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april, 1991, betore the Virginia Gas and O1l poard in the

conference Room of United Coal Company, Bristol, Virginia.
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April 30, 1951

Thic matter came on to be heard on this the 10th day of

CHATHMANG Good Morning. My name 1o Benny Waspler. 1'm
ngsistant director of the virginia Dapartment of Mines,
Minerals, and Energy. This ig o Gas and 01l Board
nearing today and 1'1l1 ask our board members to introduce
thempelves atarting to my right.

KELLY: Bill Kelly, oil and gas industry represantative,.

[WARRIS: D11l Marris, a public representative.

LEPCHITZ: Mike Lopchitz with the Attorney General'p
officn. #.

MASON: Bill Mawon, public representative. F

EVANG: Ken Evans, coal industry representative.

MCGLOTHLING  FKevin McGlothlin, a citizen member.

sANDER: Juanita Zandor, public member.

LOWERY: Busgan Lowery, legal assistant to the Attorney
aeneral’'s offlice.

WALZ: 1I'm fteve Walls with the Department of Mines,
Hinerals anud Energy.

FULMER: Tom Fulmer, Divioion of Gas and O1l,

CMATNMAN:  Thank you. Just so you know what'e going on
thiin morning while we were up here dimscussing things,

and kind of leaving You out, Yyou cortainly may listen in
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ap Wi talk about the rules and regulations that are being
presented to the board for thelr acceptance. Mr. Bill
Magcon did a great job in carrying the work group that

mot a couple of times and many of you woere reprecented
on that work group in drafting these regulations that

are prosonted to the Doard today for discussion as
proposned rulep, And s we talk you'll hear what the
nchedule is and thoge kinde of things. We do not plan to
take any public testimony today on these rules. This is
ntrictly an open discussion by the Board for these rules.

Doard pombers, I would refer you to our rules and
regulations and just tell you that what you have before
you are permanent regulations to replace the emergency
rogulations, And if the permanent regulations is to be
effective before the emorgency regulations expire we

Guut hove your approval for imsuance asm proposed regn
today. Oteve Wallace 1in here to answer questions. He's
beoen one of the stafl persons that has worked with Mr.
Mamon oand others on the committee and Stove will be
lepding un o8 poon as we [inish this portion of the
lwaring to carry out those [unctions if we accept

these. And also, if wWe lhave, then they'll get in-
‘orporated,
MUGLOTHLING  This Len't our last opportunity to suggest

‘hangen, 1o 1t%




Mit, CHAIRHAN ! No. This is just an acceptance of these &5

2 propooed regs. They'll go through the public comment

3 period and then the Board will have another hearing where
] it will receive the public comsents and make any final

8 changes, The emergency regulations becape effective

0 ortober 30, 1990 and they will expire on October 29,

7 1091, And as you know, the Board authorized the regulat-
[ ory work group. As I pald, Hr. Mapon chaired that and

0 they met twice and produced these draft regulations. The
10 achodule is that we submit the proposed regulations to

" the Virginia regiater on May 1, 1991. And the proposed
12 achedule of publication 18 May 20, 1991. There will be &
13 pixty day public copment period from May 20  through

id July 19, 1991 with a planned public hearing at the

15 poard's July 16, 1991 meeting. The ntaff will develop
10 reppongen to copmentn and final regulatory language for
17 conpideration at the poard'n August meeting. HNow, moRe
of thooe dates may have heen o 1ittle confusing. On
July 16 the Donrd at it'ns hearing will hold it'as public
fiearing, but the comment period will remain open through
the 19th, three days after the poard's hearing. And then
gtaff{ will prepare draft regponese to thone comments
and re=present to the Board at it's August meeting. The

plan will then be that we will would submit final

regulation to the Virginia Regioter on BSoptemsber 4 and
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the final regulations will be published September 23 and
then there will be a thirty day final adoption paeriod
from Beptember 23 through Octcber 22. And the effective
date as planned will be October 23, 1991. I'm prepared
to generally walk through these regulations if you think
thaot would be of benefit. I know you've all received
them. 1f you've had a chance to review them, 1f you
would like to digpenoe with that and simply go to the
queaticns you may have. What's your pleasure?

MP. MCOLDTHLIM: I would suggest that we take it by sections
and see 1f there are any commentao.

MR, CHATIRMAN: Okay. On the definition section, without going
througlh eacl one, I would just say that definitions are
required for conoistency and clarity and should be
conpistent with the department's proposed regulations
for continuity between standarde governing Articles 2
and 1 and that 1o how these were developed, Are there
any quections on the definition section?

M. WARRIB: T did have one, Wnen I read notice, I wonder 1if
evoryono understands and maybe that's a legal term that
wo use that everyone does understand. But do we need to
define what we mean by notice or giving notice? And
maybe I'm getting too technical in even suggesting this.
You know, whon we start talking about that, we're talking

about Written notice, I know that's defined later in
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the document aps different ways of contacting people and I
wondered if we should give a definition of it up front.

It may be not be. Is it a standard legal --

. MAGON: 1If I may comment here, I think one of the problems

that I would perceive in dealing with that is that the
purposes of this act, there are probably really four
different kinds of notices and to try and define it in
termo of how it's coarried out would be to beg the
quention of thepe individual sections as set forth in
moann by which notice for different partes of the rege are
carried out., 1 think you would end up with a situation
where notice, if you tried to define it, would have to be

so general in order to incorporate all those things.

WARRIS: But this is universally understood when you may

notice ==

MABON: Yeah, I think that whan you talk about notice

that it's port of really a due procesms and it'm generally
underptood to be == boecause you got into questions about
af foctive notico and == I don't know. I can undermtand
the fact that it in an ipoue of mome great concern, but I
think by trying to define it that you, in fact, may end
up worne off than just dealing with it in terms of it
gort of being genorally understood and then dealing with

11 in the individual psections where they pet forth the

mechanice of notice which we've dealt with in here in




depth.

MR. HARR1S: Yeah, 1 saw that. Okay. TFine.

Mil. MCGLOTHLIN: 1 have a question on the definition of
director. Director of the Department of Mines, Minerals
and Energy or hins authorized agent, could someone explain
to mo why we need for him to proxy himself?

MI. CHAIRMAM: I guess I could refer to Mike to explain the
delusgation procesn.

Mit. LEPCMITZ! Consistent throughout the act there's only the
gam and oil act. Thare is authorizations for the
director to delegate his authority to, for inatance, Mr.
Wwanpler or to Mr. Fulmer as the gas and oil inspector.
Tho director's not alwnys physically prosent in Southwast
virginia and clearly doesn't go out on to the site and
carry out inspections and other things. That'ec the
purpoge of including authorized ropresentativen, Bbo
that thore is n conoistency of authority.

M MATRMAN: Any other questions on definition? 1If not, in
qection 2 under authority and inflictability, thie
gection 16 required in general laws and regulations
governing the regulatory procoap and simply peta out
what the suthority's ineptability are. Under BSection 3,
adminiarrative provioionn, on page 338 1if you're follow=-
ing through, it essentially sots the general ptandards

{or bringing i1snuces before the honrd.




MR. MCOLOTHLIN: On D=2 of that Section, when required the
following moterials must be filed with the division at
lenpt seven days and we're now under, as I understand, a
ten day calender. Would 1t not be better to change that
geven to ten daya?

OTEVE WALZ: 1T think the thought there was to give the

applicants as much time oo poscible to have notice Lo be

able to delivered and every time you lengthen the time
prior to before you're lessening the time, things like
cortified mail which can be delivered and they can get

" the groen cards back.

w2 || ¥r. MceLoTHLIN: The office is reguired to get things to uo

13 within five businens days of the meeting and that's going

14 ro kind of cut that down.

8| ME. CHATRMAM: Yeah, Some of the commentn, 1 guess, that the

10 work groups =- the timing here =-- 1 mean, we had oome

"7 discupsion on that and the language incorporated here

woa ==

M. MCGLOTHLIM: 1It's going to be difficult for Tom'm office

to get the information to us before the meeotings if it's

N due the enme day it hae to go out.

a3 [l 4B, CHAIRMAN: Well, I think the way that they said it waso

n abpolutely no less than seven days. Obviously, it

24 dosan't ieave any room for error to get the things to the

24 Nonrd.
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MR. MCGLOTILIN: I would suggest that that be changed to ten
“ﬂlnnﬂvr days.

GTEVE WALZ: Bince the docket needs to be advertised twenty
dayn in advance of the meeting this would not change
pomething being listed on the docket and advertised in
the notice of the Board hearing itself. And if it were
not submitted the application would not be cospleted and
then it wouldn't fall under the regulation sectiong
whoere applications are not complete.

MH. CHMAIRMANi You're paying it wouldn't come before the
Board ==

GTEVE WALZ: It wouldn't come before the Board in that cage.
put it wouldn't change the == I don't think it would
choange what's been sent out to the Board because 1it's
already sont by that time even 1f intended.

Mi, CHAIRMAN: Coan you follow that?

M. MCGLOTHLING I think po.

ATEVE WALZ: The docket needs to be sat twenty days in
advance of the meeting for publication of the notice of
the meeting as required, 0o we're trying to give them
ap much time am possible, but moving it back three days,
you ntill got that twenty day notification for notice of
hoaring., 6o it wouldn't change what you're going to
hove in your hands. Go by giving the additional three

days, it'sm not going to help them get things to you in
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advance any better.

CHAIFMAN: Under Section 4 Notice of hearings, we hava in
thers the references to the code regquirements for field
rules, unitization and pooling hearings.

MCGLOTHLIN: Excuse me.

CHAIRMAN: That's on page 6 of 38. 1I'm sorry.

HCGLOTHLIN: 1T still have one on 5 of 38. I didn't flip
over. Applications for the cstablishment of unit
opacing and pooling shall be accompanied by a $100 fee.
Could I ask Mr. Mason how that figure was derived?

MAGBON: Well, it was based upon the staff recommendation
and the fact that that's what we are charging right now,
Wo talked about changing it, but there wasn't puch caid
about it.

EVANG: 1Is that a non-refundable fee?

MABON: V¥eo. Steve, how did the original number arise, do
you know?

WALLB: The original number that we came up with was
based upon publication cost, and also the publication
cost and their copying the coats.

WAMPLER: And estimated cost for the Board expends,

WALL: And the DPoard's expences also.

FULMER: T think that it's also consistent with what the
legiolature looked at when they were setting the fees

for the parmit, the cover the Proceasing. 8o we wers




trying to follow the model that was established in the

act,

Mit. CHAIRMAN: Dy it being in the regulations certainly -- 1if

it proves to be inadequate or what have you, then there's

an ability to come back and propose something at a later
date.

MR. FULMER: Do you need to add that non=refundable in there?

M. CHAIRMAM: I think you ought to make it clear to everyone.
okay. Anything else on Section 37 If not, on Bection q
Hotice of hearings, we in the notice of hearings have
sot the standards for notice of spacing exceptions for
the hearings requiring applicants to send a copy of their
application with a notice and require notice by public=-
ation of persons that are not able to be located. And we
set the standards for notice of applications to modify
orders.

MR, MCOLOTHLIN: Okay. A couple of things on this. Section
4-p, the applicant for the hearing shall cause a notice
to be publinhed in a newspaper of general circulation in
the county, city, or cities. 1 was just wondering if the
general circulation newspaper could be a major newspaper
opponed to a county newapaper? Could the notice not be
put in both, for example in this area, in both the

Nristol or for Duchanan County in the Virginia Mountaln-

aerT

10
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MR. CHAIRMAN: Certainly, if it needs any clarification. I

MR

think the intent here is whichever publication does reach
the magees in that area. I think as a general rule

that's what's been practiced by --

BTEVE WALZ: Yeah, One of the things that we did as a

provision was to circulate or send to all the operators a
listing of all papers in the circulation area. And we
aslso noted to them which were weekly papers and which
were daoily papers and we preferred in the notices that we
gent to thom that thoy utilize the weekly paper if at all
possible. One of the things that they have to meet here
in give twenty days notice, too, Bo that becomen A
factor in which paper they choose to do so, but we did
gond the mepo and the aress of the circulation and go
forth., The problem is there is a lot of counties =--
oxcuse me, in Duchanan County, one part of Buchanan
County particularly, there's no paper circulation for the
area. Theoe wore supplied by the newspapers, by the way,
nnyhow,

MCOLOTHLIN: Juat out of common courtesy, this is
something I will throw ocut to the Gas and Oil companies,
that maybe your notice could be put in the dally paper
and then the following weekly paper if they could get
gomething in there, people would appreciate it, I'm sure.

and then D=3, s map showing the general location of the

11
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aren which would be affected by the propoged action or a
doscription which clearly describes the location, would

it not be more effective to put both in there?

MR. HABON: If I may respond, we mapent gquite a bit of time

hashing this one around. And I think the reason == any
of the members here correct me of I am wrong, the
original idea was to use the map, but then the problen
wan and the thoory was that you try to keep it as close
as poesible to a map that would show highways and roads
and the things that people could find but there are come
areag that don't lend thesselves to that. And in that
avent, it might be better to use just a general descript=-
ive text to describe where it is., And the purpose of
thie was for tho one to be umed which produces the
greatent clarity of where this exactly is located. 1
think that Tom or somebody made the point that there are
areanm wheres there aren't any roads in terms of county
ronds or stote roadn. BSomeone may have made reference
to, either formally or informally, to some areas and
particularly like that George Witt National Forent
acreage, that there really aren't sap locations that

felate to atate or county roads,

. MCOLOTHLIN: Theso are just thingm that popped in my head

whoen I read over thom.

CUAIBMAN: That's fine. And certainly on an on going

12
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basis, FRven after as I paid, these regulaticns are
published, if we find fault then we will monitor those

kind of things and take subsequent actilon.

MR. MCGLOTIILIM: Well, I believe that's all I've got for

Hi,

MR

Mi

awhile.

CHAIRMAN: All right. oOn the Section 5, I believe that
starte on page B, application for field rules. This
eptablishes the requirements for material to be submitted
in application to establish field rules and requires the
depcription of poolm to be in the field including meets
and bounds description of field boundaries, unit boundar=-
fos and areas in units where drilling is being allowed
ghown on the map using the state plane coordinate
pyatem, an affidavit of malling a notice and other
information. Any questions on Bection =7

MABON: Mr. Chairman, if I pay, I would like to point out
that one of the decisions that was made in regard to
this, particularly as regard to the state coordinate
pyotem, was something that we talked about at the Board
and the difficulty we had in trying to have some uniform
locating facility. And the work committee's goal in
adopting this was to put a start on the road to having
the oil and gas mape, fuel maps and so forth all event-

ually adopt this one single map referonce oyotem.

HHARRION: Let me ask a queastion. Ip this the same that

1]
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MR, HADON: 1It's my understanding it's not.

Mit, HARRIO: Okay. We had recosmended this becaupe West
Virginia and Tennessee are both using similar -- whaot was
the purpose in ==

MR, CHAIRMAHN! The primary purpose was that it's the most
universal means available where coal companies, gas and
oll companies, could eanily convert to a common gystem.

I think it wao the underlined reason and we have put a
schedule of time in that would allow everyone an opport-
unity to plan ahead for that,

HIt. HARRIB: I Jjust wondered If we needed == I remember that
wi'vo had canes where we talked about in meshing with
Wont Virginia, for instance, or Kentucky or something
like that.

MR, LEPCNITZ: Right. Well, the stoff sctually brought to
the work committee, as 1 recall, three alternatives. And
we kind of hashed them out and in examining these came
to the conclunion that the one smystem that would have the
mopt universal appeal would be this one. I think
primavily becouse of it's oxtensive use in the coal
induntry it would allow the oil and gas welle aond coal
mines plann and programe to be more readily converted to
A common map,

MR, CHAT AMAN Within the Btate laws it'ps recommended an the




pystem that most folks in the atate that are dealing

with mapping are going to.

ME. HARRIS: But there's no need then for the peshing then at
bordern? You know, we've had ===

M. MABON: Wo can't deal with areas beyond our borders.
Wwhatever we talk about pegins at the virginia state
line.

MR. MARRIS: I Jjust thought that there mignht be some standard.
that they were standardizing in the otates.

MR. CHAIRMAN: Okay. On page 10, in Bection 6, applications

" for exceptions Lo minimum woll mpacing requiresents,

” this establinhed minimal reguirements for paterialeo to

13 he gubmitted in an application for an exception location

1" under statewide spacing or under a field rule. ANy

18 gueptiona under Bection 67 Bection 7 is found on page

11, application 1s to pool interest 1in the drilling unit

Lo conventional gae or o1l or no conflicting claims to

~nal bed methane gas ownership. This entire section

sntablishen requiresents for material to be pubmitied in

an application for a astandard forced pooling order and

tequiren seets and hounds, description and map reference

te the state claim coordinate aystenm, identification of

gas and oil interests 1in the pool, A proposed AFV, an

affidavit of mailing of notice and other information.

Any questions on gpection 77 If not, asction 8 begina on

15
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page 1), application is to the pool interest in @8
drilling unit, These applications must meet with Bectien
7 requirements plus provide a description of conflicting
claima and a percentage of interest to be encrowed.

MCGLOTHLIN: 1 have a question on B8-D.

CHAIRMAM: On page 14 in Bection 9 it Jjust establishen
your standard for escrow accounts. IL requires
coppliance of Board orders providing flexibility for the
poard to upe it's own escrow agent.

MABON: 1 have a question on that because I wasn't here
the last time. As I understood it, the staff made that
recommendation ==

CHAIRMAN: The Board authorized the staff to go ahead and
prepare a request for proposal for an escrow agent to
handle these funds and we ara in the process now of
develop ing that request for proposal.

MABON: The next step would be that they will come back
to the Board with that proposal?

CHATRMAN: Yes.

MADON: Okay. Do you have any idea what the time frame
im¥

CHAIPMAN: Hopefully, at the noxt meeting. pection 10 1o
on page 14 also. It establishon allowable causes that
may be shaved in pool, gas, oll operations. It uges the

copt categorien from the counsel of Petroleum Accountants

16




pociety for model of accountant procedures and joint
operations. 1t will mtill require approval of an AFL in
sach pooling order to allow for flexibility to account
for unusual conditions.

Mi. MARRIS: Actually I have several questions about some of
the terminology. We talk about reasonable. Who decides
what's reasonable? 1Is it based on like an average or
gomathing within like a plus or mipus 10 percent of
what's average over the last year? How do we

decide --

MI. CHMAIRMAM: I think it allows flexibility for the cperator
to prosent what they consider to be a reasonable fes and
then based upon our staff'c knowledge and recommendations
to thoe Board of whether or not that, in fact, is the
stondard for the industry. The Board would have an
ability to challenge that if anything wab prepented, but
it provides probably a necessary flexibility for the
industry to deal with changing conditions.

Mi . MARRIE: Thie Lo all very subjective and what 1s reason-
able to you might not be reasonable to me.

{f HATRHAN: Well, oure it does.

-

(. MABON: Unfortunately, the legal profession ip fraught
with determinationn of what is reasonable. The reason-
able man's stoandard is something that finds ites way

through the law and the courts wrestle with it on a

17




weokly baois.

wit. EVANG: 1It's called the lawyer's walfare clause.

MR. MABOM: Usually 1t 1o reasonable under the facte and
circumptances then prevailing.

MR. CHATRMAM: Section 11 under record keeping, this requires

o records be kept a minimum of twoenty-four months after

[ claims have besen settled or activities completed and

[ requires tranofer of records if unit operators changed,

0 {f unit operator goes out of business or if a well is

0 plugged by the department. Bection 12 is found on page

" 16 of 30, applications to change the unit operator for a

12 unit eotablished by order of the Doard, this establishen

13 requiresents for material to be pubmitted for petitions

14 to chonge a unit operator and set standards for voluntary

18 tranofern between operators and involuntary transferns

10 roquested by another gasn or oil owner. Boction 13 on

1 page 18, appeals to the directors docision, establighes

L] roefquirencents for materials to be submitted in an appeal

of the decimion of the director. BHection 14 ip the

mincellaneous petition, It eotablinohes requirements for

pubmitting any petition not otherwice addressed in

regulationn. Bection 15 on page 20, effective dates for

naard erders, pooling ordere effective for one yoar

unlaps opniator ntarts operationo. otherwioe orders are

affective an established in the individual orders or

18




13

16

17

4

g

Hnl

MR .

HR .

MR,

ME ,

M

until amended or vacated by the Board. BDection 16 on
page 21, enforcement, this establishes the general
enforcement tools and defines service of notice or
orders., BOection 17, noticen of violations, this is
conpistent with standards in the department's proposed
regulations, except an operator 1is not required to abate
a violation during an appeal.

MCOLOTHLIN: Could we hold just a second there on that,
gection 177

CHATRMAN: Bure.

MCOLOTHLIN: I have something marked and I can't -- Qo
ahead and if it comes to mind I'll bring it up.

CUANA: Mr. Chairman, in here on the notice of violation,
if that notice of violation poses a danger to health or
sanfaety of the general public, as far as this appeal
qoen, is there a duty on NOVE that you cen force an
action Lo protect the public health and safety?

CHATRMAN: I think we felt like that anything that would
e in that category would be handled under the dopartment
rules and regulationnm.

EVANG Okay.

“HAIRMAN: Section 10, under clopure orders, here again,
thin in conmistent with the atandarde in the department's
proposed regulations., In Bection 19 under eivil chargen,

provides for calculation of recosmended amount of civil

19
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chorges nubject to final agreement by the Board and
operator and the Board must decide If the methodology is
to be established by regulation of Board orders and we
have the two options. 1I1'll ask Gteve Wallace to discuse
the two. One is either to set the system in general by

the point system in regulation or by order of the Board.

OTEVE WALZ: There waoo discussion in the working committees

that developed thie fact that it was best to set the
ground rulee out for everybedy to see and know in

advance what basis the Board might look at setting civil
chargos po they can mnke a decision whether it is
worthwhile negotiating civil charge with the Board or
take their chances with the court and the civil penalties
which are alpo provided for by the act. 0o we looked at
o number of different options as how to do this. This inm
baped upon the procean that the department’s division of
mining and reclamation., The committee also looked at
pome more general processca that were set out by nome
ather agencien like the Range Resources Commission. And
the Gtatewide Control Doard had decided that they'd like
numething that was spelled out in a little pore detail.
And go we drafted it and the committee looked at this and
included 1t in both language that we have before us
today., We were looking at this and thinking about it

Jome more since the copmitteoe met lamt week. We realized

20
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that in order to provide some flexibility for the Board
if wo establish this 1n requlation, if you needed to make
any changes to it the Board would have to go through the
full administrative process act regulatory shenanigans,
you know, the full process which would take them six to
twelve monthe, It would be a long and involved process.
fio anm an option to provide flexibility to the Board we
thought that the Doard may wish to consider establishing
this by order and referencing the order in the regulation
fo that it still is out there in an order po that all the
parties that might be involved will have an idea what the
rules are that they are faced with, but it would not
require the administrative process act procedures to come
in. Thie 18 just to develop recopmendations that then
would go to the Board ond the Board and the operator
would have to reach an agreemcit as to use the recommend-
ntion or not as they eseo fit, whether to put in the
regulation or order. 8o whether it goes either way it
would not affect the process used to agree on the

charges with an operator. The other agencies that do do
it apide from the MOR, their sotandards, I think, are more
sot through some of the more federal requirements under
privacy. The other agencies that have this have done it
thiough an order. fOomo of them have done it through an

order of the Doard. The Wator Poard did it that way.

el
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Waste Management and the NREC, they Just have a docuzment
flowing around. 1 think that it was the gense of the
committee that they wanted it to be more formal than that
though and have an established document. 8o the two

options are %o put it in the reg or reference it in the

reg.

., CHAIRMAN: You can see on page 31 and 38 how the reg

agrees if it's by the order of the Board. It's two
paragraphe veroes the six page detail in the regulations.

Do you have a preforence?

MR, EVANA: The experience with the two different method-

ologies for other state agencies that are using the two
different approaches, do you have any feedback or fenl
for which neems to be working best for all concerned? I

mean oo far ap administration and ==

GTEVE WALZ: I don't think o because I don't think that any

agency has done both and would have a sense of which has
worked better, but thie approach I think has worked well
With the division of Mines, Labor and Reclamation.
CHATFEMAN: T think the key here is that the folks in the
wor'k groups wore saying that thoy decided or are at
léaptl recommended for the Doard's consideration that
they would like to have pomething that everyone would
know what the rules of the game are, what's going to be

uned to make these decisione. And while the Doard would
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gtill have flexibility, not be 100 psrcent bound by that,
I think that if we show consistency in dealing with

civil charges then we'll probably have general acceptance
either way you go. If the Doard starts changing the
rules of he game frequently then I would imagine that
there would be a cry to put them in regulation. Bo I
would think that =-- and 1'm not trying to speak for the
public. They can opeak for themselves when we open it
for comment, but I would think that initially there
wouldn't be a major cry either way. But on implement-
ation, how we treat it, is going to be the key. And here
we have an ability if we found something not applicable
to this industry or what have you to make adjustments and
accommodations by Board order versus @ilx monthe procean
of changing a regulation.

EVANO:T Wall, that's what the == the influx building once
it'm in regulation although it can be changed at a time
necensary to do that if it need to be at a later date,
based on public comment or the actual operation of the
nyotem, it can always be put into regulation at that
point in time., Bo for me individually, 1 think that at
leant Initially the Doard doing it ar a Board order would
allow sufficient flexibility to at least feel our way

through ic,

HWARRTG: T have just a couple of things, One is how many
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capes are we talking about maybe in a year that we would
hava to ==

CHAIRMAN: I don't know how you could tell that.

HARRIE: Mave we had any in the pact that would apply -~
that this would apply to?

MABOM: Well, If wo are talking about enforcement actions
in any way, chape or form I don't know how you could
even estimate that.

HARRIG: 1 mean, just by past history, I mean in the past
year, did we have oix or ten that we would normally have
gone to this type of ragulation to do?

KELLY: Excusme me Mr. Chairman. The fact is that we
didn't have the advantage of civil charges prior to the
low being changed in July when it went into effect. BSo
this i1s the firpt year going around that you've had to
addresn civil charges.

CHAIRMAN: But I guess thinking back, and you're saying
had we had thie how many would we have had, I can think
of one specific case in the last two years and perhapo a
ancond one denling with what the Doard would apply.

FULHER: I jJust have mixXed feelings. If it is too
general like on page 31, it gives ues more leeway, but
then to a peroon receiving the charges or receiving
penalty, 1 can imagine they would wonder is arbitrary or

i 1L being conalstently applied. And then we're going
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to have to have some reference when we apply scme kind of
penalty and I would think that we would go to somethlng
similar to what's being licted --

CHAIRMAN: Well, that would be the plan that assuming
that this proposal is acceptable dealing with civil
charges, then whether it's in regulation or whether it's
by Board order, we're not proposing. The staff hasn't
rocoppended any change either way and I think that the
work group essentially camo forward with this kind of
recompendation that this is a reasonable methodology.
The queation ig is it by Doard order, this methodology,
and if it is then it's a publighed document that people
have access to or im it by regulation?

HARRIG: It would longer to change if we want to
change something.

CHAIRMAN: If there's a need to change.

MASBOM: The pame wording would be in both.

MARRIB: I understand. I lost oomething along the way,
but yoah, okay.

