He has that informa-
tion and you would like to get that in the xecord while
he is here.

MR, BLACKMAN: Yes, some information with respect

to the price of potash.
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MR, PORTER: Let the record show that the Case
is being reopened for the purpose of Questioning one
Witness.

(Witness sworn.)

KARL E, ELERS

called as a witness, having been first duly sworn, was
examined and testified as follows:

DIRECT EXAMINATION

BY MR. BLACKMAN:

Q Mr. Elers, will you state your name?

A Karl E. Elers.

Q Your position, please.

A Resident Manager, Duval Corporation, Carlsbad
Properties.

Q In that position do you have official custody of
the records and material of that sort concerning drill
holes drilled by Duval Corporation in the past?

A That is correct.

Q Based on that Information, can you testify as to
the log information, core information on the drill hole
D~4 which is in the -- I can tell you in a minute if I
can figure it out -- in Section 28, the southwest corner,

23 South, 30 East?
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A I can.

Q Would you so testify as to what that core infor-
mation shows according to your recoxds?

A Our regords on Duval's No. & core test show a
total of 5 feet 11 inches of 11.1 percent K20 sylvite.

Q 11 point what?

A 11.1 percent K20 as sylvite.

Q Are there any other mineralizations in that hole?

A We show very minor langbeinite mineralization which
at that time was not analyzed, |

Q Can you give the same testimony with respect to
hole No. P-32 which is in the Northeast quarter of Section
14, Township 23 South, Range 30 East -- R=nge 29 East.

A Yes, I can. |

Q Will you testify please?

A D-32, which was drilled’in 1948, was not assayed.
An estimate was made of the cove that was recovered, the
estimate being 4 feet 4 inches of 5 percent K20 as
langbeinite, 3 percent K20 as sylvite,

Q You said that is not based on analysis?

A That 1s correct,

Q It is based on an estimate?

A

It is based on a vigual eetimate by the geologist
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on the hole,

Q Now, Mr. Elers, would you kindly testify what is
the current price per ton of orxe of the product known as
Kaymag sold by your Company, which is sulfate of potash
magnesia.

A Kaymag's'current price for the standard grade
material is $26 per ton. For the granular material it is
$29 per ton, |

Q Now this is the commercial product made from the
ore langbeinite, is thit correct?

A  That's right.

Q Can you tell us what the price was a year and
a half, two years ago?

A Approximatel} $18 per ton.

Q Is that for standard or granular?

A Well, that would be an average. ‘I believe it was
16 for standard and 19 for granular.

MR.’BLACKMAN: That's all Mr. Elexs.

CROSS EXAMINATION

BY MR, KELLAHIN:

Q Mx., Elexrs, on your core D-4, what is your
estimate based on? How did you arrive at those figures?

A D-4, Mr, Kellahin, it was based on analytical
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assays from chloraplatinate analysis.
Q . From what?
A It is a type of potash analysis that 1s conducted

on core tests.

Q Did you utilize "a log on the analysis?

A Yes.

Q Would you make that log available to us?

A The log could be made available, yes, sir.

Q We would like to have a copy.

A I don't have it in Santa Fe with me.

Q We're recessing for iwo weeks,

A I will make it,

Q The Commission will appreciate it., Now, on your

D-32 you say that is based on estimates.

That is correct.

A
Who made the estimate?
A Mr. Kellahin, I found no names on the log. 1 can

only give you the name of the two individuals who did all

of Duval's logging at that time,

Q I will ask you this, are they present here?

A No, sir.

Q Is the estimate the visual estimate that you were

talking about?
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A That's correct.
Q How reliable is that?

A I would say the reliability is generally within

10 percent on a visual estimate by an experierced geologist.
Q Do you have any recoxds to support thigs 10 percent

accuracy?

A I think we could furnish them, yes, sir.

Q Where you have a visual estimate amd: then an
analysis?
A Correct.

Now, on your price, 1s that a spot price?

No, sir, that's published list price,

Q

A

Q From what is it taken?

A From our published list price to our customers.

Q That is-a spot price,is it not?

A Well, it's our price in effect for the productr
feb plant for the pericd I believe July 1lst through Febru-
ary 28th. '

Q Do you have any long-term contracts at those pricesﬂ

This I could not tell you, Mrx. Kellshin.

A
Q Do you know what your long-term contract price is?
A At the present time?

Q

That's right.
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A I don't believe we have any in Kaymag.

Q Do you know what 1973 long-term contract price

was?
A No, sir, I don't.
Q You don't make any long-term contracts?
A Our Company may make them but they are made out-

side of my realm of activity,

Q Now, that brings us back to the question, you
say this is Kerr Mac products?

A No, sir, this is Duval products.

Q You know what your posted price is but you don't
know what your contract price is, is this what you are
saying?

A Well, we're kind -- our list price 1s the

going rate of the material we're selling.ﬁhether we're

€, I'm not qualified

contracting over long periods of ti
to answer that.

Q 1f this is the price, if I drove up in a truck '
you would sell it to me wouldn't you?

A Correct,

Q But if I wanted to buy in volume over a period of

years I would negotiate with a different party?

A Whether or not we're doing long-term contract work
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in Houston at this time I couldn't say.
Q You don't know?
A No.
Q You don't know what price it is?
A No.
MR. KELLAHIN: Thank you.
REDIRECT EXAMINATION

BY MR, BLACKMAN:

Q Mr. Elers, does this price that you testified to,
was that a new increase price as of January lst, 1974?

A No, sir. The $26, $29 price I belleve was effec-
tive July lst, 1974,

Q July 1st, 1974, intended to say

A Yes,

MR, PORTER: Any further questions?

MR, RTACMMAN.: T would Like to make one statement

N, DENS G Ay

not directed to Mr. Elers, it is very short.

