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October 19, 1993

This matter came on to be heard before the Virginia Gas

an 0il Board on this the 19th day of October, 1993 in the

conference Center at Southwest Virginia 4-H Center, Abingdon,

virginia pursuant to Section 45.1i-361,159.B and 45.1-361.22.B

of the Code of Virginia.

MR. CHAIRMAN: Good morning. My name is Benny Wampler. I'm
Deputy Director for the Virginia Department of Mines,
Minerals and Energy and Chairman of the Gas and 0il
Board. I'd ask the Board members to introduce themselves
starting with EKevin.

(MEMBERS INTRODUCED. )




CHAIRMAN: The first item on our agenda today is really a

continuation from last meeting, the Tazewell National 1

Bank representative and escrow agent for the Gas and 0il

Board is going to present a report on the status of

escrow. Come forward.

| MR. KING: Good morning. I'm Bill King with Tazewell National |
Bank and the agent for the Virginia Gas and 0il Board

escrow account. The last time we discussed the status of

the account and more particularly needing a little better

breakdown or summary of the fund. Wwhat we had talked

about was not for July 30th but also for September 30th

|
|
|

recelpts, income fees and balance and we went ahead and
added -- we wanted to show =ome Prior balances. So I
went ahead and treated each quarter in the same fashion.

What you see on this report -- does everybody have a

e ——

copy?
MR. CHAIRMAN: Yes.

o/ MR. KING: The first quarter in there, 12/31/92, of course, is
four months. 1In the first three columns, the receipts,
the income and fees, each of those figures are for that
Lime period only. Then at the end we have the year to
date totals. The one thing that == I think I mentioned

at the last meeting. I had the feeling that we have




reached the point where the total income exceeded the

total fees to date. And that's not the case. We're
about $800 below that figure. But that's attributable to
really the fees for 12/31/92. The first four months
there was minimal interest earned and the first fees --
see there -- that were taken during the March 31st
quarter was actually for the first four months of the
account that ended December 31st, 1992. SO we were
really way behind there but catching up. The income on a
monthly basis now exceeds the monthly fee. This report,

if this is everything you need -- I mean, this gives you

maybe a better picture at least as a summary -- we could
continue this if the Board would like. It would be much

easier with -- the funds that were improperly deposited

and returned made it a little difficult at this point.
But that's all cleared out now at this point. As it
shows here, all these numbers are net of those figures.
So this 1s strictly the VGOB fund.

I
15| MR. CHAIRMAN: Any questions, comments, members of the Board?

20 || MR. HARRIS: Mr. King, I think this is more what we were

looking for. I think it's much clearer on what's
happening. I do have a question about the fees and
again, I know that you explained that earlier on there
wasn't really enough money in the account to -- when you

start taking out the fees it would appear that we're in




the red so to speak. Do you anticipate in the future

taking fees monthly or just figuring it quarterly or how
do you plan that?
MR. KING: The fees are actually taken monthly now. It's

easler to compute them. It really doesn't matter to us

only in that it's easier to keep track of things. we
take the month end market value and compute the market

value fee in there and then also the prior months

deposits to the various segregated accounts with each

well -- each unit. And it's just easier to do it that

way. So they're taken monthly. And at this point the
income -- even at the money market rates the income is

running almost $200 ahead of the fees on a monthly basis.

So we're headed in the right direction on that. Really
making up for what happened in the first four to six
months of the account.

. HARRIS: Thank you.

. CHAIRMAN: Other questions or comments?

. KING: I have just one other thing if I can take another
mlnute and continue from the last time.

. CHAIRMAN: Sure.
KING: We do want to improve the return to the fund.
Basically the approach -- we're really about thirteen
months right now into this. The approach has been -- or

as close to a no risk situation as we can get. Under the
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virginia Code this fund is subject to the standard

prudent man rule. From my research we're not really
gsubject to the same regqulation as other == they aren't
Government funds 1in effect so they're not subject to
those regulation. That doesn't matter in a practical way
because we wouldn't go into investments like stocks Or
other non-fixed income type returns. It wouldn't be
appropriate at all. However, at this point we really
don't have to be limited to -- again, what I'll call no
risk fund -- a mONDey parket fund basically of Government
obligations. There's No credit risk. There's no market
risk. It doesn't fluctuate. wWithout asking the Board
for direction you hired the Bank to be the investment
manager and that's what we want to do, but as far as any
direction or input that's what we need from time to time.
And I feel like we don't have to limit this to non-
€luctuating money market funds. If the money were coming
out within a year or any money that we knew would be
coming out in a year, that should be in a money market
fund. There's always be a certain amount of equity. But
what the plan is is that we'll either use some Government
bond funds or individual Government bonds. Probably
nothing any riskier than that. I think we're at the si:ze
of 400,000 and we're at the gize where we can begin to do

some other things and have reasonable diversification and




MR. CHAIRMAN: Have you identified any area where the Board is

MR. KING: I don't know that there's been any restriction.

still leave -- we'll always have, like I said before, a

good amount in the money market fund just in the event

there should be some required payouts. But my under-

standing is that that won't be for a long, long time

———— .

yet. I realize you can't tell me when that will be but

you have indicated it's probably going to be some time.

restricting the funds in such a way that you would have a

recommendation on how to improve or reduce that restric-

tion?

Like I said, there's probably an agreement or document
that I think provides for investment in accordance with
State statutes. And that should be plenty broad enough
for us to operate. We had posed the question early on
about using Government National Mortgage Association
bonds or a fund comprised of those types of funds and
from our research it would seem that those are appropri-
ate. They're maybe the next level down from, say,
Lreasury note as far as the risk level. Any bond you can
buy and sell and lose money. If you buy an individual
bond that's a Government bond therefore the credit risk
is low and you hold it to maturity. It may fluctuate in

value. So the value of the fund can go up and down, but

ultimately you get your money back on the maturity date




| of that bond. So as long as we don't go out and buy 20

year bonds we've got a structure of maturities that are

FJ

3 practical for the fund then I think we're okay. Again,
4 using a mutual fund of bonds may be a better approach --
S or both. That's what I have in mind at this point. If
5 anybody has any comments now or in the future we'd be

7 happy to hear themn.

8| MR. CHAIRMAN: Any other questions or comments, members of the
B Board?

10| MR. EVANS: My only question is what constraints are placed

1 upon us by the State and what are our limits as far as

12 this issue goes? I understand the fiduciary responsibil-

13 ity for their care of these funds.

14| MR. CHAIRMAN: Right. sSo far as the management of this

15 account it's the responsibility of the escrow agent to

15? Danage the account in accordance with Prudence and

wra banking practices in compliance with all laws and

Tai regulations. As far as the Board's obligation it is to
TE% insure that these funds that we're ordering into escrow
21¥ are protected, that they're earning as much interest is
::E feasible under those guidelines, and that they're

available for pay out on demand. Those are basically the
23 | guidelines that we operate under.

24| MR. EVANS: In that context let me ask what are we talking

2 | about, $250,000 at present? What percentages would you




. keep or do you recommend as far as the diversification of

this fund?

Pl

3|| MR. KING: I would again -- one of the main controlling

a aspects of this is that the funds be available on demand. |
5 |i In the money market fund the funds are available on |
& demand with no fluctuation and that's pretty much why 1
7 we've kept them there up to this point. Going into,

8 | let's say, a conservative mutual fund that's invested in

g i bonds, basically those funds can be sold and I can have

the proceeds the next day. So that's fairly liquid.

Treasury notes we can sell for a one day settlement.

i
r
'EL Other types of bonds it might be a five day settlement.
!
I

m*| But I think all those are a close enough time frame as

18 | far as funds are going to be needed that we have the

!5? funds. The big question though is -- again, prudent

feﬁ investing doesn't mean that you don't have any risk of
17 loss. So that's really what I'm struggling with, if you
18 | will, for this account. Again, I don't think that -- we
19; could go into a fund today that's Paylng seven percent,
20 || 6.9 something, and it is a mutual fund made up with

21 || Government funds, primarily Jenny Mae. That fund is

2 | valued daily and if interest rates -- if we go into that
23 fund and interest rates rise, say, a year from now one
24 | percentage point, the value of that fund will be down.

25 || But if we have time that will be worked through. The




1 funds --

2| MR. EVANS: I understand.

3/ HR. KING: Okay.

s/l MR. EVANS: I do understand. I was just asking.

s|| MR. KING: Where we are on that line -- how far we can go, 1in
& other words, at this point I don't think -- with the

7 conversations I have had with Sandra I don't think the

8 Board wants to get to the point where they say here's

g what you can invest in. On the other hand, I think the
10 best information or help 1is really time frame. If you

11 have information that would lead you to believe say a

12 year from now "Well, it's going to be so long a time."

13 That will help us a great deal because -- again we're

14 looking at total return and even if we go into a fund and
151 there should be a small principal loss if we've earned
1525 three or four percent interest above that it more than

1*j offsets.

ugi MR. EVANS: At this level it appears that the principal will

!9; be protected based on what you're saying minus the
ED? deduction. Even at the most basic risk free type of
21 || investment right now this account does outstrip the
22 administrative costs?

23| MR. KING: Yes. It does right now on an ongoing basis and
24 | we'll catch up. It may be -- let's say three or four or

25 | five months that it will catch up. That's a fairly short




1 | time.
l
EVANS: Sura.

KING: I think to go back and answer your original

®

question as far as the allocation I would say at least 25'

Is

[ 4% ]
]

5 percent would in money market funds probably on an
5 ongoing basis and probably nothing longer than four or

7 five years anyway.

8|| MR. EVANS: Would you try and grade that you or would it be

9# just kind of a -- i

KING: Oh, no. It would be a laddered type situation.

»

EVANS: Sure.

3

- KING: Right, with maturities coming due every vear or

=

every six months. If we go with individual bonds -- |

which I think that's the best way to go because that way

15 | you always have something maturing. No matter what

6 | happens to interest rates out there we're going to get

17 | our principal back whereas with a fund it has no maturity
18 || date and you're letting the fund manager which is some

19 huge company. And they do an excellent job most of the
;:. tipe. We may commit part of the funds to something like
21 that. I think I have a good feel for what we need. i'm
::. just letting you all know my thoughts. But if you feel
23 that it's too conservative or one way or the other I'd
:af like to hear from you.

25| MR. CHAIRMAN: Let me ask you final question from my stand-

10
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point. What's the minimal time =-- you've talked about
the availability on one days notice or next day notice.
What is the minimum time that would accrue the most
benefit to the parties' monies for pay out? In other
words, if you had a month's notice would that yield a
greater return? What's the minimum time that would have

a benefit?

8| MR. KING: That's hard to say for sure, but 30 days notice

would generally be enough under any circumstances.
Obviously if -- probably if some situation occurred where
there were some decisions in the works, whether it was in
the courts or where ever, if we know that and we are kept
informed of the progress I might start moving money more
to liquid. So we may be talking a six month time frame.
But I just have the feeling that probably we would know
or have an idea something's coming sooner than 30 days.
And it may be 30 days or less once it gets down to okay,

we're paying the money out.

ig || MR. CHAIRMAN: Right.

20 || MR. KING: 1It's just as simple as probably the longer the

notice the better.

22 | MR. CHAIRMAN: Anything further, members of the Board?

23| MR. McGLOTHLIN: Mr. King, on the mutual fund that you're

24

investing in, we're Paying you a fee to handle the

account and then =-- are they also taking a fee off that

11




money?

MR. KING: That's right. Wwhat we do, if I use any it would be

a no load fund. In other words, no commission up front
or coming out of it. But yes, the fund would have an
ongoing management fee and those range from generally
one-half a percent to one percent. Generally when we
look at funds like that we look at the past performance
of that fund and that fund manager and their management
fees are netted out of the returns. But you're right,
though. You are paying us a management fee and using a
mutual fund -- you're paying a double fee. That can be
stated that way. But again if we look at the total
return of the fund it still can be beneficial to the
account =-- to the ultimate beneficiaries of this fund.
But, &35 I said, I'm really leaning more toward individual
bonds just because we have a little more safety, a little

less risk of market fluctuation.

- CHAIRMAN: Anything further? Thank you very much. We

appreciate that.

