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V I RG I N I A:

BEPO)IE THE VIRGINIA GAS AND OIL SOARD

APPLICANT: CNE GAS CCBIPANZ LLC

RELIEF SOUGHT: (1) ESTASLISHMENT OF THE DRILLING
UNIT DEPICTED IN NENZNZT A HERETO
AND SERVED BY WELL NO. 25314
(herein "Subject Drilling Unit" )

PURSUANT TO VA. CODE 6 45.1-361.20(
(2) POOLING OP INTERESTS IN
SUBJECT DRILLING UNIT PURSUANT TO
VA. CODE 6 45.1-361.21, FOR THE
PRODUCTION OF GAS OTHER THAN

COALBED METHANE GAS FROM SUBJECT
FORMATIONS (herein referred
to as "Conventional Gas" or "Gas") )
and (3) DESIGNATE THE APPLICANT
AS THE UNIT OPERATOR FOR THE
SUSJECT DRILLING UNIT

VIRGINIA GAS

AND OIL BOARD

DOCKET NO.
0$-0520-2224

LEGAL DESCRIPTION:

DRILLING UNIT SERVED SY WELL NUMBERED

25314 TO BE DRILLED IN THE LOCATION
DEPICTED ON EENZNZT A HERETO,
NNBDBNBM (ZGANNAWGLN

GARDEN lSdZ~ DZSTRZCT
BUCHANAN IXNNPPZ, VZRGZNZA

(tha "Subject Lands" are more particularly
described on Exhibit A attached hereto
and made a part hereof)

REPORT OF THE BOARD

FINDINGS AND ORDER

), Hear)as Dsm snd Plass: This matter came on for final hearing before the Virginia Gas and
Oil Board (hereafter "Board" ) at 9:00 a.m. on May 20, 200$ at the Southwest Virginia Higher
Education Center on the campus of Virginia Highlands Community college, Abingdon, Virginia.

2. Annearances: Mark Swartz, Esquire, of the firm Swartz Law Offices, PLLC, appeared
for the Applicant. Sharon M.B. Pigeon, Assistant Attorney General was present to advise the Board.

3. Jurisdicti.on and Notice: Pursuant to Va. Code 6 45.1-361.1et seq., the Board finds
that it has jurisdiction over the subject matter. Based upon the evidence presented by Applicant,
tha Board also finds that the Applicant has (1) exercised due diligence in conducting a meaningful
search of reasonably available sources to determine the identity and whereabouts of each gas and oil
owner, coal owner, or mineral ownez having an interest in Subject Drilling Unit underlying and
comprised of subject Lands; (2) has represented to the Boazd that it has given notice to those
patties (hereafter sometimes "person(s)" whether referring to individuals, corporations,
partnerships, associations, companies, businesses, trusts, joint ventures or other legal entities)
entitled by Va. Code 6 45.1-361.19 to notice of the Application filed herein; and (3) that the
pe)rsons set forth in their Application and Notice of Bearing have bean identified by Applicant
through its due diligence as Owners or Claimants of Conventional Gas interests underlying Subject
Drilling Unit, including those set out in Ewhibit $-3 who have not heretofore leased, sold or
voluntarily agreed with the Applicant to pool their Gas interests in subject Drilling Unit.
Conflicting Gas Owners/Claimants in Subject Drilling Unit are listed on Exhibit N. Further, the
Board has caused notice of this hearing to be published as required by Va. Code 6 45.1-361.19.8.
Whereupon, the Board hereby finds that the notices given herein satisfy all statutory requirements,
Board rule requirements and the minimum standards of due process.

4. Amendments: Nome



5. Dimaissals: Noae

6. Relief Requested: Applicant requests (1) that pursuant to Va. Code 5 45.1-361.20,
the Board establish subject Drilling Unit to be served by Nell 25314; and (2) that pursuant to va.
Code 5 45.1-361.21, tha Board pool the rights, interests and estates in and to the Conventional Gas
of the known and unknown persons listed in the attached Exhibit 5-3, and that of their known and
unkncam heirs, executors, administrators, devisees, trustees, assigns and successors, both immediate
and remote, for the drilling and operation, including production, of Conventional Gas froa the
subject Drilling Unit established for subject Formations underlying and comprised of the subject
Lands, (hereafter sometimes collectively identified and referred to as "Well Developsmnt and/or
operation in the subject Drilling Unit" ); and, (3) that the Board designate cNE Qas ccmpaay LLc
as Unit Operator.

