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MR. CHRI STNACHT: M nane is Peter Christnacht. |
work with the M nerals Managenent Service in the Royalty Managenent
Program the econom c valuation branch. | am an econom st.

To ny right is another economi st in that sanme branch,
David Domagala. | welcone all of you here today to Bakersfield.

This is the fourth in a series of five public neetings
that is to be held on the Federal Crude Q| Valuation Proposal that

cane out in February of this last year. | think it was the 6th of
February.

A coupl e of housekeeping itens, for those of you who
have not signed in yet, | think there are at |least two of you,
there is a sign-in sheet.

We have a court reporter here today as well. So |

woul d ask you to whenever you speak, please identify your nane and
speak | oudly enough that the court reporter can hear you.
| also told Tim our court reporter, if he has

difficulty hearing you, to please interrupt so that we can get this
recorded for the record. It's inportant that we hear everyone's
comments and get themclearly.

| have handouts up here which I'mgoing to go over
briefly, which kind of tal k about the evolution of the rule as well
as some of the highlights of the current proposal and how it's
changed since earlier additions.



Then | would like to ask people to ask for coments on
the rule or for clarification, points of clarification on the rule.
Dave and | will certainly be able to address those. And then we
woul d get into the public comments that people m ght have.

So, at this point, if you do not have a handout,
pl ease make sure you get one. Does everybody have one that wants
one? Pl ease pass that back.

And rather that go over everything in detail, |I'mjust
going to canvass the audience to see if everybody here woul d want
me to go through the history of the details of how this thing
evolved; if not, |I'm going to do sonewhat of an abbreviated
rendition of this.

Since I have no one here who's intimately interested
in the gory details, I"mjust going to talk about how it started
and where we are today.

W started this process back in 1995, the end of the
year, and we asked for public coments on whether or not a revised
crude oil valuation rule would be sonething that is needed in the
i ndustry. W asked for comments from states, fromindustry, and
fromthe Indian tribes. At one point, this was also comm ngl ed
with the Indian rule. That has since been bifurcated, and there's
separate rul enmaki ng going on for that, as you're probably aware.

We got comments back fromthe state saying that yes,
t hey believe that posted prices were an obsol ete nethod for val ui ng
crude oil, and that we woul d be best served by novi ng beyond posted
prices to sone other system which incorporated or recognized
prem uns over postings, which seemto be operating in nmarketing for
crude oil in nmuch nore pronounced, or much nore vol um nous types of
sal es than there had been previously.

So the majors who were enbroiled, who are still, |
think, enbroiled in nuch litigation, requested that we delay the
rule until the litigation that they are enbroiled in was over. But
we did not feel we could do that; so we decided to go ahead with
the process, and invited industry, states, and everyone else's
partici pation.

We published the first proposal about a year ago in
January of last year. And sone of the highlights of that rule we
had -- we still retained arms-length sales for true arm s-length
sal es. Those proceeds would be used to value that oil. For
non-arm s-length sales, we changed that from going to an index
pricing system W initially started with NYMEX for the rest of
the country, but here in California and A aska, we rely on ANS --
Al askan North Sl ope -- spot prices.

We then published a supplenentary rule after the
comment period. W received about 2600 pages of comments on that
initial proposal. And then we nmade sonme revisions to that proposal
in July of |ast year.

We then had sonme wor kshops in Septenber after we got
sone nore comments on that. But sone of the changes, we took away
a two-year purchase revision fromthe earlier January proposal, and



that would have required all states -- excuse ne -- would have
required all purchasers who bought oil anywhere in the United
States to go inmmediately to index.

The independents told us that that was too severe
because there was a nunber of instances where they would have to
purchase oil to run their |eases, and they didn't feel they should
be bunped up to index prices if they had no marketing capacity
beyond the |l ease or selling to -- in the case of captive sellers,
to be able to gain the types of proceeds that sophisticated
mar keting entities could garner for that oil.

Most of the requirenents regarding m sconduct for and
marketing the oil are not changed fromthe earlier or fromthe 1988
rules, but the biggest change is that we npbve away from posted
prices to index pricing, and that we do not have conparabl e sal es
in the early version. The nost current version does return to sone

of those, and I'll get to those in a mnute.

I"mgoing to skip ahead here and save a little tine.
Again, if you have any questions, you'll have anple opportunity to
ask.

We did have workshops, as | nentioned. W also had
two public nmeetings for the first rendition in Houston, and one in
Denver; they were well attended. W then had workshops in Denver,
Houst on, Washington, here in Bakersfield, and Casper last fall,
where we asked for comments on a supplenentary rule, which asked
for comments on several other proposals that industry had given us
through the initial coment period, and we published those in the
Federal Register, and then canme out here and several other places
asking for those coments. Twenty-eight entities commented on
those five alternatives.

Again, this year, we published the second
suppl enmentary proposal, which is now the proposal we're talking
about today. | f you need a copy of that, there's one up here.
Hopefully, all of you have had a chance to | ook at that, at |east
enough to be able to talk about it today.

Again, there are five different neetings. This is the
fourth neeting, public neeting, on that, where we are asking for
comments. Tonorrow W |l be the last one in Casper. W had one in
Houst on, Denver, and Washington earlier in the nonth, late |ast
nont h.