. CRATES: Could we maybe ask a question or to?

. CHAIRMAN: Sure. Come forward and state your name.

. CRATES: 1I'm Rick Crates with Equitable Resources.

- BARRETT: 1I'm Rita Barrett with Equitable Resources.

There's a question we have. When you charge the trans-

action fee 1s that per account or per deposit that's
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coming into the account?

MR. KING: That's per account per month.

MS. BARRETT: One of the things we would like to address the

Board on is the fact that on some of the accounts that we
have set up we will send in maybe $5 or $¢ a month and
what we would like to so is ask you folks if we could
escrow the monies until they reach $25 before we send

them to the bank?

MR. CRATES: If we understand it correctly, the checks that

we're writing that are $§5 or $6 to the account, 1if
they're getting a $10 transaction fee for each deposit
each month that check comes in then the Board's so to
speak in the hole on each one of those. We have an
internal policy of paying royalty when they reach $25.
We're currently paying the Tazewell National Bank the
checks as they're incurred regardless of the amount.
That's just something that we thought could maybe save
the Board some money as well as keep things going with

our own internal policies.

' MR. KING: That's true especially in the initial deposits, but

ongoing there's been a lot of checks that have been under
$10 and many times we try to keep track of what's charged
and what's not charged when a particular account doesn't

have $10. We're not charging the fee but eventually it

would be made up. Maybe there is something that we could

13




work out there. Of course, that part of it we'd probably
like to £=e also because it just doesn't seem efficient
to us to process a lot of small checks.

. CHAIRMAN: I don't think certainly that the Board would

want to see any inefficiency created over undue expenses

to the account. That wouldn't be prudent management of
the account either. Does anybody have any problem with

that? Wwhatever that cut off is, 1f it's $25.

. KELLY: That would be the thing to do. That's certainly

standard procedure for royalty payment.

. CHAIRMAN: Right.

EVANS: If it's your standard procedures you'll still have
to have some type of accounting for us or for whomever
for your books for accruing those fees. If you under-

stand what I'm saying.

. CRATES: Right. No do not have the capabilities internal

to accrue interest on seven or eight dollars or whatever
point that the check is cut. An example would be on the
first of this month a check for $10.18 would be cut, that
would be held, then next month $10 and whatever. And
then the following month when that amount goes over then
a check for the whole $30 or whatever would be sent to

the bank. We don't have an internal mechanism for

accruing interest or anything like that. It would Jjust

be whenever it reaches §25.
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! MR. EVANS: In other words, you would just flag your plflhl!ﬂ?i

MR. CRATES: That's correct. Our system 18 already set up to

Fd

do that and that's our whole system for all royalties

[ ]

company wide is based on that. We have ways of getting

is

around that which we are currently doing so that every

check that's written to the Tazewell Bank regardless of

o —— e T

|

amount is paid.
gl MR. CHAIRMAN: Do you a monthly report irregardless to track

g | this accruals?

MR. CRATES: 1It's called a suspense report and it lists things

1
|
1 | -= it's called minimal suspense.
iHR. CHAIRMAN: Could you file those with all escrow accounts

:3f with Tazewell just so there's documentation of the

I
14| account as it's being created?
|

5 || MR. CRATES: Sure.

16 MR. EVANS; I was just going to say, for whatever reason

17 somebody needed to know and okay, counted X, Y, Z, it has

18 | 817.12 in it. If the check has not been cut to Tazewell
19 || that account sits there but if somebody asks we couldn't
20 tell them --

-y | MR. CHAIRMAN: That will help them in compiling the respons-
22 ibility back to the Board of what the total amounts and
> | then what they actually have on deposit.

55| MR. KINGS: So, in other words, the funds until they reach us

25, wouldn't be earning interest but we're talking about

158
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25 |

MR.

MR.

. KING: Right. Then we can probably work with you on the

under $25 the amount of lost interest is probably

pennies.

EVANS: And it's a whole lot less than the transaction fee
that's being paid. i
KING: That's right, absolutely.

EVANS: So by doing it this way you're actually -- as far

as our prospective we're making money on it on the
proposition would be the same as -- you're talking about
prudent management of money. As far as upping the return

it's the same principles as by cutting that inefficiency

out. j

staff. As far as how we account == let's say $30 comes i

in and it's for three or four months, that's something i
that we'll have to work out because that will make things
-=- well, as long as a report comes with it to show what
months it 1s for we should be okay.

CRATES: The detail will be with it. Instead of getting
one check each month with the production month you'll get
one check with maybe three or four months of production
on 1it.

MCGLOTHLIN: Are there going to be some instances where

you're going to be holding money for a year to get that

$257

CRATES: Another policy that we have is that evary

—

16
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pecember regardless of the amount held a check will be

written. If the money being escrowed into an account

would only be $2.10 a month or whatever then when 1t gets

to be December our whole system clears out all the
pinimums for 1099 purchases at the end of the year and so
forth. So there would be a check written at least once a
year regardless of what's been held.

KING: I saw one check for four cents and really it
doesn't seem like it makes sense. But it depends on the
bookkeeping system, I guess.

CHAIRMAN: That's costing more money.

KING: Actually I just discovered this recently. We
mistook it for interest and we had to transfer and had
to -- s0 I like this idea.

BARRETT: Some of the bonus checks that we mail to the
bank -- and we can't separate those out =-- have actually
been for a penny. That's rounded up to a penny. 1It's
very expensive for us, too.

EVANS: Sure. You've got your cost to process a penny
check and the bank has their cost to process a penny
check. When you talk about going past a quarter and
going for a whole year, at your rate of return what are
we talking about? On $25 a buck and a quarter? Wwhat's
your transaction cost?

KING: Even 1f it's five or seven percent it's still




negligible, yeah.

MR. EVANS: A buck fifty, let's say. Your fee for processing

I that account is still more than that on a yearly basis. E

a So it still makes no difference in allowing them to clear
5 their book at the end of the year. That should not be a :
6 problem as long as there's some accounting to you to say ?

L we have this account over here and it's making about

a% three cents a month or whatever else just so that you

gh know because we do have to account for those funds in

Tﬂ“ some way, shape or form and know where they're at. :

11L MR. KING: I know we have the proposal and those things are !

12% set but we want to be flexible, too. Down the road I

13; don't think we have any objection to -- I know it comes
. 14 I: up at a certain point but we may be able to do something

15? here, too.

15:'HH. McGLOTHLIN: One other question for Equitable's people.
How many of those $2 a month accounts do you all have?

' MR. CRATES: I would say right now approximately ten. But it

o

‘G will only be increasing. I can't see that as being any
20 || smaller.

21 | MR. McGLOTHLIN: My concern is on a $2 a month to get it up to

22 $25 and it takes a year is one thing on one account, but
23 when you're looking at 100 accounts out there then you're
?4. having use of the money without paying any interest on
:ﬁ? it. And I don't like that idea.




MR. CRATES: I guess the thing that is against you guys on
that 1is is the fact that we would not be paying would

still be beneficial compared to the transaction fees.

MR. McGLOTHLIN: But if we look at the industry as a whole and
there's 1,000 accounts out there --
MR. CRATES; That's true. Some of the good accounts are going

to pay for some of the bad.

MR. McGLOTHLIN: But we've got $2,000 a month that the
companies aren't sending in because they're minimal or
less that $25 and it takes a year to get it. Then we're

looking at $24,000 that the industry has use of the

individual's money without paying any interest. Even

though it might be minimal per account, when you look at

the whole picture it starts adding up.

MR. EVANS: FKevin, if you think about it what's the trans-
action cost on that same number of transactions? If you
gent that money in. Okay. You say that industry has
$24,000 they have free use of basically. What does it
CosSt use to collect that money? If it costs us $10 a Pop
for each one of those, figure that number up and see what

the difference is.

| MR. MCGLOTHLIN: No. I'm agreeing that we need to turn it in

at a -- to give them the right to let it escrow internal-
ly or let it grow internally before they do it. But I

Just =--
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MR. KELLY: I can't see it, Mr. Chairman. I Jjust can't see

!|HE. CRATES: We also have the option that upon demand we can

MR.

- HARRIS: Mr. Chairman, how many other companies are in the

CRATES: Tf $25 seems high we have mechanisms to change

that to a lower number.

McGLOTHLIN: I'm thinking of some -- these accounts as

payable at $25 or every six months, something like that.

the difference there. EKevin, I go along with Ken. It
seems that regardless of the amount or period of time and
the fact that Equitable gets to use the money, we're
still making money on it because we're saving that
transaction fee. Let them use the money. We're still
saving money. I don't see that as being really an

adverse consideration.

release that money and pay it to the bank at any time. I

One day notice would be all we needed.

same situation? We're talking ten accounts, maybe twenty
accounts by the end of the year or something. Are there
other companies in the same situation?

CHAIRMAN: 1I'm certain there are.

RING: TI think that all of them probably have that
situation.

HARRIS: Do you know what percent of your total number
each month is a check less than $25 or less than =--

KING: I couldn't even guess really. I would say it's not




a majority. I really don't Kknow.

HARRIS: Yeah. You're not the person there watching the
checks come 1in.

KING: No. I see the reports. We could f£ind out, though.
I could give you some kind of figure on that.

. HARRIS: I don't have a problem with the waiting until
there's $25. 1In fact, that makes sense to me, to save
money. I don't know how many accounts we're talking
about. But I understand Kevin's concern also.

KING: 1It's not one out of a hundred, but it's not == if I
had to really guess 1I'd say it's sorewhere from ten to
twenty percent.

CHAIRMAN: We probably need to take action on this. Do we
have a motion from anyone?

KELLY: I would move that the Board allow companies to

-- Equitable in this case -- to internally escrow these

funds until such time they would reach an amount of $25

and then forward it on to the escrow agent conditioned on

a monthly basis forward the report of these accounts to

the escrow account.

EVANS: 1I'll second that.

CHAIRMAN: Motion and second. Further discussgion?

All in favor signify by saying yes. (SOME AFFIRM.)

Opposed say no. (ONE DENIES.) The motion carries.

Anything further? Does anyone else want to address the




Thank you very much.
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1"

-
[

e — —_

. " —
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18 ||

25 || MR.

CHAIRMAN:

ITEM 1

3| MR. CHAIRMAN: The next item is a petition from Ashland

Exploration for force pocling of a drilling unit. This

18 docket number VGOB-93/05/21/0406. That item has been
withdrawn. As you may recall, that was continued from
the September meeting and the parties did work out the
agreement. Mr. Fulmer, do you have some information for
the Board?

Mr. Chairman, members of the Board, I've got some
information that's in regards to old business. TIf you
recall last month's docket, it concerned a couple of
Ashland agenda items. This is in regards to 4407 and a
farm-out agreement that Ashland was attempting to get at
that time but they had not signed the final farm-out
agreement with CNR. This letter states that they have
reached a farm-out agreement with CNR and they request
that CNR be dropped from the force pooling order. Other
items that Ashland had before the Board, there was some
discussion in regards to the AFEs that submitted. These
are the two items that the Board requested in regards to
two unit proposals that Ashland put forth and these are
the updated AFEs for the Board's consideration. That
concludes the old business.

Those were approved subject to the submission

23




Any questions?

of these.




ITEM II

rJ

MR. CHAIRMAN: The next item on the agenda is a petition from

4?! Virginia Gas Company for granting of a temporary order
5l- modifying the Early Grove order to allow for testing of
g |l the Price and Little Valley formations in that Early
> Grove field. This is docket number VGOB-93/10/19-0410.
E-’ I'd ask the parties that wish to address the Board to

come forward at this time.

I'm president of Virginia Gas Company and have previously

1
|
|
Tﬂr MR. EDWARDS: Mr. Chairman, my name is Michael L. Edwards.
|
:

testified before the Gas and 0il Board. I would request

13 || to be sworn in and accepted as an expert witness.

142 || COURT REPORTER: (Swears witness.)

15|/ MR. EDWARDS: Mr. Chairman, we would like to extend the

16 || testing for conversion to gas storage tc the entire

17 1 currently developed portion of the Early Grove gas field.
'8 | MR. CHAIRMAN: Can I interrupt you for just a second? We've
egi got a vacuum or something going over our heads. Speak up
:e: Just a little. And other persons, if you can't hear you
:1; may move forward. Feel free to do that.