7. Relief Granted: The requested relief in this cause shall be and hereby is granted.

7.1 Tha Board hereby: (1) establishes subject Drilling Unit pursuant to va. code 5 45.1-
361.20; (2) pursuant to Va. Code 5 45.1-361.21.C.3, CNA Gas C~ LLC (hereafter 'Unit
Operator" ) is designated as the Operator authorised to drill and operate Well No. 25314
in tha subject Drilling Unit at the location depicted on the plat attached hereto as
~xhibit A to produce Conventional Qas from Subject Pormations, 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., Qas and Oil Regulations and to 5 4 VAC 25-160 et seq., Virginia Gas
and Oil Board Regulations, all as amended from time to time; and (3) the rights,
interests and estates in and to the Conventional Gas in Subject Drilling Unit including
those of the known and unknown persons listed on Exhibit 5-3, attached hereto and made a
part hereof, and their known and unknown heirs, executors, administrators, devisees,
trustees, assigns and successors, both isssediate and remote, ba and hereby ara pooled in
the 6ubject Pormations in the subject Drilling Unit underlying and comprised of the
subject Lands. There are no applicable field rules and the unit is subject to statewide
spacing requirements of va. Code 5 ~5.1-361.17.

s. Election and Election period: In the event any Qas owner named in the Application
and Notice of Hearing has not heretofore reached a voluntary agreemant to share in the operation of
the well to be located in subject Drilling Unit at a rate of payment mutually agreed to by said Gas
owner and the Operator, then, such person may elect one of the options set forth in Paragraph 9
below and aust give written notice of his election of the option selected under paragraph 9 herein
to the designated Unit Operator at the address shown below within thirty (30) days from the data of
receipt of a copy of thi ~ Order. A timely election shall be deemed to have been made if, on or
before the last day of said 30-day period, such electing person has delivered his written election
to the designated Unit operator at the address shown below or has duly postmarked and placed his
written election in first class United States mail, postage prepaid, addressed to the Unit Operator
at the address shown below.

Election Ontions:

9.1 OptiOn 1 - To Particinate In The Develonment and Oneration of the Drillinq~it: Any Gas Ownaz 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 tha estimate of such
participating Operator'5 proportionate part of the actual and reasonable
costs, including a reasonable supervision fee, of the Well Development and
Operation, as more particularly sat forth in Virginia Gas and Oil Board
Ragulaticm 4 VAC 25-160-100 (herein "Completed for Production Costs" ).
Purther, a Participating Operator agrees to pay the estimate of such
Participating Operator'5 proportionate part of the Estimated, Complete&-for-
production Costs as set forth below to the Unit Operator within forty-five
(45) days from the later of the date of ma).ling or the date of recording of
this order. The estimated completion-for-production costs for tha subject
Drilling Unit ara as follows:

Estimated, completed-for-production costs: 5657,164.14

Any gas owner andlor claimants named in Exhibit S-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 estismte 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 Participating Operators'Percent of Unit" times
ths completed-for-Production Cost set forth above. Provided, however, that in
the event a Participating Operator elects to participate and fails oz refuses
to pay the estimate of hie proportionate part of the Completed-for-Production
Cost as eet 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 damned to have elected not to participate and to have
elected compensation in lieu of participation pursuant to Paragraph 9.2
herein.

9.2 Ontion 2 - To Receive A Cash Sonus 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 Nxhibit 0-3 in the
unit who has not reached a voluntary agreemant with the Operator may elect to
accept a cash bonus consideration of j1.00 par net ainsral acre owned by such
person, cossaencing 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-halt percent (12.59)] of the net
proceeds received by tha Unit Operator for the sale of the Gae produced from
any Well Development and Operation covered by this Order multiplied by tha
Qas owner'0 percentage Interest Within Unit as set forth in tha Application
and Notice of Nearing (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 parson) as fair, reasonable and equitable compensation to
be paid to said Qas owner. The initial cash bonus shall become dua and owing
when so elected and shall ba tendered, paid or escrowed within one hundred
twenty (120) days of recording of this Order. Thereafter, annual cash
bonuses, if any, shall become dua and owing on each anniversazy of ths date
o! recording of this order in the event production fram Subject Drilling Unit
has not theretofore camsanced, 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, ara so paid or sscrowsd, said
payaent(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 pozmation
in tha subject Lands, except, however, for ths 1/0th 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 ba deemed to and
hereby does lease and assign its right, interests, and claims in and to the
Qas produced from Subject pormation in the Subject Drilling Unit to the
Applicant.