The major principles of this rule that we were trying
to inplenment are as follows: Royalty nust be based on perceived
val ue of production at the lease. W tried to retain arm s-length
contracts; royalties should be based on gross proceeds. For other
than arm s-length contracts, index pricing would be the best
nmeasure of value. Lessee, we believe, continues to have a duty to
mar ket at no cost to the lessor. And customi zed regul ations for
uni que producing areas are preferable to "one size fits all."

You'll notice in this proposal, we have a separate
Rocky Muntain states valuation system fromthe Gl f region and
fromANS for California, whereas, before, we only had the two, one



for the rest of the country versus California and Al aska.

G oss proceeds are arm s-length, under an arm s-|ength
contract to determne value unless the contract doesn't reflect
total consideration.

This is not a change fromthe '88 rule. Value is not
reasonabl e due to m sconduct, again no change there. QO disposed
under an exchange agreenent accept one or nore arms-length
exchange agreenents, then val ue woul d be based on arm s-length sale
af t er exchanges.

One of the reasons we nade a change fromthe earlier
proposal on that is, we heard froma nunber of producers fromthe
Gul f who said they needed to enter into nultiple changes to get
their oil to shore if they are going over several different
pi peline systens.

O | disposed under nonconpetitive crude oil calls
woul d not be a val ue under arnis-length contract sales.

And the reason we did is that we were told by a nunber
of producers and states who | ooked at sonme of these contracts that
initially we had a proposal where any crude oil call would send you
to index pricing, but a nunber of these contracts are not
exercised, or the calls are not exercised; so we did not
necessarily want to throw those payers to index pricing if they
were actually getting an armis-length contract, and the crude oil
call was not exercised.

| won't spend nuch tinme on the Rocky Muntain | ease
unl ess anybody wants nme to, but we have a separate series of
benchmarks for the Rocky Muntains. The State of Wom ng as wel |
as some of the other states, North Dakota, expressed sone
reservation to going to an index pricing situation because the
GQuernsey spot price, they believe, was very thinly traded. They
felt that we could cone up with benchmarks that could work there.
So we tried to accompdate that desire.

The first benchmark in the Rocky Muntains would be
ANS- approved tendering prograns. Several conpanies such as Conoco,
Texaco, have a tendering program If it would neet the criteria we
lay out in the rule, that would be the first acceptable benchmark
t hat woul d be used for valuing oil in the Rocky Muntains.

The wei ghted average of the |essee/affiliate's
arm s-length sales and purchases in the field area would be the
second benchmark if the first one did not qualify.

And then, third, we would go to non-index pricing, if
nei ther of those worked for val uing non-arms-Iength production in
t he Rocky Mount ai ns.

Fourth, if the conpany could establish that NYMEX
woul dn"t work, then we would enter into a negotiation wth that
conpany to value oil in the Rocky Mountains. That would be
accept abl e under the rest of our criteria.

Gl not sold at arms-length in California and Al aska,
ANS continues to be -- has been from the beginning -- the spot
price that we feel would be appropriate for that production. It



woul d be adjusted for location and quality.

For the rest of the country, spot prices that are
nearest the market center, Mdland, Enpire, Saint Janes, the Qulf
area, the Continent area, and that woul d be adjusted for |ocation
and quality, again.

Ckay. Location and quality adjustnents for market
centers to aggregation points, this is a mjor change from the
first addition of the rule. Before, we were asking for all
exchange agreenments to be submtted to MM5, and we would conme up
wth a series of notes to cone together and publish a data base
t hat people could use to value their oil.

VW believe that actual rates that the conpanies use to
transport that oil would be a better way to go; it would save
adm nistratively for both MVS and industry. W have reduced the
nunber of aggregation points significantly by at least a third.
And we al so have qualified that the only types of exchanges that
you woul d need to submt would be from aggregation points to market
center exchanges. So all the other exchanges that m ght be from
the | ease to market center, or |ease to aggregation point, are no
longer required to be filed. W feel that would save significantly
on everyone burdenw se, as well.

Actual cost of transportation and quality adjustnents
based on pipeline quality banks. W tried to utilize what industry
uses to the best of our ability so that, again, we would m nimze
t he anobunt of burden on everyone.

Al l owances from| ease to aggregation points to actua
cost are not available to |essee. That is sonething we need to
tal k about before we | eave, hopefully. Wether or not there's sone
belief on the part of some people that we mght not need to publish
the 4415 or require that formwould be used if the people that are
going to need to use it actually have their own costs, and we can
talk about that a little bit later.

As | already said, the 4415 formw || be required to
be filed, I think, by less people. I1t's been sinplified. W feel
i ke we've inproved the instructions. And there is certainly |ess
data elenents than the earlier form

One other thing I would like to get sone coments on
if I could, is the timng of index prices.

VW heard froma nunber of people that though industry
practices are different than what we had had in the initial January
24t h proposal, i.e., that the anobunt of tine that |agged, if you
wll, fromwhen prices were reported in either spot or the NYMEX
publ i cati ons woul d coincide better if we went to the actual nonth
of production as listed in the approved MVS publications, though
the publications would be things |ike Platt's, Argus, Bloonberg's,
there's a nunber of pricing services which | believe will qualify.

