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REPORT OF THE BOARD

FINDINGS AND ORDER

1. Eccrine Date and Place: This matter came on for hearing before the
virginia Gas ahd oil Board (hereafter "Board" ) at 9:00 a.m. september 20, 2005
Southwest Virginia Higher Education Center on the campus of Virginia Highlands
Community CO110ge, Room 240, Abingdon, Virginia.

2. APPearances: James E. Raiser appeared for the Applicant.



3. Jurisdiction and Notice: Pursuant to Va. Code 5 45.1-361.1et seq.,
the Board fin(is that it has jurisdiction over the subject matter. Based upon
the evidence presented by Applicant, the Board also finds that the Applicant has
(1) exerciged: due diligence in conducting a meaningful search of reasonably
available souEces to determine the identity and whereabouts of each gas and oil
owner, coal o$ner, or mineral owner having an interest in Subject Drilling Unit
underlying:an4 comprised of Subject Lands; (2) has represented to the Board thatit has given !notice to those parties (hereafter sometimes "person(s)" whether
referring Eo 'j.ndividuals, corporations, partnerships, associations, companies,
businesses, trusts, joint ventures or other legal entities) entitled by Va. Code
5 45. 1-361.19 to notice of the Applicat&n filed herein; and (3) that the
persons seh forth in their Application and Notice of Hearing have been
identified 'by'pplicant through its due diligence as Owners or Claimants of
Conventionap. gas interests underlying Subject Drilling Unit, including those set
out in ~it $-3 who have not heretofore leased, sold or voluntarily agreed
with the Bpp/leant to pool their Qas interests in Subject Drilling Unit.
Conflicting Qgs Owners/Claimants in Subject Drilling Unit are listed on Exhibit
E. Further„ the Board has caused notice of this hearing to be published as
required by Va. Code 5 45.1-361.19.B. Whereupon, the Board hereby finds that the
notices giv$ n herein satisfy all statutory requirements, Board rule requirements
and the minksu(m standards of due process.

4. As(endments: NONE.

5. Dilsmissals: NONE.

6. Relief Recruested: Applicant requests (1) that pursuant to Va. Code
5 45.1-361..20, the Board establish Subject Drilling Unit to be served by Well
V-536100; mnd (2) that pursuant to Va. Code 5 45.1-361.21, the Board pool the
rights, intlerests and estates in and to the Conventional Gas of the known and
unknown per$ orjs listed in the attached Exhibit $-3, and that of their known and
unknown heirsj, executors, administrators, devisees, trustees, assigns and
successors,'bt(th immediate and remote, for the drilling and operation, including
production, of Conventional Gas from the Subject Drilling Unit established for
Subject Fozhna5ions underlying and comprised of the Subject Lands, (hereafter
sometimes c)olllectively identified and referred to as "Well Development and(or
Operation in (he Subject Drilling Unit" ); and, (3) that the Board designate
Equitable $$mS(action Cemmamy as Unit operator.

7 Relielf Granted: The requested relief in this cause shall be and herebyis granted.

7.1 The Board hereby: (1) establishes Subject Drilling Unit pursuant to
Va, Cbde 5 45.1-361.20; (2) pursuant to Va. Code 5 45.1-361.21.C.3,
Squit+le Production Company (hereafter "Unit Operator" ) is designated
as the Operator authorized to drill and operate Well No. V-505090 in
the SIibject Drilling Unit at the location depicted on the plat attached
heretb as Exhibit A to produce Conventional Gas from Subject
Formations, subject to the permit provisions contained in 5 45.1-361.27
et seq., Code of Virginia, 1950 as amended, to 5 4 VAC 25-150 et seq.,
Gae ahd Oil Regulations and to 5 4 VAC 25-160 et seq., Virginia Gas and
Oil Bbard Regulations, all as amended from time to time; and (3) the
rightS, interests and estates in and to the Conventional Gas in Subject
Drills.ng Unit including those of the known and unknown persons listed
on Exhibit $-3, attached hereto and made a part hereof, and their known
and unknown heirs, executors, administrators, devisees, trustees,



assigns and successors, both immediate and remote, be and hereby are
pclolgd in the Subject Formations in the Subject Drilling Unit
uzldeflying and comprised of the Subject Lands. There are no applicable
field rules and the unit is subject to statewide spacing requirements
of VS. Code 5 45.1-361.17.
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a rate of payment mutually agreed to by said Gas owner and the
such person may elect one of the options set forth in Paragraph