IULMER: TI'm like you. I have mixed emotions about 1it.

I can pes the advantages of the Doard order, but dealing
-=- wa are an asenity of the State. We need to put these
in regulations.

HARPIA: To an operator, is there any difference in the

noard order and the rogulation? 1 mean, when they look
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at the penalty system and look at nusbers and they’'re
naying 1 done thio and 1'm going to get penalized X
number of points, does it matter that it‘s in a regula-
Lion or a Doard order? I mean, does It matter that it'e
in a reqgulation of from a Board order. I hate to even
guggest this, but would they tend to ignore it more if
it'n o Doard order as opposed to a regulation? Does the
board order carry as much weight? I guess it wouldn't,
but would it have the pame effoct.

FULMER: That section is largely discrationary in terms
of nopeospent of the penalties under set of circumstanc-
#8, You're going to have to have agreement of the
oparator before you do anything.

CHATRHMAN: ©So that's an opportunity for an operator really
to avoid going on into court to get the chargesm. 1It'nm
fettlement tool is what it 1is.

HARRIS: 6o At's really to their advantage. If they're in
A sltuation where they're going to have to pay a penalty
or something or pay civil charge.

EVANG: T think one of the main advantages to having it a
part of the regulation im it jupt would prosably be more
wWwidely dissimulated than it would just being a Doard
order. If it's a Board order it would be more widely
published. If it 1s a Doard order, it won't be as

widely publinhed.
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HARRIO: Well, you could always have the point systea
lioted and then at the end or beginning say at the
discretion of the director.

EVANS: Well, it says that I think.

NARRIB: I must have migsed that. 8o there is an opport=
unity to not bypass but at leant to modify this?

MCOLOTHLIN: 1'm looking down the road, thinking down the
road. Burely this Board would nover do it ourselves,
but who's to say when another member comes on. It's
junt too eapy to change oo noard rege, I have a problem
with that. I mean, it needo to go through the ad-
miniotrative process to change whatever we put in.

MABON: 8o you think it should be part of the rego?

MCGLOTHLIN: Part of the regs.

KELLY: 1 have mixed emotiong. I can see points both
wayo. From an operator's mtandpoinc it might be of
benefit to know what's in place and to know if it's going
ro be changed then you have to go through a fairly
oxtensive process to change 1it, but at the same time,
gince we really don't have such of a history in dealing
with this type of thing, there hasn't been that kind of a
vinlation histery that'm really come up on appeal to the
poard that has required Doard action, I can see the
advantagen of having the flexibility to let the syatem

work for a while and mee how it does work and then if it
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needs to be modified we'd be able to modify 1t in a
shorter period of time, 1 don't really have a strong
feeling either way, maybe a little bit more on the side

of flexibility.

MR. CHAIRMAN: Any further discussion on that?

HARRIO: Woell, the other comment, and it's the one I've
pmade before about subjectivity and the interpretation,
you know, the difference batween slight, actual and
moderately significant actual and those kinds of thinge
or significant actual or potontisl damage, those kind of
things, and who's to decide where the cutting point 1a
and then that is almost your flexibility there because
at some point the interpretation comes in or you jump
over to the next range and within the range there's one
or two points and there are multiple points, three to
four points, five to six pointe. Bo you have pome
flexibility built into the range if you want to stick
with the range, The more I think about this =-- 1I'm
almost in favor of in the point system as was first
recompended and then modifying it later. I really don't
think we're going to have a lot of cases to have to go
back and look at thie and pmay, "Gee, this isn't going to
work and we need to modify.® Dut at least if it's in
wiiting people port of know what io subjective as it 1m.

The operators will still know what they're going to be
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accountable for.

KELLY: Tom, to expand on your cossent earlier, are ycu
gaying thot if a system like this had been in place
proviously it would have been utilized more and there
would have been penalties assessed where there couldn't
have been before?

FULMER: MRight. You didn't have the ability on the past
gtatute. The problem is under the past statute that
there'sm only one or two things you could do. You could
either revoke the permit and go on, there's no question.
1 pean, that's the ultimate penalty. You don't have a
pystem, You could call it a system if you want, but
that wans the way it wao done -- a forfeit or whatever.
You can get them for a Clasp I misdemeanor. There's two
things coupling here that T would mention to you. One 18
that the ability to appese our own ability is built into
the act now, The other im that enforcement procedures
have changed in Article 3. You will be hearing appeals
from the director's decisions under Article 3. And now
vou've got a different spituation. 8o the number of cases
may incroase and the number of cases may not increase,
but the likelihood is probably they will increase.

KELLY: But from the standpoint of the magnitude =- froa
the number of violations and the magnitude of thoae

violationn, do you think just from your experience were
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there that many violations that would have followed
through a process invoking this type of penalty?

FULMER: lot that =any, no.

EVANS: But you've got new regs and new laws and
that's ==

KELLY: That's truo, but the basips is still the same.

MCGLOTHLIN: I have a question on the procedure of this.
When a fine is levied, what's the procedure after that
if thoey want to appeal that fine?

CHATRMAN: Well, T don't think you would have that
situation in this came. You can correct me if I'm wrong
case, What this ip, rather than go on to court and to
challenge at the court level and deal with it there, it's
an ability for the company and the department and Board
to deal with this on a settlement agreement type and hear
the utandards for the settlement agreement for charges.
It'n not pomething that for every violation that's
roviewed for assessment coming to the Doard and aspess-
monto levied in appoal procedures. 1It's not that kind of
circumatance. The law anllowed a provision and this was
the mechanies that the work group chone.

MCGLOTHLIN: If somebody in the department goes out and
finesn ADC Gan Company, what'm their appeal?

FULMER: The director on arbitrary doesn't have the power

to apnpons finen. The Board haep the power.
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MCOLOTHLIN: That's what I'm getting at. As I read this,
and 1 might have been reading two or three different
gections together here and forgive me if I have, but if
nomehody goes out and levies a charge on the point system
or however and then it goes to an informal fact finding
hearing ==

FULMER: What the director does is recommend to the Board
what the fine should be going through the process. They
have already went through director's process and the
appeal 1o to the Doard and he will recommend a fine to
the Doard,

CHAIRMANG Lot moe try another shot at this. If an
inepector issues a violation to a coepany and it's a
violation in the nature that would lead to eivil charges,
then that company could appeal to the Board.

MCGLOTHLIN: Do they appeanl it directly to the Board or do
they have to go through an informal fact finding hearing?

CHATRMANG To appeal the inopector'n decimion?

MCOLOTHLING  Yeah, the inspector's decision.

CIHHATRMAN: To the Dhoard.

MCGLOTHLIN: Directly to the Doard. They don't have to go
through Tom oy ==

FVANO: They've already gone through Tom.

FULMER: The violation can be upgraded to the inspector.

The inopector makes a decivion and the appeal is from the

Jl




ingpector. The informal is at the inspector's level.

Hit. CHAIRMAN: The appeal of the inspector's decision comes to
the Posrd, but that's separate and distinct from civil
chargen.

M. HCGLOTHLIN: I don't know if I'm not understanding or
what. The way I read thias, let me put it this way. When
n deputy goeos out here and gives a traffic violation to
pomebody, that, in a sense, would be the inspector in our
case or an inspector. Then, as 1 read this, the in-
opector Tom would levy the points against that person.
Am 1 right so far? No? Okay.

MR. LEPCHITZ: You have two separate distinct forceso working.
One 1p the violation which the inspector ia obligated to
right. That is totally separate and distinct from this
procesn. Thin process may or may not come into being.
That's the problem, And in this you've got two phacep
to conslder. One io the potential for initiation of a
collection action or civil penalty assemsment action in a
Clrcult Court. Clearly, thone are going to be the
Aerious violations where the attorney generrl seeks to
Initiate an action in the Circuit Court and recover
gsubetantial finen, $10,000 fines. The provieion that 1is
ln your regulation is an opportunity for settlement of
claipe. 1It'p not one that's binding upon the opecator

md 1t's not one that's binding upon the Doard. There
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has to be an agreement betwoen the operator and the Board
an to how to deal with the potential for this type of
action.

MCGLOTHLIN: Who nssessen the points?

LEPCHITZ: ‘The Board. You would make that determination

in your review of the vielation,

MCOLOTHLIN: Wall, here it says the director shall assign
up to ten points based on the seriousness of the vio-
lation in accordance with the following.

LEPCHITZ: The nection that authorize. says, "The Board
with the consent® and the decision is yours.

MCOLOTHLIN: Okay. I just want to maoke sure that once
somebody recommendation a violation, that it comes
directly to the board. There's no ==

LEPCHITZ: There's going to be mome discumsion, clearly,
betwoon the inppector and the company before it getp to
the Noard, And that's probably how it will come to you
ie in the form of an recommendation. We have talked,
thim 1n what we agreed, this ipn how we come to this
conclusion, Doard, what do you think?

“HAIRMAN: That's why T uso the term settlement agreement.
py the time it comes to the Doard it would be in the form
of a proposed mettlement agreement and the Board would
sither accept it or reoject it or what have you, I would

think.
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MR, MCGLOTHLIN: When 1 read it, it sounded like the deputy
would give the ticket and the sheriff would assess the
fine and it dAidn't sound right to me. But as long as we
have the ultimate -~ I mean, I don't think there ghould
be an inforeal fact finding hearing before it comes to
us, I think that should be -~

MIl, CHAIRMAN: There won't be on penalties.

MR, KELLY: Mr. Chairman, I would just ask HMr. HMason. In his
work group meetings, were thero any strong feelings
oxpresped either way, where were the sentiments in thig
particular situation?

MIl. MABOM: Well, we talked about it quite a bit and in fact,
one of the reagons that the alternatives were precsented
inotend of a pingle one wap that the work group didn't
arrive at a consenoun, It wap felt like that the
ultimate impact in termm of how these things would be
administered wouldn't be particularly affected one way
o the other.

Mit, CHMAIRMAM:  And the otaff just oimply recommended the
alternative for your consideration and it's up to the
pleasure of us here to make that decision. Which way do
you want to go?

MI. BVANA: An I've paid, I'm ptill initially in favor the
Bonrd order approach because you can always put it in

regulation, Dut I'm not opposod to putting 1t at
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regulation 1f that's what --

CHATRHAN: All right. Let's go this way rather than take
a8 vote. What's your preference? To have it by requlat-
ion, raise your hand.

(MR. MASON AND MR. MCGLOTHLIN AFFIRM.)

CHAIRMAN: By Doard order, raise your hand.
(REMAINING MEMBERD AFFIRM.)

CHATRMAN: Okay. We'll go by Board order as far as the
propoeal and then we will receive comment and wa'll srill
have =--

HASON: Okay. Then, we're going to adopt, for purpoces
of going forward with this public hearing, the short
version?

CHAIRMAN| fection 19 as presented on page 31 of 38,

MABON: Okay. In conjunction with that then, will the
Board on it's own motion adopt this language as a part of
an order?

CHATIRMAN: That would be the way we would go, 1In other
words, what we phould do, I would think, 1o wait until we
finish the public comment poriod and if it's finally
decided that we're going this way then we could on our
OWwn motion at that very next board meeting adopt thoge,
Utay. Gection 20, surveys and testo, sote the standards
for inclination and directional surveyas. The Board must

wclde 1l 1t's necesnary to require inclination gurvey on




all wells including those drilled at statewide spacing or
only those wells drilled in accordance with a field rule

order of the board and we have an ilssue paper on that.

OTEVE WALZ: 1 guess it was the lagt meeting of the workman
compittee thore was pome discussion of what types of
gurveys ought to be roquired and where. And there was
discussion that an inclination survey should either be
required on all wells drilled or if a well 1o drilled at
statewide npacing due to the distances between wells and
the ponitions of the field that an inclination survey
would not merve the purpose of protecting of correlative
12 rights. Oo I think the issue is 1p 1t needed for the
13 protection of the repources, do they know where the
14 rosource is being produced from., They wanted to moe
1% options ghowing that all wells drilled, under a Board
[ order or any type of a unit established by the Board or
17 on ntatewide spacing, would require that an inclination
10 purvey be done, And then if 1t 1is outside of certain
10 limpite that they would be required to run a directional
purvey to more adequately locate the bottom of the hole.
N The gocond option that they want to cover was that the
2 inclination survey would not need to be run at ptatewide
| ppacing only if it were under a unit astablished by the
2 poard or the other requirements where a directional

] gurvey might need to be run in thoge cases of whether
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that statewide spacing or not would need to run (In-
audible.) 8o you've got two options, one ptarting at
page 31 and then one starting at page 34 to modify
subsection A-1 which would require the inclination
purvey.

EVANG| I have a copment on that. In areas where thera
in conl consideration as far as mineablility or recover=
ability of a coal seam, obviously the gas company and the
coal company are going to have to work together based on
other provisions of the act as far as locations. It
becomes extromely important to the coal industry to know
where the bore of that particular gas well is because
thoy have nome fairly tight considerations from health

ond safety aspects to stay away from that well bore.

JTEVE WALZ: Thie particular regulation starte below the

MH

MR

oal, going through the coal or in areas that there is no
conl. Going through the coal 1o addressed in the
department's regulationas.

LVANG: Okay.

MABON: The question is, essentially, do you require it
in all evento or just in the case where you're drilling
something other than the statewide spacing. That's
really the quention.

HARRIS: Well, I have a quention. 1I'll ahow you how

naive 1 am about thim., 1 always apsumed that whenovar
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you drill a well that it was 3 vertical hole, but
apparently and obviously it's not because there 1§ two or
three pages of regulations here that recommend -- talk
about deviations and whatever. How do you not drill

this thing vertical? 1 mean, I don't know enough about
drilling, 1 guess.

MABOM: The drill bit frequently has a mind of its own.

It takes off in some direction other than vertical.

MARRIS: I mean, over a pericd of several hundred feet -~
are you talking about a lot of deviation here?

EVANG: You can.

MR, KELLY: 1It's a function of a number of things, rotary
gpeed and weight on the bit, the type of rock that you're
drilling, the depth of the rock =--

MASB0OH: Ouffice to say, 1'm no great expert at this
@ither, but in many instances the well bore will deviate
considerably frem a perfectly vertical line. As I
underotand it pomebody can cut a corkscrew around, I
think.

KELLY: That's probably the most common.

HABON: Bo not only would it be off at an angle, but you
might even deviate on the way down and end up somewhere
~lose to where you ntarted but in between it all.

CHATHMAN: Any further discuspsion? What's your pleasure?

MABON: Bill, what about from your mtandpoint? Obviously,
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the burden of the cost of this 18 golng to fall on the
induptry. It's a question of whether it's required in
each instance or only in the instance dealing with units
and field rules.

KELLY: Well, I think I'm real appreciative of the
concern of coal and I think we've gone through this sany
times before in the '82 act and prior to that, in fact,
leading up to the 'A2 act. The compromise that was
reached with coal during that period, I think, how

much ==

MR, MASOM: The reason the work committee pads that distinct-

HH .

ion, it wan our perception that when you were drilling in
s unit or in a field that this that because of the nature
of the units and the drill spacing and all, that the
gurveys could be more critical than they would be in a
gituation where you were drilling in accordance with just
ptatewide aspacing.

KELLY: Well, I think if you're looking to maintain a
cortain npacing and maintain a critical distance from
other wells and property boundaries and things like that,
that when you're in a field rule situation that certainly
could be more eritical. Although, I guess, looking at it
from a standpoint of the degree of how critical it 1g,
are you talking about epough distance at total depth to

be of & concern versus the distance through the coal

an
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Beasures to be of concern. I think in most cageg ==
well, you're relying in all caser on & prudent operator
ctandard for the most part. And unless it's an in-
tentionally -- unless it's an intentional deviated hole
then, for the most part, it's to the operator's advantage
to maintain the hole near the vertical as possible and
the standpoint of getting the pipe in the hole and other
problems that can be created when the hole does deviate.
HMABON: 1It's a bigger problem like in over thrust material

and otuff like that,

MR. KELLY: It can be a problem in highly dipping strata and

HR .

Mt

other arean where you've got geological situations that
are extreme in a number of waye. Thore again, when
you're in a situation like that, you exercise more
control and take more precautions to keep the hole
otraight. Bo, you know, there's a balancing effect
there. I guess I would lean toward things, obviocusly,
that don't put additional costs and burdens on the
industry. But at the same time I would fall back, again
to the compromise situation between oil and gas and coal
that was reached a number of years ago. I would more or
irip look to that as somewhat of a gulding influence,
EVANB: Mr. Chairman, I guess that thig ==
FELLY: T ompume John Graham spoke to that in some of the

mentings, possibly.
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EVANS: Is this basically a eorrelative rights lssue as
how you == as I mee it it's how to agsure the repource
owner particularly in the pool situation, that you're
not taking a resource that's "not yours®.

CIUAIRMANT 1 think that's true.

MASON: I think one of the -- excune Be& ==

CHAIRMAN: 1 was just going to say that the mection of the
law that protects the coal owners' rights remains. Do
wo're talking, as Steve indicated, in either cage below
the coanl oeam.

MASOM: I think the thing the work committee was looking
it was in one of these mapn, the outside =- this is the
oakwood, how wide is this band on the outside? I don't
remoemher.

CHATRMAN: 1300 feetl,

FULKER: 2300 foet.

MABOM: 100 feet, yean. That if you had a well right to
the outside of that the deviation could be encugh to make
that significant whereas if you're dealing with 2,500
feot, it's not am likely that it would ever become
ceritical, We felt like that the alternatives were -- wWe
felt like in all events if you wore drilling inm a unit or
in & field rule position that you should have it. The
quention is whother do you need it otherwise, doen it

justify the burden on the operator.
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EVANSB: Bill, what's typically the additional cost of an
inclination?

KELLY: Maybe 1'm misinterpreting it, but I assume by an
inclination survey you just diminished the top coal. B¢
in that case it depends on the number of times you take
the survey. It requires a stopping of drilling oper -
ations for about 20, 30 minutea.

MABON: This specifics the ohots will be around 1,000
feet, don't they?

FULMER: This is written == it really comes from two
different ponitions. One, what was in the old act as far
oo the conl eituation dealing with the wind shock should
be taken. The second, ond some of this came out in the
second gas and oil rege, which applied directly to
inclination surveys, inclination being deviation surveys
{(inaudible} surveys or inclination surveys. We didn't
spocify what type to use, Oeveral cospanies may want to
use different types. Basically, most of this as dealing
with the elaimns, with rigging that you're talking about
is down time on the rig during survaey.

KELLY: Unless you mot some kind of o critical situation
in the hole where shutting down for a period of time

might endanger the hole,

STEVE WALZ: Mr, Chalrman, you raised the poirnt that the way

the regulations reads that it would allow an operator to

42




make a survey even during a norsal course of drilling or

after the well has reached total depth. 8o it would not

necessarily requiring the rig to be shut down.

Mit. WARRIO: 1 have another question. What do we do with
this once we get it, this information == the surveys?

MI. MABON: TIt's filed it with the director, 1s that correct?

MR. CHATIRMANM: It's to protect correlative rights like they
wore talking. 1 mean, that was the whole intent. Is
where the bottom hole is, is it outside this unit
boundary?

MR, HARRIB: If it 1s, what happens?

MR, FULMER: You would either have to come up band correct or
plug it out,

MR. MASOM: Yeah. That's why your point is true. They
wouldn't have to do it during drilling. But if they
completed drilling and then did the survey and find they
woere outnide of the unit, for instance, they'd have to
back up and go hack in the hole and bring 1t back into
the drill unit,

M. KELLY: Well, I think it's unlikely you'd wait until you
got the ==

MA, MARON: Yeoah. Well, that's what I'm saying.

MH. KELLY: 1f you're going to do it, you're going to do it
periodically as you drill the will. 1 gueps the question

in an far an coot is lhow often are you required to do
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MR. MASON: 8o you're saying the down timse of the drilling is
pore expensive than running the survey?

ME. KELLY: Well, I mean, it's part of the process. I mean,
it's rig time and, of course, you have to rent the tocols.
fome people, 1 guesms, own their tools.

M. FULMER: You would look at in a normal well, in the
Appalachian basin you're talking about running for a
survey, basically what you're talking about on a 6,000
foot wall, it's made deeper if you've got a (inaudible)
situation. Once you come out of the coal it's around
2,200 feet toward Buchanan County, for instance, it's a
lenser depth, but otherwiee, you're talking about
{inaudible).

MR. EVANS: Well, again, comeon industry practice, how often
are they run and how often are they not run? It just
depends on particular formations you're drilling and
whore LT in,

MI, KELLY: It varies quite a bit, Yes, where it is and Lhe
likelihood that you may have a deviation problem.

M., EVANS: And what the consequences of the deviation
problem are?

Mit. MARRIS: Dut you would know when you're drilling if the
bit's deviating or Lf the system -- would

you know that? 1 mean, these thinge aren't that flex-
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ible.

MR. KELLY: You can see indications of it if it deviates too
much. 1 mean, you'll have drag coming in and out of the
hole.

MR, MASON: If you deviate too much it'll break.

MR. KELLY: You can cee additional torque on the drill
string. Those are the principal things Yyou would see.
mean, it can be an expensive problem to correct if you
allow it to get out of hand. 0Oo that's why 1it's &

prudent practice to not allow that. 1 mean, You want to

1

get the hole real fapt, but within reasonable constraints

which include keeping the hole straight.

MR. MARRIS: The only time 1 could see where this would be
important in =-=- well, of course, you can't predict at
what angle, but I'm just thinking if you're near a
boundary to an area which has resources that you're not
pupposed to tap into, then I can see where it would be
important. We may know by looking at the surface
location Af there's a potential at a given angle,
whatever, that it may actually go over that point, I
don't know if we need them on all ==

WR. MABON: MWell, that was the reason for the difference.

Mi. CHAIRMAN: Yeah, That's the reason the option that's on
page 34 was proposed by the work group.

Mir. MABOM! Typically when you're drilling unite or field
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rules you're dealing with smaller blocks than you do
under statewide apacing.

CHAIRMAM: Bo what's your pleasure? The reges beginning cn
page 31 or the option proposed by the Regulatory Work
Committee beginning on page 347

EVANB: I'm of the opinion that it should be run where
there are fiold rules and established units by statewide
gpacing and up.

HMARRID: 1 agreo with that.

EVANB: What do you think, Kevin?

MCOLOTHLIN: I'm either way.

CHATIRMAN: Is there any opposition to the option proposed
beginning on page 34 for surveys and tests? If not,
that's the one wa'll go with. Section 21, allowable
production, this provides for the cstablishment of
production and allowables to prevent wante and protect
correlstive rights for conventional wells. It states no
allowables are to boe set for coml bed methane wells.
fection 22, enhanced recovery, requires 51 percent or
more of interest to agree before an enhanced recovery
project may be authorized by the Board. Section 23, page
% of 368, underground storage of natural gas, prohibits
underground goes storage in an underground field without
on order of the Beard, That concludes the discussion.

low about any further comment? We have some options that
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{'ve asked Steve to go through and I'm going to hand
those out now that are just some minor modificaticns as
recommended by our Assistant Attorney General, Mike
Lepchitz., Let me go ahead and give you this and Steve

Wallace will discuss these with us.

BTEVE WALZ: Due to the time frame from throwing this all

together after the work committee finished, we weren't
able to send the proposed language until the same tibe
they were sending it to you. 80 I apoleogize for having
the proposed changes like this. There are only so many
hours in the day. The changeo here fall into three
general categories. In the first set, Mr. Lepchit:z
suggested that changes to the application requirements
that are placed on operators for notice when the identity
or location of a person whom notice is required to be
given is unknown noed to done a little differently. He
puggested that instead of using the language that an
affidavit that notice has been mailed as is shown, for
exapple, in Section 5-A 10 on the firast page of the hand
notes, that the language should require that an operator
submit an affidavit demonstrating that due diligence was
uned to locate and perve everyone. This language about
mailing the affidavit is here in Becticns 5, 6, 7, and
12. And then,as I was looking through it this morning it

alno carrier 1t out in Bection 4 and T would noed to make
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the sama change there. G0 we would be making the sasze
ehange in each of these cases. AS you go through the
packet, it would show you in each case what the language
would be where it changes from an affidavit of notice has
to be mailed in accordance with the Code of Regulations,
together with a list of persons to whom notice has been
provided and a list of persons to whom notice has not
been provided. That would changed to an affidavit
demonetrating that due diligence was used to locate and
gorve person in accordance with the Code of Regulations.

EVANB: You can't mail them to them if you don't know who
they are or where they live and if you're required to it
makes it real tough.

CHAIRMAN: 18 that change acceptable?

EVANDE: Yeas.

MABON: VYes.

CHATIRMAN! Then we'll go with that.

MCGLOTHLIN: And you say you're going to do that for

fectinn 4 alro?

ATEVE WALZ: 4=B, The next area is in Bection 10. In the

goction of allowable costs which may be shared in a
pooled gas or oil operation, subpection D, where it's
ptating that in a dispute which may arise regarding the
unit operater's cost the unit operator shall be entitled

to the benefit of the presusption of reasonableness where




12

13

17

18

19

20

21

it wag shown that the types of costs being disputed are
hy customary practice, customary and usual within the
industry. Mr. Lepchitz recommended that we pake 1t very
elear that the amount of the cost is not presumed to be
roagonable, 0o we're suggesting adding a sentence to the
ond of pubpection D as ohown thore saying the unit
operator shall not be entitled to the presusption of
roasonablenoss of the amount of the cost being disputed.
o the presumption will be of type and not of the amount
and that will be taken before the Board for Board

determination. It's more of a clarifying =--

MADON: Yeah. You and I hr talked about that previously.

STEVE WALZ: Mr. Mason felt that that was an important

diptinction.

CHAIRMAN: 1o that acceptable? Okay. Then that change

will be made.

ATEVE WALZ: Then the final one in Dection 12, down in

subdivision €, which starts on the bottom of the second
to last page of the hand=out. We had written it and made
A miotnke. We had said that involuntary transfer of
rights to operator of unit may be requested if -- and,

in the firot one or i1 there, the unit operator does not
commence gas or oil operation under the wall or oil well
within the time limit set. Mr. Lepchitz pointed out if

that happens, Af the operator doep not commence the
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aperations within the time set by the Board, the order
will no longer be in effect. 5o there is no order to
propose the change. 5o he suggested that we delete the
first subdivigion in C-1 and only leave that involuntary
tranofer may be requested if the unit operator does not
continue gas or oil operations in the unit or the permit
for any wall in the unit has been revoked by the depart-
ment. We leave the first part of it.

CHAIRMAN: Okay. Any prokt'emn?

MABON: Do it,

CHAIRMANT Thank you, Let's take a ten minute recess and
then wo'll come bhack and get on with the rest of the
agenda. For the record, I1'l]l just say that the Board
approves thess regulations to be proposed for public
comment,

(AFTER A DRIEF RECEAS, THE HWEARING CONTINUED AS FOLLOWS:)

CHARIRMAN: Wo're back on record. 1 do want to pay that we
appreciate thooe of you that participated with the
Board's work group and we appreciate Mr. Mason's f[ine
effort in that regard. Before we continue wWith the next
ltem on the agenda, I want to review the agenda and make
sure that some of you don't sit here all day or for the
duratlion of the board hoaring if we have cases that are
continued, et cetera, thaot may affect you. Items 3 and 4

on the agenda, spociflically VGODB-0326-06, referrod to am
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Item 3, hag been continued, 1Item 4, Docket number VGOB-
0326-99 im continued until pnext meeting. I would say if
thore are any problems with people that are here today
that if you'll signal asm we go through this or 1if you
have othere, please signal as we go through. Item 6, 7,
# and 9 == I'1]1 back up and pay Item &, VGOB-0219-83 i@
continued, Item 7, VGOB-0326-89, is continued., Item B,
VGon=0326=90, im continued,

MCGLOTHLIN: Excuse me, Mr., Chairman. Can I ask the
roacon for continuing these? An they were continued from
the last peeting ao well.

