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PROCEEDI NGS

MR. DI AL: Good norning. W have scheduled this
public neeting in addition to a public nmeeting held |ast
week in Houston. These neetings have a pretty specific
purpose. Basically what we are doing is we are using these
meetings for the next level or stage of contact with the
public on sone reporting changes that we are contenpl ating
in the areas of financial reporting and production
reporting.

This is another step in the fact-finding
information gathering. Nothing is cast in concrete, nothing
is firmed up in terns of this reporting. W are at that
stage of, again, further information gathering.

Before we get into the agenda, a coupl e of
admnistrative matters. | think everybody saw the rest
roons off to your left as you exit this room There's a
snack bar on the other side of two walls that way if you
need a soda pop or sonmething to drink, and at lunch tine if
you're going to be com ng back to the afternoon session up
along Union there's Iots of restaurants if you'd care to get
[ unch.

We have today a panel of folks fromthe MVS to
basically present the reporting changes that are being
contenplated for the future. This norning's session for

financial reporting we have John Barder fromthe Royalty
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Val uation D vision, Theresa Bayani, also fromthe Royalty
Val uation D vision, and our stalwart |eader of the effort in
the financial reporting area, Paula Neuroth.

"' msure many of you know Paul a from years past.
She's very, very visible, very active, always keeps us on
our toes.

MS. NEUROTH. What are you saying, |'ve been here
for a long tinme?

MR DIAL: | did that down in Houston, | said that
and | got touched. So | tried to doit inalittle
different way, but we'll try again. I'mMIt Dal, |I'msort
of the head of odds and ends around here in the program
reengi neering effort. |'mpleased to see nany of you
know, |'m pleased to see Carla here. W' ve seen Carla on
and off for, oh, the last year and a half or so as we've
been touching on the areas of programreengi neering and
changi ng future reporting requirenents.

A few comments on the process. W're sort of
follow ng a process that seens to have been effective in
past sessions that we've had wth the various groups, and it
seened to work down in Houston |ast week. That was to first
see i f anybody had any prepared comments that they wanted to
present or sonehow capture at the session today.

We have Lynn with us for the day to be our note taker,

and those notes will be available to everybody, probably off
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the web to be sure. W'IIl put it out there, but be sure and
| eave your nanme and address and we'll get it to you that
way, too.

The sign-in sheet indicated that we didn't have
anyone who wanted to nmake a prepared statenent or
presentation, so we'll go on that assunption that no one's
changed their m nd between the front door and here. | see
concurrence.

A process issue; w thout having anyone interested
in a prepared statenment, basically what we'll do is Paul a
will be presenting the background of what brought us here
today in the last year and a half, two years, and we'll walk
t hrough the 2014 and contenpl ated changes. And what we
would like is an interaction as we go through.

Be sure when you see sonething that you want to
comment on or would Iike to explore further discussion w se
or otherwise, pick it up right at that point in tinme. That
seens to have been pretty effective in marching through the
forms.

In our session in Houston we had | think 16 or 17
peopl e, 18 people, sonmething |like that in attendance, and |
think we had a real interesting session both in the norning
and the afternoon, and | woul d expect the sane thing today.

I"d like to leave with a few comments in terns of

where we've been in the reengineering initiative, where
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we're going and how this all fits in. W undertook the
reengineering initiative in 1996. W expanded the
initiative in 1997 fromjust a conpliance-focused initiative
to a programwi de initiative.

We believe that a nmulti-mnagenent program could
and shoul d be addressed in the fashion of really a very
significant shift or change in business processes and in the
technol ogy. We had studied the need for this for quite sone
time, and sone causal events convinced us that we needed to
head in this direction.

One of those was the enactnent of the Federal QO
and Gas Royalty Sinplification and Fairness Act, and we had
ot her signals out there, inspector general reports, our own
people feeling the pains of a process in technol ogy that
wasn't serving themas well as it shoul d.

We had recommendations fromthe Royalty Policy
Commttee, that's a conmttee of industry, state and tri bal
representatives. That commttee gave us sone really strong
signal s and recommendati ons on how to change our business
process and reporting, particularly in the reporting area.
Al'l of themtouched on sone aspect of that.

The inspector general addressed issues of
technol ogy and particularly in the area of our existing
systenms and our dat abase managers. They are antiquated,

they are 80s or md 80s technol ogy. They nade
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recommendations to us on pursuing alternative approaches;
for instance database managers where for relatively
significant investnments we coul d nmake significant changes in
the efficiency of the way we do busi ness and payback in
reasonably short periods of tine.

We agreed with the inspector general that we ought
to do that. How to do that and the timng we disagreed with
that, as we did reporting changes, as we did process
changes. Fromthe standpoint of a focused group in the
state and tribal arena we focused with a so-call ed--that
peopl e woul d bring to our environnent and that we would go
to theirs to pursue the initiative froma process standpoint
and technol ogy standpoint.

The industry, our focus group was an outfit by the
name of Council of Petrol eum Accounting Societies, COPAS.

We deliberately picked COPAS as that focus point because we
want ed technical input from people who do the work for us,
an organi zation that promul gates standards in the area of

i ndustry accounting practices for oil and gas.

We wanted a group that was going to be able to sit
down shoul der-to-shoulder with us and work on issues today
and tonorrow in the area of reporting technol ogy and
process. COPAS, too, | think to our nutual delight,
responded very favorably, and we had quite a nunber of tinmes

where we had all day, nulti-day sessions, and | think in a
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very real sense there's been a partnership there.

W' ve picked up fol ks along the way, other trade
groups along the way, where you have nultiple persons who
are a nmenber of several groups, and that really has been
excellent. A couple weeks ago we spent a norning with the
Washi ngton trade groups. These are the people that by
focusi ng on COPAS we didn't necessarily touch--we spent--had
a day with those folks and it was very interesting.

Today we have entered into partnerships with a
nunber of conpanies to further the effort in terns of
process devel opnent, in terns of continuing to exam ne
future reporting requirenents, and al so pursuing technol ogy.
W don't want to be building technol ogy where the industry
is heading in an entirely different direction. W cannot
have that happeni ng.

Sone of the partners we are involved with are
Texaco, Amaco, Chevron, several others on the gas rules and
on the solid mnerals, particularly coal conpanies that
we're involved with. W today are on an acquisition track
in ternms of technology. W're early in the track. This
initiative has a project period that ends in 2001. W're
| ooking for delivery of technol ogy system support. We're
| ooki ng for conversion to the reporting requirenents.

We're | ooking for a variety of other changes that

have been out there for two and a half years. Fromthe
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t echnol ogy standpoint we have--last year we solicited a
request for corporate capability statenents. W had a
conference in this roomin Decenber, it was alnost full. It
was past full of folks interested in this initiative and
interested in doing work with us.

W have received corporate capability statenents
from 20, | think roughly, and we did down sel ect here
recently to five firnms that we will continue to work with in
terms of advancing a request for proposals and sone
circulation statenments of work which should be occurring at
the end of this nonth, very early April

The conpanies we're working with are very famliar
with the oil and gas sector, and sone of themlike Price
Wat er house is one of the offerors that will be com ng our
way, Anderson is there, AMS, Oracle and KPMa So those are
the five that are there.

We are seeking solutions for a variety of reasons.
We need to go in that direction because it nakes good
busi ness sense to head that direction. So that acquisition
effort will continue through spring into the sumrer. W
expect nore probably md summer, fall.

So in terns of reporting and the reason we're here
we'll continue to work with the reporting concepts and
informati on collection, data elenments, through this spring

into the sunmer. W would like to start firmng up those
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data el enents and have a pretty good view of them by the
time this contract shows up or the contract is awarded.

So we have a lot of time in front of us still for
di scussions on a lot of topics and particularly the
reporting area. We're working with Bayless to have a
session |ike this down in Farm ngton sonetine later this
month into next nonth, basically pull the fol ks together
down in the 4 Corners area and di scuss what's before us in
terms of financial reporting, production reporting.

We have a--we haven't a firmdate picked up yet,
but we're working towards that. | think I'Il probably stop
Now.

Are there any questions? GCkay. There aren't. |
t hink we can continue, and Paula wll pick up the agenda

fromhere and she does really very nicely on this.

M5. NEUROTH. |Is the tenperature okay in here?
Are you cold? |If you are just speak up and we'll adjust the
tenperature. Al right.

Can everyone hear ne all right? Like MIt said,
we do have a court reporter here today who is trying to take
m nutes for this neeting, so what | would like to ask you to
do as you have comments as we wal k through today' s agenda
could you please identify yourself for the reporter, and
actually what I'd like to try to do is pass you this m ke

We have a fan going on in here and it nmakes it a
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10
little bit difficult for her to hear what you' re saying, so
if you don't mind we would Iike you to use this if you can.

| thought what we'd do is basically wal k through
t he proposed notice and go through each of the reporting
concepts and each of the data elenments, and then as you have
coments please just stop as we go through this, because
really we're here to hear your conments.

W' ve already gone through this, so |let us know
what your feelings are and what probl ens you see or what
advant ages you see to what we're proposing.

A lot of things that are in this federal notice,
Federal Register Notice, are followon itens fromthe

Royalty Policy Commttee recomendations. W tried to

i ncorporate as nmany of those reconmendations as we coul d
when we did this initiative, and I'll try to identify those
for you as we wal k through this.

The RPC was nmade up of basically representatives
fromindustry, the BIA the States and MMS5, so we had a w de
vari ety of individuals who had a stake in devel opi ng these
reporting concepts, so hopefully we're on the right track

The first one is elimnation of the payor
information form the PIF. Let ne ask this question; how
many of you here actually work with the Royalty Reporting on
a nonthly basis? Can | just have a show of hands? G eat.

Okay. GCGood. Quite a few of you do.
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So you're famliar with the payor information
form which is basically the formthat you submt to tel
MVE that you're going to report on a certain property,
product, selling arrangenent and effective date of that
paynent responsibility, the start date of your
responsi bility.

It also |ets you know what revenue source code to
report to us. The revenue source code just identifies for
MVS the | ength between the | ease and the appropriate
associ ated agreenent if it's agreenent-I|evel production.

The revenue source code represents that relationship.

That concept has al ways caused a | ot of problens
for both the industry and for MM5. The concept of revenue
sources is a foreign concept, it's not used in industry, and
t he subm ssion of the payor information forns i s sonmewhat
sporadi c at best.

A lot of tines conpanies don't understand why they
have to submt the payor information formand when they
actually start reporting on 2014, so we have a lot of lines
that reject each nonth because the payor information form
t hat we have set in our data base doesn't match what you're
reporting on the 2014 or else no payor information formis
subm tted.

The RPC recommended that we try to sinplify the

payor information formand reduce the frequency of those
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subm ssions. W tried to go a little bit farther in this
proposal believing that in a new reengi neered system we can
elimnate the need for that payor information form al
together. And that's what we're proposing, is to elimnate
that form and basically substitute that functionality with
the actual data that you report on the 2014 each nonth.

So instead of submtting a payor information form
that tells you when to report just report on what you m ght
sell, we'll use that line to popul ate our data base. And to
repl ace the functionality of the revenue source code, what
you'll see on the 2014 is we've added--we've renaned a
coupl e of colums and added one.

One of themis the MVB | ease nunber; the second
one is the MVB agreenent nunber, so that reporting | ease
| evel production to us all you're going to report is the MVS
| ease nunber. |If you're reporting production froma | ease
to an agreenent you're going to report both the |ease nunber
and the MVS agreenent nunber. So reporting those two key
pi eces of information allows us to elimnate the need to
code that wth a revenue source code.

The other things that the PIF did, like | said,
was to tell us basically what your code responsibility start
and end dates were. W're going to use the 2014 sales nonth
to drive that functionality, and this will elimnate

approximately 23,000 PIFs that are submtted annually to
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MVE.

M5. MUSTOE: |Is this a good place?

M5. NEUROTH: Yes.

M5. MUSTCE: Hi. M nane is Lora Miustoe, I'mwth
Mal | on Resources. |'mcurious as to what--once the MVB

agreenent nunber is identified why it continues to be
necessary to identify the lease. Correct ne if |I'mwong,
but is ny thinking correct that if | have an agreenent with
multiple leases that | amstill reporting several lines as a
result of having to report not only the | ease but also the
agreenent, too, or the agreenent that the--|eases that are
contained within that agreenent?

M5. NEUROTH. Everybody heard her question okay?
Let nme see if | can rephrase this if I understand your
guestion. This proposal does not elimnate | ease-I|evel
reporting, so, yes, if you're reporting on--let's keep it
sinple, let's say you're reporting--with three federal
leases in it, that still is going to require three |ines of
reporting to MV5, but that's no different than the concept
t oday, because even today you report several |lines for al
t hree agreenents--excuse ne, for all three | eases.

And the three | eases m ght have different revenue
source codes and all the revenue source codes ties it back
to that one agreenent nunber, but instead of using the

revenue source code on all three | eases you' re going to use
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the | ease nunber and the sane agreenent nunber for all three
lines.

So it doesn't change the nunber of lines that you
report with us but we're still going with | ease nunber
reporting. Does that--

M5. MJUSTOE: That answers it.

MR. HULT: Good norning. M nane is David Hult
fromthe state of New Mexico, and our comment on that is if
you're going to go to agreenent-|evel reporting it would
seemthat if you have all reporting at just the agreenent
nunber and not the | ease nunber then we would be able to
all ocate the responsibility based on the unitization
percentages that it was responsible for on the DO .

| s that now what you're thinking about doi ng here,
because that's the way we read what was in here.

M5. NEUROTH: No, we're not--that's not what we're
proposing. At the back of the Federal Register Notice there
is a section that tal ks about agreenent-level reporting, it
says basically what do you think about agreenent-Ievel
reporting; that concept being that under a particular
agreenent -1 evel concept, you're right, you can report the
agreenent nunber.

MVS has the allocation percentages stored in our
data base, so then we would then allocate your one |ine at

the agreenent | evel down to the appropriate nunber of | eases
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i nvolved in that agreenent.