Gust give written notibe of 'his election of the option selected
h 9 herein to the designated Unit Operator at the address shown
hirty (30) days from the date of receipt of a copy of this Order.
ion shall be deemed to have been made if, on or before the last
30-day period, such electing person has delivered his written

))e designated Unit Operator at the address shown below or has duly
d placed his written election in first class United States mail,
d, addressed to the Unit Operator at the address shown below.

8. E3ection and Election Period: In the event any Gas owner named in
the Applicati4n and Notice of Hearing has not heretofore reached a voluntary
agreement to 'share in the operation of the well to be located in Subject

Election Ontions:

9.1 Option 1 — To Participate In The Development and Ooeration of
the Drillinq Unit: Any Gas Owner or Claimant named in Exhibit
B-3 who has not reached a voluntary agreement with the
Operator may elect to participate in the Well Development and
Operation on the Subject Drilling Unit (hereafter
"Participating Operator" ) by agreeing to pay the estimate of
such Participating Operator's proportionate part of the actual
and reasonable costs, including a reasonable supervision fee,
of the Well Development and Operation, as more particularly
set forth in Virginia Gas and Oil Board Regulation 4 VAC 25-
160-100 (herein "Completed for Production Costs" ). Further, a
Participating Operator agrees to pay the estimate of such
Participating Operator's proportionate part of the Estimated,
Completed-for-Production Costs as set forth below to the Unit
Operator within forty-five (45) days from the later of the
date of mailing or the date of recording of this Order. The
estimated Completion-for-Production Costs for the Subject
Drilling Unit are as follows:

Estimated, Completed-for-Production Costs: 6404,006.00

Any gas owner and/or claimants named in Exhibit B-3, who elect
this option (Option 1) understand and agree that their initial
payment under this option is for their proportionate share of
the Applicant's estimate of actual costs and expenses. It is
also understood by all persons electing this option that they
are agreeing to pay their proportionate share of the actual
costs and expenses as determined by the operator named in this
Board Order.

A Participating Operator's proportionate cost hereunder shall
be the result obtained by multiplying the ParticipatingOperators'Percent of Unit" times the Completed-for-
Production Cost set forth above. Provided, however, that in
the event a Participating Operator elects to participate and



fails or refuses to pay the estimate of his proportionate part
of the Completed-for-Production Cost as set forth above, all
within the time set forth herein and in the manner prescribed
in Paragraph 8 of this Order, then such Participating Operator
shall be deemed to have elected not to participate and to have
elected compensation in lieu of participation pursuant to
Paragraph 9.2 herein.

9.2 Option 2 — To Receive A Cash Bonus Consideration: In lieu of
participating in the Well Development and Operation of Subject
Drilling Unit under Paragraph 9.1 above, any Gas Owner or
Claimant named in gkibit 5-3 in the unit who has not reached
a voluntary agreement with the Operator may elect to accept a
cash bonus consideration of j5.00 per net mineral acre owned
by such person, commencing upon entry of this Order and
continuing annually until commencement of production from
Subject Drilling Unit, and thereafter a royalty of 1/8th of
8/Sths [twelve and one-half percent (12.5%)] of the net
proceeds received by the Unit Operator for the sale of the Gas
produced from any Well Development and Operation covered bythis Order multiplied by the Gas owner's percentage Interest
Within Unit as set forth in the Application and Notice of
Hearing (for purposes of this Order, net proceeds shall be
actual proceeds received less post-production costs incurred
downstream of the wellhead, including, but not limited to,
gathering, compression, treating, transportation and marketing
costs, whether performed by Unit Operator or a third person)
as fair, reasonable and equitable compensation to be paid to
said Gas owner. The initial cash bonus shall become due and
owing when so elected and shall be tendered, paid or escrowed
within one hundred twenty (120) days of recording of this
Order. Thereafter, annual cash bonuses, if any, shall become
due and owing on each anniversary of the date of recording of
this order in the event production from Subject Drilling Unit
has not theretofore commenced, and once due, shall be
tendered, paid or escrowed within sixty (60) days of said
anniversary date. Once the initial cash bonus and the annual
cash bonuses, if any, are so paid or escrowed, said payment(s)
shall be satisfaction in full for the right, interests, and
claims of such electing Gas owner in and to the Gas produced
from Subject Formation in the Subject Lands, except, however,
for the 1/8th royalties due hereunder.