CHAIRMAN: On theoe that I'm reading right now?

HCGLOTILIN: Yes, oir.

CUATRMAN: I had a request from Mr. Counts to continue
thepo until the next hearing, I think with the intent of
working with the parties hopefully to get things resolv-
od,

MABON: 18 number 9 continued also?

CHAIRMAN: Number 9 is alpso continued, VGOR-0326-88., I've
also had a regqueat to continue Itema 15 through 20. Item
1% ip VGOR=0430=99, 1Item 16 is VGOD=-04310-100. Item 17
in VGOD-0430-101, Item 10 im VOOD-0430-102., Item 19 ipg
VGOD=0430=103. Item 20, Docket number VGOD=-0410-104.

Ate there any problema from anyone in the room with this

continuanca?

51




10

a2

e

HI .,

MR,

HR,

MR .

MR .

HIir,

HR.

MA

M

MP.

RABNICK: 1 would like to ask the Board on behalf of
Cdwnrde and Marding ==

CHAIRMAN: I'm morry. Would you please come to the
microphone and identify yourself, please.

RABNICK My name is Jameo Ragnick. I'm with Edwards
and Harding Petroleum Company. On their behalf, I would
ask the DBoard to continua Item number 5 on page 1.

CHAINMANT Could you state the reasson for the request for

continuance?

RABNICK: At this point the well has not been fracked and
we don't anticipate fracking that well until August or
feptember. And whether the necessity of this variance 1is
necepsnary or not, we're not pure at this point.

CHATAMAN: You have a pormit that has boen issued, 1o that
correct?

RASNICK: That'm correct.

CHATRMAN: And you do understand that to locate that
permit anywhere other than otatewide apacing, you would
have to have an exception to that which was proposaed

here, You're aaying at thim point in time that you don't
plan to locate that well?

RABNICK: That well has been drilled. I think that Tom
may be able to explain furthor.

FULMER: Yeoh., The pituation is that the permit did not

include all formations and they've got another formation




10

12

11

15

/]

7

10

MR

MR,
HHI

MR.

that they probably would er would not frack.
MABON: Bo thore was an exception granted earlier?
FULMER: No, There are two different formations.
CHATRMAN: Any othern?

RABNICK: Also on Items 10 through 14 on page two, the

applicant, Bdwardm and Harding Patroleum Company request that

their applicatien for pooling be withdrawn.

MR,

Hi.

CHAIRMAN: Okny. You reguest that they be withdrawn.
Whaot about the permits that you filed?

RABMICK: At thio tipe 1'm not aware of the permite being
withdrawn,. just the pooling applications.

CHATIRMAM: Okay. I think what we nead to do on 10 through
14 nincoe thoe permits have been referred to the Board and
the reason I was asking about the permits is that the
innpoctors roforred the permits to the Board. Tom, do
you want to addremss us regarding Itesms 10 through 14,

FULMER: Yen, e@ir, Mr. Chairman. Thie in a decislion that
1 reached ==

CHAIRMAM: ExXcune me, just a second. Okay. I think what
we're going to do here im not receive this decision but
to deal in more general termm at this point in time.
Tom, tell us why you referred the petition to the Doard
and, of course, to do that I reanlize you're going to
have to disclose some of the rulings, but I think in

general terms you can address the Board.
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FULMER: The cituation with permits VH 92 through 96 is
in the mame area that the Doard considered last tise in
regards to spacing in Wise County and this was within the
gpacing request by Edwards and Marding, the sase wells
wore. The decision of the Board denied the field
ppacing. It wasn't considered at that time. They also
mode a ruling on EM=07 in regards to the distance
limitation for the EH=-87. The wells in question here and
why it was referred to the Board are under the same
scenario that EH=87 was under. And due to the fact that
the Doard made a ruling on EH-87, there needs to be pome
ropolution ao to the other welle which is under the pame
situntion.

CHATRMAN: Thonke. Mow, let me see if I can up-date you.
And the reason I wanted to get that discussion out,
you're withdrawing 10 through 147

RABNICK: Right,

CHATIRMAN: And the Board does not have before it any
appeal of the inepector decinion on the well == an the
permit application. And that's why I returned those
without recelving them because that's not before the
Poard and thet is something that if Edwards and Harding
choonep, that's your choice. If you choose to come
forward with that and then later on appealing an in=-

npector decinion or pomething like that, it would need
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to go on the Board's coming agenda. Okay?

RABNICK: Okay.

CHAIRMAM: It'l]l be already on the agenda next time.

FULMER: 1t would have to be. I referred it to the
Board.

CHATRMAN: Right. He's referred it to us. Bo the next
egenda 1tem will be the permit application. Then you'll
have to decide whether you put these back on and you need
to make that decision today because the Board will --

RAONICK: For the permit application, I would ask that
they bo continued,

MABON: HMr. Chairmen, if I may, I don't understand. 1
gueps I'm a little confuped. 10 through 14 appear to be
petitionn for pooling units and yet you make reference to
appeals of n director decision.

CHHAIRHAN: Inspoector docision.

MABON: Excupe me, inspector decision. 1I1'm sorry. I
don't undernstand.

LEPCHITZ: The permitting issue has not matured yet,

It haen'g ==

MAOON: Well, I know, but these were petitioned for
entabliohmont of the drilling unites. These aren't
appeals from the inspector decisions, are they?

CHUATRMAN:  HNo.

MABDOH: 1Im thot the distinction you're drawing?
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CHAIRMAN: Yes. And I'®m trying to make sure that app-
licant Edwarde and Harding understande that the inspect-
ore referred them to the Board which will be on the next
agenda. They're withdrawing these and I was making sure
that they, the applicant, understand that if they want
these back on, that he's withdrawing, not continuing.
You know, 1 think we're prepared to grant that. I'm not
trying to be presusptuous, but if we do that =-=-

MABON! 1 was Just trying to understand pyself,

CHATRMAN: I want to make sure you understand where you
are,

MABON: T meon, the establishment of a compulsory drilling
pooling unit and an appeal of the inmpector's decision
are two different things entirely.

CHAIRMAN: That'sm why I wouldn't receive that decision.

MASON: Okay. 1 was confused, that's why =--

CHAIRMAN: 1'm sorry. 1 was just trying to get the pcope
of the i1ppue before un and particularly to make sure the
applicant, Edwarde and Harding, understands the procens
of how we'll be denling with this. 8o you want these
Withidrawn?

HABNICK: Thewre Ltems on page 2, I would ack that thay be
withdrawn.

CHAIRMAH: 1Ttem 10 through 147

RANNICK: Right.
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CHAIRMAN: And you have asked a continuance cn Item 5, is
that correct?

RABNICK: Correct.

CHAIRMAN: Okay. Anything elsae?

SWARTZ! Mr. Chairman, I'm Mark Bwartz. You indicated
already that OXY had requested that Docket items 15
through 20 be continued until the next hearing. The
lottor that we wrote to Tom Fulmper on April 15th included
21 and 22 as well. 1 don't know if something got lost
there, but we would also request that 21 and 22 be
continued. All of these items, 1% through 22, involve
EREX. There are ongoing negotiations and we are optimig-
tic that we can work something out with them and that's
why there are being continued. They're the only parties
ond the named respondent. 8o we would like another month
to try to do that,

CHATHMAN: oOkay. Anything eloe?

FULMER: 1 want to reiterate these to make sure that they
are correct. 1've got theae continued, Item 3, 4, 5, 6,
7, &, 9, 15, 16, 17, 18, 19, 20, 21 and 22.

CHAIRHAN: T believe that's correct.

FULMER: Withdrawn, I've got Agenda Iteme 10 through 14.

CHATRHMANT  That's correct. 1Is there anything elpe?

Anyone elue wishing to address the Board on these itemp?

Any problems with the requeste, hoard sembers? The
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requests will be granted as presented. Also I understard
that some folks have traveled distances to be here for
Item 30 on the agenda today. I want to just ask the
folks in the room if there is any objection of moving to
Item 30 to deal with that request to accommodate people
that have to travel?

MR, BWARTZ: We don't have a problem with that.

Mit. CHAIRMAM: Doeos anyone have a problem with that, anyone
rhat has other cases? Going once, going twice == we'll

now take up Item 30 on the agenda.
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ITEM 10

CHATIRMAN 1 would agk that all persons that wish to
address the Board regarding Item 30 on the agenda, this
is a petition for establishment of a compulsory pool
drilling unit from OXY, USBA, Inc. for proposed well CBM
1-AA9, located on the D. W, Price surface near Indian
Grave Gap off Route 662 in the South Grundy District,
Buchanan County, Docket Mumber VGOB-0430-116. I would
alpo just remind the Board members that some of the folkse
{ndicated Aifficulty in hearing us in here. If we'll all
try to project a little more. I would aleo invite those
of you that are sitting in here to move forward where you
can hear better. Feel frec¢ to do that. For those of you
that may not be familiar with this process, we'll ask the
petitioner to go forward and present their croe and then
woe will lioten to any opposing views,

PRICE: Well, I kind of speak for D. W. Price, the heirs
that haven't signed yet. It'sm like mome of the things,
wo don't ==

CHATRMAN: I'm sorry. If you will, let's let OXY go ahead
and present their case and then you'll have an opportun=
ity to have hoard what they're saying and then we will
give you an opportunity. When we do that, we'll ask you

to give us your full name and we'll go forward in that
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manner.

MR, PRICE: 1'm sorry. Okay.

M, BWARTZ: Mr. Chairman, Mark Swartz and Tim Bcott appearing
for OXY. 1 would like to call Mr. Marty Wirth as a
witnesa.

CLERK: (Bweors witnegs.)
HARTIN E. WIRTH
a witness who, after having been duly sworn, was examined and

toptified as follown:

DIRECT EXAHINATION

nY M., OWARTE:

Q Mr. Wirth, could you state your name for the record.
A, Martin E. Wirth,

Q where do you live, Bir?

h. In Lebanon, Virginia.

Q hre you epployed?

A Yep, 1 am,

Q. by whom?

| A OXY, UBA,

Q. How long have you worked for OX¥?

| A, over thirteen yearo.

q and, in general, what department have you been in?
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Land departeent.

Do you have a title currently?

I'm project land manager.

Are you project land manager for any specific project?
For the coal bed mpethane project.

In southwestern Virginia?

That's correct.

could you tell me, in a general sense, whether or not
your duties as project land manager have anything to do
with pooling and drilling?

Yep, 1t doen.

In general, what would that be?

1'm responsible for all title, for getting the well
ready to be drilled which includes any pooling applica-
tions, any voluntary pooling, any voluntary leasing,
etcetera.

Have you personally been involved in work with regard to
Unit AAO7?

I have.

Did you draft the notice of hearing?

Yen, 1 did.

Did you draft and sign the application that's on file?
Yen, 1 did.

Have you drafted and reviewed most of the exhibits that

have already been [1led?
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Yes, I have,

gtarting with the notice, a notice was filed with the
Board with regard to this unit. I'm showing you a Kotice
of Mearing dated March 22, 1991, 1Is that the notice that
you prepared?

Yea, 1t 1ia.

And it 18 a notice to pool what unit?

It's notice to pool Unit number AA9.

Does that notice state on the first page, the people who
you want to make respondents on this forced pooling
application?

Yon, it doen.

There's a list of how many folks?

51, posnibly.

With regard to these 53 people that are identified in the
Hotice of Hearing and that you want to make respondents
on this pooling application, can you tell me what notice
or efforts to give notice to these 5) people were made

by You?

A copy of the Hotice of Hearing and a copy of the
application were provided by certified mail to the last
known oaddrese of record, if known.

With regard to those certified mail receipte, have 10
copten of the roceipte been filed with the Doard with

regard to Unit AA9 aep Exhibit F?
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Wwore any of the 53 people that you mailed these notices
to == did you goet back cards indicating that they
couldn't be found?

Yon, I have.

Have you adviged the Board as to who those folks might
ha?

Yoo, I hava.

po you have that handy? There were four people, right?
Yep, there wore four people.

In the ten copies of the certified mail receipts that you
have filed with the Doard, were copies of those four
pieces of mail that came back unclaimed filed?

Yoo .

fo that you can identify those four people from the
oxhibits that are on file ap Exhibit F with regard to
AMOT

That's correct. And with the letter I also provided a
copy of the certified return as addrens unknown or
unclaimed.

In addition to sending certified mail to the 53 people in
the Hotice of Mearing, did you undertake any other
efforts to notify people gonerally?

Yoa. We did a publication in a local newepaper.

What war publiehed in the newapaper?
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A. The Hotice of Hearing as sent out to all parties was
published in the newspaper. We included in this Exhibit
Al, which im a map. Asg you all discussed earlier in your
regulation, woe have tried the mapping system. Also the
map has been published at other locations.

Q. Theoe Moticem of Hearing were published in what newspaper
on what date?

A, Thie was in the Dluefield Daily Telegraph on April 17,
1991,

Q Did you obtain proofe of publication from the newspaper?

A Yoo, 1 did.

Q. With rogard to ARDT

A That'ns correct.

Q. can you tell me whether or not 10 copies of the proofs of
publication have proviously been filed with the Doard an
Exhibit E with regard to this unit?

A, Yesu, it has. on April 17th I provided 10 copies to the
noard of certification of publication.

MI, CHMALRMAM: EMcupe me, one second, I'm going to refer to
the inapector because the Board members don't have in
their notebooks items E and F. Tom, would you addresn?

ME, FULMER: That's the notice,

Mit. CHAIRMAM: Coplen of the notice. What wap item ==

ul . OWARTZ: E 1o the certificaten of publication, which we

got from the newgpaper, which are forme like this that we
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routinely file with the Board. F is the proof of mailing
which we file which io copies of the receipt for certifi-
@d mall that we get when we mall something and then the
groen cord that comes back when momebody signs for it.

HR. FULMER: 1 do have those, Mr. Chairman. You just don't
have them, I do have them.

HR. CHAIRMAN: oOkay.

Q. (Mr. Swartz continues.) MHr. Worth, could you tell me
what you or other people in the OXY organization or
other people that were hired by OXY have done with
regard to unit AA9 to try to identify the 53 people that
you found and identify other people who might be perscons
that you would want to notify who might have interests or
enotater, Could you juet describe gonerally what you did
with regard to this unit?

A, bDaoically we commenced at the courthouse to find the
owner of records. The main problem in this unit, we
ldentified the last known owner of record under partial.
I'm not talking the whole unit., We identified some as
the Price heirs, the W. A. Armes heirs. We've identified
most of the Price heirm and feol that we've identified
mOAL == the W. A. Armen family tree wams not identified anm
of record. We then went to other counties. We went to
banks. We went to phone books. We talked local and did

fine some of the Armes heirs and have taken affidavits of
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ownership fros them., Again, allowed us to go tec dif-
fereont counties or even other states to find -- we found
either probates, wills and it's a long process, but we're
going on what we have of the last known of the Armen
heirs and every day that we're going through all these
wills and everything either chain back or chain forward
trying to find these heirs. 80 these are the known that
wo can, but there aloo may be some of the heirs of W. A.
Armos and M.C. Armee, his wife, heires of this tract.
There is an exhibit attache . to the application which is
entitled Parties Reppondent Exhibit B, do you sce that?
Yoo, eir.

Thio wan filed when you filed the original application?
That in part of the evidence of the case, yen, sir.

This liet names and addresses to the extent they're
available, describes the ownership interest of the 53
poopla, the gross acreage and their undivided interest
an bent you'wve boon able to ascertain as of the date thise
application wap filed?

That'm correct,

Did Exhibit B which was attached to the application
include all known ownore as of the date the application
woo filed?

Thal'n correct.

Do you have anybody you want to add as of today's date?
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Hot at this timo,
In it popsible that in the future there may be additional
folks who turn up?
Definitely in the future, there may be sope decedents and
ehildren of them,
I found the letter with regard to the mail that case back
unclaimed, If you could give us the date to who it was
and identify the people who did not claim the certified
mail for the record,
The date of the letter informing the Board on April 22,
1901, Respondentn that came back unclaimed or address
unknown or a lot of them paybe were forwarding addresn
expired, Thore's Tibis Armes, Ruth Coleman, Martha Irenc
Deel, Pi1lly Armes ond Cathy Oeers,
Other than those five people whose names you jupt read,
all of the balance of the 53 people signed for -=-
somebody signed for that mail?
Yen, somoone accepted the certified.
MCGLOTHLINT Could you go over those names again?
OWARTEZ: 1It's Tibim Armes, Ruth Coleman, Martha Irene
Deml, Billy Armes, and Cathy Beera.
(Mr. fOwartz continues.) Juet to finish up on the notice,
Mi. Wirth, there is an Exhibit Al to the notica. What's
the purpone of that?

Fxhibit Al 1o a depcription of the location of the land

67




12
1]
14
1%
16
17
18
10
<0

4|

23

24

2%

o > O >

>

via a mapping system. We took 3 Puchanan County map
wlhiteh identified nearest highways or markers and was able
to try to get a xerox and come up with a proximity of
where this well and unit will be located in that area.
The dot on that cropped map on Al is the approximate
location of thie unit AAS?

That's correct.

Thin mop was actually published in the Pluefield paper?
Yen, 1t was.

Turning to the application, the parties to the applica-
tion obviously are -- OXY is the applicant?

That'm correct.

And you're seeking relief against the 53 people you've
identified in Exhibit B?

That's corroct.

Turning to Exhibit A, page 2 to the spplication, what
does Exhibit A, page two, show?

That'es the ownership information pertaining to the unit.
It represents the percent of the coal bed methane rights
leaped to OXY and the percent of coal hed methane rights
not leaped to OXY. Aleso the percent of the coal estate,
how much ips leased to OXY.

In wasence, it'sm ponaible from thism to determine what
OXKY's interest in the unit 1inm?

Yaoi, 1t can.

6B
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What is OXY's interest relating to the coal in the unit?
We have 100 percent of the coal under lease.

With regard to the oil and gas, what interest, if any,
doen OXY have?

Oropss, we have 100 percent of the oil and gas under
acroeage under leane.

With regard to coal bed methans specific leases, could
you tell me what the situation 1is?

Coal bed methane spocific leases, we have approximately
in grosn acroage now 100 percent under lease. We have
at lesst a percent of every person under a percent of
every tract under lease -=- at least some part of it under
leape. Thip 18 gropm Acreagae.

8o 200 percent would be all of it, correct?

Correct,

When you say you have about 100% of the grose undaer
lasape, you're paying about half of the potential claim-
ants have leased to you?

That's corroct.

Going back to page 1 of the application under the facte,
wo've ldentified the applicant, the respondents, OXY's
interest in the unit. You have provided the Board, have
you not, with the application, a plat map?

Yen, we have,

That'a exhibil what?
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That's Exhibit A.

Generally, what is shown on Exhibit A7

Exhibit A shows generally the coal owners, the cil and
gan owners, coal lessees, oil and gas lessees, coal bed
mothane lessees, cervice owners of the area to be
disturbed is basically going with the well persit
application that shows any and all parties inside the B0
acre unit on these parcels.

Does it also show a percentage in terms of gross acreage
within the unit for the various interecta?

That's correct, under the various interests of those
tracts effected.

Exhibit A ip certified as required?

That is certified by either a certified engineer or a
land surveyor.

In this inetance, which was it?

In this instance it was the land surveyor in charge.

Hin stamp oays that he is a ==

Certified professional engineer also.

The unit that is shown on Exhibit A im a unit in a
field, correct?

Yeo. 1It'sm an application under the Oakwood coal bed gas
[ield.

The AA9 ip sipply off the Oakwood grid?

Thaot'm corrack.
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The tatal acreage in the AA9 unit 1is how many acres?

00 acre unit.

What seamp does this application peek to pool?

Anything below the tiller formation to the lowest coal
formation under the tiller.

The application, in fact, states that, does it not?

Yes, it does. And it also identifies specific names and
their replacers in the application.

rParagraph D of the application deals with the question of
whather or not there's a well work permit?

That's correct.

Wwhat's the statup with regard to unit AA97

Woll permit number 1612 was ipsued on February 22, 1991,
Going down to paragraph four of the application which 1@
entitled relief sought, do you see that?

Yen,

tn summary fashion, can you tell me whether or not you're
seoking to pool all interests and estates of all persons
naped herein and their heirs and succepsors to the --
their interest in all coal seams below the tiller seam of
conl in this drilling unit?

Yes. MWe are trying to pool any and all interest of coal
hed mothane rights in the subject's formations.

Going to paragraph 4D, are you requesting that the Board

in entering a pooling order establish an election
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procedure for all of these people?

Yoo, we aroe.

What are the three options, in & general sense, that
you're asnking the Poard to utlilize in entering a pooling
order here?

To apeign or leaso the coal bed methane gas interests, to
enter into a voluntary agreement or to participate in the
well or be bought as a carried or a working interest
OWnar.

Are you also requesting that OXY, USA be dosignated the
unit operator for this unit AA97

Yen, we are.

With regard to thies unit, did 1 ask you to look at and
give the Board an example of the kinds of isoues that we
get into when wo look at potential escrow?

Yen, we did.

Did you preparoe an exhibit with regard to that?

Yoo, I did prepare an exhibit on this well and other
wallo also an a matter of information.

What's the exhibit letter with regard to this well and
other wolls you have prepared in dealing with the
question of looking at escrow?

We submitted thies as to be entered ac Exhibit D, Escrow
Recommendat lone,

That'es a two page exhibit, ipn't 1it?
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Thin onie 1o a one page sxhibik,

What have you tried to show on Exhibit D with regard to
unit AA97

What 1've done here, breaking out as a matter of inform-
ation and it'sm aloo subject to the elections under the
relief sought of all parties as what an escrow recompend-
ation will do in if there is conflicting claims under
this unit, If you follow, you have the well plat

Exhibit A, If you can go under what I've saild, X22 under
Exhibit A, that's the tract number. I identified earh
and oll claimants whether they have a royalty interest or
posgible -- you'll pee the astericks under there, subject
to the relief sought. Thoy could be possibly instead of
o royalty interect become a working interast. We won't
know that until after the order im issued and they have
the election tie. 6o this is just a matter of inform-
ntion of what it could look like. 1 also identified the
mineral ownership, whether they are an oil and gas owner
or o coal owner. I aleso tried to break down the percent
thay have in that tract. Exhibit D of AA9. this only
ohowo one tract which has conflicting claim. 0o just for
these hearings, I asked our counsel to submit scmething
an on encrow recommendation, what it could look like as a
matter of information. This ip not true and Dible and

fhould not be == it's the Board discretion to use
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whatover they want.

The conclusion, I want to spend a minute con that, with
rogard to Exhibit D. 1If you were just looking at this
unit as of this point in time what would your recommend-
ation be with regard to royalty interest in terms of what
necded to be escrowed for conflicting claims?

For royalty interests or subject to any working interest
and elections 100 percent of the royalty interest would
have to be eocrowed under this scenario here.

do 100 percent of the royalty is in doubt or dispute apn
to who might be the owner?

That's correct, There's a conflict. There's one owner
of the coal and there's other owners of the oil and gam.
With regard to the working interest, what does your
analysio tell you at this point in tima?

At thie point in time, subject to an election, there's 0
percent working interent that will noed to be escrowed.
What could happen that would change that?

Under the relief pought here with the recommendationn
and the request that a party has the right to participate
or be carried intorest and that would become a working
interest claim, That portion should be escrowed at that
time.

In your judgment, when is the point in time that do-

cigions can be made on an informed =-- an informed
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decision can be made with regard to what needs to be done
In terms of eccrow either working interest or royalty
interegt or both?

A step, the Doard has to make the issue of the order.

The operator and/or applicant must notify each party of
the order and send them a copy. They have a certain time
frame then to make these elections under 1, 2 or 3 er

any so electiono the Doard may also want to enter into.
8o that's upually 30 days upon receipt of mailing or
recording, depending on which regulations the Board
adopte in the future. 0o you have almost 60 days or even
longer. It could be even 90 days until you know how

much royalty and how much working interest will be
cocrowed. Again, at this time, it's just gsomething to
ohow tho Board the way we came up and the way we can
figure it "pubjoect to their election”.

Going back to the application, the application eontained
A detailed woll eatimate in terms of comt, did it not?
Yoo, it did.

Doen the application state what the estimated total comt
for thies particular woll on unit AA9 would bo?

Yon, 1t doen.
Hhat 1F that amount?

The total estimnted cost to the depth of this well is

F255,0286,
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Mr. rKarom, who will be called later, apparently preparesd
this and can testify with regard to that estimate?

That is correct,

Do you, at this point, wivh to dismiss anyone as a
respondent?

Hot at this point, no.

Han a conoent to frack in Exhibit G been filed with the
Board with regard to AA97

Ho, it has not.

Do you have that with you today?

Yoo, I do.

You have 10 copien?

Yoo, 1 do.

MR, OWARTZ: If I might, I'd like to file 10 copies of what

wa've marked as Exhibit G which is a consent to frack
Wwith regard to this unit, Mr. Chairman. BO5ince we took
this out of order, I have written the wrong exhibit
number on 10 copier of another docusent. I had planned,
an you'll recall, we have offered affidavits that etate
that the percon who signe the consent has the authority
to do that on behalf of Island Creek. I would like to
file at this time even though 1t'om a little out of order
an Cahibit 0 in VGOB-04-30107 which is an affidavit of
Ken Price who is vice president and general manager of

the Virginia Divieion of Island Creek Coal with regard to

16




| the authority of Mr. Epperly to sign these affidavits --

2 or to sign these consents. As you have probably noticed,
] our Notice of Hearing is new and our application forms 1s
4 new, We have also embarked upon & practice of submitting
8 10 copies of the proposed order to you that is individual
(] to sach unit, 8o I have just handed -- we're not marking
7 this as an exhibit., We could in the future if you want

] ug to, but I have just provided the Board with 10 coples
] of an order that we would propose be used with regard to
10 unit AAR9, I would like to spend a moment to go through a
" few provisions of this order with you through the

1”? services of Mr, Wirth, 1 think a lot of Lhis will look
19 familiar, but the reason I want to go through part of it
14 withh Mr. Wirth is because it contains and should be

15 regarded as containing our recommpendations == 1've given
10 you thoe wrong one. HNo, I didn't. Did I give you AA?

17| MR, CHATIRMAM: Yes, you did. I was just saking sure these
18 folks == do you have copion of these that they just
19 presented to the PBoard? Circulate those.

20/ MR, OWARTZ: I'd like to go through part of this order with

2 Mr., Wirth and I1'd like you to recall that the reason 1'm
n doing that o that I would ask that the Doard consider

n thin order as constituting Mr. Wirth's recommendations to
24 the Doard with regard to the terms of the order. I'm

24 going to go through some of the femiliar terms that he
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urually testifies with regard to.

(Mr. Gwartz continues.) Mr. Wirth, does this order
contain a section that deals with election optionae?

