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13) Docket Nunber VGOB-93-03/16-0348-02 210

FrRxEFAATTACHED | S A COPY OF THE ACGENDA

BENNY WAMPLER:  We'|I| go ahead and call the neeting

to order. M nane is Benny Wanpler. |'m Deputy Director for
the Departnent of Mnes, Mnerals and Energy, and Chairman of
the Gas and G| Board, and I'll ask the Board Menbers to

i ntroduce thenselves, starting with M. Garbis.

DENNIS GARBIS: M nane is Dennis Garbis. ['mfrom

Fairfax and |I'm a public nenber.

CLYDE KING MW nane is Cyde King from Abi ngdon.

"' ma public nenber.
MAX LEWS: Max Lewis from Buchanan County. [|I'ma
public nmenber.

SANDRA RIGGS: Sandra Riggs with the Ofice of the

Attorney General, here to advise the Board.

MASON BRENT: My nane is Mason Brent. |'mfrom
Ri chnmond and | represent the gas and oil industry.

BOB WLSON: |'mBob Wlson. [|I'mthe Drector of
the Division of Gas and G|, and principal executive to the

staff of the Board.

BENNY WAMPLER: The first item on today's agenda,

the Board will receive a quarterly report on the Board's
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escrow account from First Union Bank Escrow Agent for the
Board. They weren't originally...originally schedul ed.
They' ve asked to do this and then they had sonething to cone
up, but Bob WIlson is going to kind of bring us up to date on
their reporting and everything. So, Bob?

BOB WLSON: As of the end of Septenber... Septenber

the 30th of 2000, the balance in the escrow account was
$4, 295, 875.75. At the begi nning of Septenber, the...we had a
nmeeting with the escrow agent in the offices of the trust
departnent of First Union and sorted out sone of the problens
we have in the past. W seemto have the reporting situation
well in hand now. W're receiving the reports on tine. They
are conplete and we, to the extent we've been able to check
it, have balance in all of the accounts. W have gone
t hrough a couple of pay outs which went well except for sone
probl ens they've had in sonme wire transfer instructions,
whi ch were nobody's fault. It was just sonething that had to
be squared away. W had sone incorrect nunbers on the
instructions and one we're still working on to get squared
away. Generally, that went snoothly.

The account seens to be running on a routine basis
now. They have supplied us with a spreadsheet, el ectronic

spreadsheet, of the data which we can use and mani pulate in
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the office. And we are in the process of experinenting with
direct access to the account by pin nunber, which the
Division of Gas and O | would actually be able to dial into

their account and get the information directly out of it, up

to the mnute. Things, | think, have snoothed out now and
hopefully we'll continue to get that down to a routine basis.
| think we've finally gotten that one pretty well in hand.

BENNY WAMPLER:  Thank you. Any questions from

menbers of the Board?
(No audi bl e response.)

BENNY WAMPLER: The next itemon the agenda is a

petition from Pocahontas Gas Partnership for pooling of a
coal bed net hane unit under the Oakwood Coal bed Met hane Gas
Field Oder identified as DD-25. This is docket nunber VGOB-
00-10/17-0825; and we'd ask the parties that w sh to address
the Board in this matter to cone forward at this tine.

MARK SWARTZ: Mark Swartz and Les Arrington.

BENNY WAMPLER. Are there any others that wish to

address the Board?
(No audi bl e response.)

BENNY WAMPLER:  Ckay, you may proceed.

MARK SWARTZ: M. Wanpler, | would |like to ask, and

you can find out if there's any objections, but | would |ike
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to request that we conbi ne dockets two, three, four, seven
and eight. Those five units, three, four, seven and ei ght
are in a block. They all touch, which is a square. And D
adj oins that block of units. A nunber of the units have the
same owners in themand | think it would make sense fromthe
time standpoint, if there's no objection, to conbi ne those
for purposes of the pooling here.

BENNY WAMPLER: There's sone fol ks here that

have...that at | east wanted to hear what was going on. |
don't know if they wanted to speak. Sone of the Hale heirs.
So, that you know which ones that they're requesting...
they're asking us to conbi ne docket nunber VGOB-00-10/17, and
now if you'll just focus on the last four digits because they
stay the sane on all of the rest, it would be 0825, 0826,
0827, and then skip to 0830 and 0831.
PAMELA KEEN: That's fine...that's fine. It wll

cover ours.

JAVES RASNAKE: What unit nunber were those?

BENNY WAMPLER: VWhat unit nunbers?

MARK SWARTZ: DD-25, EE-24, EE-25, FF-24 and FF-25.

BENNY WAMPLER:  Any obj ections to conbi ning these?

(No audi bl e response.)

BENNY WAMPLER: Al right. You may conbi ne t hem
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MARK SWARTZ: Thank you.

(M. Swartz and Leslie K Arrington confer.)

BENNY WAMPLER: Do you have any extra copies---7?

LESLI E K. ARRI NGTON:  Yes.

BENNY WAMPLER: ---to hand out?

LESLI E K. ARRI NGTON:  Yeah.

MARK SWARTZ: Yeabh.

BENNY WAMPLER:  Are you providing sone to these

f ol ks?

MARK SWARTZ: | think we've given them--.

LESLIE K ARRINGTON: | gave...l've given them one
group, DD 25.

(M. Arrington and M. Swartz distribute exhibits.)

MARK SWARTZ: | don't know which units you all are

interested in, but I"'mgoing to put these on the chairs over
here and they're conpiled by each unit. |It's a revised
exhibit. So, help yourselves if you're...if they pertainto
a unit that you're in.

BENNY WAMPLER: This is FF-25 that he's handi ng out

now.
(M. Arrington and M. Swartz continue to
distribute exhibits.)

BENNY WAMPLER:  FF- 24.




1 (M. Arrington and M. Swartz continue to
2 distribute exhibits.)

3 BENNY WAMPLER:  EE- 25.

4 (M. Arrington and M. Swartz continue to
5 distribute exhibits.)

6 BENNY WAMPLER: W have a new party at the table.

7 Do you want to---7?

8 JAVES RASNAKE: Janes Rasnake.

9 BENNY WAMPLER:  Thank you.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
o 8
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LESLI E K. ARRI NGTON

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q Les, do you want to state your nane for the
record?

A It's Leslie K. Arrington.

(Wtness is duly sworn.)

LESLI E K. ARRI NGTON

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q M. Arrington, who do you work for?
A Consol .
Q And were you involved in the preparation of

the notices of hearing and the applications and the exhibits
wth regard to the five units that we've conbined for this
heari ng?
Yes, | was.
Q And did you, in fact, personally either
prepare or supervise all of those...the preparation of those
docunent s?

A. Yes, | did.
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Q And did you sign each of the notices and
each of the applications and attest to their accuracy, to the
best of your know edge?

A Yes, | did.

Q Were these notices and applications nail ed
as required by | aw?

A Yes, they were, on Septenber the 15th of
2000.

Q And t he docunents that...the additiona
exhi bits that you' ve passed out to the Board nenbers this
nmorning with regard to these five units, do those exhibits
include the return receipts with regard to the mailing, a
catalog listing of, you know, when they were mail ed and who

got them and when they were signed for and so forth?

A Yes, they were.

Q Ckay. And that's true for each of the five
units?

A Yes, it is.

Q Ckay. Was there also a publication with

regard to each of these units as required by | aw?

A Yes, it was. It was...they were all
published in Bluefield Daily Tel egraph. Let ne nake
sure...okay, FF-25 was published on Septenber the 21st. EE-

10
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25 was published on Septenber the 20th. EE-24 was published
on Septenber the 20th. And DD 25 was published on Septenber
t he 20t h.

Q When was FF-25 publi shed?

A Sept enber the 21st.

And those are the publication dates then for

these five units?

A Yes, it is.

Q Ckay. Wio is the applicant with regard to
each of the units?

A Pocahont as Gas Part nershi p.

Q | s Pocahontas Gas Partnership a Virginia
Ceneral Partnership?

A Yes, it is.

Q And are its two partners Consolidation Coal
Conmpany and Conoco, Inc.?

A Yes, it is.

Q In each of these five applications, is there
a request that Pocahontas Gas Partnership be appointed
desi gnat ed operator for each of these units?

A Yes, it is.

Q | s Pocahontas Gas Partnership registered

with the DMVE and does it have a bl anket bond on file as

11
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requi red by | aw?

A Yes, it does.

Q | s Pocahontas Gas Partnership authorized to
do business in the Comobnweal t h?

A Yes, it is.

Q Wth regard to each of these applications,
have you set forth in both the notice and Exhibit B-3 the
nanmes and addresses, if you know them of everyone that is a
respondent with regard to these pooling hearings?

A Yes, it is.

Q Ckay. Do you want to anend to add any

respondents today?

A No.
Q Do you want to dism ss any respondents
t oday?
A No.
Q Now, | notice as | go through, or have gone

through the materials that you have given the Board this
nmorni ng, the additional exhibits, that, with regard to,
think, three of the units, there is one Revised Exhibit?

A Yes, it is, Exhibit A page two.

Q Ckay. Wiy don't we start with...let's cover

t hose anendnents, okay. And with regard to EE-25, Revised

12
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Exhibit A, page two, what has been changed?

A The correction on those was...again, EE-25.

Let nme make sure of ny notes here. The correction on that

is for the John I. Hale and | had included a 100% of their
interest and in fact | should have...we had sone of the
interest |eased and it was shown as unleased. So, | had to
make that correction

Q So, basically---?

BENNY WAMPLER. Mark, let ne...let nme stop you a

second. W have one of the Hale heirs here. Are you going
to be the spokesperson for them

PAVELA KEEN: Yes, sir.

BENNY WAMPLER:  Ckay, would you identify yourself,

pl ease?

PAVMELA KEEN: Panel a Keen.

BENNY WAMPLER:  Panel a?

PAMELA KEEN:  Uh- huh.

BENNY WAMPLER. Go ahead, Mark. [|'msorry.

Q Ckay. |If we were to conpare Exhibit A page

two revised, to the exhibit that was included with the...wth

the application concerning EE-25, the oil and gas percentages

that would require pooling have, in fact, decreased?

A. Decr eased. It has.

13
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Q Ckay. So, you're showi ng nore | eased and
| ess needing to be pool ed?

A That's correct.

Q kay. Wth regard to the Revised
Exhibit...the second Revised Exhibit A page two, that
concerns DD-25, correct?

A Yes.

Q And what was changed with regard to that
Exhi bit and why?

A Again, it was the sane interest, John |
Hal e, and we had included | ease interest in the adverse
interest. So, it was actually reduced.

Q Ckay. So, the percentage | eased increased
and the percentage required to be pooled with regard to oi
and gas decreased?

A That's correct.

Q Wth regard to the last of the three revised
exhi bits, Exhibit A page two concerning EE-24, we have the
sane issue again or was it different?

A It's the sanme issue on that one.

Q Ckay. So, originally you were show ng fol ks
as unl eased to sone extent that you had | eases fronf

A | just added their interest in the adverse.

14
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Q kay. If we were...if the Board were to
conpare the original A page two, for unit EE-24, the
original would have showed a | arger percentage of oil and gas
unl eased when you conpare then?

A It woul d.

Q Are those the only exhibits you wish to
nodi fy today?

A Yes, it is.

Q Now, these...each of these five units is an
80 acre unit, is that correct?

A Yes, it is...uh, the FF...the FF units are a
little bit larger since this is the bottomroll---.

Q O the CGakwood Fi el d?

A ---of the Cakwood Fiel d.

Ckay. So, the D and EE units are 80 acre
units?

A Yes, they are.

Q And the F...the two FF units are at the edge
of the Cakwood Field and are | arger than 80 acres, but are

consistent with the Gakwood Fi el d?

A They...they are.
Q And with regard to each of these five units,
are they...is the plan of devel opnent to develop themas frac

15
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units under the Cakwood | Field Rul es?
A Yes, they are.
Q Ckay. And that would be then to devel op the

coal bed nmethane fromthe Tiller on down, correct?

A Yes.
Q How many wells are you proposing for each
unit?
A One.
Do any of the well locations require an

exception?

A No.

Q |'"ve noticed in |looking at the well plats
that sone of themare right on or close to the Iine?

A They are.

Q Have you surveyed those to nake sure that

they're inside the line?

A Yes, that's---.

Q s that the basis for your answer?

A ---the basis for it, yes.

Q Ckay. kay, | assune fromthe percentages

that are reflected on Exhibits A page two, with regard to
each of these units, would show significant interest |eased;

that you have, in fact, been able to |l ease a |lot of the coa

16
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and oil and gas clains in these five units?

A V¢ have.

Q And what are the terns that you have been
offering to the people that you' ve been able to | ease fron?

A A dol lar per acre for a coal bed net hane
| ease per year, with a five year term wth a one-
ei ghth...one-eighth royalty.

Q And is the rental sonething that ceases when
production starts?

A Yes, it is.

Q Ckay. And woul d you recommend t hose terns
to the Board to apply to persons who m ght be deened to have
| eased?

A Yes, we woul d.

Q Ckay, let's turn to your notes that you've
passed out today with regard to these five units. Let's
reviewwth regard to unit DD 25, the amount of coal, oil and
gas that you've been able to | ease.

A Ckay. Coal bed net hane coal interest that we
have | eased is 99.825% and the oil and gas interest is
58. 78%

Q Ckay. And then what is it that you're

seeking to pool in terns of the coal clains and the oil and

17
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gas cl ai ns?
A Seeking to pool 0.175 percent of the coal
interest and 41.22% of the oil and gas interest. W have

100% of the coal | eased.

Q There's been...is it...you ve obtained a
permt for the well in this unit?

A We have and it's permt nunber 4629.

Q And it was issued?

A June the 27th of this year. To be drilled

to a total depth of 1,509 feet at an estinmated cost of

$215, 604. 73.
Q Has that well been drilled yet?
A | don't think it has.
Q Ckay. Wth regard to EE-24, what is the

percentage of coal clains and oil and gas clains that you've
been able to | ease?

A 99. 87031% of the coal interest and 89.00944%
of the oil and gas interest. W're seeking to pool 0.12969%
of the coal interest and---.

BENNY WAMPLER:  You have a typo. It's 10 according

to your records. 10.99 and not---.

LESLIE K. ARRINGTON: Yes, it is. 10.99038% of the

oil and gas interest.

18



© 00 N o o b~ w N P

N T N T S = T S T ~ S = A U =
b O O 00 ~N o o o W N - O

22
23
24

BENNY WAMPLER: 056 is what's on your...your Revised

Exhi bi t.

LESLIE K. ARRINGTON: Just a mnute. Yes, it is.

99.056% I'msorry. 10.99056.
CLYDE KING  EE-24?

BENNY WAMPLER:  Yes.

PAMELA KEEN: Excuse ne, but on this EE-24, it has

that Carlos Hale heirs are in...in this and we have not nmade

any kind of agreenent |ease on this...on the gas that's on

t hat .

BENNY WAMPLER:  They have you identified as | eased
or---7?

PAMELA KEEN:  No, it has not been |eased.

BENNY WAMPLER: Let's see how they have you...let's
see- - -.

PAMELA KEEN. | was just going to check and nmake

sure on that.

BENNY WAMPLER: Ckay. We'll do that right now

CLYDE KING  24?

BENNY WAMPLER: Yes. EE-24, Carlos Hal e heirs.

(Ms. Riggs confers with M. Wanpler.)
BENNY WAMPLER:  Yeah, they have you listed as

unl eased.

19
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PAVELA KEEN: Unl eased?

BENNY WAMPLER: Yes, na'am

Q Ckay, so what---7?
BENNY WAMPLER: Which...let's address hers. Now,

you' re agreeing you haven't |eased the Carlos Hal e heirs?

LESLIE K ARRINGTON: That's correct. W have not.

That's correct, we have not.

BENNY WAMPLER: You have sone of the Hale heirs,

but not the Carlos Hale heirs?

LESLIE K ARRINGTON: That's correct, and that's a

different tract.

PAMELA KEEN. But | think it affects us according

to the things we have received from Pocahontas Gas is that
they will be pooling so nmuch off fromour property, so nmuch
gas rights. | don't know how they do that. But |'ve tal ked
with their...with Kelly Lee several tinmes. He has tried and
tried to...we've tried to reach an agreenent and we...we
can't cone up with any type of an agreenent on the...because
we...we own the gas rights on that property.

MARK SWARTZ: | mean, | don't think we have a

debate here. W've shown Tract No. 5 of .90 acres as, you
know, in the Carlos Hale heirs. | take it you' re Panela

Keen?

20
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PAVELA KEEN:.  Yes.

MARK SWARTZ: Is listed there and we' ve shown t hat

i nterest as unl eased. | mean, we have not been able to | ease
it.

BENNY WAMPLER: | understand that.

PAMELA KEEN:  Uh- huh.

BENNY WAMPLER: | think what she...what we need to

explain to her is what this neans to her, what's going on
here today and what it neans to her. | think that's the
bottomline. They want to understand.

MARK SWARTZ:  Oh.

PAVELA KEEN: Yeabh. | mean, we have no i dea.

They- - -.
BENNY WAMPLER:  \What you're doing here. They're

not trying to debate it. And we've checked and verified what

you're saying. You have it listed in Exhibit B-3. W've

verified that. Now, if you wll, explain to her what...what
this proceeding is about here and howit wll affect her
i nterest.

MARK SWARTZ: Well, basically, the reason we're

here is because we have not been able to | ease everybody.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: If we...if we had been able to | ease

21
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everybody, we could just forma unit voluntarily and we
woul dn't have to conme over to visit with the Board today.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: And essentially, if you look at this

plat, this is an 80 acre unit. It has one coal bed net hane
well init. This little dash Iine here, there is a

requi renment that we've offset 300 feet fromthe boundary of
the unit. So, the well has to be in this wndow, it's

call ed, unless we get an exception fromthe Board, or from
the gas and oil inspector, and we concede that there's one
wel | proposed. It's in this wndow. These dash lines are
the various tracts and | haven't checked, but |I'm sure that
you're in one of those tracts.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: And, basically, we have reached an

agreenent with...let's see this is EE-24. So, we have...we
have reached an agreenent with al nost 100% of the people who
have coal

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: And we have reached an agreenent with

al nost 90% of the people who have oil and gas and we...we are
here to try to get an order fromthe Board to allow us to

produce gas fromthis well even though we don't have an

22
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agreenent from 100% of the peopl e.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: And if the Board goes along with the

order, or goes along with our application, they will pool
this unit and basically say that they're going to conbine the
interest of the less than 1% of the coal owners that we don't
have | eases fromand the roughly 11% of the oil and gas
owners that we don't have |eases fromand they're going to
conbi ne those unleased interest with the | eased interest,
allow gas to be produced fromthis well and everybody will be
paid a royalty, in theory, on the production fromthe...from
the well, except people who are pooled will have three
options. You can, in effect, allow the Board to | ease your
interest, which is deened to have been | eased. You can
participate. The Board's going to give you three options.
Meani ng you can cone up with your share of the well costs and
you can be an owner or you can be carried and then in that
event, you would tell the Board, look | don't want to cone up
with any noney, but | want to participate in the unit as an
owner and once the operator has recovered three tines ny
contribution, I will then be an owner and receive a royalty
in addition to an ownership share. So, basically, if you

want to participate, or be carried, you would take your
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percentage, | know this probably Geek to you, but I'mtrying
and you can ask ne questions if this isn't any clearer, but
if you |l ook at the tracts.....

BENNY WAMPLER: She's in Tract 5.

MARK SWARTZ: (Ckay, you're in Tract 5. So, we're

going back to...let nme find it. So, you're in this Tract No.
5. This little corner that catches here.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: (Okay. You're here, okay. So,

you...Tract No. 5is .90 acres, which neans it is 1.125% of
this 80 acre unit.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: (kay, so, if there's a 100 MCF of gas

that conmes off of there and you nultiply that tinmes 1.125,
that's the percent...that's the part of the gas that woul d be
attributable to this total interest. GCkay?

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: Your piece of it, it looks like there

are four of you is one-fourth. GCkay?

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: |If you wanted to participate, getting

back to your options here, nowlet's start with | ease, your

| ease interest would be one-eighth of the production, which
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is the royalty tinmes your interest in the unit, which is
.28125. That would be how your royalty would be cal cul at ed.

I f you wanted to participate...in other words, wanted to be
an owner, you would take .28125%tines the estimted well
costs which are $240,000 and basically send a check...l don't
know i f there's escrow here or not.

LESLI E K. ARRI NGTON:  Yes.

MARK SWARTZ: There's escrow. So, it would go to

the escrow agent for your percentage of these costs to be
deposited with the escrow agent. |If you wanted to be
carried, basically, you would tell the Board, “I don't want
to come up with the money, but I want to be an owner,” and
the way that happens is once the operator, Pocahontas Gas,
recovers three tinmes .28125%times $240,000 you would cone in
as an owner. Ckay?

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: And those are options the Board

general ly gives people. And essentially, what woul d happen
is the Board would enter an order and give you the option of
doi ng one of these three things or continuing...the $4,000 is
basically continuing to negotiating with the operator and try
to work sonething out. Ckay?

PAMELA KEEN:  Uh- huh.
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MARK SWARTZ: But that's why we're here today

because we have | eased a | ot of people, but not everybody.

We want to devel op the nethane and these are the choices.

PAVELA KEEN:.  Uh-huh. | was under the inpression
that it was to grant or no...let ne think how to...was that
you all were here to get permts to drill these wells.

MARK SWARTZ: We al ready have the permts.

PAVMELA KEEN: When...that's not what was told to

us.

MARK SWARTZ: Well, | can't account for what you

were told.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: |'mjust telling you we al ready have

permts. W would not cone here to get a permt fromthese
people. They don't give permts.

PAVELA KEEN: Well, | had even sent a letter that

we had objected to the permts to the Virginia Gas and Q|
Board, | believe it was. Let ne see if | can find the---.
(Ms. Keen | ooks through her file.)
PAMELA KEEN. Because by the tinme we received this,

we had fifteen days to object to the permts.

MARK SWARTZ: That's conpletely different. This..

this stuff, you don't have to do anything, which will...this
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is a pooling hearing.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: A permt application, you do have

fifteen days to object.

PAVELA KEEN. Well, we objected to it, but we never

heard anyt hi ng back.
MARK SWARTZ: This Board doesn't give permts. |

mean, | don't know anything about that. | know a permt has
been i ssued.

MASON BRENT: Who did you send the letter to?

PAMELA KEEN. |I'mtrying to find the address.

There was an address in one of these things here saying that,
you know, we had the right to object and we could send a
letter in. I'mtrying to find the address here. |'mpretty
sure it's Virginia Gas and G| and the Division of Mnes.
There was four or five things on it...places on it. Yeah,
right here. "The Board rules require that any witten
obj ections you wish to file nust be filed with the Board at
| east ten days before the hearing." And it was Virginia Gs
and Q1 Board, State G| and Gas |nspector, the Departnent of
M nes, Mnerals and Energy and it's box...P. O Box 1416,
Abi ngdon, Virginia.

MARK SWARTZ: But you're reading froma pooling
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appl i cation.

PAMELA KEEN:  Uh- huh.

MARK SWARTZ: VWhich is why we're here today.

PAMELA KEEN:  Ckay.

MARK SWARTZ: We're not here for a well permt.

Ckay?
BENNY WAMPLER: It is conplex. W realize that.

PAMELA KEEN:  Uh- huh.

BENNY WAMPLER: They are two separate...two

separate things. The permt is issued out of the gas and oi
office. M. WIlson is the director of the Division of Gas
and Q1. This is a pooling. The hearing today....they're
asking to pool the interest that they've been unable to | ease
and that's why | had himto go through those...you know, to
explain that part of it.

PAMELA KEEN:  Uh- huh.

BENNY WAMPLER:  But | don't know if the permt...do

you know whether or not the permt has been issued?

LESLI E K. ARRI NGTON:  Yes, it has.

BOB WLSON: It has on this. The permt has been

i ssued, but | don't renenber the specific history of this
particular permt. |'msorry.

MARK SWARTZ: Do you have a copy of the letter you
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sent in objecting?

PAMELA KEEN. No, | sure don't. | just...it was

handwitten and | mailed it in.

BENNY WAMPLER:  You' ve obvi ousl y---.

BOB WLSON: Excuse ne. Wen did you mail that, do

you renenber ?

PAVELA KEEN: | wote the letter on the 19th and it

was mailed on the 20th. As quickly as | got the papers
certified, that's when | sat down and wote it and got it
back to make sure that they would get it within the fifteen
day peri od.

BOB WLSON: Did you receive a reply to that

letter?
PAVELA KEEN. Do what ?
BOB WLSON: Did you receive a reply to the letter?
PAMELA KEEN:  No. Unh-unh. We...l| hadn't heard
anyt hi ng.

BENNY WAMPLER:  She...she was witing on the...you

actually responded to the pooling application, if |
under stand you correctly.

PAMELA KEEN:  Uh- huh.

BENNY WAMPLER.  And in that you were objecting to

the permt.
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PAMELA KEEN:  Yeah.

BENNY WAMPLER:  Ckay, which...which kind of

gets...gets things a little bit in tw different forns for
us. But we don't...we didn't have the fact that you were
objecting...we didn't have the letter. | don't know if you
received the letter.

BOB WLSON: I...1 can't say. O course, | get

lots of mail of this sort and I'Il certainly go back.
Cenerally, anything we get regardless of its validity, or
whet her it's addressing cause, property or not, we answer it
ei ther by phone and mail or just by mail. | don't recal
this specifically. [1'lIl have to check when we get back

BENNY WAMPLER: The permt according to this was

i ssued on 6/27...June the 27th.

PAVELA KEEN: Well, see, we...we didn't receive

anything until Septenber about the new wells.

MARK SWARTZ: No. March...aren't we tal king about

EE?

BENNY WAMPLER: It was March...l'msorry...oh

that's correct. March the 1st. [|I'msorry. It was March the
1st. And you're saying you didn't get notice of that permt
appl i cation back then.

PAMELA KEEN. Not until the end of Septenber when
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Kelly Lee call ed.

BENNY WAMPLER: That's a separate type of notice,

just so that you know t hat.

BOB W LSON: M . Chai r man.

BENNY WAMPLER: M. WIson?

BOB WLSON: | would like to invite you, please, to

contact ne at the Division of Gas and G I, or share your
phone nunber with ne when we get through with this, because
this is a separate issue and one that | need to address. But
here without the records and such, | have no way of know ng
what has transpired. |If there is a notification issued
associated with the permt issuance, that's totally separate
fromwhat the Board is handling and it is sonething that I
woul d have to handl e separately. | would |like a mnute to
talk to you about that.

BENNY WAMPLER:  May. .. nmaybe you can get with them

before she | eaves today, but we'll go ahead. Understand,
though, this is where they're applying to pool the interest
of the people that they' ve been unable to | ease. Ckay?

PAMELA KEEN. Uh- huh. Ckay.

MARK SWARTZ: You know, we don't have our well

permt filed here, but | nean, we woul d have done...the sane

title records that we're giving you today, you know, woul d
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have been the people that we gave notice to when we filed for
a permt, and Les doesn't recall any objections with regard
to this, but, I nmean, for what it's worth. But, obviously,
we'll check our file as well.

SANDRA RIGGS: Well, Mark, if what she's saying is

that she got the notice of the pooling and then---.

MARK SWARTZ: | under st and.

SANDRA RIGGS: ---filed an objection to the permt

based on that noti ce.

MARK SWARTZ: Ri ght .

SANDRA RI GGS: The permt had al ready issued before

you- - - .

MARK SWARTZ: Ri ght .

PAVELA KEEN: Yeah, it was...if this is what

they're saying, that's howit is.

BENNY WVAMPLER:  Al'l right.

PAMELA KEEN. W didn't receive anything about...I

mean, if this is the newwells that are going in around the
property up there, then we didn't receive anything fromthem
until Septenber...l think it was |ike the 15th or sonewhere
around that date that we received these...these packages
about these new wells.

BENNY WAMPLER' M. WIlson will have to...he'll get
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with you and he'll research that because, you know, the
noti ce should have...shoul d have been given according to this
tract comng into this area.

PAMELA KEEN:  Uh- huh.

CLYDE KI NG M . Chai r man.

BENNY WVAMPLER® M. Ki ng?

CLYDE KI NG Has the well been drill ed?

PAMELA KEEN. | think Noah Horn's group is up there

working on it. A conmpany is up there.

LESLIE K. ARRINGTON: | believe this one has. EE-
24, | think it has. You know, we're doing so nuch up in that
area, | can't answer that positively. | can |ook up ny DWE

and give you an idea.
(M. Arrington reviews his file.)

LESLI E K. ARRI NGTON: EE-24, yes, is was on Apri

the 17th.
(Board nenbers confer anong thensel ves.)

BENNY WAMPLER:  Ckay, go ahead and conti nue, M.

Swart z.

DI RECT EXAM NATI ON RESUMES

QUESTI ONS BY MR SWARTZ:

Q Ckay, Les, with regard to EE-24, what's the
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depth of that well?

A 2,202 feet.

Q And what's the cost?

A EE- 24 is $240, 502. 43.

Q Wul d that include the...DWE, would that

...wWth regard to that well on EE-24, would that include
actual drilling costs and expenses, but not as yet include
the actual frac costs?

A That's correct.

Q So, the frac costs would be estinated at
this point?

A Yes. A lot of the costs are still estimted
at this point.

Q Ckay. So, sone are hard costs and sone

esti mat es?

A Yes. Yes.

Q Movi ng on to EE-25

A Ckay.

Q The...if you could summarize the...or tell

us the percentage of coal, coal bed nethane interest and...or,
| mean, gas coal bed nethane interest that you' ve been able to
| ease.

A Ckay. EE-25, we've |eased 100% of the



coal bed interest fromthe coal owner. 45.09905% of the oi
and gas owner. W're seeking to pool 54.90095% of the oi

and gas interest. W have a 100% of the coal |eased.