W don't want to unnecessarily burden any of those or
put any of them out of business because we don't accept those. But
we can talk about that a little bit later when we get to that part
of the discussion.



And also it would elimnate proposed changes for
valuing oil taken in-kind. W separated the RIK part of this rule
fromwhat was initially in the January 24th, '97 proposal. That's
a separate initiative.

Again, we're here to hear your comrents on concerns,
clarify what's in the rule today. W're really not going to
address our efforts on RIK. W do have a separate programwhich is
looking into the feasibility of taking oil and gas in-kind. There
are two pilot programs starting up; one will be in Womng this
fall and the other one in the Gulf sonetine next year.

Today we're tal ki ng about assumng that we're going to
continue to take our oil in value, what would be the best way to
ensure that the public gets a fair market pricing, and that the
i ndustry pays a fair market price.

The last two charts here are just for your
clarification, edification, on where our Federal production armis
and how the rule we believe will affect the various parties
involved. It isn't -- the pie chart, the second-to-the-Ilast page
-- difficult toread. The Gulf OCSis the |large part of that pie
chart; about three-quarters of the chart cones from OCS Gl f.

California, 15 percent, includes onshore and of fshore.
| think there is a significant portion, higher portion from
of f shore. Unfortunately, | don't have those nunbers with ne.
Wom ng, New Mexico, and the rest of the Rocky Mountains account
for the rest of that, other than what mght be two-tenths of a
percent, the little bit of oil we get fromsone other, very small,
Federal production.

Wien we did this study, or when we undertook the rule,
we had to do an econom c inpact study. And the |ast page kind of
sunmari zes where we feel who the affected players are in this.

What we did is we | ooked at who owns a refinery, which
conpani es have marketing arnms that market their oil, and which
conpani es we believe would be paying on a gross proceeds based on
the fact they do not have a marketing arm or they do have a
mar keting arm but don't have a refinery; therefore, they would be
selling outright under this rule. That's kind of a breakdown by
region of who would be paying where and in what region by

percentages. That's a rough cut at it, | guess is a good way to
characterize that.
At this tine, I would be happy to answer any questions

or clarifications about major provisions in the rule, and then we
can nove into public comments after that, if you I|ike.

Suzanne?

SUZANNE NOBLE: Suzanne Noble with WSPA, which stands
for Western States Petrol eum Associ ati on.

As we stated last tinme, we're pleased with MVE s
wi I lingness to bring the rulemaking to California into Bakersfield,
nore specifically MM's willingness to include California and our
industry in the rul emaki ng process as you did in Cctober with the
previ ous workshop. But prior to that, the workshops, California



wasn't included; so we would like to see that continue, not only
with this issue, but issues in the future.

Basically, the comments |'mgoing to nake for WSPA are
going to be basically confronting the Wst Coast Federal issues
and, of course, ANS spot prices.

As we all know, MMS has retained their previous
proposal, which includes the Alaska North Slope prices for
California and Al aska. And WSPA has submtted extensive coments,
and gone to great lengths to explain why ANS is flawed and
unsati sfactory for using as a valuation nethod for California oi
pr oduct .

At this time, we're really not pleased with MVE' s
response to our conments and to your |ack of consideration for our
concer ns.

We do believe or have believed that MVS did have a
wi | Iingness, does have a willingness to work with the California
st akehol ders, and really evaluate our concerns, and |ook for
solutions. And we don't believe that's been acconpli shed.

But we are here today to, once again, listen. |'m not
going to go through all the coments that we've nmade two or three
times already. | mght pull two or three out. But basically, we
didn't see much change in your rule specific to California.
Therefore, our concerns are still relevant.

If | can add to that, | noticed in your handout here

that this coment period, wunlike the others, was only a
forty-five-day period, and usually the requirenent is a sixty-day

peri od. | understand you got an executive order to nake it a
forty-five-day period as opposed to a sixty.
I"'ma little curious. | think you stated in the rule

that you went with the forty-five days because you had already
reopened and basically extended and reopened in previous rulings
with this issue. At this tinme, because that had al ready been done,
you weren't going to go for the whole sixty days in this round.

Does that nean that this supplenentary portion of the
rule is any less inportant than the others, or is it that because
certain concerns and coments when incorporated, there's really not
as nmuch to review as there has been in the past?

MR. CHRI STNACHT: I can only comrent on what ny
under st andi ng of what the requirenents are.

Initially, we are required to have a sixty-day coment
period for the first initial proposal, and then after that,
customarily, we are required to have a thirty-day comment period
for supplenmental or further proposed rul emaking. W decided to
have a forty-five-day period because we believe that it was
significant enough that we woul d i ncrease over the requirenent to
forty-five days; however, we believe that this issue has been going
on, it's been going on for over two years. W also believe that we
owe it to the public to cone with a -- try to speed up the process
as much as is prudent to do.

SUZANNE NOBLE: Hasn't it been in the past proposals



t hat you have given sixty days as opposed to thirty? |I'mjust a
little curious why that changed.