That is really not what we're proposing here,

t hough, because what we're still proposing is that you
report at the |lease level, and you're just going to use the
agreenent nunber so that we can tie that royalty |ine back
to the production report, because you can have a federal

| ease that has | ease-level production and one or nore
agreenents that its conmtted to.

VWhen we do our--what we call currently our AFSPAAS
conparison, we're trying to nmatch that production to the
sales on the 2014 that are reported to us. So we need to
mat ch | eave-1level production with |ease-I|evel sales;
agreenent -1 evel production with agreenent-|level sales. So
by reporting both the | ease and the | ease or agreenent
nunber for the agreenent production we can still make that
conpari son.

But the proposal is not pure agreenent-|evel
reporting when you just report one line for the agreenent
nunber and MVB woul d then allocate it to all the appropriate
| eases.

MR, HULT: Wbuld industry continue to report only
t he | eases that they have an ownership in?

M5. NEUROTH: Yes. | would assune that would be
the case unless they're reporting a service for sonebody and

they can't--we still have purchases to report on behal f of
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wor ki ng i nterest owners, we have reporting services that
report on behalf of working interest owners, but normally
conpani es don't report on |eases they have no interest in
unl ess they're the purchaser or sonething |ike that.

MR. HULT: GCkay. Thank you.

M5. NEUROTH. Have | confused anybody on that
concept? Ckay.

STACY: |'m Stacy--with Royalty Managenent
Program | didn't know if you said it was on the Federal
Regi ster Notice whether they would |like to go with
agreenent -l evel reporting; are we going to touch on that?

Is that on the agenda to tal k about |ater?

M5. NEUROTH. It's on the agenda to tal k about
later, it's on the very end of the Federal Register Notice.
And basically the Federal Register Notice says industry, do
you |ike this concept if we really wanted to go to
agreenent-level reporting, and we tried to list sonme of the
advant ages or problens that we saw with that concept, and we

really wanted your feedback on how you felt on that concept.

M5. MUSTOE: | personally, and | think | can speak
for sone of the conpanies that | have worked with, like the
concept of reporting on an agreenent-|level basis. | don't--

| think it actually increases reporting rather than using
the three-digit revenue source code except for the fact that

it does elimnate the PIF.
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| don't think that there's anything to be gained
i nasnuch as--and | don't know -that inasnuch as the MVS does
have the ability to take those sales and allocate it to the
| eases that are contained with a conmmunitizied area or a
federal unit that there is any | ogical reasoning in assum ng
that although I mght be a | essee and would only report on
one | ease contained wwthin a communitized area or within
t hat agreenent.

My experience has been nore recently with sone of
t hese, the AFSPAAS exceptions and working with sone
conpanies that were trying to resolve those within the tine
frame of RSFA, was that that was true in sone cases, that
was not true in other cases. There may have been a
desi gnat ed operator, there nmay have been negotiated or an
under st andi ng between the parties, and quite often it was
al ways the operator, designated operator, regardless of
whet her they were | essee or not, as to whomthe MVS was
reporting for. And then they would proceed based upon those
i nstructions.

And | would think that that woul d continue to be
t he case whether or not we were reporting multiple |ines
with a lease in the communitization or the agreenent nunber
or if we were only reporting total sales and vol unes
attributable to that agreenent. Does that make any sense?

M5. NEUROTH. And really, that's the kind of
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information that we need to know. |'massum ng that many of
you if not all of you intend to provide witten conments to
these notices also, and if you do you need to be sure to
address those areas that are near and dear to your hearts,
those areas that you think MVS needs to understand.

W' ve been working on these reporting concepts for
probably al nost a year and a half now. There's a |ot of
interest in the new reporting concepts, there's a | ot of
diversity, and diversity of opinions, basically, on what
data el enents are the proper ones to collect, what |evel of
reporting is the proper |evel of reporting.

As MIt nmentioned we have had quite a few
interesting neetings on these topics, but it's still better
to have a Federal Register on a topic where everyone gets a
chance to cormment on it, because at these neetings you only
see a snmall percentage of the industry, so we're hoping to
get lots of coments fromindustry on our proposals; are we
on target or are we off, how close are we. So those types
of things are great.

MR COMRT: |1'd like to nake a corment. M nane
is Dan Cowart, OG professional. 1've seen sone problens of
this type of concept to the extent that let's assune you're
speaking of a unit, and for whatever reason | have not
identified one of the federal |eases, so therefore let's

just say that there's 30 | eases which are invol ved and |
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properly made the cal culation for 29 of those but not the
30th. I roll those back up in to a reporting unit as you
suggest .

M5. NEUROTH. To one line at the agreenent |evel?

MR. COMRT: To the agreenent level. Now, instead
of one error |1've got 30 errors, or if we get a unit
expansion, but the timng of this is very critical to the
extent of the sane result to the extent there nay be 30
probl ens rather than one problem so there's a timng
probl em bet ween the MVS and the producer.

There are additional--1 wouldn't say probl ens, but
there are additional considerations for the MVS. Let's just
say you have 50 leases in a unit, you have three Indian, 30
federal and the rest fee. WelIl, now you' re going to have to
convert your percentages to nmake the hundred percent for the
federal |ease and the Indian to allocate the anount that |
reported for federal and Indian. So | think there's various
probl ens here that you shoul d consi der.

MR. HULT: [|I'mseeing a problemthat | thought I
had the concept wong, that you were going to have an
agreenent line and a | ease |ine?

MS. NEUROTH:  No.

MR. HULT: It's just going to be at the agreenent
| evel ?

M5. NEUROTH. No. Let's try this one nore tine.
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Go to the 2014 that's on the back of the Federal Register
Notice if you' ve got your copy. So I'mindustry, and | have
a federal lease with only well on it. That well is not
sharing production with any other |eases, it's not
communitized, it's not conmtted to a unitization agreenent,
it's |l ease-level production. So when |I report that |ine of
reporting I'mgoing to populate Colum 7, MVBE | ease nunber.
I"mnot going to put anything in Colum 9, MVS agreenent
nunber because it's not conmtted to any agreenent.

On the other hand | have another property that is
a federal |ease again, it has a couple wells on it, but it's
al so commtted to a communitization agreenent based on the
same space agreenent, so it's sharing production to those
two wells with another, let's say an Indian | ease and a fee
| ease, so when | report that line reporting to MVS |' m goi ng
to give us the MV5 | ease nunber, then I'mgoing to al so
popul ate Colum 9 giving MVS the appropriate agreenent
nunber for that federal Iease.

If I"'malso reporting the Indian | ease that |
mentioned in this conmunitization agreenment |I'mgoing to
have a third Iine of reporting, I'"mgoing to give the MVS
| ease nunber and |I'mgoing to repeat that sane agreenent
nunber for both the federal |ease and the Indian | ease that
are conmtted to this sanme agreenent.

So if the other concept, if | was doing the
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agreenent -l evel reporting concept then MVS woul d probabl y--
Colum 7 wouldn't be there because we would not need a | ease
nunber reported, we would just report the appropriate
agreenent nunber, and MVS based on the data that we have in
our systemfor |ease allocation percentages would all ocate
to the federal |ease and to the Indian | ease based on our
percentages stored in our data base, assum ng our data base
was accurate. So the concept here is not pure
agreenent -l evel reporting. W are staying at a | ease-|evel
reporting.

MR. HULT: Yeah. You're staying at a | ease-|evel
reporting where it's--where the revenue--where the producing
zone is not participating in the unit, okay? For production
that is in an agreenent, okay, are you contenplating one
line for all the different |eases in that agreenent?

M5. NEUROTH. No. M exanple is the agreenent |
just nentioned had a federal |ease and an Indian |lease in
one agreenment, so | get two lines reported to MVS; one using
the federal |ease nunber and the agreenent nunber, a second
line using the Indian | ease nunber and the agreenent nunber.

So even though both Iines have the sanme agreenent
nunber because they're commtted to the sane agreenment, we
are still relying on industry to do the allocation to the
two | eases and report two lines of data to us.

M5. MJUSTOE: Although as | understand it you have
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the ability currently to performthat allocation to the
| eases?

M5. NEUROTH. We have | ease allocations in our
system W know that, let's say the federal |ease received
a 25 percent allocation and the--50 percent allocation, but
i ke Dan brought up, that data base is as good as the
i nformati on received by the Bureau of Land Managenent, our
sister agency, fromindustry telling us, oh, this agreenent
has expanded, this agreenment has retracted, we used to have
30 leases, this nonth it's been revised, now it has 31, MV,
do you know it has 31, I'mgiving you one
agreenent-level line, you need to allocate all 31 |eases,
and if our data base isn't quite on target we're going to
m sal | ocat e.

M5. MUSTCE: Well, | would have to--you're not
going to take ny word for it. 1'mgoing to receive an
AFSPAAS exception report until your records have been
updat ed, and generally speaking, that we're only talking
about a very short period, you know, like in tine once we
have recei ved approval fromthe BLM or whatever, what other
agency with the Departnment of Interior mght be instructing
us to do so at either our request or not, so we're talking
about a very small tine frane.

But al though I may know i n advance that we have

applied to cormmunitize the acreage you are not going to
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accept paynent on that basis until that has been approved by
the appropriate agency with the Departnent of Interior.

M5. NEUROTH. We would not--1 nean, if you tried
to report an agreenent nunber to us that we didn't know
exi sted because BLM hadn't given it to us yet, you're right,
the I'ine would probably not pass our--because it only
recogni zes the agreenent nunber.

MS. MUSTOE: Right.

M5. NEUROTH. But if it's an expansion or a
contraction agreenent the agreenent nunber is already valid
on our system we're going to allocate based on the data in
our data base at that point. Let's say 30 | eases versus
maybe 31 | eases that really should be--naybe | can--let's
try sonething el se here--

M5. MUSTOE: But it sinplifies the process if |
make one reversal or if | nmake one correcting entry, in and
out sort of situation, but in a situation where once your
system has done the allocation to the nultiple federal and
I ndi an | eases and have excluded any fee or state |eases,

t hat overall the production that | reported is short. Once
| adjust that with the one line entry then we're back into
sync with each other, we're whole.

M5. NEUROTH. Maybe to help out with this, too, if
you go to Page 8839 of the Federal Register Notice in the

m ddl e colum it tal ks about the agreenment-I|evel reporting
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concept, Page 8839. And |like | said, basically on our
know edge of how we believe the agreenent reporting could
work we tried to lay out sone of the issues involved, and if
you haven't had a chance to read this you probably need to
read this portion and see if you agree with our concept here
that these are the issues that this concept raises.

Let me ask you this one; about the fourth or fifth
bull et down it tal ks about results in RVP allocating each
payor's vol unes, allowances and values to all l|leases in the
agreenent even though the payor may not have an interest in
all leases in the agreenent. Again, because we're going to
al l ocate based on the allocation percentage to each federal
| ease all federal |eases in the agreenent, we won't know
whi ch of those five | eases you have an interest in based on
30 | eases that exist in the agreenment, so we're gong to
al l ocate your agreenent line of reporting to all 30 |eases.

Does that cause any problens for anyone? Because
we have no way of knowi ng which individual |eases you may
have an interest in and woul d have been reporting in if we
had stayed at a | ease-level reporting |evel.

MR. HULT: | think one of the problens is that if
the unit is all reported by the operator and all the
production is reported at the sane tinme things will work out
okay, all the allocations wll be done correctly.

If it's reported by several different people then
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there's a chance that every working interest in that unit
wll be affected by one of the reporting entities not
reporting the correct anmount on tine.

MS. NEUROTH  Ri ght.

MR. HULT: And that's one possible problem| can
see with it. The other is sort of a conceptual thing, that
if you're going to go to agreenent-|evel reporting which
probably could work out very well, it could sinplify the
nunber of lines, why then also include a | ease |ine? Mybe
I'"'m m ssing sonething, that when you go to the
agreenent-| evel reporting--

M5. NEUROTH: There woul d be no | ease nunber
report ed.

MR. HULT: There would be no | ease nunber.

M5. NEUROTH. Right. You would only report the
agreenment nunber and we woul d allocate total |eases.

MR. HULT: That's what | thought when | originally
read this that it was going to be. And | think it could
work if everything gets reported.

MR. COMRT: | could be conpletely accurate, or 30
of us could be conpletely accurate and the 31st one woul d
foul it up and we all get notices.

MR. HULT: That would be a problem | agree.

M5. NEUROTH: Just keep in mnd what we're

proposing is not agreenent-level reporting. The only reason
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this agreenent-level reporting is in this docunent is to ask
for coment on that concept, but that is not the concept
we' re proposi ng.

MR. BARDER Well, one of the problens you have,
just to throw this out real briefly, one of the problens you
woul d have is under RSFA where you're allowed to report on
100 percent federal units, by allow ng you to report your
t akes by going--by reporting on the 2014 at an agreenent
| evel you would essentially be putting those people back on
entitlenents because you're naking us do the allocation back
and therefore you' re back wth entitlenent of 400 percent
federal agreenments. So that woul d be anot her drawback under
RSFA.

M5. NEUROTH. That was interesting. Should we
nove on to the second concept or are there any nore comments
on what we've been tal king about? This is good, really,
this is good to hear all these things.

The second issue in here is product valuation, and
I"'mgoing to hold off on that discussion a little bit to
wal k through the 2014 data el enments thensel ves, and then
I"l'l let Theresa and John talk to you about product
val uati on.

The third concept is reporting adjustnents.
Currently if you report a line to us and six nonths |ater

you deci de that you need to nake an adjustnent to that
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vol unme or value reported that would require you to reverse
your original line and bring in an entirely newline to
repl ace that data.

Under the proposed concept you would just bring in
t he net volunme or val ue changes, you would not have to
reverse your original line where you reported the line, just
bring in the net different, positive or negative. Coments?

MR. COMRT: Under a net reporting basis you're
goi ng to have sone funny | ooking things on there if in fact
bot h vol une and the val ue change. You can have a positive
volume in a negative--well, positive value, negative vol ume
and vice versa, or the Btu content changes, so if you--if
you have a net situation it is going to | ook strange,

t hink, nore of a problemfor the MVS fromtheir standpoint
to make any kind of validation thing to go back and throw it
back in to the--roll out the history and roll those back in
to that in order to make a cal cul ati on.