You, it doesn.

Can you tell me what you would be offering to anyone who
might desire to offer coal bed methane to you for lease
in thip unit, what would your terms be presently?

There would be a bonus consideration of $1.00 per acre
with a royalty interest of one=eighth,

Does this order, in the various options that are afford-
ed, make the same offer to gas ond oil?

Yoo, it doen.

A 81,00 bonuam and a one-eighth royalty?

That'a correct,

Does thiv order address the question of how someone might
partieclpatoa?

Yea, it does,.

Does this order addreos the question of how somecne might
nlect to be a carried operator?

That'm correct,

CHATRHMAN: Mr. Swartzs, may I interrupt ¥You juet one
aecond. You're referring to thin proposed order that you
presented to the Board. Do you wish to have this
introduced an an exhibit? 1 didn't clearly understand.

EWARTE:D T mort of lefr that up to you. Do you want me to

10
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mark it as an exhibit?

MR. CHATEMAN: I think if you're going to have Mr. Wirth go

through it and testify to it it would probably be acre

appropriste to have it referred to as an exhibit.

MR, OWARTZI: This would be J.

Q.

A .

(Mr. Owartz continueg.) With regard to the various
options, have you made provision in the proposed order
for election periods?

Yen, we have.

Have you made provision -=- and that would be at what
paragraph?

That would be paragraph 8.

In goneral, what does that require or provide?

It requires =-- trying to follow the Gas and O0il Act 130
day election period.

Who 18 to provide notice under this order to people that
they have to elect within a period of time, who sends
out that notice?

That would be the applicant.

whoover is the designated operator?

That'n correct.

voen this proposed order state what happens in the event
that people ophould fail to elect, just not make any
choilce at all and not return the paperwork?

Yon, 1t doen.
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What paragraph is that dealt with?

That would be under paragraph 10.

poes it provide what happens if someone elects to
participate, agrees to pay sums in participation and
then failas to pay?

Yen, it doon,

What paragraph would that be?

That would be following paragraph 11.

Does it ppecify who the unit operator would be?

Yeo, it does.

Who 1s that?

That would be OXY, UOA.

Doen it give OXY'sm current address and phone numbers?
Yen, 1t doen.

And identifies you as the contact person?

That's corroct.

Doma 1t provide a requirement with regard to commencement
of operationas by the cporator?

Yap, it doen.

AL what paragraph?

Thot would be paragraph 14.

What period of time are operations required to be
commencoed under the torme of this order?

One year from the date of the ijesue of the order.

Doen 1t alvo provide for escrow provisions in genaeral?
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Yen, 1t doen,
Those are dealt with at what paragraphs?
Faragraph 16, in gequel after that, depending cn the
epcrow provision pertaining to working or royalty
interest,
Going to paragraph 20, what does that require that the
operator do?
The operator shall mail a copy of the order and file an
affidavit to the Doard saying that we did perform the
acts required by the Board caying the order was mailed to
each respondent.
Does the order have an effective date that's stated
therein?
Yoeah. The effective date of this order shall be upon the
execution.
GWARTZ: That's all T have on direct for Mr. Wirth at this
point,
CHAIRMAN: Any qQueastions by member of the Doard of Mr.
Wirth?
MABON ! Yea, oir,
CHAIRMAN: Mr. Maoon.
MABON: Mr. Bwartz, I noticed under 19, special finding,
you've requested that the Doard find that the applicant
io a Dealaware corporation and relay the matters to

authorize, do you intend to premsent evidence to that

a1
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affoct?

OAWARTZ: Other than an aspertion in our application which
wo're asking you to believe, no. We could. Mr. Wirth
tells me that he has filed something with Mr. Fulmer to
that effect.

WIRTH: The well operator =-- we have a registration.
MADON: Well, I just =-- you know, the allegation 1 realize
hae been made., I juet didn't know whether there was any
evidence that's ever beon presented to this Doard that

would nupport a finding to that effect.

OWARTZ: Apparently other than the bare allegation, no.
Although, I thin} » could come up with that.

MAOON: Lot me ask this. Mr. Wirth, ie, in fact, OXY, UBA
a Delaware corporation?

WIRTH: Yoo, 1t im.

MABON: Ts& 1t authorized and qualified to tranpact
businegs in virginia?

WIRTH: Yes, it 1i8.

MAGBON: Thank you,

CHAINRMAN: Any other quesntiono, members of the Board?

MCGLOTHLTIN: In line with Mr. Mason's =-=- who is the re-
ginterad agent for OXY, UBA in the Btate of Virginia?

WINTH: We have for sorvice, Mr. MecGlothlin, contact at
OXY, UBA either Mr, dlenn Vangolen or myself. MNow, the

cortificate of pervice for any chancery or actionm like
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that will be an attorney in Richmond, Virginia., That's
a matter of record with the DM&LE.

HCGLOTHLIN: MName for the record, pleasce?

WIRTH: 1I'd have to look it up, but I believe it's Edward
A, Parker, 1It's on the file with the Board.

BWARTZ! MHr. Parker is the agent for CT Corporation. 8o
you merve OXY by sorving Mr. Parker who is an agent for
CT. MHis agency io limited to accepting service of
process, The o*her agent is Olenn Vangolen, as I
understand it, who's in Richlands.

CHATRMAN: Anything elpe?

EVANO: I have one.

CHATRHAN: Mr. Evann,

EVANG: Just n point of clarification., On Exhibit A, page
&, ownership informotion pertaining te the unit, do you
want to go through that again with pe very mlowly mo
that == I'm looking at this and one and two look vary
fimilar to me in their set-up and the only changes I see
are in numbers and the word "not® being prement in one.
flun that by me again, just exactly what I'm looking at.
1'm talking about percent of coal bed methano righte
loaped to OXY.

WINnTH: Of courmne, you poo in parenthesins, this is where
it gets confusing, the grose amount. 1f You conmider

the grone amount under each, thin unit == A0 percent

8l
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erquale 100 percent, A0 acres equals 100 percent. If we
have under lease 1 percent, we have 80 percent of this ==
1 mean, 100 percent of this unit grosm. HNet figures,
this in where you get net and groso ism confusing. What
wo have of the coal owners that -- coal bed methane
rights, we havae 100 percent gromss acreage under leaoe.
011 and gas owners grosp acreage, we have 100 percent
under leapo., HNow, the conl bed methane that's not leased
ig that we do not have the oil and gas owners, approx-
imately 75.16 percent, under contract with the lease of
the oil and gas owners. 1It's confusing and believe me,
as a land man it's ono of the technicalities that may
have to be addressed later on, but that's the way it
pays. You need to specify as in the unit gross acreage.

EVANG: Okay. 1I'm still absolutely unclear. Can anybody
help aa?

HARRIB: 1Is the problem with the porcentage ie 100 percent
loaned and then 75.16 percent not leased for the mame =--
it appears to be the pame thing. 1Is that the problem?
That's the problem that I was trying ==

EVANB: Yaon.

WINTH! Gresn not, that io the problem. This shows gross,
Mr. Evans.

MCGLOTHLIN: What's the net?

WIKTH: The net percent is how many of the outstanding

84
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interest are not under lease. We have spproximately
75.16 o1l and gas owners percent under leape or Vvice
versa,

MAGON: 18 what you're saying here, ycu've got parts that
are leased and parte that are not leased?

WIRTH: That's correct. We do have ==

MABON: Of the amount that are leased, you own thesm all?

WIRTH: That'ms correct.

MABON: Of the ones not lessed ==

EVANG: You don't own any?

WIRTH: Poseibly. At thig time, we don't know. You have
to do title and undivided interest is where we come into
the net interent.

CMAIRMAN: Do you mert the qualifications as stipulated by
law and regulation to be designated as an operator?

WIRTH: The qualificationms, I'll have to read =--

CMATIRMAN: Parcent of ownership?

WIATH: Yeo, we do.

SWARTZ! ExXcuoe me, percent?

CHATRMAN: Yep. Do you meet the minimum qualifications to
be dosignated am operator?

SWARTZ: ‘There are no minipum qualifications for coal bed
mothane, All you need im an interest. 1It's not like
conventional, as I read ths statute, HMr. Chalrean.

CHAINMAN: Woll, I'm asking if you meel the minimum
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flualifications to be designated as an operator?

WIRTIl: Yen, sir, we do.

CHALIFMANT 1 think that's ==

GWARTZ! Kenneth, if I can go back to your qQuestions.

EVANG: 1'm going to ask you a straightforward guestion.

OWARTZ! There are going to be some units where everything
adde up to 100 percent gross oo we go through the next
aeven. In those units, if everybody ==~ 1if you're dealing
== thins drives me nuts, too.

EVANO: For mo, it's a short trip so =-

SWARTZ: For example, with regard to unit =- I don't know
if you all have this in front of you, you can flip to it.
To give you another example that when I look at it, it
makes nenee to me and, then, 1 look at the one we're just
looking at and I have the same problem you have. Mayba 1
can got Harty to compare these two for us and that might
Nelp us. If you look at 29 =- 1 don't know if you've got
a tolder that has -- that would be docket 115,

MAGON: 1It's the one right in front of us, isn't 1t?

OWARTEZ: If you look at the pame exhibit with regard to
2+9 == lot mo find it. MHave you got that? This to Be
adds up to 100 parcent all the way around and geomp
pretty nimple. Okay.

EVANG: T can understand that one.

‘WARTZ: What I would like Mr., Worth to do is tell both of

06
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ug why can happen with regard to Z-9 and why it doesn't
happen with regard to AA-9 and maybe we'll understand.

We'll take a stab at it anyway.

WIRTH: Well, i{f we go back to AA-0, if you go to Exhibit

A, that's your well plat. It shows your percent of
interest of each tract under thies one thing. Identified
on Exhibit A=1 18 pertaining to the question. We have
partial interest under lease under == if you'll see the
worde "D. W. Price” It says, "Surface oil and gam™. We
do have partial of that interest under lease, which is
45.9 percont of this unit, If you go to about seven
o'clock from that position, it also identifies W. A.
Armen oo an oil and gao intorest owner which has 30.07
parcent. We do have some of that under lease. If you
add 45 percent and 30 percent, you come up with the
"753.16 percent” gross I do not have under lease. Gross.
I't T broke it out, and it's going to be very hard under
the W. A. Armen tract, because you'll notice that of the
) respondents, most of It im under tho W, A. Armes
Latate. We don't know exact net figures to be able to
tell you at this time what 1 have and what I do not have
under lease. Ao gross figures =- I do have some under
the 40 and I do have some under the 30. I have all under
the Anchor Redcliff and I have all under Landon Wyatt,

o 1 have 100 percent under lease gross under that.
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MAOON: Would it be fair to say what causes this is when
you've got these fractional undivided interestso.

WIRTH: That's exactly == the net undivided interest, it's
fair to say. You could, possibly, on these figures since
there -- also, there's other lessees that could come ==
involved in other unite. You could have, posoibly, 600D
poercent under one unit.

EVANG: MNow, 1 understand, I think, a little bit more of
what you're trying to ropresent.

WIRTH: Yeoah, that's correct.

MABOH: You could have one-eighth of a tract that con=
stituted half of a unit?

WIRTH: Right. That's correct.

MABON: Bo you're dealing with fractional interests of the
tracto and, then, the percentage of the tract conptituten
the whole unit.

OWARTZ! What will happen in other units like 29, whore
you don't have that mesn, you know, you look at it and it
appears Lo make sense because you have less ownors and
no fractioenal Interest,

CHATHMAN: MHow do you protect those folks that are in
thone unleased categories?

WIRTH! What we do Lo make pure and am a part of the field
rules that we entablish == Oankwood, correlative, you

name any and all parties that are known plus any unknown.
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That's why we do the publicaticn so anybody -- party =-=
wo try to notify any and all parties of the known and the
publication for the unknown and everything to protect
their rights, That gives them -- it kicks in the
options, You have a right to lease, you have a right to
participate with your interest, or you can be carried in
that part of that interest. That how you protect the
correlative rights on these unito.

EVANB: I've got one other gquestion. 1In a situation such
an a heirsohip, do you atteept to == you make notification
to all that you can find. Do you attempt to sign
individual leasos with each and every os oppobed to a
deaignated ==

WIRTH: Yeno, @ir, If they would agree and they contact us
or anything like that, or by letter writing, I do -- even
on thies one, I have a letter from one of the respondento
naying he would interested in leasing his efforte. 1
don't dipmioe him ot thiec time, but I will send hie a
loane and notify the Board at a later date for modifica-
tion. We try each == you nee 53, but there is alpo any
unknown heirs. If thoy come f[orward, we also and
overything, 8o 1 could have under just this one unit ==

EVANG: Conalderably more.

WIRTH: Yeah, am a pattor of foact, as you notice this

unit, on an heirphip like W, A. Armen, 1f you'll remember

Bo
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in the past, we had what we called == another one that
lad 78 different owners =- the Richard Deskins heirs and
everything like that, As a matter of fact, communica-
tione and -- we've aleost got 100 percent of "Richard
Daskina®™, Well, I have 93, because there's other pecple
contacted. I do have %) people under lease. Of the 78 I
thought we identified, there was a death and passed on
inheritance and everything like that. 8o it's quite
dotailed.

EVANG: You just oieply =- in the heirship case, you
haven't determined what each individual interest 1a?

WIRTH: Exactly.

EVAND: You know what the heirship is in total, but not as
broken down?

WIRTH: Each and every divided interest in thot.

HABON: May I ask one question.

CHAIRMAMN: Mr. Mason,.

HASON: What 18 an heirship?

WIRTH: An hoirship is =- gomeone may have passed away and
haos decreed this 1o who owns it or, of course, Virginia
hed to do this. They did away with the dower interest,
If a person passen away, the spouse has a one=third dower
interost depending on the date. MNow, in Virginia =-=-

HASON:  Well, 1 understand all of that, 1 Eean, 1 do a

ot of legal work in estates and estate administration.
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Until 1 got on this Board, I'd never heard of it.
Heirship =- 1 mean, it doesn't have any real legal
meaning as far as I know. But, I mean, Iit's & comBORD
word of usage here.

WIRTH: There's a lot of standard forms in the indusctry,
especially in the oil and gam. You'll see a proof of
their death and heirship. You'll see affidavit of
heirship, That's why we commonly refer the heirship as
the descendants or whom that perscn ==

MASON: You're talking about just the list of heirs?

WIATH: List of heirs that owns interest in ==

MADON: Yeah, you know in Virginia when pomebody dies, 1f
you probate the will, you file a list of heirs and you
qualify an administrator or executor. Those are the two
primary documents that relate to administration of the
fitate.

WIRTH: That's correct,

MAOON: Dut you're saying, if romebody =- what I wan
trying to get at, If somebody dies and there's no
nfdminiptrator, no executor =--

WIRTH: Intentate.

MABON: HNo list of heirs ever formally filed, then you're
goying that this pool of people who inherited this have
an heirohip. 1Is that what you're saying?

WIRTH: That'®s correct. 1t may not == of course, if




you'll bear with us, we're in Buchanan County. HNow the
courthouse has burned once and flooded twice. 8o they
have set-up deeds. You have to go back to == we try to
4o back to the patent or sometimes sven the crown, if we
can be sc lucky, and bring those forward and everything,
on the title. A lot of times, it just stops. Well,
doing do diligence, like I gay, go to the phone bookas,
bankes, word of mouth. Wa might find somebody who can
tell he died and left a will and it ig recorded under
such and ouch in Tazewell County, and we go there. A lot
of people doesn't know to be an owner of record, you pust
record it where that land is situated. That puts us on
notice that there has been an interenst claimed or
oomebody does have an interest in 1it.

EVANS: Thank you for the explanation.

MABON: Likewige.

WIRTH: 1I'm @orry. 1 understand.

CHAIRMAN: Any other questions? Do You gentlemen have a
question of HI', Worth?

PRICE: Yesn.

CHATRMAN:  Would you identify yourself for the Dhoard,
pleage?

PRICE: 1'm partial into the D. W, Price ownership, 1
guesn., MY name is Russell Price, Dox 41, Midland,

Virginia. They have owned both wells == {t'1]1 take me a
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couple meconds to get it together here == AA=-9 and, I
believe, it's Z-9, They have 100 ownarship of the coal.
Go I'd like to bring something out that I have in files
here == papoers. We have a legal paper that's recorded at
the courthouse in Buchanan County. We assume that

Samuel Price wom our groat groat grandfather. Mow, in
the year of 1888, the coal rights were sold. But in the
leane they pigned up, and 1'1]1 get the Doard a copy if
they want. 1T don't have it present now. In the lease
they nigned up, it says that William Price, which was a
son of Damuel Price, reserves five acres around his house
and five acrop around his father's house, Bamuel Price.

I pean, 1'm not saying that they don't own 100 percent.
It would have to bo a legal thing te go through, I guens,
for them to say that, and for us to say no, But I feel
like, you know, that this is coming down to smaying they
want mineral righte and stuff. We're losing a lot here,
you know, Like [ive to ten acres of coal 18 quite a bit
of money, I don't have to explain that to anybody, I
Guess., Going back to thelr papers, like the gentlemen
had questions, 1, alpo have questions. I'm pot trying to
prolong or say they can't take the gas out, becaune I
know that progress and now we've come up with the fact
that there's a pollution problem and stuff and natural

gao meems to be one of the answers to the pollution
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problem. ! believe that natural gas is going to be one
of the things of the future that's 1s going to be of
great value and that's my belief. We got this paper, or
this leave, in the mail saying that they wanted us to
sign it. That one-eighth of the gross, I think it is --
when 1 oit down, I think to myself, we own, pospibly,
five to ten acres of coal. 80, therefore, no matter who
mayn ganm =-- it belongs to the coal company or the ownar
or whoever, 1f thio is right, we still own five acres of
gap == five to ten acres of gao. If it's up to the
landowners, we notill 100 percent of the gas except the
onen that han signed. That wao leaving 25 percent, like
nhe osaid, of the Price heirs. I got this paper for us all
to sign in northern Virginia saying that they would give
us one=elghth as a total. To me, you know, to be an
owner, that's giving them A0 percent. I don't know if
the Foard hasm this one=eighth set up or they set it up or
who pet it up. That's one of my questions. Which 1o
greater, the gas or the well? Wwhy would they put a well
in 1! it waan't for the gas. Evidently they feel 1like
thoey're going to make more monoy off the gas in the well
or they wouldn't put the well in., 8o why do they ask for
AR percent and say we'll give you 12 percent? 1Is not the
gos worth more than the well? Okay, another thing == I

do understand the timpe release. 1'm not going againat
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their theory that when the coal company goes through,
that, poseibly, some of the gas will leak out. I don't
know == I'm not that familiar with the gas and stuff, but
they're asking for a 10 year lease which can be continued
at their convenience. 0Oo evidently they're planning 10
yeare, possibly 20, possibly more. So last night 1 got a
call from people == the company wanting to put in the
pipe line, Bo evidently it must be going to be some-
thing. They're wanting to put pipe lines in, gathering
linen, and stuff. To my understanding, now I may have
misunderstood the conversation, but they were asking for
n lifetime right-a-way for these lines. 11 question,
mysolf, my children == I was an heir == I'm an heir of
today. VYesteryear 1 wag not an heir. The heirs of the
future == my children, our children, will be heirs. When
we oign thio for one-eighth, we have signed away their
feirship that was handed down through generations. Bo my
request refers back to the one-eighth. Have they a legal
right to say, "You've got to sign thim lease for one=-
elghth or we'll take it or wo'll do what we want to do
with It.," Or put it in escrow. I don't know. 1I'm
anpking the Doard, you know., I'm putting myself at the
mercy to the Doard, Okay? On the pooling, we are not
actually able to pay big expenses in the well. You know,

Wi Juet aren't that financially able. I have one mamber
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that may be, but as far as mypself, I'm not. DHNow when «e
go on into the lawpuite, they pay the coal company owns
the coal. It's already been leased. When they start
putting these wolle in, is this coal company going to
come back ond otart putting suits against us because we
gave thom right-of-ways -~ I moan, gave them legal rights
to put welles in? I don't know, I mean, you know, Bo
that's some of the quegtions that's in my mind. It's
like I don't want to otand in the way of progress, but I
want an equal shake. 1 think anybody present in thie
room would apk the same thing. Is the one-eighth set up
by the Doard, by the ptate, or who as being a legal
breaking of this is what you got. I question the Board.
Is that set up by the Doard? I question Oxy. 1Im it set
up by Oxy? I gueation the state. Im it set up by the
ptate? I don't know, 0o do you all know? 1In other
worde, would you fill me in on that part?

CHAINMAN: Let me just try to addresn a couple of things.
One, you're raising a mineral rights imsuo question of
whether or not and wo don't know that and won't Know
that. As you properly said, that if you have a dispute,
it would have to be resolved in the courtm. That part of
it. The reasonableness of the one=eighth royalty is
whatever tho market will allow, If you can negotiate a

better deal, then go for it. One=eighth is a royalty
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rate that hao been consistently proposed to this Eoard --
we can tell you that == in numerous other coal bed
methana situations. I don't know that we could represent
anything beyond that.

MCOLOTHLIN: 1 can remember one-eighth back in 1976,

CHAINMMAN: 1It's gone back for ==

MCOLOTHLIN: BOoveral yeoars.

PRICE: 0o it has beon carried as a ==

CHATIRMAM: It's an industry practice.

PRICE: Okay, ip Oxy going to give us papers clearing us
from any suit from the coal leasen? That thay will not
turn around and sue us when we give them rights to take
the gas out? That'o a guestion 1'm asking OXY.

OWARTZ: Ho.

PRICE: You will not give us any.

OWARTZ: [ guess the reason =-- a long anawer Lo Your
question iu {f Oxy drills a woll and the coal people were
== lot's apEum@ ==

CHATAMAN: Excune me junt a second. I think, maybe, thim
hind of discuspion, we'd have to ask you to do outside
the == what's bofore the bDoard today. Dut I can tell you
thin. Rogarding those kinde of questions, you're just
guing to have to talk them out, Dasically, would the
company == the Board has to consider == Virginia law

addrespes the fact == this legielation in 1090 ack-
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nowledged that there's disputed claims. It acknowledged
that operators Bay come forward that have an ability,
financial and other ability, to actually drill the well.
That it was in the best intereat of the Commonwealth to
have a mechanism that would allow that process to ¢o
forward to get the wells drills, It would also protect
the righ®s of those folks that are in these disputed
interont situations by affording the ability to have this
open procens of the hearing for forced pooling and that
those provipsione for escrowing accounts =- money to paid
{n that == mo that throughout all these court cases =-- if
it romes to that or other negotiated pettlements == that
no une im ultipately harmed. 0o we really can't -=- ag
far oo the Board's concerned, we can't get into whether
or not Oxy can indemnify you from sults from outside
parties and those kinds of things. That goes far beyond
our scope. 1 hope you understand that, but it really
dooa .

M. PRICE: Okay. Thank you for enlightening me on that.

MP . OWANTZ: Mr, Wortn and 1 == ii( I might == Mr. Worth or 1
would be more than happy to talk to you on a break and
talk about those kinds of thinga. We don't have to do it
in this room, but we can do it out in the hall if they
take o broak.

WE. WIRTH: 1 may point out., Your concern for your homeotead
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of your five acre reservation, that five acres did not
fall physically under this unit. That's why it's not
identified. We're only asking the Board to pool coal bed
pethane gas rights in and under this unit. Hot your
entire acreage that may be surrounding or around this =--
just in this unit and this parcel of this unit here.

PRICE: Dut you're saying this unit. HNow, theroe's two
unite algo. One time in conversation, somecne f[rom your
company informed me, “"Well, how can you prove where the
coal 1o at?" I can prove, popooibly, we have 40 acros and
gomewhere in that 40 acres is % or 10 acres of coal.

WIRTH: Correct. 1 know and it's o matter of record 1if
there's a reservation., We'll be identifying it on cne of
the plate 1f it's inveolved.

PRICE: Okay. MNow, you're saying -- if I'®m getting out of
line, you know, correct me, You're sayilng the coal will
not be taken in as an agreement in this?

WIRTH: Mo, wWwe're not entaring into a coal lease or asking
for o coal lease, Thim is for just the gas rights only
-= for the conl bed methane rights. It doesn't even take
in == If you own conventional oil and gas, it does not
oven include conventional oil and gas, That's separate.

CHAIEMAM: The other gentleman == I don't know your name.
Do you have anything to add?

', PRICE: No.
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Mii, CHAIAMAN: Do you want to call your next witness?

MN. OWARTZ: Yeos. Mr. Chairman, I'd like to call Mark Karas.

HARK 0. FARAM

a witness who, after having been duly sworn, wasg examined and

taptified an followa:

DIRECT EXAMINATION
DY MR, BWARTZ:
Q. Arate your name, pleaseo.
h Mork 0. Karam.
4] Whero do you live?
A, Richlande, Virginia.

Q Who are you employed by?

. Ouy, UBA.
Q Lo you have a title?
A Yoo,

Wliat 18 Ehat?
A I'm a regulatery enginoer.
Ao part of your duties, do you propare DWE'n?
h Youu .
O1d you prepare a DWE with rogard to this well, AADP?

Yen, 1 did.,
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Has that been submitted as Exhibit E as part of the
application?

Yes, it haps.

pDown at the bottom, there's a signature?

Yoo,

Io that youra?

Yen, that 1o my signatura,

when was thies DWE prepared?

March 12, 1991.

That's less than 90 dayes from today, right?

Yeo, that's correct.

rould you tell the Board, in general, how you go about
obtaining prices and detail information to prepare thepe
DWE'nm.

Yen, I've contacted several of our field personnel. We
viewod past receipts, sales slips, et cotera, and got an
iden of how much each item costs.

Then you know, do you not, how deep the well is proposed
to be?

Yes, thot's correckt.

This particular well, if we turn to the application at
paragraph E, what is the depth that is proposed for this
witll?

2,210 [oet.

And the total contpm on the DWE are what?
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§255,926,

How many fracks or stimulations are included in your DWE?

Threa,

The total for all three 1is what?

Around §61,100, approximately.

wWhat peam or seams does this well target?
The pokoy 3 ==

In definitely a target?

That'e right, That's the projected target.

whaot will be involved in making a decision whether or not

to frack additional peass?

1t will depend on log interpretation as far as the coal
pone (inaudible).

Assuming that the logs are popitive, you will stimulate
additional poamp and apsuming they aren't, you wouldn't.
Is that what you're telling un?

That'o correct.

con I nspume that your experiences told you that the
Pokey 3 1s usunlly a ream that you would want to stimu-
late?

That in correctL.

Io thin well deep enough to test and produce from the
Pokey 37

Yen,

Have you reviewsd the notice of application?
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Yoo

The application, itself, and the exhibits to that?
Yer, 1 hava,

In fact, have you participated in preparing those
documente?

Yoo,

Your educational background, in addition to being an
attorney, do you have any other degreen?

Yas, I'm an engineer =-- petroleum engineer.

can you tell me whether or not, in your opinion, the well
that .o proposed for unit AA® is a reasonable development
plan to produce and drain conl bed methane from that
unice?

Yon,

Can you tell me whether or not the detailled well es-
timato, Exhibit €, I beliove == whether or not the
numbero reflected on that are in fact reasonable es-
timates with regard to the costn that will likely be
incurted in drilling the propooed wall?