22 | MR. EDWARDS: We would like to extend the testing for conver-

> slon to natural gas storage of the Early Grove gas field
:;? to all 21 units that are currently developed in the
25 field. We would also like to extend the testing periecd




for a 24 month period. The reasons for the extension of

|
the testing period are as follows: First, by working all

21 units -- it's a substantially larger area than was
originally envisioned and the process of testing 21 units
in an entire field is going to take longer than testing
the original four units that we had contemplated. We've
also added a -- as you're aware we have added a second
reservoir in the test, the Little Valley formation. This
1s a more complexed reservoir than the Price Sandstone.
It will definitely take more time to evaluate this
reservoir. We feel after studying the preformation of
the field this summer that probably two injection and
withdrawal cycles will be required to adegquately ascer-
tain whether or not the field can be commercially
converted into a storage facility. The reasoning for
this is as follows; The main determining factor in the
decision on whether to convert the field will be the rate
at which gas can be cycled in and out of the field.
Generally with storage reservoirs the higher the rate
that the gas can be cycled in and out of the field the
higher the economic value. If the field's gas can only
be cycled in and out at a low rate it may not be econom-
ic. And the only way to do that is to test the entire
field probably twice. The reason for -- by twice I mean

by injecting for one full cycle and then withdrawing for




a full cycle and injecting another full cycle and

withdrawing for another full cycle. The storage wells =-
an interesting feature of storage operations is that the
deliverability from storage wells declines over time.

For example, wells in Appalachian storage fields, their

deliverability will decline anywhere from three percent a
year to as much as 25 percent a year. The mean value 1is
about seven percent per annum. The only way that this

can be accurately determined is by cycling gas in and

cycling it out and then cycling it in and out a second
time. That gives you your second data point that you

need to determine what the deliverability decline is.

The deliverability of all fields declines over time and
that's generally remediated by work-overs and by drilling
of additional deliverability wells. There will be sonme
variation within the field, I'm sure. I'm sure that some
of the wells will decline. They're deliverability will
decline at a faster rate than in other parts of it. For
those reasons we'd respectfully request that the testing
area be enlarged to cover the entire field and that the
testing period be extended an additional 24 months.

2| MR. CHAIRMAN: Any questions, members of the Board?

3| MR. HARRIS: Mike, you could probably tell from my questions
last month that this is new to me. I do have a couple of

questions. You talk about full cycles. What's a full




b cycle? You said that you inject for a full cycle and

2 then you -- I've forgotten the term -- extracted or

1
9 | whatever.

4 || MR. EDWARDS: Withdraw. Typically injection cycles are

5 usually 200 days and withdrawal cycles are from 100 to

8 150 days. The additicnal 30 or &0 days is typically used
7 | for pipeline work, compressor repair, Bmaintenance, things
8 like that.

9| MR. HARRIS: The other question is these wells were under a

10 | certain pressure when they were first drilled and I know

1 || sometimes you have to encourage them to extract the gas.

12 | But when you store the gas in the wells are You storing
f
1 at a higher pressure than what was normally there when
. 14 || they were first drilled?

,5ﬁ MR. EDWARDS: No, sir, we are not in this Particular case.
However, that is done in other areas. We are not doing
17 | that. That practice is called delta Pressuring and it's
TEE a -- but we're not currently doing that. The original

15 reservoir pressures in this area were about 1,400 pounds.

20 || MR. HARRIS: So you're testing essentially is just seeing if

21 || this -- well, I guess like You say 1s storage -- if this
22 W1ill work. There could leakage to other areas. Are

23 these the kind of things that happen? Again, I'm

:4f concerned about who pays for the gas and I may be off

25 | base on that, but this is gas that's already been pumped




and now stored? Pumped during the year or pumped during

2 -- well, stored during the year for use in high use

|
3 | Cimes. But again, if the amount of gas there decreases
3| and you lose 2 percent who loses the money in that?

S|| MR. EDWARDS: We do. We bear all the economic loss.

6| MR. HARRIS: Okay.
7| MR. EDWARDS: The other factor that enters into play here,

8 with depleted reservoirs when the reservoir fluids are

g | withdrawn there's typically some destruction of the

10 | reservoir volume as the lithostatic pressure -- the

1 pressure of overburden, in this case 3,500 to 4,000 feet,
12 will essentially cause shrinkage in the reservoir space
13 when the original fluids are taken out.

14 || MR. HARRIS: So that's also a part of the testing is to see

15 || how much of that remains?
TE“ MR. EDWARDS: Exactly, yeah, because you can make some pretty

17 || good estimates of the deliverability of a field by going

18 | back and studying how it originally performed when it

15j was first produced. However, there's a couple of factors
z:: that will almost guarantee that the actual performance of
21 || a field under storage conditions will be less than what
22 || it originally did. oOne is the destruction of the

23 original pore space. The other factor is formation

34- damage as the reservoir fluids are withdrawn. And then
gaﬁ as You reilnject the fluids =-- in this case gas =-- into




the reservoir there's =-- one of the factors is the

migration of fine particles inside the reservoir which

! can clog up the Permeability pathways. You're dealing

4 with a hole this big three-quarters of a mile down and
5IIF yYou really don't know what's going on directly. All of
6| your evidence is indirect.

*; MR. HARRIS: Thank you.

8|| MR. EVANS: Mike, you are real confident that this is one of
3 i the better defined fields and You're not going to be
1n£ anywhere outside. Obviously this field has been there

I

1 ! for a while. 1It's been developed at least twice. So --

| MR. EDWARDS: Three times.
MR. EVANS: But there's no indication that there's anything

beyond these 21 unitsg?
15| MR. EDWARDS: We know of at least one additional unit that we
15" Will probably be Téquesting to be added to the area in

17 || the south. We don't have all the complete notification

18 list made up for that unit yet, but it's between the
19 Miller and the Gilbert wells in the southwestern portion
20 of 1t. I can't answer with 100 percent certainty.

<t |l MR. EVANS: o0Oh, I understand.

22 | MR. EDWARDS: Certainly the structural configuration of the

23 field is well known from drilling and from extensive
24 slzemic that was ran in the area. This does appear to be
25 || largely -- not entirely but largely a Structurally

30
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1 controlled feature. The quality =-- for example, the

2 Price Sandstone wells are pPart stratigraphic, part

3 Structural. But the quality of the Price wells decreases
4 significantly as you go down depth. Now, it hasn't been
5! extensively drilled outside of the immediate structural
5; high, but there certainly is a very strong positive

7 correlation between the high structural position and the
8 high productivity.

9|l MR. EVANS: I guess what I was getting at is how much are you
10 | anticipating minimal losses outside -- to the outside of

1 | these 21 units as far as the unproductive, uneconomic

12 continuation -- say the Price or Little Valley or
13 | whatever else. You don't anticipate large losses outside
14 | your reservoir obviously?

15? MR. EDWARDS: No. I think the biggest problem with our

75& reservoir will be over the rate which it will perform.
-?E There's almost certainly some modest rate at which gas
teJ can be cycled in and out of there. The whole question is
rgf whether or not it's high enough to be viable.

20 || MR. CHAIRMAN: Wwhat's the remaining life of the 21 wells?
MR

- EDWARDS: We estimate that there's approximately 750,000

:zf MCF of remaining reserves in the field and that the field
23 | 85 a whole probably has a remaining life of about five |
24 years on average. Some of them are uneconomic right now

25, || as production wells. So I'd say the better wells could

il
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| MR. CHAIRMAN:

be produced for a longer period of time, but at some
point the economic limit on the remaining -- let's say,
for example, that you got five years out and you still
had two or three wells that were still producing at a
fairly decent rate. The problem is is that the gas from
those wells has to be compressed to get into the East
Tennessee line and the compressor uses 50 MCF a day and
the lower the rate the less efficient the compression
becomes. So our current estimate is about five years of

remaining life on the field.

and how is that all working?

| MR. EDWARDS: Under the terms of the Gas and 0il Board order

we will be paying royalties to the landowners based on
decline curve estimates of what the wells would produce
for as long as the testing period goes on. We would
anticipate that as soon as the testing period is over
then we would begin paying storage rentals rather than

estimated royalty payments or shut=in royalties.

| MR. CHAIRMAN: Are you selling the gas during the testing

period -- or are you proposing to sell the gas, I should

say?

| MR. EDWARDS: Yes, sir. I'd have to quit my day job and get

another job 1f we weren't,.

| MR. CHAIRMAN: What are you using as a method to compare ==

How are you triggering when to pay storage fees




during the testing period. I'm trying to get focused on

how you're measuring and monitoring the native gas Versus

the gas you're injecting to insure royalty pays on the
native gas and storage on the injected gas.

| MR. EDWARDS: The methodology that we will use there 1is as

4

| follows; We plotted the historical production for each

of the wells in the field, both production rate versus

time, and a P versus Z plot, accusulative production

versus pressure. These are generally the most accurate
reserve type estimation methods used in the industry.
Using those curves you an extrapolate with a high degree
of accuracy and precision. Obviously the method's not
perfect. It's generally quite accurate. You can

extrapolate what the remaining production in the wells in

the field is likely to be. And then, for example, 1f you
agsume that the field overall is declining at seven
percent a year, for example, and it produced -- using a
simple minded example because I can only sultiply and
divide by simple numbers, let's say that the field as a
whole produced 100,000 MCF in it's last year as a
production field. If the engineering data shows that the
field is declining at a rate of seven percent a year
which is fairly typical for a field of this type then the
estimated production for the following year would be

93,000 MCF and then for the following year after that it
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would be 93,000 X .93 and so on until you reach the
economic limit of the field. And then we would use the
current market price on the East Tennessee system to
determine the amount of royalty to be paid. Then we
would multiply the current market price times the
estimated production amount times the royalty rate.

MR. CHAIRMAN: Do you envision or have you had any documenta-
tion of damage to any of the existing wells by the
testing?

MR. EDWARDS: We don't know at this time. You really won't

know until you've withdrawn once and then reinjected. We |

don't really have any information aside from a three day
test that we performed back in July. We don't have any
real hard information as to the rates at which the wells
will produce. We'll start obtaining those in November
and at that point you need to see two things. You need
to see the rate at which it produces. To determine if
there's been any damage you need to see the rate at which
1t produces and then you need to see the rate at which
you can reinject.

MR. CHAIRMAN: In your professional opinion what percentage of
these wells do you think will be viable for storage?

MR. EDWARDS: I think we'll probably use all of them to some
extent or another. 1It's certainly less expensive to use

an existing well than to drill a new one. We'll also

34
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need to use some of the wells as monitor wells to make
sure that -- to check on how the pressures are behaving,
particularly around the outer edges of the field.

MR. CHAIRMAN: Other questions, members of the Board?

MR. KELLY: Mike, do you consider the current testing part of
the first injection/withdrawal cycle or is this a
separate distinct test period compared to the other two

year period you requested? How do you do that?

|| MR. EDWARDS: 1It's sort of half dog and half cat. We've

injected into -- I guess I would really prefer to see 24

months from November 1st. That way we can do the

injection cycles on the entire field rather than just on
a portion of it. We've sort of phased things in through
| the first summer.
rilgHH. KELLY: Done just an injection up to this point?
16 | MR. EDWARDS: Uh-huh.
17! MR. KELLY: No withdrawal?
| EDWARDS: Except we did about three days worth of with-
drawal there in July.
KELLY: The pressures are up to what level now?
EDWARDS: Line pressures are about 1,200 pounds. I would
anticipate that the -- we're about as high as we'll go.
I would anticipate -- we'll need to do more pipeline

work. I think we tested the pipelines to an MAOP of

about 1,500 pounds last year. I would anticipate the
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reservoir pressures are below that.

| MR. CHAIRMAN: Other questions? Let me go back to royalty !nrJ

just a second. If I'm a royalty owner is there a minimal
level of royalty I could expect during this test period?
You're not paying royalty during tests for the storage, f
per say. What minimal level of royalty could I expect if |
I was a royalty owner of a gas from a well? 1
MR. EDWARDS: What's contractually called for in the existing |
leases, I would say. Penn-Virginia began operating this

field on about a half year production cycle == I want to

say beginning in 1987 or 1988. Since that time the

field's basically been operated six months on, 8ix months

2 il ——

off. Their practice which we have followed has been to

———

pay royalties during the production period and then to
pay shut-in royalties or rentals as are called for in thn@
01l and gas leases during the periods when production is
not taking place. We've been following that practice
since we purchased the field. So yeah, there is a
@inimum payment and it varies from lease to lease. 1In |
Some cases it's §1 per acre and in some cases I think the
highest is $3. There may be some as high as $5.