Q And you' re tal ki ng about one well there?
A Yes, we are.
Q Permt nunber?
A 46. . . 4615.
Q And the date that permt was issued?
A June the 19th.
Q O this year?
A Yes.
Q And the projected depth of this well?
A 1,575 feet, at an estimated cost of
$217, 156. 98.
Q Has this well been drilled?
A | don't think so. No, this one hasn't. |

had to do a permt nodification on this well.

Q Ckay. Wth regard to FF-24, would you tell
the Board the percentages of clains and interests of the coa
owners and the oil and gas owners that you've been able to
| ease?

A Yes. We've |eased 96.92015 of the coal

interest and 28.30% of the oil and gas interest. W're
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seeking to pool 3.07985% of the coal interest and 71. 4% of

the oil and gas interest, and we have 96.92015% of the coal

| eased.
Proposi ng again, one well
Yes, we are.

Permt nunber?

> O >» O

her e?

4606. The date issued was June the 8th of

this year. To be drilled to a total depth of 1,937 feet at

an estimated cost of $237...%$233, 195. 45.

Q And the last well of the five, or the | ast
unit of the five that we're tal king about is...today, on this
conmbi nation here, is FF-25, correct?

A It is.

Q And what percentages of the interest and

clains of the coal owners and oil and gas owners have you

been able to | ease as of today?

A. We have 100% of the coal...coal bed net hane

interest and 54.275% of the oil and gas interest. W'

re

seeking to pool 45.725% of the oil and gas interest and we

have 100% of the coal | eased.

Q Are you tal king about one well again?
A Yes, we are.
Q Permt nunber?
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A 4554. 1t was issued on April the 24th of
this year. The estimated depth was 2,265 feet, estinated
cost of $243, 993.

CLYDE KING Has that been drilled?

BENNY WAMPLER:  According to our records, it has.

CLYDE KING It has?

BENNY WAMPLER: It has. | nean, according to the

i nformati on Bob gave us.

LESLI E K. ARRI NGTON: If | have...if | have a date

on that sheet...the DWE sheet, it has been.
(The Board confers anong thensel ves.)

LESLI E K. ARRI NGTON:  August the 17th.

CLYDE KING |Is that part of your---?

PAVMELA KEEN: Yeah, it is.

Q Wth regard to these five units that we've
been tal ki ng about, does the pooling application with regard
to each unit include an Exhibit E?

A Yes, it does.

Q And does that Exhibit Elist all of the
folks at this point that you believe have conflicting clains
requiring escrow?

A Yes, it does.

Q Are there any unl ocateable or unidentifiable

37



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

people in any of these five units as far as you know?
A No.
Q Ckay. So, basically, the Exhibit E deals

with conflicting claimescrowed---?

A It does.

Q ---with regard to each of these units?

A Yes, it does.

Q Again, with regard to exhibits, just...I"'lI

just pick one. If you look at Exhibit B-3 in any of the
units, their...all of the respondents or people that you're
seeking to pool are listed by nane, correct?

A Yes, they are.

Q And then in the next columm, there's an

acres in unit?

A. Correct.
Q What is that?
A. That's the nunber of acres within the

production unit that they own.
Q Ckay. Wthin the 80 acre unit?
A Yes.
Ckay. And then in the last colum, it's a
percent of unit colum, correct?

A It's a percent of the total acreage.

38



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

Q Ckay. So, basically, to calculate that
percent, do you take the acres in unit and divide it by the
acreage...total acreage, 80, or in the larger units whatever
t hat acreage would be, and that's how you get that
per cent age?

A Yes, it is.

Q Okay. |Is that the percentage that pertains
to the paynent of royalty?

A Yes, it is.

Q And, essentially, because these are frac
units, would you take the percentage in the unit tinmes 12
1/ 2% and that would be the royalty factor?

A Yes.

Q Wth regard to using this percentage for
either carried interest or participation interest, would you
take the sane percentage of unit and multiply it tinmes the
estimated well costs or the carried interest costs?

A The estinmated well costs, yes.

Q Wth regard to the wells that are shown
...the wells that are shown in each of these units, is it
your opinion that the plan of devel opnent here for each of
these units represents a reasonable way to devel op the

coal bed nmet hane resource under these units?
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A Yes, it is.

Q And woul d the devel opnent plan that you
propose for each of these units serve to produce the coal bed
met hane under these units in a way that would all ow all
owners of acreage within the unit or claimants within the
unit to enjoy their fair share?

A Yes, it is.

Q That's all | have.

BENNY WAMPLER:  Any questions from nenbers of the

Boar d?
(No audi bl e response.)

BENNY WAMPLER. M. Rasnake, you wanted to address

t he Boar d.

JAMES RASNAKE:  Yeah.

BOB W LSON: M. Chai rman, excuse ne for a second.

One thing. | believe you stated that there were no unknowns
or unl ocat eabl es.

LESLIE K. ARRINGTON: Not that | recall. Ckay,

whi ch one?

BOB WLSON: The applications, | believe, do |ist

sone address unknown, unleased parties in here and parties of
conflicting claimants to a Don Hale heirs, Bill Vance heirs,

Laura Boyd heirs. They're all listed as address unknown.
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LESLIE K. ARRINGTON: As...yeah...okay, the Laura

Boyd heirs, that's correct. | did nmake a m sstatenent on
that. Laura Boyd heirs which is listed under the Ellen
Fl etcher tract is correct.

(M. Swartz confers with M. Arrington.)

MARK SWARTZ: (Okay, so as we | ook at the exhibits

to...as we ook at Exhibit B-3, are there, in fact, sone
folks that we do | ack addresses for?

LESLIE K ARRINGTON: That is correct. | did make

a msstatenent on that.

MARK SWARTZ: (Okay. And to the extent that those

peopl e that we have folks in these units that we do not have
addresses for, we would then also, in addition to any
conflicting claimproblens, be requesting escrow because they
are not |ocateable at the current tine?

LESLIE K. ARRINGTON: Correct.

BENNY WAMPLER: It would be three of what?

MARK SWARTZ: Well, for exanple, EE-25.

BENNY WAMPLER:  But for any of them

MARK SWARTZ: Right. Correct.

BENNY WAMPLER: Ckay. Do you have anything

further, M. W] son?

BOB WLSON: No.
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BENNY WAMPLER: M . Rasnake.

JAMES RASNAKE: My nane's Janes Rasnake and |'m a

surface oil and gas owner in one of the units that's being
grouped here, Unit nunber EE-25; and in a letter, which I

want to read, to M. Benny Wanpl er, Chairnman, dated Septenber
the 30th of 2000, and it's in regard to the docket nunbers
0823 and 0824, which was heard last nonth, and also in regard
to docket nunmber 0827, which is one of the units that's being
grouped right here.

"Dear M. Wanpler:

In regards to the above-referenced docket nunbers,
the first two of which have previously been approved by the
VEB, | would like to take this opportunity to state severa
i ssues and objections |I have to the pooling of ny property on
Cctober the 17th of 2000. As you nmay be aware, | appeared
too late....at the hearing on Septenber the 19. | was
unaware that ny docket itens, nunber five and six on the
agenda, would be grouped with other itens on the agenda and
was unable to state ny issues and objections, in that
hearing."

BENNY WAMPLER: M. Rasnake, | don't want to

prevent you fromreading it if you choose to do that, but the

Board. .. each Board nenber has a copy of the letter
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JAVES RASNAKE: (Ckay.

BENNY WAMPLER:  So, that you know that if you want

to sunmarize, or if you prefer toread it, that's fine.

JAVES RASNAKE: Well, | want to read it.

MARK SWARTZ: It would help if we had a copy of the

letter. W' ve never seen it.

JAVMES RASNAKE: | want to read it.

BENNY WAMPLER: That's fi ne.

JAMVES RASNAKE: "In regard to CBM unit FF-26,

woul d request that you halt production of that unit until
such tinme that Consol submts an accurate plat for the unit.
In ny letter to D. R WIson, dated Septenber the 20, 2000,
| presented three distinctively different versions of
Consol's plats depicting ny property. These included a | ease
map dated Cctober of 1999; permt application plat dated
March, the 20th of, 2000; and a pooling application plat
dat ed August, 2000. Also, | presented M. WIlson with
conpel ling evidence that all three versions were wong."
The ot her issues | have regarding all three units
are set forth on the foll ow ng pages.

" Consent to Stinul ate

As Virginia | aw now stands, the consent to

stinulate the coal seans serve only as a tool to create a
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monopoly in which the coal operator dictates which oil and
gas conpany can operate a CBMunit. Wile this serves the
pur pose of the coal operator, it is extrenely detrinental to
the oil and gas royalty owner. As you will see, due to well
costs, operational costs, and transportation fees, an order
by the VGOB approvi ng Pocahontas Gas Partnership as unit
operator is equivalent to a death sentence for ny oil and gas
estate. As an oil and gas royalty owner within the above-
referenced CBM units, ny best interests would be best served
if a nore prudent operator, such as Equitable Production
Conpany, or Virginia Gas Conpany, was designhated as a unit
operator. The reasons for this will be set forth in the

par agraphs that foll ow.

Evi dence supporting the above can be realized when
| ooking at the fact that Equitable Production Conpany has
12,000 to 15,000 acres of coal bed nethane | eased within the
Cakwood coal bed nethane field in Buchanan County, in which it
cannot develop due to the lack of a consent to stinulate.
Virginia Gas Conpany, also has 2,000 to 3,000 acres leased in
the Pilgrinmse Knob area in which it cannot develop for the
sane reason. | suggest that you review the Buchanan County

Chancery File Virginia Gas Conpany versus Oxy USA et al

It has been argued that this nmatter is beyond the
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jurisdiction of the Virginia Gas and Q| Board. | firmy
di sagree! As a regul atory agency for such matters....for
matters such as these, the VGOB shoul d actively seek equity
in Virginia's oil and gas regulations. This is especially
true where the situation for the VGOB uses its police powers
to take an estate fromone party (force pool ees) and deliver
it up to another party (force poolers). The VGB should see
that this unfair requirenent of the regul ations be changed by
| egi sl ative action. A level playing field would benefit both
pool ed | and owners and ot her Appal achi an operators who have
been excluded fromthe Cakwood Field, indirectly, by |aw
Therefore, | would respectively request the
Virginia Gl and Gas Board to investigate and actively pursue
a renedy to change such unfair laws and practices. It is
common knowl edge within the oil and gas industry that other
operators can drill, produce, and transport CPM gas at a
consi derably reduced cost conpared to Consol's costs.

[1. Well costs

In an exercise perforned at the VA& office, |
randomy coll ected four Equitable Production Conpany AFEs to
determ ne depth of wells and estimated costs. The results
are as follows: Equitable Production well nunber VD3738,

dept h 2600', costs $142,050; VC2356, depth 1270', cost
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$156, 800; VC3899, depth 1825', costs $173,100; VCP4079, depth
1962', costs $193,000. The average depth for the four wells
is 1914', average cost for the four wells $166, 237.

In a like manner, | randomy collected seven
Pocahont as Gas Part nershi p/ Buchanan Producti on Conpany AFEs
to determ ne depth of wells and estinmated costs. The results
are as follows: Unit nunber X-37, depth 1775', costs
$238,432; unit nunber S-35, depth 1820', costs $233,870; unit
nunber N-44, depth 2327', costs $253, 144; unit nunber L-43,
depth 1792', costs $230,134; unit nunber L-42, depth 1470,
costs $218,717; unit nunber N-43, depth 2366', costs
$258,073; unit nunber T-37, depth 2267', costs $246,826."
Average depth for the seven wells just nentioned was 1973',
average cost for the seven wells $239,885. A sunmary of that
is the difference between the two conpani es average depth is
59'. The difference in costs is $63, 648.

"The fact is that Equitable Production Conpany
drills the sane type of CBMwell at 69% of the cost as
PGP/ BPC, or, it can be said that Pocahontas Gas
Par t ner shi p/ Buchanan Production Conpany drills the sanme type
of CPM well at 144% of the cost as Equitable Production.
Therefore, | challenge you to make your own random conpari son

just as | have done.

46



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

I11. Transportation costs

My experience in the gas fields of Virginia found
that the typical transportation fees are a | ow of 10 cents
per MCF, and, a high of 50 cents for MCF. In a PGP royalty
Gas Paynent Statenent, dated March 24, 2000, | found an
ast oundi ng $1. 339 per MCF is being deducted fromthe gross
val ue of gas sold by Consol for transportation. 1In a
Novenber 1999 case (Levisa Coal Corporation, et al v.
Buchanan Production Conpany, et al) a jury found that
Pocahontas Gas Partnership and 10 ot her sister conpanies had
been illegally inflating transportation costs to the tune of
10.7 mllion dollars.

Since all of the plaintiffs were major corporate
| andowners, and Consol |essors,” | note that that was
erroneous when | typed in | essees there, "and Consol |essors
i n Buchanan County, that trial did not seek to rectify
charges illegally nmade agai nst hundreds of other private
Consol ," again, we need to insert |lessors in that sentence,
"and, nore inportantly, thousands of VGOB 'pool ed" private
| andowners. This injustice should be addressed and renedi ed
by the Virginia Gas & Q| Board. Again, it has been stated

that things such as transportation fees are not within the
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jurisdiction of the VGOB. And again, | firmy disagree!

Only through the police action of the VGOB were the
Consol conpani es able to get possession of the pooled
| andowners coal bed nethane. As in ny present situation, when
t he VGOB approved these pooling applications, it is, in
effect, condeming ny gas to the 'Alcatraz' of all pipelines.

The typical industry high of 50 cents per MCF
charge for transportation in the area is 37% of what Consol's
(a.339) charges, or, it can be said that Consol's
transportation charges are 268% of the typical industry high
in the area.”

The point 1'd like to nmake that's not witten here
is that if you conpare the typical |low of 10 cents per MCF
with Consol's $1.339 becones a whoppi ng 1339% of the typica
industry low. Al that |ast sentence | just inserted.

"Therefore, | would respectively request that the
Virginia Gas and Q| Board investigate this nmatter and pursue
a renedy for all the previously 'pooled victins of any such
illegal transportation charges. Since it was the result of
actions of the VAB that sent these victins gas through the
notori ous pipelines of Cakwood Gat hering and Cardi nal States,
the Board should take the lead in recovering all illega

charges attributed to VGOB ' pool ed" property.

48



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

Pl ease do not allow this to continue. There are
reasons that I want to see Consol nake a profit, but, | would
prefer that they earn it.

| V. Conversion of CBMWells to Gob Wl ls

Al t hough the current pooling application does not
seek to convert a CBMwell into a Gob Well, | nust take this
opportunity to address this issue due to the fact that |
currently have standi ng before the Board. Also, the above-
referenced units are potential candi dates for conversion five
to ten years from now.

The current practice of the Virginia Gas and QG |
Board of allowing all costs (for the conversion of a CBM wel |
to a Gob well) to be attributed to the oil and gas estate is
a tragedy. This is nothing nore than approval for the oi
and gas estate to subsidize the coal estate and coa
oper ati on.

This conversion allows the coal operator to:

a. seal gob areas that he woul d otherwi se have to ventilate
b: bring nore fresh air to the working 'face' of the
| ongwal | , or, continuous mner section;

C: postpone the excavation of additional "air shafts' at a
tremendous cost of eight to ten mllion dollars each

d: increase profits and decrease expenses.
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Al of this at the expense of the oil and gas
estate and the VAB 'pool ed" victins! These costs should be
paid by the coal operator. The coal operator is the primry
beneficiary of this conversion process.

Again, | would respectfully request the Virginia
Gas and O | Board to investigate and renmedy this unfair
practice. Al so, | would request the Board to seek
conpensation fromthe coal operator for past charges of
conversions (CBMwells to Gob wells) against the oil and gas
estates of previously 'pooled victins.

V. Summary

Due to all of the above issues, | would
respectfully request the Virginia Gas and O | Board to
investigate and re-evaluate its responsibility to 'pool ed
parties. Those whom have | eased their oil and gas, and,
coal bed nethane to Consol, can only look to the circuit
courts for relief. However, |, Janes D. Rasnake, private
surface and oil and gas owner, doubt that | can afford the
price of justice in the circuit courts. Therefore, | appea
to the Virginia Gas and G| Board to take appropriate action
to level the playing field for all oil and gas owners, and,
all oil and gas operators and pipeline operators.

Respectively submtted. "
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| would Iike to add a few sentences to this.
Ladi es and gentlenmen, in the real world, Consol has a
fiduciary obligation to look to the best interest of its
| essors. A summary of all the issues | raised today suggest
not hing | ess than corporate welfare at the expense of its
| essors. In addition, | would rem nd you, the Board, that it
is not mandatory by Virginia |aw that you nust approve these
pooling applications. |If you feel that you nust approve it,
then | request that Equitable Production Conpany be
designated as unit operator. | ask that each of you
individually and as a whol e, search within yoursel ves and
find that there is sone nerit to these issues. | ask that
the Board renove yourselves from being the tool and accessory
used by Consol to carry out its devious activities. Thank
you.

BENNY WAMPLER:  Any questions from nenbers of the

Board of M. Rasnake?

DENNI S GARBI S: Yes, | have.

BENNY WVAMPLER® M. Garbi s.

DENNI S GARBI'S: | have several questions. On your
page three, you have...|l guess you did sone research and you
took four, | guess, of these Equitable AFEs and then you took

seven from Pocahont as and Buchanan.
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JAVES RASNAKE: Yeabh.

DENNI S GARBI'S: How do | know that you didn't

arbitrarily just pick the | ow ones or high ones, or vice
ver sa.

JAVES RASNAKE: Oh, no. That's the reason |

chal l enge M. Wanpler to make his own random conpari son j ust
as | have done. |It's pretty obvious to ne that---.

DENNI S GARBI S: Don't m sunder stand ne. ' m not

bei ng antagoni stic to you---.

JAMES RASNAKE: Ri ght.

DENNI S GARBI S: ---because what you have here has

any degree of truth, it's very disturbing that there's sone
inequities here. | think we'd sure have to find out what's
up with this.

JAMVES RASNAKE: | have the AFEs here. The problem

| had with the Buchanan Production PGP AFEs, which | think
they are referred to as DWEs, is they're all signed by Les
Arrington, but they don't specifically indicate which
conpany, if it's Buchanan Production or if it's Pocahontas
Gas Partnership. | think the only way | can figure that out
is look at the Cakwood Field and try to sonehow determ ne
what ar ea.

DENNI S GARBIS: M question...the thrust of ny
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guestion is that, how do I know ..| nean, taking such a snal
sanple, statistically, how do we know how accurate that is;
and, of course, if you can get a nunber...if you can get sone
nunbers, you can play with nunbers and cone out any way you

want and (inaudible), if you're so inclined. So, ny concern

is...well, nunber one, | have to determ ne what your concern
is, if there is sone validity to what you say. Again, |I'm
not being antagonistic; |I'mjust raising ny question that if

one takes nunbers, you can play with nunbers and cone out any
way.

JAMES RASNAKE: R ght. | would ask this Board to

i nvestigate what | just stated.

DENNI S GARBIS: So, are you telling the Board that

if one were to take, and I don't know how many there are...|
i magi ne there would be a significant nunber.

JAVES RASNAKE: There's hundreds of them | would

i magi ne.

DENNIS GARBIS: |If you were to take 250, that

basically the averages woul d be the sane? |Is that what
you---7?

JAVES RASNAKE: That's what |'ve...that's the

conclusion |'ve conme to. Yes.

BENNY WAMPLER: | guess, just to follow on the AFE,
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not to cut your question off, but one issue | haven't heard
you raise today is the issue before the Board, an AFE in this
particul ar case, | haven't heard you chal |l enge any single
line itemin Exhibit C presented, and that is what's before

t he Boar d.

JAVES RASNAKE: Well, particularly in EE 25, |

don't recall what page that AFE is on. W know that the
| ocation sel ected basically has nothing, construction w se,
to do other than exhibit it. [It's just on an abandoned m ne
bench. But, | think the total was $217,156 and the total
depth is 1575', which is substantially |l ess than the exanple
set out in the letter, both in depth and correspondi ng price,
or cost. If | were to...| guess the closest Equitable well
to the depth is the 1270' depth well of VC2356, and the total
cost on that particular well is $156,800. And | would
conpare it, which the depth of the PGP EE-25 well is 1575
and $217,000. |It's still nore than $60, 000 difference.
BENNY WAMPLER: | f you had the AFE there before

you, the one that...you indicated you had those AFEs with you
of the---.

JAMES RASNAKE: | do..

BENNY WAMPLER: Do you have the specific line item

chal | enge?
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JAMES RASNAKE: No. | didn't go into detail and

review the specifics. |I'mnot a down hol e engi neer.

BENNY WAMPLER: | understand. | nean, is there a
specific nunber that junps out? I'mnot trying to chall enge
you here, I'mjust---.

JAMES RASNAKE: (Qbviously, the bottomline is what

| was | ooking for when | was doing this.

BENNY WAMPLER: | just thought if there was

sonmething in particular that would spur the interest as far
as the drilling, the contract drilling, or what...you know,
if there was sone particular line itemon that that nmay
conpar e.

JAVES RASNAKE: | do recall...it may take ne a

m nute here to look, to find it.

BENNY WAMPLER: You understand, M. Rasnake, what

I"'mtrying to do, when you wote the letter, your letter is
bl anket letter.

JAMES RASNAKE: Ri ght.

BENNY WAMPLER.  And what |'mtrying to do is bring

your chall enge hone to what we have before us today. Do you
under stand that?

JAVES RASNAKE: Well, | didn't bring any expert

W tnesses with ne.
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BENNY WAMPLER.  Well, I'"mnot trying to put you on

line to do that.

JAVES RASNAKE: | know. | know.

BENNY WAMPLER:  But, |I'mjust trying to get

sonmet hing we can act on here today. |If we take it by bl anket
di scussion, you know, you tal ked about consent to stinulate.
That's in the | aw and you recogni ze that, and your chall enge
is that the Board, ask---.

JAVES RASNAKE: Through---.

BENNY WAMPLER:  ---ask the General Assenbly to

change the | aws.

JAMES RASNAKE:  Yes.

BENNY WAMPLER:  There's currently a bill carried

over in the legislative session, you nay be aware of that---.

JAVES RASNAKE: ' mnot aware of that.
BENNY WAMPLER: ---to0 address that issue. So,
there is a bill before the...will be before the Genera

Assenbly this com ng session. On the well cost issue, you
know, 1...looking at this, we basically have to bring it hone
to an AFE conparison. Kind of a thing, a challenge to the
specifics we have, | think.

On the transportation costs---.

JAVES RASNAKE: Well, if | could get the AFE back,
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| think I can quickly try to---.
MARK SWARTZ: O aude, why don't you give that back

to himfor a second. |I'mgoing to give it back to him

BENNY WAMPLER: On the transportation costs, those

are things that...that are beyond the Board' s jurisdiction.
They're... and | know you disagree with that. W understand
you di sagree, but there is that court case that you
referenced has been appealed. W don't know what the outcone
of that will be, and that outcone could influence howthis is
ulti mately handl ed.

JAVES RASNAKE: It's ny understanding that the

appeal was denied. | nean, | have an Internet---.

MARK SWARTZ: The qui ckest appeal on record. A

judgnent hasn't even been entered yet as far as | know,
unless it was entered in the |ast couple of days.

JAVES RASNAKE: Well, ny information is strictly

newspaper or Internet use, and that doesn't...that's an
unreliable information.

BENNY WAMPLER: And as far as the conversion of CBM

wells to the Gob wells, as those were to take place, you have
an opportunity to challenge that. | think that...|'m not
trying to cut the Board off up here, but if you all have

anything to add, or feel any differently, please...please say
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so. Wt | was trying to do is rather than just hit those
four points back---.

JAVES RASNAKE: Right.

BENNY WAMPLER: ---in response is to say how can

any of these four points be related to what we're hearing
today; and that's the reason | took you to the AFE we have
before us today. Do you understand?

JAMES RASNAKE:  Yes.

MAX LEWS: Wenever | get a job done, | don't | ook
at each item nost of the tinme, what they charge for each
thing. | look at that bottomline. If it's a |ot cheaper,
that's what | get. Sone might charge $5 an hour for
sonet hi ng, sonebody el se m ght charge 15. Wat really counts
is the bottomline, what you have to pull out of your pocket
and pay. That's the way | feel about it.

CLAUDE KI NG M . Chai r man.

BENNY WVAMPLER M. King.

CLAUDE KING | have synpathy for the young | ady

that says she wote a letter about the permt. W're dealing
with people that don't understand the big picture, | think.
There ought to be another way besides the US mail because
|'"ve seen mail lay for...a letter being mailed within where I

live and it takes 10 days for it to get there. There ought
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to be a way of a 800 nunber or sonething that sonebody can
say, look, I'mwiting a letter. I'msending it. | want you
to be on notice that it's on its way, whether it gets there
or not wwthin the correct tine. | think that's what sone
of...we're all here is to protect the people that own
property, and as well, to nmake sure that the Commonweal t h
gets the energy that's avail able through the | arge conpani es.
We need to treat both in the sane |ight.

JAMES RASNAKE: M. Vanpl er.

BENNY WAMPLER: Yes, sir.

JAMVES RASNAKE: | personally don't have the

resources to provide what you really need and want here. |
woul d plead for you to ask for volunteers in the industry,
you know, a petrol eum engi neer that can go over these AFEs
and go down holes and specifically identify the item zed
things that you want. | personally don't have that. | don't
have those resources.

BENNY WAMPLER: | guess one final thing to address,

as to designating a different operator than an operator
before us here today. Cbviously, we don't have any
jurisdiction to designate sone operator that's not here
present before us requesting to be designated. You, in fact,

could...if you own the property, could ask the Board to be
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t he desi gnated operator.

JAVES RASNAKE: | will nake that request.

BENNY WAMPLER:  You' d have to go through the...show

that you have the wherewithal to carry that out. W couldn't
just say, okay, we'll give it to you instead of them kind of
t hi ng.

JAMES RASNAKE: | thought you woul d.

BENNY WAMPLER:  You' d be subject to the sane---.

JAMES RASNAKE: | thought you could and woul d.

BENNY WAMPLER.  Well, |'m sure they'd have

sonething to say about that, so we'd have a record built on
who had the wherewithal to carry that out. You know, that's
the best thought...that's the bottomli ne.

JAVES RASNAKE: | had hoped that they had al ready

drilled this and that you could just randomy appoint ne as
the unit operator.

BENNY WAMPLER: M. Swartz, you' ve been---.

MARK SWARTZ: | have a couple of comments. There's

evidence and there's argunents and in terns of trying to zero
in on what M. Rasnake has tal ked about today that could have
sone rel evance on the pooling hearing that we're talking

about today, and | think...l think the Board has zeroed in on

the well cost issue, but frankly, that was what | was goi ng
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to talk to you about anyway, whether or not you had any
questi ons.

The well cost issue, there is not enough
information here for any of us to react in an intelligent
way. Average well costs, in ny judgnent are neaningl ess.
don't know what the frac design and frac costs are under
EREC s wells. | know that our average frac cost is 60,000 to
70,000. We're fracturing and sinmulating nultiple seans. |
don't know how many seans EREC s is stinulating. | don't
know whet her or not there's a stinulation cost in here.
know that there's a conpression cost. There's well head
conpression in our AFE. | don't know whether there's well
head conpression. That's a $25,000 itemin the EREC s AFEs.

| don't know what the site |location costs were. | also
don't know if the noney we spend generates nore production
fromour wells. | nean, it's...there are a whol e nunber of
vari abl es here, which |'ve got people here that coul d address
them but | nmean, | don't have anything on the table to react
to them As far as | know, we're conparing apples and
oranges and | don't have the information to even nmake any
kind of a judgnent as to why their cost would be | ower.

| can tell you, with regard to the one issue which

M. Rasnake raised with regard to our Exhibit C, that we
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purchased the well location and part of the $30,000 that's
shown on Exhibit C was a purchase. | could put M. Mrgan
under oath. Wy don't we do that for just a nonent so we've

got that on the record.
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CLAUDE MORGAN

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q Cl aude, would you state your nane, please?

A Cl aude Mor gan.

Q Wiy don't you get a little closer so we can
hear you.

A Cl aude Morgan.

(Wtness is duly sworn.)

CLAUDE MORGAN

havi ng been duly sworn, was exam ned and testified as
fol |l ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q Who do you work for, sir?
A Consol .
Q Have you been here during this...the

consol i dated hearing we've had on these five units?

A Yes, | have.
Q Have you heard M. Rasnake's comments?
A Yes, | have.
Q |'"'mgoing to focus your attention, wth

particul ar enphasis, on the DWE for Exhibit for unit EE 25.
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What is your understanding with regard to the location that's

shown there, and the cost with regard to that?

A You'll see it's not just location, it's
| ocation, title, et cetera. Fromtine totinme, we wll
stunbl e upon a site that maybe requires little work. W wl|
purchase that site as opposed to constructing a site. W did
acquire sone surface. W did bargain with the coal operator
and acquired this...actually acquired this surface as part of
the charges you see here along with a couple other sites.
There is also cost in here for the title beyond just the
physi cal work taking place in the field. That's sonething
that can vary widely fromsite to site and M. Rasnake was
poi nting out several wells. |If you're operating in a mne
area, particularly with active mning, the site al one can
swing the cost of a well dramatically if you're trying to get
out of a mne operation and end up on the side of a hillside,
cutting out a site. So, a lot of factors can change the cost
of awell. It has to be evaluated. | think, as M. Swartz

al luded to, we know there's a difference in stimulation,

let's say, between the way we stinulate a well and the way
Equitable stinmulates a well. W've discussed it and we do a
different type of stinulation. [t probably is a nore
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expensive stinmulation. W think it does a better job. They
m ght argue with us, but we think it enhances our production
nore. They think their's is the best, but we've had pretty
good success with it. So, the changes...there are
differences in the wells. A well is not a well, the sane as
a Cadillac is not a Conet, okay. You can do things...you can
| ook at production fromthe well. You can |ook at where the
wel |l was built, where the site was constructed, other

ci rcunst ances associated with it that coul d nmake the cost...
cost be different. So, you do have to look at it on a well
by well basis, but on this particular one, as M. Rasnake
said, it was a site that is pretty well prepared, but part of
that included purchase price of the property.

