Casper Wor kshop:

Meeting at BLMoffice 1701 East "E" street, Casper, Wom ng
Oct ober 16th, 1997.

Meeting begins at 1:02 p.m

At t endees:

Dave Hubbard - MVS - Royalty Valuation D vision
Bob Kronebusch - MVS - Policy and Managenent | nprovenment
Dave Domagala - MMS - Royalty Val uation Division
Ron Redding - True G| Conpany

Doug Ri chardson - Gol dmar k Engi neeri ng

Jack Blonstrom- True Q1 Conpany

Bob McDougal | - Phoeni x Production Co.

Dwai n Park - True QG| Conpany

Ri ch Huwal dt - Wo. Dept. of Audit

Franci ne Schoen - Wo. Dept. of Audit

Sharon Redding - True Q1 Conpany

Jeff Cook - Mercury Exploration

Jerry Herz - Eighty Eight QI

M chele Mclintyre - Pet. Assoc. of Woni ng

Jack Bradley - Manx O |

Dave Hubbard begins the neeting at 1:05, begins with going
t hrough the handout. Meeting opened for coment including MVB
guestions, at 1:31.

Jack Blonstrom- MMS is stuck | ooking at areas and zones. A |ot
of the things that are of concern in the rule do not fit here.

Bob Kronebusch - W recognize the problem That's why we are
here. |Is there a way to value this oil?

Dave Hubbard - The rule probably will have a separate part for
Rocky Mountain areas, we need sonme feedback on non-arm s-|ength
sal es, do you have ideas?

Jack Blonstrom - G oss proceeds will survive? Is there any limt
on arnis-length sal es?

Dave Hubbard - The 2-year limtation is gone now, true arnis-
length sales will represent royalty val ue.

Jack Blonstrom - Lease sales will survive as an arm s-|ength
Gross proceeds franmework?

Dave Hubbard - Yes.



Jack Blonstrom- Calls put to bed if non-armis-length is
i nvol ved?

Dave Hubbard - Do you nean non-conpetitive calls? Only exercised
non-conpetitive calls would require index pricing.

Jack Blonstrom - W don't have anyone exercising calls, what
about duty to market? |Is that still alive?

Dave Hubbard - That is contentious, the Dept. will not share in
mar keti ng costs, transportation yes, but the official stance is
mar keting is not a deduction.

Jack Blonstrom- MMS will not use rule to second guess val ues?
Dave Hubbard - No, that is not our role.

Bob McDougall - If MMS won't share in the cost of marketing, we
are dependent on there being enough nmarketers in the area to get
a true value. What if there is not enough incentive for
marketers to be in the area? What determ nes arm s-1ength, how
many bids is enough? |If we dimnish the i ndependent marketer’s
role, how do we get the best price? W always try to get a
conpetitive and the best price, if this dimnishes conpetition,
we are in trouble.

Bob Kronebusch - You sell at the |ease?

Bob McDougall - We always take the highest price frommarketers,
etc. at the lease, if we dimnish the incentive, that is contrary
to MM5 and the Governnment's interest. This nmay |eave only the
maj ors.

Dave Hubbard - We are tal king about marketing costs off of NYMEX
you are tal king about sales.

Bob McDougall - W don't market oil, but if there are not
marketers in the area, we don't get the highest price.

Dave Hubbard - WIIl this rule put nmarketers out of business?
Bob McDougall - Yes, incentives are to | eave the market.
Dave Hubbard - Since we are dealing with only 1/8 (the royalty

share), will that affect marketing conpany econom cs to the point
that they would quit?



Bob McDougall - In our area we have a conpetitive nmarketer that
has rai sed the bonus value to us and ot hers.

Bob Kronebusch - W could be cutting our own throat?

Jack Blonstrom - You have production and narketing affiliate
arnms, with NYMEX we could get hit hard because the margins are
too slim W are concerned that postings are being disall owed,
here postings are part of the equation. That is the way it is.
This is how the area works, sonething valued out of the

m dcontinent will hang us. Postings are crucial price. W pay a
|l ot of royalty for others, we pay on the p-plus price.