Earlier in the Hearing, Mr. Porter, you asked me
if it were my position that the R-111-A boundary should be
made coextensive with the Secretary's area boundaries and
I said 1 thought that was the proper position. T did not
want to leave the impression that I was advocatiﬁg that
art this hearing because it is not in the notice.
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MR. PORTER: 1 realize that Mr. Blackman. The
reason for my question was that you felt that that would
-- then the whole area would make Section 7 more or less
moot.,

MR. BLACKMAN: I don't know whether it would make
it moot or not but I do think it would answer the question
of due process of law,

MR. PORTER: In that event --

MR, BLACKMAN: (Interrupting) I didn't want to
say I was advocating that, that's all, I'm not trying to --

MR, PORTER: (Interrupting) Well, in that event

MR, BLACKMAN: (Interrupting) I'm not trying
to do that to the extent that I may have inferred that I
was trying to do that I wish to state the contrary.

MR, PORTER: No, I realize you weteAnot trying
to do it, but inasmuch that you thought that the Section 7
should be corrected, and I thought you might have the idea
that that was tﬁe way to correct it.

MR, BLACKMAN: My idea was to get the Secretary
of the Interior to correct it.

MR, PORTER: The Case will be continued until
9:00 A.M. on July 3lst,

(Whereupon, the Hearing was adjourned at 2:05 p.m.)
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STATE OF NEW MEXICO )
)  sS.

COUNTY OF SANTA FE )

1, RICHARD L. NYE, Court Reporter, do hereby cer-
tify that the foregoing and attached Transcript of Hearing
before the New Mexico 0il Conservation Commission was
reported by me, and the same is a true and correct record
of the sald proceedings, to the best of my knowledge and

skill and ability.

RICHARD L, NYE, Coutt”’Reporter
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OIL CONSERVATION COMMISSION CHAIRMAN
‘ LAND COMMISSIONER
STATE OF NEW MEXICO ALEX J. ARMLJO
P. 0. BOX 2088 - SANTA FE MEMBER
87501
STATE GEOLOGIST
A. L. PORTER, JR.
September 3, 1974 SECRETARY - DIRECTOR
Re: CASE NO. 5276
Mr. R. H. Blackman ORDER NO. R-111-I
Potash Company of America
Post Office Box 31 Applicant:

Carlsbad, New Mexico 88220
Leland A. Hodges, Trustee

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Commigsion order recently entered in the subject case.

Very truly yours,

. Z R, P

&
A. L. PORTER, Jr.
Secretary-Director

ALP/ir
Copy of order also sent to:

Hobbs OCC X

Axrtesia OCC x
Aztec 0CC ' -

Other Jason Kellahin, Chester E. Blodget, H. L. Kendrick,
Paul Eaton, Don Allen, Donald Van Sickle




! COMMISSION OF NDW MEXICO FOR
i THE PURPOSLE OF CONSIDERING:

I NEW MEXICO.

BEFORE THE OIL CONSERVA%WION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OXL CONSERVATION

CASE NO. 5276
Order !io. R-111-I

APPLICATION OF LELAND A. HODGFES,
TRUSTEE, FOR THE EXTENSION OF
THE POTASH-OIL AREA, LRDDY COUNTY,

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on July 17, 1974,
at Santa Fe, New Mexicc, before the 0il Conservation Commission
of New Mexico, hereinafter referred to as the "Commission.”

NOW, on this 3pgd _day of September, 1974, the Commission, a
quorum being present, having considered the testimcny presented
and the exhibits received at said hearing, and being fully advised

in the premises,

FINDS:

PRy

(1) That due public notice having been given as required
by law, the Commission has jurisdlctlon of this cause and the
subject matter thereof.

(2) That the applicant, Leland A. liovdges, Trustee, is the
owner of certain potash leases in Townships 22, 23, and 24 South,
Ranges 29 and 30 East, HMPM, Eddy County, New Mexico.

(3) That the applicant seeks the amendment of Order No.
R-~111-A, as amended, to extend the Potash~0il Area as sat forth
in said order to include the following described lands in Eddy
County, New Mexzico:

TOWNSHIP 22 SOUTH, RANGE 29 EAST, NMPM

Section 31: SE&/4

Section 32: All

Section 33: W/2, W/2 NE/4, SE/4 NE/4, and SE/4
Section 34: 8W/4 sW/4 and E/2 /2

Section 35: W/2 NW/4 and NE/4 NW/4
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i TOWNSHIP 23 SOUTH, RANGE 29 EAST, NMPM
I Section 2: W/2 SW/4 and SE/4 SW/4

i : Sections 3, 4, & 5: All

i Saction 6: E/2

Section 7: NE/4

Section 8: N/2 and SE/4

Sections 9, 10, and 11: All

\ Section 12: s/2 N/2 and S/2

i Sections 13, 14, and 15: All

Section 21: R/2

Sections 22 thru 27: All

Sections 34, 35, and 36: All |

TOWNSHIP 23 SOUTH, RANGE 30 FAST, NMPM
Section 7: SW/4 NW/4 and S/2
Sections 16 thru 23: All

Saction 26: W/2

Sections 27 thru 32: All

i ' Section 33: N/2

: Sections 35 and 36: All

TOWNSHIP 24 SOUTH, RANGE 29 EAST, NMPM
Section 2: N/2

TOWNSHIP 24 SOUTH, RANGE 30 EAST, NMPM
Section 2: N/2

(4) That the NE/4 NE/4 of Section 11, Township 23 South,
Range 29 East, NMPM, is already included in the Potash-0il Area
as defined by Order No. R-11l1l-A, as amended, and the application
for inclusion of said quarter-quarter section in the area should

be Aismissed.

, (5) That of the remaining lands described in Finding No.