MARK SWARTZ: The only other point that | would

make...points that | would make, M. Wanpler, are the orders
entered by this Board specifically address costs, and to the
extent that there is an argunent about costs, there is always
a mechani smto address that down the road, but the orders
clearly state what costs can be deducted in the process of
cal culating the net proceeds for royalty purposes and they' ve
done that for years.

The rest of the issues that were raised, the

only...l really don't think we need to address. | don't
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think they're on the table today. For exanple, conversion of
CBM units and so forth.

The only other issue that M. Rasnake raised, but
really didn't spend any tinme on, was that apparently he was
having an argunent with the people who are doing the property
maps in terns of the size of this tract, and | suspect that
we may have a Danny M anahan ki nd of argunment as to the
shape of the tract. W're trying to agree on the plat.

W' ve been working toward that. [If we can't reach an
agreenent, we nmay have to cone back and escrow t he argunent.
We're certainly sensitive to that. If we feel, you know,
that we're just absolutely right, we're going to go with what
we've got if we can tie it down, but if M. Rasnake convi nces
us that there is roomfor debate between himand his
adj oi ni ng | andowners, you know, we'll be back and we'll dea
with that. | nean, he hasn't put any plats on the table
today, and | don't think that issue has conpletely reared
itself. But, you know, we're sensitive to, and have
denonstrated that to the Board, that when property disputes
arise, if we cannot resolve themin the field by nonunents,
or resolve themin dealing with the various owners, you know,
we'll be back here and we'll deal wth it in sone sensible

way to make sure that it's gets addressed, either pending
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sone litigation that the parties mght want to go forward, or
make changes if that happens. You know, | don't think we've
seen any plats today. |It's certainly sonething we're
sensitive to and are not conplaining. That would be all that
| would have in rebuttal, | guess.

SANDRA RIGGS: |Is the plat dispute in this

particul ar unit, EE-25?

JAMES RASNAKE:  No.

MARK SWARTZ:  No.

BENNY WAMPLER' M's. Keen, now to...you understand

that this is a pooling hearing and everything we' ve

di scussed. Did you have any questions or anything you fee

we haven't addressed here regarding the pooling issue? W'l
go back...understand that M. WIlson will get with you and he
wi Il go back and check what happened with notice and
everything. W are going to permit. He'll deal wth that,
okay?

PAMELA KEEN: Who was that now? Wo?

BENNY WAMPLER. M. W1 son, the gentleman right

over here. He'll get with you and go back and research the
records on each of those wells. Is there anything that you
wote about? W didn't get the letter, the Board didn't,

anything that applies to the pooling hearing?
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PAVELA KEEN: Well, there's...|l had stated in the

letter that there is another well that is already draining
off of, | think, 13 acres of that property, and that now that
| think about it, the way you' ve explained this to ne today,
is that this well, we had no idea the exact date it was done
and that the gas that was started draining, or pooling,
what ever, that we had to cone to the hearing, it was in
Abi ngdon, on that well, and I'mthinking that SF-24 is the
name...the nunber that's on that well to begin with; and that
| said, you know, there's nothing we can do. | nean, just...
they're going all the way around the property, draining the
gas. Everything is going into pooling escrow, you know, and
where the gas, you know, and can't nmake a | ease, they're
going to get it one way or another. That is our objection to
t he whol e t hing.

BENNY WAMPLER: Let ne sure | understand you.

You’re saying that they’re not putting a well on your
property? They’re working around your property and draining
t he gas?

PAMELA KEEN: Yeah, it’s going around each...I mean

all the way around it.

BENNY WAMPLER: Ckay.

PAMELA KEEN:. You know, one way or another the gas
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is comng off.

BENNY WAMPLER: I’11 ask them to address that.

That’s of interest to the Board. Are you doing that?

MARK SWARTZ: No.

PAVELA KEEN: Yes.

MARK SWARTZ: We’re drilling a ton of wells. That’s

why we’re pooling these people. I mean, I think what she’s
tal ki ng about is FF-23.
BENNY WAMPLER: Are your planning to drill a well on

their property?

MARK SWARTZ: Not that I'm aware of.

PAVELA KEEN: No.

JAM E HALE: We won’t give them the surface rights.

BENNY WAMPLER: I’'m sorry. Oh, okay.

JAM E HALE: The surface rights.

PAMELA KEEN. W own the surface, oil and gas.

JAM E HALE: (inaudible) we don’t start getting

royalties until they're paid back for the | ease, you know.
So, that’s paying them to come in and destroy our surface.

BENNY WAMPLER: I’'m not supposed to have

conversation back and forth without you telling nme who you
are.

JAME HALE: I'm Jamie Hale. I'm one of the Carlos
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Hal e heirs.
BENNY WAMPLER: | under st and. | needed it for the

record. So, you won’t allow themon your property in
that...for that unit, is that correct?

JAME HALE: Right. I'mnot going to pay themto

cone in there and destroy the surface. 1In the |ease
agreenent, it said that if they danaged the water, you know,
there's a well on the property---.

PAMELA KEEN. Anything that's damaged, they're not

responsi ble for.

JAM E HALE: They’re not responsible for it. And we

asked the guy that came to my sister’s house about that and
he said, oh, they’1ll fix it back. I'm sure they will. If
they’ve got a contract that they’re not responsible---.

PAMELA KEEN:. But, see, as of right now, if you

could see this...where this 40 acres sits and where the gas
wells are being placed right now, there’s no way that it
wouldn’t drain it off. I mean, there’s one on this end of
it. There’s one on this end. There’s supposed to be one

here and there’s one on the back side of the mountain.

MARK SWARTZ: Well, | guess, the whole---.

PAMELA KEEN. And if it covers 80 acres, either way

it’s going to---.
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MARK SWARTZ: Well, the reason we gave you notice of

t hese hearings---.

PAVELA KEEN: The wells were drilled---.

MARK SWARTZ: ---1is because we’re draining gas from

under your property and we want to make sure you’re included
to get your share even though we haven’t been able to | ease
your property. I mean, that’s why you’re here. I mean,
I...you’re not happy to be here, but I mean the reason that

we’ve listed you in all of these units---.

PAMELA KEEN: Ckay.

MARK SWARTZ: ---is because there is...you know,

you’re in these units. There are wells in these units.
There’s ultimately going to be gas produced from these units
that you have a claim against and that’s why we’ve added you
because what you’re saying is a matter of common sense. If
you’ve got wells all around your tract, you’d better hear
from sonebody because gas from under your tract is being
drained and that’s...that’s why we’re here. I mean, I don’t
know how el se to put that.

PAMELA KEEN: Okay. That’s...I understand. But I

just wanted to let you all know how we feel. W object to
all of this.

MARK SWARTZ: l...1...well, | know that. Now, t he
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other point I want to make, we can’t...I don’t want to get
into, you know, what lease people say or don’t say. I
mean...but | can tell you that no | ease that we can draft is
going to change the State | aw, which says that, you know, if
we drill a well and you’ve got water within 750 feet of that
well and we adversely impact on it, it’s our problem and
that’s a State law. I mean, you know, most of the people---.

BENNY WAMPLER: | was going to rem nd you of that.

MARK SWARTZ: Most of the people in this room woul d

know that, but that’s a fact and that’s reality and you
can’t...you know, contract around it. You know, this is why
we do water surveys and analysis up front and do all the
things we do with regard to the water.

CLYDE KING So, are they aware of that?

MARK SWARTZ: Well, they are now. | nean, |---.

CLYDE KI NG: They weren’t up until now?

PAMELA KEEN: Well, see, it’s...we’re coming into

these things blinded. W have no idea what’s going on. You
know, |ike we were under the inpression this was a permt

hearing or ever how you’ve explained it.

BENNY WAMPLER: Well, the Board doesn’t hear those.

Mark, what she’s talking about, and I think you know clearly

what she’s talking about, the tracts that you’re noticing her

72



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

on, are these tracts sonewhere out around, say, this is her

property?

PAVELA KEEN: Yeah.

MARK SWARTZ: Well, it’s all six...just take the six
to that side.

BENNY WAMPLER: Ckay.

MARK SWARTZ: And those are the six that we’re
talking about and she’s basically in four out of the six, I
t hi nk.

BENNY WAMPLER: All right. But---.

MARK SWARTZ: One was | ast nonth---.

BENNY WAMPLER: But the main one is what she’s
t al ki ng about .

PAMELA KEEN:. Yeah.

BENNY WAMPLER. What I’m hearing her say at
least...if I'm wrong, I’'m subject to be corrected, but the
main one, she’s saying you’re drilling around.

PAMELA KEEN: Yeah.

BENNY WAMPLER: And, of course, you’re saying the

reason you’re drilling around is because you can’t get
authorization to drill on, I guess. Is that what you’re
sayi ng?

MARK SWARTZ: Well, that could be the reason.
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PAVELA KEEN: They don’t own it...own it.

MARK SWARTZ: It could be a reason

BENNY WAMPLER: Par don?

PAMELA KEEN: They don’t own the rights. You know,

no rights on that property.

BENNY WAMPLER: | see. (Ckay. The gas and oil or

surface?

PAMVELA KEEN: Uh- huh.

MARK SWARTZ: Well, you could have a severance right
under the coal lease. I mean, I don’t want to get into that.
But, you know, we try to drill on the surface---.

BENNY WAMPLER: Well, we’re not going to go there.
I’m just making sure I understood the issue.

MARK SWARTZ: W try to drill on the surface and we
had this discussion with you all before, we try to drill only
on the surface of people that we’ve been able to reach an

agreement with because, I mean, there’s no point in fighting
with folks about their surface if you can’t. So, that...you
know, absent an agreement from you guys, we would...that’s
why we try to stay off of your surface forever, you know,
which is what we’ve done.

BENNY WAMPLER: Go ahead.

JAM E HALE: W& are the coal owners on the 2.75
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acres. Ckay, you know, what about the, you know, the

interest in that? I mean, where’s it going? Does it go to
escrow wth the rest of it or will it be comng to us? |
mean, who even give them perm ssion, you know, to pool it off
t hat ?

MARK SWARTZ: The tract on which you would own
everything would not go into escrow. But if you own the coa
and the oil and gas, the royalty would be paid w thout being
escrowed.

JAM E HALE: (Inaudible) she’s got the document.

LESLI E K. ARRI NGTON: And we were 750 away from
t hem

BENNY WAMPLER M. Garbis, do you have---?

DENNIS GARBI S: Yes. M. Chairman, |...l have sone
severe reservations about this...this information, here

getting back to Mr. Rasnake’s point. I think he’s right. He
can’t afford Mark Swartz. Most people can’t afford Mark. I

can’t afford Mark. I wish I had a Mark Swartz on my payroll,

t 0o.

MARK SWARTZ: I’'m not on their payroll.

DENNI S GARBI S: Wl |, you may have a point, but not
to make light of the subject, though, I’'m wondering if there

was a way that we could go back and do naybe, |ike for the
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| ast eighteen to twenty-four nonths, and maybe nake a
conpari son of sonme of these AFEs. | would really like to
know. | think...l take it very seriously. | think we
have...the nenbers of the Board have a fiduciary
responsibility to try to address these concerns and |...we
want to make sure that we’re even handed and that we can
render decisions in an honest and fair and straight forward
manner based on all the information. | feel at this point
that I...1 would really like to naybe go back and naybe M.

Wilson’s office could do that---.

BENNY WAMPLER: We’1l1 have him to do that.

DENNIS GARBI S: ---so0 we can do sone research into
t hat .

BENNY WAMPLER: Do you think the last two years is
what you woul d want to see?

DENNI S GARBIS: | believe the last twenty-four

months just to see---.

BENNY WAMPLER: Ckay.

DENNI S GARBI S: ---how...how we all would shake out

and woul d be enlightened, and | understand that there m ght

be some differences in frac techniques or maybe they’re...I
mean, everything is, you know...I don’t know that in the
grand sunmmati on when you | ook at it, statistically, if you
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| ook at the large sanpling of the population, I think you
woul d have...l think it would basically even itself out. So,
at least that would give us a prelimnary...and that would
maybe satisfy M. Rasnake.

JAMVES RASNAKE: Yeah. Yeah, absolutely. And as a

matter of fact---.

DENNI S GARBIS: And | think that...that would

satisfy your concerns and it would satisfy our concerns and,
quite frankly, based on that, I'm...I’'m not willing to...
maybe we can see how we want to, you know, naybe word that as
a motion, but I'm not willing to proceed wth these five
appl i cations.

BENNY WAMPLER: So, we’re going to do...let me be

clear what we’re...what we’re going to get. We’re going back
twenty-four nonths and I think it would probably be good to
hi ghl i ght, you need differences. Maybe not list every |ine
item, but highlight....you need differences, if there’s
stimulation differences, if there’s differences on title
work, 1f there’s differences on other four or five items, to
hi ghl i ght sonme of those as to...just so that if the Board
decides to explore that further in an AFE, they woul d have as
a flag.

CLYDE KING Just sone good information.
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BENNY WAMPLER: Ckay.

MAX LEW S: What about the transportation costs?

SANDRA RI GGS: We don’t regulate that.

BENNY WAMPLER: It’s not in our jurisdiction,

transportation costs. Let ne...let nme...first, before we do
anything with the decision today, did you have anything
further, M. Swartz?

MARK SWARTZ: | am ..l nean, to respond to M.

Garbis’ comments. I would rather look at actual numbers,
actual conpletions, actual fracs, actual casings and do that
with Mr. Wilson so that we know if we’re comparing apples and
appl es or oranges and oranges or what the differences are. |
have no problemwth that. W would certainly be willing to
participate in that.

However, | would strongly resist hol ding pooling
applications hostage to sone indeterm nate assessnent of
historical averages of well costs between companies. I’'m
really...I'm troubled with that. I guess I just make that
observation. So, we would, you know. ..frankly, | would
wel cone an inquiry where | knew what we were tal king about.

I mean, I can’t tell from this, you know, what they did
and...I know what we do, but I can’t tell what they did. But

| would strongly, you know, object to holding any application
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or applications hostage to that kind of an effort.

BENNY WAMPLER: | guess...| understand that, but I

guess what | was asking you, is there anything further with
this in regard to the applications you have presented to us
t oday---?

MARK SWARTZ: No.

BENNY WAMPLER: ---that you wish to address the

Boar d?

MARK SWARTZ: No.

BENNY WAMPLER: All right. | guess, to offer one

further thing is we mght do is invite the conpanies, the two
t hat have been rai sed here, ERECs and Consol, and we can pick
sone others so that we’re not singling them out, if they want

to provide to us actual costs, we’ll present that to the

Board as well. But the bottomline is the DWE or the AFE,
whi chever you call it, has been presented to the Board and we
can line those up and show what was projected and what

actually occurred. I don’t...I don’t know that overall
that’s going to drastically influence the numbers. You would
hope not, but we’ll see.

CLYDE KI NG: At leastways, we’ll know.

BENNY WAMPLER: We’11 know, if that makes sense. 1Is

there any further questions fromany nenbers of the Board
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have at this point?

SANDRA RIGGS: Well, | would just like to tal k about

how t hat nunber, the AFE nunber, comes into play in a pooling
application. The Board...that nunber is put out there and
the place that it becones applicable is if someone chooses to
participate in the...in the unit. They have to pay their
proportionate cost of that anmount. Now, to date over...since
1990, we’ve had two poolings where somebody has elected to
participate. So, in the history of poolings by this Board,

t hat nunber has only been used two tinmes. Do you get what
I'm saying?

DENNI S GARBI S:  Un- huh.

SANDRA RI GGS: The only way it cones into play in a

pooling application if sonebody wants to participate and they
need to cal cul ate what the anount of their checks is going to
be. So, it may be that you can do with, if soneone in
this...these particular units chooses to participate, that
nunmber will be established provisionally sone how subject to
review at the end of this...this survey you’re going to do.

Do you see what I'm saying?

MARK SWARTZ: Wl |, what happens, though...Il nean,

CLYDE KING Well---.
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MARK SWARTZ: ---M. Rasnake were to participate,

okay, there would...because soneone...soneone participates in
a unit, then we have to go froma DWE an estimate, to when
we’ re done we have to have an actual...I mean, my
recollection is we have to provide the actual nunbers---.

SANDRA RI GGS: Ri ght.

MARK SWARTZ: ---to M. WIson under the terns of

t he pooling order.

SANDRA RI GGS:  Right.

MARK SWARTZ: So, at that point, an adjustnent woul d
be made. You know, it would cone...if there was an over set
aside, it would come back out of escrow to match the nunber.

So, | nean, the actual costs get provided to the departnent
in the rare instances, you know, where there’s actually a
participation cost. So, what we’re here is with an estimate
and what...you know, what ultimately if M. Rasnake, because
he tells us periodically that he’s going to participate, if
he did participate, we---.

CLYDE KING M. Chairnman?

MARK SWARTZ: ---be dealing with actual nunbers

down t he road.

BENNY WVAMPLER: M. Ki ng?

CLYDE KING: I'm sorry.
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BENNY WAMPLER: That’s okay.

CLYDE KI NG: Well, I’'m understanding, though, that

if they ask to participate, it’s on the figures that we heard
t oday.
MARK SWARTZ: No.

BENNY WAMPLER: It will be on the actual nunbers.

MARK SWARTZ: It will be on the actual ---.

BENNY WAMPLER: It will be on the actual costs.

CLYDE KING So---.

MAX LEWS: It will be on the---.
CLYDE KING | thought they had to say that they

wanted to participate before we approved or di sapproved.

SANDRA RI GGS: Once the Board enters an order, they

have...the order will give thema right of election and set
out in the order what the options are and it usually takes
about sixty...sixty days to get these orders entered, thirty
to sixty days. And then fromthe tinme they get the order
they have thirty nore days...is it thirty days to nake an

el ection?

BENNY WAMPLER: Ri ght .

SANDRA RI GGS: And it’s at that point, they would

need...if they want to participate, to take their percentage

interest inthe drilling unit and nultiply it by the
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estimated cost and send in a check to the escrow agent. Now,
i f anyone participates under the order, the operator has to
then prove that their estimate is correct by providi ng Bob
Wl son with hard nunbers, actual costs, actual production
costs, and at that point, if it differs fromthe esti mated
cost, the anmount put on deposit in the escrow account is
adjusted accordingly. That’s currently the way it works.

CLYDE KING Well, | certainly agree with what Sandy

said. But, we’ve had some serious things come up, I think
today. | certainly agree with M. Garbis.

DENNI S GARBI S: Can | ask another question, M.

Riggs? |If...are you saying that alone is the use of that AFE
number, because it’s my understanding that also the point at
whi ch the people begin to nake...to get a pay back, in other
words, the operator, they would be reinbursed that cost
first---.

PAMELA KEEN:  Yeah.

DENNI S GARBIS: ---and then fromthere on out, they

woul d begi n---.

MARK SWARTZ: No.

SANDRA RIGGS: No. If they're | eased, deened to

| ease, or voluntarily leased or...well, those are the two

options, they start getting their royalty into escrow
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i mredi atel y when production starts. There is no pay back to
the operator. The operator is the working interest and they
pay a 100% of the cost of that well. The only tine a pool ed
party would share in that cost is if they choose to be...to
buy part of the working interest and beconme an owner in the
wel | and then that nunber becones rel evant because it
establishes the price at which they have to purchase their
wor ki ng interest, proportionally.

CLYDE KING But then they would have to pay...to

pay.
MAX LEW S: They becone an owner.

SANDRA RI GGS: They pay their proportionate cost of

t hat wel |

PAMELA KEEN: Uh- huh.

DENNI S GARBI'S: So, are you telling ne that the fact

that it’s, you know, $250,000 or $550,000---7

SANDRA RI GGS: Unl ess sonebody- - -.

DENNI S GARBI'S: ---that it doesn’t make any

di f ference?

SANDRA RI GGS: Unl ess sonebody parti ci pates.

MARK SWARTZ: O is carried.

SANDRA RIGGS: O is carried...well, when I say

participate---.
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MARK SWARTZ: Ri ght.

SANDRA RIGGS: ---in the working interest---.

DENNI S GARBI S: Yeah

SANDRA RI GGS:  ---whether it’s by carried or by---.

MARK SWARTZ: But, see, if you participate, you

still get your royalty. It not |like either/or. | nmean, you
al ways get your royalty. There is no offset of costs of
drilling, fracture, stinulations, any of that stuff. The DWE
costs does not get offset against royalty ever, period.

Ckay? |If you participate, neaning you say | want to be a
partner right away, here’s my check, or I want to wait until
you recover 300% then the nunbers---.

DENNI S GARBI S: Then it’s---.

MARK SWARTZ: ---get...these nunbers get replaced

with actual nunbers---.

DENNI S GARBI S:  Un- huh

MARK SWARTZ: ---which then becone the basis for

the participation check or the carried nmultiplier.

DENNI' S GARBI S: So, basically the AFE nunber is---.

SANDRA RIGGS: | t’s an estimate at this point.

DENNI S GARBI S: (Inaudible) it’s meaningless. 1In

other words, if it’s $250,000 or $1,250,000---.

SANDRA RI GGS: Well, it’s not meaningless if
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sonebody wants to participate---

DENNI S GARBI S: Yeah, but---.

MARK SWARTZ: But nobst of the tinme it is.

DENNI S GARBI S: Yeah. But I mean you’re just

telling ne two---.

SANDRA RIGGS: Yes. Two tines---.

DENNI S GARBI S:  ---people out of, you know, 10

years, I mean that’s like---.

SANDRA RI GGS: Ri ght.

DENNI S GARBI S: M. Rasnake, do you under st and?

mean this is---.

MARK SWARTZ: He knows.

BENNY WAMPLER: M's. Keen?

JAVES RASNAKE: See, ny position as a | andowner,

want the nost prudent, the best at managi ng ny resources,
operating the gas well.

DENNI S GARBI S: | understand that.

PAMELA KEEN: Excuse me. On this where we’re

already in this escrow account on one...one of these gas

wells and...| nean, everybody talks |ike, oh, you know, this

is a lot of money. It’s...I think that the money has

been...being putting into escrow since...we’ve had three

different dates throwed at us. Somebody mentioned ‘92 one
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time. Somebody mentioned 1995 and now it’s 1998. We called
the bank and checked on the amount that’s in this escrow
account and out of...let's see it’s Carlos Hale heirs, Hugh
McRae Land and Trust, Torch Energy and more there’s only like
$2,300 in this account. I said either way, you’re losing and
by the time all of this noney is separated and everybody
gets, you know, their share, what’s it going to be, $2 or $3?

SANDRA RIGGS: Well, it is dependent upon on how

much ownership interest you have in that drilling unit, how
many acres you own in the unit.

PAMELA KEEN: And, see, I’'ve talked to people and

they say, don’t sell. You don’t...don’t let anybody have
your gas rights and stuff. You could be sitting on mllions
of dollars worth of gas, but yet here there’s nothing we can
do about it because it’s all being drained off our 40 acres.
So, you know, 50 years down the road if we want to sell it,
it would be gone is, you know, what we’re...I mean, is what
we’re going through it right now.

BENNY WAMPLER: M. Garbis, on the nunbers where it

woul d...where it would have an inpact, would be if, for
exanpl e, you found that the AFE or DWE was inflated
expl anentially, you know, say at $400, 000, so that people

woul d be driving away from partici pati on because of the high
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nunber that woul d have a neani ng, obviously.

DENNI S GARBI S: Basically, | nean---.

BENNY WAMPLER: It could be the best estimmte. It

shoul d be adj usted---.

DENNI S GARBI S: Ri ght .

BENNY WAMPLER: - --based on your actual costs is

what it shoul d be.
DENNI S GARBI S: But basically, | nmean, you know,

then I'm going to retract what I said because, obviously,
what I'm hearing is it really doesn’t make any difference
unl ess sonebody wants to participate. Only two people
has- - -.

MARK SWARTZ: Mbst of them

DENNI S GARBIS: ---participated. So, therefore, you

know, that’s not really a problem.

MARK SWARTZ: The theory, M. Garbis, because

we...you know, I’ve being doing this for a while and, you
know, the Board at different points in tinme picks up
different clubs to beat ne with, you know. And when we first
started---.

DENNI S GARBIS: It nay be well deserved.

MARK SWARTZ: Right. And when we first started,

there was a real concern on the part of the Board, back in
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‘90 and '91, that the numbers not be, you know, obscenely
inflated and that they be, you know, bear sone...the
estimates bear sone significant---.

DENNI S GARBI S: Plus or m nus 10%

MARK SWARTZ: ---relation to reality to not run

peopl e off and that was a message, you know, that...I don’t
think we were doing it, but I nean that was a concern that
the Board had in the very begi nning and they sent a strong
message that we needed to try to use, when we could, rea
nunbers conbined with estimte, you know, if we were partly
t hrough the process to try and nmake sure that our estinates
had sone basis in reality in terns of representing an average
that we were experiencing and so forth, and we have conti nued
to do that. The reality is other than sone, you know, I|ike
double or triple, it hardly ever really matters, but there is
that possibility that you could run somebody off and that’s
why we try to keep the estinmates within...you know,
legitimate estimates of what our costs actually are.

MAX LEW S: These two people that participated in
this drilling...in these wells, did the estinmate run higher
or lower than the original?

SANDRA RI GGS: One was an Equitable well and I think

the other one was a participation in an Oxy well by Ashl and,
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whi ch was anot her operator and they ended up getting

their---.

MARK SWARTZ: They bail ed out.

SANDRA RIGGS: ---npbney back and selling their
interest, I think. And those are the only two I'm aware of
where there has ever been a participation.

CLYDE KI NG: But don’t you...don’t you wonder why
there’s only two out of all the ones that have applied?

BENNY WAMPLER: It’s very high risk.

SANDRA RI GGS: It’s very risky...high risk. I
nean- - - .

CLYDE KING A |ot of noney.

MARK SWARTZ: Well, let nme---.

PAMELA KEEN:. Nobody can afford this.

MARK SWARTZ: Fromtal king to people historically,
factor that seens to ne to be a bigger factor of people to

participate or not to participate, having had conversations
with the owners over the years, if the fear of being a
partner and being liable for unforeseen consequences, well
costs, additional conpletions. | nean, you know, you can get
into a well in the beginning, well, we’re going to complete
it. We’'re going to fracture another 20 feet. Your share,

you know, at $60, 000, your share is whatever. Wite a check.
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And there’s...there is...I sense from the people that I talk

to, and maybe I'm just talking to a bad, you know, sample,
but the people that | talk to seemto have a greater fear
level about potential uncertainties than they do, if they’re
t hi nki ng about, then about witing that first check. | nean,
the fear of being a partner wwth an oil and gas conpany in a
well with unknown consequences, | think, warns nore people

of f then anyt hi ng.

MAX LEWS: | think so, too.
BENNY WAMPLER: Yes, sir.

JAM E HALE: As a landowner, you know, we’re not

given a choice. We’re given an ultimatum. There’s three
things that we can do. That’s either accept a one-eighth

royalty, becone a partner or be carried, you know.

SANDRA RI GGS: Ri ght.

JAME HALE: If we don’t want them to tip the gas

it’s gone anyway. I mean, and we have to settle---.

PAMELA KEEN:. Pool i ng.

JAME HALE: Right. | nmean, we have to settle for

something. We’re not given no choice.

BENNY WAMPLER: Well, understand, that’s the law.

That’s not something that we’re...you know, we have to

administer it. We’re not creating it.
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JAM E HALE: Yeah.

JAMES RASNAKE: I’'d like to add to what Mark had to

say in that he was tal king about risk and so forth. Mself,
as a |landowner, if | chose to participate in this particular
well that I have property in, I don’t think I could go to
sleep knowing that the same people that’s operating my
company, and that I’'m partners with, are charging the
transportation fees and at that point, I'm having to pay

(i naudi bl e) instead of just one-eighth of that charge. So,

mean, that’s another factor that’s taken into consideration.

BENNY WAMPLER: Wel |, you know, | understand that.

Here, again, I know you dispute it. We’ve got legal advice
that that’s a jurisdictional issue outside of our
jurisdiction and it is before the Board and there will be a
solution on that, I'm convinced, one way or the other.

JAVES RASNAKE: For sone...for sone of the |arger

cor porate owners.

BENNY WAMPLER: For those that are in that court

case. But | do understand your issue. Anything further fro
menbers of the Board?

DENNI S GARBI S: Yeah. So, M. Rasnake, do you

understand where I’'m coming from? I mean, you know, it was

the | ack of ny understanding---.
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JAVES RASNAKE: Yeah, | nean...the cost---.

DENNI S GARBI S: But you understand---7?

JAVES RASNAKE: ---took ne totally by surprise that

it wasn’t relevant unless you were choosing to participate.

DENNI S GARBI S: Yeah. It appears that it’s not

relevant. It’s not relevant and, therefore...yeah, we don’t
won’t to...we don’t want to get in the way of progress, for
lack of a better word. But, I mean, it’s...now, I do
concern...|l do show sonme concern sone of the other itens, but
as Mr. Wampler says, that’s a hammer we can’t beat Mr. Swartz
over the head wth.

MARK SWARTZ: Well, you can...yeah

DENNI S GARBIS: So, M. Chairman, | withdraw the.. .|

question the wi sdom of going through the efforts to do that
for twenty-four nonths. | nean, is that a worthwhile effort?
I'm asking the rest of my colleagues on the Board here.

question if that would be a worthwhile effort. I don’t know.

CLYDE KING: I’'d like to see 1it.

MAX LEWS: Yeah, | would, too.

BENNY WAMPLER: Well, we’ll do it. We can get them.

DENNI S GARBI S: Okay, that’s fine.

BENNY WAMPLER: |Is there a notion of the cases

bef ore us?
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MASON BRENT: M. Chairman, | nove that we grant the

applications as submtted.

BENNY WAMPLER: |s there a second?