M5. NEUROTH: Nothing else on that? GCkay. The
fourth concept is transportati on and processing all owance
deductions. Currently you have those deductions reported to
us each nonth--is one line, transportation is a separate
l'ine and the processing allowance is a third |ine.

Under this concept we've added colums to the 2014
royalty due line, and it's all reported together as one line

versus three lines. Those new colums are 21 and 22 on the
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proposed form So we're hoping that that's going to
elimnate a lot of lines that you currently have to report
to us.

So instead of three Iines we essentially have one.
I think we estinmated that's going to reduce the total nunber
of lines reported to us annually by approxinately 800, 000
lines a year.

MR. COMRT: | hate to be the one that continues
to talk here, but | have a couple of problens here, not with
the concept that's on the formper se. Perhaps not a new
concept--not a new problemto the extent that as a working
i nterest owner you receive information from whoever
pur chases the debts.

In sone cases this is a--in all the cases |I'm
thinking of here it's a well-head purchase. In sone cases
t hey just give you noney and a volunme. W do know t hat
associated with the noney that they do obviously charge you
sonme transportation charge and perhaps processing. You know
everything that's in there. Sonme show you that information
and sonme don't, but when you report on this and you try to
conpare one party to another, if | don't have that
information in there and report it all as a--and sonebody
el se has a gross nunber in there and puts in the deduct
information then the prices are not going to | ook right

al t hough the net result wll be the sanme. This is where you
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have that type of a situation.

You have ot her situations where you may have
separ ate agreenents where you don't sell the gas at well
head, what you do is transport it, you have your own
transportati on agreenents, your own processing agreenents,
so you nove it fromthe well head to the--to receive noney
at that point. That's pretty clear cut to the extent that
you can put that information on here.

What is not as clear cut on that is if you have
sonme type of a line | oss or sonething where you | oose sone
gas in the transportation of this then some how you have to
value that, either |lower your gas price or place it as a
transportation--add it to your transportation cost or
sonmething of this nature. Seens to ne |like that type
informati on should be clarified as to where it goes.

MR. BARDER There's a bunch of questions al
rolled into what you just tal ked about, and | coul d probably
talk half the norning on this issue alone very easily. W
have certain policies on line | oss depending on whether it's
part of an arns-length transportati on agreenment or non-
arms-length. It just--that difference alone, we allowit,
possibly allowit in one area and don't allow it another
agr eenent .

If you're selling at the well head we understand

that you're going to be paid a net price, the purchaser is
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going to be picking up the transportati on and passing on a
price at the well head m nus those costs. Qur rules do
address that, our current rules do address that as well. W
could tal k about transportation factors. That's another way
that transportation costs are netted.

We understand the issue surrounding all of this,
and we try to address it the best we can in our rules, but
there are sonme uni que situations out there that aren't easy
to address. And, again, you know, we try to fit into that
rule, but keep in mnd we can't necessarily nake rules to
address exceptions that don't happen too often, at |east
that we don't think happen too often. |It's tough to do that
anyways.

MR. COMRT: Well, one thing where you have it
today you don't have the capability. You don't have the
capability of really making validations. In tonorrow s
worl d you're going to have those capabilities, and when you
conpare one conpany agai nst another it could have dramatic
effects in how you report.

MR. BARDER: But the only neans of validation we
have right nowis audit, and that's way down the road after
the fact. W' re hoping with our new systens under
reengi neering that we'll have sonme validation up front; in
other words, if--we'll have our systens and our edits such

that we can target to see if something | ooks unreasonabl e or
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not. That doesn't necessarily nean that it's incorrect, but
it wll help us target our resources better and say these
transportation costs | ook out of line, or these valuation
costs or valuation prices |look out of line, let's target
these with our resources and then do a little nore research
to see if they are out of line or not out of |ine.

| mean, that's sort of the change in concept that we're
| ooking at, and by doing this we're hoping to reduce our
overall cycle as far as auditing and, you know, being able
to say that this property is paid correctly for this period
of time. W're trying to reduce that tinme period to three
years or |ess instead of six or--

MR. COMRT: Wiich is precisely why you need very
stringent clarifications as to where that type of
i nformati on goes.

MR. BARDER: And | think we're going to coll ect
that but in a different manner. W' re not going to coll ect
it possibly or obviously on the 2014, that detailed stuff,
but the regional teans that we're setting up supposedly wll
be able to gather that information.

Just like a marketer in a conpany knows his region
and knows where all the interconnects are and knows how to
get the best prices and the best transportation, our
regional teans are hopefully going to be able to concentrate

on their area and their specific properties and the pipes
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and gas lines--or gas plants connected to those properties,
and be able to be just as know edgeabl e as gas marketers
within the industry and know or find out these details and,
you know, store themin sone type of a reference systemt hat
we can access readily. I'mnot--these are the concepts that
I"'mthrow ng out and the direction we're going.

M5. NEUROTH: And | think really what you're
telling us is it's maki ng not so much a problemas to which
data elenment we're collecting, it's a problemwth our
definitions, our instructions on howto treat certain
scenari os.

MR. COMRT: That's right.

M5. NEUROTH. How to treat line |oss. Ckay.
That's the last of the overall reporting concepts. W can
start wal ki ng through the actual 2014 data el enents or woul d
you like to take a break at this point? No? Ckay.

Sone of these are exactly the way you're famli ar
with themtoday and I'mnot going to spend a ot of tine on
them but, again, as we just wal k through these let's stop if
you have questi ons.

Colum 1 is the payor nane, no difference. W
still need to know Two is the payor code, again, a
five-digit code that identifies for our systemwho you are.
I ndian report indicator, the concept here is that we still

want separate federal and a separate Indian docunent, and if
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it is Indian we would |ike an indicator check.

Four is the payor assigned docunent nunber. The
only change here is we would expand to ei ght characters,
and, again, that is the I ength between your report and the
associ ated paynent. That's what enabl es our systemto
automatically associate those two pieces of information and
process it in the system

Five is line nunber; 6 is reserved for payor's
use, which is where you can identify this line of reporting
by well nane or neter nunber or however you choose to, and
that data is actually going to be key to retain as part of
that royalty line feature. Today you can report it but we
don't actually store it, so it's a good comuni cation tool
bet ween you and us.

Seven is the MVS | ease nunber. W have a
standardi zed 10-digit MVS nunber. Eight is the APl well
nunber. The APl well nunber has been added under this
proposal for future flexibilities. W do not intend to go
to well-level reporting, we want the flexibility to
accommodat e certain scenarios that may occur in the future,
and the two that are listed here, one of themis Indian
tribe elects out of the index in the new proposed Indian gas
val uation rules, and--

M5. MJUSTOE: So say for instance we have the--from

nmy under standi ng al though it's--the Apache tribe as well as
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the Okl ahoma Al |l ottees have al ready opted out of those
indices areas that in addition to any | ease nunber and
agreenent nunber that we mght--we wll also be reporting
the well nunber for those two for Cklahoma, which is a--the
| ast word | had was non-indices index areas--so that would
be reported in those three--

M5. BAYANI: Well, first of all if a tribe does
opt out of the index they would have to cone in to MVS and
negoti ate what nethodol ogy we woul d use to cal cul ate the
value for royalty purposes. |If indeed we negotiated a
certain nethodol ogy that we determ ned the APl wel |l nunber
was what we wanted to collect and everyone agreed it is
possi ble we would go to the APl well nunber.

M5. MUSTCE: Well, it is ny understanding, and
correct ne if I'"'mwong, but fromnenbers of the conmttee
of the negotiated regulatory conmttee MVS enpl oyees
i nformed ne nonths ago that the--Apache tribe as well as
Okl ahoma al | ottees have opted out of the index area under
t he proposed regs, so is that what is expected and
anticipated of me as a producer today to report those three
fields?

M5. BAYANI: At this time the rule is proposed,
but the--as far as a definitive answer, is that what you're
going to have to do for the Hicoria or other tribes that

have opted out, we have not negotiated that to the point
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that yes, this is what we're going to do for Hicaria, API
wel | nunber is required right now That is not the
situation. The rule is not final yet. | can't say that
that won't happen, but at this point there is nothing
definitive.

M5. MJUSTOE: Thank you.

M5. NEUROTH. | would say that MVS realizes that
going to well reporting increases the volune of Iines and
data reported to us and that's probably not our preference,
so if there's another way to handl e these uni que scenari os
we will attenpt to do so.

Nine is the MVBS agreenent nunber, again, a
standardi zed 10-digit nunber, and what we plan to do al so
since we no |onger have the payor information formthat
basically converted the agency agreenent nunber to our
standardi zed 10-di git agreenent nunber, we have to nmake that
avai |l able to you sonme how, so we either have to provide it
via phone or post it on the internet. W'Ill get it out
there to you so you know t hose agreenent nunbers.

We' || probably have a table that shows the agency
nunber and our converted nunber and you can sort it any way
you want to and access that data that's on the internet.

Ten is product code. Again, no change here from
what you're currently dealing wth except we' ve added sone

product codes for geothermal products. Eleven is API
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gravity, and 12 is valuation code. This is a new code, a
new concept, and I'll let John and Theresa address this
i ssue.

M5. BAYANI: Can everyone hear ne? The val uation
code that we're proposing is a tool that we plan to use to
do automated valuation nonitoring. W're proposing at this
time three valuation codes that would basically identify the
nature of the sale, neaning whether it was an armis length
or non-arms length situation, and the contract type.

The three contract codes that we woul d be
proposing include first the spot-sale contract, and this is
a contract that is 30 days or less and it is tied to a spot
mar ket or index price. The second code would be |ong-term
sal es contracts, and that would be a contract that is 30
days or greater than 30 days and is tied to sonething other
than the spot market price. And the third code would be the
per cent age of proceeds contract.

Now, what we're proposing to do with this is we
anti ci pate devel opi ng ranges or tol erances that we would
conpare agai nst what's reported on the 2014. In doing that
if it was determ ned that your price reported on the 2014
fell outside the range of the tol erance then we woul d | ook
into it, but keep in mnd the valuation code, again, is only
a tool that we would use to determne if a price was

unr easonabl e.
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M5. MUSTOE: So ny understanding is is that this
woul d repl ace the selling arrangenent, and | guess ny
guestion is over the course of the years that the various
producers were using the selling arrangenent how much was
and how reliable was that information utilized or found to
be?

M5. BAYANI : Your question relates to the selling
arrangenent, how nuch did we find it beneficial to use and
how much did we actually use it and why do we think that
this code would be different?

In answering that first of all the selling
arrangenent was a nuneric systemthat basically you had
selling arrangenent 001 and 001 unl ess you knew what was
happening didn't equate to any chart that you can say that's
an arm s-length situation, what was the real situation here.

What we're proposing wth the valuation code is
that the codes would be identified, for exanple, if it were
a--we would be able to correlate it so that we would be able
to ook at a valuation code and say, okay, for exanple,

ALLT, armis length long term and yes, that woul d be
meani ngful to us. W would be able to in a particular
geographic area or field we would be able to conpare the
prices reported on the 2014 for a field to a the expected
range of prices.

M5. MUSTOE: | think that the selling arrangenent,
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the conpanies that |I've consulted with did serve that
purpose. A selling arrangenent 001 was pre deregul ation.
002 | frequently sawwith a |lot of independent m d-sized
medi um i ndependent conpani es was spot sell. More specific
uses that were used in identifying--sonetines those
producers woul d actually identify their purchasers, so this
data was provided to you on those payor information forns,
so once again | would ask you, how nuch was it used and how
reliable was it? Am| hearing that it wasn't used?

M5. BAYANI: No. |[|'mnot saying that it was never
used for any purpose. What |I'msaying is that we believe
that the valuation code will be even nore useful than the
selling arrangenent in the respect that we will now be--at
| east be able to do our valuation nonitoring in an autonated
fashion and we can conpare arm s-1ength pop to armlis-length
sal es.

The selling arrangenent did not identify if it was
arms length or non-arms length for exanple, and that is a
very critical elenent in valuation as we all know. So we
believe that the valuation code will be a very val uable too
to identify or target the particular properties that we want
to | ook into.

And for situations--for exanple, that
arm s-length contract, we wouldn't have to chase sonething

like that |ike we do possibly today under the selling
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arrangenent situation. W would knowif it's an
arm s-length pop and the price appears to be sonewhat | ower
but when you conpare it to other armis-length pop it's
reasonable. Therefore we won't spend our resources chasing
those types of contracts when there aren't any other
val uation issues related to it.

W have a tinme |imtation, and after all we are
going froma six-year audit cycle to three, and we have to
nmeet our stretch goals, so this is an effort to do that,
okay?

MR. HULT: |[|'ve got a conment about the arms
l ength, non-arms |length nature of the sale, and the
position that industry normally takes that all their sales
are arms length, and the position that sonme of the states
and tribes take that they're not armis length, and that this
code might be a place to get that information out that
t here's sone accounting rules about control that if you own
10 to 50 percent that's presunption of control, et cetera.
If you own | ess than 10 percent that's an assunption of no
control, and are those guidelines not being used by
i ndustry, and that's really I'mlooking for comments on it,
are we off base on that?

M5. BAYANI: Well, your conments relate to the
arm s-length issue that can be a very--issue dependi ng on

where you sit. One of the difficulties in today's
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environnent is there's a lot of joint ventures and nergers
and a lot of different types of acquisitions going on, where
even though you have a definitive--well, we have percentages
that we | ook at, one of the other parts of that definition
i ncl ude opposi ng and common i nterest.

So as far as MVB's position on this code we
recogni ze that there nay be differences of positions on
arms length versus non-arms |ength. However, when we do
do our nonitoring of the prices reported if sonething does
happen to | ook out of the range we woul d investigate that,
and if at that tinme the differences cane up, they believed
it was armis length or not armis length, that m ght be the
perfect avenue to get that resolved fromthat tine to the
future, so to get it up front rather than wait.

So, | don't know, does industry have any ot her
coment s?

MR. DEAN. |I'm Scott Dean with Texaco. W |ook at
those regulations really carefully in every situation, and
we're real careful on that and as we don't want to do this
over and over and over and go through all these audits, so
if we can get it right the first tine we're going to do it.
So a ot of people nenorize that part of the regul ations.