' ' (3) above, and not described in Finding No. (4) above, the
evidence presented at the hearing indicates that only the follow~
ing described lands contain potash deposits in commercial quanti-

ties:

| TOWNSHIP 22 SOUTH, RANGE 29 EAST, HNMPM

: Sectlon 31: SE/4

! Section 32: - NE/4 and S/2

§ Section 33: W/2, NW/4 NE/4, S/2 NE/4, and SE/4
* Section 34: sw/4 sw/4 and E/2 /2

Section 35: N/2 NW/4 and SW/4 NW/4

TOWNSHIP 23 SOUTH, RANGE 29 EAST, NMPM
Sectlon 2: W/2 sW/4 and SE/4 3W/4
Sections 3, 4, and 5: All

Section 6: E/2

; Section 7: N/2 NE/4
; Section 8: N/2 N/2 and SE/4 NE/4
: Section 9: NW/4 and 1/2 NE/4
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TOWNSHIP 23 SOUTH, RANGE 29 EAST, NMPM cont'd

Section 10: All

Section 11: WNwW/4, N/2 sw/4, wW/2 NE/4, SE/4 NE/4,
and SE/4

Section 12: S/2 /2 and S/2

Saction 13: E/2 E/2

Section 15: wW/2, w/2 B/2, and NE/4 NE/4

Section 21: SE/4

Section 22: WwW/2, W/2 W /4, SE/4 Ni/4, and SE/4

Section 23: 8/2

Section 24: E/2 NE/4

" Section 26: Aall

Section 27: N/2 and E/2 SE/4

Scction 24: B/2 NE/4 and NE/4 SE/4

Section 35- NW/4, N/2 SW/4, W/2 ¥n/4, SE/4 NE/4,
and NW/4 SE/4

Section 36: §/2 NW/4, SwW/4 ®¥E/4, /2 sW/4,
and NWW/4 SE/4

TOWNSHIP 23 SOUTH, RANGE 30 EAST, NMPM
Section 7: SW/4 NW/4 and S/2

Sections 16, 17, and 18: All

Section 19: N/2, NE/4 swW/4, and N/2 SE/4
Section 20: SE/4 SE/4

Section 21: 8SW/4 sw/4

Section 28: W/2 wW/2

Section 29: EB/2 B/2

Section 32: NE/4 NE/4

Section 33: N¥W/4 NW/4

(6) That to promote the orderly development of the natural
raesources in the potash-oll area, Order No. K-11l1-A, as amended,
should be further amended to include in the Potashi-0il Area, as
defined by said order, the lands described in Finding No. (5)

above.

(7) That the application of Leland A. Hodges, Trustee, for
the extension of the Potash-01l Area to include those lands
described in Finding No. (3) ahove but which are not described
in Findings Nos. (4) and (5) above should be denied.

IT IS THEREFORE ORDERED:

(1) That Order No. R-111l-A, as amended, is hergby further
amended to include the following described lands within the
Potash~0il Area in Lea and Eddy Counties, New Mexico:
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TOWNSHIP 22 SOUTH, RANGE 29 EAST, NMPM

Saction 3l: SE/4

Section 32: NE/4 and S/2

Section 33: W/2, WW/4 NB/4, 5/2 NE/4, and SE/4
Section 34: SW/4 sw/4 and E/2 E/2

Section 35: N/2 MwW/4 and SW/4 NW/4

TOWNSHIP 23 SOUTH, RANGE 29 EAST, NMPM

Section 2: W/2 swW/4 and SE/4 SW/T

Sections 3, 4, and 5: All

Section 6: E/2

Section 7: ©N/2 NE/4

Section 8: N/2 N/2 and SE/4 NE/4

Section 9: NW/4 and H/Z NE/4

Section 10: All

Section 11l: 1w1/4, N/2 Sw/4, W/2 NE/4, SE/4 NE/4,
and SE/4

Section 12: S/2 N/2 and S/2

Section 13: E/2 E/2

Section 15: w/2, W/2 E/2, and NE/4 NE/4

Section 21: SE/4

Section 22: W/2, W/2 NE/4, SE/4 NE/4, and SE/4

Saction 23: §/2

Section 24: E/2 NE/4

Section 26: All

Section 27: N/2 and E/2 SE/4

Section 34: E/2 NE/4 and NE/4 SE/4

Section 35: HNW/4, N/2 SW/4, W/2 NE/4, SE/4 NE/4,
and NW/4 SE/4

Section 36: §&/2 WW/4, SW/4 NE/4, N/2 swW/4,

and NW/4 SE/4

TOWNSHIP 23 SOUTH, RANGE 30 EAST, NMPM

Section

Sections 16,

7:

SW/4 ~w/4 and S/2
17, and 18: All

Section 19: N/2, NE/4 SW/4, and N/2 SE/4
Section 20: SE/4 SE/4

Section 21: sW/4 Sw/4

Section 28: W/2 w/2

Section 29: E/2 E/2

Section 32: NE/4 NE/4

Section 23: NW/4 NW/4

' (2) That the application of Leland A. Hodges, Trustee, to
include the NE/4 NE/4 of Section 11, Townshlp 23 South, Range 29
East, NMPM, in the Potash-0il Area as defined by Order No. R-1ll-A
as amendad, 1is hereby dismisggg.

(3) That the application of Leland A. llodges, Trustee, to
include in the Potash-0il Area, as defined by Order No. R-1ll-A,
ag amended, the lands described in Finding No. (3) of this order
butinot described in Orders Nos. (1) and (2) above is hereby
denled.
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f’ {(4) That jurisdiction of this cause is hereby retained for
" the entry of such further orders as the Commission may deem

;gnecessary

i

i

i DONE at Santa Fe, New Mexico, on the day and year hereinabove
designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMYISSION

A% L. PORTER, Jr., Membex)Secretary

SEAL

dr/




OIL CONSERVATION COMMISSION
P. O. Box 2088
SANTA FE, NEW MEXico 87501

May 22, 1974

é\j;i;g

JgoNy Mr. Roy Blackman

Il The Potash Company of America

1 Box 31

B Carlsbad, New Mexico 88220

) Dear Roy;

/{h Ralph and 1 haye agreed on a date of July 17, 1974
[ for a hearing jir YOu would like it at that time,
|
L

) Sincerely,
\ .