MR. CHRI STNACHT: If you renenber fromthe January
24th proposal, we initially put out a sixty-day proposal. e
extended that twce to at |east 120 days because of industry's
conment s.

I f you | ook at the comments that we've gotten, they
have comensurately gotten | ess. | think people understand the
i ssue better now. It seens to us, at least, to be appropriate to
not wait sixty days in this case.

SUZANNE NOBLE: kay. | know that, |I think, DO, it's
fair to say that DO has received a record nunber of coments on
this proposed rule, probably nore than they have in the past, |ike

3,000 or 2600 comments that you have received.

I think it would be a fair bet to say that nore than
half of these coments have been in concern to what has been
proposed so far. And due to not nuch change in this particular
suppl ementary proposal, | just -- we just see that these comrents
are being ignored in large volunes. To have that many people
concerned with this issue, and to make no changes, it just seens a
little odd.

MR. CHRI STNACHT: Well, if | mght comment on that.
Many of the coments that we received were repetitive. |n other
words, many of the respondents said the sane thing. | wll also

testify that in that 3,000 pages, we had at |east seven versions of
the Barents' report, which was in and of itself, sixty-sone pages
or so.

Soit's not as if all those coments were different.
And we were able to categorize a |ot of those comments.

We have | ooked at all the comments. W wll in the
final version of the rul emaking go through that process. W have
been advi sed by our solicitor's departnment that for the entirety --
rather than go through each tinme summarizing all the coments, that
we will address comments that in their entirety we can do that with
the final version of the rule. And we relied on our solicitor's
departnent for that.

DAVID G LBERT: David Glbert, California Independent

Pet r ol eum Associ ati on.

|'"m curious as to why you did not -- you said you
believed that the public's interest would not be well-served by
del aying this inplenmentation or noving forward on proposing this
rule for various reasons. And you haven't really explained what
t hose reasons were. Because Carol yn Mal oney and Barbara Boxer got
up on their soapbox and said the oil conpanies are screw ng us? O
exactly what was your reason for not delaying this proposed rule
until the lawsuits were settled?

MR. CHRI STNACHT: | can't comment on what i npact
Carol yn Mal oney or Barbara Boxer had on the rule.

VWhat | wll coment on is, we have been, as | say,
involved in this process for over two years; for us to wait until



i ndustry, one, gets out of |litigation, | think would be
i rresponsi ble. Because we certainly have all the way along invited
industry to participate in this rulemaking. And it really wasn't
until after the first proposal was published that we got very nuch
participation at all.

W al so have clients in the states that get 50 percent

of our revenues for onshore oil. W have their interests to | ook
out for as well. So | don't know if you need to say we are in the
mddle. W feel a responsibility to all the public on this, not
just to industry or to the people who are against the rule. It
certainly --

DAVI D A LBERT: Has anyone fromthe public conpl ai ned
that they feel like they are not getting an adequate anount of
royalty paynment to the Federal governnent?

MR. CHRI STNACHT: |I'msorry. Wat was the question,
Davi d?

DAVID @ LBERT: Has anyone fromthe public raised the
i ssue --
MR. CHRI STNACHT: Yes, they have.
DAVI D QG LBERT: -- that they are getting an
under paynent OF royal ties.
MR, CHRI STNACHT: There have been public interest
groups that --
DAVID G LBERT: Public interest groups?
MR, CHRI STNACHT: That's correct.
DAVI D G LBERT: But not the public in general? Like

Ral ph Nader has nothing to say. | don't necessarily say that Ral ph
Nader speaks for the public.
MR. CHRI STNACHT: |'m not going to comment on what
Ral ph Nader speaks for.
DAVI D G LBERT: You say "the public"; 1'm just
curious, in whose interest is it? | nean, what public are you

pr ot ecting?
MR CHRI STNACHT: The taxpayers of the United States.

DAVID @ LBERT: Wat taxpayers have raised this issue?
This is based on the purported belief that there has been sone type
of price manipulation. | think, if anything, right now, wth the
downturn in prices, it denonstrates that no conpany can mani pul ate
the market in this country. |If any manipulation is occurring, it's
not by individual conpanies, it's by conpanies that belong to OPEC.
And before you nove forward on trying to mnake
operators pay sone indexed royalty paynent based upon what they
don't receive, it, to ne, just is incredible that you believe that
sonehow you can set a price based on ANS, and that you can adj ust
it, and all of a sudden, that's going to be the market value for
Kern River crude. Wy don't you use WII? You can pick anything
out of the air, and you' re not going to get what the market val ue
for that crude is unless you are getting it right at that field.
That's the only way to establish market val ue.



If you can't establish nmarket value that way, then you
shoul d take it in-kind.

MR, CHRI STNACHT: We have found through a nunber of
our audits, through our experience in the -- well, the California
i nteragency task force has |ooked at a nunber of docunents that
suggest that there are oil exchanges between the field and with
forced spot prices.

So, in our view, we see where a nunber of conpanies
are able to realize higher revenues by maki ng exchanges, which we
are not getting reported as the market value for that oil.