DENNI S GARBI S: I’11 second it.

BENNY WAMPLER: Any further discussion?

(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Everyone says yes, but O yde King and Max Lew s.)
BENNY WAMPLER. (Opposed, say no.

(Cyde King and Max Lewi s say no.)
BENNY WAMPLER: Rol | call.

(Roll call taken by the Court Reporter. Mason
Brent, Benny Wanpl er and Dennis Garbis state yes. Cyde King
and Max Lewi s say no.)

BENNY WAMPLER: Mbtion carries, three to two. The

next itemon the agenda is the Gas and G| Board w ||
consider a petition from Pocahontas Gas Partnership for
pooling of a Coal bed Methane unit identified as EE-27, docket
nunber VGOB-00-10/17-0828; and we’d ask the parties that wish
to address the Board in this matter to cone forward at this
time. And before we start, we’re going to take five.

(O f the record.)

BENNY WAMPLER: The Gas and G| Board will consider
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a petition---. Are we ready? ---from Pocahontas Partnership
for pooling of a Coal bed Met hane unit under Oakwood
identified as EE-27, docket nunber VGOB-00-10/17-0828. We’d
ask the parties that wish to address the Board in this matter
to cone forward at this tine.

MARK SWARTZ: Mark Swartz and Les Arrington. I’d

also like to request, M. Chairman, that you conbi ne one
other unit with this EE-27 and that would be EE-28, which is
docket nunber six.

BENNY WAMPLER: That is docket nunber VGOB-00-10/17-

0829. Any objection to conbining those?
(No audi bl e response.)

BENNY WAMPLER: Hearing none, they’re combined. Any

other parties that wish to address the Board in this matter?
(No audi bl e response.)

BENNY WAMPLER: The record will show there are none.

You nmay proceed.

CLYDE KING M. Chairnman, is that nunber four and

whi ch?

BENNY WAMPLER: No, it’s numbers five and six.

MAX LEWS: Five and si x.
MARK SWARTZ: Fi ve and si Xx.

BENNY WAMPLER: Fi ve and si X. Fi ve and si x on
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your - - -

CLYDE KI NG Five and six?

BENNY WAMPLER: Yes, sir.

MAX LEW S: Five and si x.

(Leslie K. Arrington distributes Exhibits.)

LESLI E K. ARRI NGTON

havi ng been duly sworn, was exam ned and testified as
fol |l ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q Les, you need to state your nane for us
agai n.

A Leslie K Arrington.

Q And I’11 just remind you that you’re still

under oat h.

A Yes.

Q Who do you work for?

A Consol .

Q Wth regard to units EE-27 and EE-28, did

you sign the notices and the applications?
A | did.

Q And did you either yourself prepare the
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docunents and exhibits or were they prepared under your

direction with regard to these pooling applications?

A Yes, | did.

Q kay. Wio is the applicant?

A Pocahont as Gas Part ner shi p.

Q Is there a request that a designated

oper ator be appoi nted?

A Yes, it is.

Q And who is that?

A Pocahont as Gas.

Q | s Pocahontas Gas Partnership a Virginia

Ceneral Partnership?

A Yes, it is.

Q | s that partnership a partnership which has
two partners who are Consolidation Coal Conpany and Conoco,
I nc. ?

A Yes, it is.

Q |s PGP authorized to do...is Pocahontas Gas
Part nership authori zed to do business in the Commonweal t h,
and has it registered wwth the DMME, and does it have a
bl anket bond on file with regard to its activities as
requi red by | aw?

A. Yes, it does.
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Q
right?
correct?
A
Q
A
Q

The respondents in EE-27 is just VDOT,

That’s correct.

And in EE-28, it’s VDOT and the Sisk heirs,

That’s correct.
Did you nmail to these fol ks?
Yes, we did.

And have you provided this norning to the

Board, in the packets of exhibits you’ve passed out, the

Certification with regard to mailing and the recap of when it

was mai l ed and who signed for it and so forth?

>

t he 15t h.

O > O

A

Daily Tel egraph on Septenber the 20th of this year,

Yes, we did.
Ckay.
It was mailed by Certified Mail on Septenber

And that’s in both instances?

Yes...yes, it is.

And was it published as well?

Yes. EE-27 was published in the Bluefield
and EE-28

was published in the Bluefield Daily Tel egraph on Sept enber

t he 21st.
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Q Are the respondents in both units listed in
Exhibit B-3 as well?

A Yes, they are.

Q Do you want to add any respondents or do you
want to dismss any?

A No.

Q Ckay. Do you want to anend any of the
exhibits that went out with these two applications?

A Yes, it’s Exhibit A, page two for
well...unit EE-27. 1In that, | copied the gross oil and gas
percentage incorrectly. It should have been 97. 20 instead of
t he 2. 80.

Q So, you...you corrected a m stake?

A Yes.

Q It’s not because you’ve leased peopl e or
anything like that?

A. No, that’s correct.

Q Ckay. Do you wi sh to anend any ot her
exhibits with regard to either of these pooling applications
besi des Exhibit A, page two, for EE-27?

A That’s all.

Q Now, both of these units are 80 acre Oakwood

| units, is that correct?
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That’s correct.

And in both units, you’re proposing to drill

one wel | ?

A That’s correct.

Q Are these wells both either located, in
fact, or proposed to be located inside the drilling w ndow?

A Yes, they are.

Q So, you don’t need a |ocation exception?

A That’s correct.

Q And to the extent that they’re close, you’re

going to survey and nake sure?

A That’s correct.

Q Let’s go through the leased interest and so
forth. Wth regard to EE-27, would you tell the Board the
percentage of clains of coal and oil and gas owners to the
CBM t hat you have been able to | ease?

A Yes. In unit EE-27, the coal and oil and
gas, we’ve leased 97.20% of the interest. We’re seeking to
pool 2.8% of the coal, oil and gas interest, and we | eased
100% of the coal within that unit.

Q Do you have a permt for a well in EE- 277

A Yes, we do. It’s 4654. It was issued on

July the 26th to be drilled to an estinated depth of 1,787

100



1 feet with the estimted cost of $222,505. 68.

2 Q Coul d you check and see if that has been

3 drilled yet?

4 A That’s where I was headed.

5 Q Ckay.

6 A No, it has not.

7 Q kay. Wth regard to EE-28, what is the

8 percentage of coal and oil and gas clains or interest to

9 coalbed methane that you’ve been able to lease?

10 A We’ve leased 98.0875% of the coal...coal bed
11 et hane and 97.90208% of the oil and gas interest. W seek
12 to pool 1.91259% of the coal interest and 2.09792% of the oil
13 and gas interest and we | eased 98. 0875% of the coal.

14 Q You’ re proposing one well EE-28, correct?
15 A That’s correct.

16 Q Do you have a permt?

17 A Yes, we do.

18 Q Permt nunber?

19 A Oh, I'm sorry. Permit number is 4655-01.
20 W had a nodification to it. It was issued on July the 26th

21 of this year, to be drilled to a total depth of 2,065 feet.
22 Estimated cost is $238,897.53.

23 Q Obviously, you’ve leased, you know, the
24
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majority of the acreage in both of these units fromboth
estates. Wuld you tell the Board what terns you have
offered to | ease that acreage?

A For a coalbed methane lease, it’s a dollar
per acre per year, a five year paid up termwth a one-eighth
royalty.

Q And the dollar an acre a year, is that a
rental that ceases when production commences?

A It is.

Q Ckay. Wuld you recommend those terns to
the Board with regard to any order it m ght enter concerning
peopl e that could be deened to have been | eased?

A We woul d.

Q Wth regard to these two units, it | ooks
like escrowis not required with regard to EE-27.

A That’s VDOT. That’s correct.

Q And...and with regard to EE-28, you’ve
submtted an Exhibit E, which sets forth the fol ks that woul d
requi re escrow?

A Yes, | have.

Q With regard to both of these units, I’11
just pick EE-27, you have tendered an Exhibit B-3, correct?

A. Yes, we have.
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Q Which lists the respondents?

A Yes.

And that exhibit sets forth their acres in
the unit?

A Yes.

Q And it sets forth the percentage of their
interest in the unit which was cal cul ated by dividing their
acreage by the total nunber of acres in the unit?

A It is.

Q And that nunber or percent of unit is
relevant to the paynent of royalty?

A Uh- huh.

Q And to the calculation of participation

costs and carried interest, is that correct?

A Yes, it is.

Q So, that’s the number they would use?
A Yes, it is.

Q These 80 acre units under the Gakwood I

Rul es woul d then be frac units?

A Yes, they are.

Q And you’re seeking to produce coalbed
nmet hane gas fromthe Tiller down?

A Fromall seans below the Tiller, yes.
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Q And you’ve testified with regard to the
estinmated cost, but there is a drilled well estimate in both

appl i cations?

A Yes, it is.
Q Is it your opinion that the plan that’s
depicted in the plat to drill one well in these two GCakwood |

units is a reasonable nethod to devel op the coal bed net hane
under the units?
A Yes, it is.
Q And is the pooling, given the...and the
| easi ng exercise that Pocahontas Gas Partnershi p has been
t hrough, are those reasonable efforts to protect the

correlative rights of all people claimng gas within this

unit?
A Yes, it is.
Q That’s all I have.
BENNY WAMPLER: Questions from nenbers of the Board?
CLYDE KING Are these both in the sanme one, M.
Chai r man?

BENNY WAMPLER: Yes.

CLYDE KING | nove that we approve it.

BENNY WAMPLER: I’ve got a motion to approve. Is

there a second?
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MAX LEWS: | second.

MASON BRENT: | second.

BENNY WAMPLER: Any further discussions?

(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(AI'l nmenbers signify yes.)
BENNY WAMPLER: Qpposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval. The next item on

the agenda is a petition from Pocahontas Gas Partnership for
pooling of a coal bed nethane unit identified as O 43, docket
nunmber VGOB-00-10/17-0832; and it’s number nine in the Board
members’ packet. I ask the parties that wish to address the
Board in this matter to cone forward at this tine.

MARK SWARTZ: Mark Swartz and Les Arrington.

BENNY WAMPLER: The record will show there are no

others. You nmay proceed.

LESLI E K. ARRI NGTON

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:
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Q Les, you need to state your nane, again.

A Leslie K  Arrington.

Q I’11 remind you’ve been sworn.

A Yes.

Q Who do you work for?

A Consol .

Q Did you prepare or caused to be prepared the

notices, application...the notice, the application and
exhibits for this pooling hearing?

A Yes, | did.

Q And you, in fact, have signed the notice of
hearing and the application and certified to both of those,
correct?

A Yes, we have. That’s right.

Q s this an application to pool under the

OGakwood | Frac Rul es?

A Yes, it is.

Q Are we tal king about an 80 acre unit?
A Yes.

Q Seeki ng to produce coal bed net hane from

wher e?
Al seans below the Tiller

Ckay. The applicant here is Pocahontas Gas
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Par t ner shi p?

A Yes, it is.

Q And is the parties sought to be appointed as
desi gnat ed operator al so Pocahontas Partnership?

A Yes, it is.

Q | s Pocahontas Gas Partnership a Virginia
General Partnership that has two partners who are
Consol i dati on Coal Conpany and Conoco, Inc.?

A Yes, it is.

Q Has...is Pocahontas Gas Partnership
aut horized to do business in the Cormonweal th, has it
registered with the Departnent of Mnes, Mnerals and Energy,
and does it have a bl anket bond on file as required by | aw?

A Yes, we do.

Q Are all of the respondents identified on the

notice and then again in Exhibit B-3?

A Yes, they are.

Q Do you want to add any or subtract any?

A No, we do not.

Q Do you want to nodify or amend or revise any

of the exhibits today?
A No.

Q Did you mail to these people?
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A Yes, we did, on Septenber the 15th, by
certified mail.

Q Di d you publish?

A Yes, we did. In the Bluefield Daily
Tel egraph on Septenber the 21st of this year.

Q Have you today submtted proof with regard

to mailing and publications to the Board?

A Yes, we did.
Q Let's ook at leasing efforts and so forth
here. If you look at the interest that...first of all, the

interest that you’ve been able to lease for both coalbed...
coal clains to coal bed nethane and oil and gas clains to
coal bed net hane. \What are those percentages?

A 99.86865%, and we’re seeking to pool
0.13135% of the interest.

Q And that woul d be both the outstandi ng coal
clains and oil and gas clains to CBW?

A That’s correct. We lease 100% of the coal.

Q And the well that’s either drilled or

proposed here is PGP O 43, correct?

A That’s correct.
Q Permt nunber?
A 4287. 1t was issued on August the 11th of
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‘99; drilled to a total depth of 2,128.60 feet; at an
estimated cost at $233, 776. 64.

Q Wth regard to the 99% of the peopl e that
you’ve been able...or interest that you’ve been able to
| ease, what were the terns you were offering in terns of
| ease terns?

A Qur standard | ease terns are a one-eighth
royalty, a dollar per acre per year for a coal bed net hane
| ease wwth a five year paid up term

Q And that dollar per acre was a rental that
woul d be payable only until production commences, correct?

A That’s correct.

Q Wul d you recommend those terns to the Board
to be included in any order it mght enter with regard to
fol ks who could be deened to have been | eased?

A Yes, we woul d.

Q There is a drilled well estinate included
with the exhibits here as Exhibit C?

A Yes, it is.

Q There are interests here that require
escrow, is that correct?

No, there is not. I don’t believe.

Q On 287
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Q

On O 43.

O O 43, I'm sorry. Okay, so escrow is not

required with regard to O 43?

A
Q

exhibit---7?

A
Q

I don’t believe. No.

Okay. So, that’s why you don’t have an

That’s correct.

Ckay, on Exhibit B-3, again, you have the

acreage in the unit, correct?

A
Q
for each acreage,

A
Q

That’s correct.

And then a percentage interest in the unit
correct?

That’s correct.

Qobviously, just to take Tract 1 here, the

P. G Brown heirs have a huge position in the---?

A

Q
of thenf
A

Q

They do.

But it appears that you’ve leased almost all

W have.

So, there’s just a few that you haven’t been

able to work sonething out with?

A
Q

That’s correct.

For purposes, though, of estimating royalty,
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estimating participation costs or carried interest, the
situation, the interest in unit percentage would be the
percent age that people would | ease?

A That’s correct.

Q s it your opinion that the well as shown on
the plats and the frac that’s proposed in the DWE is a
reasonabl e plan to produce coal bed nethane fromw thin this
unit?

A Yes, it is.

Q And i f you take together your | easing
efforts and this pooling application, is that a reasonabl e
way to make sure that all of the claimnts and owners to the
coal bed nethane in this particular unit are before the Board
and protected?

A Yes.

Q That’s all I have.

BENNY WAMPLER: Any questions from nenbers of the

Boar d?
(No audi bl e response.)

BENNY WAMPLER: |Is there a notion?

MAX LEWS: | make a notion that we approve.

CLYDE KING | second.

BENNY WAMPLER: The notion is seconded. Any further
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di scussi ons?
(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(AI'l nmenbers signify yes.)
BENNY WAMPLER: Qpposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval. Thank you.

MARK SWARTZ: Thank you all.

BENNY WAMPLER: The next itemon the agenda is a

petition from Equitable Production for a well |ocation
exception for a conventional gas unit identified as V-4030,
| ocated in the Wse Quadrangle, dadeville District, Wse
County, Virginia. This is docket nunber VGOB-00-10/17-0833
and we’d ask the parties that wish to address the Board in
this matter to cone forward at this tinme. Nunber on the

Board’s agenda. Good morning.

CLYDE KI NG Good nor ni ng.

JIMKISER: We’ll be right with you.

BENNY WAMPLER. Did we catch M. Hall off guard?

JI M KI SER: Yeah.
(M. Hall distributes exhibits.)
JIMKISER M. Chairman and nenbers of the Board,

Ji m Ki ser on behal f of Equitable Production Conpany. CQur
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witnesses in this matter where we’re seeking a variance tO
wel I nunmber V-4030 will be M. Don Hall and M. Martin
Puskar. 1I’d ask that they be sworn at this time.

(Wtnesses are duly sworn.)

DON HALL
havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR KI SER

Q M. Hall, could you state your nane for the

Board, who you’re employed by and in what capacity?

A My name’s Don Hall. I'm employed by
Equi t abl e Producti on Conpany as District Landnman.

Q And you’ve testified as an expert witness
before this Board on many previ ous occasi ons?

A Yes, | have.

Q And do your responsibilities include the
| and i nvol ved here and in the surrounding area?

A They do.

Q And are you famliar with the application

that we filed seeking a |ocation exception for well nunber
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V- 40307

A Yes, | am

Q And have all interested parties been
notified as required by Section 4B of the Virginia Gas and
Ol Board regul ations?

A They have.

Q Wbul d you indicate for the Board the
ownership of the oil and gas underlying the established for
wel | nunber V-40307?

A Penn Virginia Ol and Gas Conpressi on owns
48.59% and t he Hagen Estate owns 51.41%

Q And does Equitable have the right to operate
the reciprocal wells from which we’re seeking a variance,

t hose being V-4025 and V-40317?

A Yes, we do.

Q Are there any correlative rights issues?

A No, sir.

Q M. Hall, could you explain for the Board in

conjunction with the exhibits that you’ve just handed out,
why we need a variance for this well and why the location is
where it i1s?

A As you can see fromthe exhibit, in addition

to the two correlative...the two---.
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Q Reci procal wells?

A ---reciprocal wells, I’ve included other
wells around this well in addition. First of all, this is on
the U. S. Forest Service. We’ve done an Environmental Impact
Assessnent on this and this is where they chose for us to put
this well. But in any event, should we have had the
opportunity to move it where we want it to, there’s still no
place wiwthin the mddl e of these wells that would be a | ega
| ocation that we can stay 2,500 foot from each

Q So, you would require an exception from sone
reciprocal well, and the U S. Forest Services has asked us
to put it where it is currently located from where we’re
seeking a vari ance?

A That’s correct.

JIMKISER Nothing further of this witness at this
time, M. Chairmn.

BENNY WAMPLER: Questions from nenbers of the Board?

(No audi bl e response.)

BENNY WAMPLER: From your experiences when you’ve...

when you’ve located a well like this closer than...is your
producti on affected?
DON HALL: That’s probably a question you need to

ask M. Puskar.
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BENNY WAMPLER: 1’11 be happy to. Go ahead...go

ahead with your questioning.

MASON BRENT: Can | ask one question?

JIMKISER M. Puskar, if you would you state your
nane for the Board and who you’re employed...I’m sorry.

MASON BRENT: Let me ask just one question. Wen

you’re...when you’re laying these wells out, what do you do
with regard to anticipating the need for future wells and
t hereby precluding having to---?

DON HALL: We try to lay themout in a systematic
manner in which we try to get them you know, the m ni num
2,500 feet apart. But when you’re on the Forest Service,
there’s a lot of other factors involved in addition to just
general spacing. And---.

MASON BRENT: Yeah, but you said, though, that if

you could have put it where you wanted to put it, it would
still require an exception.

DON HALL: T said...I didn’t...I think I said that
there’s no place within this group of wells in the center
that is a legal location. This is probably as good as a spot
as we could put it anyway because the Forest Service | ooks
for areas that will |east inpact their...the forest and this

is the spot that they chose fromthe Environnental Assessnent
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standpoint. But should the forest not be involved in this,
we still would not be able to have a spot in here that we
woul d could put a |location legally that would be 2,500 feet
from all of these surrounding wells. That’s the reason I
added these other wells to show that, you know, that it
wasn’t just two wells. This is the two that we ended up
closer to, but there’s other wells involved in the spacing of
that at this point.

MASON BRENT: I guess what I’'m trying to understand

i's, you know, when you cone in and you drill 4031 and 4024
and all of that, at that point in tinme, you did not
anticipate wanting to drill 40307

DON HALL: Well, actually, this whole group of wells
in the forestry is done as a group. There’s about thirty
wells up there that was done and each of these spots, we
worked with the forest people with the rangers...dinch
Ranger District in selecting these spots. So, these spots
were pretty much...I mean, we’ve got several locations that
w Il probably be drilled next year that were al so chosen.

MASON BRENT: So...So, fromthe very begi nning you

anti ci pated needi ng an exception here and there to acconplish
what you---?

DON HALL: Right. Right. That’s correct.
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MASON BRENT: ---wanted to acconplish? Ckay.

Thank you, M. Chairman.

DON HALL: We...excuse ne. W try to mnimze that
as nuch as we can. But, you know, there are areas that we
are forced to do that.

MAX LEWS: And you say this was requested by the
Forestry Departnent that you changed this?

DON HALL: Well, the dinch Ranger District,
probably just South of Coeburn on the Jefferson Forest, and
anything you drill up there has to be done through an
envi ronnent al assessnent and this is where they chose the
| ocation to be.

MAX LEWS: Do you have letters to that effect?

DON HALL: No, I don’t.

JIMKISER: I think you’ll find the majority of the
| ocation exceptions that we do have to cone before the Board
to get our own U S. Forest Service---.

DON HALL: (I naudi bl e) yes.

JIM KISER Yeah. And are dictated by variabl es
that they control.

SANDRA RI GGS: Have you addressed the correlative

rights issue yet?

JIMKISER | asked himif there was any correl ative
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rights issues and all of the reciprocal wells are al
Equi t abl e Production wells.

SANDRA RI GGS: Ckay.

BENNY WAMPLER: Go ahead with your next w tness.

MARTI N PUSKAR

havi ng been duly sworn, was exam ned and testified as
fol |l ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR KI SER

Q Mr. Puskar, if you’d state your name for the
Board, who you’re employed by and in what capacity?

A Martin Puskar. I’m employed by Equitable
Production Company and I’m engi neer.

Q And you’ve previously testified before the
Board and your qualifications as an expert witness in the
area of operations and producti on has been accepted?

A Yes, it has.

Q And you’re familiar with the applications we
filed seeking a | ocation exception for well nunber V-40307?

A Yes, | am

Q Now, in the event the |ocation exception

woul d not be granted, would you project the estinmated | oss of
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reserves?

A Qur projection is 450,000,000 cubic feet of
gas.

Q And the total depth of the proposed wel
under the plan of devel opnent?

A This well is 3,324 feet estinmated depth.

Q And this depth is sufficient to penetrate
and test the common sources of supplied and the subject
formations as listed in the permt application?

A Yes, it is.

Q s the applicant requesting that this
| ocati on cover conventional gas reserves to include the
designated formations fromthe surface to the total depth
drilled?

A Yes.

Q In your professional opinion, will the
granting of this |location exception be in the best interest
of preventing waste, protecting correlative rights and
maxi m zing the recovery of the gas reserves underlying the
unit for V-40307?

A Yes.

JIMKISER Nothing further of this witness at this

time, M. Chairnmn.
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BENNY WAMPLER: Questions from nenbers of the Board?

CLYDE KI NG: What’s the cost of the well? I didn’t

see it in here.
JIM KI SER: We’re not required---.

MARTI N PUSKAR: I don’t have the cost on this

particular well here. The conventional wells in this area
are probably going to be in the nei ghborhood of $250, 000.

JIM KI SER: We’re not required on a location
exception application to provide an AFE

MARTI N PUSKAR: It really...as shallow as this one

is at 3,324 feet, it’s going to be less than that just
because of the |l ess casing and footage drilled and that. But
you still have the bigger itens of conpletion and the

pi peline and all of that kind of...it will keep it up there.

BENNY WAMPLER: You’re not answering my question

that | asked M. Hall. Have you noticed any...any inpact on
the surrounding wells in the area?

MARTI N PUSKAR: Not...not really. We’ve not done, I

guess, that many of them But, typically, all the ones with
location exception that we’ve done have always been probably
wi thin, you know, 1,800 or bigger, footage wi se. So, we’ve

not seen anything per se that says, you know, that, you know,

we drill this well and all of sudden the, wells start
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declining faster. We’ve not...we’ve not seen any of that
yet.
BENNY WAMPLER: |s there any rule of thunmb? |Is

there any place that you hit...you nentioned 1,800 feet. |Is
there a place that you hit where you know engi neering w se

that you’re going to have---7?

MARTI N PUSKAR: There is...not really. | mean,

there...| nean, the 1,800 feet is sonething that...you know,
when you | ook at overall reserves of sone wells and because
of the number of reserves that you’ve got and trying to

al nost do volune netric which in naturally fractured
reservoirs and stuff is very difficult and really doesn’t
work. You know, that’s probably where the 1,800 feet cones
from. But it’s...like I say, it’s nothing more than a rule
of thumb and wells drilled less than that I’ve probably not
seen that | can recall any instances where you did see
interferences fromwells, you know, |ess than that.

BENNY WAMPLER: Ckay. Any other questions of this

W t ness?

BOB WLSON: M. Chairman?

BENNY WVAMPLER M. W/ son?

BOB WLSON: I’d like to point out for the Board’s

information that in this particular area of devel opnent, the
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m neral estate is severed fromthe surface estate. The
surface here is controlled by the National Forest Service,
but the mneral estate is separately owned. The Forest
Service in these areas of the sort typically will accomobdate
mul ti ple use of the surface in order to develop the mnerals.
However, they do control the access to these areas and the
drilling | ocations according to their environnental
assessnents and their surface use plans.

BENNY WAMPLER: | appreciate that. Anything

further?
(No audi bl e response.)

BENNY WAMPLER: Do you have anything further?

JIM KI SER: We’d ask that the application be
approved as subm tted.

CLYDE KING | so nobve, M. Chairman.

DENNI S GARBI S: | second.

BENNY WAMPLER: The notion is second. Any further

di scussi on?
(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER: Qpposed, say no.

(No audi bl e response.)
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BENNY WAMPLER: You have approval. The next item on

the agenda is a petition from Col unbi a Natural Resources,

| ncorporated for well |ocation exception for a conventi onal
gas unit identified as 21671, docket nunber VGOB-00-10/17-
0834. We’d ask the parties that wish to address the Board in
this matter to cone forward at this tine.

MASON BRENT: Mr. Chairman, I’d like to recuse

nyself fromthis hearing.

BENNY WAMPLER: All right.

(JimKiser distributes exhibits.)

JIMKISER M. Chairman, JimKiser on behal f of
Col unbi a Natural Resources. Qur witnesses in this matter
will be Ms. Mary Ann Fox and Ms. Becky Barnes. I’d ask that
they be sworn at this tine.

(Wtnesses are duly sworn.)

JIMKISER By way of introduction, this well was
originally permtted and drilled with the reciprocal well
...the well that we’re seeking an exception from is well
20009. In our original plat, fromwhich we got our permt
and fromwhich the well was drilled, showed the reciprocal
wel | being a distance of 2,508 feet and 48 inch...48...it was
8...it was 8 feet within being in a legal location. W

drilled the well and then through sone field work, we did
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di scover that our surveyor had nade an error and the well is
actually 2,376 from the reciprocal well. So, we’re here

seeking a | ocation exception.

MARY ANN FOX

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR KI SER

Q Ms. Fox, could you state your nanme for the
Board, who you’re employed by and in what capacity?

A My name is Mary Ann Fox. I'm law services
coordinator with Col unbia Natural Resources.

Q And you’ve previously testified before the
Board and your experience and qualifications in the area of
| and managenent has been accepted by the Board?

A Yes.

Q And do your responsibilities include the
| and i nvol ved here and in the surrounding area?

A Yes.

Q And you’re familiar with the application and
the reason we filed the application seeking a | ocation

exception for 216717
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A Yes.
Q And have all interested parties been
notified by the Board as required by Section 4B of the

Virginia Gas and G| Board regul ati ons?

A Yes.
Q And is the ownership, the unit has not
changed at all because the well is drilled where...stil

drilled where it was drilled, but there was just an error in
t he measurenent by the surveyor fromthis well to the
reciprocal well. So, the ownership remains the sane as it
was represented in our application for force pooling for this
well in which there are, | believe, eight different

i ndividual oil and gas royalty owners?

A That is correct. There’s nine.

Q Nine. And Equitable has the right to
operate the reciprocal well, that being 20009?

A Equi t abl e does not.

Q Oh, I’'m sorry. CNR.

A Col unmbi a does.

(Everyone | aughs.)
Q We knows who operates (inaudible).
MARK SWARTZ: That woul d be an opportunity.

A | could (inaudible).
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Q Coul d you explain to the Board in
conjunction with your exhibit why we have...why we originally
located the well where it’s located and, of course, now we’re
seeking the exception, why we’re seeking the exception?

A kay. Oiginally, it was placed to the
East. The coal conpany would not allow for that. There is a
provision in the |lease that allows themto tell us where we
can put our well. They agreed upon this |ocation. W
t hought it was 2,500, you know, within the legal limt.
That’s why we put it right there. The coal company wanted us
to make sure that we stayed within a 1,600 foot contour or
below. So, they agreed to that. Everything was agreed upon.

| think we even had a letter to that effect.

Q Well, we had a letter that, | think, we
submtted with the force pooling application?

A Yeah. And that’s why we drilled it where we
drilled it. And then when we found that it was, you know,
2,376, I mean, we had already drilled it, but we couldn’t
nmove it anywhere el se anyway because there are houses in the
t ypogr aphy and we needed to stay within the 1,600 contour
foot.

Q As soon as we discovered this error, we

immediately...I immediately notified Mr. Wilson’s office of
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this fact and told himthat we would be filing this

appl i cation.

A It was just a survey error.
Q Are there are no correlative rights issues?
The reciprocal well is...all the tract in the reciprocal

unit are under lease to CNR and CNR operates that well?

A Yes.

Q The surrounding acreage is under |ease to
CNR, correct?

A Yes.

JIMKISER Nothing further of this witness at this
time, M. Chairnman.

BENNY WAMPLER: Any questions from nenbers of the

Boar d?
(No audi bl e response.)

BENNY WAMPLER: Cal | your next w tness.

BECKY BARNES

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR KI SER

Q Ms. Barnes, can you state your nane, who
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you’ re employed by and in what capacity?

A Becky Barnes. I'm employed with Columbia
Nat ural Resources as a Senior Prospect Engi neer.