9.3. Option 3 - To Shaze In The Develcoment And Ooeration As A Non-Particinatinc
Person On A CarrieS Sasis And To Receive Considaraticn In Lieu Of Cash: In
lieu of participating in the Well Development and Operation of Subject
Drilling Unit under Paragraph 9.1 abave and in lieu o0 receiving a cash bonus
consideration under Paragraph 9.2 above, any Qas Owner or Claimant named in
Sxhibit s-3 hereto who does not reach a voluntary agzeemant with tha Operator
may elect to share in tha Well Development and Operation of Subject Drilling
Unit on a carried basis (ae a "Carried Well Operator" ) so that the
proportionate part of the Completed-for-Production Coats hereby allocable to
such Carried Wall Operator'0 interest (.s charged against such Carried well
operator's share of production from subject Drilling Unit. such carried well
Operator'0 rights, interests, and claims in and to the Qas in Subject
Drilling Unit shall be deemed and hereby ars assigned to ths Unit Operator
until the proceeds from tha sale of such Carried Well Operator'0 share of
production from subject Drilling Unit (exclusive of any royalty, excess or
overriding royalty, or other non-operating or non cost-bearing buzdan
reserved in any lease, assignmsnt thereof or agreement relating thereto
covering such interest) equals three hundred percent (3009) for a leased
interest or two hundred percent (200%) for an unleased interest (whichever is
applicable) of such Carried Well Operator's share of tha Ccmpleted-for-
Production Costs allocable to the interest of such Carried well Operator.
When the Unit Operator recoups and recovers from such Carried Wall Operator's
assigned interest the amounts provided for above, then, tha assigned interest
of such Carried Well Operator shall automatically revert back 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
prcxluced from subject Formation 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.

10. Failure to Prooerlv Elect: In the event a person named in Exhibit $-3 hereto does
not reach a voluntary agreement with the Applicant and fails to do so within the time, in the
member, and in accordance with the terms of this order one of the alternatives set forth in
Par)graph 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 elected to accept as
satfsfaction in full for such person's right, interests, and claims in and to the Gas the
con(sideration 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 tha Subject
Drilling Unit to the Unit Operator. Pet'sons who fail to properly elect shall be deemed to have
acclspted the compensation and terms set forth herein at Paragraph 9.2 in satisfaction jn full for
thai right. interests, and claims of such person in and to the Gas produced from Subject Formation
undbrlying Subject Lands.

11. Default Bv Particinatinu parson: In the event a person named in Exhibit $-3 elects
to participate under paragraph 9.1, but fails or refuses to pay, to secure the payment or to make an
arrungement with the Unit operator for the payment of such person's proportionate part of the
Estimated Completed-for-Production costs as set forth herein, all within the time and in the manner
as prescribed in this Order, then such Person shall be deemed to have withdrawn his election to
participate and shall be deemed to have elected to accept as satisfaction in full for such person'
ri5(ht, interests, and claims in and to the Gas the consideration provided in Paragraph 9.2 above for
whilch his interest qualifies depending on the excess burdens attached to such interest. Whereupon,
any cash bonus consideration due as a result of such deemed election shall be tendered, paid or
escWowed by Unit Operator within one huwdred twenty (120) days after the last day on wh).ch such
def'aulting person under this Order should have paid hie proportionate part of such cost or should
have made satisfactory arrangements for the payment thereof. When such cash bonus consideration is
paid or escrowed, it shall be satisfaction in full for the right, interests, and claims of such
parison in and to the Gas underlying subject Drilling Unit in the subject Lands covered hereby,
excwpt, however, for any I/8th royalties which would become due pursuant to paragraph 9.2 hereof.

12. Aeeiunment Of Interest: In the event a person named in Exhibit $-3 is unable to
remch a voluntary agreement to share in the well Development and operation contemplated by this
Order at a rate of payeent agreed to mutually by said Owner or claismnt and the Applicant, and said
person elects or fails to elect to do other than participate under Paragraph 9.I above in the Nell
Development and operation in subject Drilling Unit, then such person shall be deemed to have and
shell have assigned unto Applicant such p(erson'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 provisions of this Order governing said elections.