And posted prices, the fact that you have a T-plus
mar ket, you have a nunber of exchanges, where because under our
rul es, they are paying under-posted prices, we do not believe that
the full value for royalty purposes is being realized in all cases.

Now, if you have suggestions about what the
adjustnents to the index prices are, those would be things that we
woul d like to hear about in your witten comments as well as today.

DAVI D G LBERT: | think our suggestion is to | ook at
where it conmes from and base it on what the person gets,
regardl ess whether they have a marketing armor not. Watever they
sell their crude for is what you should be paying a royalty on.

MR. CHRI STNACHT: Well, we found that nost of our

crude oil is not disposed through arm s-length sales. And that
t hrough those exchanges conpanies are able to nove that oil away
from the |lease, either sell it outright, or there's no actua

arm s-length sale that we can pin a value to.
So what we are trying to do is conme up wth a nmethod

of valuing that oil, which realizes what the true market val ue for
that oil is.

Suzanne.

SUZANNE NOBLE: Suzanne Nobl e wi th WSPA.

| saw here in your handout, | can't find it now, it

said the reason this has all started was because of "m sconduct,"
quot e, unquot e.

So woul d you say this rulemaking is a response to this
m sconduct? If so, can you give ne a little nore of a definition
as to m sconduct ?

MR. CHRI STNACHT: Well, | would not characterize
everybody in the oil industry as operating under m sconduct. No,
| would not say that. There has been sonme instances in the past
where certainly when the task force |ooked at the instance in
California where we did not believe that the true market val ue of
oil was necessarily being realized because of the nechani sm of
exchange agreenents, and there was no record of a true armis-length
sal e.

Since we saw a nunber of exchanges, outright
exchanges, for crude such as ANS for California indigenous crude,
we believe that in that case, that would be -- a better nmechani sm
for realizing that would be to get the value of that ANS price for
the oil that was exchanged. That woul d be one exanpl e.



Any ot her comment s?

DAVID G LBERT: David Glbert with ClPA

If you' re having an exchange on sone | eases, why don't
you base the exchange price for what you believe devel ops rules
that reflect market value? | don't know how you can do that. That
really amazes ne that you can say that.

If you can base it on that general area, don't base it
on ANS. If you have stuff from Mdway Sunset that's being
exchanged for other crude, figure out the prices for Mdway Sunset
crude and assess it that way. Don't have ANS cone in and have sone
crazy index that's going to nmake conpani es pay nore than what they
actually received for that crude.

MR CHRI STNACHT: If the conpani es exchange oil under
the current iteration of this rule, that oil is sold arm s-length
outright, that would be the market value of that oil that we would
recogni ze the gross proceeds for that oil.

DAVID G LBERT: You just said your concerns wth
respect to exchanges, that people are exchanging California heavy
for ANS.

MR. CHRI STNACHT: In not all cases are they doing
that. That's certainly one of the possibilities.

But when oil is not sold arm s-length outright when it
is nmoved to a refinery, we need to find a mechanism which -- we
believe we would like to |look at a transparent price, which spot
prices provide.

If the field -- if there was a nechanismin the field
whi ch provided price transparency, | don't believe that we would be
where we are today. But there does not, in our view, seemto be
that type of a situation in very many fields where different payers

can see what other payers are paying for their oil, or purchasing,
or selling their oil for.

Suzanne.

SUZANNE NOBLE: Suzanne Nobl e wi th WSPA.

The one change that | did see in your revised -- your

suppl enentary proposal was that you did convert plain English

whi ch we appreciate, and you al so renunbered a few sections. But
we didn't find nuch nore for California' s ANS proposal that nuch
had changed.

I"'mnot exactly sure what you want us to conment on
but I have a few points | just want to bring up that have probably
been brought up, again; | want to nmake sure are on record.

The first one is, | couldn't find it in the rule.

Maybe you could point it out to ne. W nentioned in the past that

we are concerned that this proposed rul emaking is going to affect

sone of the recent DA incentives for royalty reduction, especially

here in California. For exanple, the heavy-oil royalty relief and
the strip-oil royalty relief.

Just two weeks ago, Dave and | were invited by

Armstrong and Senator -- in New Mexico to participate in giving

speeches at a press conference in which strip oil wuld be



rei ssued.

| couldn't find any | anguage within the proposed rule
that addresses the royalty rate reductions, and how this rul emaki ng
m ght affect that. |If it's in there, perhaps you could point it
out to ne.

MR CHRI STNACHT: There is nothing in this version of
the rul e which would address royalty rate reduction. However, the
royalty rate reduction would be the nechanism in ny understandi ng,
as to how relief would be acconplished.

So I know with stripper wells we have reduced the
actual rate percentage that we would require you to pay under these
rules. That would be where | think the reduction would be nmade.

SUZANNE NOBLE: Well, | would |ike to request that we
woul d feel nuch nore confortable if a statenent or sone type of
| anguage, just a sinple statenent, you' ve told us in the past that
this isn't going to affect the royalty rate reductions, those two

in particular. | would Iike to see sonething in witing. If it
could be put into the rule, | would |ike to request that.
MR CHRISTNACHT: I'ma little confused as to what it

is you would like.