Q And you’ve also previously testified before
the VGOB as an expert witness in the area of operations?

A Yes, | have.

Q And you’re familiar with this application
that we filed seeking a | ocation exception for this well?

A Yes, | am

Q In the event this |ocation exception were
not granted, would you project the estimted | oss of
reserves?

A 500, 000, 000 cubic feet of gas.

Q And the total depth of the proposed well
under the plan of devel opnent?

A 5, 655 feet.

Q s this sufficient to penetrate and test the
common sources of supply and subject fornations?

A Yes.

Q Are you requesting that this | ocation
exception cover the conventional gas reserves including the
designated formations fromthe surface to the total depth

drill ed?
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A Yes.

Q I n your professional opinion, will the
granting of this location exception be in the best interest
of preventing waste, protecting correlative rights, and
maxi m zi ng the recovery of the reserves underlying the unit
for well nunber 216717

A Yes.

JIMKISER Nothing further of this witness at this

time, M. Chairnmn.

BENNY WAMPLER: Any questions from nenbers of the
Boar d?

(No audi bl e response.)

BENNY WAMPLER: | guess ny style here, and what |
| ook for, is just an overall application. | understand your
application as clarified here. But in the witten

application, I don’t think it was abundantly clear that it’s
Correcting something that had already been done. And that’s
what really what we’re talking about. You drilled the well
and- - -.

JIMKISER Right. It was a survey error. W
certainly had a | egal |ocation.

BENNY WAMPLER: Do you have anything further?

JIM KI SER: We’d ask that the application be
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approved as subm tted.

BENNY WAMPLER: |Is there a notion?

MAX LEWS: | nmake a notion that we approve it.

BENNY WAMPLER: |s there a second?

DENNI S GARBI S: | second.

BENNY WAMPLER: Motion is second. Any further

di scussi ons?
(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER. (Opposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval. Thank you.

Ckay, Board, do you want to keep going or do you want to have
| unch?
(Board nenbers indicates affirmatively.)

BENNY WAMPLER: The next itemon the agenda is

docket nunmber VGOB-00-10/17-0835. The Board w Il hear
techni cal data needed to determne field boundaries and unit
size of a proposed new drilling unit in the Gakwood Coal bed
Met hane Field it says, "bounded on the north by 80-acre
drilling units in the OGakwood Coal bed Met hane Fi el d, and on

the west by 60-acre drilling units in the Nora Coal bed
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Methane Field." We’d ask the parties that wish to address
the Board in this matter to cone forward at this tine.

MARK SWARTZ: Mark Swartz on behal f of Pocahont as

Gas Partnership. | have a nunber of w tnesses.

BENNY WAMPLER: Ckay.

(Mark Swartz and his coll eagues get ready. The
Board nmenbers tal k anong thensel ves.)

MARK SWARTZ: | thought it mght...mght be hel pfu

to give you a brief overview of where we...what we woul d
propose to the Board today with regard to this unit area that
we’re talking about. I have three witnesses that I expect to
testify and I’ll give you an idea of what their role is so
you can sort of organi ze your questions a little bit so that
you’ re not asking the geologist about a reservoir or
whatever. Although, if you do, we’ll...you know, we’ll deal
wthit.

Basically, we’re here today because the Board was
helpful and noticed this hearing for this month’s meeting to
address a question of establishing field rules for an area
that currently is one of the few areas that people are
drilling and it currently does not have field rules. This
map depicts the area that we’re going to be talking about,

and there should be smaller versions of this |large map, |
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woul d think, in the handouts. But, basically, this area over
here on the west of this green |ine kind of down the center
of the map is covered by the Nora field rules. And this
little area here, this is where we’re going to be talking
about later, this is the provisional field rules issued in
the Nora that came up a nonth or so ago. And then to the
north of the area that we’re talking about, we’ve got the
Oakwood field. And the area that we’re speaking about, which
we'’ve mapped, and that we propose to the Board that we need
field rules...be prudent to have field rules, is essentially
south of the Cakwood field, east of the Nora and it follows a
couple of fault lines that we’ve drawn on here and, in fact,
actually continue on over into the...into the Nora.

So, this is the area that we’re talking about
today. It contains, and we’ve given a legal description to
the Board and | think there was a publication with regard to
that as well in an abbreviated sort of way, but this area,
these 60 acre units, nominally 60 acre units, it’s 31,668
acres. We'’ve got...we essentially carried out the same grid
that we had in the Nora and so the quad |line, there’s
actually a unit that would straddle here, but it’s not
stranding any acreage, which is to why...why we’ve done this.

As we pointed out to the Board, | think the last tine we
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were here, although the Nora units say they’re...are
described as 60 acre units with a 15%tol erance, they
actually plat to 58.6 acres. | just wanted to nake that
clear. And so we’ve carried out that same size as we go into
this...into this new area. This would...this area would be
for the devel opnent of coal bed net hane only.

There is a slight difference in where we woul d
start the pool when you conpare it to the OCakwood field and
we’ll talk some about that later. But we would like to be
able to start with the Jawbone #1, which is sonewhat vari able
in depth. Qur geol ogist will talk about that, but as you’ll
recall fromtestinony earlier today, the Cakwood | starts at
the Tiller. So, that would be a different...we’d basically
go to the red and green shells, which is where we go in the
Cakwood, as well as the bottom of what we’re looking for.

I'm going to have three witnesses today. I’m going
to start with Mike Orlich, who’s the geology fellow, and he
will talk about the geology in the area and the fault |ines.

There has been quite a bit of core work. He’ll be able to
tal k about the seans that are present and coal thicknesses to
sone extent.

Then | wll follow up with R ck Toot hman, who w ||

tal k about the reservoir from an engi neering standpoint, gas
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in place, percentages of recovery and those sorts of issues.
And Rick will really get into the meat of the...what’s a
reasonabl e size here in terns of, you know, the 58 acre... do
these 58.6 acre units nakes sense, what are the alternatives
and we’ll talk to him about that.

Then the last witness that | would propose to cal
woul d be C aude Mdrgan. O aude, of course, has had, you
know, the experience of drilling on various densities.
mean, if you look at the...first, we were going to take these
wel |l s of f because we thought they would kind of...was nore
information then you really needed. But if you | ook at the
Cakwood field, you can see that where we have been drilling
over mines, we’ve got density and we’ve got pretty close
spaci ng. And C aude has experience froma production
st andpoi nt over the years of dealing with units, or wells,
that are very tightly spaced in the production issues as a
result of that, and then as we step out and we’ve got, you
know, less density spaced wells, he’s got the experience with
that and he’ll be able to comment on, you know, his
expectations with regard to how these units ought to perform

We’ve got some already...some wells drilled down here
already. But he’ll be able to talk from a practical

standpoi nt, this has been our experience. These are the
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production, historical production and spacing, how it m ght
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So, with that introduction, I’'d like to have Mike
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sworn and we can start.

(Wtness is duly sworn.)

M CHAEL S. ORLI CH

havi ng been duly sworn, was exam ned and testified as

foll ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q M ke, could you state your full nane,
pl ease?

A M chael S. Olich.

Q Where do you live?

A Bl uefield, Virginia.

Q Who do you work for?

A Consol .

Q How | ong have you wor ked for Consol ?

A Twenty-three (23) years.

Q What do you do for then?

A Right now I'm working for gas operations as
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the geologist. | review geophysical |ogs, exam ne themfor
the coal seans that are present, determne their depth and
t hi cknesses and determ ne which coal seans they are. | enter
theminto a data base which you use for mapping.

Q The twenty-three (23) years that you’ve been
wi th Consol, has that all been as a geol ogi st?

A Yes. | was an exploration geol ogist for
twenty-one (21) years working in the Illinois basin and al so
in the Southern App area, and only the last two years have |

been with gas operations.

Q So, you were with coal nost of the tine?
A Yes, sir.
Q And the last two years you’ve been out of

the Tazewel|l office?

A Yes.

Q Where did you...where did you go to coll ege?
A I ndi ana Uni versity.

Q And your degree there?

A I have a Bachelor’s Degree and Master’s

Degree in geol ogy.

Q And when did you get your Bachelor’s?
A In ‘75.
Q And when did you get your Master’s?
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A 1977.

Q So, you went straight on?

A Yes.

Q With regard to this matter that we’re

talking about today, I’d like to kind of flush out what work
you have done and then we’ll kind of go through it a bit at a
time. Dd|l ask you to |look at the location of the fault and
discuss with the Board today why we have...why that’s an
appropriate place to end these proposed rul es?

A Yes, sir.

Q Have you al so | ooked at the presence of both
the coal seans and their thicknesses as you go across the
proposed field area?

A Yes, sir.

Q And you’ve got on this map a couple of blue
lines within the proposed field that trend from sout hwest to
northeast and from northwest to southeast, right?

A That’s correct.

Q Did those plot the core | ocations that
you’ve used, that we’ll be tal king about later, to assess the
presence of the seans, their relative depths as we go across
the field?

A. Yes.
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Q In terns of |ooking at el evations, the
presence or absence of coal seans, did you actually use core
hol es?

A Yes. Al the holes we use in the cross
sections are core holes.

Q Coul d you tell the Board just in a shorthand
way what’s involved in drilling a core?

A Basically, a coring rig utilizes a dianond
bit which scours out rock and allows core sanples to go up
into a interbarrell. Core sanples are retrieved and |aid out
and then...you can then lay out a tape neasure and neasure
the thicknesses of each unit and their depths as well and
make the proper descriptions, which can |ater be used to
determine which coal seams you’re looking at.

Q Basically, it’s...the drill is similar to
what you used to put in a lock on door? It drills...it
drills the outside of the whole?

A That’s correct.

Q And you retrieve what’s on the inside and
you put it in huge boxes?

A Yes.

Q And then sonebody other you, | take it,

makes a | og of that?
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A No, | wusually do that.

Q Ch, you do it. Ckay, so you get with the
boxes and the tape and neasure the sandstone and the coal and
shell and so forth?

A That’s correct.

Q And is that the kind of information that you
use to prepare the analysis of the seans here?

A That’s correct.

Q The. .. how many cores are plotted on those
two |ines?

A In the northwest/southeast line, there is, |
believe, five and on the other line, the |onger one, the
sout hwest to northeast, there’s approximately ten.

Q Ckay. And when you were | ooking at coa
seans and at the cores and the relative elevations, did you
al so attenpt to nake an assessnent that you could share with
the Board with regard to what seans were potential candi dates
for developnent in terns of either their depth as bei ng bel ow
drai nage and their thicknesses?

A Yes.

Q And we’ll get to that with some exhibits
|ater, right?

A Ri ght .
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Q Ckay, let's start with the fault line
question here as a natural boundary. W/’ve been over the
maps before and I’11 just alert the Board to the fact that we
have tried to size the units in sort of a stepped fashion to
track that fault line. And, Mke, if you could explainto
the Board, and I think you’ve got some additional exhibits
and maybe we can hold them up---.

A Ckay.

Q ---at least on the fault line. | can...l
can be your easel---.

A Ckay.

Q ---and sort of explain to the Board what has
happened and why it is you think that...that that this m ght
be an appropriate place here to stop this new field.

A Okay. I'm going to talk a little bit about
the geology of this area and I'm going to try to keep it down
to an elenentary level. | realize that sone of you deal with
geol ogi sts and geol ogy on a daily basis and | know that sone
of you don’t. So, I'm going to try to keep this as simple as
| can.

But, basically, this is a very crude and el enentary
di agram showi ng strata, which you would nost likely see

beneath your feet in the coal fields. This blue area here
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represents coal bearing strata. And I don’t know if you can
see it from where you’re sitting, but there is some thin

bl ack 1ines which represent coal seans. The strata bel ow
that are ol der strata and that contains no coal whatsoever
This is pretty nuch how things | ooked shortly after
deposition and conpacti on.

But once...I don’t know if you’re aware of the
theory of continental drifts. Sonme geologists refer to it as
pl at etechtonics. But you may have | ooked at a map of the
worl d and have an idea of where all of the continents lie and
their spacial distances fromeach other, but many years ago
it didn’t look like that. About a hundred million years ago,
all of the continents had converged into one giant |and nass
and there was a | ot of pushing and a | ot of pressure going
on. In particular, the North Anerican continent, the present
day North Anerican continent, and the African continent were
converged agai nst each other pushing in a very hard manner,
creating a lot of pressure over a longer period of tine. And
these areas represent the pressure that was exerted by those
two | and nmasses.

So, naturally over a long period of tine with a | ot
of pressure, you woul d expect to see sone deformation in the

rock, and that’s what this diagram is showing. You’re seeing
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sone fol ding and bendi ng of the rock, not necessarily any
breakage, but just some general defornation.

The next diagram is after you’ve done this for a
very long period of tine, you actually see sone breakage
goi ng on and you see sone novenent along the plain right here
and this plain is known as a fault. |In this particular case,
it’s a thrust fault. And what that means is, you have older
strata that has been pushed up on top of younger strata.
Agai n, you have this blue area which represents the coa
bearing strata and you have this ol der strata here which has
no coal and this ol der strata being pushed up on top of this
coal bearing strata.

Q And, basically, in this...in this diagram
the strata on the right, for the Board, would the African
continent?

A Yes.

Q And on this side, it would be the North

Ameri can conti nent?

A Ri ght .
Q Ckay.
A | f you add anot her several mllion years

and...which includes a |lot of erosion, you lose a |ot of the

sharp angles of the surface here and you start to generate a
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nore flat surface, but the bottomline is still the sane.
Unfortunately here, you’ve lost a lot of coal thickness in
this coal bearing strata. You’ve lost any coal that you

m ght have found out here. But if you follow the nornal
progression of oldest to youngest, you would expect to see
more coal right here, but that’s all gone as well. So, the
only coal you have left is right here. And the thing to
remenber here, and the thing to really take note is, that
this fault represents a logical termnation to the coal

fields and al so, therefore, to the coal bed net hane gas

fields.

As I've said, all of these diagrams are very
elementary and very basic. Typically, you don’t see one
single fault. In Virginia and West Virginia, when you see

these big thrust faults, they’re associated with lots of
faults. The rock is very, very badly broken up. Every now
and then, though, you do get portions of the coal bearing
rock, again shown in blue, that are just kind of nmashed up
between various faults and in this particular segnent of this
diagram it shows a lot of distortion and a | ot of bendi ng
and folding and additional faulting going on in this area

ri ght here which also contains coal, but no coal mner in his

right mnd would want to be in there mining. But this area
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here is represented on the map---.
Q Basically, this is an area that’s folded

over on itsel f?

A That’s correct. (Inaudible)---.
Q And where would that be on the---7?
A And, again, this is a very sinplified map as

wel | because there are hundreds and hundreds of faults down
here. But this map indicates a dual fault systemright here
and if | had drawn a cross section through this zone right
here, that’s what you would theocratically see. You would
see the horizontal coal bearing rock here and you woul d see
tilted non coal bearing rock here and these two faults in the
m ddl e, between these two faults, is a lot of coal bearing
rock that has bent, twi sted, folded and additionally faulted.
So, that’s an area that you wouldn’t be likely to see any

coal m ning because of the severe disruption.

Q The fault lines that you put on this map
M ke, are these recogni zed generally by geologists? | nean,
this isn’t something you came up with Jjust for this---7?

A No. These...these faults have been napped

and t hey have been published and geol ogi cal survey maps and
also in the State of Virginia maps.

Q So, this is a well docunented fault |ine
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that you can go to research material to find its | ocation and
then reproduce it on a nap basically?

A That’s correct.

Q S0, this isn’t something that you have
i nvestigated and generated a fault line for this particul ar
heari ng?

A That’s correct. It was done by other
peopl e.

Q Now, you’ve also shown the line going off
into the...into the Russell Fork fault line. That’s just a
continuation of the same process that you’re talking about?

A Well, yeah, it's...the Russell Fork fault is
a...is a fault of a different sort. 1It’s not the same as
this thrust fault that | described to you before where one
| and mass i s shoved up over the top of another |and nast.
This results froma whole different process. Do you renenber
we tal ked about the continental collisions and novenent of a
land mass in this general direction? WlIlIl, periodically, you
m ght get areas along this frontal...this frontal here where
you m ght have nore pressure acting upon one portion of the
| and mass versus another or you m ght have resistance to
movenent in sone places a lot nore than in others.

So, what happens is, as this front that’s pushing
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this general direction, you mght get an additional novenent
along this land mass. So, in order to accommodate this extra
nmovenent in this direction, you generate another fault here.

So, this is not a thrust fault. It’s known by
geologists as a stripe slip fault, or a lateral fault, or a
transverse fault, and the novenent in this case is nore al ong
these lines as opposed to along these |ines where you have a
thrust fault. So, two different faults and two different
origins.

Q Now, in terns of the question of an
appropriate place to stop this additional proposed field rule
area, what...what happens to the coal to the south of the
fault |ine?

A The coal to the south of the fault line is
conpletely eroded by the mllions of years of erosion that
occurred after all of this novenent took place.

Q So, it’s gone?

A It’s gone. There’s nothing there. There’s
no |likelihood of any coal m ning and, therefore, no
I'i kel i hood of any coal bed net hane gas producti on.

Q So, that is, I assume, why we’re using the
fault line as the boundary?

A. That’s correct.
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Q Ckay. And in the area between faults, the
two green lines, you mght not want to m ne, but you
certainly would want to pursue at |east sonme coal bed net hane
wel | s because there has got to be coal in that area?

A There is a likelihood of coal bed net hane

production in that zone.

Q And that’s why we have included that area
of ---?

A Yes.

Q ---the...where you’ve actually got the coal

fol ding over on itself?

A That’s correct.

Q Wth regard to...well, let's take a | ook
while you’re up here, Mike, if we can...we’re probably going
to have to put these maps up, but let's take a | ook at your
cores now. You pick either line and sort of work through
that with the Board.

A Ckay.

MASON BRENT: Can | ask you one question while

you’ re doing that?
A Yes, sir.

MASON BRENT: Over here you refer to that Russel

Fork fault as a stripe slip or a lateral fault---.
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MASON BRENT: ---as opposed to this one over here

where it’s coming up. What...what do we have down here in
the way of coal (inaudible) the stratal ogist kind of slipping
off the---7?

A Yes. Laterally, what you’re likely to find
here and I'm sure you’ll find here is horizontal strata and
coal bearing here. And then on this side of the Iine down
here, you would find, again, the angled strata with no
potential of any coal bed net hane production or any coa
m ni ng.

MASON BRENT: Ckay. Thank you.

Q Anot her way to | ook at that |ine, M Kke,
would be if you were mining in a mne and you were com ng
down an entry and got to this line, you would run into a dead
end basically because the coal that you were m ning would

have noved---?

A It woul d separate. Yeah, it would.

Q So, essentially, it’s just shear it’s moving
under ?

A (No audi bl e response.)

Q Actually, you can get that up that a little

higher because we don’t really care about that part of the
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map.

Q The two charts under the map of the proposed
field area, is that the...is that both of the lines or just
one of the |ines?

A This is both of the lines. This is the
nort hwest and sout heast cross section.

Q Ckay.

A This is the sout hwest/northeast cross
section.

Q Okay. So, the shorter the chart that’s less
w de corresponds to the shorter line and the chart that is

w der corresponds to the |onger |ine?

A That’s correct.

Q It’s a simple way of keeping track of them,
right?

A That’s correct.

Q Ckay. The...l noticed when | was | ooking at
your charts earlier that you can actually tell us how

many. ..roughly how many mles each chart or |ine covers.
Coul d you...could you tell us that?

A Yes. This cross section which corresponds
to this line here is roughly eleven mles fromhere to here.

Q Ckay.

150



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

A And this one which runs fromnorthwest to
sout heast is about four and half mles.

Q And is each colum on the chart, for
example, if we start with the one that is wide, you’ve got
five colums, correct?

A That’s correct.

Q Does each of those colums correspond to a
separate core hole that was drilled and examined as you’ve
previously testified?

A That’s correct. The core holes are |ocated
here, here, here, here and here.

Q Ckay.

MASON BRENT: How does those---7?

MARK SWARTZ: Go ahead.

MASON BRENT: How do those lines get to be the way

they are rather than just straight |ines?

A These |ines here?

MASON BRENT: Uh- huh.

A That’s because we...they tie into existing
core drill holes. So at each point we have a core hole and
we have purposely chosen to connect these particular core

holes into this diagram

BENNY WAMPLER. M. Swartz, do you intend to
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i ntroduce these exhibits that you’ve provided the Board? 1In
ot her words---?

MARK SWARTZ: Yes.

BENNY WAMPLER: ---the five as Exhibit Two?

MARK SWARTZ: Yes.

BENNY WAMPLER: Ckay.

MARK SWARTZ: Yes.

BENNY WAMPLER: If you’ll get to that later.

MARK SWARTZ: Yes. | thought it would be

easier...you can follow him--.

BENNY WAMPLER: | under st and.

MARK SWARTZ: ---with those. But | thought it

woul d easier---.

BENNY WAMPLER: That’s fine. I just wanted to make

sure we got themin the record.

MARK SWARTZ: Actually, what...so, we can specify

that. What I would propose, if there’s no objection from the
Board, is that we offer one of the books as our collective
exhibits because it’s a lot easier for you all to keep track
of and if there’s not an objection, that’s what I would
propose and just let Mke |leave with the |arger ones today.

BENNY WAMPLER: That’s fine.

Q M ke, with regard to the core holes, can |
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assunme that these core holes were not specifically drilled
for this exercise today?

A That’s correct. They were drilled over a
series of years.

Q So, you picked core holes that you had data
for over the years that you felt mght be relevant to the
kind of inquiry that we were going to have today?

A That’s correct.

Q That’s why you’ve got some lines that look
i ke sonething other than a straight line, right?

A That’s correct.

Q The...let's...let's start with the two
charts that are below the map of the proposed area that we'’re
tal ki ng about and coul d you explain to the Board what it was
that you trying to do wth those charts and why?

A Ckay. This shorter of two cross sections
whi ch correspond to this |line here, was purposely chosen to
start out in the...in PG s active coal bed nethane area up
here to the north and conti nue down here to as close as we
can get to the fault. And the reason for doing that was we
wanted to take a | ook at the coal seans that are present in
this Nora portion of the field and then conpare that with the

ones down to the south and see what we had down there. And
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what we have found was the sane seans that you find up here,
we’re going to find down here. Although, you do find some
seans that are nuch nore persistent then others. For
exanpl e, the P-11 seam which you m ght have heard it called
the Wl f Creek or the Beckley seam we found to be very
persistent and crosses the entire field.

O her seanms such as the Lower Cassell seans, sone
of the Pocahontas seam you mght find in one drill hole.
Drill the next hole and it’s not there. Drill another hole
and it’s there again. So, some seams are very persistent.
Sone seans are very spotted or sporadic in nature.

Q So, would it be fair to say that generally
you found that nost of the seans that are present in the
Oakwood field are present in the proposed area that we'’re

t al ki ng about ?

A. That’s correct.
Q In particular, there’s a lot of emphasis in
OGakwood. ..in the OGakwood field on the Pocahontas 3 seam

You’re familiar with that, I imagine?

A Yes.

Q Is it...when you conpare the Pocahontas 3
seans fitness, or characteristics, in the Cakwood field to

what we find in this new proposed area, how woul d t hat
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conpar e?

A In the Oakwood field, I'm sure many of you
are aware of the fact that we have active mnes going on up
there in the Pocahontas #3 seam The seamup there is very
t hick and reachi ng probably on the average of about five and
a half feet and sonetines six feet. Now, as you go to the
south, the seamstarts to break up into benches, individua
benches. And as you go further south, sonme of the benches
start to thin and actual ly di sappear.

So, mning is not going to take place in the
Pocahont as #3 seam ever down here, never in our life tines.
So, in particular the Pocahontas #3 seamis not the robust
seam down here as it is up here.

Q And as you turn further south, that becones
nmore true?

A That’s correct.

Q Are there other seans, however, that cone
into play in this new proposed area that are not present
above drai nage...that are not present bel ow drainage in the
Cakwood fiel d?

A Yes. There is one series of seans which we
refer to as the Lower Cassell seamthat you rarely find up in

the Nora part of the field. 1If you find it it’s very...a
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very thin seam just a stringer of coal, if anything. But as
you get down into this area down here, these benches tend to
conme together and form sonething that appears to be sonewhat
attractive fromthe coal bed nethane side of things. The
Lower Cassell seamis |located right here in this horizon, on
that cross section and here on this cross section. It’s,
again, one of the sporadic seans that you find in certain

pl aces and it’s absent from others.

Q The two charts that you’re talking about
now, the ones that you’ve put up below the proposed field
that we’re talking about, those you do not show the actual
el evation. It shows an adjusted elevation to try to
correlate, correct?

A That’s correct.

Q To kind of demonstrate what you’re talking
about, if we could just for a nonent skip to the other two
charts, these charts conpare...the other two charts conpare
actual elevation, correct?

A That’s correct.

Q And if we | ook at the upper seans on the
smaller chart, the one that has five core holes, it’s pretty
obvi ous that as you go fromnorthwest to southeast, sone of

the upper seans really take a dramatic dip in depth?
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A That’s correct.

Q And is that what you’re talking about, that
you’ re picking up potential for coalbed methane gas in some
upper seans which are not potential devel opnent in the
Cakwood field, but would be as you tramsouth in this

proposed area?

A That’s correct.

Q And it just shows that angle?

A Right. Rght. As Mark alluded to, these
two cross sections were used with the data. There’s a

horizontal line that I’ve chosen here based on the P-11 seam
because it’s there all the time and it’s pretty much near the
center of the strap section. So, I’ve hung everything on the
P-11 seam because with these two cross sections just to get
you confortable with the way things are correlated. You can
see the lines are pretty nuch horizontal with a fewlittle
rows, but it’s not natural. It’s not a natural
representation of a cross section.

So, after renoving the data, | allowed those sane
two cross sections, the locations of the coal seans to |et
the el evations dictate their |ocation on the cross sections.

So, you see the actual rolls and dips in the coal. And the

thing to note here in this northwest/southeast cross section,
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which is this one here, that you’ve got coal seams that are
pretty high stratigraphically, lower in elevation here. But
as you go to the south, it tends to dip off nuch deeper and
t hese seans we woul d never consider as viable coal bed nethane
producers because they are at, or above drainage, in this
zone here. But as you go down here to the south, now they’re
bel ow dr ai nage and they becone vi abl e producers.

Q General | y speaki ng, at or above drai nage,
mean, 1f you’re above drainage, the coal seam...now, I’ve
|l ost the word. But if you | ook at the side of the nountain,
you can see the seam--.

A Qut crops.

Q ---in which it out crops. And so above
drai nage, your coal seans are out cropping,, and if there was
coal bed net hane gas trapped, and at sone point it sinply
m grates out to the atnosphere over the eons and bel ow

drai nage is coal that you have to go after by digging into

the ground. It does not out crop, correct?
A That’s correct.
Q And that’s the distinction you’re making?
A Ri ght .
Q And in the GCakwood, the Tiller has been sort

of that denmrcation?
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A That’s correct.

Q And here, are there sone seans above the
Tiller that would be candi dates, and, if so, could you
identify them by nane?

A Yes. The Tiller...in this Tiller series
there are three...three benches, what we refer to as the
Tiller, the Tiller 1 and Tiller 2. Above the Tiller seans
are three benches of the Jawbone |listed on these cross
sections as Jawbone 3, 2 and 1 in that order frombottomto
top. The one...there’s a Jawbone #1 that would probably be
t he hi ghest seam stratigraphically that you woul d ever
consi der for coal bed net hane producti on.

Q As a general proposition, and including or
excl udi ng seans from consideration in terns of coa
t hi cknesses at a given point, what were your criteria in

terms of depth and thickness?

A We used a cutoff of 500 feet of depth. You
must have...in other words, the m ninmum of 500 feet of depth
to consider a particular seamas a viable producer and al so

t hat seam nust have the thickness of at |east one foot.
Q So, interns of...strike that. | take it
you. ..you | ooked at coal thicknesses across the area and

provided that information to M. Toothman so that he could
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use that in doing his analysis, right?

A That’s correct.

Q And including..... or excluding seans in the
t hi ckness equation, if they were less than a foot, you
exclude them, is that what you’re telling us?

A That’s correct.

Q Okay. And what woul d be a reason to not
i nclude seans that were less...that were |less than 500 feet
in el evation bel ow ground?

A If it was |l ess than 500 feet, you would
likely...any gas that was at one tine trapped in that seam
woul d have likely | eaked off of the surface to the
at nosphere.

Q The two nmaps that correl ate were pegged off
of the P-11 seanf

A Yes, sir.

Q Was that an exercise that you did
essentially to determne if seans were fairly consistent or
were sporadic as you...as you went through the field or did
you do that for sone other reason?

A Ch, | didit for two reasons. One being
what you just said. Also, by doing this, it nakes it easier

to recogni ze whether or not you're correlating seans
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correctly, if you applied the proper nanmes and then | ooking
at these two cross sections, you would...it’s fairly evident
that I’'ve done that. But if I were to present these to you,
it would be much harder to determne...for you to determ ne

if this seam is actually correlated to this seam here as it’s

shown. It’s just---.
Q One of the historical problens in the coa
fields is that different...is that the same seam has not been

recogni zed as the sane seam and has been given different
names in different areas, correct?

A Yes.

Q And, basically, your exercise there when you
peg everything up the P-11 seamwas to try and correl ate what
you were finding the core holes to nmake sure you were talking
about the sane seans?

A That’s correct.

Q Ckay. And now | take it, just the only
pur pose of that?

A Yes.

Q Wth regard to coal thicknesses, was your
anal ysis and mapping to identify the variations in coa
t hi cknesses as you trended fromnorth to south to the fault

line as you trended across the field?
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A Yes.
Q And, in general, what was the variation that

you were finding?