M5. BAYANI : Thank you. You know it in your
sl eep?

MR. DEAN: Yes.
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M5. BAYANI: Ckay. Are there any other comrents
on the valuation code and how it wll operate? No? Ckay.
Thank you. 1'Il give it back to Paul a.

M5. NEUROTH. Okay. Columm 13 is sales nonth and
year, no changes from what you're used to.

MR. COMRT: Wiy not? Wth the Y2K problem |

notice that you haven't--it's a two-digit code.

M5. NEUROTH. Yes, the year.

MR. COMRT: Everybody on Y2K is going to four
digits for the year. This remains two digits.

MS. NEUROTH: And |'mnot a systens person so |
couldn't begin to tell you. Hang on.

MR, CARLSON. |'m John Carlson with Oracl e Energy,
and he's quite correct. Wat we do presently is we store
information in the table to be Y2K conpliant; in other
words, we would still store a two-digit nonth and a four-
digit year, and then on the report format you would put in
what ever the agency required, so it's really up to MV5, but

it would be easier to be consistent across the board and
have a four-digit year across the board.

M5. NEUROTH. And I'Il refer that to our systens
peopl e.

M5. STEFFEN. My nanme is Jean Steffen, I'mwth
MMS, and even though we have collected the year as a two

character we store it as a four character, and we' ve already
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gone through Y2K testing and we don't think there's going to
be any problens with that. But | think it's a good point
while we're going through this reengi neering we could
certainly change our forms to four character if we wanted
to. Qur magical year is 1940. Anything later than 1940 is
consi dered 1900, and anything earlier is considered the 21st
century.

MS. NEUROTH. Ckay. So, Dan, we'll see. Fourteen
is transaction code. Again, not a change for you except we
plan to elimnate sonme transaction codes, sinplify those
codes if at all possible. Total in fact they're elimnating
the transportation |ine and manufacturing processing |ine.
Those will elimnate at | east two transacti on codes, and
we'll see what el se happens after we've had a chance to
revi ew those transaction codes in nore detail.

Adj ust ment reason code, again, MM5S is retaining
this data elenent. | think it provides sonme flexibility.

W seemto get a lot of initiatives that cone down from

| egislation that we had to respond to in a relatively short
period of tinme, and a | ot of cases we used the adjustnent
reason code to identify sone of these scenarios. W really
don't want to give up that flexibility at this point.

Sal es volune, again, this is equivalent to the
current sales volune you report to us. The MCF, barrels,

gallons, long tons, et cetera, with a line of reporting that
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you're giving us; standard pressure base of 14.73.

Seventeen is gas MMBtu sales volune, this is a new
colum. This is also one that was recommended by the RWPC
commttee, and basically we're saying that if you have
certain gas products we want you to report the associ ated
MVBtu and MCF. Based on those two data elenments we wl|
cal cul ate the Btu content of the gas.

This is different than what you currently report
t oday when you give us MCF, when you give us the Btu
content. The problem we've had in the past is that
normal ly--1 shouldn't say normally, that's not fair--in
several cases the Btu content that's reported on the royalty
l[ine is inaccurate or mssing, so we tried to take a little
bit of a different approach in this concept in saying give
us your MCF and MVBtu and we'll calculate the Btu content.

Ei ghteen is the royalty rate. The royalty rate we
use to calculate this line of reporting, hopefully it
mat ches the royalty rate we have stored in our data base for
t he | ease of property.

M5. MUSTOE: | would Iike to coment on this
vol une and reporting book in the MCF and MvBtu. | fully
bel i eve that conpanies nore recently have been nore diligent
in reporting Btu content to you. There has perhaps been
some questions as to what Btu they ought to be reporting,

whether that's at a central delivery point or at a well
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head, and that m ght be their own |ack of know edge.

| also know that | have seen producers who have
tremendous reservation in reporting to you Btu content that
t hey know your systemis going to reject. | don't know or |
guess I'mcurious as to why you're thinking that the MVBtu,
by reporting MVBtu is going to be nore efficient for you
because you're still going to be dealing with MVBtu.

| guess what | nean is this so you can nake a
determ nation as to whether or not they were doing that
conversion at the various points, at a sales point or well
head or at a lease level, or why was that determ nation
made? |f you coul d expound upon the problens that you had
when you converted MCF to MvBt u?

MR. BARDER: Basically it wasn't so much a probl em
of diligence, although, you know, sone conpanies aren't as
diligent as others, but it was nore a problem of the people
doing the reporting for these conpanies. A lot of tines
they just didn't have that information, they weren't giving
the Btu content data in a |lot of instances or they weren't
giving the right Btu data, you know, |ike the Btu content of
the well head as opposed to, say, a Btu content of residue
gas. |If they were selling residue gas and listing the well
head Btu content, you know, we have a problemwth that.

One of the main reasons why we're going this way

at least in nmy mnd is industry does nost of their business,



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

45
al nost 100 percent of their business contract sales on an
MVBt u vol unme basis. They're not selling MCFs, they're
selling MVMBtus, and that's one reason why we want to go that
way .

However, on the production side your novers stil
only neasure MCF volunes. There's--they are a little nore
sophisticated or can be a little nore sophisticated at gas
pl ants where they can actually give you a real tinme
measur enent of MvBtus but not at the well head where our
royalty settlenent points are.

So this we're hoping will alleviate possibly a
couple of problens. One is getting a Btu content correct or
nmore correct by having this--the volunme of MCF and vol unme of
MVBtu we can calculate it. The MvBtu vol unme should be nore
readily available to the reporting people because that's
what they're selling volunmes of, selling volumes of MVBtu,
and hopefully the reporting people--well, not hopefully--on
t he production side those reporting people are going to be
havi ng the MCF vol unes.

So we just think it's a better scenario for
industry and for us in a nunber of areas, and |'ve sort of
el aborated on sone of themthere. Those are the main
reasons.

MR. COMRT: You just touched on sonething here

that | find very difficult to the extent that your sell is
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say a tailgate, and yet what you're asking for is well head
test gallons, or | nean, MVBtu, and it's al nost neani ngl ess
when you have that situation.

MR. BARDER: If that's how it canme across it
wasn't nmeant to be that way. Wen you' re selling residue
gas at the tailgate of the plant you're going to be
reporting on the 2014 residue gas vol unes and MVBtu vol une
of that residue.

MR. COMRT: Are you?

BARDER:  Yes.

COMRT: You don't put any well head in?

2 3 3

BARDER: No. Well, you will have a well head
MCF vol unme, and then just |ike we do today our AFSPAAS
conparison using the formulas that they use, the plan
efficiency and conbining the NGLs with that residue, do a
conpari son between the well head MCF and basically the
tailgate MCF, and if they match within a certain tol erance
they' re accepted into our system

That's really not going to change. The only thing
we're doing is collecting--again, we had three el enents that
we wanted to collect or be able to cal culate and coll ect,
and we could do that by collecting any one of the two. And
we t hought instead of collecting the MCF vol une, then the
Btu content, we thought it would be easier, alittle nore

accurate for both MVMS and industry by collecting the MCF
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vol une and the MvBtu vol unme and cal cul ate the Btu content.
That's the--

MR. COMRT: But you have the MCF vol une at well
head and a tailgate MVBtu, which are kind of unrel ated,
that's what you sol d.

MR. BARDER  You know as well as |I do you can
easily go back and forth.

MR. COMRT: You al nost need both of them

MR. BARDER: In a sense your tailgate MvBtu vol une
is on a plant statenment you will also have the Btu content
normal ly for that MMBtu volunme and with that our AFSPAAS can
say okay, with this anmount of residue gas, MVBtu, this
anmount of liquids fromthe tailgate of the plant, this is
what we expect that you should have had as an MCF wel | head
volune, and if you're within our tol erances AFSPAAS says
that's a match, we'll accept that, it won't kick out an
exception. That's how it works today.

MR. COMRT: Well, you have your |line | osses and
everything el se in between.

MR. BARDER: That's all taken into consideration
with regard to the fuel flare at the plant, plant efficiency
is taken into consideration in this formula.

MR. COMRT: |'m speaking of that which occurs
prior to the inlet of the plant, you have fuel gas and

things |ike that.
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MR. BARDER: | understand that, and, again, the
tol erance, you know, | don't want to say is generous, but a
nunber of factors are considered in this fornula when they
do the conparison, you know. Again, if it's within the
tolerances it's accepted, if it falls outside there's sonme
investigation that goes on. And it doesn't nean that still
is not legitimate, it just neans that there's sone
i nvestigation that has to go on further.

M5. BAYANI: There was a another reason for the
format, and that being that we were |ooking at if you | ook
at the form the proposed form you can--it | ooks like a
formula. You have your royalty rate tinmes your dollar per
MCF, Btu tinmes your MMBtu equals the royalty due, so that
was anot her reason for the change as well.

M5. MUSTOE: | want to nmake certain that |
understand this correctly. In filling out this formny
sales volune is going to be that gas that was avail able for
sale--the MMBtu is going to be tailgate volune and not
necessarily volunme converted at utilizing the Btu content at

nmy approved neasurenent point?

MR. BARDER No. I|I'msorry, if you m sunderstood
t hat .

M5. MUSTOE: Ckay. | did in this conversion.

MR. BARDER. The sales volunme will still be where

you sell. If you sell at the well head or you sell at the
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tailgate the sales volune will be in MCFs and in MVBtus. So
if you're selling at the tailgate of the plant you're still
going to be reporting an MCF volune there but as well as an
MVBt u vol une on the 2014.

Your 3160 for your OGOR, which is the direction
we're going, your OGOR w Il reflect the volune of gas in
MCFs that went through the royalty settlenent point.

MS. BAYANI: There is no change from our current
regul ations. The royalties are due on the quantity and
quality at the point of royalty settlenent. Wat we're
doing is collecting this information differently. It |ooks
different, but we get to the sane end.

We're not collecting the Btu as a Btu anynore, Btu
cubic foot, we want the MvBtu and the MCF at your point of
royalty settlenent, and then we're going to convert it to a
Btu. It |looks different, but your reporting requirenents
are the sanme on volune, if that's your question

M5. MUSTOE: Right. And then if we nove forward
to the unit price then we're really looking at, if we're
di scussing tailgate, a net after price, to that vendor, we
nove that price to the--where royalty settlenent occurs.
Disregard that. We'Il|l proceed with--

M5. BAYANI: Could you state that again? [|'m not
sure | understand your question.

M5. MUSTOE: |I'mnot certain what | just said and
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if | wanted to say it, so I'll retract that statenent.

MR. BARDER: The unit price is just a calcul ated
price, just like it says here. |It's the sales value divided
by the sal es vol une.

M5. BAYANI: And now we inpute it in our system
fromthe information we currently get. It's just going to
be in a different unit.

M5. NEUROTH. So we were at royalty rate. Any
coments on royalty rate? And the next one was unit price.

Just as it states here MVB understands that this
price will not directly relate to a specific price,
contract, because in nost cases it represents a wei ghted
average price of many sales occurring during the sales
month. Any comments on unit price? Ckay.

Twenty is the royalty--

M5. MUSTOE: |I'mcurious as to why we're having to
do that. | nmean, we're giving you the sales--or we're no
| onger giving you a sale; right?

M5. NEUROTH. No, just sale price value. Twenty
is royalty value prior to allowances. As Theresa nentioned
we' ve made this cal culation across the royalty docunent.

W' ve cone up with a royalty val ue.

Colum 21 is where you report your transportation

deduction if you have one. Twenty-two is the processing.

M5. MUSTOE: Actually, I"'msorry, | do have a
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guestion. My understanding of unit prices is the price
based upon when, in nost cases our sales prices will be on
an MMBtu basis, but | have seen sone MCF contracts, not
recently, but is my understanding correct that we would
report our price but we would not be indicating to you

whet her that was an MVBtu or an MCF price?

M5. BAYANI: It would be dependent on your
products. Sone products don't have a Btu, so it would be
only reported in MCF. However, if you had a gas contract--

MS. MUSTCE: Right.

M5. BAYANI: --and that's what | think you're
referring to--

M5. MJUSTCE: Yes.

M5. BAYANI: --and you were paid based on the
dol | ar per MCF how would you report it? |Is that--

M5. MJUSTOE: Unh- huh.

M5. BAYANI: Well, we would--in that scenario we
woul d--if it were 04, product code 04, we would still want
you to report MCF in that columm and the MvBtu you woul d

have a Btu for that production.

M5. MJUSTOE: But how woul d you know when | i nput
the price whether that is an MCF price or an MVBtu price
wi thout nme indicating to you what price it is?

| mean, you m ght be able to nake a conversion to

see whether it was--or whether it was what appeared to be a
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price paid for at an MVBtu basis; is that what this is going
to be |l ooking for?

MR. BARDER  Actually she's absolutely correct.
We're going to have to spell that out in our handbook, and
we're probably going to spell it out that in the case of a
hydr ocarbon gas that unit price wll be dollars per MvBtu,
but in situations where it is--was--is obvious where there's
no Btu content of a certain gas, then, of course, it would
be dol |l ars per MCF.

MS5. BAYANI: W would have to be--we would clarify
that in the final docunents.

M5. NEUROTH: It's not final.

MR. BARDER: You're right.

M5. BAYANI: It would be dependent on the product.

M5. MUSTOE: Al right.

M5. NEUROTH. | think we'll have to clarify that
in our reporting. Sonebody el se have a conmment on that?
kay.

W were down to processing deduction, and then 23
is the royalty value | ess all owances.

M5. WSE: Laureen Wse with Cedar Ridge, and
since |'ve been reporting a mneral agreenent that was a
non- st andard, MVS decided to roll up all the non-standards
and have themreported as a standard | ease, and | have

deductions that are not processing or transportation but
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they are allowed. And presently | report themunder a
separate line and | can't even renenber the code |'ve been
given, will | just be instructed to deduct those under one
or the other?