Dave Hubbard - If you are tal king about a non-arnis-length sales,
do you have a suggestion?

Jack Blonstrom - Mjor integrated conpanies are treated
differently than independents |ike us, our benchmark is what we
are buying oil for in the area. W use the sane contracts to

pur chase other conpany’s oil. This market is conpetitive, we pay
oil royalties on the highest price. W have conparable contracts
that are valid. W are not exchanging oil, its being bought at

the lease. If we can use other arm s-length sales as a benchmark,
we can survive. NYMEX split between WY crude is grow ng bigger
WY is its own market, it responds to its own factors, there are a
whol e | ot of other factors here than at NYMEX

Bob Kronebusch - Sonetinmes are there parallels?

Jack Blonstrom - Postings nove in the sane direction as NYMEX--
that’s all, its not a correlation, refiners set the price in this
area. |If nore Canadian oil noves in, it will affect us, Cushing
won't know what happened.

Doug Richardson - W sell by truck, this is one nore | ayer that
we have to deal with, we're going to have to go to who's buying
and ask for trucking reinbursements, etc.. otherwi se we are not
whole. The small producer gets hit because they don’t have the
barrels.

Dave Hubbard - If the transaction is arms-length, we'll take
gr oss proceeds.

Doug Richardson - What about trucking all owances?
Bob Kronebusch - Status quo.

Doug Richardson - Truck barrels are worth | ess than pi pe barrels.
Transportation is a factor.



Dave Hubbard - Not hi ng changes the transportation allowance as it
IS now.

Doug Ri chardson - As long as armis-length renains.

Bob Kronebusch - W won’t nake you break it out, just net it at
t he | ease.

Jack Blonstrom - Status quo naintai ned?

Dave Hubbard - For armis-length only; the changes are in non-
arm s-length transacti ons.

Jeff Cook - Can you define arm s-1|ength?

Dave Hubbard - The definition is in the Regulations..... no
affiliation, opposing economic interest in contract. That's
al nrost a work of art...there are levels of affiliation, etc.

Bob Kronebusch - In the original rule the definition was too
restricted. W backed off with the supplenental rule to the way
it was for many years.

Jeff Cook - Exanple, | have a marketing conpany, | own the
mar ket i ng pi peline and the production. X produces and Y buys it
and |'mboth of them but charge 25 cents for transaction.

Dave Hubbard -Resale price by the affiliate to a third party is
accept abl e.

Jeff Cook - Not a benchmark? Royalty on 20.25 with
transportation bonus..just no marketing costs.. right?

Dwai n Park - Actual transportation costs? Right?
Jerry Herz - How do you define transportation?
Dave Hubbard - Per-barrel anount.

Jack Blonstrom - This creates problens to think that you can take
advant age of downstream gains w thout the | osses we had in the
begi nning of the year, that is not fair. W ought to be able to
value on the sales in the area. This is available here. Fields
are concentrated in the area, majors are noving out, independents
are in the area now W nmajors = 44.9%in 1994, 43%in 1995

Mont ana: 45%in 1994 to 40% now. Business is keeping the
refineries but not producing, they are buying fromthe marketers,
not at the | ease. Aggregation is key and this is done by the
mar ket er s.



Bob Kronebusch - Is Canadian oil your direct conpetition?
Jeff Cook - Yes, our bonus is falling because of it.

Bob McDougall - This drives NYMEX spread up. W are really
getting hit. The bonus is down $2 a barrel. The basis is the
di fference of NYMEX/ WY Asphaltic maj or postings has increased
from$3 to $4.25 on avg since Decenber 1996. This |oss plus
decreased bonuses. CQur distributions will be $3 | ess a barrel
than they were in Septenber. Mst W oil is sour and gets a $2
deduction for gravity fromthe world market, currently priced at
$13-$14 per barrel. W' ve already sunk the cost so we have to go
at that price. That's why were here to talk.

Jack Blonstrom - (Posts a MAP) - This is a picture of refineries
in the area, its a very l[imted market. Platte pipeline is the
only way out, its full of Canadian crude. 75%of input in
Montana refineries is Canadian. You can't get to Cushing from
here. The market uses the postings, refineries set the

par anmet ers.