SUZANNE NOBLE: Well, you say it is not going to
affect the royalty rate reduction initiatives, using Al askan North
Slope for California. |'mhappy to hear that, but | would like to
see it.

MR. DOVAGALA: You can put that in your witten
comments as wel | .

SUZANNE NOBLE: W have put that in our witten
comments as wel | .

MR. DOMAGALA: Thanks.

SUZANNE NOBLE: And also verbally suggested it, or
requested it, at the other workshops. | just -- you seemto agree
that it's not going to affect, and we're happy to hear that, but I
just wanted to ask for a sentence or two within the rule.

BRI AN McMAHON: Brian McMahon, City of Long Beach,
State of California.

As you are probably aware, since you |ooked at the
docunents which were produced to us by the oil conpanies in
California, heavy crude oil in California tends to be nore
depressed, nore underpriced historically than light crude oils.
And the oil conpany docunents explicitly state that. Al of the
maj or oil conpanies explicitly state that.

To ny mind, it would be shocking to sonehow give a
further reduction for the heavy production in California as if
sonmehow it was required in order to nmake a fair price for heavy
crude. In fact, heavy crude is the nost underpriced crude in
California, and it's precisely to address that concern | think the
ANS pricing nmechani smdoes so with appropriate transportation, and
with appropriate quality adjustnents.

And | would like to nmake a coupl e other comrents about
what's been sai d.



In fact, | know Cl PA nenbers who have had to nove
their crude to Uah by all sorts of neans, including trucks, in
order to get a fair price for their crude.

Cl PA nenbers have historically -- and this goes back
to the early 1970s, to the present, conplai ned about underpricing
of crude oil in California, that they are |l ocked into selling their

crude at the | ease to pipeline owners.

And so it seens to me CIPA should be in favor of a
mechani sm which would attenpt to raise the price of California
i ndi genous crude oil

DAVID G LBERT: David Gl bert, Cl PA
For one, CIPA wasn't even around in the early '70s; so
t hey haven't conpl ained since the early '70s.

Nunber two, there have been a nunber of issues wth
respect to why the heavy crude has been deval ued. There was the
ANS oil being forced onto the market. Heavy crude, yes, it was.
We have a DA study that shows ANS crude was being forced to the
West Coast. That's why they lifted the ban on it, so they could
export ANS crude.

Al so, heavy crude costs nore to produce. It cannot be
refined into the highly-profitable product as easily as the |ight
crude can. So there is a big price differential. The price
differential of WII has been closing lately; nowit's huge.

So there is nothing that -- and the fact that nost

pl aces outside the Wst Coast don't have the refining capabilities
to handl e the anmobunt of heavy crude that's been produced.

That in no way neans that there's some suppression of
the price. That is the market for that crude in this area.

MR. McMAHON: | suppose if you haven't seen the oil
conpany docunents, it's possible to come to that conclusion. Once
you do, the oil conpanies say that the nost valuable crude in the
United States is California heavy crude oil. Wthout question,
each one of them does.

The cost of refining the heavy crude in California
with the nodern refineries does not account for the low pricing in
California. The profit margin is bigger here than it is anywhere
else in the country.

GREG MEI SINGER: Greg Meisinger with Air Energy.

I would like to go back and maybe augnent sone of the
-- or one of the comments that Suzanne Noble made, and that's
regarding the royalty reduction.

Not only are we concerned about the stripper-well
royalty reductions and the heavy oil reduction, but also another
thing that had been brought up in our previous workshops in
Bakersfield was for those royalty reductions where there are
existing royalty reduction agreenents that are based on net
proceeds. And we are very concerned about how net proceeds fit
into this proposed rul emaki ng.

The issue being that in those negotiations, as |I'm
sure you're well aware, the operator basically opens up the books



with the MM5. The MVB has anpl e opportunity to question and probe
and push, and then the two parties enter into a contractual
arrangenment which represents the value that is required by the
operator to continue to produce that oil with a reasonable rate of
return. |If that reasonable rate of return, based on net proceeds,
is not sufficient, the operator then has no alternative but to
surrender the | ease, which then does no good or has no benefit to
the people of the United States or to that operator. | nean, it's
| ost revenue.

In addition to that, | know that the MMS has been
working on start-of-life royalty relief for sone of those
properties, especially offshore, that would not be economcal to
even initially invest capital until -- at the current royalty
rates.

Again, the same situation presents itself where the
MVS has anple opportunity to investigate the true value of crude
and the reasonabl eness of net proceeds before they enter into that
contractual agreenment between the two parties.

And our issue here is that that |evel of scrutiny when
you enter into specific contractual agreenents with an operator,
provi ded they have anple opportunity for the MMS to protect the
interests of the people of the United States, that we're very
concerned about how this blanket type of indexing schene fits into
net proceeds.

MR, CHRI STNACHT: Suzanne.

SUZANNE NOBLE: Suzanne Nobl e of WSPA.

Anot her point or question | have fromyour handout is,
you tal k about MVB has approved tendering prograns basically in the
Rocky Mountain Area. | don't recall the information in the
proposed rule when | went through it, which was rather quickly.
But is it being proposed just for the Rocky Mountain Area? And if
so, why is it restricted just to that area?