MR. CHAIRMAN: Are any of these units subject to any prior
force pooling orders?

MR. EDWARDS: There is one, I believe. I'm trying to == I

don't recall which one it is off the top of my head. I

A6
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. CHATRMAN

believe it's the --

FULMER: If I can interject here, Mr. Chairman, there is
one. It's the Miller #1.

CHAIRMAN: Anything further? Anyone else wishing to
address the Board in this matter? Other questions,
members of the Board?

McGLOTHLIN: Will you reporting to the Inspector the
amount of gas that you're injecting into the wells and
the amount =-- during the cycles how much you inject and
how much you take out?

EDWARDS: Yes, sir.

Anything further? Do you have anything

further, Mr. Edwards?
EDWARDS: No, sir.
CHAIRMAN: What's your pleasure?

McGLOTHLIN: I move we accept the petition as filed.

EVANS: Second.

CHAIRMAN: A motion and a second. Further discussion?

If not, all in favor signify by saying yes. (ALL

AFFIRM.) Opposed say no. (NONE.) Unanimous decision.

We'll take a five minute break. The next time will be
Equitable Resources Exploration force pooling request.

(AFTER A BREAK RECESS, THE HEARING CONTINUED AS FOLLOWS:

37
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ITEM III, IV, V, VI, VII, VIII

MR. CHAIRMAN: The next item on the agenda is a petition by

MS.

%

5

MR.

MS.

Equitable Resources Exploration for force pooling of a
drilling unit known as VCP-3097 well. This is docket
number VGOB-93/10/19-0411. We'd ask the parties that
wish to address the Board in this matter to come forward
at this time.
McCLANNAHAN: Elizabeth McClannahan for Equitable

Resources.

. SWARTZ: Mark Swartz for Columbia Natural Resources.

SCOTT: Mr. Scott and John McKenus for Penn-Virginia

Resources Corporation.

. CHAIRMAN: You may proceed, Elizabeth.

HcCLANNAHAN: Just as a matter of explanation, if I can
sort of give you an overview of what we're doing here
before we call witnesses. I think it may be helpful.

CHAIRMAN: All right.

MCCLANNAHAN: First of all, the 3097 unit which is docket
number 0411, the first one of these that have been
listed, 1s proposed to be drilled on statewide spacing.
We have previously filed with the Gas and 0il Board the
due diligence affidavit, copies of the certified mail
return receipts and also the hearing notice and proof of

publication for those. Equitable is the operator under
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the oil and gas leases that are shown on Exhibit B of the

application. It is also the operator under the coalbed
methane gas lease that is shown on those exhibits with
the application. oOur testimony will indicate that
there's no mining within this particular area where the
unit lies. We're requesting the authority to produce one
well on this proposed 3097 unit. The permit for this
particular well has Previously been issued by the
Inspector on October 13th, 1993. The AFE, of course, has
been submitted as Exhibit F for this one particular well
in the unit. Columbia Natural Resources is a participant
in the working interest under the 72 and 88 oil and gas
leases. If you look at Section 4 of Exhibit B that we
have attached to the application you'll gee their working
interests outlined as well as all the other parties.

EREX 18 the operator under the 72 and 88 oil and gas
leases. Under this unit there's also a coalbed methane
lease and EREX is the operator under this coalbed methane
lease as well. Columbia, however, is not a Participant
in the working interests under that lease. If you look
at Section 5 of the application, Exhibit B, you will see
those working interesgts outlined as I've described then.
When EREX filed permit applications with the Gas and 01l
Inspector's office Columbia indicated in a letter to the

Gas and 01l Inspector that 1t would agree to the issuance
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of those permit applications Provided that we filed a

force pPooling application ip this matter. We have filed |
that compulsory Pooling aPplication and that's what's

before you here today. If you look at the conflicting
claimants exhibit, those are listed on Exhibit C of the

application. The interests that are op Exhibit ¢ are the

The royalty differential ig two and a half Percent which
¥You can see on that Particular exhibit, Pursuant to the
Etatute Equitable ig fequesting that CNR be given Bethodsg
Oof election, electing to be a Participating Operator or
electing to be a carried operator. And if cnRr chooses
not to make an election, of Course, under the statute
then CNR would pe deemed to be carried. If cnr elects to
Participate it would contribute 11.65049 Percent of the
Costs of this wel} and it's pet revenue interest wWould be
escrowed. That'g 10.19418 on the exhibit that You have

there in front of You. These are, of course, the




differences between the 72/88 oil and gas leases and the

53 CBM lease, working interests and net revenue inter-
ests. In addition, the two and a half percent royalty
differential and the net revenue interest differential of
all the conflicting claimants that are shown on there
would be escrowed. If the Board adopts this escrow
procedure that's proposed by Equitable in its application
then Columbia is deemed to be a coalbed methane lease
hold owner under the 72 and 88 -- well, if Columbia is
deemed to be the owner of the coalbed methane under the
72 and B8 leases this escrow procedure protects their
interest during the time that we operate these wells as

if they were drilled under those leases. So in this

application Equitable requests that this 3097 unit be
established pursuant to statewide spacing, that all the
interests of those parties on Exhibit B be pooled and
that the Board approve the escrow plan for the conflict-

ing claimants as is shown on Exhibit C of the applica-

-5; tion. With that our first witness is Don.

>0 || MR. SWARTZ: Maybe I can expedite this. There are six of

these pooling applications and they are all essentially
the same. I think Elizabeth will agree with that. The
reasons that I am here on behalf of CNR are very limited
and I would suggest, if the Board concurs and if it's

agreeable with Elizabeth, that we do this once with




regard to the issues that CNR is interested in. Since

CNR is the only respondent -- I think they are the only

respondent to the application. Essentially what 1'm
suggesting is we can narrow the focus to the concerns

that my client has which will allow Elizabeth to address

those. I can let her jump through the hoops on this

other stuff since we don't have a problem with it. Does

that makes sense to you, Elizabeth, or to you, Benny?

McCCLANNAHAN: That's fine with us if that's okay with the
Board.
CHAIRMAN: Provided that we folks here -- Mr. Scott, you
indicated --
. SCOTT: That's fine.

. CHAIRMAN: Any others? Does anyone have a problem with us

doing that? Does everyone understand what's being
proposed? Would you read the docket numbers that would
be effected?

- SWARTZ: 1It's essentially -- this is not the VGOB numbers
but the docket numbers. 1It's Items II., IV, V, VI, VII
and VIII which are all petitions of Equitable Resources
to force pool six units. They are all coalbed methane

wells. I think the only respondent to the applications

18 my client Columbia. T would suggest that we combine

those and press the issues which my client is concerned

about. 1Is that acceptable, Elizabeth?




1|/ MS. McCLANNAHAN: Yes. That's fine.
2| MR. SWARTZ: I probably need to identify the concerns so that

3 wWe can address them that my client has. They are
3 basically two in nature although there are some sub-

5' parts. The first concern is a substantive issue. Each
5 of these coalbed methane units as Propossd in the six

rL applications containsg only eighteen acres, a 500 foot

8 radius, and that results in an 18 point something acre

9 unit. There is no such thing as statewide drilling

10 units. I assume that the 500 foot radius of the circle,
1 although EREX could tell us, is the result of applying a
12 statewide spacing radius. My client is concerned that
vaf before the Board Create an eighteen acre unit there be c
14f testimony in the record with regard to the reservoir

15[r characteristics that would support a recent finding that

the unit ought to be eighteen acres. That's the first
17 | concern that my client has. I am interested in how it

was decided that eighteen acres 1is an appropriate unit.

19? And 1if jit'sg 8imply predicated upon a statewide spacing
znﬁ radius that isn't going to cut it. I mean, we need some
?1E engineering testimony with regard to the reservoir

zzﬁ characteristics of the Pool that's being produced and

Ejﬁ economic considerations that generate it an appropriately
zqi S1zed drilling unit. That's the concern of my client.
35; The second concern that my client has has a couple of

4]
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parts, what is essentially the flesh out status as a

conflicting claimant. The application basically auquentu!
in it's recitations that this is simply a dispute as to

which of two leases grants the right to develop coalbed

methane. In other words, Elizabeth has told you that
there is a 72 oil and gas lease and a 1988 oi1l and gas
lease under which CNR claims the right to the coalbed
methane. There is also a 1993 coalbed methane lease
which EREX contends that they have a right to (In=-
audible.) coalbed methane. Both EREX and CNR, of
course, dispute that the lease covers coalbed methane.
Essentially CNR is saying there's no need to take the 93 |
coalbed methane lease from Penn-Virginia because it's
already granted under the 72/88 leases. That's kind of
flashed out in the application. 1In addition, however,
there's a joint operating agreement between the parties
and I think I ought to put on record the fact that CNR
also contends that it has a claimant status under the
terms of the joint operating agreement. Penn-vVirginia is
a partner in that joint operating agreement. Columbia is
a partner. EREX 1s a partner in addition to being
operator. It 1is Columbia Natural Resources contention
that the JOA, even if we ignore the lease situation for a

moment, granted the right to develop the coalbed methane.

That JOA 1s dated in 1984. The application is silent
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with regard to that. I wanted to flash up the record
with regard to that issue as it pertains to claimant
status. Those are really the only things that CNR wishes
to deal with today. I need to conclude, I suppose,
before we turn this back to Elizabeth to tell us about
the eighteen acre units. I will conclude be telling you
that CNR is not here to block pooling of these units.
They are prepared to allow development to proceed.
They're prepared to (Inaudible.) escrow provisions and
so forth. I think EREX has in general devised an escrow
methodology which is satisfactory given the interests of
the respective parties under the various agreements. So
really the only thing, I think, substantive other than
giving us an opportunity to address the claimant status
issues would be substantively the Board needs to take a
look at what would be an appropriate size of a drilling
unit for these six wells. Having done so, Columbia would
welcome the creation of appropriate drilling units and
the pooling of those wells pending resolution of the
title issues. Those are the kinds of things that I
think we ought to deal with today. Hopefully that will

move us along.

| MR. CHAIRMAN: Thank you, Mr. Swartz. NMr. Scott, did you have

anything to add?

SCOTT: No, sir.
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.} MR. CHAIRMAN: To clear the record, the docket numbers that |
i

we're considering testimony for this one well, 3097, in

(¥ ]

3l that the testimony and all other relevant information

4 would be the same would be docket numbers VGOB-93/10/19-
5 0412, 0413, 0414, 0415 and 0416. You may Proceed,

6 Elizabeth.

7| MS. McCLANNAHAN: Just to make sure that we do have the record

B |l clear here, I assume then that we will accept the
9[ application as it's written with regard to ownership r
10 pPercentages under those leases. Is that correct, Mark?

11 | You don't need any Cestimony as to that?

12 - SWARTZ: Right.
13| MS. McCLANNAHAN: The same thing is true with Publication

5

14 || requirement?

15| MR. SWARTZ: Right. I'm trying to avoid all that.

'EL MS. McCLANNAHAN: If that's acceptable to the Board then wWe
1?5 can certainly stipulate to that. I suppose the Board
rs; needs to make a decision about whether it wants to hear
15; testimony as to that or whether it will accept the

20 || applications as they've been filed.

21 || MR. CHAIRMAN: T certainly think that You would need to

zgh stipulate your due diligence. I know that you have
23 || certified that, but you would need to have some testimony

24 | a5 to what you've done on this one well and therefore the

other wells that have been called §0 that we have for the

o1
L

———
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i record what constituted due diligence to notify all

2 li parties?