M5. NEUROTH. And | guess | don't know t he answer
to that. |I'massumng you're referring to an Indian
non-standard | ease, and | don't know what our reporting
instructions would be in those cases. W really haven't
wal ked through that. Basically it's a lot of the Indian
non-standard | eases are reported on a 2014 but they're not
processed through our mainframe conputer, they're handled in
a separate stand-al one system

M5. WSE: They are not processing anything
t hrough the non-standard--anynore. That's what she told ne.
Al'l the non-standards are now processed through the standard
system

M5. NEUROTH. | don't believe so. | think there's
a m sunderstanding there. The only thing | can say is we'll
keep your comrents, we'll have to check on that exactly how
we' re going to handl e those non-standard | eases. W don't
know yet .

Twenty-four is the paynment nethod. Again, this is
not a lot different than what you' re used to today. W do
intend to sinplify paynment nethods. |[If you |look in the

report control block at the bottom |l eft-hand corner of the
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forml think we're basically down to four paynent nethods,
and we retain this paynent nethod basically because industry
said they want us to retain it. The paynent nethod drives
t he processing along the conpany system so we are retaining
that. Ckay.

That's the last of the 2014 data el enents
t hensel ves.

MR. DEAN. Sorry to go back to the val uation code.
What happens if you have a couple different types of ways in
whi ch you sell your gas; do you just have separate |line
itens?

M5. BAYANI: Well, what we're proposing with that
is for exanple if on the valuation code if you had two or
three armi s-length spot on a property on a | ease then you
would roll that into one line so simlar types of contracts
woul d be rolled together.

I f you had two non-arms length I ong termthat
woul d be rolled into one weighted price. So it would be
accunul ated together each armis length or non-arms |ength
type of code.

M5. MUSTOE: So if |I had a federal unit containing
numer ous | eases and the sales, sone portion of that gas was
an affiliate sale and the remai nder of that gas were
mul tiple arm s-1ength spot sale contracts, | would be

reporting on all of those |eases twice; the armls-length
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sales rolled into one and the affiliate sales or
non-arm s-1length sale reported again for that |ease and that
agreenent but report as a non-arms | ength?

MS. BAYANI: Yes. You would have to report each
| ease and each contract type for your scenario, yes.

M5. NEUROTH. Ckay. The last thing on the report
control block is--the najor change | want to point out here
is you'll see sonething identified as Doc ID, and that's
been added to let you apply for credits that exist in our
system apply those credits to a current royalty
obl i gati ons.

Ri ght now our systemcreates credits for a variety
of reasons. One of the main reasons bei ng RSFA nandat ed
interest cal culations, so we may have on any given nonth we
may have $100, $200, whatever anount that our system has
generated, we normally contact the payor and say you've got
this available credit, how do you wish to use it or do you
want it refunded to you?

I n nost cases industry says yes, | would like to
use it to make nmy next royalty obligation, and so we know
you'll short your paynent, your next royalty paynent to us,
and we' Il try to apply this credit up to pay that docunent.
It's an extrenely manual ly intensive effort for you and for
us, a lot of coordination needs to happen in order to make

t hat match occur correctly.
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W' re proposing addi ng these data el ements on here
so that, again, if we provide access to data via the
internet to you, that access to your royalty production and
paynent data, you would be able to see those avail able
credits that exist in our systemand identify themon the
2014 that | want to use this docunment, this dollar anmount as
part of ny royalty paynent this nonth.

Again, that's one of our concepts is to give you
access to nore data than you have today, to give you access
via the internet to a lot of data. WMst cases right now you
m ght call and say | need to adjust the line | reported
three years ago but | can't find the history on that I|ine,
could you please tell nme how | reported it.

Under the concept we're giving you access to that
data. You can log into our system and see how that |ine was
reported to us. And even though we spent a |ot of tine
goi ng over this--these data elenments I want you to keep in
m nd that our goal is not to receive paper docunents. Qur
goal is to receive electronic reporting.

Even though we're wal ki ng through this paper
docunent keep in mnd we have a | ot of options for reporting
el ectronically. W encourage you to report electronically.
There were sone panphlets on the outside table there that
identify our reporting options, such as e-mail, diskette,

EDI. | would encourage you to review-if you do not
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currently report to us electronically pick up one of those
panphlets and let's try to get you converted to electronic
reporting.

The last thing here on this docunent was the
agreenent |evel reporting. | think we tal ked about that
earlier as far as that's just a coment area. W're asking
you what industry things of that concept.

And the | ast area was the 2014 format itself,
for those situations where you will be reporting on hard
copy docunents, you prefer the | andscape or portrait
ver si on.

Okay. That's pretty nuch it on royalty reporting.
Any ot her comrents that you' d like to get on the record?

MR, GRAY: Wendell Gray with Price Wterhouse
Coopers. | just had a comment or curiosity, in your earlier
session that you guys did in Houston what were sone of the
f eedback you got fromindustry regarding going to a net
reporting for prior period adjustnents? Indifferent?
Positive? Negative?

What |'mgetting at is there's obviously a
reduction that you' re going to get in the |lines being
reported. M concern is was there any feedback from
i ndustry on how nuch internal auditing it's going to place
on reporting conpanies if all they're going to see on the

2014 is just a net effect?
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M5. NEUROTH. |I'mtrying to remenber. | don't
beli eve we had any direct comments on that in Houston.

Thi s--that concept, though, again, was one of the things
that the Royalty Policy Conmttee recommended. So industry
is well aware of the concept. Beth, do you renenber any?

M5. DANFORD: Beth Danford, MVS. | just
remenbered them questioni ng our keys that we're going to use
whi ch we haven't clearly defined yet because we are not
sure, but certain keys, like the |ease nunber, et cetera,
woul d have to stay, you couldn't change.

I f you had to change the | ease nunber you'd have
to do the standard reversal right now, but that's the only
comment we got was what is our Kkey.

MR, GRAY: And in reference to your key change,
woul d you then just have it by--you show your negatives and
your positives on--

M5. NEUROTH: Correct. What he's tal king about
here is obviously if you gave us the wong | ease nunber
originally there's no net on--you'd have to reverse the |line
as it's set in our data base and report it with a brand new
line with the correct |ease nunber.

And Bet h was tal ki ng about what nakes up that key
code information, what pieces of data have to be reported as
a brand new |ine and what data can just be reported as a net

entry. And we really haven't defined that yet.
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M5. MUSTCE: | understand why you would want to
segregate and have identified to you arms | ength and
non-arm s |length POP sales, but as an individual who does
the reporting nmy price doesn't cone to ne that way.

Those prices, it's pooled, and although I m ght
know that there is some portion of that price which is
non-arms length the data systens that | have seen with md
sized, small producers, it would require that individual or
individuals to nmanual ly segregate and reval ue that gas to
report to you what portion of that gas sale is non-arms
l ength in gas, or whatever product it m ght happen to be,
and what portion of it is arms |ength.

So I would request that you create a code that
woul d indicate to you that that sale can be both non-arnis
and arms length, and that if it fell outside of your
tol erance that that would be an issue that could be
addressed in the audit.

M5. BAYANI: And what you're referring to is
pool ed situations that--

M5. MJUSTOE: Yeah.

M5. BAYANI: --have maybe a hundred sal es behind

M5. MUSTOE: Exactly.
MS. BAYANI: --and we'll take that on record,

t hank you.
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MR. COMRT: One itemhere that's not been
addressed which concerns ne greatly, if | understand it
right on the 3160 there is a credit that woul d be provided
for operators to file electronically. To the extent it
woul d be the 25th of the nonth, |I think if they do that they
can wait until the 25th of the nonth to file the 3160.

As a non-operator | currently receive information
fromthe operator for what they put on the 3160 in or about
the 20th of the nonth. Now, if in fact they're not going to
have to furnish this until the 25th that nmeans that | can't
possibly get it until at the very best probably the 26th,
and that woul d probably be pushing it.

If | get it on the 26th, particularly say in
February, now | have to nake a full settlenent for ny
entitlenments by the 28th, or at the worse--or at the best
situation the 31st of the nonth. There isn't enough tine in
t here.

W need to have a pretty good clearance in here,
or several days clearance, a week, seven days, sonething
like this at least in order to get that 3160 information in.
Now, if it was immedi ately posted on the internet that would
hel p a bunch where we could go in there and dig it up and
downl oad it.

So that's a stringent need that concerns ne

greatly relative to the operation of the requirenent.
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MR. BARDER: | think that's a good suggestion. |
don't know if we've | ooked at that situation where |I'm
assum ng you woul d be the person that woul d be an interest
owner in the property and marketing your own producti on,
you're filing your own 3160s as opposed to the overal
operator on the property, or do | understand that correctly?

MR. COMRT: Wbrking interest owner filing his own
3160.

MR. BARDER Yeah, and | don't know if that's a
possibility or not under our new reengi neered system
wher e- -

MR, COMRT: Well, but you're going to reengi neer
us out of being able to make tinely reports and paynents.

MR. BARDER: Yeah. | understand that, and if
we're giving industry access to their own royalty lines |
don't know if there's a way we can give them access to
production |ines.

M5. NEUROTH: The goal is to provide royalty
producti on and paynent data to industry. Now, there's sone
di scussi on about, okay, what information is generally
avai l able to the public and what is limted to access only
to the payor who submtted that data.

Bet h, can you help ne out, is there anything on
t he production as far as sales volunes as consi dered

proprietary or can that be posted?
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M5. DANFORD: We're proposing to have the OGORs
out there, or 3160s, available if they've cleaned all the
edits, okay, nunber one. But if they have cleaned all the
edits, the only thing considered proprietary on the OGCR is
for offshore, and that's the well status code.

That will continue to be proprietary, but right
now unl ess you are the actual designated operator of the
| ease who submtted the report you have to go through FO A
to get it.

So you wll still only be able to see the stuff
that you submt. There will be a fire wall that will not
all ow you to see Texaco's | ease on line.

MR COMRT: Right. Al this is public
i nformati on eventually, but I'mthinking of--

M5. NEUROTH: Tinely, you want it--

MR COMRT: To get it on atinely basis so we can
make tinely paynents and reports. And we're able to do that
now, but if you allow the operator a greater length of tine
before they report it they' re not going to have it until

then, and that pushes the tine frane down to where we

can't--
M5. DANFORD: The carrot has al ways been out
t here.
MR. COMRT: The what?
M5. DANFORD: The carrot, you know, the extra 10
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days.

M5. NEUROTH. It's been out there for, say, 2
years, it's always--

M5. DANFORD: It's been out there since Day One
since we got it, but it's--we really don't have a | ot of
takers if you take a | ook at how much is comng in
electronically fromroyalty is, what, 80 percent?

M5. NEUROTH: Ei ghty percent.

M5. DANFORD: | think we're 50 for production. So
people still aren't biting, they're still submtting on
paper .

MR. COMRT: The one that bites is the one |I'm
worri ed about.

M5. NEUROTH: He's worried about the one that
bites that he has to report for. So let's keep that in mnd
and see if there's any conclusion we can cone up with or any

way to mtigate that.

M5. DANFORD: Once we get everybody el ectronic
we'll just take it back, how s that?

M5. NEUROTH: Ckay. |If there are no nore coments
we certainly appreciate your attendance today. Again, |

woul d encourage your witten coments also if you have ot her
i ssues that you did not bring up here today.
We hope to--the comment period closes April 26th.

We' || be review ng and consolidating those coments,
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nmodi fyi ng our proposal based on your comments, and we hope
to finalize these data el enents by the Jul y-August tinme
frame. And inplenentation date is currently schedul ed for
Septenber 2001 to report these new requirenents.

Ckay. Thank you very nuch.
(Wher eupon, the norning
sessi on was concluded at 10: 35

a.m)
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AFTERNOON SESSI ON

MR. DIAL: Well, good afternoon all. I'mglad to
see we have a good turn out, it's shifted a little bit from
this norning. W had a fair nunber of people here this
nmorning for the financial reporting changes that we're
contenplating, and this afternoon is production reporting
and schedul e changes. | appreciate you all com ng.

Those of you who are here today, we did a little
introduction this norning in terns of what the purpose of
these sessions are. |I'll repeat a little bit of that for
this afternoon.

Basically what the M nerals Managenent Servi ce,
Royal ty Managenent Programis doing today in holding this
public neeting is furthering the outreach and conmuni cati on
i nformati on gathering and solicitation for input into the
reporting changes that we are considering for the future,
oi | and gas production reporting. That's the topic this
af t er noon.

We enphasize this is part of an ongoi ng process
that started probably a year and a half ago, and it is
continuing. Wat we're speaking to today and what's in the
Federal Register is not cast in stone, it's not fixed, it's
not final. [It's continuing to be worked.

We' ve spent quite a lot of tine with states,

tribes and industry, and as we nentioned this norning, the--
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accounting societies and conpanies in getting to the point
we have on our financial production reporting changes we're
contenplating. Wth additional input comng during the
passage of that tinme, | think the future reporting
requi renents that are being contenplated are continuing to
i nprove, continuing to be refined nore.

W feel it needs to be done, what we're doing
today and will continue to do for the rest of the spring
into the sunmer and fall at this session today. W're
wor ki ng with Tucker Bayl ess out of Farm ngton and we're
trying to put together a simlar session to this in
Farm ngton once he's able to lay out a good schedul e that
folks are able to attend a simlar session on both financial
and production reporting. He was shooting for the tag end
of this nonth, early April last we tal ked, so that's being
wor ked.

We believe that sessions like this are vital,
they're not just required, they're vital to our being able
to formthe basis for future reporting requirenents for the
Royal ty Managenent Program

As | nmentioned this norning that these changes in
reporting requirements are falling within the context of a
reengi neering initiative Royalty Managenent Program
undert ook several years ago. W understood that we needed

this initiative for a variety of reasons.
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The Road Map to the 21st Century, that docunent |
think is available here for those of you who are interested
in reading through the history of where the project's been,
that gives a nice capsule summary. It's also called the
prelimnary design concepts docunent that was issued in
March of 1998. That's also quite a useful docunment and in
under st andi ng where we've been, why we're doing it and where
we' re headed.