Bob Kronebusch - |Is Guernsey ever a factor?

Dave Hubbard - It is in the rule as a spot price. W hear that
it’s a thin market.

Jerry Herz - 1t’s an exchange point, where its comng from you
can bring crude to Guernsey from anywhere.

Bob Kronebusch - How is it val ued?

Jerry Herz - That's the problem howis the value set?

Jack Blonstrom- We'll sell to sonme at QGuernsey.

Jerry Herz - Its a hub just |ike Baker, its also a termnal.

Jack Blonstrom - Casper is a good termnal really, we don’t have
t he vol une here though.

Bob Kronebusch - In ny audit days posted prices was way to go.
Jack Bl onstrom - Postings are the basis here still, refiners buy
oil on them we all use them otherw se you lose. The split is
too | arge.

Bob Kronebusch - Prem uns that began in 1986 threw it all off.

Jack Bradley - How does that throwit off?
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Bob Kronebusch - Now you have to go after the prem um

Dave Hubbard - Benchnmarks in the current regulations rely on
posted prices w thout nmention of bonus.

Jeff Cook - Some still get less than posting, it goes both ways.
Dave Hubbard - Gross proceeds solves that problem

Jack Bradley - There is a field with a negative bonus, we can't
explainit.

Doug Richardson - Lets go to ny marginal oil situation. True Ql
Conmpany transfers to 88 Ol who is a non-arms-length affiliate
and takes all its oil and markets it because of volune. Wy are
we penalized by using what the affiliate gets? Its nore than True
Ol actually gets. In your case, the Independents will then sel

it thensel ves without the marketing conpany and you' |l get no
bonus anyway.

Jerry Herz - W are penalized because we have our own production,
because if affiliates take it, then we're penalized for those who
don't.

Dave Hubbard - That’'s beyond our scope here.

Doug Ri chardson - The current marketing system shoul d be
mai nt ai ned.

Dave Hubbard - The Departnent’s |legal position is that marketing
costs/costs to put oil into marketable condition are not
al | onabl e.

Jack Bradley - Wat logic? Can’'t we use marketing costs as a
deduction? It is totally illogical as to why this exists.

Bob McDougal |l - W need these i ndependent narketers.

Jack Bradley - Marketer is penalized because it’'s their own oil,
then they quit buying oil and leave it to arms-length transfers
at |l ease, where’s the logic in this?

Dave Hubbard - Court cases set the precedent. Costs are not to
be deducted for marketing.

Jack Bradley - Set by Bureaucrats in DC. no logic to it, we're
stuck with it right?



Doug Ri chardson - How nuch pressure is there on this issue from
others in the industry?

Dave Hubbard - A lot.

Doug Ri chardson - \What does the grass-roots |evel say?

Bob McDougal |l - Let us value at the | ease for what we pay others
for it. Let us have the | ease value. Marketing affiliates w o

refineries are doing the best they can.

Jack Bradley - Anything over a nickel, I'll change who |I'II| sel
to, it is arms-length conpetitive pricing.

Bob McDougall - W go for a few cents even

Bob Kronebusch - The proposed benchmarks were generally supported
by the states, but the Devil’s in the details, we need agreenent
on the conparability criteria. |If the benchmarks are enacted, it
shoul d handl e nost of the problens.

Jack Blonstrom- It would, but as purchasers we care about the

ot her 85% we can show transactions in the area that are
conpar abl e, at the | ease.

Dave Hubbard - Are the sales transparent and reasonabl e vol unes
i nvol ved?

Jack Blonstrom- Yes in the area, not a problem

Bob Kronebusch - Quality?

Jerry Herz - Quality spreads 38 to 22 degrees APl for sour.
Jack Bradley - Variance in the sweet?

Jerry Herz - 42-44 degrees.

Bob Kronebusch - Can we do it so it won't be questioned?
Jack Blonstrom - They are transparent so we can do it.

Jack Bradley - Yes, there is never a nickel difference,

di fferences in bonus negotiations, transportations, etc.. al

very transparent and readily avail abl e.