13. Unit Onerator (or Ooarator): CNE Gas C~y LLC, shall be and hereby is designated
as Unit operator authorised to drill and operate well No. 25314 in subject Pormations in subject
Drilling Unit, all subject to the permit pz'ovisions contained in va. code I 45.1-361.27 et seq., ss
4 UAC 25-150 et seq., Gas and Oil Regulations and IS 4 VAC 25-160 et seq., Virginia Gas and Oil
Board Regulations, all as amended from time to time, and all elections required by this Order shall
be coemunicated to Unit Operator in writing at the address shown below:

cwz Gas company LLc
24$1 John Nash Blvd.
Bluefield, WV 24701
Attar Leslie E. Arrington

14. Commencement of Operations: Unit Operator shall commence or cause to commence
opelrations for the drilling of the well covered hereby within seven hundred and thirty (730) days
frdm the date of this order and shall prosecute the same with due diligence. If Unit operator shall
not have so cosssenced and/or prosecuted, then this Order shall terminate, except for any cash sums
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ing payable hereunder; otherwise, unless sooner terminated by Order of the Board, this Order
expire at 12:00 P.N. on the date on which the well covered by this Order is pensanently

oned and plugged. However, in the event an appeal is taken from this Order, than the time
en the filing of the Petition for Appeal and the final Order of the Circuit Court shall be
ded in calculating the two-year period referenced herein.

15. Ooerator'0 Lien: Unit Operator, in addition to the other rights afforded hereunder,
shafl have a lien and a right of set ofi'n the Qas estates, rights, and interests owned by any
perkon subject hereto who elects to participate under 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
chatge against 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 drilling oz operating the well
covered hereby has been paid the full ancunts due under the terms of this order.

16. Escrow Provisions:

The Applicant represented to the Board that there are no unknown or unlocatable claimants
within Tract( ~) 4 of the subject Drilling Unit; and, the Unit operator has represented to the Board
thaf there are conflicting claimants in the subject Drilling Unit within Tract( ~) 4 of whose
paysmnts are subject to the provisions of paragraph 16.2 hereof. Therefore, by this order, the
Esc(.ow Agent named herein or any successor named by the Board, is required to establish an interest-
beating escrow account for Tract( ~) 4 of subject Drilling Unit (herein Bscrow Account', and to
rec0ive and account to the Board pursuant to its agreement for the escrowed funds hereafter
described in paragraphs 16.1 and 16.2:

34mchovia Sank, 3(.A.
VA7515
P.O. Sox 14061
Roanoke, VA 24035
At tention c d)tdy Smrger

16.1 Escrow provisions for Unknown or Unlocatable persons: If any paysmnt of bonus,
royalty payment or other pajmmnt due and owing cannot be made because the person
entitled thereto cannot be 1&ated or is unknown, then such cash bonus, royalty payment
or other payment shall not be commingled with any funda of the Unit Operator and shall,
pursuant to Va. Code 5 45.1-361.21.D, be deposited by the Operator into the Escrow
Account, commencing within one hundred twenty (120) days of recording of this Order,
and continuing thereafter on a monthly basis with each deposit to be made by a date
which is no later than sixty (60) days after the last day of tha month being reported
and/or for which funds are subject to deposit. Such funds shall be held for the
exclusive use of, and sole benefit of the person entitled thereto until such funds can
be paid to such person(s) or until the Escrow Agent relinquishes such funda as required
by law or pursuant to order of the Board in accordance with Va. Code 5 45. 1-361.21.D.

16.2 Escrow provisions For Conflictinq Claimants: If any payment of bonus, royalty
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 conflicting claims of ownership and/oz a defect or cloud on the title,
then such cash lxmus, royalty payment, proceeds in excess of ongoing operational
expanses, or other payment, tcgethez with Participating Operator's Proportionate Costs
paid to Unit Operator pursuant to paragraph 9.1 hereof, if any, (1) shall not be
commingled with any funds 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 OPerator into
the Escrow Account within one hundred twenty (120) days of recording of this Order, and
continuing thereafter on a monthly basis with each deposi.t 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 to deposit. such funds shall be hald for the exclusive use of,
and sole benefit of, the person entitled thereto 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 Order of the Board.