The initiative itself, just to set the context for
why we're changi ng sone of the information in the collection
by MM5, in the context of the reengineering initiative
basically what we're |ooking at as part of the initiative
are changes in business processes for the Royalty Program
changes in the technol ogy that we use here in the underlying
systens that we have in place, and with that we have the
opportunity, it's a rare opportunity, to also address future
reporting requirenents.

We have | ooked carefully toward recomendati ons
that are being made to us in terns of how we can inprove our
reporting requirenments. The hallmark report, | would refer
toit, | guess, in terns of recommendations fromindustry,
states and tribes, was issued by the Royalty Policy
Commttee in 1996, and it reconmmended changes to financial
2014 reporting, very significant changes. It also

recomended changes to production reporting.
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The Royalty Policy Conmttee--industry
representatives at the tine the report was provided to us
the MVS by the Royalty Policy Conmttee we agreed with much
of the report, alnost all of it. W adopted a few aspects
of it interns of inplenenting it, but nost aspects of the
recomendati ons coul d not be adopted because it was too
expensi ve, too expensive in terns of changi ng our existing
reporting requirenments wthout addressing the systens that
use that information to our business.

However, we did take that report and we carried it
wWth us into this recommendation, carefully evaluated it,
and what you'll see in the financial reporting changes has
| argely been captured in the Royalty Policy Conmttee report
recomendations, and in fact goes beyond it in terns of
elimnation of the payor information form The dreaded PIF
is proposed to be elimnated. Quite a few other changes to
the 2014 that's utilized.

On the production side there were a nunber of
recommendati ons made by the Royalty Policy Conmmittee. A
good share of themrelated to how to use the 3160; for
i nstance, how to anend the 3160, the gas reporting formto
be a nore efficient form and a suggestion was to anend the
formin the way of the OGOR, the OCS reporting firms, how
t hat process works.

We certainly agreed with that, but it is an aspect
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of the report that suggested to us perhaps we are at a
juncture with where nmaki ng the 3160 behave in a simlar way
of the 4054 on the OGOR  Perhaps we were half way to a
solution, a better solution, and the better solution may be
to use the OGOR formin lieu of the 3160.

Anal ysis indicated that virtually all of the data
el emrents on the 3160 are replicated on the OGOR, and that
there's sone opportunity there for streanmlining the
organi zation collection requirenents in terns of reducing
two forms to one form That sort of sets the stage of where
we are headed on attenpting to inprove our financial and
production reporting requirenents. Again, we have a | ong
ways to go still yet to refine those approaches and those
requirenments.

Today we have a fine panel of people to present as
well as dialog with you to the proposed changes. W have
M chael MIler, who is the chief of the Accounting Reports
Di vision; we have Beth, the fanpbus Beth Danford--

MS. DANFCRD:  BAD.

MR. DIAL: B-A-D, who has been | eading the effort
in ternms of furthering these proposed changes to the
reporting requirenments, and equally fanmous Jean Steffen, who
has worked in this area for al song as it seens like |I've
been alive and around here.

MS. STEFFEN: Thanks, MIt.



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

70

MR. DIAL: So you have the experts here and they
know both ends. And we have another expert right here. In
fact, she's should be sitting here.

We have been running these sessions generally in
the style that seens to have worked in terns of opening the
session up to general remarks, having an opportunity if
anyone has a prepared conment or presentation, to present
that early on in terns of the session or in terns of
comrenting on the reporting approaches and the data el enents
and the strategies of information collection and the
direction that we're headed.

VWE' ve been using the sessions in the fashion of
addressi ng data el enent by data el enent, understandi ng what
the terns nmean and where they cone from where they cone
fromnow on the 3160 and how t hose sanme data el enents fal
on the 4054, the offshore oil and gas operations report.

And also in there, too, to touch upon the very few
tune ups that we're going through to the OGOR of fshore
operations report.

So at this point in tinme does anybody have any
prepared comments you'd like to make?

M5. DANFORD: If you want to use the podiumyou'l
feel official, you know.

M5. TAYLOR  Good afternoon. My nane is

Mchelle Taylor, I"'mw th Yates Petroleumfrom Artesia, New



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

71
Mexi co, and | do have a few comments. And |I'mjust
comenting off of what | pulled fromthe Federal Register,
so I'mnot that famliar with all of the ins and outs and
what you guys are |looking at, but first of all, I'd like to
tal k about the bad tim ng.

When industry is faced with serious financial
difficulties you re proposing that they spend additi onal
dol l ars reprogranm ng their conputer systens. |Is it really
necessary at this time? And | think we all know what the
oil prices have done and how i ndustry, especially in
sout heast New Mexico where I'mfrom it's pretty devastating
at this tine.

Until MVB and the states can get together and
st andar di ze production reporting |I'mopposed to any changes.
The operators have been forced to redesign their systens
several tines in the |ast few years.

One of the biggest changes was for the state of
New Mexi co, the On Guard system which |'"msure a | ot of
peopl e have heard about. This change al one cost the
operators thousands of dollars and the State of New Mexico
mllions. After several years of nodifications they are
still trying to work out sone of the probl em areas.

For years the operators have encouraged the states
and MVS to work together on the production reports to

sinplify and streamine this paperwork, not only for the
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operators but the governnent as well. |If the operators
reported all production and dispositions at the API
conpletion level it would solve many of the auditing
probl ens and the anendnent issues, including the nost
significant one that has not been nentioned in this new
desi gn, where wells change fromunits or cons back to the
| ease, et cetera, back and forth, and that's al ways causi ng
amendnent issues.

ldeally the MMS could pull all production and
sal es volunes directly fromthe state or a central data
base, therefore receiving a hundred percent of the data
el ectronically and with less errors than they currently
have.

On the proposed changes 1'd Iike to comment on
certain areas listed in the Federal Register. First of all,
it stated that both offshore and onshore operators nust
currently maintain two separate systens. |If you're
stream ining why are you elimnating a one-page 3160 to go
with a two-part A and B 40547

Also strictly guessing on ny part | feel there may
be nore operators that already have 3160s set up on their
systens than the 4054s. |If so, why are you asking the
majority to make all these changes?

Al so, any changes, whether it's adding fields or

dropping themis going to i npact the operators. Most
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operators do have a systemin place that won't need to be
redesi gned; therefore, the tenplates and the pull down nenus
will nmean very little to nost of the operators.

Also inclosing I1'd like to ask if there's been a
problemw th the 3160s and the way reporting has been done
in the past with the exception of the amendnent problens
mentioned earlier? Also, please keep in mnd that any tine
the states or the feds decide to change their systens the
burden falls on the operators.

We report a lot of different states, and the
operators are the ones that are having to change their
system spend the noney on redesigning and conputer people
for however many different states we have to report to. So
we are changing constantly and it has cost us several
t housand dollars, to say it lightly, in the past.

Just for us we only operate in five states and
we' ve had two system changes not including this third one
that's proposed. At this time | feel that the operators
shoul d not be forced to incur any unnecessary cost or
retraining what's left of their personnel. That's all that
I have.

MR. DI AL: Thanks for those comments, and anyone
el se like to add anything? Okay.

Beth has a really nice wal k through here of what's

contenpl ated, and, again, we're early in the process and
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we're hearing you and $10 oil is getting old, but anyhow,
for purposes of today's session naybe Beth can do a wal k
t hrough of the data el enents so we can get a better
under st andi ng of what they all are and how that crosses
between the old formand the 3160.

M5. DANFORD: | think he filled ny intro, but I
feel that the elimnation of the 3160 has nore pros than
cons, and naybe to answer sone of your concerns that you had
or what el se has been--beside the anmendnent issue.

One of our biggest problens, it's kind of a
two-fold thing. The 3160 as it exists now only allows you
to di spose of your deductions seven ways, okay, and
everything el se gets crammed into Qther, sone positive,
negati ves, et cetera. What that is causing especially for
our conpanies that opt to submit OGORs for their onshore
properties, okay, they don't report 3160, they report OGOR,
which is why we go through the stages of two systens being
mai nt ai ned.

The OGOR right now, and it's included in the
package that you picked up, we currently have 44 ways for
you to dispose of your production, and especially with the
case of the conpanies using the OGOR to report versus the
3160, when we cram everything back into the bucket of the
3160, the seven codes, the rest of themgo into the O her

category, and what it does on every single one of themis
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cause the spurious exception which we can't resol ve.

It also gives BLM data that is m sconstrued,
they' re unsure of what Ot her nmeans, and so they're having to
burden the conpany with what does this Qther nean, | don't
have a cl ue.

And so really the conpani es are bei ng burdened for
supplying nore data, and if we went to the OGOR they coul d
just report it up front. There would be no question, which
another pro to that aspect is BLM and Bl A have al ready given
us the okay. They can see the benefits of yeah, they'll
have to change their system but they're getting the
information up front. The conpany's bei ng burdened once to
tell them how you di sposed of your data and everybody's
storing the sane data and not doi ng any mani pul ati ng.

So | guess in a nutshell it will get rid of the
spurious exceptions, which will elimnate the calls back to
t he conpanies we're having to explain other than those seven
di spositions, and it also wll elimnate the second cal
you're getting from BLM or BI A because they're unsure of
what you were reporting. So | don't know if that's hel ping
t he issue.

Sonme of the other conparisons are, again, we have
44. We're tal king of even growi ng that nunber of
di spositions once BLM has given us their buy in they m ght

want to adapt sonme other dispositions which are relevant to
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only onshore scenarios. So, there could be even nore ways
to di spose of your data which would clearly define how you
got rid of all the production that you produced.

The other thing it does wth elimnating the 3160
is you have nine elenents, and they were addressed in the
Federal Register, that we are burdening you with every nonth
to report, and we have that data. You don't have to give it
to us, but it's there.

So under our Paperwork Reduction Act we're in
violation for requesting those nine elenents fromyou. W
get out of the violation by, gee, they're not on the OGOR,

t hey' ve never existed there. Because all that data,

i ncl udi ng your address, we have in our data base. W don't
need it updated every nonth, nor do we do anything with the
data that you're submtting to us to update our system

| guess one | ast benefit we see, and we may be
bei ng selfish about this, we do maintain two systenms. There
are a lot of conpanies, not as many as 3160 conpani es,

t hough, that do mmintain both offshore and onshore systens,
3160 and OGOR, and where they see that as a benefit al ong
with us is you no |longer have to--two different systens, you
no | onger have to report two different ways and you no

| onger have to train people on howto conplete two different
forms.

You can actually train a person that no matter if
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it was an onshore property or offshore property, this is how
you do it. We here internally, we have people that can do
the OGOR, and the 3160. Very few of them can do both,
they're so confused because the concepts are so different.

So elimnating one of the fornms going to two, and
the reason why it's a two-page report is because it's
getting down to the dirty deed, what did you do with al
t hat production by conpletion code, for this | ease or unit
for this nonth. The 3160 just high |level of all the
production you reported on this top part, what did you do
withit.

You don't have to be specific. You don't have to
get down to the fact that you really have 10 tanks that are
i ndi vidual ly strapped and gauged every nonth that have
i ndi vi dual adjustnents. You don't have to all sumit up

again |like the 3160 requires.

So | don't know if that's hel ping or giving any of
the additional things that are--s pros versus cons. | nean,
| hear your cons.

M5. TAYLOR But the disposition is the main
problemw th the 3160 is what |'mgathering with the

exception of the headings that you al ready know about.
M5. DANFORD: Yes. The dispositions are the main
culprit to really burdening the conpany with additional

information not only to MVB but also BLM and BIA. You're
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bei ng attacked on the sane property because it's just not
cl ear enough as the 3160 exists now, which is why the RPC
commttee wanted to reengineer it, but essentially they were
going to the avenue of well, let's kind of do what the OGOR
does. It gets down to each disposition as to what happens
with each of the products.

And when you | ook at the two where there's a
revised 3160 and the OGOR they were al nost identical. But
t he mai ntenance of two systens, the maintenance of training
peopl e doing two different systens, two different reporting
scenari os because one's offshore and one's onshore that was
why we--wel |, okay. Enough about that.

If we get to go wwth the elimnation of the 3160
we had the thought, and really Jean cane up with it, was so
we woul d not have to--and again, we were just thinking of
t hat process, we were thinking that in lieu of receiving
anmended 3160s for all report nonths prior to turn-over date
in the systemwe would actually take all existing 3160s on
our system and all existing O30Rs and convert themto the
new OGOR.

We al so coul d provide conpanies with dunps so that
t hey could not--so they didn't have to go through a
conversion process, they could just |load the data as it
resides on MM5' data base to where when they had to go back

and nodify they would have the data we had and they could
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just actually just nodify it. But you wouldn't have to
t hi nk, should | submt a 3160 or should | submt an OGOR for
this time period.

Now, how we would do that is we do have, per that
di sposition list, we do have codes to match all seven
di spositions. The Other category we woul d just nake a new
di sposition, so if you had an AFSPAAS conpari son and the
probl em was the Ot her category, you would conme in with an
amendnent to delete out |ike Code 60, which neans O her on
the converted 3160, and then you could break it out and
exactly tell what that OQher represented using the new
codes.

Just a thought, though, so nobody has to naintain

two systens or think of which one do I file.

MR BROMN: |I'mwith the BLM Paul Brown, and when
you--1 understand the process when you retroactively go back
and convert the previously reported 3160 data, but would the

clean up on the Other category be a requirenent, or--

MS. DANFORD:  No.

MR. BROAN: --or an option?

M5. DANFORD: An option based on really an AFSPAAS
conpari son that needed to be cleaned up, or like at your
request, especially in the cases where for the people that
are currently using the OGOR to report their onshore and

they're using all 44 of themand we're rolling them back and
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your Other really represents 10 different positive and
negati ve vol unmes, you woul d have the option of asking those
peopl e to break out the O her.

But you woul dn't have the confusion of, you know,
mai nt ai ni ng the 3160 system and then the people would not
have to maintain an old system W could provide the data
for your upload in your conputer because we've already had
it converted to store it. So just a thought.

Ckay. To actually go--one of the things in your
packet is a little spreadsheet that | did conparing the MO
3160 to the proposed OGOR el enent by elenent, and it's
provi ded any comments as to a difference. | guess I'll just
go right through this field by field.