Jerry Herz - 88 Ol has oil frominterest owers, they wll cry
If the price is too low, it’s very conpetitive.



Jack Bradley - There are very few 100% wor ki ng i nterest shares,
we fight for all the noney for all the interests in the |ease,
this forces conpetition. If there is not a conpetitive
arrangenment, others will go el sewhere, it’s very conpetitive.

Doug Ri chardson - Bighorn basin, 14 gravity crude, it nust be
bl ended. If you don’t have the blend, then you are out of
service. The smalls producers still can pay posted prices, but
maj ors may not supply feed blend, they should not be penalized.

Bob McDougal | - Conpetition with the independents and incentives
to streanline are reduced, any gains that we negotiate we pass to
t he Governnent, then the Governnent wins. Using NYMEX evens this
and we all | ose.

Dave Hubbard - Efficiencies were won or lost in the past.

Bob McDougall - Armis-length gross proceeds is good news to hear,
but if we were all equal with NYMEX, we |ose the incentive to be
efficient.

Jack Blonstrom- W’ re not unsynpathetic to offshore problens.
California has tough situations out there, we're different than

t hose players, this is different in here. W want you to know it
is different here. Leave armis-length gross proceeds al one.

What do you plan to do with those that have refineries? Qur idea
IS to use a streamof oil to see if it is delivered to the
refinery, or if the refinery uses all other’s oil? You can val ue
refinery delivered oil at tender program at sone percentage you
are confortable with, and second, you netback w th an index.

Dave Hubbard - We feel that the 10% tendering vol unme proposed by
Conoco may not be enough.

Jack Bl onstrom - Tendering is tough with trucking, or pipeline,
this is sonething that needs discussion, sonething |l ess than 50%
The difference may be in the vol unes.

Dave Hubbard - That ties into significant quantities. Definition

I's tough here. It may have to be deci ded case by case.

Jack Blonstrom - The business side is that circunstances do
matter, like if you have isolated fields, but not really in this
state, we don’'t have that kind of isolation, oil is in quantities

in this area. The majors are selling off interests in this area,
AMOCO wants totally out of the area. This market is changing as
we speak, a year fromnow it wll be different. NYMEX could care
| ess what happens in this market. 1t’s a big deal here though.
It’s really renote.



Doug Richardson - Is there any reason you can't | ook | ease by

| ease and set a gross production |evel, not to worry about
affiliation under that? Allow gathering with no penalty? Only
take the | ease price? This neans |ess paperwork for all. Only
i f you have significant production then do you apply the rule.

Dave Hubbard - What is the price?

Doug Richardson - If | have under 100 barrels we just take price
from purchaser regardless if it’s affiliated or not.

Jack Blonstrom - Audit is not worth spending any tinme there
ei t her.

Dave Domagal a - 100 barrels or less as a threshol d?
Doug Ri chardson - I’mnot saying any nunber, just an idea.

Bob Kronebusch - In the state of W 70% of the wells could be
classified as stripper.

Jack Blonstrom- The oil here is at its zenith, gas is really
novi ng here. Secondary oil recovery is the best production in
t he area.

Jerry Herz - There is not that many new wells going in.

Bob Kronebusch - How does that mmintain the inconme?

Jerry Herz - We’re not going to nake it.

Jack Bl onstrom - Production is falling in Wom ng and Mont ana.
| ndependents are efficient enough to still make noney in the

area, but our gane is different here.

Bob McDougall - G| has been as low as $9 in 1994, because of the
effect of the world price.

Dave Hubbard - 10 mnute break 2:50 p. m

(After multiple informal discussions with participants)

Dave Hubbard - 3:18 (neeting resunes) the list of the questions
that | have are nostly answered, but let’s go through them \What
about coments on alternative benchmarks, tendering? In a non-
arm s-length situation. For exanple, the 10% or as high as 50%



Jack Bradley - As long as 10%is a representative spread, it
seens workable. | don't think you need a | arge percentage of it,
just so long as its conpetitive.

Jack Blonstrom - The concept is a good one. The percentage is not
| mportant.

Dave Hubbard - There is a gamng incentive at |ess than 10%

Jack Blonstrom - The concept is good, but we are not into gam ng
here, it does not go on here.