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

17 .1. CHX Qas Cossany LLC is a Virginia limited liability company. Applicant is duly
authorised and qualified to transact business in the Commonwealth of Virginia;

17 . 2 . CEE Qas Ccmpany LLC is an operator in the Commonwealth of virginia, and has satisfied
the Board's requirements for operations in Virginia;



17.3. CWX Gas ~ LAC claims ownership of Gas leases
on 97.3201 percent of 6ubject Dl'illing Unit and the right to explore
for, develop and produce Gas from same;

17.4. Applicant has proposed the drilling of Well 25314 to a depth of
6250 feet on the Subject Drilling Unit at the location depicted
in Exhibit A to develop the pool of Gas in Subject Formations, and
to complete and operate Well 35314 for the purpose of producing
Conventional Gas.

17.5 The estimated production of the life of the proposed Well is 400 IBICF.

17.6 With this Application, notice was provided to everyone claiming an ownership interest
relative to the production of conventional gas in the Subject Drilling Unit. Set
forth in Exhibit 3-3, is the name and last known address of each Owner oz 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 (Alit for its development. Gas intezests unleased
to the Operator and listed in Exhibit 3-3 represent 3.6799 percent of Subject
Drilling Unit;

17.7 Applicant's evidence established that the fair, reasonable
and equitable compensation to he paid to any person in lieu
of the right to participate in the Wells are those options
provided in Paragraph 9 above;

17.8 The Subject Drilling Unit dOes not constitute an unreasonable
or arbitrary exercise of Applicant'6 right to explore foz or
produce Gael

17.9 The relief requested and granted is just and reasonable, is
supported by substantial evidence and will afford each person
listed and named in Exhibit 8-3 hereto the opportunity to
recover or receive, without unnecessary expense, such person'
just and fair share of the production from Subject Drilling
Unit. The granting of the Application and relief requested
therein will ensure to the extent possible the greatest
ultimate recovery of Conventional Gas, prevent or assist in
preventing the various types of waste prohibited by statute and
protect or assist in protecting the correlative rights of all
parsons in the subject ccesslx) sources of supply in tha subject
lands. Therefore, the Board is entering an Order granting the
relief herein set forth.

18. Wailing Of Order And Filine Of Affidavitl APPlicant or its Attorney shall file an
affidavit with the Secretary of the Board within sixty (60) days after the date of recording of this
Ord4r stating that a true and correct copy of said Order was mailed within seven (7) days free the
date of its receipt by the Unit operator to each Respondent named in Exhibit 3-3 pooled by this
Ord0r and whose address is known.

19. Availabilitv of Unit Records: The Director shall provide all persons not subject to
a 18ase with reasonable access to all records for subject Drilling Unit which are submitted by the
Unit Operator to said Director and/or his Inspector(s).

20. Conclusion: Therefore, the requested relief and all tezms and provisions set forth
above be and hereby ara granted and IT Is So CRDERED.

21. Appeals: Appeals of this Order are governed by the provisions of va. code Ann. 545.1-361.9 which provides that any order or decision of the Board may be appealed to tha appropriate
clrcui't court.

22. Effective Date: This Order shall be effective as of the date of the Board'6 approval
of this Application, which is set forth at Paragraph 1 above.
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DONE AND EXECUTED dds JX day of kfaC~, 2008, by a majority of the

Virginia Gas snd Oil Board. P'

C5airnmn, Bcgjtfy R. Vyjfnyler

DONE AND PERFORMED THIS~ day of WiJ(ll, 2008, by Order of the

David E.Aebsry, fr.
Acting Principal Executive to the
Virgima Gas and Oil Bmud

STATE OP VIRGINIA
COUNTY OP W~INGTON

I~
Acknowledged on this J day o ~ , 2008, personally

before me a notary public ib and for th mmotfwealth of Virginia,
appeared Benny R. Wampler, being duly swor d depose and say that he
is Chairman of the Virginia Gas and Oil Board, and appeared David B.
Asbury, Jr. being duly sworn did depose and say that he is Acting
Principal Executive toe the Staff of the Virginia Gas and Oil Board
that they executed the same arid were authorized to do so.

My commission expires: September 30, 2009
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