As far as the anended flag which is the problem
with the 3160 and the reason why it was | ooked at, right now
you can only do an amendnent, which is a conplete overl ay.

A lot of problens exist with that.

| f you've got 300 wells and we just asked you for
one nore we may end up with only 250 wells this tinme versus
301 wells, so we just keep anending and we just keep storing
and we've ran out of disk roomof all the 3160s, and for
ei ght single 3160s for a report nonth | ease relationship we
can have up to 35 3160s and only the current one is
accurate. You can't get to any of the old ones. So that's

what the anendnent causes.
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Qur thoughts on that, though, in addition to the
original nodified nethod that's currently allowed for the
OEOR which is in the scenario where we call you for a
m ssing well, you have the option of submtting just an
OCGOR-A, add this well to ny existing report.

You don't have to tell ne anythi ng about your
ot her wells because you aren't touching it, you don't have
to tell nme anything about disposition if it had none. You
just send in one |line, one page, versus now where you send
in your whole 300 line 3160 with the additional Iine and we
just overlay what we have in our system

So the original nodified nethod is just so you can
give us additional data that we need. However, the
amendnent concept is a good i dea when you have to do a
reallocation to all of your wells.

In that case for a 300-well |ease we're processing
over 600 Iines with a del ete-add nmet hod because they have to
del ete out every single well and then you have to add them
all back in again. So what we're opting for the new OGOR i s
al so the anendnent capability to where, yeah, | did a
real l ocation of this whole thing, here's ny new report,

t hrow away ny ol d one.

And what we plan on doing for storage is not

retaining nore than like three of them After the third one

t hey just di sappear because they can't be brought back to



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

82
life.

So for the proposed OGOR not only are we
satisfying the current anmendnent requirenments, which are
original nodified, but we're also opting for the anmendnent,
whi ch the 3160 people are used to doing and continue doi ng.

The other thing on this is we do not plan on
requiring a conpany to cone up front and say, oh, | wll
al ways send you a nodified or I will always send you an
anmendnent or this property will always be nodified. It's
cl ear that whatever you want the scenario and the reason why
you're nodifying. 1It's up to you. W'Il|l take it either
way .

For report period there really is no change ot her
than the report heading. W clarified it nore to identify
your production nonth versus a report period. Operator
nunber, no change, operator nane has not changed.

The OGOR does have two operator fields. Really,
anything with an operator identified in it as the first nane
in the element is not edited, it's there for your use. But
what we do encourage people to do is actually conplete these
because they aid us in speeding back error correction with
you all because you're not used to our MMS | ease nunber,
you're used to seeing like--that's where you woul d put that
to where when we conmmuni cate back to you you know exactly

whi ch docunment we're tal king about that we need to discuss.
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The MMVS | ease agreenent nunber, you have the
option of not conpleting that. [If you don't conplete that
then we need at | east the agency. |In our system we have
both, and they just interrelate with each other, but the
OEOR does allow you to do either. The 3160 only all owed you
to do the agency | ease nunber, or agreenent nunber.

The next five fields are five of the nine that
we're burdening with you every nonth for submtting to us.
These fields we have retained fromBLM and BIA. They don't
change. So we store themas the office of enforcenent has
told us to, but you guys are still being asked to send it
even though we're not doing anything with it. So that takes
care of our violation of the Paper Reduction Act.

For the well information which is now considered
the OGOR Part A, there is a line nunber on there. That's so
we can increnentally |oad your docunent. And there is an
action code. The ADD will be for any original or anmendnents
that you' ve checked up in the header, and if you' ve opted
for a nodified then you al so have the option of doing a
del et e.

APl wel |l nunber and producing interval code have
just nerged together on one field. Operator well nunber,
ri ght now we propose to keep the--any tine you see | ess than
we've actually just retained the field length that the

current OGOR has. This is up for option also. |If you need
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those extra characters |let us know, we'll just make the
field bigger.

The next three, again, we will no | onger burden
you with these. The well |ocation, as far as | know the
well can't nove once it's--is that correct?

MR. BROMN: Unless you're in California and have
an eart hquake.

MS5. DANFORD: Okay. Well, there you go. But you
woul d be telling us if it noved.

MR. BROMAN:  Sonebody shoul d.

MS5. DANFORD: The BLM production status code

versus the well code, what we opt to do here is this is a

change for the OGOR Currently this is 13 digits |long, and
what it requires is when you have a shut-in well, an oi
shut in or gas shut in, offshore is required to indicate why

that well is shut in.

Those--that two-digit code for why the well is
shut in is considered proprietary. It will continue to be
proprietary. But the rest of the digits of the existing
wel | nunber, which are your |ast production date, what
you're doing to the well and when you expect the well to
conme back on, are going away.

So what we plan on doing for this stat or for this
well code is that it will be four digits to allow you all to

continue reporting the al phabet code that you' re used to,
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PDW versus an 11, which is one and the sane ani nal.

The only one who will be required to report an
actual code is the offshore who al so have to give the
shut-in code because we need four digits, and if you do it
in OSI you have no roomfor the two-digit code.

Days produced has not changed, oil production
hasn't changed, gas production hasn't changed, water
producti on has not changed by interval, by producing
i nterval .

One thing the OGOR does allow you, though, is
injection volune, and this will allow tracking of injection
actually down in to each zone. And then we al so have total
colums--al so for the people already on OGOR, what we
propose is if you leave it blank we'll calculate it for you.

It has its pros and its cons. Sonetinmes your
detail lines don't add up to the total that you have on your
report, but really your total is correct. There's sonething
wong wth your detail Iine.

Ri ght now we catch that and we ask you where the
problemis and then we correct it, versus asking you to
amend it. Now you're getting into an anmendnent scenario if
you just add up your detail |ine because you' ve left that
bl ank. But people don't want to add themso we just left it
opti onal .

The di sposition data which is currently on the
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same formon the 3160 as the detail well |evel information
IS a separate page to the OGOR. The OG0OR-A is your
production volunes by producing interval. Your OGOR-B is
your disposition of any production that you reported on your
A, or any inventory that you have left in the balance on a
prior nmonth you nust carry it and report it forward.

The OGOR-B al so has |ine nunbers and it al so has
the action code. This is what really differentiates,

t hough, between the 3160 and the OGCOR is the disposition
code, and that's the extra page | gave you of all the codes
that we currently have right now.

Product code, what it had to do because the OGOR-B
is getting so long and so wwde, and that's really a | egal
size that got published in the Federal Register, that's not
really--it allowed for only one volune colum, and so in
order to identify the disposition and what vol une was
associated wth a product that was di sposed of --because keep
in mnd for direct sale that's the same code whether you're
directly selling oil or gas--so we've had to add a product
code for you to differentiate what product you're disposing
of .

Metering point will continue to be required for
of fshore; however, for onshore it will be optional. This
can be your actual serial nunber of your equipnent, it could

be Tank 1, Tank 2, Tank 3, Meter 1, Meter 2, Mter 3. | f
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you' re individually strapping and gaugi ng tanks or if you
have individual --nmeters or LACT units instead of sunm ng up
and rolling up like you' re doing on the 3160 you're putting
something in this field to differentiate between if you have
two direct sale |ines.

| f you make somet hing unique in that neter col umm
to change the disposition to showthat this line is
different than the next one, they will take it and you won't
be required to sumany nore. And they will cone to us
singular and they will store singular in BLMand BIA will be
si ngl e.

They' || see that you' re actually, when they go up
for your inspections, that you' re actually neasuring through
these two ACTs that you have and you're reporting them
i ndi vidually on your OGOR

So it has the option for clarifying, and just by
putting sonmething in that field then you can report them
i ndi vidually versus sunmm ng them

Gas plant nunber, currently on the 3160 you're
just reporting the last four digits of the full 11-digit
nunber that we actually have stored in our system For the
OGOR we do propose to receive all 11 digits. That nunber
once it's created for the gas plant never changes, and we
will get information out to you to dispose of the whole

11-digit nunber if we get to go to this option.
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APl gravity, no change. Btu content, the only
thing is | dropped content to the heading. GPM and nol
percent mnethane, these will be coded as optional fields, but
t he reasoni ng behi nd adding these two fields on the OGOR- B
is currently we have a Gas Anal ysis Report which is required
when you transfer your gas to a gas plant. It definitely is
required for all offshore properties. W have a few
onshore properties, though, that have to submt it because
the BLMis watching the gas plants where that streamis
flowi ng to.

Ri ght now the GAR for any of you that don't know
what it looks like, looks like this, it's very detailed. |
wanted to note that all the conponents that were in your
gas--before it left your lease site. In lieu of this if we
just get GPM and nol percent nethane as your sanples are
changing there will be no need to request this except in
uni que scenarios, and you shouldn't even have a down-stream
i npact, because these two fields are all we need in order to
do the allocation residue in the NGs.

Conti nuing on, right now you have what | cal
buckets on your 3160s that |lets you dispose of all your
sales, all your |ease use, all your injection surface, et
cetera. W actually, what |'ve done over here is we have a
vol une colum, but with a disposition code and a product

code conmbination | can do a match on every single one of
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t hose buckets that are on the 3160.

For the total disposed, again, if they're blank
we'll go ahead and total themfor you. QO beginning on
hand i nventory, this really reflects no change, but in the
case where you actually have multiple tank batteries and
you're actually individually strapping, gauging and selling
fromthem you have the option now of not summ ng themlike
the 3160 all owed and actually individually reporting them
just by putting sonething in that, Tank 1 or Tank 2 or the
actual serial nunber that's inscribed on the tanks.

Production quantity, this disallows if you do
break it out the actual production that went into each tank,
not how nmuch production went to the tanks |ike on the 3160.
Sane thing with the adjustnent code, it allows you to
i ndividually adjust by tank not through a total sumlike
you're doing on the 3160. Sanme with the volune, just the
vol unme and the code go together.

O her dispositions, though, we have all the codes,
hopefully, to replace that field entirely to where you'l
never have to get into an O her scenario.

In inventory there's no change, | guess, other

t han the name and the description. Totals, again, any

totals left blank we'll calcul ate.
And then lastly we have a trailer which is
required to even though it's a two-page report you've got to
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fill it out at least on the first page, we don't care if you
do it on the second page, but essentially we're just asking
for a contact nanme. Again, notice that the field is
proposed to be reduced. [If you already know your name wll
not fit in 20 digits we need to change that, okay, and we've
elimnated the address fromthe trailer that you currently

do on the 3160.

Questions? Did |l go too fast?

M5. TAYLOR Yes. On the beginning and ending
inventory on hand at a production you' re trashing production
into each tank?

MS. DANFORD: Ri ght.

M5. TAYLOR: And that is going to be required
for--

M5. DANFORD: Only if you, an onshore person, put
sonmething in that nmeter col um.

M5. TAYLOR: Ckay. So we can just forget about

M5. DANFORD: |If you bl ow away the neter col umms

t hen you're doing a summation just |ike you're reporting now

on the 3160.

M5. TAYLOR  (xay.

M5. DANFORD: So | ater when BLM conmes and inspects
and they have to question this big massive adjustnent and

you say well, it really was to that tank, an individual



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

91
reporting would right up front tell themthat this tank is
the one that's having all the adjustnents made to it just by
putting sonmething in that nmeter colum to differentiate that
line fromthe one above it, but it's still optional.

M5. TAYLOR: Normally doesn't the BLMjust do an
audit? | nean, they get all that when they do an audit
rather than pull that information off of the 3160s or the
OCOR.

M5. DANFORD: Paul ?

MR. BROMN: That | evel of detail is not avail able
on the 3160. Wen we do a production accountability review
alot of times we'll request that fromthe operator. Again,
it"'s alittle bit redundant. So if it's already listed on
there, year nunber, tank nunbers, we've already got that
informati on supplied so we don't have to conme back to the
operator and request that.

M5. TAYLOR Ckay. So if we do fill that out
you' re saying that when you do an audit we will not be asked
to give you the tank nunber, the strapping--but you won't
need the gauge sheet basically fromthat?

MR. BROMN: We might need to request purchase
statenments to verify what's actually left the | ease, but
it--1 guess the coment | need to nmake is when we originally
were tal king about this proposal BLM was concerned that we

woul d get less information with the conversion of 3160 to
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We're actually getting nore information that's
beneficial to us, and with that additional information and
stuff we don't have to go to the operator, so it is in your
benefit sonmewhat to go fromthe 3160 to the OGOR. W're
getting nore information.

MS5. DANFORD: And we could give you even nore, but
if you got the actual serial nunber fromBLMthat's kind of
like just on the line of why the neter point exists. This
is minly for offshore because offshore does conpare the run
tickets to the production reporting on the OGOR, and how
they do that is every single neter that you have approved or
ask for perm ssion they assign an FMP nunber 11 digits |ong
for you to report on your OGOR that represents those seri al
nunbers, but then when they go do--when they total up al
the run tickets for the nonth they go and | ook at all the
OCORs that reported that 11-digit nunber and they do their
verification against it to the barrel. | nmean, that's why
t he meter nunber exists.

But BLM Iiked the concept of, yeah, let the
conpany individually report, but they did not want to get
into the business of assigning an 11-digit nunber, nor did
they want to get in the business of actually telling us the
serial nunber and the |ease conbination. That's why it's

just strictly optional. And they'll figure it out if they
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see Tank 1, Tank 2 and Tank 3, but it really represents what
they have in their system

MR. BROMN:. And usually we're using an operator
assi gned tank nunber or a purchaser assigned neter nunber.
When we go out and nmake these calibrations or do tank
gaugi ng or things like that we have the capability to track
that data in our data base against the neter nunber that
usually it's the purchaser that's assigning that because
they' Il tell us about the calibration schedule. And the
sane thing with the tank nunbers.

So there's sonme cross-validation that could go on
bet ween the nunbers that the operator is reporting and the
nunber that we're | ooking at in the data base.

M5. TAYLOR On the off |ease neasurenent
surface--will that--if you report the neasurenent points on
say for a com agreenent nunber whatever, but there's also
anot her part of a com agreenent or |ease that goes into that
measuring point, will that confuse BLM on that part know ng
that their run sheets aren't going to match up with that
particul ar disposition or--

MR. BROMN: In a situation where you have
allocation two different directions froma well, you're
saying like out of the total gas streamthat cones out of
the well, that allocation production goes to two different

pl aces where there's two different cons and two different
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| eases--is that the situation you' re descri bing?