74

M A. L. PORTER, gy,

' Seoretary-Director

ALP/ix

R S
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COMMISSION HEARING - WEDNESDAY - JULY 17, 1974

DOCKET:

OIL CONSERVATION COMMISSION - 9 A.M. - MORGAN HALL, STATE LAND OFFICE
BUILDING, SANTA FE, NEW MEXICO

CASE 5275: Application of Mesa Petroleum Company for an unorthodox gas well loca-
tion, Eddy County, New Mexico. Applicant, in the gbove-styled cause,
seeks approval for the unorthodox location for its Nash bUnit Well '
No. 1 to be drilled to the Morrow formation at an unorthodox loucation
1300 feet from the South line and 660 feet from the East line of
Section 12, Township 23 South, Range 29 East, Eddy County, New Mexico,

e
- the Ef2 of sald Section 12 to be dedicated to the well.

o
o~

Application of Leland A. Hodges, Trustee, for the extension of the
Potash~01l Area, Eddy County, New Mexico. Applicant, in the above-
gtyled cause, seeks the extension of the Potash-011 Area in Eddy
County, New Mexico, as defined by Order No. R-111-A, as amended, by
the addition of the following-described lands:

CASE 5276:

TOWNSHIP 22 SOUTH, RANGE 29 EAST
Section 31: SE/4

Section 32: All
Section 33: W/2, W/2 NE/4, SE/4 NE/4, and SE/4

Section 34: SW/4 SW/4 and E/2 E/2
Section 35: W/2 NW/4 and NE/4 YW/4

s

/
1

, ! TOWNSHIP 23 SOUTH, RANGE 29 EAST

| § Section 2: W/2 SW/4 and SE/4 Sw/4
{

Sections 3, 4, & 5: All
Section 6: E/2
Section 7: NE/4
; Section 8: N/2 and SE/4
; Sections 9, 10 and 11: All
! Section 12: §/2 N/2 and S/2
Sections 13, 14 and 15: All
Section 21: E/2
Sections 22 thru 27: All
Sections 34, 35 and 36: All

R T TS N At fean e et Arr b e

TOWNSHIP 23 SQUTH, RANGE 30 EAST
Section 7: SW/4 NW/4 and S/2

/ Sections 16 thru 23: All

; Section 26: W/2

{ Sections 27 thru 32: All

Section 33: N/2
Sections 35 and 36: All

s

TOWNSHIP 24 SOUTH, RANGE 29 BAST
Section 2: N/2

5 TOWNSHIP 24 SOUTH, RANGE 30 EAST
4 Section 2: N/2
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'SURGENT PLS DEL IMMEDIATLY . |
SUBJ CASE 5276 | |
OWNS OIL AND GAS RIGHTS TO APPROXIMATELY

_TELEDYNE INC., |
TERR?%%QES wilcH PARTI/LLY OVERLAPS THE ACREAGE INCLUDED IN THE
TASH-OI]. AREA 1IN EDDY -COUNTY, .

PROPOSED EXTENSION OF THE PO , DDY -
NEW MEXICO AS DEFINED BY ORDER NO R-111-A, THESE OIL AND GAS
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MR A L PORTER, JR

NEW MEXICO OIL. CONSERVATION COMMISSION
SANTA FE, NEW MEXICO

RE COMMISSION HEARING JULY 17, 1974 (CASE NO. 5276)," EXTENSION OF
OIL-POTASH AREA, EDDY COUNTY, NEW MEXICOe- .-~ -
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STATEMENT OF PETER HANAGAN, EXECUTIVE VICE PRESIDENT OF THE
NEW MEXICO OIL. & GAS ASSOCIATION BEFORE THE OlL CONSERVATION
COMMISSION, CASE 5276 FOR EXTENSION OF POTVASH AREA, JULY 31, 1974

THE NEW MEXICO Oll. AND GAS ASSOCIATION RESPECTFULLY REQUESTS THE
COMMITTEE TO SCRUTINIZE THIS APPLICATION WITH GREAT CARE TO ASCERTAIN
THAT IT DOES IN FACT WARRANT EXTENSION OF THE POTASH AREA,

IN VIEW OF THE NEED TO BALANCE THE COMPETING INTERESTS OF THE POTASH
AND THE OIL AND GAS INDUSTRIES, THE PETITION SHOUL.D NOT BE GRANTED
WITHOUT A CLLEAR SHOWING THAT THE COEXISTING RIGHTS OF BOTH INDUSTRIES
ARE FAIRLY PROTECTED, THIS SHOWING WOULD INCL.UDE PROOF BY PETITIONER
THAT THERE ARE INDEED COMMERCIAL DEPOSITS OF POTASH IN ALL REQUESTED
AREAS,

AFTER ALL, OilL. AND GAS OPERATORS HAVE MADE LARGE INVESTMENTS IN
LEASFS IN THE AREA WITH THE EXPECTATION OF BEING ALLOWED TO DEVELOP
THEM CONCURRENTLY AND IN HARMONY WITH POTASH OPERATIONS,

THERE EXISTS A NATIONAL NEED TO EXPLORE FOR AND DEVELOP ALL OF THE
VARIOUS NATURAL RESOURCES, NOT JUST POTASH, IN THE REQUESTED AREA,
IN A WORD, POTASH EXPLORATION AND DEVELOPMENT SHOULD NOT BE ACCORDED
PREFERENTIAL TREATMENf SO AS TO AMOUNT TO EFFECTING DISENFRANCHISING
THE OIL. AND GAS INDUSTRY. A




BEFORE NEW MEXICO OIL CONSERVATION COMMISSION

IN RE: APPLICATION OF LELAND A. HODGES,
TRUSTEE, FOR THE EXTENSION Of THE CASE NO. 5276
POTASH-OIL AREA, EDDY COUNTY, NEW MEXICO.

STATEMENT BY EXXON CORPORATION

Applicant has requested presently designated potash areas be
extended to include additional lands in Eddy County, New Mexico.

Since December 1964 Exxon Corporation has acquired and presently

holds approximateiy 6,000 acres of federal and New Mexico State o0il
and gas leases, half of which lie within the area of the proposed
‘potash extension. As of this date Exxon has expended in excess of
$500,000.00 in fhe acquisition and evaluation of said leases, con-
siders them a valuable and irreplaceable asset, and plans to proceed
with the develcpment of said leases toward the ultimate production
of cil or gas or both,

Exxon opposes the granting of said Application and in support
of such opposition respectfully asks the Commission to consider the
following:

Exxon considers the area included within its referenced oil

and gas leases to be geologically attractive and potentially productive.