Subject to a final legal determination of ownership, the
election made under this Paragraph 9.2, when so made, shall be
satisfaction in full for the right, interests, and claims of
such electing person in any Well Development and Operation
covered hereby and such electing person shall be deemed to and
hereby does lease and assign its right, interests, and claims
in and to the Gas produced from Subject Formation in the
Subject Drilling Unit to the Applicant.

9.3. Option 3 - To Share In The Development And Operation As A Non-
Participating Person On A Carried Basis And To Receive
Consideration In Lieu Of Cash: In lieu of participating in
the Well Development and Operation of Subject Drilling Unit
under Paragraph 9.1 above and in lieu of receiving a cash



bonus consideration under Paragraph 9.2 above, any Gas Owner
or Claimant named in Exhibit $-3 hereto who does not reach a
voluntary agreement with the Operator may elect to share in
the Well Development and Operation of Subject Drilling Unit on
a carried basis (as a "Carried Well Operator"] so that the
proportionate part of the Completed-for-Production Costs
hereby allocable to such Carried Well Operator's interest is
charged against such Carried Well Operator's share of
production from Subject Drilling Unit. Such Carried Well
Operator's rights, interests, and claims in and to the Gas in
Subject Drilling Unit shall be deemed and hereby are assigned
to the Unit Operator until the proceeds from the sale of such
Carried Well Operator's share of production from Subject
Drilling Unit (exclusive of any royalty, excess or overriding
royalty, or other non-operating or non cost-bearing burden
reserved in any lease, assignsmnt thereof or agreement
relating thereto covering such interest) equals three hundred
percent (300%) for a leased interest or two hundred percent
(200%) for an unleased interest (whichever is applicable) of
such Carried Well Operator's share of the Completed-for-
Production Costs allocable to the interest of such Carried
Well Operator. Any Gas Owner and/or Claimant named in Exhibit
W-3 who elects this option (Option 3) understands and agrees
that Completed-for-Production Costs are the Operator's actual
costs for well development and operation. When the Unit
Operator recoups and recovers from such Carried Well
Operator's assigned interest the amounts provided for above,
then, the assigned interest of such Carried Well Operator
shall automatically revert hack to such Carried Well Operator,
and from and after such reversion, such Carried Well Operator
shall be treated as if it had participated initially under
Paragraph 9.1 above; and thereafter, such participating person
shall be charged with and shall pay his proportionate part of
all further costs of such well development.

Subject to a final legal determination of ownership, the
election made under this Paragraph 9.3, when so made, shall be
satisfaction in full for the right, interests, and claims of
such electing person in any well development and operation
covered hereby and such electing person shall be deemed to
have and hereby does assign his right, interests, and claims
in and to the Gas produced from Subject Pormation in the
Subject Drilling Unit to the Unit Operator for the period of
time during which his interest is carried as above provided
prior to its reversion back to such electing person.

lo. pailure to pronerlv Elect: zn the event a person named in Exhibit
E-3 hereto doeS not reach a voluntary agreement with the Applicant and fails to
do so within tQe time, in the manner, and in accordance with the terms of this
Order one of the alternatives set forth in Paragraph 9 above for which his
interest qualifies, then such person shall be deemed to have elected not to
participate in the proposed Well Development and Operation in Subject Drilling
Unit and shall be deemed, subject to any final legal determination of ownership,
to have electdd to accept as satisfaction in full for such person's right,
interests, mnd claims in and to the Gas the consideration provided in Paragraph
9.2 above for Which its interest qualifies and shall be deemed to have leased
and/or assigned his right, interests, and claims in and to Gas in the Subject



Drilling Unit to the Unit Operator. Persons who fail to properly elect shall be
deemed to have accepted the compensation and terms set forth herein at Paragraph
9.2 in satisfBction in full for the right, interests, and claims of such person
in and to the'Gas produced from Subject Formation underlying Subject Lands.