A In the coal thicknesses?
Q Correct.
A Anywhere fromzero to...are you talking

about any individual seanf
Q No, no. Collectively.
A Ckay. Cunul ative thickness. Cenerally,
what we find was anywhere froma mni numof about 5 feet in
t hi ckness all the way to around 40 or 45 feet.
Q And, obviously, is the trend generally, as
you get down to the fault line, that there is | ess thickness?
A No, that’s not a...that’s not necessarily a
trend. The trend that was nost |likely to be seen was where
the coals were deeper, you’re going to have greater

thicknesses because you’re cumulating more coal seams.

Q The...the last thing | would ask you about
is just...and we’ve talked about this, but so there’s
no...there’s no confusion here, in terms of recommending the

starting point for the top of the reservoir, or the top of
the pool, would it be...what seamwould it be that you would

recommend that if that seam was at | east 500 feet bel ow
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ground at any given point would be the starting point?

A | woul d recomend the Jawbone #1 seam But
that wouldn’t be a blanket situation where it’s always 500
feet below the surface, just in certain areas of this field
i s bel ow 500 feet.

Q And we can tell, at least on the north, the
south line fromyour strata chart the areas where we woul d
probably be |l ess than 500 feet, correct?

A That’s correct.

Q And then with regard to the bottom although
I guess there isn’t really no bottom, are we again shooting

for the red and green shells essentially?

A That’s correct.

MARK SWARTZ: | turn the witness over for further
questi ons.

BENNY WAMPLER: Any questions from nenbers of the
Boar d?

(No audi bl e response.)

BENNY WAMPLER M. W/ son, do you have any

questions?

BOB WLSON: Not at this tine.

MAX LEWS: It looks to ne like that this coal...the

gas escapes...say...take for instance, the jawbone. Right
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above where I live, 1it’s creek level.

M CHAEL S. ORLI CH Ckay.

MAX LEW S: You don’t see evidence of any gas
escaping. But as you go up and the nountains get higher and
then it gets maybe a 1,000 or 800 feet below. ..Dbelowthe
surface. But you don’t see any evidence anywhere up there
where it has cone out in the creek or anywhere up in there.

M CHAEL S. ORLI CH: That’s why we use...that’s why

we use the 500 foot depth [imtations above drai nage or bel ow
drai nage so that the coal seam has to be 500 feet bel ow
drainage in order to considered a viable gas producer.

MAX LEWS: Yeah, part of it is. But you see it
conmes out...cones out to the surface, close to the surface
t here.

M CHAEL S. ORLI CH: And that’s...that’s the problem

MAX LEW S: And you don’t see any evidence of any
seepage.

MCHAEL S. ORLICH Uh-huh. If the coal...right.

| f the coal seam does crop out, you would expect the gas to
seep out through that coal seam
MAX LEWS: Well, it looks |Iike you woul d see sone.
MASON BRENT: That woul d have been hundreds of

t housands of ---.
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MCHAEL S. ORLICH It would have happened a | ong
ago.

MASON BRENT: A long tine ago.

MCHAEL S. ORLICH And so the reservoirs are pretty
much- - - .

MAX LEW S: What do you say, that all of these
conmes...cones to a point that they get thicker as they smash
it and go dowmn? D d you say that?

MCHAEL S. ORLICH No. | think perhaps maybe. ..

maybe I didn’t state it right or maybe there was a
m sunder st andi ng. Wat | was saying is where the coals are
deeper, for exanple, this section right here where the coa
is dipping off into deeper portions of the basin, and we’re
usi ng our sanme 500 foot cover cutoff, over here that 500 foot
cutoff mght allow us to produce gas fromonly these seans
down here. But the sanme 500 foot cutoff over here would
allow us to pick up these extra seans here.

MAX LEW S: That’s what I'm talking about.

M CHAEL S. ORLICH: So, you’re accumulating all of

the sanme seans plus four or five additional ones that you
weren’t producing fromover here. So, it accunul ates these
additional coal seams, you’re going to have a greater

cunul ative thickness than if you were accunul ating the sane
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seans over here.

MARK SWARTZ: What I think he’s asking you is to

tell himwhy the Jawbone doesn’t have gas where he lives and
why you think it m ght have gas here?
M CHAEL S. ORLICH Ckay, well, where you live,

you’ re saying that the coal outcrops right nearby.

MAX LEWS: Right. Unh-huh

M CHAEL S. ORLI CH: Because of that, it’s going to

lose its gas. It has lost its gas over the course of
mllions of years. |If that same seam was buried at | east 500
feet below the surface, there was a greater...greater

i kelihood of it retaining the gas.

BENNY WAMPLER: So you don’t recommend fracing

anything |l ess than 500 foot cover?

MCHAEL S. ORLICH: That’s correct, 500 feet...500

f eet.

BOB WLSON: Are you proposing a distance fromthe

well to nmeasure that to find the | owest draining point?

MCHAEL S. ORLICH Yes, we do that. Wen we

determ ne which seans we will stinmulate, we |ook at a 1,500
foot radius around that particular well to nmake sure that
every coal seamthat we intend to stinulate inside of that

1,500 foot radius is greater than 500 feet in depth.
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BOB WLSON: Are you proposing that for this

particul ar operation as well?

M CHAEL S. ORLICH Yes.

BOB WLSON: I n our current agreenent regarding

depth or shall owness, | should say, | guess, fracturing coal
seans, we also take into consideration the depth of any water
wells in that district.

M CHAEL S. ORLICH: That’s correct.

BOB WLSON: So, is that going to be part of the

proposal at this point in tine?

MCHAEL S. ORLICH By all neans, yes.

MAX LEWS: Are they going to...are they going to
extend the distance fromthe water well to that?

MCHAEL S. ORLICH The extended---?

MAX LEW S: The di stance of damage to a water well?

MCHAEL S. ORLICH If the water well falls within

1,500 feet of that...of that---.
MAX LEW S: You’re not going to extend that
di st ance?

M CHAEL S. ORLICH: Well, we’ve always used 1,500

feet as our---.
MAX LEWS: | know t hat.
M CHAEL S. ORLI CH: ---radius in the Nora field and
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| woul d assunme that we would do the sane in the South field.

MARK SWARTZ: When you say 1,500 feet, that’s the

area within which you’re looking at elevations and the
| ocation or presence of water wells, right?

M CHAEL S. ORLICH: That’s correct. Any water well

that falls within a 1,500 foot radius of a particular well,
we woul d make sure that we stayed 500 feet bel ow the total
depth of that well.

MARK SWARTZ: As you’ve been---.

MAX LEW S: I don’t understand that.

BOB W LSON: For the Board’s information, we have

addressed this problem before in an area that we don’t have
definition in the field rules to the north of this area where
production has expanded into the areas that the Tiller seam
and deeper are getting shallower and we had to consider this,
and we have devel oped an agreenent whereby we do not permt
anything for fracing that is shallower than 500 feet bel ow
either the | owest point of drainage, or the deepest water

well within that 1,500 foot circle around the gas well. It
does not affect the water replacement law. That’s a 750 foot
definition in the law and that’s what we would consider in
that. This extends that and doubles that to i nsure sone

protection of water.
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BENNY WAMPLER: Cal | your next w tness.

MARK SWARTZ: Ckay.

DENNI S GARBI'S: Is this the reservoir nan?

MARK SWARTZ: You bet.

DENNI S GARBI S: That’s the man we want.

MARK SWARTZ: | told himto put a target here.

BENNY WAMPLER: Save that for him

DENNI' S GARBI S: Mark, that target is squarely on

back al ways.

(Everyone | aughs.)

MARK SWARTZ: Ckay. W need to raise our right hand

and aimit at the reporter.

(Wtness is duly sworn.)
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RI CHARD L. TOOTHVAN, JR

havi ng been duly sworn, was exam ned and testified as

foll ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q

Q

> o0 >» 0 >» 0 >» O >» O » O >» O P

You need to state your nanme for us?
It’s Richard L. Toothman, Jr.

If | call you R ck, would that be okay?
That woul d be great.

Al right. Wo do you work for?

| work for Consol

How | ong have you worked for then?
Techni cal |y, Consol eight (8) years.
Your current position is what?

Seni or engi neer.

And what office do you work out of?

| work now out of the Tazewell office.
And you’ve been there how long?

At the Tazewel|l office?

Ri ght .

Si nce August.

And you’ve been without a computer and

you’ re going through withdrawal, right?
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A Absolutely. | got ny conputer since the
last tinme we tal ked.

Q What did...where were you working before
t hat ?

A | worked out of Mdrgantown for Consol, o

of the research and devel opnent center

Q Okay. Wiere did you go to coll ege?

A West Virginia University.

Q And what degree or degrees did you get
t here?

A I have a Bachelor’s in petroleum

engi neeri ng.

ut

Q And how. .. how | ong have you been involved in

addr essi ng coal bed net hane i ssues from an engi neeri ng
st andpoi nt for Consol ?

A For Consol, eight (8) years.

Q Before that, were you involved in the oi
and gas business as wel | ?

A Yes, | was.

Who did you work for?

A. | worked for Conoco.
Q In what area or areas?
A. | worked in Ventura, California, Hobbs,
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Mexi co and Gkl ahoma City, Ol ahonma.

Q And how | ong were you wi th Conoco?
A | was with themfor seven (7) years.
Q So, for at least fifteen (15) years, you’ve

had oil and gas experience and eight of which has been
coal bed nethane out in the east?

A Eight (8) in the east, that’s correct.

Q Did | ask you to | ook at sone...well,
actually, did Caude Morgan and | ask you to | ook at sone
issues with regard to this area that we were seeking to
i npl emrent new field rul es?

A Yes.

Q Ckay. And have you done sone charts and
anal ysis that have found their way into the packet that the
Board has available to them today?

A Yes, | have.

Q Okay. And you’ve also done additional work
which is not necessarily set forth there?

A That’s correct.

Q Ckay. In a general sort of way, before we
get specific, is it be fair to say that your task was to | ook
at this issue fromthe standpoint of making a reconmendation

to the Board as to what would be a reasonable unit size to
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propose for this newfield rules area?

A Yes, it is.

Q And what were the things, wthout getting
into specifics, but what were the things that you thought
about and considered in comng to a recommendati on?

A W wanted to address the recovery of the
reserves, what would be the nost efficient for both us and
ot her gas owners. W also wanted to take a | ook and see what
unit size would be the nost economcally attractive to
devel op.

Q Did you | ook at the nunber of wells and the
possi bl e i npact on the surface as an issue as well?

A Yes, we do. And that...and that really kind
of jointly leads into the economcally...or the economc
viability that nore wells neans nore disturbance, nore road
| ocati ons and power lines and so forth.

Q In terns of the factors out in the ground
t hat woul d be consi derations, would coal thickness be a

consi derati on?

A Yes, it woul d.

Q | assune that was sonething you | ooked at?
A That’s correct.

Q How about perneability?

173



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

A Anot her maj or factor.

Q Ckay. Could you tell the Board in the
general sort of way about permeability, why it’s important
and what the...what the find...what your experience has been
in Virginia with regards to those kinds of issues,
perneability issues?

A Yes. Perneability primarily for everybody's
interest just tells you how quickly you can get a gas reserve
produced. It’s really one of the controlling factors and how
it enters into this equation is that it gives you nore
production at tines zero with higher perns. Coal bed net hane,
or coal itself, is not a honogenist reservoir. Therefore, it
does vary even though we’ve demonstrated it’s laterally
conti nuance across the property. The perneability wll go
t hrough a range of values. |In our particular area, we
bel i eve those val ues are sonewhere between one and ten
mlidarcies for nost practical cases. Ten mlidarcies wll
allow you to recover your reserve a little bit quicker than a
one or two mlidarcy reservoir or well.

Q So, the perneability that you encounter
woul d definitely affect the speed with which you could
recover a given volune of gas fromthe reserves in place?

A. That’s correct.
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Q Ckay. In addition to perneability, M ke
talked a little bit about coal thicknesses. Wuld you give
the Board your perspective on what you’ve learned about coal
t hi cknesses here and their inportance in terns of what we
mght do in this field?

A Well, in the way of coal thickness, again,
it does vary sonmewhat in...well, actually in all three,
whet her you | ook at the Gakwood, the Nora or this proposed
area. The coal is even....even though they nay be laterally
extensive in one well, you may find it at a half a foot and
another at a foot and a half. That’s just do to depositional
environnent. In this particular area, we see coals range in
probably fromthe | ow side towards 20 foot up to as nuch as
40 foot and how that enters into this nodel really cones into
essentially nore coal. All other factors being the sane, it
woul d just give you nore gas in place. Hopefully, nore gas
in place neans the nore gas you can recover froma given unit
si ze, whatever you assune that unit size to be.

Q Did you | ook at issues involving the nunber
of wells, or well density, and the inpact that that m ght
have on spaci ng and appropri ate spaci ng?

A Yes, we did.

Q Ckay. Could you tell the Board...well, et
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me...let me back up a little bit. Ws there a study
comm ssi oned that Haliburton was involved in here?

A Yes, there was.

Q Okay. Could you tell the Board what it was
that you asked Haliburton to do and what data, if any,

Hal i burton generated that you considered in | ooking at the
unit sizing issue for these purposes today?

A Yes. What...what we did is we took sone of
Haliburton’s, I guess, coalbed methane experts that worked
jointly with ne and took existing data that we al ready have
in the GCakwood field and what we wanted to do with coal bed
met hane is a very conplex reservoir and usually if you...if
you want to nodel sonething, you can history match so nuch.
But we took a coal bed net hane sinulator, which is a dual
porosity simulator, and we wanted to nake it match the data
that we...we currently have with wells that are existing out
there. The whole idea there was to back into sone of the
primary things that reservoir paraneters that wll predict
production. And, again, we took a |look at the relative
pernmeabilities, the desorption isotherm studied how nuch gas
at various pressures and we used---.

Q Desorption i sotherm coal bed nethane is

physically attached to the coal, right?
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A That’s---.

Q You m ght want to spend a nonent with that.

A Okay. Well, that’s correct. It is...it is
very different than a conventional reservoir. It is

physically attached to the coal and the higher the pressure
that you have, the higher gas content that will physically be
attracting. |In other words, it has a better ability to hold
that gas at higher pressures. The whole key to coal bed

met hane is to actually kind of reverse from conventi ona

t houghts is the fact that you want to | ower that pressure as
much as possible. The |lower the average reservoir pressure,
the nore gas you drive off; therefore, the higher recovery

t hat you get.

Q So, the desorption isothermis the fornula,
or the concept, of how nuch gas cones off the coal seam at
gi ven pressures?

A That’s right. We...we wanted to establish
those paraneters that...like | said, the relative
pernmeability is another dinension that has to do with how
much...you’ve got an absolute permeability, or an absolute
flowin a reservoir, but unfortunately we actually have two
different things in the reservoir at one tinme and that is

both gas and water. Initially your perneability to water is
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very high and very lowto gas. But as we produce nore and
nore water off of the reservoir, then your relative
pernmeability to gas goes up. In real terns, for instance,
said that the perneability was ten, it may actually be nine
to water and one to gas in the very beginning. But as we
produce nore and nore water, the perneability to gas may go
to five, fromone to five, and the perneability to water may
go from nine to five to give you an idea of what we'’re

tal king about. Those...the main thing that was done there
was just to back in, validate those types of things to
extrapol ate the nodel into areas that we can nove to, and
that’s the whole...that was the whole purpose of the coalbed
met hane sinulator. Then we could nove into this particular
area with the coal thicknesses that we have, the gas content,
relative perneabilities and then we wanted to generate
different flow streans for various spacings to see what type
of cunul ative recoveries we would expect. You know, what
exactly we woul d expect from an individual production well
and the way of its profile and then link it back to the
econom c side. Now, that was one of our big keys, was once
we coul d establish that, we wanted to |look at it, the
economcs, wth the dollars that we woul d spend and the

operating costs to see what | ooked to be the nost attractive.
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Q Let's | ook at sone of the depictions of the

data because | think sonetines a picture is an easy way to

convey somebody’s concepts. Let's look at some of the easier
stuff first. But actually let's sort of...let's start with
Exhibit Ten. This just, | think, denonstrates the inpact of

perneability on your production, correct?

A That is correct.

Q Coul d you just in a few words tell the Board
what it is you’re trying to show them here with regard to
perneability inpact?

A Basically, we did a sensitive analysis with
this study and in doing, so we | ooked at...we singled out
i ndi vidual paraneters and left everything el se the sane to
see what kind of effect it would have. Wat this particular
exhibit shows is a well that has been on 60 acre spacing with
a total coal thickness of 40 foot and the XF has to do with a
frac half length. So, we’re assuming that a 500 foot frac
wing in each direction fromthe well bore. The variable here
was perneability and see the 426384105. | guess the other
thing I should nentionis, in this analysis, we believe that
there is perneability and isotropy. Meaning that the
pernmeability is not the sanme in both direction, the X and the

Y direction. |If you know nuch about coal seans, the coal has
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two fracture faces that are primarily orthogonal to one
another. One is what we call the face cleat, which is the
nmost continuous. The butt cleat cones in perpendicular to
that, but it is |less continuous. So, we believe that the
perneability is better in the face direction as opposed to
the butt direction. That’s why you see twOo nunbers. But
what the exhibit shows is that you can pick any tinme frame up
to thirty (30) years and the cunul ative production, or what
we expect to recover fromthese wells, wll vary based on the
pernmeability in the area of a particular well. 1In this case,
you’ re looking somewhere from 1.3 BCF down to a little less
than or alittle nore than 1.1 BCF.

Q So, within this permeability range, you’ve
got a variability of production over a thirty (30) year

period on the order of 15%  roughly?

A Yes.

Q Dependi ng on what the perneability works out
to?

A That’s correct.

Q But it’s where---7?

BENNY WAMPLER: Is any of this...I’'m sorry. Is any
of this based on an actual well in that area?

A. The...this is based on actual wells in the
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Cakwood because we do not have, or did not have, production
in this particular area. So, we have extrapolated it to this
particul ar area.

BENNY WAMPLER: How nuch was actual and how nuch was

proj ected on out?

A Well, the actual canme into nodel fitting
particular wells. W |ooked at...we | ooked at about nine or
ten wells, what | call the east area of Cakwood, and we
hi story matched those to give us the paraneters that | told
you about, relative perneability, desorption, isothermand so
forth. Once you establish all of that, then basically you
i nput your thickness and the variables that may be different
into this particular area to generate your flow curve. So,
there is no history match of this production into the new
area. It’s once you feed into the model and history match
exi sting production. W took wells that we had, say, eight
years of production on or six years of production. W tried
to find those that we had both data on the gas and data on
the water production and on the pressure profiles they may
have been on those wells. W fed that into the nodel and
said, okay, here’s the flow stream that we’ve got and then we

conpared it to what we actually got on wells and we fit the

nmodel until we finally got the fits that nade that
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transition. Once we...once that was set up, then it was
sinply just noving into these areas and nmake an
extrapol ati ons on the thicknesses and so forth.

Q In terns of trying to nake a nodel work with
historical data, which I think is what you’re talking
about - - -.

A That’s correct.

| assune you intentionally did not use well
data where you had sonething on the order of 20 acre spacing
over m ning?

A Actually...actually, it’s independent of
spaci ng because the nodel itself will accommobdate the spacing
issues. Qur primary objective was to find wells that we had
good data on. And, unfortunately, with nmuch of our
historical information, we get a very short |ife because of
interference of mining and we cannot...we can’t model the
interference of mning. So, we wanted to get wells out where
we had a | ong enough history that we could take a | ook at,
you know, a larger slice of tine plus in this particular
nodel we | ooked at one seam because when you | ook at twenty
coal seans at once in a nodel, it gets very conplicated as to
what’s actually going on. So, we | ooked at production from

the Pocahontas 3 seam from several wells. But I’11 go one
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step further, we did not just individually match, Mrk, one
well at a tine. We took an area and we showed the actua

time that these wells cane on with relation to one anot her
and we nodel ed the entire area of ten wells and then actually
| ooked to see the interference affects that woul d...that you
woul d expect on closer spacing and how t hey inpacted the
production and actually match those curves and we did a very
good job at doing that.

Q A problemw th the areas of the Cakwood
field over mning is that you felt, you know, in a couple of
years that you woul d have maxi num on these wells, which is
not enough tine for your purpose?

A That’s correct.

Q S0, you stepped out to the east where you’re
not...where you didn’t have mining issues to deal?

A Yes.

Q Now, the other point...inportant point that
I think you’ve made, and I don’t want to get lost here, is it
true that part of your recomendation here is based on the
relationship of nultiple wells and well spacing to the
production fromany individual well?

A That’s correct.

Q Could you summarize...and we’ll just kind of
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take a diversion here, could you sunmari ze for the Board, or
could you tell the Board, why you took a group of wells and
nodel ed their relationship one to the other as they cane on
[ine, why you woul d have done that and why that woul d be
i nportant?

A Yes, well, | kind of alluded to it earlier
Wi th a gas desorption isotherm interference...well
interference is not necessarily a bad thing in this
particul ar case. Those wells were very closely spaced. But,
again, if you know the particular curve, the |ower the
reservoir pressure, the nore gas cones out. So, what we had
to do is to inprove your recoveries. You have to take a
look...it’s not just a spacing issue. It’s a spacing and
time issue and that’s why you also see closer spacing in the
areas of mining because we don’t have the time frame ahead of
mning to drain. W could acconplish the sane thing with the
well in an 80 or a 160 acre spacing. It may take us 60 years
to doit. So what we did even in this nodel, we took a
hypot hetical of 160 acre unit and then we | ooked at drai ning
t hat hypothetical unit with one well, which would be a 160
acre spacing, two wells, which would be 80 acre spacing, 2.7
that’s the only oddball out, which would be 60 acre spacing,

four wells on 40 acres and so forth. W | ooked at 10 acre,
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20, 40, 80 and 160 acre spaci ng.

Q Is there a relationship...a practical
relationship between well spacing and production that you’ve
been able to identify in the GCakwood field that you think
woul d pertain in this new field?

A Yes. Cenerally speaking, the nore wells
that you have in a unit, the higher the recovery of the unit,
but the | ess production per well.

Q When you say unit, you’re taking that 160
acre assumption that you’re making?

A That’s correct.

Q Wth regard to this chart, for exanple,
woul d you expect better production fromthe standpoi nt of
nore vol ume sooner from a well that’s out by itself or wells
that are grouped together?

A Wl ls that are grouped together.

Q And is that because you need to | ower the

reservoir pressure generally for the wells to produce better?

A That is correct.

Q And that really the only way to do that in
the near termis to drill a lot of wells?

A That’s correct.

Q And have you tried to bal ance the anount,

185



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

the | evel of surface disturbance, the economc, | nean, the
cost of drilling and fracing these wells, against the tine
val ue of production to get a mddl e point that bal ances al

of these conpeting factors in reconmmendi ng sonething to the

Boar d?

A Yes. That was the entire goal of the
nodel - - -.

Q O this exercise?

A (No audi bl e response.)

Q Okay. Well, we’ve talked about perneability

inpact. Now, let's go backwards in the chart and let's | ook
at...I'm just trying to give the Board an idea of the impact
of these various itens on production.

A Ckay.

Q The chart behind Exhibit Nine or tab nine is

the coal thickness inpact. Okay?

A I didn’t get that.

Q And could you tell the Board the point..
what this illustrates?

A Yeah. Once again, in this particular
exanple, what it was...it was a 60 acre well on a 60 acre

spacing. The perneability this tine was fixed at six to

three mlidarcies and the frac I ength was assuned to 500,
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which was fixed in all cases. The only variable in this
particular simulation run was the net thickness of coal and
general |y speaking what you find out is that the thickness of
coal has a trenendous inpact on the gas in place and the gas
that is recovered. 1It’s really a...just a multiplicative
function. Twi ce as nuch coal is twce as nuch gas. And
that’s really what it illustrates.

Q For once, common sense and reality
apparently coi nci de?

A That’s correct.

Q Let's go forward nowto the next...to the
next chart. And here---.

CLYDE KING M. Chairman, could | ask a question?

BENNY WVAMPLER: M. Ki ng?

CLYDE KING You nentioned the nore wells drilled,

the qui cker you pull the gas off, right?
A Yes.

CLYDE KING Does that nean over the years that if

we drill a lot of wells, we’ll end up with no gas left?

A No. I don’t know that we’re...well, define
a lot of years. In three hundred (300) years, that’s
probably true.

CLYDE KING: I'm not talking about that many years.
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A That’s...that’s really what it comes to.
You’re really never going to recover...you know, when I say
never, we're back to geologic time. Are we ever going to get
a 100% of the gas? But what you’re doing is, you’re truly
accelerating and we get into this internally as far as is it
addi tional reserves or accelerated reserves? Technically, if
you really want to play the game, it’s always accelerated
reserves. But what we are always thinking of is the twenty-
five (25) to thirty (30) year life and if you’re doing that,
you’re getting both with closer spacing. You’re accelerating
your recovery and you’re getting additional recovery in that
thirty (30) year life. Now, if you took the tine frane out
of it, technically all you’re doing is accelerating the
reserve and if you had enough tine, yes, you will get all of
t hat gas.

Q We’ll be looking at some charts here in
terms of recoveries, or percentages of recoveries, of gas in
pl ace. And, basically, is it a fact that the nunber of wells
drill ed does enhance the percentage of gas in place recovered
in given period of tinme?

A Yes, it does.

Q Does that nmke sense or is that G eek?

(Board nenbers indicate affirmatively.)
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DENNI S GARBI S: Questi on.

BENNY WAMPLER: M. Garbi s?

DENNI' S GARBI S: What | want to be | ooking for is

ultimately how much gas you will be able to get out of the
ground dependi ng on, obviously, the other variables. You
coul d take, and we discussed it before, when you take the

Har vard Busi ness School approach, you get all the gas out and
get nore productivity and nore gas out now with the cost that
you may not ultimtely get everything out that you m ght have
been had you gone the other route of taking a little bit
slower to get to a point where you would ultimately get nore
out by maybe drilling less holes. I mean, I...and I don’t
know if that’s a legitimate way of framing the problem.

SANDRA RI GGS: Do you sacrifice production in order

to get accelerated---7?

DENNI' S GARBI S: Exactly.

A No, you do not.
SANDRA RIGGS: ---tine production?
A No, the only...no, you do not, to answer

your question. And I'm not going to sit before the Board and
tell you that in 10 years fromnow we nay not find a better
way to stinulate the coal and produce...and produce

additional gas, or to accelerate it and get it quicker than
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we currently have in place.

DENNI S GARBI S: | see Cl aude back there shaking his

head. Do you want to junp in and add to that, C aude?

CLAUDE MORGAN: No, he’s answering right.

MARK SWARTZ: Well, | want, you know, so that

there’s no confusion, | nmean, because | think we need to take
this head on and give you an answer that is...everybody
understands. | think a proposition has been advanced that if
you recovered the gas |ess quickly, you would get nore and we
need to give the Board an answer point blank; either that is
simply not true, or it’s maybe true or it could be true.

A It’s simply not true.

MARK SWARTZ: The---.

CLYDE KI NG: So, it’s better to have more wells and

get it quicker?

A That’s correct. If you took everything
el se, noney out of the situation and all the property issues
and | and issues, it would be practical to put a well every
three acres apart. With coalbed methane, you’ve got to get
off of conventional development. That’s an entirely
different concept there. But here you want interference.
You have to drive the average reservoir pressure effectively

to zero to drive all the gas off. How better to do that than

190



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

to get wells to draw that average pressure down? If you’ve
got an isolated well, it takes longer for it to do that

t hrough both dewatering and through the depressurization of
the release of the gas than it is with nultiple wells out in
a field. If that was not true, Consol, | can assure you.
woul d not be drilling 20 acre wells out there just a few
years ahead of the m nes.

Q In terns of, you know, illustrating the
impact of interference, what is...what is...if you’ve got a
coal bed nethane well sitting out by itself, w thout other
wells around it to inpact on it, what does the typica
production decline curve look like? | mean, is there a
spike? |Is there a...howis spelled out? What happens?

A It is...1 mght throw sone other things back
at you, Mark. There are nany variables there, again. The
pernmeability, for one, will change quite a bit froma one
mlidarcy to ten mlidarcy well. But, typically, what we see
is we’ll get an additional spike on a well that’s, you
know. . . agai n, the magni tude of that spi ke depends on how good
the nature permis. Then we will get a decline on that well
that could be relatively sharp. And then with time, we’ll...
we’1ll reach another plateau, or it will incline again, for a

period of time and then decline on a...nore of a conventiona
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decline fromthat point. The tine frame that you neet that
peak, however, is maybe four or five years out for an
isolated well case or a greater spaced well. The closer the
spaci ng, that peak production noves back closer to tines
zero.

Q So, essentially, the valley after the
initial...why is there a spike in production initially in the
coal bed net hane wells, in general ?

A It...you’ll get some differences of opinion,
but there is sone free spacing in the coal in the very
beginning, in the cleats thenselves. So, equated to nature
fractures that are there because of our particul ar situation,
we will get gas production immediately because we don’t have
a great deal of water to begin with and that’s what we call a
free gas peak and we’ll drive that off. But once you deplete
that fracture system--

Q And that’s the gas that’s already desorbed

A That’s the gas that’s physically disorbed
and it’s kind of sitting there in open pockets and what
you’ll get is, you’ll get that quickly and it will decline
and then with time then you’ll start, actually because of the
pressure decrease at that point, desorbing the gas and it

goes that physical process.
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Q And essentially the nunber of wells is
related to howlong it takes for the well to cone back after
you get this free gas peak to its---?

A Yes.

Q ---highest production before it starts to
decl i ne agai n?

A That’s correct. You would...again you want
to...the average reservoir pressure, the quicker you get the
pressure down, the more gas you’ll desorb and pushes it back
towards tines zero.

Q Ckay. Let's look at...okay, let's | ook at
cum..let's go to Exhibit Six, R ck, and kind of focus in on
some of the things that we’ve talking about and responses and
questions here. You have Exhibits Seven and Eight. Exhibit
Seven is cumulative production and...I’'m sorry. Exhibit Six

is cunmul ative production and Exhibit Seven deals with gas in

place, | take it?
A Percent recovery of gas in place, yes.
Q Ckay. Let's look at the cunul ative net hane

production exhibit. You’ve got this on a 108..160 acre
lease, and I take it that’s an assumed acreage that you’ve
used so that you can apply different nunbers of wells and see

what the impact is. Is that why you’ve done that?
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A That is correct.