3/ M5. McCLANNAHAN: In this particular case all the parties are
¢H known entities, but we can certainly have Mr. Hall

testify as to that. We'll just run through those

|
5! questions so we have a clear record. Don, would you be

sworn, please?

COURT REPORTER: (Swears witness.)

10 DON C. HALL

11| a witness who, after having been duly sworn, was examined and

——
-

12 || testified as follows:

13

DIRECT EXAMINATION

- ———
T

15 |

16 || BY MS. McCLANNAHAN:

17 i Q. Would you state your full name for the record, please?
1811 A. Don C. Hall.
'9: Q. And your address?

20| A. I live in Wise, Virginia.

M

-: M5. MCCLANNAHAN: I assume the Board and Mr. Swartz will

2 i stipulate as to his qualifications as a land professional

M
-

"-J
Lad

for purposes of this hearing?
1! MR. SWARTZ: Right.

25| MR. SWARTZ: You may proceed.
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(Ms. McClannahan continues.) Mr. Hall, did you give

notice as required by Section 45.1-361.19 to each person

who's identified on Exhibit B of the application?

Yes, we did.

Were there any persons whose names wWeére unknown?

No.

Did you publish notice in the Bristol paper on September
2é6th, 19937

Yes.

Do you have a consent to stimulate the Norton coal seam
and the seams below the Norton in this proposed 3097 |
unit?

Yes, we do.

And from whom are those consents to stimulate?

Penn-Virginia Resources Corporation and Westmoreland Coal
Company.

Was the permit application for the well contained within
the 3097 unit issued by the Division?

Yes, it was.

Did you offer Columbia Lo assign its interest to Equit-
able regarding its Participation in this Proposed unit?
Yes.

wWere you able to come to an agreement asg to that?

No.

Are the conflicting claims whose funds are to be escrowed




and their percentage of interest to be escrowed listed on

Exhibit c of that application?

Would you repeat that question?

Are the conflicting claimants listed on Exhibit C and
their percentages to be escrowed?

Yes.

MCCLANNAHAN: As I understand it the percentages that are
listed on the exhibits have been agreed to by Mr. Swartz
and I assume we don't need to go through those again for
the Board, is that correct? They're accepted as they're
listed in the application.

CHAIRMAN: Any objections from any parties to that?

SWARTZ: I didn't hear that.

CHAIRMAN: Would you repeat that, Elizabeth?

- MCCLANNAHAN: Mark, you would agree that the percentages
as they're listed in the application are correct as
submitted?

- SWARTZ: Well, I have looked at them and they look like
what I was expecting to see. I'm not objecting to thenm,
but I'm not prepared to stipulate to them. Essentially
you're laying a number on the table that you're represen-
ting is accurate and I'm not arguing with it.

- CHAIRMAN: Any other parties that object to that? EREX is
the applicant you're Proposing to be designated the

operator?
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McCLANNAHAN: That's correct. .
CHAIRMAN: 1Is there any objection to that designation?

SWARTZ: No.

CHAIRMAN: By anyone? The record will show there are
none. You may proceed.

SWARTZ: If I could ask Mr. Hall a couple of questions.

Elizabeth, are you done with Don?

. MCCLANNAHAN: Yes. i

CROSS-EXAMINATION

MS. MCCLANNAHAN: Let me just §ay to take care of this, Mark,

Mr. Hall, you made general response to some questions

BY MR. SWARTZ: i

that Elizabeth asked you concerning your contact with
Columbia Natural Resources with regard to the development |
of this well and the other five wells. Do you remember
that? |
Uh-huh.

Would you agree that there is a Joint venture agreement
between Penn-Virginia, Columbia Natural Resources and 1

EREX in existence with regard to this acreage?

I believe EREX is prepared to stipulate that there is an

operating agreement as between the parties which is dated

January 1, 1984.
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H MR. SWARTZ: Okay.

Q. (Mr. Swartz continues.) Mr. Hall, did you consistent

with the terms of that operating agreement =-- you meaning
EREX -- offer CNR an opportunity to participate in these
wells?

Yes.

I think you testified previously that you reguested that

they assign their interest in these wells. Wasn't what
really happened that you made CNR an offer to participate
in this well and the other five CBM wells and that that

11 i offer was made because it was consistent with what the

13% JOA required EREX to do --

:3” MS. McCLANNAHAN: That was my question, Mark. I said partici-

raﬂ pate, didn't I7?

-5% MR. SWARTZ: Assigned was the word that was used.

*e? Q. (Hr. Swartz ccntinues.) I guess I need an answer to

ff' that. You offered CNR an opportunity to participate
consistent with your view of the requirements of the
joint operating agreement?
TO participate, yes.
Was CNR's response not that they didn't want to partici-
pate but that they felt that the coalbed methane interest
was already covered by the prior leases in essence?
Yes.

So there was really not a resolution of the participation




*fl issue. It was frankly a disagreement of the parties as
:% to what lease covered the development rights for CBM?
3 A. That's why we're here.

4j 0. Would it be fair to say that you did not request that CNR

assign any interest to you, you cffered them an nppurtun-+

i1ty to participate?

- MCCLANNAHAN:

That's correct.

(M. Swart:z continues.) And your offer of participation,

3 | would it be fair to say, was to participate under the ’

terms of the 93 lease?

Yes.

128 Q. And it was not an offer to participate under the terms of

13 the 72/88 leases, is that correct?

Yes.

15 ] Q. Was 1t your view that CNR's participation in this well

e and the five other CBM wells would have required that

they participate not only in the development costs for

18 these wells but in the lease acquisition costs associated

with the 1993 leases?

MS. McCLANNAHAN: I believe all of these questions are

w3 questions about contractual relationships with the

2 parties which are issues in the litigation. I think the

ra only point to be made before the Board is that an offer

| wWas made and the parties didn't come to an agreement. WwWe

already have that testimony here before the Board. The




1!| contractual beliefs of the parties is really not relevant
2 | to this particular Board. What's relevant is that the

3; offer was made, that Columbia and Equitable did not come
4r to an agreement, which we certainly agree with Mr. Swartz
5 | who is representing Columbia, on that particular point.
a] And that's really all that relevant to the Board. The

7 statutory requirement is that an offer is made.

MR. SWARTZ: My question wasn't really as to what anyone's

m

g belief was. It was in offering CNR an opportunity to

10 participate would the offer have recuired CNR not only to
1" share in the development costs of the well but also in

2 || the lease acquisition costs. Was that the offer they

13ﬁ made, not what did they believe or what did my client

1;? believe but was that the nature of the offer?

acquisition department. I'm not sure he even knows what

F
15 || MS. MCCLANNAHAN; Mr. Hall is actually not in the lease
|
I
|

17 |l the terms of that offer were.

18| THE WITNESS: No, not really.

!9? Q. (Mr. Swartz continues.) Well, do you know whether or not
:D. there was a component, Mr. Hall, or lease acquisition

21 cost in the offer to permit CNR to participate?

21 A. I don't know that personally.

23| MR. SWARTZ: That's all I have for this witness.
24 || MR. CHAIRMAN: Mr. Scott, do you have anything for this

25 || witness?

a3
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MR. S5COTT: No, sBir.

MR. CHAIRMAN: Members of the Board, any questions of this

witness?

(Witness stands aside.)
MR. CHAIRMAN: You may call your next witness.

MS. McCLANNAHAN: Bob Dahlin.

COURT REPORTER: (Swears witness.)

ROBERT A. DAHLIN, II

a8 witness who, after having been duly sworn, was examined and

testified as follows:

DIRECT EXAMINATION

BY MS. McCLANNAHAN:

l Q. Would you please state your full name for the record?
My name 1s Robert A. Dahlin, II.
And your position with Equitable?
I'm employed by EREX as an operations specialist.

F 0

r 0O

24

BS degree in geology.

:u. Do you hold any licenses in geology?

And your responsibilities and duties there are?

I coordinate the drilling efforts in Virginia.

And your educational background?

I graduated from West vVirginia University in 197% with a
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I'm registered in Tennessee and Kentucky as a geologist.
And your work background?

I've been employed as a geologist or related for the past
eighteen years. My first Position was with the Equitable
group in Kentucky as Kentucky/West Virginia Gas and for
them in Virginia as Philadelphia 0il. 1I've been employed
in the industry or related industries ever since,
employed by a consulting engineering firm for about five
years and beyond that in the oil and gas industry.

Your five years with the West Augusta Company, is

that --

That's the name of the engineering firm, yes. That's
right.

When you were with that engineering company what were
your responsibilities?

I primarily did coal reserve estimations through core
drilling and logging and offered engineering reports.
Have you Previously been qualified as an expert witness
before the Gas and 011l Board?

Yes, I have.

°1 || HS. McCLANNAHAN: Mr. Chairman, I submit Mr. Dahlin as an

expert witness.

23 || MR. CHAIRMAN: Any objection?

24 | MR. SWARTZ: Possibly. If he's going to testify as to

Teservolr engineering I may have an objection, If he's

a8




going to testify to coal thicknesses and seams I probably

don't.

MR. CHAIRMAN: Do you want to clarify?

HS. HCCLANNAHAN: We'll just go ahead with the testimony.

Q.

(Ms. McClannahan continues.) Is the acreage covered by
the 3097 unit underlain by at least one coalbed capable
of producing coalbed methane gas?

Tes, 1t 1=s.

How did you make this conclusion?
Through drilling of our conventional wells as well as

core drilling information provided by Penn-Virginia.

What are the formations from which you intend to produce?
We intend to produce any coalbed methane from the Red and
Green shells upwards to the Norton formation.

What do you estimate the amount of reserves to be within
the 3097 unit?

We anticipate at this point because of the exploratory
nature of the wells that we would have an economic well
at something like 350 million cubic foot of gas.

And the proposal for the unit size, on that is that
based?

As Mr. swartz speculated, it is on state spacing. Wwe
have no information in this area regarding the reservoir.
That is the reason for the force pooling of these wells,

to accomplish the drilling to acquire the depth.
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Therefore, we would rely on state spacing, a 500 foot

radius.

What are the coal thicknesses of each of the seams that
are listed on the application?

They're various. We again don't know the extent, the
lateral extent. We do have some information. We expect
them to vary from either not present up to four foot in
thickness. Occasionally we've peen a thicker seam
varying in quality up to eight feet.

Are the costs and expenses for the well set forth on an
AFE attached to the unit and force pooling application as
Exhibit F?

Yes, sa'am.

Does this exhibit reflect the cost of drilling the well
to total depth and completed for production costs?

Yen, it does.
MCCLANNAHAN: Those are all the questions I have for Mr.

Dahlin.

CROSS-EXAMINATION

- BY MR. SWARTZ:

Q.

Mr. Dahlin, on the application it indicates that the
reserves 1in place are 350 MMCF, correct?

Yes, eir. That's correct.
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Do I understand your testimony is indicating that you're
not prepared to state that this eighteen acre unit
contains in your judgement 350 MMCF?

MY testimony is that we don't know at this point.

Would you agree that if this eighteen acre unit were to
contain 350 MMCF that it would require that the ~sal gas
content be on the order of 900 standard cubic feet per
ton?

I don't have that answer. I would say though that the
gas concentrations would have to high.

Very high?

Very high.

In the Oakwood Field where we have 80 acre units is it
your understanding that the gas concentrations range
between 400 and 600 standard cubic feet per ton?

Could you ask the first part of that question again?
You're familiar with the Oakwood Field in the sense that
1L exists?

Somewhat, yes. Yeah, I know it exists.

And I assume you know that the Oakwood Field contains 80

acre drilling units?

Yes, sir.

Is 1t your understanding that in Southwest Virginia if
you were to start at the Oakwood Field and kind of work

your way west that it generally know that the gas content
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in the coal -- coalbed methane gas content in the coal
diminishes as you go west as a general proposition?

No. I couldn't say that I have personal knowledge that
that is the situation in every case.

I'm talking about a general rule. As a general proposi-
tion would most people agree that if Yyou started at the
Oakwood Field and went west that it would reasonable to
expect that gas concentrations diminished as you work
further west?

I believe I could agree with that statement, yes.

As a general proposition would it be fair to say that in
the Nora Field as a general Proposition the gas concent-
rations per ton coal are less than they are --

I don't have a line by line analysis on that. I know we
have some coalbed methane seams that are in similar
range.