11. DSfault BY Participating Person: In the event a person named in
Exhibit B-3 e).acts to participate under Paragraph 9.1, but fails or refuses to
pay, to secure the payment or to make an arrangement with the Unit operator for
the payment of such person's proportionate part of the Estimated Completed-for-
Production coats as set forth herein, all within the time and in the manner as
prescribed:in this Order, then such peqscn,shall be deemed to have withdrawn his
election to participate and shall be t(egmed to have elected to accept as
satisfaction in full for such person's right, interests, and claims in and to
the Gas the: cc(nsideration provided in Paragraph 9.2 above for which his interest
qualifies dlsps(nding on the excess burdens attached to such interest. Whereupon,
any cash )x)nuS consideration due as a result of such deemed election shall be
tendered, paid or escrowed by Unit Operator within one hundred twenty (120) days
after the lms(( day on which such defaulting person under this Order should have
paid his proportionate part of such cost or should have made satisfactory
arrangementB for the payment thereof. When such cash bonus consideration is
paid or escromed, it shall be satisfaction in full for the right, interests, and
claims of such person in and to the Gas underlying Subject Drilling Unit in the
Subject Lauds covered hereby, except, however, for any I/8th royalties which
would become due pursuant to Paragraph 9.2 hereof.

12. Asbignment of Interest: In the event a person named in Exhibit B-3
is unable to teach a voluntary agreement to share in the Well Development and
Operation ccntiemplated by this Order at a rate of payment agreed to mutually by
said Owner or Claimant and the Applicant, and said person elects or fails to
elect to db Other than participate under Paragraph 9.1 above in the Well
Development and Operation in Subject Drilling Unit, then such person shall be
deemed to havb and shall have assigned unto Applicant such person's right,
interests, and claims in and to said well, in Subject Pormations in Subject
Drilling Unit, and other share in and to Gas production to which such person may
be entitled'by, reason of any election or deemed election hereunder in accordance
with the previSions of this Order governing said elections.

13. Unit Onerator (or Onerator): Bquitable Production Company, shall be
and hereby is 'designated as Unit Operator authorised to drill and operate Well
No. v-$ 36100 in subject Formations in subject Drilling Unit, all subject to the
permit provisipns contained in Va. Code 5 45.1-361.27 et seq., 55 4 VAC 25-150
et seq., Gaa and Oil Regulations and 55 4 VAC 25-160 et seq., Virginia Gas and
Oil Board BegBlations, all as amended from time to time, and all elections
required by this Order shall be communicated to Unit Operator in writing at the
address shown Below:

Bmuiteble Production Commamv
1710 PsmmsvlvmaLa Avernus
Cbarlessemi WV 25363
Pbemes (304) 340-3400
Pass (304) 344-0343
Attms Melemie Preemsm

14. Cos)mencement of Operations: Unit Operator shall cosmmnce or cause
to commence op4rations for the drilling of the well covered hereby within seven
hundred and thirty (730) days from the date of this Order and shall prosecute
the same with due diligence. If Unit Operator shall not have so commenced
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and/or proeec)Ited, then this Order shall terminate, except for any cash sums
becoming payable hereunder; otherwise, unless sooner terminated by Order of the
Board, thi4 Order shall expire at 12:00 P.N. on the date on which the well
covered by this Order is permanently abandoned and plugged. However, in the
event an appeaal is taken from this Order, then the time between the filing of
the Petiti)n for Appeal and the final Order of the Circuit Court shall be
excluded in c6lculating the two-year period referenced herein.

15. Operator's Lien: Unit Operator, in addition to the other rights
afforded he)re+der, shall have a lien and a right of set off on the Gas estates,
rights, ant) 'interests owned by aqy „ pezpon subject hereto who elects to
participate udder Paragraph 9.1 in tHe 'subject Drilling Unit to the extent that
costs incurred in the drilling or operation on the Subject Drilling Unit are a
charge agai)nst such person's interest. Such liens and right of set off shall be
separable as 'to each separate person and shall remain liens until the Unit
Operator dgilling or operating the well covered hereby has been paid the full
amounts due'dder the terms of this Order.