M5. TAYLOR Right, or | was thinking nore on the
oi | side when you have four different com agreenents going
into a conmon tank battery, several tanks.

MR, BROMN:. Ckay. |In surface commngling or off
| ease neasurenent BLM s al ready gone through an approval
process for the operator to say, yeah, we'll accept
comm ngling or off |ease neasurenent, off |ease sales in
this manner, and we recogni ze that the production that cones
froma particular well or a tank battery may represent nore
than one well, or you may be taking that production stream
and splitting it two or three different ways. W've got the
capability in our data base to allow for that.

One of the things that's real popular in New
Mexico is the requirenment to report down hol e conm ngling
production out to the formation, and if you have a conpany
of --you have to report that in two separate lines to the
State of New Mexico but you can also report it the same way
to BLM But we recognize that as sonething that occurs, and
when we' ve done a prior approval or a prior recognition to
say this is the way the product is going to be handl ed.

But I think it would not be a problemif you're
reporting to the conpletion |evel and the conpletion is
split out and it has two different nmeter nunbers or two

different tank nunbers or an individual |ine there. | don't
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see that would be a problem It isn't currently, so that
woul d--and if | understand everything that |1've been told,
we're not losing any functionality in the transition from
the 3160 to the OGOR.

MS5. DANFORD: No. Because we plan on the way we
actually get it, if we get to go with the nodified OCGOR, is
you will take it as we get it. W wll do not translation
which is why we're thinking along the lines of the
hi storical stuff so the engineers don't have to ook at it
and go, yeah, this is a 3160 but this is now the OG0R, how
do | read it. We'Il just give thema form

But as long as the field exists and as long as it
remai ns optional in the event where it does becone a probl em
and BLMwants to do a little nore enforcenent verification,
they could get into the partnership |ike we have with
of fshore and essentially for this | ease have them report
this nunber, please, and then that way they' re getting the
data and you're telling themup front what they're expecting
to see. So it does have the potential of getting, | guess,
nore enforcenent addage, nore benefit.

Later if it's--1 nean, it's not |like we're going
to have to do another conputer change to add it. R ght now
it's just there, it exists, you can leave it blank or you
can put sonmething in there. But down the road we may be

telling you what that sonething should be so you can
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communi cate those types of unique situations to BLM where
they don't have to cone and say, now, is this the property
t hat - -

M5. TAYLOR On that if that is tal ked about with
t he measurenent--1 don't know how nany people here are
famliar wwth the On Guard systemin the State of New
Mexi co. That's a POD nunber is what you're tal king about
basically, and I don't know if--the biggest problemw th the
OGCR system was that nunber right there, and that has caused
nor e confusion and nore problens than anything | did.

And it really scares ne because we do have to rely
on an agency when we conplete a well or put a well on, we
have to get the nunber back and forth, transfer this nunber
and nake sure everybody's data base matches or you get hung
on it.

MR BROMN: And if | renenber correctly the State
of New Mexi co assigns that POD nunmber, and there's the
different between what's in our systemand the On Guard
system The OGOR systemis that it's not a nunber that we
assign or control and tell you what to report, but it's a
nunber that you use for internally.

Now, POD for the people in New Mexico--the POD
nunber probably woul dn't make any sense to BLM peopl e, but
an individual neter nunber from your purchaser or an

i ndi vi dual tank number would nake a | ot nore sense because
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it would be what we would tie production reports or sales
vol unes back, run tickets, nmeter calibrations.

It would be a third-party nunber, but it's stil
t he nunber that you would supply. It wouldn't be a nunber
that we would be dictating. And | don't know whet her the

PCD nunber neans anything to anybody but--

M5. TAYLOR It doesn't nean anything to them
ei t her.

M5. DANFORD: Okay. The other sheet 1've given
you is just the conparison, and | don't know if either of

you currently do OGORs. This was just a conparison | did
for the existing OGOR people to show themthe fields that
are changing for them

One of the biggest changes we're proposing for

themis the conbination of the B and the C. Right now the

OCOR is a three-part report. The Ais still the production,
the Bis still the disposition, but the Cis strictly just
for inventory right now, and what the new proposed has done

is mesh the B and the C together.

So for the current people that are on OGOR t hey
probabl y--may not have any opposions going to the new ot her
than they still have to programtheir conmputer because now
they' re sending us two pages versus three. So this wll
probably nean nothing to you if you' re not doi ng OGORsS now.

So if none of you do OGORs or none of you have offshore
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properties--okay.

The other forms that | have, and | guess | really
won't go into detail on them are required nonthly for
of fshore properties. That's the gas plant operations
report, wth the exception of a few onshore gas plants that
BLMis making us nonitor every nonth using the current GPOR

Currently the GPOR even for the onshore people, |
think I have one, |looks like this, very nasty, very conpl ex.
You have to be a chemcal engineer to fill it out, and you
have to be a chem cal engineer to error correct it. Right
now i n your package you'll see the new one. |It's been very
streanl i ned.

And then the other formthat we have is the
production allocation schedule report. This is required
because of all the conm ngling that happens in the Gulf of
Mexi co. Usually you' ve got 300 mles between the | ease and
t he sales point and we have to nonitor all the measurenent
nmeters in between the two.

This is a tracking tool to what we call our puzzle
on how they actually get back fromthe sales point back to
your | ease offshore. So, again, it probably will never be
required for onshore unless they wanted to nonitor for
federal Indian properties that were conmm ngling. But right
now it's not required.

Any ot her questions, concerns, coments, sonething
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I didn't answer?

| guess another thing is we do plan, and you
al ready caught on to that, the user friendly tenplates.

Ri ght now the OGOR and the 3160 are the only things that can
cone in electronically. Kind of defeats our purpose of
trying to be 100 percent el ectronic when we have two ot her
forms that we get in massive quantities that have to be
submtted in paper

So we opt to have all the forns be reported via
tenpl ate or take XCel spreadsheets and we convert it to
ASCI | or CFC format, whatever, but right now we don't have
the vehicle other than for OGOR and the 3160.

The other thing, and we nentioned it this norning
in the royalty portion, we do plan on getting a little nore
active on the internet as to allow ng you access to your own
data. So if you have any question of, boy, | wonder how
that nonth and that |ease actually got stored on MVB
system instead of calling us you can actually get in and
| ook yourself.

So--and additionally they're going to have account
bal ances avail able for you so if you have a credit on our
systemyou can apply it to an upconm ng paynent. So we do
plan on putting a lot nore inquiries out on the internet for
you all to use.

MR BROMW When we first started the 3160
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collection by MM5 we used--MVS used a | ot of preprepared
nodel s of the 3160 data for--okay. | got the--no, you won't
be doi ng nodel s?

MS5. DANFORD: No, we will not be doing nodels.
It's kind of--defeats the purpose of electronic when we send

them a piece of paper to send back to us.

MR. BROMN: For those people who are reporting
manual | y- -

M5. DANFCORD:  Yes.

MR. BROMN: --nodels mght be useful to begin
wi th

MS. DANFORD: Models, | guess, would be a
requirenment for |like a nomand pop conpany that doesn't have
a conputer. W do plan on--1 don't knowif MIt wants to
touch on this or Mke, the el ectronic commerce vendor that

we're hiring?

MR MLLER Well, currently we have received sone
bids froman el ectronic commerce vendor. W also have an
el ectronic commerce rule that's going to be going out
shortly mandating el ectronic commerce in a nunber of
di fferent ways, and, of course, we don't know what sol utions
t he vendor has for us but we're hoping that it's going to be
at | east what we have right now

If we start sending out nodels of course we're

di scouragi ng the use of electronic commerce, and | think--I
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know we're going to be using internet and just about
everything that we have now.

As far as | know we would not--we will be giving
sonme exceptions, | think there's three or four exceptions
that are currently in the rule that's going out that's going
to permt people to report on paper, but basically it's
going to be a small conpany that has absolutely no access,
does not have a conputer, does not have access to a conputer
somewhere, local library or governnent office or sonething
like that. W have to nmake--we have to give exceptions to
that. That's going to be the only exceptions.

There's going to be a phased-in conversion. Those
that have six lines or nore a nonth of reporting will if the
rule goes out as is right noww | start reporting
el ectronically in Septenber, this com ng Septenber. And
then four to five lines will be a year fromnow, and then
three to four--1 believe it's sonewhere in that range--would
be a year after that.

But it's going to be a very small conpany, though,
and if you fit into that those ranges and you feel you'l
nmeet one of the criteria for reporting paper then you' d |et
us know.

MR. BROMN: | wasn't necessarily thinking about a
paper record with the nodel but sone sort of prepopul ated

format based on the data that you woul d expect, whether it



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

102
be the electronic version or the paper version, to kind of
hel p out sone of the operators to say, okay, what do |
report on and how do | report it. A prepopulated form not
a paper form

M5. DANFORD: Tenpl at e.

MR, BROMN. But a tenplate.

MS. DANFORD: Tenplate is what we plan on doing, a
very beefed up tenplate, not even conparing what we have
right now | nean, actually allow ng conpanies to not have
to think, oh, god, what's the code for, you know, flaring.
They could pick the word flaring, it would popul ate the
code. It would also, you know, the first |oad we give you a
dunp for our data base and the wells that we're expecting,
but the requirenment of keeping them updated woul d be yours.

As you receive--we send out well confirmation
reports as we receive data fromyou on offshore and we send
it to the conpany. |It's a manual process for themto add
that well to their tenplate so they don't mss that well or
get a call fromus.

MR. BROAN: Usually it's the other way around.

M5. DANFORD: Wat ?

MR. BROMN: They have the--they add the well
before we do, but that's another issue.

M5. DANFORD: Any ot her questions?

M5. TAYLOR Back to the electronic reporting,
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fromwhat | understand you're also going to be hiring
contract conputer people. R ght nowthis is brought up by
our conputer person, Susan Kline, which I believe sone of
you have talked to, right at this tinme with the 2000 probl em
at issue, to find conputer programmers is very difficult and
it's going to cost a lot.

They are--they're paying prem um prices right now
for conputer people, so we need to keep that in mnd, too.
For sonme of the other--for nost of the operators they're
going to have to redesign their system W are shorthanded
i n our conpany.

| know that the State of New Mexico is
short handed. They cannot find conputer people to help work
on their On Guard system So that is a big concern of
owners right now.

M5. DANFORD: Ckay. Just on that if we were able
to get approval of this formor this concept to have OVB
approve it by Septenber to where we woul d have our data
el enents defined for Septenber, a two-year junp ahead woul d
not be | ong enough?

M5. TAYLOR: | nean, | don't know just right at
this point. That's what we're looking at is prem umprices
for any kind of conputer personnel and availability of them
So I"'mnot a conputer person so | don't know how long it

takes to programor do anything |like that.
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M5. DANFORD: Two years?

MR. BROMN: Yeah. | think the data in here--you
guys are tal king about Septenber of 20007

MS. DANFCRD: One.

MR. BROAN: 2001 to inplenent a system Based on
what we' ve devel oped in the past between the two agencies
that's probably not that unreasonable to take that nuch tine
to go through the process.

M5. DANFORD: Well, and that's under the
assunption that this 60-day period goes well. The coments
are give us the okay to go, we can do a final publication
and we get OVB approval. Now, the longer this takes the
| ess tine we have.

MR. BROMN: There's a lot of ifs in that.

M5. DANFORD: So any ot her questions?

MR BROMN: In the information on the trailer
where you' re dropping the requirenent for addresses, with
the current 3160 sonetines we get a trigger in BLMthat an
operator has changed from operator A to operator B and
that's our first notification that the | ease or agreenent
has changed hands.

From the existing operator as | understand you
have nanes and addresses and so do we in our data base, but
for a new operator will they be required to report back once

to say |'mthe new operator and here's ny nane and address?
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M5. DANFORD: They need an operator nunber from us
in order to even file.

MR, BROMN:. Ckay.

M5. DANFORD: |If they don't have an existing
nunber up front we have to give them a nunber and we have
their nane and address in the conputer.

One other inquiry we're thinking of putting out on

the internet is right now address changes are done by phone

or by letters to us, and that one letter gets spread out to
everybody in the building, update your system update yours.

But what we plan on doing is in lieu of that
allowi ng internet access for the conpany to go update their
own. We would actually pull that address to send their
confirmation reports to. You could get the current address.

MR. BROMN: How woul d you propose to get that to
us?

M5. DANFORD: Ch, | don't know. Jean?

M5. STEFFEN: Good questi on.

MR. BROWN:  You probably need to discuss that next
week.

M5. STEFFEN. (Okay. But we don't--let's see, |
guess we do send you what's on the 3160, but each 3160 has a
phone nunber, so when it's a new conpany and we don't know
anyt hi ng about them we use that phone nunber to contact them
and get information. That's available to you, too.
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MR. BROAN: But once you update that information
in your data base right nowit shows up on the 3160, the
name, address and tel ephone nunber, the whole bit. But if
it's a new operator that we don't have in our data base yet
and they start filing 3160s we're not going to know.

M. STEFFEN: Ri ght.

MR. BROMN: |If we get a phone nunber we have to
call themand say, well, what's your address.

M5. STEFFEN. So that neans two phone calls for
t he sane--yeah. W could think of ways to alleviate that.

MR. BROMN: It's sonething.

M5. DANFORD: Good point. No answer at this
point. Not even one question?

M5. TAYLOR You did a great job of answering al

t he questions | had.

M5. DANFORD: Well, | knew it wouldn't last until
five. |1 never do. |If you have any other questions that you
can think of, ny address--nmy nanme and address is on the
[ist. Thank you.

M5. TAYLOR | think just the main thing is | PA
New Mexico would also like to see all reports sent to a
central data base or to the states and have all the reports
in a central location to send everything to and let all the
di fferent agenci es cone out and pick out what they need.

M5. DANFORD: Ckay. Well, again, thank you for
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(Wher eupon,

concl uded at

t he sessi on was

2:20 p.m)
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