In order to fully develop the area, prudent opera®ions require the
area be considered as an entirety with freedom to explore, drill
and conduct lease operations at geographic locations best calculated

to produce the most accurate geological data and, hopefully, the

gréatest amounts of o0il and gas. This cannot be done on a piecemeal
. basis. Granting of the Application will have a substantial impact
on Exxon's ability to study and develop the area in a manner most

likely to obtain oil and gas production.

o A PTG




Most of Exxon's leases were taken prior to the date of the
Application and were bought and paid for in good faith with the
belief the rights therein acquired coul” ‘e fully exercised. The
granting of the Application could result in a material loss of these
rights and even in a complete denial if drilling operations should
be prohibitéd. In either event the attractiveness of the area,
insofar as potential productiveness is concerned, will be greatly
diminished by the granting of the Application for the reason Exxon
will not be able to know where within the area it could plan to drill,
or even if it could drill. Exxon submits such is not in keeping with
the terms and considerations of the lease contracts.

If the area is not properly studied and developed, both the
State of New Mexico and the United States could be deprived of
valuable royalty income. In addition, it is possible that wvaluable
and much needed oil and gas reserves could be left in the ground
undiscovered:or unproduced.

Exxon is willing to cocoperate with both state and federal agencies

in developing its leases in such a manner that the owners of potash

rights are not deprived of their right to produce their minerals

and submits the rights of all parties may be preserved without the

T D RN,

! granting of the subject Application. This is in keeping with the

principles of multiple use.

A TR ALHA

Accordingly, Exxon submits the proposed potash extension is

unnecessary, constitutes a deprivation of its rights and would

PRSP

arbitrarily grant one mineral owner superior rights over another.

Therefore, Exxon respectfully submits that the Application be denied.

A N PN o

HINKLE, BONDURANT, COX & EATON

A s,

Attorneys for Exxon CorpbxAtion
P. O. Box 10 :
Roswell, New Mexico 88201

s i




: Docket No. 20-74

DOCKET: COMMISSION HEARING ~ WEDNESDAY - JULY 17, 1974

OIL CONSERVATION COMMISSION - 9 A.M. -~ MORGAN HALL, STATE LAND OFFICE
BUILDING, SANTA FE, NEW MEXICO

CASE 5275: Application of Mesa Petroleum Company for an unorthodox gas well loca-
tion, Eddy County, New Mexico. Applicant, in the above~styled cause,
seeks approval for the unorthodox location for its Nash Unit Well

N , - No. 1 to be drilled to the Morrow formation at an unorthodox location
C// /V/ 1300 feet from the South line and 660 feet from the East line of
Section 12, Township 23 South, Range 29 East, Eddy County, New Mexico,

the E/2 of saild Sectilon 12 to be dedicated to the well.

CASE 5276: Application of Leland A. Hodges, Trustee, for the extension of the
Potash-011 Area, Eddy County, New Mexico. Applicant, in the above-
styled cause, geeks the extension of the Potash-0il Area in Eddy
County, New Mexico, as defined by Order No. R-111-A, as amended, by
the addition of the following-described lands:

TOWNSHIP 22 SOUTH, RANGE 29 EAST

Section 31: SE/4

Section 32: All

Section 33: W/2, W/2 NE/4, SE/4 WE/4, and SE/4
Section 34: SW/4 SW/4 and E/2 Ef2

Section 35: W/2 NW/4 and NE/4 NW/4

TOWNSHIP 23 SOUTH, RANGE 29 EAST
Section 2: W/2 SW/4 and SE/4 sw/4
Sections 3, 4, & 5: All

' Section 6: E/2

4 Section 7: NE/4

Section 8: N/2 and SE/4
Sections 9, 10 and 11: All
Section 12: 'S/2 N/2 and S/2
Sections 13, 14 and 15: All

: Section 21: E/2

Sections 22 thru 27: All
Sections 34, 35 and 36: All

TOWNSHIP 23 SOUTH, RANGE 30 EAST
Section 7: SW/4 NW/4 and S/2
Sections 16 thru 23: All
Section 26: W/2

Sections 27 thru 32: All
Section 33: N/2

Sections 35 and 36: Ail

TOWNSHIP 24 SOUTE, RANGE 29 BAST
Section 2: N/2

TOWNSHIP 24 SOUTH, RANGE 30 EAST

AT W s

Section 2: N/2




P.O.BOX 19234
8707 Katy Freeway
Houston, Texas 77024
Telephone (713} 461-2662
Cable: BELPETEX

Belco Petroleum Corporation

BQICO July 17, 1974

New Mexico 0il Conservation Commission
P. 0. Box 2088
Santa Fe, New Mexico 87501

Re:

tentlemen:

Case No. 5276 7/17/74
Application for Extension
of 0il-Potash Area in
T22-24S, R29-30E

Eddy County, New Mexico

In the above described Case No. 5276, to be heard before the Commission

on July 17, 1974, Leland A. Hodges, Trustee, has petitioned that the

0il-Potash Area presently existing under New Mexico 0il Conversation

Commission Order Number R111A-H be enlarged to include in excess of

24,000 acres.

Belco Petroleum Corporation holds oil and gas leases, both producfive

and non-productive, situated in and adjacent to the nearby Los Medanos Gas

Fi2ld and within the immediate vicinity of the areal extent of the requested

expansion of the existing Oil-Potash regulated area. Belco is currently

engaged, together with other oil and gas exploration organizations, in

a vigorous program to discover and develop hydrocarbon energy reserves

in southeast New Mexico.

Belco Petroleum Corporation objects to the application of Leland A.

Hodges, Trustee, not in its entirety but as to its extensive areal extent,

on the grounds that it is detrimental to the welfare of the general




Belco

New Mexico 0il Conservation Commission
Case No. 5276 7/17/74
Page 2

economy of the State of New Mexico and the Nation as a whole. The re-
quested wholesale implied withdrawal of such a highly pctential energy
bearing area is not consistent with good management of our natural resources.
We contend that this is an arbitrary selection of acreage and that there
is not sufficient incontrovertible evidence to demonstrate that the entire
area contains potash deposits in commercial quantities.