MR CHRI STNACHT: The reason why it was proposed only
for the Rocky Mwuntain Area was that the comments in that area's
states, and mainly the states who are the ones who cane to the
table in the workshop, and the IPAA also for industry, really
believe that there was agreenent with both the states and wth
industry there that in that circunstance or in that area, the spot
price was very thinly traded at Guernsey, and that they would fee
nore confortable with this systemthat we cane up with where we had
benchmar ks such as tendering and arm s-length sal es and purchases
in the field by the operator.

We had a nunber of different proposals that canme up
that ultimately were withdrawn by the | PAA and others within the
i ndustry because they were unworkabl e; they saw that they woul d not
wor k t here.

But it was felt that in both the Gulf market and in
California, you did have a transparent price indicator, i.e., ANS
and California and the other spot prices in the GQulf area where you
did have a nmarket-determned price with a good anount of liquidity



that could be used as an indicator to start. And that's why in the
Rocky Mountains it was not felt that the Guernsey spot price gave
you t hat.

SUZANNE NOBLE: Al'so, in your handout on the next
page, back to California and A aska and ANS spot pricing, and |
also do recall this in the rule, you tal ked about that you want to
propose ANS for California, of course, wth adjustnents for
| ocation and quality.

I would like you to elaborate a little bit on how
you're going to nmake adjustnents for quality. | didn't think that
was explained within the rule. And if you can explain it here
t oday, nmaybe consi der adding sone nore specifics to that within the
rul e.

MR. CHRI STNACHT: \What we proposed to do for quality
adjustnents would be to use narket determned -- to the best of our
ability, market-determ ned quality adjustnments such as pipeline
gravity banks, quality banks, in the case of sulfur, to cone up
with rates that would adjust off of ANS as the benchmark crude,
arm s-length prices. And we would also allow for the cost of
transporting, the actual cost of transporting fromthe | ease to the
refining center in that case as well.

So that's the nethodol ogy we were proposing. And
what ever the actual costs of the conpany are to nove that oil, if
they are noving it from the Mdway Sunset field down to Los
Angel es, whatever the actual rates that they are charged or payi ng,
those would be deductible off of the ANS price as well as any
quality adjustnments that are recognized. W wll cone up with a
system based on the pipelines in the area.

GREG MEI SINGER: Greg Meisinger with AERA

Agai n, just going on Suzanne's coment, in this
suppl enment al rul emaki ng, there i s enough | anguage in there that you
could start to get an idea of where the MM5 was coming fromwth
regard to transportati on. However, there was no detail whatsoever
on the quality adjustnment nethodol ogy.

And | know t hat WSPA has brought this issue up before;
it's very difficult to provide any substantive comments on the ANS
i ndex w thout sonme type of detailed discussion on the actual
met hodol ogy that woul d be used, would be proposed to be used, for
qual ity adj ust nents.

A fear is -- well, a fear and a question -- is that
after this supplenental rulemaking, the fear is that there would
have to be another rul emaking sinply to devel op the nethodol ogy for
qual ity adj ust nents.

And | guess what | would like to know is, is MUS
proposing that an additional rulemaking for quality adjustnents to
i npl ement this programis going to occur in the public forum or is
it MM s intent to have a public forumfor the index nethodol ogy,
and then internal type of policy directive on how to devel op
qual ity adj ustnents?

MR. CHRI STNACHT: | don't believe |I can answer that



guestion today, as to what the intended --

GREG MEI SINGER | guess on behalf of WSPA, that is a
question we would |li ke to have addressed --

SUZANNE NOBLE: Absol utely.

GREG MEI SI NGER: -- prior to the close of this

rul emeki ng. We don't know what we're conmenting on.

MR. CHRI STNACHT: Ckay.

SAM VAN VACTOR  Yes, |I'm Sam Van Vactor from Econom c

Insight. | just have a series of questions about the quality and
adj ustnents, assum ng you already use ANS as an index price. |'lI
just throw out each question. |[|f you have an answer today, | would

like to hear it.

The first is, that North Slope oil is going to be
declining over the next few years, as we all know, and there's
al ready sonme concern that the nunber of spot transactions aren't
adequate to get a reliable base for spot pricing.

Do you have a coment on that?

MR, CHRI STNACHT: The rule allows for an adjustnent to
be made if it's determ ned by MVS and i ndustry that ANS becones a
thinly-traded comodity. And there are provisions in the rule
which will allow us to come back to the table and determne a
nmet hodol ogy that would be workable. So for the foreseeable future,
we woul d anticipate it would be ANS.

SAM VAN VACTOR: The second question, the quality of
ANS itself, which in the last five or six years has changed
sonmewhat as nore and nore natural gas |iquids have been added to
the mx up there; so that what you're getting is an increase in
gravity, and as NG.'s are added in and mxed with the crude oil,
you don't necessarily get an increase in quality, you get an
increase in gravity.

So that using anti-price gravity differentials from
pi pel i nes, or whatever, may be wholly inappropriate for whatever
the mx of crude oil comng off of the North Slopeis. And it's a
dynam c thi ng because we don't know what proportion of heavy crude
oils would be mxed in with the NG&'s; so you don't really know
what kind of stream m x you're going to get.