Jack Bradley - In offshore you may have greater incentive, stil
avalid price will result even froma gane.

Jack Blonstrom - Does a percentage have to work everywhere?

Jack Bradley - 50% m ght | eave you without sufficient feeds, this
will affect price with many that have to keep it for their own
refinery.

Bob Kronebusch - Wth Conoco 100% or 10% i ssue cane up. Is it
conpetitive?

Jack Blonstrom - Situations will dictate problens. Qher factors
will drive equations in different ways. The econom cs are
di fferent everywhere.

Bob Kronebusch - Wul d 10% change the price anyway, w th Canadi an
crude affecting the price, nmaybe it does not matter.

Jack Blonstrom - Many producers that have refineries are not
produci ng anynore anyway. Exxon, etc.. Majors are only drilling
for gas in the area here. Marathon is the exception though.
This situation will probably continue.

Bob McDougal | - We've bought many of the major's oil properties,
we had several with calls.

Bob Kronebusch - Calls for infinity?
Bob McDougal | - Sonme are, but that is going away.

Jack Bl onstrom - Throughput is the reason, they need the
f eedst ock.

Bob Kronebusch - | don’t understand all of the provisions of
crude oil calls.
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Doug Ri chardson - You buy the contracts that are in effect at the
time of the purchase.

Jack Bradley - They need stable throughput, nore than selling of
the oil.

Doug Richardson - If the price is right, they' Il be back.
Jack Bradley - Price is not the issue, its the supply.
Bob McDougal | - They have to be conpetitive.

Jack Bl onstrom - Sone of these conpanies no |onger exist.
Pricing of it is not a problem

Dave Hubbard - Other reactions on the other alternatives? Such as
| PAA benchmar ks: tendering, conbination of purchases and sal es,
net back?

Jack Bl onstrom - W support | PAA benchmarks, they get to the
heart of the matter. As long as armis-length provisions remain.

Doug Richardson - Al these things are nore costs, this neans
nore people and costs for all.

Bob Kronebusch - They are producer-driven benchmarks.

Doug Richardson - They will have to conme up with them its one
nore | ayer we have to do.

Dave Hubbard - The existing regs still ask for the sane
information, it is not that nuch different.

Jack Blonstrom- As long as it’s value at the | ease or area, we
can survive.

Bob Kronebusch - We're trying to keep adm nistrative costs down.
Doug Richardson - | guarantee it neans nore costs.

Jack Bradley - I'd have one staff nenber instead of three if we
had zero federal leases, it’s just nore work, we want to nake
sure we have fewer regulations to conply with, regul ations
trickle down to us.

Bob McDougall - The MMS Form 4295 is the nost conplex form and
t he nost paperwork that we do in our conpany.

Dave Hubbard - That formis only required on Indian | eases.
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Bob McDougall - It is Indian, but without it, ny wife could stay
at hone nore, it’'s a very difficult form

Dave Hubbard - How about comments on the MVS cal cul at ed
benchmark: there are a lot of problens with it such as timng and
area definition. Now that we pointed out negatives...

Jack Bradley - W agree.

Bob McDougall - That's a noving target, that changes all the
time, how do you stay current?

Jeff Cook - You can’t do it.
Bob Kronebusch - That what we've heard, but it is sinple.

Jack Bradley - That nunber is a disincentive to negotiate a
better price.

Jack Blonstrom- If audit functions drive regulations, you can
create a nonster. We need to understand the market, this will be
easier for the auditors.

Dave Hubbard - How about fixed differentials by zone or area?
Jack Blonmstrom- |Is there much oil in Texas?

Bob Kronebusch - 48 | eases.

Al - Very inpressive, Bob.

Jack Blonstrom- There is not a |ot of Federal oil at Cushing, if
that is your focal point, it mght be a problem

Doug Richardson - How big are the zones? It won’'t work for
outliers.

Bob McDougall - The larger they are, the nore problemwth
transportation. How often would you collect the needed
I nformati on?

Dave Hubbard - The 4415 was to be coll ected on annual basis, so
it will change annually. W could collect it nore often, though.