Q So, this 160 acre lease doesn’t refer to
unit sizing in the proposed field, it doesn’t refer to any
real |lease, but it’s a mechanism to make a comparison of four
wells, 2.7 wells or two wells?

A That’s correct.

kay. And what did you find based on your
experience that you nodel ed?

A VWell, the exanple that you see before you
once again, is the "hypothetical 160 acre lease". 1In this
particul ar case, the perneability, again, was six to three
mlidarcies. W assuned an average coal thickness of 20 foot
and a frac length here of 300 foot, or a half length of 300
foot. We conpared a 40 acre spacing, 60 acre spacing and 80
acre spaci ng, which again, the nunber of wells are depicted
behind it. Wat that basically tells you is that the cl oser

t he spaci ng, the higher cunul ative production recovery that

you will get for that 160 acre unit.

Q In the thirty (30) years?

A In thirty (30) years. Well, | nean, pick a
time frame and that’s always going to be the case. The...
like | said, keep in mnd if you take a 40 acre well, though,
and you’re coming out there close to 1.8 BCF and you divide
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that four and conpare that to an 80 acre well where you’re
dividing by two wells, the individual well will produce nore
gas on 80 acre spacing than a 40 acre spacing. But when you
look at the unit, which is really what we’re interested in,
the nore wells in a given size unit, you’ll produce more of
t he reserve.

Q Now, if we go--7?

DENNI S GARBI S: Excuse ne. So, basically, what

you’re saying is that if you have four wells in a 40 acre
spaci ng, you have an average of one well per 10 acres?

A What I’'m...what I’'m saying here, for
i nstance, let's say---.

DENNI S GARBI S: One per four---.

A ---1,800 divided by 4, you’re saying that a
40 acre...the one on 40 acres fromthat particular unit,
you’ re producing almost 1.8 BCF. But that’s only...that’s
450, 000, 000 per well.

SANDRA RI GGS: That’s one well per 40 acres or four

wells per the 160 acre | ease.

DENNI S GARBI S: Ckay. Al right. GCkay.

BENNY WAMPLER: See, he’s dealing with this 160 acre

| ease here.

A That’s why we’re dealing with...that’s why
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we’re dealing with that. Like I said, on a per well basis,
you’re looking at 450,000,000 per well or a total of four
wel | s which gets you close to the...to 1, 800.

BENNY WAMPLER: At some point, you’ll get into it,

I'm sure, 1s the cost factor comes into play.
A That’s exactly right.

BENNY WAMPLER: | mean, you can put nore wells in,

but you’re going to pay---.

A That’s why I said, if money was no issue,
we’d be out there drilling, you know, right on top of one
another, but it is a factor.

MARK SWARTZ: Well, as surface owners i s whet her or

not should, too. | nean, you---.
A A major issue. That’s correct.

MARK SWARTZ: You know, we’re talking, you know, 40

acre spacing, you’re going to have another well and a half
every 160 acres. So, you know, that is an additiona
opportunity to nmake peopl e unhappy. But | think what this
does denonstrate is that nore wells in a 180...160 acre
assuned tract will, in fact, produce nore gas fromthe
acreage, but less per well.

A That’s correct.

MARK SWARTZ: And it’s just graphically illustrated.
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DENNI S GARBI S: Once again reality found sense,

al so.

MARK SWARTZ: Well, I'm not sure. I think we’ve

been arguing that point.

Q Now, if we go to cumul ative net hane
production, I assume from looking at this because we’ve
got - --.

A Percent of recovery.

Q ---percent of recovery. I’'m sorry. This is
taking gas in place---.

DENNI S GARBI S: VWhat does 1@ P stand for?

A Initial gas in place.

DENNI S GARBI S:  Un- huh.

A So, it is really the sane graph, but what
we’re doing is based on a 160 acre unit, based on 500 cubic
foot per ton and 20 foot of coal thickness, we cane up with a
gas in place number and what you’re doing is you’re applying
essentially these...these recoveries that we showed you on a
prior page to give you a percent of the gas in place
estimate. So, a 60 acre unit well, you’re looking at about
54% of the initial gas in place will be recovered in a thirty
(30) year tinme frame conpared to an 80 acre unit where only,

I'd say, 47 or 46% of the gas in place will be recovered in
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the sane tine frane. So, again, closer space, it gives you a

hi gher recovery of the gas in place.

BENNY WAMPLER: I n all of these cases, are you going
with a 500 foot frac w ng?

A No, we are not. 1In this particular case,
that is a 300 foot frac w ng.

BENNY WAMPLER: | f you increase that frac w ng,
what’s your expense?

A You...you’ll get the same type of thing
except the total percent recovery will shift all the curves
upwar d.

BENNY WAMPLER. Woul d t hat be what you would want to
do?

MARK SWARTZ: Well, unfortunately, we can’t
physically do it.

A Yeah. Money again enters into it and nother
nature does too, unfortunately. Mbst of the node
assunptions that we | ooked at, we were considering 200 to 300
foot of a frac wing and that’s...that’s based on a ground
observation and experience. W do have those wells that have
longer frac wings and absolutely, that’s our idea. But on an
average, if we thought that we were going to shoot for 500,

even if we could do it, we believe that the cost involved for
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stinmulation to design a 500 to 600 foot frac wing versus a
300 foot, it’s more of a hyperbolic type of thing. We may
have average costs to generate a 200 foot frac w ng around,
you know, $45,000 to $50,000 and nay go to $55,000 to 60, 000
to get the 300 foot. But we believe we’re going to be up
into the $90,000 range just to stinulate to try to get out
there 500 foot and that point, it beconmes very unattractively
econom cal | y.

BENNY WAMPLER: Ckay.

Q Did you |l ook at well costs, also, R ck? |
thi nk you...fromour discussions, | think you were assum ng

an average well cost of stinulating of about $220, 000, |

t hi nk?

A That’s correct.

Q And. ..and...so froman econom c stand point
my only question really is, with 60 acre units, is there an

econom c incentive froma well cost standpoint to spend the
nmoney to get the gas for Consol? Are the wells econom c?

A Yes, they are.

Q The. .. does spacing and recovery rates have
an i npact on the econom cs?

A That’s...that’s correct.

Q Because, obviously, we’re talking about the
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time value of noney generating production earlier?
A That’s right.
Q You want to get the lunp and the snake
closer to the head, right?
A Yes.
Ckay.
That’s it.
| s that an engi neering exanpl e?
(Laughs.)
The- - -.

> O >» O >» O

What the task really is, is to...you wll
get increnental reserves at closer spacing, but you al so
spend increnental dollars to get that and at sone point, the
incremental dollars that are spent does not justify the
incremental production. That’s how we decide really, that
cones back in the economcs. Decide what is the optinum..
what. .. how cl ose can we get that will optim ze the dollars,
but at the same token...you know, it doesn’t make sense to
spend twi ce as nuch noney to get a 25% i ncrease in gas, not

from our perspective or from the property’s perspective.

BENNY WAMPLER: A | ot is dependi ng upon how

much. . . how qui ck you want your recovery of your cost, right?

A. Yeah, the econom c indicator that we used
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was net present value. So, again, if you can get it, you
know, shifted back towards tines zero, that worked in our
favor.

Q The...I’'m going to ask this question, what
woul d be your recomrendations in terns of all of the factors
that you’ve considered in the model that you’ve done and the
actual experience that you’ve studied, what would be your
recommendation to the Board with regard to sizing the units
in this area that we’re discussing?

A My recomendati on woul d be to size these
units at 60 acre spacing. Actually, you all said 58 and %
and that actually works in our favor. W showed the absol ute

best case scenario to be slightly |l ess than 60 acre spacing.

Q Is it 55, as | recall?
A That’s correct.
Q So, when you ran your conputer nodel and

inputting the data with Haliburton, you canme up with 55?

A Yes. And the interesting thing about that
is that was pretty nuch the case when...not on a one case
scenari o, but |ooking at the range of perneabilities, |ooking
at the range of coal thicknesses and frac | engths thensel ves.

Now, the overall net price of value nay go up or down, but

t he actual peak, or the maximum, was at 55 to...I’'d say 55
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acres.
Q The...let ne...let's go to the last chart
here. Well, | want to ask you one nore...one thing before we
get to the last chart. The percentage recovery of gas in
place was...here we go, Exhibit Seven, and I’'d just like to
make a point here. W have had concerns and since |...since
it has been a while since we’ve been over here, but we have
had sonme concerns periodically fromnenbers of the Board wth
regard to drai nage issues, or concerns that wells mght drain

Ot her units. I’11 just...I’1ll just tell you that.

A Ckay.
Q And when I look at...and I’d ask you to
react to this observation, when | | ook at the percent

recovery of initial gas in place and we’re 30 years out and
whether we’re four wells per 160, or 60, or 80, we’re not
even to 70% It would seemto ne that the tinme to be
concerned about draining gas would be a period of tine way
beyond 30 years, as | interpret this chart. | nean, is
that...am I looking at this wrong or I'm I missing something
or is that your view?

A I believe that’s very accurate. The time
frame, as you can see, you’re looking at...your best case

scenario in 30 years, you’re looking at 62% of the reserve.
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So, it becones kind of a non-issue unless you get out there
in a great deal of tinme frane. You know, obviously, the
only...the only exception that that would be if you had a
well sitting right on the edge of a property boundary. But,
we do have guidelines there as well to keep our distances at

| east 300 foot away.

Q O fset fromthe setting?
A Offset from a...that’s correct.
Q The ot her observation that | would ask you

to conment on, as you get out past 20 years, the Ilines,
whet her you pick 40, 60 or 80, really tend to flatten out.
Wul d that continue as we go from30 to 60 to a 100 years?

A Yes.

Q So, the change, the relative change over a
period of tinme becones |less, |less and | ess as you get out
further and further?

A That’s correct. Actually in the economic
nodel , we only consider it the first 10 years because of that
flatness. It just sinplified the nodel and the contributing
to net present val ue becones very negligible.

Q So, you’re running your numbers whether or
not to nake the investnent on 10 years?

A. That’s correct.

203



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

Q Now, let's go to the |ast chart.

BENNY WAMPLER: But it woul d graduate upward?

A Yeah, it would still go, but as he said, it
becones- - -.

BENNY WAMPLER: So, as you’re lowering the
pressure---.

A That’s where we get into those hundreds of
years types of things to get those types of recoveries.

Q Let's...let's go to the last exhibit,

Exhibit Eleven. This diagramis just an awesone worKk.
VWhat...what is that nean in this context here?

A VWll, what we tried to | ook at was existing
production of an area that falls within the Cakwood field. W
had 36 wells that were on roughly 60 acre spacing. And al
it isisreally a frequency distribution. The ultimte
recovery which our projections...obviously, we do have
cunul ative production. Mst of these wells cone on around
‘92. So, we’ve got about 8 years of production and we have
declined that production out over a particular lifetine and
said, okay, what it’s actually telling you, for instance,
around 400,000,000 per recovery, we’ve got three wells that
we expect will produce at 400, 000,000. In the 500, 000, 000

range, there are 8 wells that will produce at roughly, or
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recover, 500, 000,000 cubic foot and so forth all the way up
to one well that we expect to produce close to 1.2 BCF or
twel ve hundred mllion, or however you want to | ook at that.
What the pink curve is, it basically shows you that it is a
cunul ati ve percentage and what that neans, if you | ook at a
recovery of 300, all wells, or a 100% of the wells, wll
produce at |east 300, 000,000 cubic foot. As you can see, the
mean is 608. If you take your finger and follow straight
across on the 50 percentile, that neans that half of the
wells, half of the thirty-six wells here wll produce above
600, half wll produce bel ow 600, 000, 000 cubic foot and
that’s really what it’s meant to represent.
Q Well, and we had talked, although I didn’t

know that this would happen when | discussed this with you,

was asking you to distribute wells over a bell curve.

A That’s correct.

Q And essentially, although we haven’t drawn
the bell curve here, it looks just |like that? | nean, if you
start your bell curve at 300 and you deal with the

production, you’ve got most of your wells in the middle of
distribution and you’ve got some little ones on the...you
know, on the outside and a really excellent one on the right

hand side as you look at it. So, essentially, although this
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wasn’t drawn as a bell curve, it’s certainly consistent with

that kind of a distribution?

A That’s correct.

Q And you’ve calculated the mean at 6087
A That’s right.

Q And the point of this and couple...the

percent of recovery of the initial gas in place discussion
that | had with you nonents ago, the point of this, is if you
pi cked sone artificial, or arbitrary nunber, and said you
can’t produce more than the mean, essentially what would
happen here is we | ose the benefit of nore than half of the
wel | s which are good wells because we woul d have to stop
produci ng them as soon as they turned the corner and we woul d

be stuck with all the losers and we would turn the |ose...the

good ones into losers as well. Right?
A That’s correct.
Q So, what really you need to be concerned

about when you’re looking at spacing, you’re looking at
recovery of gas in place, when you’re looking at cumulative
production, is what...what are you starting with and over
some reasonable period of time, and we’re using 30 years
here, what percentage of what you started with are you |ikely

to get at the end of that period of time and you’re...and
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that’s shown in your collection of exhibits, correct?
A That’s correct.
Q | think that’s all I have---.

SANDRA RI GGS: | assune that di scussion addressed

the i ssue of whether or not to include an all owabl e
production?

DENNI S GARBI S: That was going to be ny next

questi on.

BENNY WAMPLER: That was the...that was a veil ed
attenpt---.

MARK SWARTZ: | just figured, you know, whoever
wants to ask that question is going to have to ask it. It

isn’t going to be me.
A Yes, if you did take out your better wells,
t hough, your average woul d be shifted down into the...you

know, possibly the 400 to 450, 000,000 range and...and it

woul d be a precedent in coal bed nethane to have an all owabl e

establ i shed, or sonething |like that, because of the
variability of the coals.
Q We...we tal ked about | ooking at all owabl es,

didn’t we, before today?

A. Yes, we did.

MARK SWARTZ: And the problem that we had, and I’11
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let Rick comment on this as well, is, you know, when we

| ooked at the bell curve and we | ooked at the variability
and, you know, Mike has testified that you’re getting
variability of coal seans...you know, never...until you dril

t hat hol e, nobody has ever been there before. You know,
and...l nean, it could arguably vary from5...you know, |
guess if you got on up to zero to 5 feet of coal to 40 feet
of coal and you’re going to have variability. 1It’s
correctable. I mean, Rick’s assuming that we’re in the...you
know, it isn’t going to be worse than 10, you know, and we’re
probably | ooking at the 20 to 40 range. But, you know, you
just don’t know until you get there. You’re going to get
sone great wells, which has been our experience in the
Cakwood. It has been...everybody is experiencing in Nora,
I'm sure. And it really...the more we looked at trying to
put a nunber on, you can not take nore out of the ground than
this or we could live with this, is...well, unless you get up
to your best...I mean, what’s...there is just...in none of
the wells...the 38 wells, how | ong have they produced?

What’s the longest?

RI CHARD TOOTHVAN:  Thirty-six wells and they’ve

produced for about 8 years. They all cane on within nonths

of one another in 1992, | believe is correct.
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MARK SWARTZ: So, I mean, it’s, you know---.

SANDRA RI GGS: So, you’re saying that the reason

sonme wells produce better than others within a particul ar
unit i s because the coal thickness varies within that unit?

RI CHARD TOOTHMAN: No, we’re saying...we’re saying

that it could be coal thickness because that woul d be nore
gas in place.

SANDRA RI GGS: Ri ght.

Rl CHARD TOOTHMAN: We’re saying that the frac

| engths that nother nature allows us to acconplish, even
t hough we roughly spend the sane anount of nobney on each one
of our frac jobs, in one case we mght establish a 500 foot
frac wing versus a 100 foot frac wing and that will allow us
to recover nore gas in a given tine frane. The third would
be perneability of which we get in the very begi nning, which,
again, we know varies across the field, and a higher
pernmeability will allow us to recover nore gas and actually
even in a total recovery factor over a low perneability. And
we don’t know going in...I’d love to be able to tell you
where those things would happen. C aude would give ne a
raise even possibly. But we can’t---.

MAX LEW S: Don’t that...don’t sandstone above that

woul d have sonething to do with the anount of gas recovered?
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RI CHARD TOOTHVAN: No, sir.

MAX LEW S: It don’t have anything stored in the
sandstone as well in the coal sean®

RI CHARD TOOTHVAN: No. | believe that the coal is
generated and stored in the coal itself. The sandstones that
we | ook at are so tight that the anmount of gas they could
hol d woul d be very, very | ow

MAX LEWS: | have known them be sone awful good
wel I s from sandst one.

RI CHARD TOOTHVAN: And nost of that gas woul d

probably be connected and generated fromthe coal in this
particular strata. It’s my experience that way, anyway.

MAX LEW S: But you can mine the coal and you’ve
still got gas.

RI CHARD TOOTHMAN: But you’ve got many coal seams

above you when we mine the coal and that’s...see, what
happens in this particular---.

MAX LEWS: The gas is not going to go down.

RI CHARD TOOTHVAN: That’s correct. But we’re...

we’re mining a seam that’s 2,000 foot deep and we’ve probably
got 25 to 30 coal seans above us and when we m ne the deep
coal seans and geologically disturb it, we reduce the

pressure and we create nore fracures which allow us to
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produce that gas that we probably could get conventionally.

MAX LEW S: They can’t make me believe it now. I’'m
not a geologist, but if that coal is comng from bel ow and
it’s stored in that coal---.

BENNY WAMPLER: The gas you nean.

MAX LEW S: Huh?
BENNY WAMPLER: The gas, you nean.

MAX LEW S: Yeah, the gas com ng and bel ow t he coal
and stored...and stored in the coal.

RI CHARD TOOTHVAN: Wel | - --.

MAX LEW S: You can mine the coal and you’ve still
got gas. You’ve got gob gas.

BENNY WAMPLER: There’s Supreme Court decisions on

both sides of that issue.

RI CHARD TOOTHMAN: Well, just therm...I mean, I'm

not a geologist. Mke can speak to that. But, | nean, in
the coal fication process, you generate nmuch nore gas in the
coal seamthen the coal can physically absorb.

MAX LEW S: That’s right. It’s coming from below.

BENNY WAMPLER: And you’re happy he agreed with you.

MAX LEW S: Yeah, buddy (inaudible)---.
(Everyone | aughs.)

MAX LEWS:. ---from below. It’s not coming from
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above. Comon sense will tell you it’s coming below. It’s
not com ng from above.

RI CHARD TOOTHVAN: It is comng fromthe coal

itself, | believe.
MAX LEWS: No way. No way. No way, buddy.
BENNY WAMPLER: Any questi ons?

SANDRA RIGGS: Well, let nme finish this thought

before | absolutely loose it. But given those paraneters,
the coal thickness, the frac wing, the perneabilities, what
you’ re saying...and that...those will cause the amount of gas
fromone well to various...to another well. But within the
unit itself, you’re saying you're still achieving 60 sone
percent recovery. So, you’re not draining adjacent units

unless you’re on the boundary. Is that---7?

Rl CHARD TOOTHVAN: That’s correct. Because what

you’re going to do is is you’re going to produce the
gas...you’re going to produce the gas that’s around that well
and what you’re doing is, you’re drawing the average
reservoir pressure down close to that well bore and it’s
going to grow out. Just inmagine a ring grow out with tine.
So, if everything...your blanket reservoir pressure is 500
pounds to begin with and you drill a well there, as soon as

you do that, the pressure...you get 500 pounds versus zero at
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atmospheric pressure and it’s going to...you’ve got a
pressure differential. That’s what we want. But it
doesn’t...that circle then is going to go out where naybe
close to the well bore, you end up with, let's say, 300
pounds at the end of the year. I'm...I'm just throwing a
nunber out. But you go out a 100 foot fromthat well, it
still may be 475 and you go out 200 foot and you’ve got
virgin reservoir pressure. Now, another slice in time, it’s
5 years down the road. You may go out there 300 foot and now
you’ve got 400 pounds of pressure, but you’ve got to go
out...and you go out another 100 foot and you’ve got virgin
reservoir pressure there. So, that...that pressure sink wl]l
grow from..radiate fromthat well outward.

SANDRA RI GGS: So, froma protection of correlative

rights issue, where you’re concerned about draining adjacent
wells if they aren’t offset wells, given the statute that
seens to require the establishnent of allowable productions
when you set field rules, when in tine would this Board have
to be concerned about the correlative rights issue, given
your reconmendation on unit sizing?

RI CHARD TOOTHVAN: The way | woul d answer that to

you is that if we drill a well froma correlative rights

standpoint and that well is commercially productive, it

213



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

beconmes a non- issue because we’re going to step out from that
well and drill the offset units and it will never becone an
i ssue.

SANDRA RIGGS: If you can?

Rl CHARD TOOTHVAN: | f we can. If we drill a well

that i s non-econom c, or non-commercial, then you’re looking
at such a long tine frane that it would beconme a very...|I
mean, certainly in alife tinme of this Board, it wouldn’t be
an issue.

MARK SWARTZ: Let ne give a concrete exanple that |

think addresses Sandy’s question. Look at this 1,200 well
here in your histerogram

RI CHARD TOOTHVAN: That’s right.

MARK SWARTZ: The first...l would imgine that the

first thing an oil and gas operator would do is say, can
drill sonme nore wells in the adjoining units, when you see
that kind of a result. AmIl right?

Rl CHARD TOOTHVAN: That’s correct.

MARK SWARTZ: I mean, you’re looking for the best

well to offset it, right?

RI CHARD TOOTHVAN: That’s right.

MARK SWARTZ: If you’re going to make decisions in

terms of production you get down to the 300 or 400 range,
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those are the wells that you’re going to drill last. 1In
terms of just...in terns of addressing the issue of gas in

pl ace, recovering gas in place and whether or not this Board
shoul d be concerned of drainage. | nean, the incentive would
be, it seens to ne, to offset your best wells inmediately.

RI CHARD TOOTHVAN: That’s right.

MAX LEWS: They do it.

MARK SWARTZ: And...| nean, you’ve been with Consol

now on the gas project, | nean, do you guys actually do that?

RI CHARD TOOTHVAN: Absol utely. Were we know we

have good production, that’s...that’s what we do.

MARK SWARTZ: That’s where you focus?

Rl CHARD TOOTHMAN: That’s where we focus. And there

are places that we’ve had good productions for reasons of

m ning we have in field and the amazing thing there, again,
if this becomes an issue, we’ve in field wells that were on
80 acre spacing very near termto the mne that we have in
field and we’re getting peak productions that were much
better than the initial wells. If that...if we were draining
property beyond the 80 acre unit after 8 years of tine, those
other wells should come back in debt and they’d come in at or
above the initial well’s production. That in itself tells

you that we’re not draining that far away from that well.
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Now, in a conventional reservoir off shore or sonething where
you have perneabilities in the thousands range, that becones
a bigger issue. But we’re not tal king about those kinds of
permneabi lities.

MAX LEWS: When | worked for the gas conpany, and
sone conpany cone in and drilled a good conventional well,
the first thing we done is cone and offset that well as close
as we could get it to that well. Get our production
(i naudi bl e), too.

BENNY WAMPLER: So, you’d better watch him.

(Everyone | aughs.)

RI CHARD TOOTHVAN: But the only difference here is

that you have to keep coal bed net hane and conventi ona

reservoirs conpletely separate.

MAX LEW S: Yeah.

RI CHARD TOOTHMAN: And you can’t compare them
because they’re not the same. For a different reason, we
woul d want to go in and do that sane thing to draw down the

average pressure. |In your case, the higher the pressure that
you’ve got, the better gas production you’ve got. As it gets
| ess, you lose gas. So, if you allow themto produce...well,
let nme give you an offset as an exanple. | worked in San

Juan Basin in coal bed nethane. There they had sone

216



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

dewat ering issues. And a guy goes out and drills hima well
and he’s making 3,000,000 cubic foot a day, but he’s also
maki ng a thousand barrels of water a day. Well, the first
thing a guy did was not necessarily go out there and offset
hi m because they wanted himto produce all the water he could
pr oduce.

MAX LEW S: Well, there’s not much you could do---.

Rl CHARD TOOTHVAN: And as soon as he did that, then

we’re going to put our well in out there because he’s taking
the average reservoir pressure down and we’re getting the
biggest bang for our buck. Now, we’re dealing with 50
barrels of water a day and 7,000,000 cubic foot a day. Now,
in a conventional reservoir, if you |l et him produce that for
a couple of years, you’ve got less average pressure to begin
with and that’s not something you want to do because that’s
where all the gas is stored, at the high pressures.

MAX LEW S: Yeah, | know.

RI CHARD TOOTHVAN: But remenber in a coal bed

nmet hane, the bulk of the gas is stored at | ow pressure. So
interference is a good thing.

MARK SWARTZ: See, and the reason you woul d of f set

the 1,200 well is because you could assune that there was

sonet hing good in that area, either standard cubic feet of
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gas content and becone coal, perneability, coal thickness or
sonme ot her reason that you mght...you mght be able to
of fset that and enjoy that anomaly in that area.

Rl CHARD TOOTHVAN: That’s correct.

DENNI S GARBI S: A questi on.

BENNY WAMPLER: M. Gar bi s?

DENNI S GARBI S: How | ong woul d you anticipate it

woul d take to drill around...well, to...l nean, this area
here that you’ve designated. How many years...not how
many...assuming the 60 acre spacing, which I'm prepared to
make a notion to that effect in a second, how nany years do
you think it would take ne?

RI CHARD TOOTHVAN: 5 to 10 years.

CLAUDE MORGAN: (I naudible) last 3 to 5 years.

DENNI S GARBI S: 5 years? Yeah, ny comment, and

al so had concern about the production, | think perhaps the
way to handle that is we’ll just...we’ll watch it very
closely, | nean, as part of our responsibilities are for
correlative rights. But I'm...at |east speaking for nyself,
I'm satisfied. I think at this point that issue needs to be
addressed, maybe at a later tine or...we can | ook at
it...it’s not something we’re going to...we need to decide.

Based on that, Mr. Chairman, I’'d like to make a motion that
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we approve this.

BENNY WAMPLER: We’ve got...we’ve got one more

wi tness, | think.

DENNI S GARBI S: Ch, we do?

MARK SWARTZ: Well, I don’t think Claude would be

upset .
(Everyone | aughs.)

DENNIS GARBIS: Am | rushing it down here a little

bit.
(Everyone | aughs.)

MARK SWARTZ: I’ve never seen Claude say, oh, I want

to testify, you know.

BENNY WAMPLER: | wanted to ask M. Toothman at what

point the well becones uneconom cal, where C aude shoul d pl ug
it?

MARK SWARTZ: He’s going to go (inaudible). Well,

isn’t it after 30 years. Do you want to---7?

BENNY WAMPLER: I’d have to agree with Claude.

MARK SWARTZ: Do you want to spend a couple m nutes

with d aude then? Can we do that now?

DENNI S GARBI S: Sur e.

BENNY WAMPLER: He’s your witness.

MARK SWARTZ: Cone on, buddy.
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CLYDE KI NG Good...good presentation.

BENNY WAMPLER: Thank you.

RI CHARD TOOTHVAN: Thank you.

DENNI S

GARBI S: You get your pay raise.

CLYDE KING Yeah. Yeah, give hima raise,  aude.

MARK SWARTZ: You need to raise your hand and be

swor n there.

(Wtness is duly sworn.)

havi ng been duly

foll ows:

QUESTI ONS BY MR

CLAUDE MORGAN

sworn, was exam ned and testified as

DI RECT EXAM NATI ON

SWARTZ:

Q

> O > O >

Q
Consol’s coalbed

A

State your nanme for us, please.

Cl aude Mor gan.

Who do you work for?

Consol .

What’s your title with thenf

Manager of gas wells.

And how | ong have you been involved in
methane project, Claude?

From a manager’s standpoint, since 1992,
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years...prior to that, froman engi neering support for...that
was prior to conmercial operation, when we were drilling for
coal m ne degasification, about 8 years prior to that.

Q Okay. I'm not going to repeat anything, or
I'm going to try not to repeat things here, but I think we
need to give the Board sone feel for how many wells you al
drilled in a year, and your plans, and if you could share
with the Board historically, you know, what you’ve been
drilling, your devel opnent historically, the additiona
pipeline that you’ve built for additional capacity and
general ly what you...what you have envisioned here for
this...for this year

A Pocahontas Gas Partnership, there’s two
operations here and each one is operated separately. It has
different ownership. But Pocahontas Gas Partnership, which
is addressing...we’re here on this and which would be active

in the area of...under question today, has been actively

drilling for the last 3 years on an 80 to a 100 well a year
program I n support of that, we constructed another pipeline
into the area in '98. It was a 30 mile, 20 inch line to

support these operations. So, the capacity is there to
produce it. This is part of the area that we would plan to

continue that operation, assum ng that the market stays in

221



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

pl ace and prices remain...remain good to nove the gas through
t hat pipeline, through systemthat we’ve put in place. We
woul d anticipate at this tine to continue that on up on about
a 100 well a year basis.

Q Wth regard to the historical data, and Rick
tal ked sone about your experience in the OGakwood field, and
if you could just froma practical standpoint, just as a gas
operator and your experience over the |ast 8 years, have you
noticed, or identified, any relationship between well density
and production, and if you have, could you talk to the Board
about what you’ve...you know, what wells you’re talking about

and the experiences you’ve had in that regard?