16. EScrow Provisions:

Applicant has represented to the Board that there are no unknown and/or
unlocatable Gas owners in the Subject Drilling Unit whose interests are subject
to the escr)ow 'requirements of Paragraph 16.1; and the Applicant has representedto the Boafd that there are no conflicting claimants in Subject Drilling Unit
whose paymbntls are subject to the provisions of Paragraph 16.2 hereof.
Therefore, by )the Order and unless and until otherwise ordered by the Board, the
Escrow Agent ip not required to establish an interest-bearing escrow account for
the Subject Drilling Unit.

Nachovia Bank
Corporate Trust PA1328
123 South Broad Street
Philadelphia, PA 19109-1199
Attn: Rachel Rafferty

16.1 Esorow Provisions for Unknown or Unlocatable Persons: If any payment
of hlonus, royalty payment or other payment due and owing cannot be
mSde because the person entitled thereto cannot be located or is
uSknbwn, then such cash bonus, royalty payment or other payment shallnet:be commingled with any funds of the Unit Operator and shall,
pershant to Va. Code 5 45.1-361.21.D, be deposited by the Operator
iSto the Escrow Account, commencing within one hundred twenty (120)
dgys of recording of this Order, and continuing thereafter on a
mgnthly basis with each deposit to be made by a date which is no later
tfan sixty (60) days after the last day of the month being reported
agd/Or for which funds are subject to deposit. Such funds shall be
hgld,for the exclusive use of, and sole benefit of the person entitledterto until such funds can be paid to such person(s) or until the
Escrow Agent relinquishes such funds as required by law or pursuant to
osdet of the Board in accordance with Va. Code 5 45.1-361.21.D.

16.2 :Escrow Provisions For Conflicting Claimants: If any payment ofbodus,'oyalty payment, proceeds in excess of ongoing operational
expenSes, or other payment due and owing under this Order cannot be
made because the person entitled thereto cannot be made certain due to
coztflicting claims of ownership and/or a defect or cloud on the title,



I 4l8% 344

then such cash bonus, royalty payment, proceeds in excess of ongoing
operational expenses, or other payment, together with Participating
Operator's Proportionate Costs paid to Unit Operator pursuant to
Pslragraph 9.1 hereof, if any, (1) shall not be commingled with any
funda of the Unit Operator; and (2) shall, pursuant to Va. Code 55
45.1-361.22.A.2, 45.1-361.22.A.3 and 45.1-361.22.A.4, be deposited by
the aerator into the Bscrow Account within one hundred twenty (120)
days of recording of this Order, and continuing thereafter on a monthly
bslsiz with each deposit to be made by a date which is no later than
sixty (60) days after the last day of the month being reported and/or
for Which funds are subject tp deposit. Such funds shall be held for
this clxclusive use of, and adieu benefit of, the person entitled thereto
unltil such funds can be paid to such person(s) or until the Bscrow
Agent relinquishes such funds as required by law or pursuant to Order
of the Board.

17. Special Findings: The Board specifically and specially finds:

17.1. Applicant is Bquitable Production Company. Applicant is duly
authcrised and qualified to transact business in the Commonwealth of
Vitgiinia;

17.2. Applicant Bquitable Production Company is an operator in the
Commonwealth of Virginia, and has satisfied the Board's requirements
for operations in Virginia;

17.3. APPlicant Bmaitable Production Cameav claims ownership of Gas
leases on 95.21% percent of Subject Drilling Unit and the right to
explore for, develop and produce Qas from same;

17.4. ~licant has proposed the drilling of Well V-536100 to a depth of
6056 feet on the Subject Drilling Unit at the location depicted in

'BmjLibit A to develop the pool of Qas in Subject Pormations, to
co(zplete and operate Well V-536100 for the purpose of producing
Conventional Qas.