It has been shown in areas of Townships 19 and 20 South, Range 30
East of Eddy County, New Mexico, that the oil and gas and the potash
industries can successfully co-exist in the recovery and bringing to market
of theilr respective mineral resources. While it cannct be denied that
there are some impeding factors to both industries in such co-exlstence,
it also cannot be denied that both industrieé can and must accept those
equally onerous factors as being negligible to the end benefits of bringing
both natural resources to use,

Belco Petroleum Corporation herewith respectfully requests that the

¥ ' 0il and Gas Commission reject the Application of Leland A. Hodges, Trﬁstee,
for Extension of the 0il-Potash Area in Townships 22, 23 and 24. South,
Ranges 29 and 30 East, Eddy County, New Mexico, on the grounds that the
area covered thereby 1s unjustified and not supported by reasonable fact,

but without prejudice to the filing by Leland A, Hodges, Trustee, of a

new Application.
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Belco

New Mexico 011 Conservation Commission
Case No. 5276 7/17/74
Page 3

Belco urges the Commission to critically evaluate any submitted
evidence for realistic and accurately substantiated economic determination
of commercial potash and to carefully consider in reasonable economic
parameters any proposals or suggestions that this entire large area will
indeed be developed for potash.

We also urge the Commission To consider oil and gas operators' in-
vestment in leases, and all Royalty and Working Interest correlative
rights of the existing oil and gas leases which may be jeopardized. In
addition, we ask that the Commission review previous R111A extension |
applications and the actual beneficial results for the State of New Mexico
and the United States of those approved applications for extension of
R111A.

Belco respectfﬁlly requests that the Commission favorably consider
Belco's so stated objection,

It is not here requested that the Commission rule in this matter
to the exclusion of the potash industry from the affected area, but that
the potash industry seek and be granted approval of the expansion of its
develoément and exploration areas by the Commissiop;on the same basis

and upon the presentation of factual data as is made by the oll and gas

industry in like applications.
Yours very truly,
BELCO PETROLEUM CORPORATION

Lee G, Nering ,
Administrative Geologist
North American Operations

T
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Statement of Phillips Petroleum in
Opposition to Exteasion of R1114A

We oppose the extension of R111A area further into Township 233, Range 30E,

Eddy County, New Mexico, because of the following reasons:

1.

2.

3.

4,

5.

6.

7.

No new core tests have been drilled outside the R111A area since the
1970 "H" Extension. It obviously was felt at that time that additional
area could not justifiably be added.

Although there is a large area listed as "no data" in T23S R30E {1974
USGS Potash Map), in actuslity, there have been 5 potash core tests
drilled that indicate the area to be of very low quality or barren of
potash., Three additional core holes were drilled offseiting the weszt
township line, in Sec. 26 and Sec. 36 T23S R29E, that are poor or barren.
By extending the R111A into an area that will probably never be mineable,
the oil companies would be required to spend urmscessary moncy to drill
wells.

Two core holes are considered adequate to call an area in Secs. 19, 20,
and 29, mineable, yet an entire area called "no data" has 6 core holes.

A recent agreement by the potash compeny to let a well be drilled in Sec.

13, T238 R29E, directly offsetting the township in queation, indicates
the poor quality of nesvby potash.

In 1970, Sec. 26 T23S R3(E was divided in half for placement into the
R111KH Extension. This was done because of what was considered a hole
barren of potash located near the conter of the west line of Sec. 26,

No new information is available.

Core holes drilled in the NW NW of Sec. 24 and near the center of the west
1line or Sec. 24 T23S R30E wers barren or near barren of potash. Although
this area is called "no data" on the 1974 WSGS Potash Map, in actuality it

B»@ﬂ{wraw‘#‘ 723 7%

should be considered barren.

B. C. Largent(/Area Geologist




GENERAL OFFICESB-FORTYT WORTH

PERRY R. BASS
DIVISION LAND 8 GEOLOGICAL OFFICE
FOST OFFICE HOX 17}
MIDLAND, TEXAS 79701

July 29, 1974

New Mexico 0il
Conservation Commission
Santa Fe, New Mexico

Re: Case #5276
Application of Leland A. Hodges,
Trustee, for the extension of

the Potash 0i1 Area
Eddy County, New Mexico

Gentlemen:

Perry R. Bass and Bass Enterprises Production Co. are the
leasehold owners of 0il and Gas Teases in 7,620 gross acres within the
application for enlargement under consideration at thic hearing, As a
major owner of 0il1 and Gas leases within the area, we support and concur

with the position of Skelly 0il1 Company that unproven commercial Potash

Ore should not be allowed to be included in this proposed enlargement of

R-111-A and amendments thereto. Any speculative Potash acreage, without
proven commercial value wouid be a hindrance in the development of 0il
and Gas lease during this time of an Energy Crisis,

Perry R. Bass and Bass Enterprises Production Co. acquired
their 0i1 and Gas leasehold prior to any Potash leases being issued in

the area.

We sincerely request the New Mexico 0il Conservation Commission

to disallow and reject the request for enlargement of R-111-A and the




New Mexico Qi1

Conservation Comnission

Page Two

July 29, 1974

; amendments thereto, and to support and concur in the position of Skelly
0i1 Company that any enlargement of R-111-A would be a hindrance toward

the development of 0i1 and Gas leases in the area under consideration.