A We...because of (inaudible), we’ve
been...we’ve been involved in drilling anywhere from 25 acre
spacing up to the 80 acre spacings and just about on any

conbi nation in between. So, we have seen sone production

profiles fromthat type of...type of drilling. Essentially,
what you will see is with the closer spacing...well, wth al
of themyou wll see, as Rick pointed out, the initial...the

initial spike of gas which cones on in the first 3 or 4

months. With the closer spacing, I’'d say from 20 up
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through...in the one study we did, | think was about 55 or 56
acres, or in that range, up through there that spike cones
on. There’s very little drop off and then you get your
desorption occurring and you start riding out your main
desorption process with the slow decline after that. As we
moved out and we started drilling on a 80 acre spaci hg zone,
what we see is the sane initial spike, then a rapid drop off
fromthat and nmuch | ower volunes and in nuch | onger tine
frame. I’'m talking 3 to 4 years to come back to what we
woul d call normal production or the peak production for that
well. Now, obviously, this has a big inpact on you when
you’re looking at the present worth of a well or the time
val ue of your investnent on that. So, in our studies...and,
obviously, if you’re drilling on a 25 acre spacing, as Rick
poi nted out, you know, you get increnental production, but
you’ re spending almost the same amount of money per well and
that increnmental production doesn’t necessarily mean better
economics at that standpoint. So, there’s a...there’s a
break off there. The analysis that we’ve done on it, on the
spaci ng versus economcs for the well, will show
a...actually, when you’re into 20 acre spacing you’re going
to be negative. GCkay. As you build...it builds fairly

steeply to, say, a 40 acre spacing, there’s a slight hump and
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your 60...and your 60 and 40 are about there at the sane
level. 1If you’re fighting net present value of your

i nvest nent versus well spacing, okay, you’ll go from a
negati ve present value up to a value at a 40, and then
there’s the slight hump here which corresponds pretty much to
what Rick was tal king about, that 55 to 58 acres, and starts
down at the 60. Your 60 and 40 are very cl ose together,
okay, and then drops on off to the 80 and on down as to the
present value that you see with your investnent versus the
additional gas that you recover fromthe closer spacing and
so on. Anywhere in there fromthat 40 to 60 range, it’s
fairly flat, just a small hump. You know, we’ve chosen the
60 corresponds to what has been done in the place. That’s
the wider of the spacings, that’s the...has essentially the
same economics as a 40 acre spacing, but, obviously, there’s
| ess on the surface, there’s less impact, so we think the
better...the better spacing of those two with each having
almost the same present worth. So, that’s where we’ve come
out on our analysis that the 60 acre spacing is the better.
The 80 acres has dropped off. |t has dropped down. It’s
still positive, but it’s significantly below the 40 or the 60
acre on the values of your investnent which you have to | ook

at in the ultimte recovery of the reserves. W had the one
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study which Rick showed the histogramon. That was a 36 wel |
package that was actually done and if you average the spacing
on those, it was about a 55 to 60 acre spaci ng overal
between those. There was an area we drilled in ‘92
anticipating the start up of a new m ne which never case
about. So, it was done on a closer spacing than the origina
80 but out...in an fairly virgin area. ay, not near
m ni ng, but a close spacing because we antici pated nore
permtting of mne for that area at that tine. The mne
didn’t go in as anticipated. So, that becane a pocket of
wells that we had to draw on for a lot of our information
that we used here and that, again, supported the production
profile we thought it....all 38 or 36 of those wells, it
cones up just a slight drop and then it rides out a fairly
flat curve for 3 or 4 years before you start your decline.
Just adjacent to that, sonme wells that were drilled by Oxy in
that same time frame, we saw the same profile that I've
indicated, that the wells cone up initially and drop way back
off and then you’re 4 years getting back up on to production.
So, when we...when we done our analysis of it, we had the
bal ance, the recovery with the econom cs and as, | think,
maybe Dennis pointed out at sone too, at sone point, what

you’ re spending becomes negative. You recover nore gas, but
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it’s no longer profitable to recover. There’s a plateau that
and that is in the 40-60 acre from the simulation that we’ve
done. We’ve chosen the 60 as being the least impacted from a
surface stand point, but still generating good high
recoveries in the best econom cs.

MARK SWARTZ: That’s all I have.

BENNY WAMPLER: Any questions from nenbers of the

Board? |s there a notion?

DENNI S GARBI'S: | propose a notion to accept the 60

acre spacing.

CLYDE KING | second.

BENNY WAMPLER: Any further discussions?

(No audi bl e response.)

BENNY WAMPLER: Al in favor---.

SANDRA RI GGS: Just as a matter of the mechanics

here, since there was no application and the Board brought
this onits owm notion, field rules obviously contain nore
information then just the size of the unit. W probably need
to cone up with a draft of a field rule and cone back---.

BENNY WAMPLER: Cone back.

SANDRA RI GGS: ---to the Board for the Board to

|l ook at it and adopt the final formof the order.

BENNY WAMPLER: All right.
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MARK SWARTZ: That nmkes sense.

BENNY WAMPLER: Yeah.

CLYDE KING | w thdraw ny second---.

MAX LEWS: TI’'d liked---.

MARK SWARTZ: Don’t withdraw your second. That’s an

amendnent .

SANDRA RI GGS: No, we can...we can | eave the unit
Si ze---.

CLYDE KING Can we go ahead and do it?

MAX LEW S: Hey, I’d like to ask you a question, Mr.
Mor gan.

CLAUDE MORGAN: Ckay.

MAX LEWS: Does this 60 acre spaci ng have anyt hi ng
to do with the acreage or the mnerals owned by Consol ?

CLAUDE MORGAN: Wll, we own a lot of mnerals in

that area. We don’t own all the minerals in this area. But
we have | eases on a lot of mnerals in that area. Probably
of the majority of it, we have | eases on.

MAX LEW S: Does give you all---7?

CLAUDE MORGAN: Or excuse ne. Let ne...let ne

rephrase that. Pocahontas Gas Partnership has...has a | ease
on the majority of that in that area.

MAX LEWS: Is this nore to an advantage to you than
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it isto the Consol than it is to the recovery of the gas
or---?

CLAUDE MORGAN: It’s an advantage to everybody. It

recovers nore gas, which is an advantage to everybody.
Obviously it’s more economical to us. It’s an advantage to
us. It’s a win/win. The 60 is better than the 40 because
it’s less impact from the surface stand point; 60 is better
than an 80 because it recovers a greater reserve and has a
hi gher net present val ue.

MAX LEW S: Well that sounds good. I hope it’s
true. But I hope you don’t come in here later and ask for
40. It was 80, 60 and now 40.

MARK SWARTZ: Well, | tell you, | nean, because

think it’s a good point and we tal ked about this---.
MAX LEW S: Yeah.

MARK SWARTZ: |f you nmade us do 40s, we probably

really wouldn’t complain. I mean, the economics are
essentially the same, but we’d be arguing with a lot more
peopl e.

RI CHARD TOOTHVAN: The ot her point, Mark, is that

it's also price driven and 10 years fromnow if gas prices
are $12, it may be nore prudent for us, or whoever who

operates the in field at that point. Wo knows?
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BENNY WAMPLER. M. Garbis, you made a notion to

approve the 60 acres. Do you accept the stipulation M.
Ri ggs had that we cone together with a draft order for the

Board’s consideration at its next meeting?

DENNI S GARBI S: I do. That’s fine.

BENNY WAMPLER: And, M. King, is your second okay

with that?

CLYDE KI NG Yes.

BENNY WAMPLER: Motion and second. Any further

di scussi on?
(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER. (Opposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval to do that.

MARK SWARTZ: Thank you very nuch

BENNY WAMPLER: We’ 1l reconsider that next month

then once we have a draft order. The next itemon the agenda
i s---.

(JimKiser and the Board nenbers confer anong
t hensel ves while Mark Swartz and his w tnesses | eave the

table.)
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BENNY WAMPLER: W have...the Board on its own

motion will reconsider its order entered October 28, ‘97 in
VGOB docket nunber 93-03/16-0348-02, which it nodified

exi sting OCakwood and Nora field rules in an area descri bed
bel ow for the purpose of provisionally redefining the
boundary of the fields. 1I’11l skip the description. 1It’s in
the Board’s handout. Like I say, time flies. That seems

like it was a lot more recent than that. Doesn’t it to you?

JIM KI SER: Yeah. It doesn’t seem like that long
ago.

MARK SWARTZ: W shoul d have copyri ghted our nmaps.
It looks like they’ve stuck their names on it.

JIM KISER (I naudi ble) that m ght be a good idea.
Kind of Iike you copied our 60 acre spacing.

JIMKISER M. Chairman and nenbers of the Board,
JimKi ser on behalf of Equitable Production Company. We’re
going to have three exhibits entered into the record in this
matter. The first one, Exhibit One is going to be the nap.
Exhibit Two will be sone reservoir nodeling that you did on
one well 3561. Exhibit Three will be nodeling that we did on
VC-3671. I'm going to try to (inaudible). Our witness in

this matter will be M. Puskar who has been previously sworn.
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Unl ess...we do have another wi tness available if we need
him | mght add that our science and argunents are very
simlar to what you just heard.

CLYDE KI NG Yeah.

BENNY WAMPLER: Any ot her parties that wish to
address this? If you do, I’'"11 ask you to tell who you are.

(JimKiser and Martin Puskar get set up. Board
menbers confer anong thensel ves and with JimKiser and Martin
Puskar while they set up. JimKiser asks if the Board

menbers would like for himto wait until Dennis Garbis

returns.)
BENNY WAMPLER: No, we’ve got a quorum, go ahead.
JIMKISER By way of introduction, we...originally,
this area that has been nodified was included back in 1998 in

the Nora field...Nora coal bed gas field. And we keep tal king
about the 60 acre spacing. There’s 1,600 acre squares that’s
actually, | think, 58.77 acres. And then with the advent of
OGakwood, the particular area that we’re talking about today
became 80s and then as our development or as Equitable’s
devel opnent in the Nora field noved in this direction, we
are...our production data was consistent with the rest of the
established Nora field and 60 acre spacing. W cane to you

in September of ‘96, I believe the first time, and asked for
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a small area to be nodified and then cane back again in
October of ‘97 and asked for this 900 acre area to be

nodi fied. At which time, you kind of said fine and threw up
your hands and said let’s limit you to six wells. What do
you need to kind of approve this area? Let’s limit you to
six wells and in a sufficient anmount of tinme after conpletion
of those six wells, conme back to us and show us that the 60
acre or 58.77 acre spacing is the optimum size, the correct
size, and at that time we’ll consider removing the

provi sional status of these units and making them part of the
Nora coalbed gas field. So, that’s why we’re here today.

And then | ast nonth, Consol has al so got sone acreage that
comes down into this area, or I guess it’s a PGP or Buchanan
Pr oduct i on.

MARK SWARTZ: Buchanan Producti on

JI' M KI SER Buchanan Production. And we had several
nmeetings with them and have cone up with...the result of
t hose meetings are what we’ve entered as Exhibit One today,
whi ch shows what we think is a reasonabl e and prudent way to
develop the, what we’ll call, for a lack of a better term,

the border units, and we di scussed that at the Septenber
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hearing and | think both the two operators in the area and
the Board were in agreenent that that was an acceptabl e plan
for further devel opnent, provided that our science and
testi nony before you today supports the 60 acre opti nmum
spacing in this area. That having been said, if you’ll look
at the first, or the one on the far right, the structura
map. That is the structure that we’re talking about in ‘96
and we’re talking about in ‘97 and we’ll be talking about
again today. There’s been approximately, I think, 35 wells
at this point, drilled on that structure and | think we have
on the Equitable acreage approxinmately 9 nore potentia
locations within the area that we’ve modified and we’re here
t oday seeking to change the provisional status. The order
that was issued in ‘97 asked us upon conpl etion of these
wells to cone back to the Board with certain technical data
i ncl udi ng reservoir nodeling, coal thickness encountered, gas
in place or gas content. In line with that evidentiary
burden, we have nodeled two different wells that we’re
presenting to you today. One of them being VC 3671, which is
in the 900 acre nodified area and is on top of the structure.
I’'m not going to try to get into the science too much. That
will be Mr. Puskar’s Jjob. But...and we also modeled VC-3651,

which is a couple of units to the south of this arbitrary,
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artificial line that we inposed on the border of this area
because it really is a structural field feature and not just
a feature that works for this particular 900 acres. W chose
3671 in on top of the structure and because it contains a | ot
of frac gas and sone other characteristics that are simlar
to a well that’s on top of a structure. It was a little more
difficult to nodel. So, we chose 3651 as a additional well
to model because it’s the most...we have a | ot of production
history on it and it’s probably the most represented wells,
one of the nost represented wells of the 35...roughly 35 that
we have conpleted on the structure. That all being said, M.
Puskar will go through the sinulation and the nodeling that
we did on those wells with you and the structural features
and the logs on 3651. But if we concentrate...and a | ot of
this testinony is going to be very simlar to what you just
heard. |If you concentrate on the recovery factors and the
goal of nmaxim zing the recovery of the reserves in the nost
efficient manner, while at the sane tine balancing that with
trying to protect the owner of the surface estate and, in our
case, also disturb as little as coal as possible, then

think our...you’ll see that our modeling on either one of the
wells, either the well that’s on top of the structure, or the

well that’s sort of mid-structure, which we feel is the nore

234



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

represented well, supports 60 acre spacing fromboth a
correlative rights standpoint and froma econonm ¢ stand poi nt
for behalf of the operators. Now, we’ve modeled, as you’ll
see in your Hurricane Creek spacing determ nations Exhibit
Two and Three, the first well...the first one, Exhibit Two,
is 3651 and Exhibit Three is 3671 and we did sonething
simlar to what...what Mark and C aude just did in that we

pi cked. .. al t hough we picked four different unit sizes, 40,
60, 80 and 120, and we have a very simlar or really the sane
argunents as far why not 40s and why not 80s. Well, in the
case of 40s, you’ve got, of course, the economic factor or
havi ng a much hi gher investnent and your recovery factor is
going to be a little bit higher. But you’ve also got a very
pragmatic problem in that with the 40 acre spacing, you’ve
only got an interior w ndow of about 11 acres in which you
can put your |ocation and bas...you know, because of
that..... because of the typography in that area, it’s really
not feasible or practical that you coul d devel op this acreage
on that kind of spacing and you would and you’d bleed
yourself into the exact situation that the Board wants to
avoid and that would be that you would be drilling...instead
of drilling every block, you’d be drilling every other block

and you’d be leaving undrained and uncompensated acreage out
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there. And on the 80 acre end, your...while your recovery
factor may be simlar and your investnent is alittle bit
less, you’re leaving a lot more gas behind. Your recovery is
not...it’s not maximized. 1It’s not as efficient. So, all of
t hat havi ng been said, we’ll let Mr. Puskar go through the
science of all of this. Before we start that, let's kind of

go back through your background.

MARTI N PUSKAR

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR KI SER

Q You’ve been qualified previously and
testified before the Board---.

A Ri ght .

Q ---on other occasions, but it mght be a
good tinme to sort of refresh themon both your professiona

and educati onal background.

A I’'ve been with Equitable for 17 years. The
last...nost of that basically in the Appal achian Basin. The
|ast 13 years primarily in the Virginian Eastern Kentucky
area. I’ve been involved with our Nora CBM from basically
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it’s inception and continue to be involved with it. 1I’ve got
a degree in Petroleum Engineering from Penn State. That’s,
you know, like I say, all of nmy experience is basically here

in the Basin.

Q And a lot of it’s with coalbed methane?
A Yeah. Both conventional and coal bed

met hane.
Q Ckay, let's start with 3651, which is the

wel | that we nodeled, that we feel is nore representative of
the area in the field as a whole which is what we’re looking
at. Once again, this is a structure that covers a
significant area here and we’re going to get...as they
testified, dependent upon the location of the well and
structure you’re going to get different gas in place and
different production qualities. But this was a well that,
after looking at all of the wells, we felt was the nost

representative of the wells on the average.

A Ckay. The...this first one up is basically
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the structure map of the area and the initial size wells are
basically in this group here. 3651 is, like |I say, severa
units to the south. Now the remaining units of each well,
you can see several of these units, these four or five units
are very much on the top of the structure. 1It’s kind
of...the structure is basically sort of a hunp and the
majority of the wells are on the top of the structure. Now,
two years ago when we were here, I’m not sure exactly what
the...if we had a map or not, or what it would have | ooked
liked. But with the information that we’ve gained by
drilling these six wells, we’ve been able to basically draw
this structure as it is today. Now, the remaining |ocations
that will get drilled especially on...will primarily be on
the flank of the structure and what we’ve seen, not only
here, but also in the Nora area is that typically of the top
of those structures, you have a |lot nore fracuring, better
pernmeability due that fracuring naturally, and you tend to
have better production fromwells on top of the structures.
But as you get down in the flanks of the wells, you have | ess
of that natural fracuring effect and your water saturation
basically ends up going up because you don’t have the free
gas in place that we...all of that fracuring basically fills

with the water and you have basically higher water
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saturations as you get down in the flanks of the structural.
And that was basically the reason why we picked VCP-3651 as
our...as our well to nodel as one of the wells to nodel,
mai nl y because we felt that for future devel opnent, not only
along the flanks of the structure, but in the area in
general, that it was probably a nore represented well overal
rat her than picking, say, one well on top of this structure.
Plus, in addition to that, we’ve got more production data on
this well then we did on any of the wells on the structure
itself. Although all of these wells have only two to three
years of production. So, we’re still real early in the life
of these wells and, you know, it’s still a lot of more to
| earn on the production profiles in general. But, based on
the 3651, that’s the reasoning why we went with that well
primarily for the anpbunt of production and what it
represented froma whole field standpoint rather than...and
nmore froman average well stand point rather than, you know,
pi cking the best well and not be able to...and trying to
nodel everything after that. W did nodel 3671, which was
that well right there. It being up on the structure and
really, we’ve had less production data on that well, not only
in gas, but also the water side of things. W felt that it

really wasn’t enough data probably to give us a real good
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handl e on the rest of the area. One of the things that the
nodel ing does is it tries to match the water production and
the gas production fromthe individual data that you give it.
Wth the |l ess data and the particular profile of 3671, it
was real hard to try to match the production data with what

t he nodel would really...I mean the model really couldn’t do
it real well. And the...so, what the nodel would predict is
t he being the water production, or the gas production,
although it was close, it still wasn’t we felt not really
accurate froman overall standpoint. The 3651, and this is
the stratigraphic colum of basically the well in general,
and this is typical of the whole area where we'’ve
got...basically what is the | ease end and the coal associ ated
in those |l ease ends, this is all being (inaudible). Also,
down towards the bottom we have the Pocahontas and the ones
we’ve got a check mark here are, let’s see, the predominant
wells that we see through out the area. Although in sone
wells, you’ll have...you’ll have all the seams, but the ones
that we’ve checked here are the ones that we probably tend to
conplete nost often. Although in sone of the wells, you
know, we may have Poca 4 conpleted or an Upper Horsepen or an
unnamed seam or one of the (inaudible). 1It’s just depending

on what our overall thickness happens to cone in individual
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wells. Things tend to thin in certain areas or get thicker
and dependi ng on those paraneters is what we decide to chose
fromas far as the conpletion goes. Overall in this
particular area, you’re probably looking at 8 to 12 feet of
coal that is typically conpleted in the wells. The
sinmulation that we did, we used a...what is called the Conet
3-Dsimulator. It was originally designed by | CF Resources.
They’re, I guess, an independent coalbed methane whatever.
But they’ve cone up with their own...their own sinulator and
that’s basically what we used to do the simulation. We took
3651 and the simulator similar to everybody else’s, you’re
wor ki ng backwards froma...froma given production rate of
not only gas and water and you’re trying to use salt for
perneability and velocity and the characteristic of the
reservoir so that you can adequately predict future
production for the well. In this case, we used...like I
said, we used an average of 10 feet of coal for the thickness
of the coal and sinulation. The other thing that we used
here, the simulator uses...you know, start off at basically a
100% wat er saturation where you have no free gas in the coa
itself because it’s kind of hard to back in to any kind of
free gas that mght... mght be there. So, it assunes a 100%

water saturation so that you’ve got to go through the
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dewat eri ng process and then once you start the dewatering
process, then the gas starts desorption and you start seeing
the production. That was one of the problens we had with the
data from 3671 was that we started seeing significant gas
reduction with mniml or no water production. So, it
didn’t...you know, there was already this certain amount of
free gas out there that’s very hard to row back into the
simul ator and get a handle on a real production decline curve
for the rest of the life of the well. Like | said, we
used...in the sinulation, we used the 40, 60, 80 and 120 acre
units. As you can see in the exhibits, I’11 start with, I
guess, 3651, assuming this area in general is approxinmately
900 acres and given that acreage area for a 40 acre units you
could get 22 wells, just basically divide that 900 by the
number of acres in a unit. You’d have fifteen 60 acre units,
el even 80s and seven 120 acre units. Based on the
simulation, the gas in place is |ike specifically
proportional with the anmount of coal and the size of the
acreage unit. As you can see for the 40 acres, the total gas
in place was 323,000,000. 1If you go to 60s, it’s basically
one and a half tinmes that, which is the 485, 647 and 970 for
the gas in place, the total gas in the reservoir. The other

thing that the sinulator does is when you get a good natch,
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you then have a profile for what the actual production for
other wells in the unit wll be and that will...based on
the...the econom c paraneters that you put in or the cut off
points as to where you want to cut production and the life of
the well as far as the abandonnent type of nunbers, it
cal cul ates what the ultimate recovery m ght be fromthe gas
in place. And you can see for the 60 acre units, it was

306, 000, 000 out of the 485, for 80 acre units, it was 369 out
of the 647,000,000 in place. Now, that equates to a 63%
recovery factor for the 60 acre units and only a 57% recovery
factor for the 80s. The 120s is only a 50% recovery. For
the gross...for the gross nunber of wells, the next columm
I’'ve got there, you know, for the twenty-two 40 acre unit
wells, the total gas in place that would be recovered...the
total recovery would be 4.8 BCF for all twenty-two wells.

The 60 acre units would recover 4.5; the 80s 4.0; the 120s
almost 3.4 BCF. Now, that’s if you could ultimately get
everything out of the ground at those, you know, (inaudible)
pressures and everything. Unfortunately, the econom c side
of that kicks in at some point and we’ve also got what we
consi dered the econom c recoveries, also. Between the one
versus the other, the 40 acre units, although you coul d

ultimately recover 4.8 BCF, you can really only economcally
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get about 4 % Bs out of it. Oherwise it would be...you
know, it’s Jjust not worth the effort to get the extra

300, 000, 000. The same way with the 60s, you leave a little
bit as you do with the 80s and with the 120s. It’s about the
same. The biggest thing is when you look at it fromthe
stand point is the 60 acres versus the 40 acres as proposed
earlier, you’ve got to drill...in our case for this 900 acre
area, you’ve got to drill 50% more wells to get only 2% more
gas. And that’s really our point. You know, 40 acres being
too small because basically you’re wasting not only the
resources of our resources drilling that many wells, but, you
know, the disturbance of not only the surface, but also the
coal in general. And then when you |ook at the 80s versus
the 60s, you can get 10% nore gas for only drilling about 35%
more wells. So, you get a significantly nore bang for your
buck basically in overall recoveries of the gas in place.

And the sanme way with---.

Q But you’re leaving half of it behind?

A Yeah, and you’re also leaving a lot of gas
basically in the ground at that point because of the overall
recovery factors. And the sanme way with 120s versus 80s.

Your ultimate recovery is only 50% of the gas...of the

initial gas in place plus the recovery. You know, you’ve got
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to...you can drill less wells...like I say, you’re only
getting 50% of the gas in place and you’re leaving a lot
behi nd.

Q So, basically would it be safe to say,
Martin, that based upon the Board’s statutory charge as to
what their duties are, if you take a | ook at this spacing
determination that we’ve done and you concentrate primary on
the three blocks in the mddle of this thing, the sinulator
recovery, the recovery factor and the sinulated recovery
factor because obviously internal econom cs and our present
val ue...our net present value is of great interest to us,
it’s not of a whole lot of interest to you, it clearly
supports 60 acres as the optinum size unit because even
t hough you can recover a greater anount of gas with the
smal l er units, and just pushing the econom cs aside, you have
t he added surface disturbance and the added di sturbance to
the coal, you know, for a very increnental additional anount
of gas recovered; and then on the 80 acre side, the down side
to that is you’re leaving over a half of BCF behind using
t hat spaci ng?

A That’s correct. Yes.

Q Ckay. Let's go through the sane sort of

anal ysis on---.
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A On 36717

Q ---3671. And once again, renenber, is just
as Buchanan Production did when they were devel oping their
property as they stated earlier. | nean, these...the first
six wells we drilled in here obviously were...we’ve got, you
know, nine nore potential well sites within this proposed
area. But the first six we drilled were obviously on top of
the structure of the ones that they thought were going to be
t he best six and because of their position on the structure
and the characteristics that brings into play, they were
tougher to model. As we go through this again, I think it’s
still clear that even a well on top of the structure was not
necessarily a representative well or an average well for the
entire field or the entire subjected |and area. It stil
supports 60 acres as the optinum spaci ng.

A Yeah, it, as | said earlier, 3671 is
probably an above average well overall in the field even
considering the first year and a half or two years of
production that we’ve got. And because of that, the amount
of gas and the wells the relatively small anmount of water
that it produced, the sinmulation was very difficult. Really,
you have to kind of take it with a grain of salt. But

assuming it’s reasonable then, you know, you can go through
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the same thing of obviously it’s going to produce a lot
hi gher of a reserve per well or per unit because of that.
And, obviously, then along with that goes the recovery
factors are sonewhat higher. But you have basically the sane
net effect if you wanted to drill on 40 acres, you’re
spending a lot nore tinme and noney and stuff to only get an
i ncrenental amount of gas...additional gas out of the
reservoirs. The same way with the 60s versus the 80s, you’re
leaving a lot of gas behind that you can’t really ever...you
know that you won’t get like doing on 80s and you leave even
more gas behind on 120s. Basically, it’s the same argument.
The perineters change a little bit and the nunbers change a
little bit, bit it basically sort of a proportional type of
thing that it’s the same effect of that. So...anything else?

BENNY WAMPLER: Are there any questions from nenbers

of the Board of the w tness?
(No audi bl e response.)

BENNY WAMPLER: Do you have anything further, M.

Ki ser?

JIM KI SER: We’d ask at this point that the Board
enter an order change...taking the provisional statute of
t hese...renoving the provisional aspect of these units and

changing this area as we’ve depicted in Exhibit One of this
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hearing as a part of the Nora coal bed gas field.

BENNY WAMPLER: Do you have anything, M. Swartz?

MARK SWARTZ: Well, the only thing is we’ve also got

those 55 acre rectangular units that we’ve (inaudi bl e) across
the top and they’re not in the provisional areas, I would ask
that we deal with that interaction between the two areas in

that way so that we’re not stranding any acreage.

BENNY WAMPLER: | n what way?

MARK SWARTZ: The way that it’s depicted on Exhi bit

One.

BENNY WAMPLER: Ckay.

MARK SWARTZ: There are---.

JIM KISER That they be allowed to devel op
these...this block of acreage and essentially...they’re a

110s and essentially devel op them as 55s.

MARK SWARTZ: Right. (Ilnaudible).

BENNY WAMPLER: | just wanted that on the record.

MARK SWARTZ: That’s fine.

CLYDE KI NG: What...what he’s...Mr. Chairman, excuse

JIM KI SER The northern boundary of this
provi si onal area.

CLYDE KI NG Yeah, | know. But what size are those?
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JI M KISER  55s.
MARK SWARTZ: 55 acres.

BENNY WAMPLER: 55 acres.

CLYDE KI NG: And you’re saying 607

JIM KI SER: Well, we’re saying 58.77.

BENNY WAMPLER: It’s just allowing them to complete

| ease.

CLYDE KI NG Yeah.

JIM KI SER: And that’s even under the Nora, we’ve

got the 10% tol erance. So, that would even be within that

So- - -.

BENNY WAMPLER: Anyt hing further?

CLYDE KING | nove we grant, M. Chairman.

BENNY WAMPLER: A notion to grant. Any questions?

(No audi bl e response.)

BENNY WAMPLER: |s there a second?

MAX LEWS: | second.

BENNY WAMPLER: Motion and second. Any further

di scussi on?

(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER. Qpposed, say no.
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(No audi bl e response.)

BENNY WAMPLER: The notion is granted. Thank you

very nuch.

BOB WLSON: M. Chairman, | have one permt

application for DD-5, which is on hold and a perm't
appli...an issued permt which stays and i ssued on for VC
3670, can | go ahead and issue those permts at this tinme?

SANDRA RI GGS: Wl | ---.

BENNY WAMPLER: Based on the action here---.

SANDRA RIGGS: It would have to be subject to the

revised field rules.

CLYDE KI NG Yeah.

(Board nenbers confer anong thensel ves.)

BENNY WAMPLER: The one that’s on hold is already on

this provisional basis, right?

BOB WLSON: No, actually, it...yeah, it fell within

the provisional area, but only because of the southern
boundary that was on the area south. 1It’s not one of the
provi sional units.

JIM KI SER Yeah, which was an arbitrary |line that
was drawn al ong the quad lines, | think.

BOB WLSON: It was the seventh wel | ---.

JIM KISER So, actually that disappears now. They
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di sappear now. So---.

BENNY WAMPLER: That’s what I thought. That’s the

way- - -.
JIM KI SER: Yeah,
BENNY WAMPLER: ---1 would view it.

(Board nenbers and ot her confer anong thensel ves.)

SANDRA RI GGS: Probably what you need to say in the

permt, it's subject to the Nora field rules.

BENNY WAMPLER: Ri ght .

SANDRA RIGGS: Carify it.

STATE OF VIRA NI A,
COUNTY OF BUCHANAN, to-wt:

|, Sonya Mchelle Brown, Court Reporter and Notary
Public for the State of Virginia, do hereby certify that the
foregoi ng hearing was recorded by ne on a tape recording
machi ne and | ater transcri bed by ne personally.

G ven under ny hand and seal on this the 16th day
of Novenber, 2000.

NOTARY PUBLI C

My conmm ssion expires: August 31, 2001.
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