Would you agree that in general, though, in the Nora
Field the gas concentration per ton of coal is generally
less?

In my experience in what core work we've done in the
variation between seams I couldn't make that general
statement.

As you go west of the Nora Field and get to the location
of this well and the other five wells is your expectation

based on the available data that you've reviewed that the
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1 [ gas concentrations per ton of coal are less that Yyou've

been experiencing in the Nora Field?

11 A. We don't have information specific to any hard evidence

4“ A8 to what we might encounter there.

n] Q. You indicated that You have reviewed information provided

8l to you by ann-vqulnlu. correct?

A, Insofar as the coal Presence, yes, sir.

all Q. Did Penn-Virginia share with you any information they had

o obtained with regard to the gas content of the coal study

unﬁ that they had commissioned and paid for?

A. With me, no, they did not. HYy fnnilinrit? was in
Preparation for thig and confirmation of the coal

13 |l thicknesses, éxlstence, etcetera. I did not receive any

14 | information on the coalbed content,.
-gf Q. Let me ask you this general question. Would it be fair
19 || to say as a general Proposition that drilling unitg tend

17 | Lo be smaller when the gas 1in Place is greater and tend

-u1 to be larger when the gas in place is smaller?
19 || M5. McCLANNAHAN: 1 think if we Just ask -- {f 7y ask him two
| questions I think it will take care of everything for
You, Mr. Swartz, if You don't mind me interrupting here
for two questions.

23| MR. SWARTZ: Go for it.
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REDIRECT EXAMINATION

BY MS. McCLANNAHAN:

Q. The first question is you do expect the coal thicknesses
to be greater in this particular area based on the logs
that have been presented to you by Penn-Virginia than
those in the Nora Field, is that correct?

A. That is correct.

Q. In addition, 1if you used units of 60 acres which are in
the Nora Field or units which would be just north of this
particular area that we're talking about in Wise County,
if you drew those kinds of units around each of these
wells would the ownership change at all?

A. They would not.

Q. So there are no correlative rights issues here whether
you use an eighteen acre unit or a 60 acre unit, is that
correct?

A. That's correct also.

1 Q. The ownership would still be the same as it is on the

applications?

A. Yes. That's correct.
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. RECROSS-EXAMINATION

BY MR. SWARTZ:

[

all Q. Are you proposing to the Board that they create pro-

5 visional units today because you don't know what an

6 | appropriate unit size would be and that you would come

7 back to them after you have drilled these wells to create
8 | appropriate drilling units? what are you telling --

9| MS. McCLANNAHAN: The proposal here is that the only thing the

10 Board and Equitable have to deal with is a statewide

" spacing rule which was imposed by the Legislature. Based
1EF on that -- obviously no wells have been drilled in this
13H field. We intend to drill these six as exploratory

,4} wells. They're spaced out in that particular way. And
T5j the only thing that we have to use is the statute that's
,Ef given to us by the Legislature. We don't think as a

,r1 prudent operator it would be the time to propose field
18 | rules to a Board, for example, nor to guess and say the
egE Nora Field is 60 acres and the Oakwood is B0 and this is
;gt Just south and west of that so we'll pick 70 or we'll
91{ Pick 60 or we'll pick B80. It's our pPosition here today
;;i that we're drilling these as exploratory wells and that
23 | the purpose of those statewide spacing rules is just

34{ that, to give us a unit size which has been imposed by
:55 the Legislature during this exploratory procedure. We
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|
'l certainly don't have a Problem if the Board wants to make
|
these provisional units. I don't think that's a prudent

thing to do because then -- 1f you get a Precedent for

4 gomething like that then You may have a problem determin-
) ing what payments would be at any given point. In this
gl case it doesn't make any difference becausge the ownership

7| 18 all the game. The Board has Previously on numerous

A Occasions used the statewide fpacing rules as the unit

0 designation, as I'p Bure you are all aware.

0] MR. SWARTZ: I guess what has me confused here -- this 185 a

11{ Question and a statement. If you think it's more of a

2 | Btatement than a question You'll have to respond, but I
-;ﬁ was under the impression in reviewing your application

14 that these were development wells because they're called
1nt development Wells on your AFE. Now, if that's a mistake

'“J and these are exploratory wells and you have no idea --
-'} It sounds like that'sg what you're telling us, that you
*”; really don't have a basis to advige the Board as to what
eq; BlZe these unitg really ought to be. If that's the fact
and you're willing to Btipulate or agree that the Board
21 Can create provisional units for exploratory wells and
that after the wells have been drilled and completed and

23 | 8re producing you're willing to come back and create

24 Il units that match what you're getting out of the well

25 | bore I'm sure BY client would find that an acceptable
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Procedure. We're dealing with a leage that says one well |

holds B0 acres. I mean, the 1993 coalbed methane lease

that these people are here under says if you drill one ,
well visa vi your lessor holds B0 acres. We've got |
elghteen acre units. We're hearing that there's no basig |
apparently available for them to make a conclusion. I

don't think they're dodging the issue. They're just

Baying we don't know what an appropriate unit size ig.

My position visa vi the Board is they've asked you to do

two things today. The application actually says so.
They're asking you to Create drilling units. If they
want you to do that I think they have to give you some
basis to do it. And they're asking ¥ou to pool. My only

1

issue here really is all right, if there is no ration

basis on which to size a drilling unit at this point |
let's create a pProvisional unit, let's let the develop-
ment or exploration proceed and let's revisit the issue
when there's data. That's acceptable to us. But I

don't want to create eighteen acre drilling units when
there's no basis, in fact, to do that.
MCCLANNAHAN: There has to be a basis on which you can pay
royalties within this escrow scheme. 50 I don't know --
SWARTZ: But you're telling the Board it makes no differ-
énce what size these units are?

MCCLANNAHAN: No. The point is that if Your argument is
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that the eighteen acre unit 1is not the appropriate size
-- I mean, you haven't suggested an appropriate size. My
point is that the Board 1is concerned with conserving the
correlative rights of those individuals who would
potentially be in a unit. And in these particular cases
it doesn't make any difference. My point is that's even
more authority for the fact that the Board can establish
a statewlide spacing unit under that particular statute.

I mean, we certainly can't come here and say -- the Board
doesn't have to give Equitable the right to drill the
wells. The Gas and 0il Inspector has already done that.
What the Board has to do is pool the interest. In fact,
the statute says it shall pool the interest of the
conflicting claimants. So my suggestion is simply that
the Board is better protected by using a statewide

spacing unit than it is by picking a number.

| MR. SWARTZ: The problem is there is no such thing as a

statewide spacing unit. Statewide spacing creates
distances from wells. It does not create units. There
was just an Attorney General's opinion that we got a
couple of weeks ago that I read as saying spacing doesn't
create a unit. You have asked in your application as
part of the relief you want -- A2.1: Applicant seeks by
this application the establishment of the unit in the

shape of a circle -- you're asking the Board to establish
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an 18.03 acre unit for each of these wells. B8ection

361.20 which allows the Board to create drilling units
does not say whenever it doesn't make a difference in the
payment of royalty the Board doesn't have to make a
scientific or engineering assessment of what an appropri- |
ate size unit is. I think if you're going to create a

drilling unit you need to put a basis in the record that

allows it to be appropriately sized so that the Board can

make a judgement or if there's no data available then you
need to just throw in the towel and say this is an
exploratory well and we'd like a provisional unit and
we'll revisit it. To say that is has no correlative
right significance -- I mean, all leases come to an end
and have boundaries. If we have six eighteen acre units
in the middle of these leases what are we going to do
when we get within 500 feet of a lease boundary? Are
they guinq to be in here saying an eighteen acre unit is
appropriate? You've approved tons of them on other
places on the lease where a hundred acre unit or an 80
unit would cross a lease line. So I don't think it's
relevant to suggest that it doesn't make a difference in
terms of payment of royalty or escrow to suggest that you
don't have to appropriately size a unit. What I'm

suggesting -- I don't see why it should be so difficult.

Let's go with provisional units. I think what we're
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hearing from Mr. Dahlin is that these are exploratory
wells, he cannot give the Board an opinion as to what the
actual size and ccnfiguration of the unit ought to be.
Let's treat them as exploratory wells, create some
provisional units and revisit unit sizing when there's
enough data to do it.

MR. CHAIRMAN: Any questions, members of the Board, at this
time?

MR. EVANS: Since we've kind of consolidated these six wells,

do you have a map with all six wells located on it?

11 || MS. McCLANNAHAN: HNot one map with all six wells. I don't

131 believe we have that here. We have a map in each permit
!

13[ and pooling application.

14 || MR. EVANS: I guess —--
Ml

|
15| MR. DAHLIN: Let me anticipate your question and give you an

I
751 answer and see if that's it. These wells are generally
|

17 | spaced on structure in the western section of our
property. For the sake of argument, in a unit spacing
sense we felt we didn't have to propose that since the
information isn't available. Let me say that if you
assumed a square unit of 80 acres the people affected
will be the same people. That is to say that all these
wells are proposed on the interior of the property to

where 1f you assume an B0 acre unit no other lease hold

interest will be involved other than the people represen-




: ted here today.
MR. EVANS: Am I to understand that the interstitial spacing,

J

3 if you will, between whatever pattern these six wells

s | make there's =-- that these 80 acre units that you alluded
5% to would abut or are they just 80 acre units maybe 2,500
6 feet distance from each other? My question is what is

7 the physical orientation on a topographic map of where

8 these six points are located. Are they located within
2 1,00 feet of each other? Are they located within 3,500
10 feet of each other? Are they located one here, one

1" there, one up here?

i
|

12|| MR. DAHLIN: 1I've got a real rough map here. These aren't
!

135 accurate, but just to give you an explanation they're

::é basically located on two topos, an Appalachian quadranqleI
15ﬁ and Flat Gap quadrangle.

15¥ HR. SWARTZ: They're miles apart.

7| MR. EVANS: That was my question. Wwhether we're in this area
wa% rather confined or whether we have six wells that are

*ﬁ: in -- '

0 . MS. MCCLANNAHAN: No. As a result of the exploratory nature

21 | of the six wells they're very --

22 || MR. DAHLIN: They're at least a mile apart.

zj: MR. EVANS: So they're pretty far removed from -- one from the
24 other?

MR. DAHLIN: Yes, they are.

= e e oy niect
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SWARTZ: And they're in a string that's several miles.

DAHLIN: That's accurate also.

EVANS: That's all I needed to know. When you were

talking about southwest trend and this, that and the

other thing, without some reference I have no idea
whether that trend goes 3,000 feet or 30 miles.
DAHLIN: The full extent between the furthest northeast

and southwest I would speculate would probably be twelve
to fifteen miles, something like that.

EVANS: We're talking about six widely spaced individual
wells?

DAHLIN: That's correct. Yes. Again, what I'd like to
say 1is that we don't have the information to propose
field rules for the appropriate spacing. So our assump-

tion is that we are drilling on state spacing.

. McCLANNAHAN: It's actually not an assumption. It's a

presumption of drainage imposed by the statute.
DAHLIN: 1'm sorry.
EVANS: I have my own opinion of what that says.
. MCGLOTHLIN: Mr. Dahlin, are you tanduming these wells on
existing sites?
DAHLIN: %Yes, we are. That was done in cooperation with
the coal company actually in order to sterilize or to
conflict with as little coal reserves as possible.

CHAIRMAN: Other questions, members of the Board? Do you




MR. SWARTZ: Just kind of a wrap up. 361.20 authorizes the |

have anything further, Mr. Swartz?