Bob McDougall - It depends on the situation.

Doug Richardson - It al ways changes.
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Jeff Cook - Small independents are paid on supply and demand, we
can’t do anything else. Wth a benchmark, we mght win or |ose.

Dave Hubbard - That reflects the comments that we've received;
the fixed rate idea is full of problens.

Jeff Cook - Its like ganbling.

Dave Hubbard - That’'s consistent with what we've heard.

Dave Hubbard - Spot versus NYMEX alternative? W’ ve seen that
generally, once location and quality are accounted for, these two
are essentially the sane.

Bob Kronebusch - Month to nonth variance has to be equal or else
there is opportunity for arbitrage.

Jack Blonstrom - The spot needs to be deep enough to reflect

mar ket. Guernsey is just to thin to use, depth of transactions is
i nportant. O herw se you have not done yourself any good, you
are back to winners and |losers. There are spot sales in Guernsey
but it really is just a transaction place, it really is just a
hub.

Bob Kronebusch - Wth the Express pipeline affecting econom cs,
the transactions there, it m ght be declining.

Bob McDougall - W don't know about effects of Express.

Jack Bradley - Ganes nmay be used to nmake a fake spot price, it
may give you | ess Federal royalty.

Bob Kronebusch - We feel that NYMEX i s uni nfl uenceabl e.

Dave Hubbard - Agreed, too many players. Spot prices however,
are based on nore |imted market surveys.

Bob McDougall - My understanding is that the energy markets have
nore transactions daily than any other field.

Doug Richardson - Storns affect prices on NYMEX, its not clear
what influences val ue there.

Jack Bradley - No validity to it really, just a specul ative
mar ket .

Bob McDougall - Just a specul ative market.
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Doug Ri chardson - You should take it in kind to be in the sane
ship as us, then you will |earn.

Dave Hubbard - We have no plans to take ALL of our oil in kind.
We still would need val uation regul ati ons.

Bob Kronebusch - Cynthia Quarterman sent the Governor of Wom ng
a letter inquiring about a joint Rl K program

Doug R chardson - If you bundle all Wom ng royalty crude you
could do well.

Jack Bradley - It’s too nmuch of a norass, the state will probably
abandon their interest in doing it.

Jack Blonstrom- It’s too hard to do wth the marketing arns. To
conbine the State and Federal oil can work. We'd be interested
in that.

Bob McDougall - In the entitlenent RIK programthey coul d get
Canadi an oil cheaper than RIK oil.

Doug Ri chardson - You don’t understand, you will by going RIK,
you m ght understand us better.

Bob Kronebusch - Wuld others join in such a progranf
Doug Ri chardson - Then you woul d understand narketing costs.

Dave Hubbard - Wat about WY auditors? W have not heard from
you today. Any conments on what we’ve di scussed?

WY Auditors - We just cane to listen, really.

Jack Blomstrom- |Is there a tw-week extension on comments for
the notice in the Federal Register? Can you confirmthis?

Dave Hubbard - I'mfairly confident. I will clarify that for you.
Jack Blonstrom - There really is nore interest in this than the
nunber of people that actually turned out. There is this case in
Cheyenne regardi ng Express Pipeline today, we really are
interested in this.

Dave Hubbard - Really this is a good turn out.

Bob McDougall - There are not a | ot of independents that |ive

her e.
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Jack Blonstrom - The people that woul d have been here woul d have
been represented.

Dave Hubbard - | want to reenphasize that arnis-length sales wl|
stay the same. That is, true arm s-length sales would continue

to represent royalty val ue.

Jack Blonstrom - That's very inportant.

Jack Bradley - Wiy an artificial price? Wy does the Governnent
want to go to that route if there is a well established open

mar ket systemin pl ace?

Jack Blonstrom- It really is just a different market.

Doug Ri chardson - |If Canada changes prices or tax rates of their
crude, then the economics in the area change.

Bob McDougal | - Things can change here in a hurry. But we still
need a strong donestic industry.

Dave Hubbard - Thank you for your comrents. The transcript of
the meeting will be on the MVB/ RMP hone- page.

Meeting adjourned at 4:09 p.m
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