K oIS P a4

Yours very truly,

; Perry R, Bass

) By 46?:111/,A5£Z£L2222//
Basiézgii:prises P/ duction Co.
By / 41/),/<2£%414§E§£/

J
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CARLSBAD BASIN TONNAGE AND GRADE

1974
' Jenuary  February  March April May June  July  August September October ’Novémber December Total
AMAX Chemical Corporaﬁ&n ' 204,756 ]93,465 213,705 208,360 215,397 65,175 .
19,12 17.72 17.57  15.833 16.30 16,95 .
Potath Company of America ) ) 281,548 248,186 258,539 245,148 254,078 251,557 ) :

18.25 19.60 19.90 19.97 18.57 18,63

*International Minerals & Chemlcai 380,289 352,889 374,493 386,812 421,721 376,382
' 7.80 7.96 7,71 8.49 8.81 8.08

*Duval Corporation - 124,688 116,983 125,944 * 119,201 122,363 118,485
16,50 16,70 16,40 15,60 14,24 15,05
Netlonal Potash Company 163,00+ 145,601 163,254 146,889 168,578 48,852 T
. : 20,09 19.53 20,18 19.61 . 20,92 22,18
' Kemmac 246,212 276,350 229,626 259,368 239,199 220,629 - ‘ o . )
L : 15,46 16,40  15.42 © 16,02 16,06  15.60
.‘1 ) : 4 1

* IMC - Reflects ora grade of sylvinite only.
Duval = Tonnage and grade on sylvinite only.

' .







Roy H. BLackMAN

IQQ,%;EAST RIVERSIDE DRIVE, 'c?\'m.ssAo. NEW AEXICO 88220
\x" tomabe Ty .‘5-".

e . June 19, 1974

%
; Mr. Dan Nutter, Chief Engineer
New Mexico Oil Conservation Commission
P. O. Box 2088
Santa Fe, New Mexico 87501
Dear Mr. Nutter:
! - Enclosed herewith is the petition of Leland A.
Hodges requesting the extension of the boundaries of
§ the potash-o0il area in Eddy County, New Mexico.
i

truly.yours,
vy YX 7
’// s /
4 /% (ST A
| RHB/jm R. H. Blackman 1
' enc. Attorney for

Leland A. Hodges, Trustee

DOCKET MAILED

; Dl‘;}"';\)?“/,&
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BEFORE THE OIL CONSERVATION COMMISSION

OF THE STATE OF NEW MEXIGO 7

Qe
HED
[ i

| . IN THE MATTER OF THE APPLICATION

? OF LELAND A. HODGES, TRUSTEE, FOR SR
EXTENSION OF THE BOUNDARIES OF THE
POTASH-OIL AREA IN EDDY COUNTY,

NEW MEXICO

PETITION OF LELAND A. HODGES, TRUSTEE

Comes now Leland A, Hodges, Trustee, the owner of state and
federal potash leases in the vicinity of the following described lands and
requests that the following described lands be included within the boundaries
“of the potash-oil area of the State of New Mexico as delineated in NMOCC
order No., 111 in Case No. 278, as amended, to the extent that such

properties are not already within such area.

T. 225, R. 29%

i Sec. 31 SE4
: 32 Al

33 Al

34 Al

i 35 W2NW, NENW
i T. 235, R. 29F

Sec. 2 W2SW4, SESW
] 3 Al

] 4 An

! 5 All

6 E2

7 NE4

8 NW4, E2

9 Al

10 Al

11 Al

! 12 Al

13 Al

14 Al

15 Al

21 E2

22 Al




page 2

T. 23S, R. 29E
Sec. 23 All
24 Al
25 Al
26 All
27 Al
34 Al
35 All
36 Al
H
T. 245, R. 29E
Sec. 2 All
T. 23S, R. 30E
Sec. 7 Al
16 Al
17 All
18 Al
19 Al
20 Al |
21 Al |
22 Al
23 Al
26 W2
27 Al
28 Al
29 Al
. 30 All
31 Al
32 Al
33 N2
: 35 Al
£ 36 Al
Ta4 5 K30 €
See 2 Al » Respectfully submitted
Dated: June 19, 1974 LELAND A. HODGES TRUSTEE

) R H Blackman,

L ; His Attorney

5 : , P. O. Box 31

‘ Carlsbad, New Mexico 88220

ATEANRLIY
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BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5276
Order No. R~111~1I

APPLICATION OF LELAND A RSpGES, -
ree. FOR THE EXTENE oW

SR - TRUS
oF THE 'po-rﬁ;)ﬂ.- ol AREA, &DD‘/

aconTy, NEO M Ex(eD.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on July 17, 1974,
at Santa Fe, New Mexico, before the 0Oil Conservation Commission
of New Mexico, hereinafter referred to as the "Commission."”

NOW, on this day of August, 1974, the Commission, a
quorum being present, having considered the testimony presented
and the exhibits received at said hearing, and being fully advised

in the premises,

FINDS:

(1) That due public notice having been given as required by
law, the Commission has jurisdiction of this cause and the subject

matter thereof.

(2) That the applicant, Leland A. Hodges, Trustee, is the
owner of certain potash leases in Townships 22, 23, and 24 South,

Rangas 25 and 30 East, NMPM, Eddy County, New Mexico.

as amended, to extend the Potash~0il Area as set forth in said

order to include the following described lands in Eddy County,

New Mexico:

TOWNSHIP 22 SOUTH, RANGE 29 EAST, NMPM

Section 31: SE/4

Section 32: All

Section 33: W/2, W/2 NE/4, SE/4 NE/4, and SE/4
Section 34: SW/4 SW/4 and E/2 E/2

Section 35: W/2 NW/4 and NE/4 NwW/4

(3} That the applicant seeks the amendment of Order No. R-1114Aa,

T T T SR
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Case No. 5276
Order No. R-111-1I

TOWNSHIP 23 SOUTH, RANGE 29 FAST, NMPM
Section 2: W/2 SW/4 and SE/4 SW/4
Sections 3, 4, & 5: All

Section 6: E/2

Section 7: NE/4

Section 8: N/2 and SE/4

Sections 9, 10 and 11: All
Section 12: 8/2 N/2 and S§/2
Sections 13, 14, and 15: All
Section 21: E/2

Sections 22 thru 27: All

Sections 34, 35, and 36: All

TOWNSHIP 23 SOUTH, RANGE 30 EAST, NMPM
Section 7: SW/4 NW/4 and S/2
Sections 16 thru 23: All