Board to create drilling units. I am not suggesting that
we're talking about field rules. I've Just started to
hear that and I'm not trying to say you ought to have
field rules and take the off of that can. But 20 says
that in order to prevent waste of gas or oil the drillinqr
of unnecessary wells -- which would apply on lease

drilling. I mean, operators presumably make money

operating wells -- or to protect correlative rights.
There is kind of a laundry list of reasons for which the
Board on its motion or an application by the gas and oil
OWner can establish or modify drilling units. That's in
A. If you go to E -- and this is really what I'm talking
about -- the second sentence, "If at the time of a |

hearing there is not sufficient evidence for the Board to

determine field boundaries, drilling unit size or shape

or allowable production the Board may enter a temporary
order establishing provisional drilling units, field
boundaries and allowable pProduction for the orderly

development of the Pool pending the seat of information

necessary to determine the ultimate pPool boundaries,
spacing of the wells for the Pool and allow production.
Upon additional findings of fact the boundaries of a

Pool, drilling units and allowable production may be




modified by the Board."™ Essentially what I'm suggesting

to you is Section 20 contemplates the drilling of

exploratory wells. It contemplates the difficulties of

proof to establish an appropriate drilling unit and
offers the Board and the parties a mechanism to allow
exploration to proceed on a provisional basis which then
gets modified to tract reality. I think what I'm asking
that proposing that Equitable either agree to or that the
Board do is to simply recognize that these are explora-
tory wells which is what we've heard today, that there is
not sufficient data to permanently configure drilling
units and that we allow the -- create a provisional unit.
I mean, as far as I'm concerned the provisional unit
could be eighteen acres as long as there's an understand-
ing that when we have production data we come back and
get these units sized to match what they've actually
found -- what they've actually encountered. The drilling
of unnecessary wells certainly is -- units ought to be
the right size regardless of where they are to make sure
that you're not over drilling. There are obviously
boundaries to these leases and if we're looking at the
issue as drilling units for this pool then we are
contesting this pool. I think the size of these units
will ultimately become relevant to other units that may

effect correlative rights that may not have just the same




parties that you see before you. My recommendation is to
approve the application, treat these proposed units as
provisional with the understanding that when there's

production data somewhere in the record that creates EEIE:

units that's nearer reality.

} MR. CHAIRMAN: Do you have any problem with that, Elizabeth?
|
|

MS. McCLANMAHAN: I'm not sure what we mean by at some pcint

after production we're to come back to the Board. Do you
know what your proposal is about that, Mark? Are you

suggesting a proposal to the Board or does the Board have
an idea of -- at what particular point are we suppose to

come back and submit evidence?

| HR. SWARTZ: Well, I assume that Bob or other people within

the operations management at EREX will feel at some pnint:
unless these wells are producing that they have a pretty
good idea of what they're draining. I mean, I kind of

assume that you ==

| MR. DAHLIN: That's accurate.

-E MS5. McCLANNAHAN: Right. I mean, we don't mind saying that
we certainly considered this in the big scheme of things
and in the long term planning. We've already talked
about this and we certainly will come to a point where we
know more and can present that evidence to the Board and
we don't have a problem doing that. I just wanted to

make that we're the ones who have control over producing




o that evidence to you in the timing that we think is

R appropriate.

3|| MR. EVANS: Hold one just one second. As far as that goes,

e

anybody can petition this Board for field rules anywhere.

5| MS5. McCLANMAHAN: Right.
6| MR. EVANS: So when you say you have control over =-- you have
7 control over the data that you develop but not necessar-
8 ily to the exclusion of anyone else.

g || MS. McCLANNAHAN: Exactly. My concern is just the opposite of

10 that concern and that is in 30 days is this going to
1 require another hearing for us to come back one well at a
12 time. That's my point.

13 || MR. KELLY: I just wanted to try to establish a line of

14 thinking on this. 1Is the concern that if the units are
:

15 |l not established on a provisional basis that there will be
|

16 || no mandate to come back later and establish appropriate
I

17 i field rules?

'8 | MR. SWARTZ: The other problem I have, Mr. Kelly, is I think

19 | the Board in creating any drilling unit needs to have a
E:ﬁ factual basis to do it. From what you've heard today I
?é; can't imagine them having a factual basis. So I think
22 || from your standpoint you need to say we're prepared to
23 | Ccreate a provisional unit because we don't have the

:4§ factual data. You're being asked to create a unit by
;51 this application and you have to pool. So I think we

73




1 18€< Lo acknowledge what we're doling, that we are

: - Creating a unit without a basis in fact to allow explora-
3 tion to proceed. My concern is if You Jjust created a
. unit and 1t didn't specifically -- you call it pProvision-
S 42 -- 1t wouldn't have a basis to deal with the record
0 ind secondly you wouldn't have a return trip.
7

MR. KELLY But you're more concerned about the return trip?

Bl MR. SWARTZ: Right. I'm nOore concerned about creating units

9 wilch track the realities of what they're producing.

W0l MP. RELLY whereas under your Proposal 1f you did establish a

L urit based on statewide spacing you've said you intended

-

12 ‘O Come back later and apply for field rules once you

13 have the dppropriate information —-- or have you said

14 chat?

51 M McCLANKRAHAN AU thils particular time we certainly --

Gl MR, ®ELLY Cr do you even know?

*'1 {CcCLANKAHAN ac we have discussed that as a long tern
8 3trate 7 terms -- obviously if all thase wells turn
19 Jut Lo be not very productive we won't ever be back

<0 1ALy ~C We can't sit here and say we promise wa'll ba
21 JaCA On some certain date. 3ut, as you well Know, that
22 -ertainly 1s the Dlgger strategic Plan. Now, I do want
fﬂw . L 1T because we'rea certainly in agreement wWlth
E‘r IRlNS “hese provisional drilling units, whatever that
Pﬁﬁ eans -nat we're not Suggesting that we haven't Provided
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a4 unit
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the proper information or testimony to establish

ased on the Statutory presumption as well as the

jeological evidence that we've Presented to you about

those coal secams from which we intend to produce.

CHAIEMAN

Other questions, members of the Board?

.8L me ask Mr. Swartz and Ms. McClannahan. You

both agree that a provisional unit can be established in

thls 1lnstance in which case that answers your concern --

SWARTLZ :

A long as there's sonme understanding of a good

fait return visit when Bob feels like he has the data

-
[

can come in and say I think this is an appropri-
‘rom a drainage and economic standpoint given

i®elng coming ocut of this well bore. That's

HAN The concern nere, too, I want to make -- I

need to lay this all on the table. We certainly
b1y need more than six wells before we can have

‘a4 1n addition that and we --

10T @« Particularly if YOU string them out over
\FAN Right, exactly. We're not suggesting that
D& Dack here for another Provisional unit on
"® 2as1s5 and we certainly don't wWant an order of
1 to cut us off from doing that because I think
‘N would agree that -- he can't as a geologist --

73
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fficials have indicated that we're not

make a decision about this entire field on s1ix

I'm being misinterpreted. I contemplate
ndy come back with six different sized
i@ probably won't. But the production is
identical, 1 assume, from each of these
an contemplate that what he's going to
I unit si1ze work given the six units
80 that we're not beating

But I assume there are going

I'm not trying to

precedent for the remaining wells in the

I'm just asking for a
the data to convert these
dr:lling unit that makes
that's all. I'm not trying
to that or somehow hamstring
ther wells.
inucerstand why the Board would want to
nal dralling unit 1f it's not certain
3ut in terms of
establish an eighteen acre
Dack and change the same @lghteen

to an B0 acre unit or 150 acre




! init -- 18 that what you're Suggesting, Mark, that

B werfiaps we need to at scme point come back and change

J 1 init size

41 MR. SWARTZ Right A provisional unit Blmply means we don't
g whit this unit ought to look like but we need to form a
o unit to poel this and Proceed and when we have the data

W8 1] come hack INd create A unit that hasg a basis in
8 tact tor this development.

PH M2 McCLANKAHAN I think the Board has done that on a number

10 O occagions with other Uunits that were in the middle of
" tatawide un.tn fou've imposed field rules on top of
12 units t'in® were Previoucly established according to the
13 Etatewilde presumptions of drainage,
"“lI MR, 8COTT [ Know we've danced iround this for the last
I5| little bit ut I assume that there 1s motion pending for
10 1 fleld wids Spac:ing by Jn?hjd? at this Ppolnt -- nuthlng
17 iled 1n your office, is that correct?
10 H 'HATRMAN ifiere’'s nothing before the Board.
19 | T KAy
20 i[ b HAIRMAN yOU Nave any other Witnesses?
;”|I- . ANNAHAN " N
22 || u LELLS Let % Just go back one Hinute as far as future
23 i @XPioratory wells that you may come forward with after
24 1 8 first s1) ‘an 1 anticipate that YoOu would also
<3 Propose those based on statewide spacing until sSuch time
17
|
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rule proposal came forward?

tly right. That's our intention.

intend to start playing around with

You're ready to make a formal

cquire the data to propose it. That's

we have a permit 1ssued on the eighteen

il
[

|
-

A

- -
k]

wa are incumbered by a provisional unit
to accomplish our contractual

hat provisional unit be this eighteen

£aid that the provision unit can be
l1CK a number. That's fine. It's okay
provisional unit. 1 would point out

, A8 | understand 1t, were issued wit

that we would have this hearing today

Iress unit size and pool. BEut they

doubt about it. My client wants
this 1ssue -- do you

Ppoint in the future
>f production under your belt

ES51ng waat these s51X units
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The only problem I have 1s we don't know what

goling tc find or at what point we'll feel confident

or have the preponderance of the evidence to come back to
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ne an Lnappropriate unit si

5@ whatever we may find. I don't have a time. 1
have an unknown.
NAHAN: I think everybody understands that.

It you have s1x months of production, Bob, is

probably going to allow you to make some assessment

Based on our experience in the Rora Field, just

lveé you some general background, we're still wrestl-

priate unit size there. I would say
on that that six months 1s not enough. We would

int to be locked into a particular time period to

I

e. Theretore, we're

g for this to be based on the state spacing until

me that we can determine 1f we need to come bhack.

iNAHAN Under the statute under 361.20.A the Board

@ authority at any time to modify a drilling unit

vher 1t ' s a provisional drilling unit or an estab-

ir.lling unit That's exactly right. The Board
war regardless of what kind of unit we call

1fi1cally says the power to establish or

.lng units 1n the very first sentence of that

~J
0
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CHAIEBMAN: I think though, Elizabeth, the point's been

made and certainly it's my belief that that would be
based upon evidence Presented to the Board at any point
ln time to substantiate that.
MCCLANNAHAN: Right. And as Mr. Evans has Pointed out, on

anybody's motion within the field.

SWART?Z Well, the problem here 1s somebody's got the
burden of proof today and it isn't me. Somebody has to
ftlesh out a factual =fglneering basis to create a
dr:lling unit I think Bob has been very forthright with
frOU 1in say:ing I don't know. this 15 our economic limit,
thls 1s what we'd like to seée, this are exploratory
wells And under Clrcumstances where People come in and
nonestly say I don't Know what this unit ought to look
like the Board has an ability to allow development and

Proceed on a provisicnal unit basis.