Yop, they are,
CWARTZ: That's all T have.
CHATRMAN: ANy questlions?
EVANS: I have one question.
CHAIRMAM: M1, BEvann?

EVANR: Just real gquick., 1In some of the == I know this in

103




12

13

14

1]

17

10

£l

il

7

J4

a well estimate, but this one appears to be just a fow
thousand dollars higher than some of the othern. Could
you explain, pomsibly, where that difference =--

MR. KARAM: Yen, eir. This proposed depth is around 2,200
feot and 1 bane my estimates on costs per foot for the
contractor. 1It's going a little extra for pipe and bito.
You know, we'll have to have longer bit runs. That's
probably the difference., Of course, the wire logging leo
going to cost a little more. Bome of them that are, say,
1,050 foet, won't be quite as much ap this one.

MR. EVANS: In looking at it == I don't have any of tho
previous onee right here hefore me == but I was looking
at your totals and it appears that again, obviously on a
gpecific case by case bapis =-- a little deoper. This is
a little deeper than average?

Mh, KARAM: Yoo, 1t 1D,

M. CVANB: What is your average depth, probably?

Mt KARAM: T would say 1,850 L[eot.

s#, EVANO: Okay, oo you're another 300 feet cesper?

Mi, KARAM: Right, You know, we'd have to run more pipe, 1t
would take a little more cement.

Mit, CHAIRMAM: Any other queationm?

Mi. EVANGS: That's all 1 have.

(M1 . Owarts continues.) Juot to give the Board pome

indication of how well depth might affect price, could
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you give them some prices that you've recently obtained
on a per foot baeis so that they could goet pome idea of
how much an additional foot may or may not cont?

yoah, like for casing, we get billed so puch a foot for
it.

What would that charge be for foot?

ror l1ike nine and five-eighths, it's around $11.00 a
foot. For contract drilling, we've used pretty such a
ball park figure == so puch for foot, Yyou know. Move on
location and TD the well.

Approximately what would that be?

Around 20 a foot, mora or lens.

other thinge that you've talked about =-- electric logging
-= would fluctuato per foot., What are some of the other
itempp ThAL ==

For completion costm like tubing == when we run our
puspe, we'll have some rods that are run in the well and
they coot so much per foot so if it'as projected deeper,
you'll see a significant increane.
FUANA: ‘That 8§20 per foot on your drilling cost, what all
doen that include? That's just ==
KARAM: For the rig ==
EVANG: For the rig time?
EAFAM: The rig time, yen, sir.

CHATRAMANT  Thank you. Anything elae?
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M. OWARTZ: That's all I have.

MR. CHAIRMAM: Any other guestions? Do you folks have
anything welse you want to may for the record?

HR. PRICE: Ho.

MR. CHAIRMAN: Okby. Thank you very much. We'll direct the
attorney to“prepare an Order and present it to the Board.
Thank you. We'll break for lunch and come back at 1:30
P:. H.

(AFTER THE LUNCHEON RECES8, HEARIHG CONTINUED ABS FOLLOWS:)
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ITEX 29

MR. EVANB: The next item, We're golng to take number 29.
oxy, if you will proceed.
MR. OWARTZ: 1I1'd like to call Mr. Wirth. Can we just remind

him that he's still under oath?

RTIN E. WIRTH
4 witnesp who, after having been praviougly sworn, wap

oxamined and tectified as followo:

DIRECT EXAMINATION

DY MR, GWARTE!

Q. You need to ntate your name for the record, again.

[ Martin E. Wirth.

g Mr. Wirth, we're going to be dealing with Oxy's applica-
tion in regard to unit Z9. Okay?

A Yen, B1U.

Q can you tell mo whether or not, with regard to unit Z=-9,

you also prepared the notice of hearing, application and
mopt of the exhibits that were submitted with the

opplication?
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ven, 1 have.
can you tell me, ©F identify for me, who the applicant on
unit Z=9 187

The applicant 18 any, UBA, 1nc.

Wwho are the persong that Oxy has pmade respondents?

The hoirs of Mary Lester, Patty Lee Price, Ruspell E.
price and David W. Price.

1 would ask you whother or not copled of the notice of
hearing and application and exhibits have been oent to
thone four peoplo?

Yyes, they have.

1 would agk you whothoer oT not you received, by returned
mail, an indication tnat all of these people, or someone
on their behalf, had gigned for the mail?

Yoo, they have.

flave 10 coplen of the certified mail roceipto and, then,
+he return receipt formo been filed and identified ao
rxhibit F with regard to this unit?

veg, they have.

in addition to moiling, Ao wo've junt discussed, can You
rell me whether or thaere wano a publication notice?

yon, thara wWbd.

What paper was that notice published in?

That wan 1n The pluefiold Dally telegraph.

=na date, LL you recall or you can check the newopaper?
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april 17, 1991.

What was published in the paper?

It was the complete notice with a map of the area.

That map that was published in the newspaper 1s part of
the notice and is Exhibit Al, 18 1t not?

That'no corraect.

It 1 understood your testimony correctly earlier, it's a
portion of a county map showing roads, creeks, and
hollows and there's a little circle with an arrow toward
it, and that's the approximate location of this unit?
That's correct.

Can you tell me, or do you know, whether or not Oxy is a
Delaware corporation that is licenoed to transact
bupinens in the Commonwealth of Virginia?

Yes, 1 know and yes, Lt 18,

Mave you filed, or has Oxy filed, any documents with the
DMME with regard to conducting or engaging in the oil and
gas bupiness in Virginia?

Yoo, the registration form is on file with the depart-
Bent.

Are there any bonde on file or blanket bonda?

Yep, there 1A,

With regard to what kinds of activities?

Pluguing and rentorations f{rom,

There 16 an Exhibit B attached to the application which
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1g entitled, “Perties Respondent”. Could you turn to
that for a momont?

All right.

{o thio a copplete list of the parties against whom you
are meeking relief and with regard to whom you are
peeking a pooling order?

That's correct,

you don't wiph to amend or add any additional parties at
this point in time?

Mo, not at thie point in timo.

Do you Wwish to dismise any of these folks?

Hot at this point in time.

In a genaral fashion, could you describe what you did to
identify thene people an respondents or ao people who
neaded to he respondents?

Again, Oxy, UBA initially checks the courthouse recordns,
chancery files, anything in the courthouse of record,
Tax maps == who im paying the taxes to try to identify
any and all possible claimonte under this unit.

At the time you [1led this spplication, is this the
complete list of people that you've been able to identify
who should be joined as respondents on this pooling
nffore?

That's correct. That should be joined,

Thore is aleéo part of the application an Exhibit A. 1t
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you could turn to that.

akay.

page 1| of Exhibit A 18 what?

That is a plat of the 00 acre unit identifying any and
all parties that own the coal, oil and gas surface to be
dloturbed. Coal lessees, oil and gas lessces, coal bed
mothane gasm lesoeen.

pons it also show with regard to the various tractas, the
acreage and the percentage of acres in the unit?

That's correct, it does.

bDoen it shiow the mize of this unit that we're seeking to
pool?

Yoo, 1t doen.

What io the size?

This is an 80 acreo unit.

o this B0 acre unit oubject to any field rules?

Yyen, it im. 1It's nubject to previouas Doard order == the
oakwood coal bed gas bill., I believe it'a OGCDI=90.
When wao that order entered?

It wap ordered May 18, 1990.

The grid map that was prepared with regard to that Order,
doos thot identify this tract that wo're talking about
today as Tract 297

Yop, it doen.

70 you used the number from that Doard proceeding?
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That's correct.

{'d like to turn to Exhibit A, page 2. Okay?

You, BiL.

you understand that Oxy or anyone who applies to be
appointed as doenignated operator needs to demonstrate
gome interast in theo unit in gquestion, correct?

correct,

1s Exhibit A, page 2, B break out or discupsion of this
various ownetrsohip interesto?

pertaining to this unit 1s ownership information as to
conl bed methane gan rightao.

could you tall us what is reflected on Exhibit A, page 2,
with regard to ownerohip?

on Exhibit A, page 2, 1E {ndicates a percent of coal bed
mothane gad rights longsed to Oxy. Of the coal owners who
may have rights to coal bed methane, we have 100 percent
grons under lease. The oil and gam owners, wWe have n%.08
petcent. The percent not leased to Oxy =- of course,
coal ownerm, we have 0 percent not leamed. The oil and
aan owners, 14.92 percent not leasod.

And the five people who have beon named as rospondents
are thoe people you have been able to identify with regard
to the outstanding 14.92 percent of the oil and gas?

Yono.

With regard tn the application, again, at paragraph 2D.
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Hao o well work permit been issued with regard to this
wall or thie drilling unit?

To date, a well work permit has not been issued from the
Department of Minen, Minerals and Energy.

The date would be what date if you look at the end of
the application for the dato this was nigned?

Date of the application -- it wao dated the 22nd day of
March, 1991,

Whot 18 the propoped depth of this well?

Approximntely 1,510 feot.

What 1s the estimated cont of drilling this well?

The estimated coot for drilling this well ig 233,941,
In there an Exhibit C attached to the application that
breaks out thoge costa?

Yen, there iop.

Who prepared Exhibit C7

Exhibit C was prepared by Mark Karano,

And the date that's shown that that wan prepared?
1/14/91,

Which 1e lesp than 90 days from the date of thie hearing?
That's correct,

Golng down to paragraph 4 of the application. Are you
Fequenting that the Doard enter a pooling order pooling
all Interestn and estates of the persone namod an

respondents with regard to the coal bed methane underly=-
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ing this unit?

Ten, wWwa are,

What meamp are you talking about or are You seeking to
have pooled by this Order?

Baoically, coal seams below the tiller formation to the
lowest or deepest known or unknown conl peam.

Are you requesting that the Doard enter an order est-
ablishing an election procedure?

Yen, we are,

That election procedure provides, essentially, three
options?

That's corroect,

What, in general, are those threa options that you're
agking to be provided?

The respondents may either ansign or lease his or her
coal boed methane gas intereat. They may entor into an
lgreement to participate and share in the cost of said
well., They may bocome a carried working interest ==
being that they would carry thelr intereset on a per=-
“eltage banle after recoupment of the oparator's share
of coots attributed to that well.

Ate you also requesting that the Board'as Order designate
UxYy as the operator of the unit?

You, we are,

And that that order will authorize oxy to drill, develop,
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produce, market and sell any coal bed methane gas that
this unit might produce?

Yem, we are.

Mave you filed previously with the Board an Exhibit G --
a consent to frack, specifically with regard to this
unit?

Mo, we have not.

Do you have that with you today?

Yes, I do. I have 10 coples.

Who woes this consent obtained from =-- what company?

it waps obtained from lesland Creek Coal Company.

The consen +as signed by?

larold Epperly.

SWARTZ: We previously filed the affidavit with regard to

his authority, which I would agk you to incorporate. I
think, in fact, it wan marked with regard to this.

(Mr. Bwartz continues.) There is an Exhibit D that has
also been submitted to the Doard with regard to this
well, im that correct?

That'es correct.

Again, wo talked about thie earlier. Is this an example
0f == 1f we were to look at escrow questions today of
what a royalty interest recommendation might look like
and what a working interest recommendation might look

likae,
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That ip correct,

Thin recommendation example 1is a little different than
the one wa looked at with regard to AA9 because it has a
gecond page?

Ha, this onoe does not,

Which one ham a second page that 1 keep ==

That would be the first one on our agenda =-=- it would he
uia.

Which is an explanation of what ==

it's a nummary of what I've written down here.

Again with regard to Exhibit D, the numbers on Exhibit D
-- the rocopmendations with regard to working interestes,
particularly, are thoy contingent on any ovente?

They are contingent on the raliof sought under the
orders under the petition. The parties have a subject
olection to either participate, be carried, or become a
loape .,

Until thooe elections are made or the time panses, weé
really don't know what to do in that reppect?

That's correct.

With regard to the publication, were 10 coplen of the
certificates of publication marked as Exhibit E and filed
proviounly with the Doard?

Yor, they woro.

Laotly, we have 10 copies of an Order in regard to thins
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unit. They have been marked as Exhibit H. I would like
to work through just a couple of areas of the Order with
you. First of all, for people whn would come to Oxy to
determine whether or not you were interested in leasing
coal bed methane from them, what kind of offer are you
currently making to people who might approach Oxy with an
interest to lease their coal bed methane interests.
§1.00 an acre, plus we offer a one-asighth royalty
interest,

Have you pigned leases that provide for $1.00 an acra
bonue and a one-eighth royalty?

Yon, on coal bed methane,

Could you give um pome idea == 18 it hundreds of leasen?
The lart record =-- it wam about 1,300,

In general, hae the term been $1.00 bonus and a one-
elghth royalty?

for coal bed methane rights.

Uo you pay nomething different if there are also conven=
tional o1l and gan righte?

That's correct.

What would that bae?

Wo'te offering $20.00 an acre for conventional oil and
gan rights and coal bed methane rights.

If they're together?

It they've together, yen, air.
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What would the royalty be?

1t would be cne=eighth royalty.

Have you entered into somo of those leancs?

Yoo, waé have.

You are not meeking in unit 29, however, to pool conven=

tional o1l and gap, is that correct?

Mo, thene are drilled under the Oakwood coal bed gas

field.

Are you familiar with the Order that was prepared -- the

propoped order =-- with regard to unit 297

Yoo, I an,

There is a request == obviously there are a number of

requests == but there 1o a request with regard to

eloction options, corroct?

That's correct.

With regard to that request, is there any provision in

there for the payment of $1.00 bonus or a royalty

paymonk?

Yenm, there 18,

What are the terme that are proposed in thins urdir?

It'p 81 an acre with a one=eighth royalty.

Thooe ate exprensed =- one of the places =-- in paragraph
2, correct?

You, that's the second option.

The firet option would be an optien to participate?
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Correct,

And the dollar apount -- estimated cost of the well is
pet forth in that option?

That's correct.

The third option ip what?

Thot is, aleo, the sharing of development as a non-
participating party or carried interest, Receive
consideration on (inaudible),

Io there a provision with regard to failure to properly
elect?

Yos, there 1lo.

Ia thore a provision that you've recommonded that be
incorporated with regard to someone who decides to
participate and then faile to pay?

Yem, there's a default provisien in there.

That'n a paragraph 117

That's correct.

The Order, an requested in the application, also provides
for designation of Oxy as operator?

That'a correct,

Does the Order correctly met forth OXy's legal name,
addreons, phone number, and the person to contact?

Yen, it doen,

bDoes the Order provide for a time within which operations

mudt be compponced?
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Yep, 1t does.

what is that period of time, sir?

Within 365 days of the issuance of the Order.

poes the Order address escrow issucn?

Yee, 1t doen,

Laatly, does theo Order require Oxy to mall copies of the
order to the respondente?

Yoo, it does.

OWARTZ: That's all 1 have of Mr., Wirth.

CHAIRMAN: Okay. Any questions, mombers of the Board?

EVANG: Yenh, I do have a question, Mr. Chairman. The
differentinl, I noticed, and I'm going to go back to your
eotimated well costn =-- the differential is $20,000, io
that not correct?

WIRTI: Mr. Evans, I'll be glad =-- Mr., Karam will put on
teatimony as to the DWE. Me's more qualified than I am
to anewer that,

CMAIRMAN: Do you folkos have any quostions of Mr. Wirth?

PRICE: I have one question on the royalty. They're
paying that Lf we don't mign or lease or whatever, they
put the money in royalty. Under what names would it be
put under in royalty?

WIRTH: The escrow?

PRICE: Or the oocrow == yes.

WIRTH: The Doard prevently is developing a procedure as




to the identification of any and all claimants. IC will
be under the known names and addresses, if{ poseible. I
they're unknown as heirs or anything, it will be under
the preceding =- like great grandfathers or something ==
{f wo don't know their descendants, it would be put under
that name or identified by order number which can be
reforred back to, That procedure 1is being discussed by
the Board. I hope I didn't ==

MR, MABON: Mr. Chairman?

MIL. CHAIRMAH: Mr. Hapon,

MR. MAOONM: It im my underatanding =-- the present posture of
the Board of the ntaff of Division of Mines, Minerals and
Enerqgy 1o preparing a proposal for this lasue which 1ia
going to be submitted, As we underatand, what will
probably happen 18 there will be a banker, or some other
inatitution, who will act ao an escrow agent for the oil
and gas Doard. Who will hold those funds in ecscrow, and
invest them until such timoe as the ownership ipsues and
other issung are resolved.

M. PRICE: Dut will there be like another party == Ieland
crook Coal Company or any coal company claiming to own
cnal == will they be entered into this escrow account
alno?

Wi, MAGBOM: You mean will they be one of the owners?

M, PRICE: night.
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MASON: MNo. The Board, itself, will actually -- you have
to understand we haven't adopted any final thing. But
it's my understanding, and my understanding of the
consenoun of the Doard, thet, based on what's occurred,
fo that the Board would hold title to it by means of an
agent. This agent will be some institution and so forth.
in other words == then, of course, any money that comes
out of thim oscrow account, will only be dipbursed by
order of this Board, That's in the -- yes, air?

HARRIS: I'm not sure that's what your question is. It
soems to me what you're asking is if at sometime later
there's a digpute over something else, are they entitled
to some of that money also or will it be further divided
or if you're depignated anm getting a certain percentage
of {t, in that going to change over the next two Years or
gomothing. Io that what you're asking?

PRICE: Yoes. You know, like on their Exhibit A, page 2.
They have the percentages broken down == I'm sorry ==
it's the game ==

MARRIS: The one that listed all of the people?

PRICE: Yeah.

CHMAIRMAN: Well, let me soe if I can pome your question to
Oxy. Assuming that Mr. Price ie one of the heirs and
sopguming he's one that's designated to be pooled -- how

would you treat him? MNMio money that he == aspuming that
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you owed money to him, how would that be handled?

WIRTHH: If{ there is no outstanding claimant, of course,
there would not be an escrow fund -- or if it's been
gottled., Your money would be disbursed as Oxy is being
operated an any other gas well or cperation. We have
copplote accounting systoms that we report to the SBtate
and have our own == that we've sold so many cubic feat of
gns that month. It hits the system == it goes through
the system and you are issued a check for that royalty
for that money. In that check stub, it tells you how
much and when and who we sold it to.

AWARTZ: What he's telling you in short order is if there
was no dispute to your interest, thay would write you a
check, probably, on a monthly basis. You would get it in
the mail from Oxy on a monthly bamis. It would have a
atub that would tell you how much gas was sold and what
your royalty share was, The problem in there may be a
dispute. 1 think that wap kind of what you wWere asking,
too. 1f there is a dispute, Oxy =- inotead of sending a
check to you or nomebody else who may be claiming the
pame money == will be pending n check, probably, to the
noard or to some institution like a bank that the Board
han chosen. The Doard will be holding that money until
you and whoever else 1o claiming the money either work it

out or sue each other. Then, when you come to the Board
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With a Court Order or a settlement agreement, then they
will erder the money paid out to whoever you've agreed or
the Court has said should get it. Those are the two
things that are == one or the other of those ip going to
happen.

MR. PRICE: Okay, to clarify what's 1in my mind. Likeo you have

the percentage of ownership broke down as the unleased

ownership. Will the Mary Leater account be a separate
account or will it be all one account?

MR. SWARTZ: Mo, there will be, 1 would guegs ==

MR. PRICE: MWoll, okay, the Doard's =--

MR. SWARTZ: I mean, they are sort of our boes, you know, but
1 would guman that there will be a waell account for this
unit. It won't be designated, really. It'll be a
royalty interest for unit 29, It won't really have
anybody's name on 1it, okay?

Mil. HARRIB: Dut someone somewhere will have the asount that
wo would owe you amsuming everything wap straightened out
age far na any conflict or whatever. At some point, you
know, it'm not like 20 people all of the smudden are going
to equally divide money. If there im a certain per-

contage that you'tre entitled to, you will get that

percontage of the amount of money that's held in escrow.
M. MABON: Plus your proportion of the earnings on it.

M. PRICE: Right., And so there's == like the coal company
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oWne no lnteroast in thies gas.

SWARTZ: You realize that otHer pecple are going to claim
they own it. I can't predict what the coal cospanies are
going to say. You know, they might well say, "lo, we own
that". And you're maying, "Well, I own it"®, That's the
problem. That's why it's boing escrowed.

MICHAEL PRICE: Mow about the people that's already signed
ie?

OWARTZ: ©Oigned what? The leage?

PRICE: Oigned a leasoe for the one-eighth,

OWARTZ: Tho problem with that is we can't pay them a
royalty if you're claiming they don't own it and you own
it. G50 their money gets escrowed, too. Evaerybody who
claims a one-oighth royalty =-- if there's a disagreement,
all of that money is going to have to be paid in to the
Doard until that's norted nuL.

PRICE: Even though some people has signed a lease and
nome has not?

SWARTZ: Correct, Correct,

PRICE: Then the whole amount would go in escrow.

OWARTZ! We could get really complicated, but if you had
three people and two of them had signed leases and one of
them hedn't. One claimed under coal, and the other two
claimed under o1l and gas, You probably would have to

epnciow that whole one=eighth until you found out who waas
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going to win. Does that make some sense, I hope?

PRICE: Yes. Uh-huh. Thank you.

MCGLOTHLIN: If no disputea arises and two of the Cthree
people sign leases == the third one does not and he's
pooled == then that person gets a check. The one that's
pooled will get a check.

GWARTZ: The third person would probably get a check, too,
because he'd be leased under the order.

MCGLOTHLIN: Everybody would get a chack,

BWARTZ: 8o there would be no escrow.

MCGLOTHLIN: That's the way I perceived your question.
Juat because you don't mign it, you're still going to
get ==

MICHAEL PRICE: Okay. 1 see what you're saying now.

PRICE: B0 long as there is ono outstanding party that
will not sign or agree or claime to have a claim to the
ownership of thio gas, then they can tie up the whole --

OWARTZ: To the ownership == yeah.

MABON: I don't want to belabor this, but I think you
ghould fee)l very comfortable with the fact that the Doard
ig not going to disburse this money until the Board is
very, very convinced that this ownerahip imsoue has beon
repolved and that all the matters related have been
pettled., You don't have to worry about somebody coming

in and getring the money, you know, and being gone with
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it before you ever know ==

PRICE: Okay. I'll enlighten you on a little thing
that ==

MAEON: I mean, we're going to do everything that we can
to aee to it that all the potential claims to this money,
you know, that that's all resolved before any money is
disbursed to anybody,

PRICE: That's like a so saild coppany. See wa feel like
wo own five to ten acres of coal from one of the old
papars in the courthouse. Oomewhere in our fomily's
past, a coal company went in and took all the top seam of
coal out., fo when we turned around and tried to find
this coppony, it so happened =-- my father was in the
process of trying to make the coal company stand respon=
gible for taking out the conl. Ile pamped away during
this process, Well, some period after that, the coal
company happened to go bankrupt. BSo wo're sitting with a
hole in the ground unless there's more coal underneath.

MAOOH: I think, it'®m nafe to say, that we're very
genoitive to thore kinde of probleme. The 0il and Gas
Act adopted by the General Asmmembly contains within it a
sandate for this Doard to look after that.

PRICE: I trust the Poard. 1It'm nothing to do with
trusting the Board, 1 den't want to some day find out

that the coal company comep along saying, "oh, but we own
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the interest. We'll take all the money out of escrow.”®
Then we have to turn around in a lawguit =-- to decide it
now or not == I mean, that's the question, you know.

MR. MCGLOTHLIN: I don't think that the Board =-- we're not
going to tell you that's not going to happen. That could
very well happen, but it's out of our hands.

MR. CHAIRMAN: Hr. Bwartz, go ahead and call your next
witneep. 1'll remind the witnens you're still under

onth.

MARK 0. KARAM

a8 Wwitnese who, after having been previously sworn, was

cxamined and testified an follows!:

DIRECT EXAMINATION

Y HR. AHARTZ:

Q. Would you mtate your name for the record?

M, Mark 8. Karam,

Q. You're ptill under oath. You understand that?
s Yon.,

Q Wiio are you employed by?
h Ouxy, UBA.

ds Your title again?
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Hegulatory engineer.
Mark, did you prepare Exhibit € which is attached to the
application?

Yoo,

What is the depth of the well?

The proposaed depth is 1,510 feet.

Does this estimate that you've prepared take the depth of
the well into consideration?

Yoo,

What 1@ the cost that you estimate to drill thig well on
FALK

$211,941.

In your judgment is that a reasonable ostimate as to what
the cost could ultimately turn out to be?

Yoo,

Again, does this include fracture stimulation?

Yen, it doen.

How many?

Threae,

In this well intended to produce from the Pocahontas
Humber 3 coal soam?

Yonm.

In fact, you show that aps a projected target?

That 1ig correct.

If 1t your intention now, am we sit here today, to
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fracture that coal seam?

Yoo,

With regard to the other two, depending upon what the
logs show, that decision will be made subsequently?
That's correct.

Ie this woll deep enough to penetrate and produce f[rom
the Pocahontas Numbor 1 meam?

Yoo, it should be,.

Is it your opinion that the proposed pooling of this unit
and the proposed well, which you have provided an
eptimate for, are a reasonable method to produce the coal
bed methane gas within this B0 acre unit and would you
recommand this application to the Board?

Yoo.

AWARTZ: That's all 1 have.

CHATRMAN: HMr. Hason.

MABON: fAir, I'm kind of curious. This unit and the one
we junt took up are immediately north/south of each
other, i1a that correct?

KARAM: Right,

MAOON: Yet there's apparently a 700 foot difference in
the drilling depth. Why lo that?

KARAM: I think the AA=-9 {s sort of up on a hill, It has
o higher elevation. ©On the £9, it's pore in a lower

area, 0o the target is going to be =-=- you're going to
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have to go through a lot less dirt to get to thae Focahon-
tan 3, |

MABON: low much difference does that maoke in the cost of
drilling?

KARAM: Quite a bit because this is targeted at 1,500

feot and the other one is targeted about 2,200 feet. fio
that's 700 feet leps drilling ==

MABON: Approximately a third?

KARAM! It'sm hard, you know, to knock it into a third.

1 moan, there are some cootm that are going to be a third
lean.

MASCN: MNo, I mean in depth.

KARAM: ©Oh, 1in depth, yeo.

MABON: I think 700 feot against 2,200 feet 1o approxi=-
mately a third,

KARAM! Yeah., 1'm sorry. 1 thought you meant as far an
copta. It won't necessary be a third leass.

MABON: You anticipated my next question. The drilling
contg are not a third lesn?

KARAM: 1'm sorry. HNo, I don't beliove they should be.
They wouldn't be,

MARRIO: Are there certain fixed costs that will not
change? 1'm just comparing these and it appearas that for
the lower section here there io several things that

appear to be the name for both., They are not a function

131




10
"
12
1
14
16
1]

i7

)

a1

)

bl

HR.

MR,

MR.

MR,

Hi .

MR,

MH .

Mt

MH

!Jl,.l

of depth?

KARAM: Yeah, like your contract drilling, that's going
to be o little less. Pipe =-=- your rodo you use for your
pusping unit, your tubing, and your casing =-- especially
fiva and a hal! inch casing, you know, that's going to ==
you said so many feet above the Pocahontas 3 == that's
going to bo a lot less. Dut as for as costs like the
peparators and the casing shoes, you know, subsurface
equipment That vhould stay pretty much consistent.