17.5 The estimated production of the life of the proposed Well V-536100
is 400 lWCF.

17.6 With this Application, notice was provided to everyone claiming an
owdership interest relative to the production of conventional gas in
the Subject Drilling Unit. Set forth in Bmhibit B-3, is the name
and last known address of each Owner or Claimant identified by the
Applicant as Gas owners in Subject Drilling Unit who has not, in
writing, leased to the Applicant or the Unit Operator or agreed to
voluntarily pool his interests in Subject Drilling Unit for its
deuelopment. Qas interests unleased to the Operator and listed in
Bxhibit B-3 represent 4.79% percent of subject Drilling Unit;

17.7 Apglicant's evidence established that the fair, reasonable and
eqditable compensation to be paid to any person in lieu of the right
to participate in the Wells are those options provided in Paragraph
9 albove;

17.8 The Subject Drilling Unit does not constitute an unreasonable or
arbitrary exercise of Applicant's right to explore for or produce
Gas;



named in Exhibit $-3 hereto the opportunity to recover or
eive, without unnecessary expense, such person's just and fair
re of the production from Subject Drilling Unit. The granting of

Application and relief requested therein will ensure to the
tent possible the greatest ultimate recovery of Conventional Gas,
event or assist in preventing the various types of waste
ohibited by statute and protect or assist in protecting the
rrelative rights of all persons in the subject common sources of
pply in the Subject lakdb).-" Therefore, the Board is entering an
der granting the relief herein set forth.
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17.9 The relief requested and granted is just and reasonable, is
sqpported by substantial evidence and will afford each person listed

18. Nailing Of Order And Filinc Of Affidavit: Applicant or its Attorney
shall file an'affidavit with the Secretary of the Board within sixty (60) days
after the Qte of recording of this Order stating that a true and correct copy
of said Ord)er was mailed within seven (7) days from the date of its receipt by
the Unit OP)erBtor to each Respondent named in Exhibit $-3 pooled by this Order
and whose a(idr(ess is known.

19. Avlailabilitv of Unit Records: The Director shall provide all
persons not subject to a lease with reasonable access to all records for Subject
Drilling Unit which are submitted by the Unit Operator to said Director and/or
his Inspectcr(s).

20. Conclusion: Therefore, the requested relief and all terms and
provisions Bet,'forth above be and hereby are granted and IT IS SO ORDERED.

21. Apbeals: Appeals of this Order are governed by the provisions of Va.
Code Ann. 5 45.1-361.9 which provides that any order or decision of the Board
may be appealed to the appropriate circuit court.

22. Effective Date: This Order shall be effective as of the date of the
Board's appi'ovlal of this Application, which is set forth at Paragraph 1 above.

DOME AMD, EXECUTED this /7 day of 4~ , 2005, by a majority of

DOME AMD PERFORMED this ~ day o~bsw , 2005, by Order of this
Board.

E. R. Wil/on
Principal Executive To The Staff
Virginia Gas and Oil Board



S~ATE OP V+GPNIA

Acknowledged on this fQ day of S~ , , 2005, personally before
me a notary public in and for the Commonwealth of Virginia, appeared Benny
wampler, bging duly sworn did depose and say that he is chairman of the virginia
G as authorized to do so.as and Oil Bdard, that he executed the same and w

Notary Public

My commissgon expires: q~

STATE OP VXRGlNIA )
COUNTY OP 4!SgINGTON )

Acknctwlddged on this day of Z~&~05, personally before me a
notary public in and for the Commonwealth of Virginia, appeared B. R. Wilson,
being duly.:sworn did depose and say that he is Principal Executive to the Staff
of the Vircfinia Gas and Oil Board, that he executed the same and was authorized

Notary Public

10
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LSINs Jean Frier htw

otnmdtntf tyt9t, VA 24037

Unleased 4.7000000086 5.4000

TO9si Gas Estate
y>8'.$
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INBTIIIÃ 63
BECONEO IN 1% '8 OFFICE OFOI~ ON

OCTOBER idss 255 AT 03:52PII
JOE TATEs CLEW

D. CLERK

BECOBOEO BY: TJB

VIRGINIA:
IN THE OFFICE OF THE CLERK OF THE CIRCUIT COURTOF DICKENSON COUNTY, Q4 I0,SCFL.Thar deed was this day

presented In sad oNce, snd upon the cemTicate of acknowledgment thereto annexed, admaed to record st ~5 o'~M, after payment of

tax imposed by Sec. SS,I-802.
~TSTE:JOEPT~E, LERK

Originsi returned this date to:~r r3es 4 M v(5 V

'age
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