McRENUS 'Y name 1is John McKenus. I haven't heard anyone
34y today the statewide spacing law 1is unconstitutional.
Unless someone is making that PIoposition it seems to me

that 1n the absence of any special field rules that's all

Inaudible and i1t was ny understanding that

inder the Slatewlde Spacing statute the force Pooling

AFF-1cations today were made. I think there's a3 Provis-
the Code whereby any interested party may make

i0r elither permit or Provisional spacing

80
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haven't

)

don't think that that has been done. We

Deen notified that that has been done. The Board
JWn motlon may consider special field rules. As
Know that hasn't been done. I don't know why
operator, wnether 1t's for a coalbed methane well or
conventional o1l and gas well, who drills in an area

special f1i1eld rules haven't been set out may not

=y
(o
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o
e
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Latewide spacing. It does create a unit

1ers -- statewide spacing refers not only to

between wells but also for offsetting boundary

1 ' m somewhat perplexed by some of the proposi-
Mr. Swartz has made on this. I think that

cleaned up for the record.

a20ry on this but the Board has done this
time2s 1n the past. Never has a provisional

éstablished just because you're in a statewide

Jne thing that the Board has nad to deal with
=0ard will have to deal with here and certainly I
r'n as we g I think we have in a lot of

real Key here is what happens if jit's
L thls should, in fact, an 80 acre unit
irnitially established as an @lghteen acre

the effect of the order 1{ 1t were 1ssued

81




1 today and accepted as eighteen? Is it retroactively then
2 changed to B0 acre because of the unique circumstance of
3 no other parties involved either way 1t goes or --

Sl MS. McCLANNAHAN I think you under the statute have the

35 authorlity to modify the unit as Mr. McKenus and I have
6 been i1ndicating. We certainly can't sit here --
M CHAIRMAN I think we have the authority to modify the

B unit. The question 1s do we have the authority to modify
3 the unit retroactively to today at three yvears down the
10 road or do w2 have authority to modify it at that point

n 1n time. 1 think this gets right at the heart of the

12 some 0f the concern that we're going to have in the

13 tuture about any unit that we approve as to what happens
14 ]

-— @specially where we don't have evidence substantiating

15 the 512e of the unit
16 s 2 HHAHA But what you have 1s something better than
17 -

evidence and that 1s a statutory presumption

18 1 M "HAIRMAN Well, that's arguable.
16 ¥ Wi T - - - T =aw -
' FF wii2ther 1t 's relevant or not, in regards to the
oL permit application -- I see that belng thrown around
2’ he As far as the permit applicaticn being approved,
:? |- N - - L atebalalilf=-Te ..\__.I- =1 :‘l_‘:h'll ia S . d . - - i

‘I- i sl E i i . S - Al T pﬂ'\. 1ng un E- A § w IL E
23 | \F P! l on notice as required in the notice provisions.
s i
- T - = & - | = -
‘ ng 0 with statewide spacing. rhat

|
P

been brought up here in regards to that, but
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the permit 1tself was net i1ssued on statewide spacing
requirements under 17. It was 1ssued in the notice
provisions. That 1s a requirement of the law. The only
reason wny 1t 1s here before you 1s because we have a

claimant within this boundary that they have shown and
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rements. I just wanted to make that vervy
clear because I've heard that being batted around here
about statewide spacing.

ME. CHAIBMAR Any other questions, members of the Board? Do

You have anything further?

ME. CHAIRMAN: Any further comments? (Pause.) Do I have a

M. EVAHNS =1lnce DOTh parties are 1n_agreenent that a
provisional unit is possible and acceptable and in this

his inctance there's no reason not to do

()
|84
I
|
()
e
J

trat, 1 don’'t see any reason why we cannot grant the
petit ised upon the establishment of a pProvision
iri1lling unit and force poecl th lnterest within that
IR MAT ! have a motion
‘ E acond
“HATEMAT A motion _and a second Further discussion?
n_1avor signify by saying ves (ALL AFFIRM.)

Lo
Lt
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I} ME. CHAIRMAN The next 1tem on the agenda is5 a petition from

31, Incerporated for force pooling of a drilling unit
5 known as U-16. This 18 docket number VGOB-93/10/19-0417.
@ partiles that wish to address the Board 1n

7 this matter tc come forward at this time.

8l MF. SWARTZ Mark Swartz appearing for Consol, Inc.

P MP. McGLOTHLIN Due to a person conflict I ask to be excused

10 from this hea

mn b T “HAT

I)
&
T
2
I.-
ih
- |
4]
o
o1}
ol
=
()
"
r
a2

12| MF. SWARTZ I think the rule 1s 1f you start with a quorum

13 you've still got a gquorum.

i

ority of those voting.

1S|| M "HAIREMARN what I'm trying to sort out 15 are you going to
16 51T 1n and ask questions but not vote or not ask quest-
17 - . o

18 j| M McGLOTHLIN I had not anticipated to ask any questions

s
e
-
-
=

20 || 15 HATRMAN All right The record will show that the Board
Ve a guaorun Mr. McGlothlin has recused himself
22 | ecause of potential conflict. We shall proceed.

3 || v SWARTZ Ist an overview of what this application

‘ involves jiva you an 1dea of why we are here, we are

1ng any respondents to 1t. So we are not seeking

85
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. 1 ‘ to> force pool anybody. This matter was heard on June
2 i .nd by this Board on the original pooling application
J% and the unit was force pooled by the Board at that
4i hearing subsequently and an order was entered force
5:' woling the unit Thie application seeks to amend that
ﬁl yreddler which was entered after the hearing cn June 22Znd,
?ﬁ 126 The docket number for the original force pooling
B& hearing was VGOR-93/06/22-0381. That number 1s referenc-
ﬂi! I in the notice or at least certainly in the applica-
1nj *lon Th wmendment be ame necessary because when title
”i% i ware reviewed and information was prepared for
wl; the division orde:r take off, meaning getting ready to
I
1JH *art ywing pecple and escrowing funds, 1t was dis-
. H;? ered *hat rath errors -- mathematical errors had been
”4; ‘ 1 J6t simple calculation errors in Exhibit E and
'ﬂ: » har ‘ 1Y & .t carried over i1into Exhibit G and they
”:i , t simply math errors. In addition to those math
‘ﬂi' = . needed to be straightened out there was a
19 § h developed -- 1 mean, we were aware of it
:Gi 1 appropriately addressed in Exhibit B and
L - first tire wa got here. Record title with
ﬁ'l - @ of the tracts that are involved in this
“5: \ L generate anything approximating with
2 | )f the tracts the list of people that you
3 | ientiaily many of these respondents were
‘l' .I
H 86
]
il




' »1nad as respondents and identified as potential

2 -laimants through leg work of land people. With regard

3 te some of the estates and some of the interests there

4 simply has not been any effort by the families to bring

3 the record of title into a lineman with, I guess, oral

6 iicposition of the property among the family members. So

7 the original force pooling was an effort to take record

a title and deal with the respondents that needed to be

9 joined to conform with record title and also join as
0 respondent~ people who were claimants that had been
L 1dent i { poken to claimed an interest from estates
12 ind famlly members in this. In the process of looking at
13 record title and locking at the kind of oral history of
14 the famil:ies for purposes of coming up with a division
15 order take off and for purposes of giving numbers to the
1ﬁ| Board t"hat the ascrow agent could use with regard to
*?5 @scrow and alsc for purpeses of allowing people who
rﬂh wanted I participate 1n this unit -- there have been --
'ﬂl A \ €¢celved a falr number of calls from people who
Eﬂ; Want to participate. It became clear that some
?TI ! roers were a product of math errors, but there
22 || ‘ 111y ml5takes 1n terms of the title in terms of
23 | percentages in tracts S0 what happened then
?‘: 150n 10T tals applicaticon i1s to correct the
fﬁi I °5 that were made and to straighten out the

|

o
-]
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the recerd as heirs. There are exhibits

can between the record title and the

whno have expressed claims that are not

0 glve you some of i1dea of what's
'S not changing, 1f you go to Exhibit A

plat 1s Exhibit A as amended that

You on 6/22/93 as part of docket number

not changed but 1t's been included for
and fi1iing purposes. Exhibit A, Page 2,
I believe the first time we wer

ling an cutstanding oil and gas

- "
-

percen increased to 57.857
in that there's
are no additicnal
percentage of the oil and
ve been outstanding.
i@ map that's published, that has
B which 1s annexed
of VGOB-93/10/91-0417
combined effort of Les Arring-
and my office to bring the -- to
and bring the balance of the
1dreement | n title records and the
veen expressed and discovered by

come back to some of this, but if you




. ' gc tC the DWE or the well estimates which were Exhibit C.

2 these estimates were discussed at the hearing on June

3 2znd. As you may recall, there was testimony with regard

4 to a 320,000 hook up fee which I think Sam summarized his

5 Views on that as he wished that he had never put it 1in

© the application and there was an agreement by OXY to

7 withdraw that hook up fee charge from the DWEs. They

8 were amernded after the first hearing, but what you're

B S@21ng -- 1t's called the second amendment -- is the

10 imendment that was accomplished before the order was

" entered to remove the $20,000 hook up fee. So each of

12 these went down $20,000. We're not seeking to further

13 amend thi This was accomplished last time as a clean
. 14 ¥ -he next exhibit which identifies the -- kind of

15 SNCcWs the panels and the short heole and highlights the

16 4n1t, that kas not changed. Then G, Page 2, the percent-

‘Tr 1€ : ranal Ln the various units, that remains the

‘Hh S ams =Xnioit G, Page 3, had to be changed because when

19 we Dacked the §20,000 out these numbers changed. These

|

?ﬂr WY nde nd submitted to Tom and Sandy and so forth

3‘; ind wer=s referenced in the order that was actually

22 : *S€é are not new -- they're a matter of

rx recs: ‘L they’'re included. Then obviously Exhibit

24 20 » through 11, have, in fact been changed to

or

25 ’TTect the math errors and to bring title into alignment

H
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wiial we understand title to be in terms of the

ntages and hopefully consistent with Exhibit B.

th that kind of Eumnary of what's changed and what
sh 't changed and why we're here I'd like to take a
Ltie D1t of testimony from Les and to the extent you
Y€ questions te understand what nas happened I'll turn
M Over tc you all
EFORTER -Wears witness. )
LESLIE K. ARRINGTON
Wwho, after having been duly sworn, was exXamined and
- t0llows
DIRECT EXAMINATION
maETT
{4C ¥YOU s5tate your name for the record, please?
511 r Arrington
who d U work for?
part [ your jot fesponsibilities for Consel, Inc. is
JI responsibilities to Frepare notices of

S0
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and the application that we're dealing with?

JUst some basic questions. Buchanan Production Company

15 a Virginia general partnership?

And the partners in that partnership remain Appalachian

Operators, Inc. and Appalachian Methane, Inc,?
1ekb
And Those two companles are at least indirectly owned now

¥y Conscol, Inc.-®
fes the jra
Is Suchanan Production Company authorized to do business
.:‘.. "'l.-;:r_l&-
T gd251lgnated operator at least based on a transfer of

peratorship at the last hearing of this unit would now

. inc 1S that correct?
IS0 GC. 1s a Delaware corporation?

nsol inc. authorized to do business in the Comomon-

~e83lTh ©f VYirginia and 1s it registered with the DMME and

f0es 1t nave a blanket bond on file as required by law?

91




we dc.
Buchanan Production has a management company or a

ranagement committee, correct?

that managerent committee delegatad any responsibil-

1Ly to Consol, Inc. with regard to the affairs of BPC?
1t has.
1N gene
the authority for Consol to operate it.
be the professional manager?
lcnal manager, yes.
the exhibits that yvou have brought with you
Drought written evidence of the actions of
committee of Buchanan Precduction to
Inc. as 1its agent?
That's Exhibhait 5.
at the last hearing consented to serve as

10 you recall that?

tered but the board

ndents names who are listed in the second

~he notice of hearing and then are again

Exhibit B of the application, are those names




/oras, the people identified in there -- ¢

as were force pooled in June of this year?

subtiracted anyone?

1s changed are the allocations of their inter-

extent:

15ted in Exhibit B the

hearing and a copy of the application filed

= i

-1-S motion to amend to all persons for

addresses?

that mailing and publication and return

that you've tendered to the Board

pPreviously submitted

- 111ed mail in

Obligations under Section 45.1-

-
L

have an address and teo whon

that i1nformation be disclosed
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And Exhibit 3
You ' ve given

FESUNne taart
125 1T Was
by fud ™ 1N acdiyrt
eiprT =~ 3T
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shown as not having an address?

standpoint in addition to mailing did you
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today 1s a certificate of
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1 sfhowing the change, 1f any, is that right?

il A Correct

I C -ould you explain to the Board -- I've made a representa-
. tlon but you'ra testizying under oath. Could you explain
3 why 1t becanme necessary -- 1f there's more than one

& I€ason we need to know that -- jt became necessary to

7 AmEnc Exhibit B :in terms of the Percentages and Exhibit G
& insofar as it deals with the division of interests?

2 A Yos Upon mailing out the Previous Board order 381 I
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12 ~10n in that unit on and I started noticing that the
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21 1 ~ .
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& i, Deborah J. Bise, Notary Public in and for the Common-

Il wealth of Virginia, at Large, do hereby certify that the
O}l foragoing proceedings of the Virginia Gas and 01l Roard

9 meeting held on October 13, 1993 1n the Conference Roorm at

WWH the 4-H Caente: Abingdon, Virginia, were taken by me and that
Ll the foregoing 1s a true and correct transcript of the proceed-
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12| 1ngs had as afcresaid to the best of my ability.
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