MARRIB: 8o there would be certain basic costs regardless
of the depth?

KARAM: Correct.

[IARRIG: Then, you just =-- what'e added, then, or what's
different io actually the depth that's drilled and the
casing and whatever --

KARAM: Right. Rilght.

MASON: The actual difference in cont in the difference in

25% 000 and $231,000, which ien't great.

HARRIS: About 10 porcent, somothing like that.

MAfROH: Yoah, it's not very much., Lot me ask you another
quopnt.on. Exeuns me, Kovin.

EVANA : I'm worry I was just ==

MABON: Go ahead, T was going to ask them on a different
matter .

EYVAND { Ho, 1'm JUuat ==
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HR. MASCHN: I'm curious on the survey, Exhibit A.

plat where 1t snyo 120,
MR, KARAM: I'm gorry.

The survey

Where are you looking?

Mit. MABON! The little table there on the left at the bottom.

It pays acren,

- WIRTH: That ig =~ may I anower that? That ie

Acres in the total farm or
called Dig x 17

how many
what they call -- the tract io
and complete tract 17 containes 120 acres.
That is just a nomenclature of the farm name that's been
throughout went Virginia, Virginia and Kentucky. Thoy
Just = how mony acres in that complete Dig X 17,

MABON: Okay, mo that'sm the tract out of which thin will

survey?

WIRTH! That'n correct .

+ MABON: It doesn't APppear to me that anywhera on here ==

doos the Gurveyor tell us that the unit im, in facr, Bo
acres? 1Ip that correcty

HIRTH: 1 don't believe it does, He just have to add up

every == it's divided Up 3. some odd acres and added and

It comer up to 00 acros on that. You're corraect.

MASON: Okay, well, T fean == the thing that concernn me

about 1t is that we are Working == wo don'e know,

basad
on thie without goling

through these Bathematical, whether

thie plat, ip fact, conformn With an udjninlnn unit or

not., T would huggest that 1t might be appropriate to
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have these plate reflect the actual acreage of the
drilling unit.

WIRTH:! We can. The previous Order on the Oakwood coal
bed methane =--

MABOMi ©Oh, T understand that the field map does. But
when you actually =- don't you all get your permits off
of theoe thinga?

WIRTH: VYen, that's correct.

MABOM: Well, you know, I think it would be appropriate
== I don't know if the Board disagrees with me or not ==
but these plato would reflect that this survey is, in
fact, a duplicate of the field rulee map or the field
unit nowW.

WIRTH: 1It's probably eoxact more because there was a
plhiyaical survey coming off the computer. But we can
inotruct the smurveyors to ==

MABOM: T just think it would be appropriate that we would
know that each one of thepse individual plats would match
up with == and I roalize, you know, I think it's reason=-
abile to aspumoa there may be oome variapcem. I menn, It'n
Not 4 ==

WIRTH: The boundary at this, Hr. Mason, will be (in-
nudible), We can inntruct them, you know, if it'as 111
liko wo previounly had on the edge of the road down there

At Dewberry's on the 00 acre unit.
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Mi. MASON: Yeah, I understand that,

MR. CHATRMAN: Any other qguestions of Mr. Karam? You don't
have any quentiono on the == do you have any further
Wwitnopseo, Mr, Owartz?

MR. OWARTZ! No, 1 just want to point out to you all that the
AARD plat showo 400 acrem. I mean, this =-- they are just
picking up a number that ie¢ meaningless to us and we will
address that 00 acre iseue., In addition, all of thone
chow the elevation of the well gite. 80 you can do the
quick math if that's of interest to you. That's all I
havao.

MR, CHAIRMAN: 1Im it the Board's pleasure == I'l]l go ahead and
ontertain a motion. We can do it that way.

M, EVANB: I'll move that we accept OXy'sm proposal.

HR. CHAIRMAN: Okay, T have motion to accept the proposal as

préepented.

MR. HARRIS: ndoconded.

MA., CHATIRMAN: The motion is meconded. All in favor oignify

by caying aym. Propoood say no, Thank you. (Motion

I"ﬂll:'i"l.i"rl‘II.

ME. OWARTZ: I'm not sure that I got a declsion with regard to

AA=0,
Hi, CHATRMAN: Yeah, I'm going back to that right now because
I did deviate from that. Wo had general understanding

tegarding AAS,  Ken brought that to my attention at
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lunch.
aWARTZ: 1 didn't want to interfere with lunch, but it was
on my mind.
CHAIRMAN: That's fipe, 1'll entertain a motinn regarding
AR=0 .

MABON: 1 move that we accept Oxy's proposal to pool tha

unit.

HH!

CHATRMAN: Okay, I have a motion.

MR,

HMARRION: DBecond.

MR,

CHAIRMAN: The motion is seconded. All in favor signify

by saying aye. Oppose say no. Motion carries. Thank

you.
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CHAIRMAN: HNow, woe'll go back to item 2 on the agenda.
Okay, Wwe're going to take up item 2 on the agenda.
consideration by the Doard of a permanent field rule
order for the rilgrims Knob Gas Fiold in Buchanan County,
virginia as approved by the Virginia Gas and Dil Board on
January 22nd. We'd ask all parties that wish to address
the Doard regarding this matter to come forward to the
tables, please. The Board han bafore it a draft Order --
I'm sorry =- two draft Ordera.

MABON: Who are tho draftees of the two orders?

CHAIRMAN: Hugh Fain and Mike Lepchitz. T think, essen-
tially, they've generally reconciled any differences. I
Lthink, you kKnow, we're getting to the point that,
hopafully, what wa'll do here with this draft Order 1is
anoWer any questions that the pooard hae and, then, I
would pubmit that wa, at least, consider authorizing our
attorney, Mike Lepchitz, to wurk with Hr. Fain Lo
finalize the Order. Dut in the meantime, we'll go
through and try to anawer any questions., Do you have any
opening ptatementn?

Fraip: wWoll, I would just pay == I'm not pure there is mo

much differences botween Mr. Lepchitz's draft and mine as

PN SRR P9
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po much as refinement of language, HMr. Lepchitz prepared
a draft order and was kind enough to show it to me and I
had some suggeotions for refinements. 1 guess there are
three or four issuen that are different in HMr. Lepchitz's
draft that the Board hag and the draft that I prepared
that rofined it. One of them is the issue of notice, 1
think the Board will mee that they're different. It wan
Mr. Lepchitz's recollection that Oxy was an applicant for
field rules. 1It's my recollection that == at first, we
thought that we were an applicant, but the Doard clarif-
ted that for us at the December Board meeting and
rominded us that it was on the Doard's own motion. That
they felt like field rules should be made for the
Pilgrima Knob area. Tho Doard wao asking for proposale
from various industry representatives. With that
understanding, Cabot then submitted a proponal, ano did
Cdwards and Marding, and I think some other folks made
pome comments at the hearings., 1 made a change to
reflect that., On the Doard's own motion, at the January
22 hearing, proposals wore accepted from various parties.
The next change 1m a little more complicated, This i
probably the major area of == it's not really concern, I
think Mr. Lepchitz and I agree with what the DPoard did
during oxecutive smoessjion. It wam my initial understand-

ing that as Cabot requentod, the Board decided that the
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fleld rules would apply esqually with respect to other
natural gases that are found to be productive, aside from
the Perea formation. In other worde, 1if a producer goes
for the Berea =- bocause the testimony is clear that that
is the main producing zone in thies area

== and just gets lucky enough and finde in it's produc-
tion log that there is a paoy zone at the Dig Lime or the
Raven cliff or deeper at the Gordon, for example, that
they ought to be allowed to produce out of that zone.
I1t'p Mr, Lepchitz's recollection == the Board didn't
ppecifically may that these rules will apply to those
other zones, but that a producer is not precluded in any
way from producing out of these other zones that may bo
found to be productive out of the same wall bore whan
they're shooting for the Berea.

LEPCHITZ: That by adding == consistent with his well work
permit,

FAIN: Exactly. Ap long as they make it cleoar in their
well work permit that these other target zones are
potential targets. 6o, with that understanding, the
nocond == 1 guess, my order, my refined order with
handwritten notes that I made today == reflect that
understanding. That ia that these field rules will apply
only to the Berea formation for spacing purposes and for

unitization purpopep. QDut 1if a producel, in going for
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the Berea formation, gets lucky and sees on his produc=
tion log that the big line, for example, is producible,
they can frack there to and produce out of the same well
bore. By the name token, if they do that on one unit
and, then, they go to the next unit adjacent and are
producing == shooting for the Derea again and, again, get
lucky and hit the big line, they ought to be able to
produce out of both of these well bores == the additional
pay zones if thoy happen to get lucky. This second Order
that I draft reflects that understanding. Mr. Lepchitz
and 1 con talk further about it, but I think =- aside
from language refinoments =-- wo're in agreement with that
understanding ies what the Doard intended when it want
into executive sespion,

CHAIRMAN: Have you got anything to add, Mr. Lepchitz?

LEPCHITE: Mo, that im a accurate compilation of our
discuseions,
FAING  Another imsue, Mr. Lepchitz's draft left blank a

dpace for what the minimum distance ought to be between
the welle going to the Beroa formation in this Pilgrims
Knob field and Cabot has suggested 1,700 feet ag the
minimum distance betweon wellsm. The reasmon we suggest
1,700 feot is that with the 180 square unite, each aide
iquare 1s going to be 2,000 faot. Ilolf of that, which

would be the radius from the center to the boundary, is
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1,400 feet, MNow you also have a 100 foot set off for
each unit, Oo 100 feet additional into the next unit
totala 1,700 feet. Bo If one producer puts a well right
on his window boundary == 300 feet off of the unit
boundary == 1,700 feet gets you back to the square -- the
center of the next boundary. Therefore, you can get back
on center spacing if pomeone elects to put a well right
on the 300 foot window. 1In addition, if someons is in
the center of a unit, that means the adjacent unit han
full flexibility to use the entire window for drilling
purposes. 80 that's why we think 1,700 feot is an
appropriate minimum distance for wells in the Berea
formation in the Pilgrime Knob area,

MABON: Mr. Chairman?

CHAIRMAN: Mr. Manoon.

MADDN: Why have you added to that that no exception will
be granted?

FAIN: Where is that? Mr. Lepchitz's has draft written on
top,

MAOON: T'm just curioug. 1 mean, no excepticn will be
granted.

FAIN: I den't think that's in the Order. 1In fact, the
Order vays that the inspector may consider a came by case
location exceptions upon the appropriate showing of

ovidence,
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MAOON: Tom, 18 that your ==

FULHER: The reason for that, conceivably, whatever
digtance you may have, if the Board allows the exception
within the drilling windows, then you could conceivably
hove two wollo sitting in the exception area that's less
than the distance =-- 600 feet. 0o whatever you set the
dintance between tho well, there cannot be no exceptions.

EVANS: Either that or you change the offsmet.

HADOM: Well, I understaond that there shouldn't be any
walles within the 600 foot window, you know, the three and
three. Dut if you =- in offect, what you're doing when
Yyou say that == 1 don't know. 1 mean, it pay, in fact,
1f pomoone electos to drill right next to the window, and
depending on the topography of an adjoining well unit,
that maoy preclude them from drilling that unit at all.
It's nort of a race to pick your location.

FAIN: There is language in the proposed Order == both
proposed orders, Mr. Lepchitz's and mine.

FULMER: oOnly 1if the two adjacent woellm woere in the same
nection there, Bee you've alreoady allowed == what's
written into the Order =- that the inspector will allow
exceptions within the drilling window,

MABOH! As I rend this, though, it says a minimum spacing
between conventional natural gas wells drilled in the

Porea shall be 1,400 feot and no exception shall be
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granted.

CHAIRMAN: What he's saying is that 1,700 feet is the
recommendation. You know, that's one thing, obviously,
wo have to decide. We may as well decide both of those
of whether or not we feel that saying no exception shall
be granted is necessary here, Is that unduly binding?

MAOON: Yeah. T junst have a == I guess I always have, you
know, life being what it is., 1 sometipec have problenms
whon you say you won't change anything. You know, there
are facts and circumstances that produce reasons not to
be rigid, B8ir?

FAIN: From Cabot's parspective, I'm real unclear on that.
I didn't know that that was a puggestion. 1In fact, as I
understand, when the Doard came out of executive session
and, then, the handwritten motion =-=- it said that the
inspector may consider location exception on a case by
cape banim. That 1in reflected in my ==

MASON: 1 understand that in no event should it be less
than G600 feet.

FULMER: That's not what the exception is. You're
confusing two different eMceptions. The excoption is
drilling within the window. It's not between distance
botweon wells, 1t'e drilling in the window ==

MABON: I understand., What that would be there would be

no welle over cloner to each other than 600 feet. That
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would be 300 foot of one window on one side and 300 feet
on the other. That's not what this says.

FULMER: But if you had two welle in the same exception

on the pame side of the unit, is what you're trying to
addroens,

EVANS: Can you go to the blackBoard and show me what
you're talking about?

FULMER: What I'm talking about is you'vae got two units,
you've got this window and you've got this unit and
you've got this one. You allow one to drill here and cne

to dril]l there ==

., MASON: That's not what I'm talking about.

FULMER: That'm what I'm talking about.

MABON: But what I'®m saying, if you put this language in
here that the distance shall be 1,400 or 1,700 feet and
thaere will be no eXceptionms =--

EVANO:! That could never happen.

MABON: That =- could not only can that never happen, but
{inaudible) you know, you can't never have ==

CHAIRMAN: 1,700. You said minimum distance is whatever
you chooae.

MASOM: What I'm talking about ig that if you'wve got to
drill == pomebody drills right here it would mean that,
and say this was right over here and there wac 300 feat

hete, Then, thise guy would have to be over here at least
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1,400 feet or he couldn't drill. I don't think that's =-=-
1 don't == you know, that's pretty harsh.

FULMER: He saild 1,700 feet.

FAIN: HRight. Providing the inspactor has the latitude as
it mayn in the Doard's motion when you came out of
axecutive pogolon.

MADON: Dut that's not what it soyo.

FAIN: I don't know. I haven't seen that.

FULMER: What does 1t aay?

CHMAIRMAN: It's penciled in comments that (inaudible) on
and on that draft order.

HAGON: What I'm trying to do 18 if the ingpector can
grant excoptions (inaudible) drilling in the window. I
don't have any problem with paying that in no event can
anybody drill cleser than 600 feet which would effective-
ly protect these two windows. That's By problenm.

CIAIRMAN: 1 don't think you're going to say that either.
Docnuse you snid that there would be some discretion
allowed to prove a well in there.

MAGON: You mean Lf a guy on the othor side drilled one
all the way over on the window on the other pido?
"HATIRMAN: Yeah.

MAGON:  Then you might would allow the guy on this unit to
come in there., Yeah, 1 agree with that.

MATRMAN:  1t's unlikely, but 1 mean, here again, do you
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want to tie your hands? 1 mean, making the sape point

you are, is it wise -- 1p there a need for us to say no
exception when, in fact, we're here to consider requests
for exceptiono. That somebody can come in with a need

and present it and still do all -- protect the corrala-
tive rights and do all the things we're here to protect.
Then, in fact, do we want to bind any further than that?

Mi. FAIN: 1 agroo with you both., 1 think the concept is that
-- the presumption is that there shall be 1,700 foot
minipum diptance and that's what ought to happen on a
cane by case basio. If you have a good reason for an
oxception, you ought to be able to pitch it to the Board
or to the inapector and get an exception if you can. But
the presumption is there ought to be a 1,700 foot
minimun.

MR, LEPCHITZ: That'®s clesrly the intent of the Order.

Mit. FULMER; Wall, that brings up the other thing. The
comment that I made is address the problem. If you're
golng to apace walls, how are you going to space them?
what number are you going to give them? That wap the
bagis of my comment 1o what it amounte to.

MP . CHAIRMAM: Right. Right. You're trying to get =-=- what is
thin distance we nhould be dealing with, Of course, when
you tack on no exception, it's differant, Excupse mo7

Mib FAIN: Thip s Jim Leedy who in regional exploration
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manager for Cabot 0il and Gas Corporation.

LEEDY: Cabot still feels there is only going to be one
wall per unit Af that's Hr. Fulmer's worry about having a
1,700 foot spacing., MNominally, there will atill only -~
on an overall bapie, there would still be something like
a 2,800 foot average well spacing out there that would be
the dimennions of thepe unite. The minimum would be
1,700, but ntill only one Berea woll por unit. Bo ==
there will be no more than one Berea.

FULMER: I don't have no problem with that. What I'm
paying 1o L€ the Order io going to require a distance
between wolls, what window will they be assigned to?

Will they be aspigned 300 feet, 200 feet, 100 foatr?

LEEDY: Minipup diotance.

FULMER: Minipum dintance, eee == the problem comes if
you allow two wells in the same (inaudible) window inside
the unit that could conceivably (inaudible).

FAIN: That's why we would suggeot a minipum distance of
1,700 apply and be otated in the Order == unless there'n
n darn good reason to have an exception to that which you
would have to show to the inppoctor.

FULMER: Well, I don't have no problem with that. 1 guessn
thoe way I wrote that 18 probably different. What I'm
paying 18 you have to bo == whatever distance you choone,

Yyou can't go down low unlese you come back to the Doard.
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pecause the only thing that 1 can grant ig an exception
wWithin the window. That's the part I'm getting to.

FAIN: Right,

CHAIRMAN: Io 1,700 feet the general acceptance?

FAIN: Well, I would ndd this, though. In the handwritten
order thot came out of the executive sossion, 1t pays
that the inspector should be given authority to consider
axceptiono to the 300 foot net back on a case by cane
basio,

LEPCHITZ: T think that's the window area.

CHAIRMAN:T That's the window he's referring to.

cy AMAN:! This area right here. Doeso averybody under-
ntand that?

FAIM: Right. And he's got the authority on a case by
cane bapis to allow a well to be placed clomer than 300
feot to the unit boundary.

FHAIRMAN: That's right =- based on presentation and
nccoeptance of that.

LEPCHITZ: Exceptions to the 1,700 foot rule still come
lhiere,

FULMER: Yeah, that's the part I was trying to address.
vyou ntill have to go back to the Board for the excep-
tionm.

FAIN: We can Wwork on that language, In fact, I'm not

gure that oither draft npecifically mays that == that the




10
11

12

HR.

HR .

MR,

MR .

HR.

HHE

inopoctor ahall hava ==

CHATRMAN: I think that's an important point to get
clariflied,

FAIN: I think it is.

CHAIRMAN: e hao exception suthority for the 300 foot
window and the Doard has the exception authority for the
1,700 or 1,400 or whatever we decide.

MABON: That'n what 1 wanted.

SVANS: I just hod a =- maybe whoever =- if you've worked
on this, Mr. Fain, and whoever else. 2300 feot, am I got
to thinking about that, a 300 foot off set. You've got
100 acre unit. You've got a 300 foot off met. 1In that
oufficient to == it gives you a heck of o large area in
which to drill and it's not very restrictive. 1Ia thera
the potential for on operator to come in and drill one
corner? HSay he has four unites =- post of it under leape
and whatever also == but different royalty people and
whatever elae. @o he drills his ono in the corner and
effectively you have a presumption of circular drainage.
Well, you know, your circular drainage =-- you're in a
field rule now, so you can affoct 300 drilling units that
may not be drilled.

FAIN: I have three comments to that. First, as I
understand, this ponrd wanted a wide window to allow for

maximum flexibility to work with mine plans so that we
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can avoid longwall panels. That was the 1dea behind
getting a wide window., BSecond, to prevent that problem
from occurring, and you're never going to prevent
droinage from offeetting the units, but one way to help
prevent that problenm is theé minimum distance requirement.
mnother well can't be within 1,700 feet of that well,
anyway., Finally, 1 would add, if you look at Cabot's
Exhibit, I think it's 4 or 5, to the proposal we gub=-
mitted, you'll gee that Cabot owns the great majority of
nll of this acreage anyway. 80 I'm not saying there
aren't going to be some fringe arens where there are
going to boe some offoot problemm, but there aron't going
to be many. Most of thie Pilgrims Knob area either has
already been developed or unitized or the remaining
acreage, Cabot is probably going to be devaloping.

Cabot feoelo comfortable with the other developers that
own the remaining acreage =-=- Aphland, for example ==

that we will be able to work those kinds of problems out.
EVANGB: Lot me ask you one other thing. If I'm not
mintaken, were there not some units already put together?
FAIN:  Yen, and that was my nusber four point on my list.
Hr, Lepchitz'e Order didn't addrese it, but my draft
Ordor doen., T think the Board rsald in executive session
that thene rules should not apply to units that are

anlready in existence and shall not affect those. My
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draft addreppes that issue so they're included in my
draft. One other thing that my draft addresses that
wasn't in the first one was that these field rules shall
apply to all permites that were filed after July 1, 1990.
In that regard, Cabot asmked for in ite proposal, and I
hope the Doard would consider alsmo, making it clear in
this Order that units that have already been permitted,
but after July 1, 1990, would have a liberal location
oxception if thoy happen to fall not within a window. I
think that wap the DBoard's intent. Mike, that's one
thing that you and I might == I don't think that I
addrosnod that in my Order, specifically. We may want to
addroan that,

CHAIPMANT Bo wo have, really, one critical issue before
us, Thot 1a, am I soe it == we'll take up any othera =--
ia 1,700 feet acceptabla?

EVANG It 18 to me,.

FELLY: I have no problem,

MABON: 1 would venture to smay It was appropriate.

CHATREMAM:  Any other questionn?

KELLY: I juet have one question. Maybe thie has already
heen taken care of, 1 aspume it has, pome way. On the
pre-existing units, some of those were irregular shapes
and ao forth, I apnume thin plan just fites up againot

thone wherever they may fall and continues out from
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that. Ie that ==

MA. FAIN: BSome of the units that butt up against thes or
either oversized or olightly undersized. But they can
fit into the pattern.

MA. CHAIRMAN: Anything else?

Mi. MABON: Do we nead a motion? I'd like to ==

MA. CHAIRMAM: I'd like to have a potion to =-=- well, we can do
that or have the attorney put together the Order and
accoptonce of this draft es -- and the discussion.
Incorporating tho discussions to prepare a final Order
for the Doard,

Hi. MASON: 1T guess my queption was would that include
adoption of it now?

MA. LEPCHITZ: Yeah, it would ba =--

Mit, FULMER: 1T have a map to go along with this == having all
the wella located on. For your information and purposes,
by having a map that chowa all the unite

MiL. CHATRMAN: Jupt tie it in with the state plane coordinates
and 1t would be a part of the Order.

MH, MABON: I mo move the adoption of the Order as amended by
the discupsionn to include the map.

Mit, CHATRMANG  Okny. 1 have a motion.

“E, FAIN: We had one other question. 1 don't know if it's

appropriate to bring up now. Wae were curious to know how

you wanted to designate these units == alpha=numerically,
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sort of following the Oxy corl had =.thane Oakwood field
order or do you want to adiress that nov, At this point,
this map doesn't designate the unite by ==

MADON: There's no X and y access designation.

FAIN! Right, T think that needs to be done. 1 don't
know Lf want to do it now or clear it up later, but at
some point we need =-- you may mAY in your motion that Yyou
authorize the attorney general to ==

CHAIRMAN: We'd just have the staff forward it to the
Attornoy General's office unloss someone ham a specific
recosmendation.

FAIN: 1t matches up with the Oakwood coal bed methane
grid 1f you call it AA == no, that doesn't work because
they've got aome AA'R.

LEPCHITZ: There's a AA. Why don't you call it Pilgrims
Knob AlT

FAIN PK Al or something like that.

MASON: That'm a good idea. Then you could tell where
thoy woalo,

MCGLOTHLIN: Mr. Chairman, I've beon looking at thie map
A little bit more in detall. It meems to mo that weo
requested that thie be sgquared up so there wasn't a
jagged edge on thesa thingn.

FAIN If I could address that. We specifically discussed

that when you all came out of executive memsion. In
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fact, my handwritten notes reflect that -- I asked if you
all wanted to square it up vt 1f you wanted to leave it
Jagged. ¥You told me to leave it jagged. 6o I made this
note to myself. It was my recollecticn that you wanted
to fellow, as closely as possible, the isopac line.

CHAIRMAN: That was the key -- to stay in the iscpac line,
I believe, Xevin.

HCGLOTHLIN: I don't recall that. I recall that =-- well,
maybe that I requested or I asked that it be squared up
and somebody overruled me,

LEEDY: The handwritten Order, Mr. Chairman, says "The
direction of nine of the coal bed methane units in the
Oakwood field into four equal squares, compencing with
Lthe northwest corner of unit D23 in the Oakwood field
map and incorporating all of the proposed field without
gapn, an encompassed by the five foot ipsopac described in
Exhibit 1 to the Cabot proposal. Therefore, we followed
that five foot around with the unit line.

CHAIRMAN: Yeah, that was the outer five foot isopac line,
id what we directed, which did cause them to ==

MCGLOTHLIN: T understand. It was just =- it peems to me
il we squared it up, it would be a whole lot easier for
the next one to do {t,

CHAIRMAN: It may have beon terminolegy. 1 think it is

pquared up around the edgen. 8o maybe you were maying
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one thing ==
MCGLOTHLIM: 1 was thinking that the next --
CHALIRMAN: And wWe wore thinking gpomething elme.
CHAIRMAN: They squared it up around these edgen ==
EVANO: Maximum coordinates is what you're talking about?
MCGLOTHLIN: Yeah.
MABON: You want it rendered into one single square.
CHAINMAN: 1 don't think anybody picked up on that, Ken.
MCOLOTHLING Or a rectangle or whatover and that wasp
basically no -- it might be throe ponths down the way or
nix Yyoars or ten years down the way == the next field
rule's anower in eanier Lo oquare up.
KELLY: That would be outside the field boundaries,
though, wouldn't you == it may be irrelevant,
MCOLOTHLIN:I It could be out.

“HAIRMAN: Okay, ho's made n motion that we direct the

M

anttorneyn to prepare an Order for the Board and incor=

MR

porate tho mop as _part of the Order,

MR. KELLY: Becond.

CHAIRMAN: 1 have a motion to macond. Any further

~ Aiscupsion? All in favor signify by maying aye. Oppose

gay no. Motion carries, Thank you.

PAIN: Hr. Chairman, this means that we can pubmit the
order to you and you can sign it without having to come

bofore the Board again? Ie that my understanding?
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CHAIRMAN: We'll finslize the Order without having to cce=e
back.

MCGLOTHLIN: Mr. Chairman, before we get on to the next
agenda, Just out of curicsity. Did we receive the map
from tdwards and Marding from the last hearing?

CHAIRMAM: T haven't received ==

MCGLOTHLIN: I wonder 1if Edwards and Harding could addrerss
that if they're here today.

FULMER: Kevin, I'®m at a lose. We were pupposed to
receive 10 coplen of the maps (inaudible).

CHAIRMAN: Thot wao a map, you're talking about, that they
uned as on exhibit at the last meooting. Okay. IC was
the one that shows the wells that you're planning on
drilling nearing the National Forect Land on this oide -~
1 don't know if it was forest but at least ANR land on
thin side. It wao o big map that did span a couple of
countien.

MCGLOTHLIN: I would like the record to reflect that we
have not received that.

CHAINMAN: Would the partios that wish to address the
poard regarding item 23 please approach the tables?