Section 26: W/2

Sections 27 thru 32: All

Section 33: N/2

Sections 35 and 36: All

TOWNSHIP 24 SOUTH, RANGE 29 EAST, NMPM
Section 2: N/2

TOWNSHTP 24 SOUTH, RANGE 30 EAST, NMPM
Section 2: 'N/2

{(4) That the NE/4 NE/4 of Section 11, Township 23 South,
Range 29 East, NMPM, is already included in the Potash-0il Area
as defined by Order No. R-111-A, as amended, and the application

for inclusion of said quarter-quarter section in the area should

be dismissed.
ST ——

(5) That of the remaining lands dgscribed in Finding No.
&l Not described in Finding Mo .G <bove,

(3) above, .the evidence presented at the hearing indicates that

only the following described lands contain potash deposits in

commercial quantities:

TOWNSHIP 22 SOUTH, RANGE 29 EAST, NMPM

Sectlion 31: SE/4

Section 32: NE/4 and S/2

Section 33: W/2, NW/4 NE/4, S/2 NE/4, and SE/4
Section 34: SW/4 SsW/4 and E/2 E/2

Section 35: N/2 NW/4 and SW/4 NW/4
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Case No. 5276
Order No. R-111-1

TOWNSHIP 23 SOUTH, RANGE 29 EAST, NMPM

Section 2: W/2 SW/4 and SE/4 SW/4

Sections 3, 4, and 5: All

Section 6: E/2

Section 7: N/2 NE/4

Section 8: N/2 N/2 and SE/4 NE/4

Sec¢tion 9: NW/4 and N/2 NE/4

Section 10: All

Section 11: NW/4, N/2 SW/4, W/2 NE/4, SE/4 NE/4,
and SE/4

Section 12: S/2 N/2 and S/2

Section 13: E/2 E/2

Section 15: W/2, W/2 /2, and NE/4 NE/4

Section 21: SE/4

Section 22: W/2, W/2 NE/4, SE/4 NE/4, and SE/4

Section 23: S§/2

Section 24: E/2 NE/4

Section 26: All

Section 27: N/2 and E/2 SE/4

Section 34: E/2 NE/4 and NE/4 SE/4

Section 35: NW/4, N/2 SW/4, W/2 NE/4, SE/4 NE/4,
and NW/4 SE/4 ,

Section 36: S/2 NW/4, SW/4 NE/4, N/2 sSw/4,
and NW/4 SE/4

TOWNSHKIP 23 SOUTH, RANGE 30 EAST, NMPM
Section 7: SW/4 NW/4 and S/2

Sections 16, 17, and 18: All

Section 19: N/2, NE/4 SW/4, and N/2 SE/4
Section 20: SE/4 SE/4

Section 21: SW/4 SW/4

Section 28: W/2 W/2

Section 29: E/2 E/2

Section 32: NE/4 NE/4

Section 33: NW/4 NW/4

(6) That to promote the orderly development of the natural
rescources in the potash-oil area, Order No. R-11l1~A, as amended,
should be further amended to include in the Potash-0il Area, as

defined by said order)the lands described in Finding No. (5)

above.

(7) That the application of Leland A. Hodges, Trustee, for
the extension of the Potash-0il Area to includedthose lands
deseribaed
described in Finding No. (3) above but which are not drchuded
in Findings Nos. (4) and (5) above should be denied.

IT IS THEREFORE ORDERED:

(1) That Order No. R-111-A, as amended, 1is hereby further
amended to include the following described lands within the

Potash~0il Area in Lea and Eddy Counties, New Mexico:
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TOWNSHIP 22 SOUTH, RANGE 29 EAST, NMPM

Section 31: SE/4

Section 32: NE/4 and S/2

Section 33: W/2, NW/4 NE/4, S/2 NE/4, and SE/4
Section 34: SW/4 SW/4 and E/2 E/2

Section 35: N/2 NW/4 and Sw/4 NwW/4

TOWNSHIP 23 SOUTH, RANGE 29 EAST, NMPM
Section 2: W/2 SW/4 and SE/4 SW/4
Sections 3, 4, and 5: All

Section 6: E/2

Section 7: N/2 NE/4

Section 8: N/2 N/2 and SE/4 NE/A4
Section 9: NW/4 and N/2 NE/4

Section 10: All
Section 11: NW/4, N/Z SW/4, W/2 NE/4, SE/4 NE/4,

and SE/4
Section 12: 8/2 N/2 and S/2
Section 13: E/2 E/2

Section 15: W/2, wW/2 E/2, and NE/4 NE/4

Section 21: SE/4

Section 22: W/2, W/2 NE/4, SE/4 NE/4, and SE/4

Section 23: §/2

Section 24: E/2 NE/4

Section 26: All

Section 27: N/2 and E/2 SE/4

Section 34: E/2 NE/4 and NE/4 SE/A4

Section 35: NW/4, N/2 SW/4, W/2 NE/4, SE/4 NE/4,

and NW/4 SEg/4

Section 36: S8/2 NW/4, SW/4 NE/4, N/2 SW/4,
and NW/4 Sg/4

TOWNSHIP 23 SOUTH, RANGE 30 EAST, NMPM

Section 7: SW/4 NW/4 and S/2

Sections 16, 17, and 18: . All

Section 19: N/2, NE/4 SW/4, and N/2 SE/4

Section 20: SE/4 SE/4
Section 21: SW/4 sw/4
Section 28: W/2 W/2
Section 29: E/2 E/2
Section 32: NE/4 NE/4

NW/4 NW/4

Scction 33:

(2) That the application of Leland A. Hodges, Trustee, to
include the NE/4 NE/4 of Section 11, Township 23 south, Range 29
East, NMPM, in the Potash-0il Area as defined by Order No. R-1l1ll-A,
as amended, is hereby dismissed.

(3) That the application of Leland A. Hodges, Trustee, to

include in the Potash~0il Area, as defined by Order No. R-111-A,
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s amended, the lands described in Finding No. (3) of this order
but not described in Orders Nos. (1) and (2) above is hereby
denied.

(4) That jurisdiction of this cause is hereby retained for

the entry of such further orders as the Commission may deem necessail

DONE at Santa Fe, New Mexico, on the day and year hereinabove

designated.
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