This 18 a petition for the establishment of a compulsory
pooled drilling unit from Oxy USBA, Inc. for proposcod well
ChM=1-U12, located on the Ida Meadows surface near

nkegge, off Route G627 in the Grundy District. Docket
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Hupher VGOB-0430-107.

MARTIN E. WIRTH

a witnens who, after having been previously sworn, was

oxamined and testified ap follows:

DIRECT EXAMIHATION

NY MR. OWARTZ!

f\

I need you to state your nase for the record again.
Martin E. Wirth.

I1'm just going to remind you that you're under oath. pid
you prepare the notice of hearing, application, and some
of the exhibits that accompany the application and
notice?

Yoo, 1 did.

nid you, in fact, sign the notice and the application?
Yoen, 1 did.

0id you mail copien of Lthe notice of hearing and applica=-
tion to anyone?

Yes, 1 did.

Are those people listed in the notice of hearing?

That'n correct,

Theite are three partien?
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That's correct.

Did you receive return receipt cards indicating that
somoone on behalf of these three companies accepted that
pail?

Yeu, I did.

o we don't have any outstanding mail here?

Ho,

Have you filed proof of mailing am Exhibit F with regard
to this unit == 10 copies of that with the Doard?

Yes, I have.

Did you publish in a newspaper with regard to this unit?
Yoo, we did,

What newnpapor?

That would be The Bluefield Daily Telegraph.

That would be the same dote that we've been talking about
hero which ie April 17th?

That'sm correct,

Wap the entire notice published =-- and the map?

That'ns correct,

Did you file 10 coples of tho certificates of publication
that you received from the newspaper with the Doard ap
Exhibit E7

Yoo, wo did.

With regard to the application, Oxy is the applicant?

That'a col'rect.
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The peoole who are to be respondents, are they all
identified in Exhibit D7

Yes, thay are.

would you read their nameas?

carden Realty Corporation, Consolidaticn Coal Comspany,
columbia Gas Transoission Corporation and, under another
tract, again, Garden Realty Corporation becomes involved.
You've already testified that you sent notice to those
people?

That's correct.

Do you wish to digmiss any of these respondents listed in
Exhibit B7

Not at this Ctime, no.

Do you wish to add any people beyond the people that you
have listed on Exhibit B that should be respondants in
your judgment as of today?

Mo,

In general, what did you do to identify these people or
entities as peroons that should receive notice of this
pooling application?

Again, Oxy UBA approached the courthouse and went through
any and all records that was available to us == tax
recorde, recording information, deeds. We aleso checked
with local banks, telephone directories and everything we

can and any known title opinions, should we have one
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available,

With regard to Exhibit A, if you would turn to that for a
wmoment., What ie the size of this unit?

The mize of this unit is 00 acres.

The tract that covers part of this unit that's shown on
tha nurvey 1o what acreage?

That io U=-127

With regard to U=12. The surveyor wrote in an acres
blank a number, didn't he?

Yoo, that's W. Clyde Dennis, ot al farm containing 220.74
acran,

That has no relationship at all to the size of this unit?
No, it doon not.

In the application, have you specifically stated and
requested that this unit be formed pursuant to the
Oakwood rule and that it is approximately an A0 acre
nquare,

That'e corract,

The Exhibit A, Tage 2, Does thot disclose the nature of
Ory's interest in this unit?

That's corroect,

What, generally, 1s Oxy's interest in this unit U127

Oxy han lensed coal bed methane rights from 100 percent
of the coal ownerm. 94,21 percent of the oil and gas

oWnersa. We have not leaned 93,50 percent of the oil and
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gam owners' gross acreage under this unit.

Q. no., essentially, you have leases from all of the coal
owners and just scme of the oil and gas owners?

A, That'sm correct.

Q. Are you relying on those leases to give you standing to
file this pooling application?

A. That'os corract.

MR. CHAIRMAN: 1 might just toss out a challenge to us all to
think about and to try to figure out a better way of
presenting these percentages. I mean, I don't have one
to suggest. I don't know that anyone does. I'm not
being eritical but -- just if we can figure out a better
way to dapict thie it might help everyone.

M, OWARTZ: 1T have a nuggestion that maybe you all could
respond to, 1I'm not sure that we need to even tell you a
percentage. We could tell you we have the following
leases and not even get into percentage. All we have to
do 1o demonstrate, in my judgment, that we have an
interest ag o claimant, We don't even have to fool with
percentagen, frankly, to have standing. That would be a
lot eanier for everybody.

Mit, CHATHMAN: Well, let us think about that and let's just
think about wayns that we can == with whatever is included
in the application, that we can just better depict what's

gqoing on here.
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OGWARTZ: Because we could give you, you know, a listing of
noma leoasam ==

CHAIRMAN: The same kinde of questions can keep coming up
over and it can be confusing. I think we understand how
you arrived at --

WINTH: We could work with your staff and the Attorney
General's ptaff and maybe come up with something that
would be more.

AWARTZ: We'll do something betwoen =-- well, it's going to
take two months becaupe we've already filed their
applications. HNot next time, but the following time.
(MHr. Bwartz continues.) There is an Exhibit D, again,
with regard to == just an example of what an escrow might
look 1ike?

Yes, thore 1i8.

fince we finally got to the one I thought I was going to
ntart with, is this the one that has the second page that
oxplains it a little bit?

Counsel, you finally got it. Yes, sir.

OWARTZ: We've beon through this, but Exhibit D wae an
effort jupnt to give you an example of what, you know, 1if
we wWore Lo make an encrow recommoendation or anticipate
what eocrow might look like on this unit, it's set forth
in there for royalty interemt and working interest. It

given you an example and Marty did give you an explana=
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tion with regard to this one. We have previously filed
ap Exhibit M, which was marked with regard to this unit
the affidavit of Ken Price with regard to authority.
I've got 10 copies of Exhibit G, which 1@ the conpent to
frack with regard to this particular unit U=-12. Wny I'm
handing you ptuff, we've also have Exhibit H=1, which 18
a proposed bordor, for exhibit,

(Mr. Bwartz continues.) 1s Oxy a Delaware corporation
authorized to do business in the Commonwealth?

Yoo, it 1.

Hap Oxy duly qualified itpelf with regard to filing of
bonds and other information with the DHHE?

Yea, it haa.

poes the application set forth the projected depth of
thie wall?

Yoo, it does.

What in that depth?

Tho projected depth is 2,444 feet.

Tho satimated cost, as shown on Exhibit C, 1s what
amount?

$270,005,

Are you requesting that the Doard pool all interesta and
ontates of any and all persons, specifically the respon-
dents nomed in this action, thelr interents and estaten

in coal bed methane in this B0 acre unit?
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Yoo, we are.

you're asking that they establish an election procedure
which we've previously dincussed?

Yoo, I anm,

And that election procedure is one of the election
options involved -- a cash bonus and a royalty?

That's correct.

what are you currently offering people that you might
voluntarily contract with in terms of a bonus for coal
bed methane and royalty?

$1.00 an acro with a ono=-eighth royalty interest.

Doen the proposed Oorder that has been submitted here,
Exhibit H=1, with regard to unit Ul2, contain a provision
for 81! bonus and a one-eighth royalty?

Yen, it doen.

¥You are also making provipsion in your proposed Order and
recquenting that the Board enter an Order dealing with
inpuos of participation and carry operatorship mtatus?
That's corroct,

Are you requesting that Oxy be designated the operator
with the right to drill, develop, produce, sarket, and
vell this gas?

Yoo, wo are,

You have provided, have you not, for esmcrow of funds to

the extent it's neceppary in your proponad Order?
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HR

That's correct.
Have you recommended in your proposed Order that the
order have a specific period that it's in effect?
Yoo, we have.
What would that be?
165 days from the date of issuance of the Order.
Unless what?
Unless we drill the will.
Or commence operationo?

* compmonce operations.
Does the Order provide that the duty to mail copies of
the Order with regard to any elections -- rights the
people have -=- is on Oxy?
That'e correct.

GWARTZ: That'sm all I have.

CHAIRMAN: Any qguestions, members of the Board? Does any
other partieo have questionm?

EODWARDS: I have no gquestiono. 1 would just like to make
a statement for the record. Rex Edwards, Jr., staff
attorney for Columbia Natural Resources. On Exhibit A
and Exhibit B of Oxy's application, Columbia Gas Trans-
mission Corporation is listed am owning the lessee's
intereast in the oil and gao interest in this property ==
or at least a percentage of the property. I just want to

nopert for the record that the ownership im properly in
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columbia Natural Resources, Inc., not Columbia Gas
rranomiseion. 1 don't have the recording information,
but 1 can get that to Marty. That property has been
asoigned to CHR, Junt for the seke of going on the
rocord, we would like to assert CNR's claim to the
ownership of the oil and gam in the unit and, therefore,
the intereest in the coal bed methane in the unit,
SWARTZ! Lot me ask you this. Could you agree that we
could safely provide it in the Order to just gubstitute
CNR for the transmispion company?

EDWARDA: Yeah.

OWARTZ: You would have the authority to tell us we could
do chat?

EDWARDS: It wouldn't be any problem.

UWARTZ! 60 we can just change the name of the respondent
in the order.

CHAIRMAN: Would you make that amendment?

AWARTZ: 1 will do that, but I wanted to get him to moy it
wan all right,

CHAIRMANT Okay. 8o you will follow up by filing an
amonded ==

GWARTZ: Yeo. Proposed Order,

MABON: If T may butt in again. I was just going to may,
do you walve notice of an amendment to this Order?

EDWARDA: Yen.
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MR, HCGLOTHLIM: 1I'm sure the gquestion I have should be
addrengod to MR. KARAM:. You're going to be calling
him ==

MR. BWARTZ: Absolutely. He'll be fair game in a moment.

MIL. CHAINMAN: Any othor questions of Mr, Wirth? Members of

Doard? Call your next witness, please.

HARK 0. KARAM

a Wwitness who, after having been previously sworn, was

pxamined and teotified am f[ollown:

DIRECT EXAMINATION

nY MR, OWARTZ!:

s Would you state your name for the record?
A Mark 0. Karam.
Q 1'11 remind you == you're atill under oath. You have to

anowel out loud, Mark.

A TR .
f Did you prepare a DWE with regard to unit U127
M, Yea, I did.

| Is that marked am Exhibit C7
A, Yom.

[ What e the proponed depth of this well?
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2,444 [oel,

Does this DWE take that into consideration?

Yoo.

What is the amount thaot you estimate would be the
reasonable coet of drilling the well in question?
$270,005.

Have 1 asked you to change the format of these DWE's?

Yoo . p

Mave 1 asked you, for the next filing, to gegregate coste
which are senpitive to depth from those which are not?
Yoeno.

go will we be seeing a DWE with two categorien?

Yoo,

For exanple, if wo were to pick pome costs which were not
senoitive to the depth of the well, meaning =-- which
wouldn't change, Would ptimulation change or not change?
Hot .

o it'm not sensitive to depth?

Ho,

How about contract hauling?

Ho, 1t phouldn't change.

low about the service rig? 1o that somewhat depth
nenpitive?y

That's guentionable. It could be, yeah.

But are you going to make an effort to try and pull out
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the ones that are and are not and list them separately?
Yoo,

what is the target of this well?

The Pocahontasn Humber 3 coal seam,

Ifave you looked at the depth of this well and the data to
satisfy yourself that this well will indeed -- if it's
drilled to its projected depth =-- will indeed penetrate
and be able to produce from the Pocahontas Humber 3 seam?
Youo.

1s 1t your opinion that Pocahontas Number ) seam will be
fracked?

Yoo,

Do you have an opinion with regard to whether or not
thoere will be additional fracks at this point?

Maybe. Probably.

You've provided for how many fracks or stimulations in
Lhis ostimate?

Throeo.

Are you generally familiar with and did you assist in
preparing the notice of hearing and application and some
of the other exhibita?

Yon,

In your opinion as an engineer, is Oxy's proposed well
and development of this unit a reasonable method to

ilevelop the coal bed methane resource within unit U127
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Yoo, 1t 1ip.

GWARTZ: That'e all I have,

CHAIRMAN: Any questions?

EVANB: 1 have a question., We've looked at three coal bed
methane walls today and DWE's from each one. There are
cortain fixed costo that are there no matter what and,
then, there are others that are depth sensitive. Correct
me If I'm wrong. We've looked at a 1,500 foot well, a
¢,100 foot woell, and, now, a 2,400 foot well, is that
correct?

KEARAM: Right.

EVANB: 1Is that pretty closme?

KARAM: Daoically, ves.

EVANB: B0 we've got =-- for a 1,500 foot well, wa've got a
total cost of $233,000, For o 2,100 foot woll, wo've got
£255,000, and 2,400 foot, we've got $270,000, is that
correct?

KARAM: Yoo

EVAND: 600 feot of difference == we've got $22,000, GO0
feot lesm, woe've got 522,000 difference. 3100 feet more,
Wa've got 815,000, Why 1o there a differential when we
go deeper? Does our cost per foot change if the depth is
the only thing thot'a different?

FARAH: MWoll, you know, you're going to have some costs

in hiere that are not going to changa. You're going to
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have a basic figure -=- you know, 1f I could say, "Well,
it's going to cost you about $220,000 to drill a well®”.

Then after that, it's going to be hard to say, “"Yeah,
it's going to cost exactly this, this, this®, to go that
much deeper. What I base mine on is on how much extra
pipe wa're going to run, on how much extra day rate is
going to cost. That's more or less --

EVANG: My only question is why is there such a == if
you're going shallower? 1If you're only drilling 1,500
foot, I would think that that would be a tremendous
decrease on a foot basia. 1

KARAM: Oce that's what I'm saying. You got a pretty
good fixed cost right now, say, if you go to 1,500. To
go that much deeper, you know, I can't say, "Well, it's
going to increase or docrease (inaudible) or whatever”.

EVANG: Dut there ils no incremental coot, you know, ap far
apm == you're paying that to drill 1,500 feet =--

KARAM: Which figure wan that?

EVANSE 213,000, HNow, drill 2,100 feet or GO0 more feeot.
It only coats you 825%,000, 0o you've drilled G600 faat
for 822,000, HNow, We want to go 300 feet more than that
2,100 and, now, wo're at $270,000,

EARAM: That's $15,000, right?

EVANG: Uh-=huh.

FARAM: Woll, that, you know that almost stands to
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reason, then, if I understand you correctly. If you go
{rom 1,500 to what was the second well? What was the
depth on that ona?

EVAND: 2,100,

KARAM: 2,100, that's 600 feet mo it's going to cost you
a little more to go 600 feot than it is going to coat you
to go 100 feet. I mean, I'm not going to sit here and
say, "Oh, yeah, it's directly proportionate to the dopth
and all that®., Theoe are estimatean.

EVANS: 600 feet, that'®m $22,000. That's what you're
saying?

KARAM: Ball park figures.

EVANO: HNow, you're saying 300 feet or half that, for
315,000, right? It just depends on which way we're going
here it looks like., The deeper wa go, the more the
differential is. 11 mean, as far as ==

KARAM: Well, weo that's true =--

EVANG: Per foot cost.

KARAM! That's probably right. Decause when you go
desper, you know, you're going to have more rig time,
pore footage costn, the pipes going to coat more. I mee
what you're getting at, but I'm confused,

EVANO: I1'11 put it thim way. I hope wo nover drill a
1,000 foot well because, you know, it appears to me that

wo're not getting the same differential here. I need
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KARAM: It 18 not.

CVANS: I neod to have that explained to me a little bit
more. That for an average cost per foot, to go == 1ip
there some magic cut-off where it gets to be considerably
pore expensive to drill?

KARAM: I don't think., I mean, if I would just take an
average, you know, so msuch per foot to drill a wall,
would that be better to say, "Look, we're going te go to
2,000 foet and our past experience ia --"

EVAHG: MNo, I want tho detail.

KARAM: =- "§45.,00 a foot to drill a well".

EVANS: T juot want some, T guess, some assurance that --

KARAM: 1 think where I might be missing the connection
in that, you know, you're going to have a set cost to
mova on location to get all this stuff going. From then
on, 1t'1]l cost substantially more to go deecper and
deeoper. Dut 1t's not going to be a == I can't say a
4,000 foot well im going to comt twice as much an a 2,000
foot wall, because it won't, Decause you're going to
incur costs at ztgqnﬁjnng that you're going to also incur
at 4,000, That's not reflected == the difference =--

CHALRMAN: I think what we're going to neeod to see on
thepe DWE's 1o the consistency in those fixed costs and,

then, those coats that change. You know, if you're using
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sore caring and the casing is 510.00 a foot, thesm 1t
ought to be the sase on the per foct basis for a K53 om
every page we £ind et cetera, et cetera.

KELLY: Is that not what you =--

SWARTI: They are.

KARAM: They are. I mean, if you use the sase price for
each == for nine and five-eighths, five and a half, two
and three-elighths.

KELLY: BRBut you've just proposed to segregate those costs
on future DWE's that are depth sensitive versus the fixed
coste.

SWARTEZ: 1 would suggest to you, that if you pull out
Exhibit € from the three wells that we're talking about
and put them side by side like I just have, there are
different pipe links on every one of them. One of thems
has three times the nine and [ive-eighths inch casing as
another ona, 1 mean, the coats 4o not have a linear ==~ I
soan, maybe we could ask some of those questions. You
can tell exactly where those cosnte are. If you look
across on the coat which he 18 projecting do not change,
they are not changing., BSo, I mean, you could take thins
item by item, If you wanted to, with him, or I can,

CHAINMAN: 1 used casing because 1 think that's the answer
to his question, perhapa, is because you did use such

different numbere heres,
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AWARTZ: He really did.

CHAIRMAN: On the sizing. If it is projected the same
dollar figure, it did do a lot to drive that difference,
apparently.

EVANS: I1'm looking at a total thing here. HNow, I'm
wanting you to explain to me why it appears that there's
a big differonce in per foot cost =--

KARAM: 1 would say, as you go deeper == let me -~ I
might have said this wrong. As you go deeper, the cost
por foot will probably be less becasuse you're going to
incur the samo cost on o shallow well as you will on a
deeop will, We do 825,000 worth of title work and drill a
500 foot well and, then, we're goinyg to do $25,000 worth
a title work and do, you know, drill a 2,000 foot well.
The cost par foot of the well is going to vary con-
nidarably.

EVANO: Okay. You've got certain fixed coptes that go with
aevory woll.

MARAM: Right.

EVANS: MNotwithntanding the fixed conts, notwithstanding
the fact that it coots you 881,000 to do three fracke, to
do thion, that, and the other thing. Thinga that are
depth sensitive., To go deeper, it'll cost you more?

KARAM: Yoah.

EVANG: Okay, That's because of the requirements for the
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larger casing sizes and the deeper you go, you have to
have more larger casing?
KARAM: More larger casing, right. HNot more strings.
Hot necossarily more stringe of pipe, more ==-
EVANA: You've just got to have more == if you've got to
have 1,000 feet of nine and five-eighths casing, that

cont you more per lineal foot than two and three-eighths?

Mi, KARAM: That's right, I want to say sopething else, too.

On these wells, we've looked at core holes from Island
Creek == these (inaudible) holes that they logged. In
the interest of protecting freshwater seams, or whatever
== like for U12 and U15, ap you can tell there's a
difference in nine and five=-eightho. That's why Ul12, you
know, that's why that cont 1o off a little bit more
because we're going to run more pipe == more nine and
five=eighths, you nee. I mean, I can't go in and say,
“"Hey, it's going to cost exactly this, this, this", and
give you dollar per foot. If you go to 2,000 to 4,000, 1
could go up on my curve and say, "0Oh, that's going to
coat thin much®™. Decause they are going to vary. HNine
and five-eighths =-- running twice as much is going, you
know, that's a 55,000 difference right there.
EVANG: That'm fine. All I neoeoded was for you to explain.
KARAMMT Okay., I did. I'm norry.

MCGLOTHLIN: T hate to do thie to you. O©On your cement and

176




cemont services, you have labor and incidentals at
§11,000, They've been $13,000 for the last =-- why 18

that figure not adjusted with depth?

MR. WARAH: On a lot of these, we hadn't -= it takes a few
dayn to get all of the bills back. These were just the
figures that == I'd talk to our field personnel and say,
T "jlow much does it cost for cement joba®. They paid,
"Look, on nine and five-eighths, it's going to cost 80

0 such. ©On five and a half inch, it's going to cost Do

10 much®. 80 1 just added the two together. But you are

1 right. It would cost more to cement more ==

vzl MR. MCGLOTHLIN: More footage. I mean, you upe more yardage
1 of concrete. Okay.

vall MR, EARAM: Exactly. What 1'11 =-- you know if the Board

% winhen, T'l1 try to get a comt per foot per cement.

o [l HR. MCGLOTHLIN: 1 think in the future, if you're going to do
17 your == divide it a little bit there, that might be

" gompething to look into.

wall M. ¥ARAM:  You're right. you know, I'm not contesting that.
0 1t's just == I'1]l ti1y to get mOm® old tickets or some-
thing and may, "It's going to cost this msuch per foot to
cepant™.

oy [l MR. MCGLOTHLING T wasn't sure. I thought you might be

FT contracting with a company for "x" amount of dollara per

o4 hole, T1{ you were, you wera doing pretty good. That'nm
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MR,
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all T have.

CIHAIRMAN: Any other questions? Anyone eloe wishing to
address the Doard regarding this matter? Do you have
anything else, Hr. Bwartz?

OWARTZ: MNo.

CHAIRMAN: All right -- entertain a motion for a patition
for oxy.

MAOBON: Excuse me, JIo there anyone here objecting?

CHATRMAN: 1 asked that.

MABON: Oh, okay.

CHAIRMANT Anyone object? 1I'll ask again. The only we've
had is Columbia asserting ownership and I think we've got
that cleared up., We're going to have a refiling to clear
that up.

MAOON: T move the adoption or granting the petition to

compel for the Oxy petition.

MR, EVANO: OJecond.

HA. CHATRHMAMN: Okay. Tho motion is seoconded. All in favor
nignify by saying aye. Oppore say no. Motion carries.
(AFTER A DRIEF RECEOS, THE PROCEEDINGA CONTINUED AB

FoLLOWA: )
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1TEMS 24-28

CHAIRMAN: We will consider these other cases, 24 through
20, Are there any persons in the room that have any
objectiono to any of these cases before the poard? If
not, then I will let you go ahead and combine what may be
combined but make sure we are able to keep a clear
record. To the extent we can do that, we'll allow

combining of the testimony.

HARTIN E. WIRTH

s Wwitnens who, after having been previously sworn, was

examined and testified as follown:

DIRCCT EXAMINATION

DY ML, OWARTZ!

N

A

Mr. Wirth, would you atate your name for the record,
pleann?

Martin E. Wirth.

1'1]1 remind you that you're atill under oath?

Okay.

You're an employee of Oxy?
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That's correct.

Woe have five wells remaining on the docket or five units
to discuss == pooling applications. My first question is
== gan you tell me whother or not Yyou personally prepared
the notices of hearing and the applications with regard
to wells U3), W10, Y8, Y10, and Z87

1 did.

Were you in charge of mailing copies of the notice of
hearing te all respondents listed with regard to these
five unite?

Yoo, 1 wWano,

Wore thoose mailed coertified mail, return receipt re-
quested?

Yoo, thoay were.

With regard to ocach of these units, have you filed 10
copies of proof of mailing and identiflied that as Exhibit
F with regard to sach of these five unita?

Yesm, I have.

on thene five unite, did any of those cards come back
where a person did not sign for them?

Ho, it did not.

The only unit that that happened on wan the first one we
dealt with this porning?

AAT, that's correct.

o wvoerybody who wae pent notice, someone signed for 1t
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and kept 1LC7

That's correct.

Who did you mail to on these five units? I mean, 1 we

wanted to find out who you mailed to, is there an exhibit

that wo would look at?

Yos ond no. Exhibit B -- the names of the respondents =--
they were all served with notice and a copy of the
application.

Their names are also stated in the notice of hearing, are
they not?

That'os correct,

fo with regard to U3), who was sent a notice?

Ashland Exploration.

Wwith regard to unit W10, who would have been sent a
notice?

Delmar Kyle Meadows and Janice Meadows.

With vegord to Y6, who wao sent the notice?

There was no notice sent on Frank Howard or James A.
Tiller. They were decoased a very, very long time ago
and thore'w no known addrenses =-- go we published.

With regard to any heirs or successors that they might
hava?

That's correct.

With regard to Y10, who was the notice sent to?

hgain, that wan to Mary Lester, heirs, succensors or
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agsigned. That wag to an individual who's overseaing her
property. It has not been probated so IL'0 not a Batter
of record and there's not a known factor as to the heirs.
fut the notice that was sent with regard to Mary Lester,
g described in Exhibit B to that application?

That'n correckt.

Who was 1t pent to?

It was sBent to, in care of, Clayton Keen Perkins or
clayton K. Perkins in Vansant, Virginia.

Thore was aleoc a publication with regard to this unit
Yio?

That'c correct.

With ragard to unit Z8, who was notified?

Agoin, theat is a Frank Howard and Jamen A. Tiller. It
wan done by publication because of no known addresn.
Exhibit B, with regard to unit ZA, statep that you were
unable to find an address to mail?

That's correct.

Were thooe notices published with regard to these five
units on the same day?

That'pn correct,

What papoer were they published in?

The Dluefield Daily Telegraph.

and the data?

April 17, 1901,
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With regard to each of these five units, have 10 copies
of the certificates of publication been filed with regard
to each unit, and identified as an Exhibit E with regsard
to oach unit?

That's correct.

In each of thepe units, ieg Oxy requesting to be appointed
the deoignated operator?

Yeo, 1t 1a.

Are the pame seoams or productive coal peams sought to be
pooled in each of these unite?

Yes, they aroe.

The depcription of thope seams in the various applica-
tiono is what?

Dasically, below the tiller formation to the lowent or
deepost known coal formation =-- coal sean.

Hlas an Exhibit € or a DWE beon filed or attached to each
of these five applicationn?

You, 1t hano.

Doep that DWE state the target seam?

Yoo, 1t doen,

In all inmtances, im that the Pocahontas NHumber 3 scam?
Yoo, 1t iwm,

With regard to these five units, do you have with you 10
copien of a consent to frack?

Yon, Wwe do,
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MR, OWARTZ: TI'®m having Mr., Bcott furnish you with 10 copies
of a consent to frack for Wi0, which has been marked
Exhibit G with regard to that unit. Also, anothar
Exhibit G with regard to Y8. Another Exhibit g, Yio0.
Exhibit G for unit Z6, Exhibit G, consent to frack, for
ula.

MR. CHAIRMAH: Mr. Bwartz, do you accept the letter from Orant
McGuire that's in the U3} documentation where he proposes
to handle evidence and procedure in the application in
the nape manner as you did for 032 and Q137

MR. BWARTZ: I signed a stipulation to that effect, yes. 1
wans going to get to that.

MR. CHAIRMAM: Sorry.

M. OWARTZ: That'ms okay, but yen.

MIt. CHAIFMAN: Go nhead and get to it,

MR. OWARTZ: 1 think we have covered all of the exhibits that
are in common with these five units and have filed them
with the exception of proponed Orders. I have proposed
Orders for every unit and we'll save that for last. 1I'd
l1ke to cover some of the differences between the five
units that 1 think we need to address. With regard to
Ul3, as Mr. Wampler has pointed out, there was an

objection filed with the Doard. It should be familiar

to you all because 1t im an objection that we have been

teoing perilodically for months now. Previously, I had
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agreed With Grant McGuire, who represents Ashland, on
nome other units that we could handle on a stipulated
bapis, There is a stipulation on file with the Board
which 1 asnume you all have accens to. It ossontially
nays Ashland would like you to note their objections to
the extont that you have a recollection of this having
beon litigated before. 1 aspume you have a recollection
of how you dealt with thepe objections. They didn't want
to come and participate. Thoy would ask you to congider
their objections and rule on them based on the record as
you will recall it in other casen. I have one exhibit
that I would like to offer. You will also notice that
the stipulation provides that they could change their
mind and show up. It also provides that I can offer
ovidence if I should choose to do so., 1'm not going to
belabor thie, because I think we've been around and
around on thie. fomething now hso happened that I
thought T would bring to your attention, I have an
Exhibit I which Mr, Ocott will give to you, It im &
lettoer that Oxy received from Arhland, It's dated April
9th and it's real short go I'm just going to read it =--
thoe one pavagraph that's of importance. Addressed to
OXy, At mays, “"CGentlemen. As you know, forced pooling
otders of the Virginia Gan and 011 Doard provide for an

election to be made within "30 days after the date of
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maiLling” of the order. 1In the futura, you may aspume
that Ashland Exploration, Inc. elects to share in the
operacion of any well for which forced pooling orders may
be entered "on a carried banis as a carried well oparat-
or® unless we inform you otherwise."" I would suggest to
you that we wore surprised when we received this letter
that they are objecting to wells and, at the samo time,
telling un that for all intertm and purposes for the
future, we're telling you that they're going to be on a
carried basis., I think that their position 1o somewhat
inconeistent and I am pointing that out to you. They
noed to decide 1f they're going to fight all these or
their going to elect. Also, I am pointing this out to
you because 1 think that any Order that comes out of the
with regard to U3) ought to just treat thie filing =-- or
thia letter to us =-- ao a fait accompli and not force us
to mall Tto them and treat them as having deemod to have
mnde an election to be on a carried basis. Bo that's the
dual purpose of filing this with the Doard. I'm not
going to spend any significant time on their objections.
They appear to me to be, agaln, an argument that we don't
have standing or that we are not a principal or a lessce.
Thone objections were generally raised in the pant when
Oxy was before the Doard contending that they had

dtanding becauwe they haod a designated operatorship
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agreement. T would like to digtinguish this unit from
those previous units because it is different. I ask Mr.
Wirth to look at Exhibit A, page 2.

(Hr, Swartz continues.) Rather than get into the
percentages, Mr. Wirth, this shows, does 1t not, that Oxy
has leapes from coal owners?

That's correct.

boes Oxy, on this unit, also have leases from oil and gas
ownorn?

You, it dooo.

Hot 100 percent of them?

Yap, it does.

Does Oxy have 100 percent of all of the oil and gan
intereots in this unit under lease?

That'ns correct.

With coal bed methane specific loases?

¢anl bed methane opecific leases.

An you understand it, what interest, if any, 1@ Ashland
clatming in this unit?

Ashland acquired an old == their predecespor had an o1l
and gas leapo {rom the same people that we've taken coal
bed methane, npecifically. Based on what I read, they'ra
claiming that their lease and ownership issue contalne
poethane proviasions.

g5, in essence, OXy hanm a coal bed methane specific
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lease from the same people that Ashland has Just a
conventional oll and gas leage?

In addition to the coal owners, yes.

The contention, apparently, of Ashland on this unit is
that their oil and gas lease covers the methane?
That's correct.

Would you agree that this is considerably different than
the designation of operatorship questions that we
previously addrensed?

Yoo, they wasp.

Because you actually have a lease here?

That's correct.

CHATEMAN: Hr. Bwartz, would you explore that just a
little bit further and tell us why == or Mr. Wirth, ask
him to tell us why he thinks it's different?

WIRTH! In the previous applications before Achland
clatmed and disputed the rights of the designation
operator. 1Island Creek has designated Oxy UBA am their
operator in developing coal bed methane under their coal
leapoa. As you're well aware, there's poseible, con-
flicting claim am to did the coal owners when thay
¢Xecuted a coal lease to the coal leasee, did they also
pags rights to the conl bed methane under that coal
loaro. Inland Creek has atipulated by the designation of

operator limited power of attorney is Oxy UBA to develop




12

13

|
15 |i

0

17

10

E]

b |

a4

any coal bed pethane righte under that agrecment.
Frevious subject wells Ashland has protested or cbjected
to 1o that weé had no standing. Well, we are the design-
atoed operator for Island Creek. We act on behalf of
limited power of attorney and ag their operator on
behalf of Inland Creek, 8o we were coming in asking the
Doard saying, "We havae a claim under Island Creek's coal
leaspe and wo would like te pool®™. 1In this situation, we
approached all the oil and gas owners, whom in this canse
alpo are the coal owners who have executed =-- the coal
owners executed a coal leame with Island Creek. Dut
there im also == the coal owners and the oil and ganm
ownere have enteroed into a peparate agreement with Oxy
UOA an to coal bed methane gas specific. Therefore,
Wwa're not acting on behalf of Island Creok as a desig-
naoted operator or a limited partnership. There's not
question we have our own specific coal bed methane lease
on partial this Alpha C. Btickley tract which is part,
plus we have a coal bed methane lease from Yukon Pocahon=
tan, ot al. Bo we virtually do have a claim to 100
percent of this unit, 1In lawyer's terms, the difference
== 1'm not going to make Ashland's argument for them
because I don't agree with 1t. It was my understanding
of their argument before that they were claiming that oxy

wag not a cloaimant if ite only basis for ite claim was a
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designation of operator agreement. The difference here
o that we are not relying on a designation of operator
agreement, but we're relying on some actual coal loases
to convey standing to be a claimant. If you look at
Ashland'se objection, the number two point that they make,
ip At appearps to me they junt run thie off on their word
processor. You know, they've taken this from the last
time, They say at point number two =-=- "Oxy 18 not a
principal or lesree”, Well, wo are a lessee. When wo
woro only before you on a depignated operatorship
agreement, we were an attorney in fact for Island Creek,
Obviously, you ruled in our faver under those circum=-
ptancos. Thie 1o a considerably different case becaupe
we ore relying on coal bod specific leaper in thip
gltuation. Bo 1 would suggest that this is considerably
different than the ispues that we dealt with before.

With regard to == before we move off of Ul) ==

HARK 6., KARAM

o witneoe who, after having been previously mworn, wan

promined and tentified an followni

DIRECT EXAMINATION
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Firsr of all, state your name again.

Mark 0. Karam.

Did you prepare a DWE Exhibit 3 with regard to U337
Yoo, I did.

Exhibit €. 1Is your signature on Exhibit C?

Yon, it is.

wWhen was this prepared?

March 12, 1991,

Thoe projected depth of thie well is shown in the applica=-
tion as what?

1,542 feeot.

Let'o hope that the total cost here is clooe to the other
1,%00 foot well that we've talked about today. What is
tha total cost?

$234,014

I would show you Exhibit 29, which we've previously
discussed. The depth of that well was approximately
1,500 feet. What war the projected cost of that well?
£233,941.

The difference 18 approximately ==

Ebout 81,000,

Wiat im the targeted seam in thio DWE?

Focahontas Number 3 coal seam.

this projected well deep enough to penetrate and
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produce from that seam?

Yes.

Have you assisted in preparing the applications, notice
of hearing and a lot of the exhibits with regard to this
wall?

Yes.

Is it your opinion that the well that is proposed here
for thip unit ie a reasonable method to produce and
develop the coal bed methane in unit U337

Yoo.

Is your detailed well estimate a reasonable estimate ag
to what the coste will probably be to complete the well
in quoestion?

Yon.

Moving to W=10., HMr. wWirth, 1g W=10 == the size of the
unit that we're trying to pool, is it B0 acres?

Yap, 1t im.

In Exhibit A, page 2, you met forth Oxy's interests which
you contend convey standing ap a claimant?

That'm correct.

What 18, in general, the nature of Oxy's interest in wel?}
O unit Wi0?

Oxy haes under lease 100 percent of the coal owners and
99,63 percent of the oil and gas owners. We do not have

under lease 0.37 percent of the oil and gas ownars.
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The outstanding interest that 1o not under lease is the
Moadown' interest?

That's correct.

And you've previously teptified that they were notified
by mail and by publication?

That'm correct.

And they signed their cards and they came back to you?
That's correct.

Mark, with regard to unit WiO0, did you alpo prepare an
Exhibit C7

Yeo.

pbo you have it in front of you? Okay. Let me phow You
[xhibit € for W10, Does that have a target coal seam?
Yeo, it does.

what is AE?

Pocahontas NHumber 1 aean.

1o this well deep enough to penetrate and produce f[rom
that seam?

Yen.

What is the total that you project on Exhibit C?
§226,238.,

19 it your opinion that that sum 18 the reasonable,
probable coet to drill and complete this well?

Yoo,

Wwhen was this prepared?
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March 11, 1991.
And you've signed 1L?

Yon.

S » O

Pid you participate in preparing the notices, applica-

tiono, and exhibite with regard to unit w107

=

Yoo,

Q. 1o it your opinion that this proposed well and the
dovelopment of thie unit ie¢ a reasonable method of
developing the methane gas within this B0 acre unit?

A, Yen,

MR, BWARTZ: With regard to unit Y10.

MARTIN E. WIATH

n Witness who, after having been proviousoly sworn, wasg

nxanined and testified as followai

DIRECT EXAMINATION

BY MH. BWARTZ!

9. This was a situation where you noticed by publication,
Hr. Wirth, correct?

A That's correct.
Could you tell me what efforts you've made to try and

track down people that you could notice personally with
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regard to the Howard and Tiller interests?

There's quite a few Tillers in Buchanan County. One
being a deputy clerk in the Circuit Clerk's Office. Bhe
had no knowledge of being an heir. There's alsoc a few
attorneys with the last name of Tiller. We went through
them and aoked them and they had no knowledge of the
heirship. We do, on this one, have a title opinion that
flagged that there'ns a possible break in the chain of
title ag ¢o the oil and gas interest. It remained in
Howard and Tiller. We, therefore, tried to our best to
find Howard and Tiller =-- are still trying to find Howard
and Tiller., We went to Ruspell County, Tazewell County,
Dickenson County and the surrounding counties and checked
their courthouse records and found no wills or probates
or anything. We also, again, checked around somse of the
banking and phono book establinshment and tried to do it
ag best as wWe can =- contacting anybody with the last
naoe of Tiller or lNoward. Tiller seemed to pop up quite
a bit, but knowledge wao very, very slim of the Howard
and Tiller which, 1 may add, is one of the major grants
back In the early doys. A lot of this acreage came out
of coal entatos ond the oil and gan estaten. At the top
of my record, we're talking the latter 1800'sm when this
wWwan vevered, 0o we assume that they are deceased and

there ip heirs out there, but we don't know who they are.
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With regard to Oxy's stending to file this application
with regard to unit Y8, could you describe, using Exhibit
A, page 2, generally, what OxXy's interest in this unit
1a?

Uning A, page 2, Oxy has 100 percent of the coal owners.
They are definitely known and we have leased 100 percent
of the coal ownership with the coal bed methane specific
leane. An to the oil and gas owners, we also have 100
percent, due in fact, that we do have partial interast
that Howard and Tiller did not own a complete 100 percent
under all the tracts. There is undivided interest that
wo do have partial under lease but wo do not ==

Would page 1 of Exhibit A ophow the tracts that oxy has o
leape as opposed to the tracts that Oxy does not have a
leago?

Exhibit A will show Oxy UDA ae a coal bed methane lessee
under all the tracts or some of the tracte, but it will
ldentify under each =- 1 think it's part of the reguire=-
ment in the permitting that it show what interent we do
Own in it. We phow OXy USA under the majority of these
noparate tractn plus, it says on the bottom, that we are
a conl bed methane gae lessee.

It also vhows, does it not, the Moward heirs and Tiller
heirs and what tract is outstanding =-- unknown interest

o appociated wWwith?
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A, correct. ECxhibit B would alsc show on a per tract basis.
1t maya, "Tract Number 16%, it you refer back to Exhibit
A, it says, "Tract Nuaber 16", and that's where the
Howard and Tiller helrp and devisees come in the (in=
audible).

Q. Further, with regard to ¥Yy=f, what is the projected depth
of the woll?

A. 1,756 [oel.

MARK 8. KARAM

a witness who, after having been previously sworn, wWas

¢xamined and teptified ao followa:

DIRECT EXAMINATION

16

7l BY MR. BWARTZ!

il 2 Mark, did you do an Exhibit C with regard to Y-87

10 A Yon.

Q. What's the date of that?

A March 13, 1991,

] boes this ahow a target rnam?
ay ll Yen, it doos.
gall ¥ What ts that?

% pocahontan Number 3 coanl ooam.
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prom your knowledge of the area and of this unit, can You
tull me whether or not this well and ites projected depth
will be deep enough to penetrate and produce from the
pocahontas Humber ) seam?

Yos, it should.

what im your projected cost to arill and cosplete thig
well?

$241,374,

1. that figure a reasonable estimate as to the probable
cont of drilling and completing this well?

Yas, it 1nm.

MARTIN E. WIRTH

s witnoss who, after having been praviously sworn, wae

axamined and teaotified as follows!:

DIREET ﬁlnulunlgnﬂ

h?_Hh. OWMRTE !

d

A

Wwith regard to =8, again we have Howard and Tiller, do

wio notT
That'es correct.
would i1t be [air to say that the efforts that you'vao

described just o moment ago to track thelr heire down
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with regard to unit ¥=-10 would also apply to == excuse
me, to unit ¥=-10 -~ no, sorry with regard to unit Y-8,
would aloo apply?

Yen, it will,

To 2=-87

That's correct,

And 1 take it you have been unsuccessful tracking those
holro down?

That we are,.

What i1s Oxy's interest in unit Z=8 that you claim confers
atanding?

Again, OXY, USA hao coal bed methane leases from 100
Fercent of the coal owners and 92.61 percent froe the
olls and gas owners with 7,39 percent of the oil and gano
oWwners outstanding not leased to OXY, UDA.

And Exhibit D shows the Moward and Tiller interosts aso a
group -=- shows that their addresses are unknown =-- these
poople are unknown. Dut it does set forth their groom
acreage Iptereat in the unit and their undivided interest
in the unit, doen it not?

That'c correct,

And what 1a the projected depth of the well on unit 2=4.

Projected total depth, 1,620 feet.
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MARK KARAM

e ————————

a witnepgs who, after having been previoulpy sworn, was exa

ined and toetified an follows:

DIRECT EXAMINATION

pY MR, OWARTZ!

Q. Mark, did you also prepare a DWE with regard to Z=87

A. Yoo,

Q. The date on which you prepared this?

A. March 13, 1991.

Q. and that date appears at the bottom of the form?

A Yeo.

Q. The projected targel sean here?

13 {r the Pocahontas @) coal coam,

Q o thie well deep enough to penetrate and produce from
that meamn?

A Yon.

0 and what do you rpoject the cost to ba?

[ $§230,709.

U And is it your opinion that that pum of money represents

a4 reasonable estimate as to the probable cost of drilling

imd completing thie well?

| A Yep., Lt doas.

nid you participate, again, 1n developing the noticen and
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the applications and some of the exhibits for this unit?
Yon.

Is it your opinion that the projected well here that
wo've discussed and the pooling of this unit represents a
reasonable method to develop the coal bed methane
resourde within the B0 acre unit?

Yeo, it doen.

MARTIN WIRTH

a wWwitnesn who, after having been previosly sworn, was examinod

and testified ap follown:

DIRECT EXAMINATION

OWARTZ

Mr. Wirth, with regard to exhibit Y-10, we had some
discunoion earlier concerning Mary Lester. And I believe
you indicated on this unit you had published because Yyou
had gopn uncertainty as to whether or not you had been

able to identify Mary Lester's helirs, successors although

you has a name of someone who wan familiar with her
affaite?
That'm correct.

n you sailed to that permon and aleo published?
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Yoo,

Could you descibe what you have determined or discovered
with regard to the status of the heirs of Mary Lester or
the otatue of this estate?

The ostate hae not been probated and it has not even
commonced probabtion and they don't know how long it will
take and hasn't beon a matter of record. 80 Mary
Lester's heirs, devipees and/or assigns intereste which
is vory minuscule interenot as we can see has not been
probated at this time. It may take quite a while,

Did Mary Lester die recently?

Wwithin the last year.

Okay. 1Is it your understanding that eventually her
entate in going to be divided up or probated or something
in going to happen?

1 anpume no.

Well, 1s that what Clayton Perkine is telling you?
Clayton Perkine im hoping that that's the case, but thay
do net have the monies and everything at this time. 1
hopo they do it nope time.

Okay.

He contacted her son, who is out of mtate and is a

leanee to OXY, USBA, to try to assipt in the matters.
Exhibit N shown the interest of the Mary Lester heirs and

the groon acreage within the unit and also the undivided
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acreage in the unit. And what are those two figures?
A. The undivided interest within this is .0004 percent and

the acreage io 1.66 percent gross of the A0 acre unit.

4| 9. And what 1o OX¥'s interest in this unit?

sll A, ox¥'c interest == again, we have 100 percent of the coal
0 owners under lease with the coal bed methane lease. We
7 aleo nhave 97.93 percent of the oils and gas owners under
[ loane with 2.07 porcent of the oil and gas ownero

0 outstanding are not leased to OXY, UBA.

w| @  And what ie the projected total depth of this well?

ni A 1,716 feet.

e

11

14 AR A

6| o witness who, after having been previously mworn, was

il examined and tentified aps follown:

7

18 DIRECT EXAMINATION

[

0 || DY _MR. OWARTZ:

5

=3 =
= -
—_— 0 e e

» Mark, did you prepare an Exhibt C with regard to well Y=

107

=

Yes, 1 did.

PDid you mign ALY

-

You
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1s it dated as to when you prepared it?

Yes, it is dated.

what ie the date?

MATch 3, 1991.

poes this show a projected or target gean?

Yen, it does.

And what would that be?

The Pocahontas #) coal oeas.

‘a this well deep enough to penstrate and produce from
that sean?

Yen.

And what do you estimate the probable coat of drilling
anid cospleting this well?

§240,601,

And te that sums in your judgement a reasonable satimate
of the probable cost to drill and complete thie woll?
Yon

Lastly, did you participate 1in preparing the application
and notices and acma of the exhibita with regard to this
unie’s

Yon,

ho you are generally familiax with 1t?

Yom.,

{s i1t your opinion that this projected well and the

vequest to pool all the inteteat in the unit aAre a
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reasonable method to preduce the coal bed methane
regpource within the unit?
You,

AWARTZ: I have == and I think we can take these together,
but I can give you ten copies each of an order for each
one of these units. As you have probably figured cut by
nowWw the provisions are generally the same and we can ==
woe wore basically filing in the blanks. I do fool that I
need to ask Hr. Wirth about the leape information to make
that record with regard to these. 8o I'm going to do

that.

MARTIN WIRTI

n Wwitneso who, after having been previously sworn, was

edamined and teotified an [ollown!

DIRECT EXAMINATION

NY_MR. AWARTZ!

L

hi

Mr. Wirth, with regard to these five wells are you
familior with the proposed orders that wa'ro submitting
today?

Yon, I om,

And each of thore proposed ordersm contains a proviaion

Wwith regoard to olection.
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That'n correct.

Ié one of the electional alternatives an option to lease?
That im correct,

And 1t provides uniformly in these orders for what
paymonts and royaltien?

A 81 bonus consideration per acre plus it also offers a
one-elghth royalty interest to all parties.

Ate these the nome terms you are currently offering to
people who might comw to you a voluntary basis and ask
you to lease their conl bed methane interest?
Throughout the area, yoen.

And you have entered into many of these leases at $1 an
acre and a one-eighth royalty, have you not?

That ip correct,

Do each of these orders require OXY to mail a copy of the
order to the respondents to the extent that you have
addreppen?

That's corraect.

And that requiremont inm that you mail them Within seven
days of receipt, 1 beleive?

That'm correct.

bo each of these orders have a length of time that they
are in offoct?

Yoo, it does.

And generally what does the order provide?
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MR,

MR.

HR .

MR .

HR.

MH .

HIt,

Mi.

MR

M

165 daya.

Unleon ==

There i8 a commencement of cperations.

put if you do nothing then they axpire of their own =--
That's corroct.

AWARTZ: That's all I have.

CHAIRMAN: May I return you to U-33 and ask the following
question? Did I understand you correctly to represent
that you have 100 percent of coal bed methane ownership?

WIRTH: That's correct.

CHAIRMAN: Did I also understand you to agree to these
stipulations then as presented by Ashland?

GWARTZ: 1 agree that we can handle their objections today
without them being here and we really didn't stipulate to
anything. 1 mean, that's all we stipulated to. I mean,
it's really kind of a meaningless exercipe.

MAfIlON: Mr. Chairman.

CHATIRMAN! Mr. Mapon,

MASOM: Do you all have a written astipluation?

GWANTZ: Yen, 1t was filed with you all.

MABON: I don't have a copy. All we got wam ==

OWARTZ: Well, 1 mailed you ono that 1 migned a little
while sgo. Oh, that's why you are asking me that. Well,
! miugned that == bocause I signed that ten times, becaupe

e AANTt M0 ==
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CHAINMAN: Do you have a copy with you?

OWARTZ: Yeah,

CHAINMAN: All I'm asking you to do is if you have one
with you that is signed to show us, if not I'll ask you
to stipulate that you have signed copies and that you'll
present one either at tho end of the day or tomorrow.
That is why we kept going back ==

OWARTZ: Yeah, 1 really wap a little confused there.
Hore's the one that I signed.

CHAIRMAM: The record will show that 1've seen a signed
copy, that was copied April 19th, certified mail -~ sent
== pkay.

FULMER: Mr. Chairman, we're very much concerned about
thie ntipulation. We're having alot of problems with it
ag far ao record keeping is concerned. WwWhat it doep with
it == it in an opon-onded stipulation which moans every
rage 16 brought in OXY's file. And just to give you a
little bit of background is that he im (inaudible) and
oach time wa do that we have to go by and get every
record of what OXY stipulated and it'ms getting volume=
tric.

CHATREMANH: Well, he's gpecific here with =- as wa did for
unite B8=312 and Q=13).

AWANTE: Thome are open ==

CHATRMAN:  And oven thons were carried f[orward. I moo
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i Hit.

what you are saying. Instead of going back to the
orginiales ==

BWARTZ: I might tell You one thing that'e prudent to your
thinking becaunoe I think itbpertaine to what you are
talking about., When Mr., McGuire called in this unit, u-
13, 1 called my cliont to meo if I could agree to this
and was told "No" and I told my client that Mr. MecGuire
had accommodated me on the last two and 1 roally felt 1
owed him one, g0 1 accosmodated him on this one and By
client reluctantly allowed me to go on with it and angd I
have been told that the next time that I am asked for
this kind of o stipulation I 0m not to agree to it. go
You will not, unless Mr, Wirth changes his mind, ever soe
one of these that we have agreed to.

CHATRMAN: Woll, wo'll ask the attorney to work with
ottorney from Ashland and you folke and get whatever o
need do that the ataff can have 8 clear reference, 1f
Lthere im any future ntipulation. AnY quentions memebera
of the Doard? Mr. Kelly?

RELLY: I have one quention, Perhaps this is unnecces-
“ary. It may have been handled fomewhere else and I wans
JURt not aware of it., put for locations Y-0 and Y=-10,
the well location =- those on the plat, 1o outside of the
contral aren of the unit in the proper and around, In

NOL @some oxception to the f1iled rules not required in
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' order to do that or how is that been handled?

2l Mn. WINRTH: You're correct. In the permitting stage wa

1 roquest from the Departeent =- the OIls and Gas Inspector
4 for a variance if we are outside in the 300 foot. And he
) reviews it and 1f he approves it or disapproves 1it, he

0 informe us of the same. We use it as Exhibit A for

? forced pooling == I'm not saying the well was drilled in
n that aren. It could be changed if the Inspector says.

ol But that's what == it shows everything. MNow, whether Mr,
10 |l Fulmer approves it pormit-wige, that's his decimion.

" Ho's the authority on whether we can have that location
F] sxception or not.

11|l MR, BWARTZ: Mr. Kelly, what were the two? I=-8 and Y-8 and k-
" 0%
6| HR. KELLY: Yen.

il MR, OWARTZ: If I might aleo point out pertaining to your

17 question that the application talka the pooling forma=-
" tion, the unit size and shape and then for permitted

10 loenation. And espentially what we are asking you to do
20 i ig pool thie and allow us to drill == and it says, "Any
p.! point within the drilling unit allowed by order number

23 | oain®  which satd we could drill anywhere in a window and
|" gave Mr. Fuleer the authority to consider exceptions. BSo

;.\ the application doesa kinf of indirectly cover what =-- and

then, of course, we have to deal with 1t at the permit
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atage,

MR. CHATRMAM: ‘That's all. Thank you. Any other questicns?

MR. OWARTZ: I just want to give you these coples of these
ordere except for the well numbers (inaudible) --

Mit. CHAIRMAN: Ip there anyone present who wishes to address
the Doard pertaining to these cases? If not, would
anyone entertain the motion?

Hit, EVANB: Mr, Chairman, I move that we accept OXY's petition
for wells designated U-33, W=-10, Y-8, ¥-10 and 2-8.

MR, CHAIRMAM: Motion was seconded. All in favor signify by

paying yes. [All agree.) Opposed say no. (None.)

Motion carries., Wo have one other item to take up with

the Doard. Mr, Wallace has come back since this morning
and haeg brought back to us a corrected copy. The age of
technology hae allowed him to incorporate the comments of
the Doard == and this is a copy of the proposed regula-
tions that will go to the Regisntrar tommorrow. Any
further bugsineens? Let me bring up one other thing and
maybo wa can deal with it quickly and if we can't we can
think nbout it until the next rime. DBut you heard today
s number of timen throughout the presentations that Mr.
Gwarts referred to in queestioning Mr. Wirth to Exhibita E
and L. And you noted that you didn't have them and
what'eg hoppening 18 == and it's happening not just with

OXY, but with whomever comes before the Board, generally
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a couple of days or a day before the hearing -- I don't
know the edact time, but certainly before the time period
the Board's asked to receive the material -- or after the
time period the mailing has to go to from staff they
reciove these other exhibits and there is still 10 copies
being presented. The quostion is do you want to soe all
of thosae? And wo're dealing with notice. It'ﬂ'ﬂhlt
wo'te talking about specifically. And if you do that's
fine, I want to make sure, though, that we are not

requiring ten copies to be filad and trashing the others.

(Discupoion inaudible.)

MR .

HI.

HR,

M

MR,

NASOM: You actually need two of them, don't you? That'n
the way we'vo beon doing 1it.

FULMER: (Inaudible.)

MAHEOM: 1 thought there was one for your racorde and one
to un. The reason for the number ten wasm, I thought,
wag peven members foe the Board and two others.

GWARTZ: 1o that publication and proof of mailing?

“IUATRMAN | Both. Anything else? If not, we will clore.

(tnd of procecdingo for
April 3o, 1991.)
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