Clearly, it will be changing. So what would you
propose to do about that?

MR CHRI STNACHT: Again, | think we would rely on the
mar ket to take care of that difference.

If it's determ ned that ANS becones | ess desirable for
what ever reason, we woul d expect that the spot price would reflect
that change in demand or desirability, and that the difference
between ANS would -- the margin, if you will, would narrow

SAM VAN VACTOR In other words, the quality
differential between California crude oils and ANS would be
changing as different qualities of the crude oils being conpared by
change, and that quality conparison could be sonething other than
just a gravity differential.

MR. CHRI STNACHT: Well, certainly the spot price of



ANS, one would in a conpetitive market expect that it would
fluctuate if it backs less desirable relative to California crudes,
then | believe that the price adjustnent, there would be a
narrow ng that of gap.

SAM VAN VACTOR: Yeah, but how are you going to tel
if you're only indexing against ANS and you're using gravity
differentials off of the pipelines, how are you going to tell
whet her or not how you got this quality?

MR, CHRI STNACHT: Are you suggesting there woul d be no
adj ust rent s nmade between the pipeline conpanies?

SAM VAN VACTOR: Well, the pipeline gravity
differentials will be based on California crude oils, which
presumably wi Il not be changi ng, and not on ANS.

MR. CHRI STNACHT: But relative to ANS, one m ght
expect that if California crude becones nore desirable, that you
woul d have -- the pipeline conpanies wll see a need to nmake those
adj ust nent s.

SAM VAN VACTOR: Let ne back up and make sure |'m
cl ear.

You got a crude oil pipeline, so the Al Anerica
Pipeline is shipping California crude oil, and it decides for
what ever reason the gravity differential should be twenty cents.
But that's for California crude oils.

Now, if the MM5 is going to be using that twenty cents
per degree to do a differential off of ANS indexes in order to get
a California proxy or index, but the value of ANS is changing
relative to California crude oils, you're not going to pick that up
inusing the All Anerica Pipeline gravity differential.

MR CHRI STNACHT: | would encourage you to wite this
out in detail, what your concerns are, so we can address it.

SAM VAN VACTOR  Ckay.

MR CHRISTNACHT: |'mnot prepared to really get into

t hat anal ysis right now.

SAM VAN VACTOR: The other point | have is that at
| east with regard to Reuters and Dow Jones, which are the two
sources for spot price information that BP used to determne its
contract price for ANS

Those prices are collected across the whole pad five,
could be the Y, could be Puget Sound, probably a preponderance of
California refinery centers also. The bulk of the transactions may
be in California, but sonmetinmes they nmay not be, depends upon, of
course, what's going on in the spot market.

Do you expect that collecting price information, for
exanpl e, basing what refiners are willing to pay for ANS and Puget
Sound, how does that relate to what refiners are willing to pay for
California crude oils in California? |Is that a reliable indicator
of val ue?

MR CHRISTNACHT: | think -- I'mnot exactly sure what
it is you' re asking regarding the -- you're tal king about Al aska's
royalty program or --



SAM VAN VACTOR' Right. No. You're using an ANS base
price in which to value California crude oils; that's your
proposal. And the ANS price you're using is one that reflects not
only what California refiners are willing to pay for it, because
it'"'s a mx of all these transactions, it also reflects what Puget
Sound refiners are willing to pay for it, and all the rest.

But those are submarkets within the pad five market,
price di fferences, t here are price di fferences t here.
G rcunstances vary, as you well know, you have a refinery by Puget
Sound that doesn't reflect California prices, all kinds of things
t hat can happen. So you may get an index base that is not
reflective of two market values of crude oil as a whole for
California. It may reflect Puget Sound and not California for that
particular period of tinme, a week, or two weeks, or a nonth.

Do you -- and ny question is: Do you plan to take
account of those kinds?

MR. CHRI STNACHT: W certainly would invite you to
detail those concerns.

SAM VAN VACTOR  Ckay.

Anot her question | have has to do with -- this relates
in part to the analogy that | used about the fact that ANS -- the
quality of ANS may be changing, but there's also -- it's generally

t hought throughout the world, this is not the U S. industry -- that
you can do gravity differentials in terns of price valuations,
value differentials for a famly of crude oils, for an adjacent
group of crude oils. But when you go across famlies of crude
oils, it's not a valid conparison
| think nost refinery engineers believe that ANS is
distinctly different from California. So if you have an ANS
27-degree crude oil, and the California 27-degree crude oil in the
sanme place at the sane point in tinme, both going to the sane
refiner or groups of refiners, they may go for very different
mar ket val ues in an objective, conpetitive circunstance. One may
be of better quality than the other.
Is that going to be a part of your procedure in doing
the quality valuation, the quality difference?
MR CHRISTNACHT: ['ll have to ask you to detail those
concerns --
SAM VAN VACTOR:  (Kkay.
MR. CHRI STNACHT: =-- in witten comments.
MR. McMAHON:. Can | make a coment on the |ast one?
MR. CHRI STNACHT:  Uh- huh.
MR. McMAHON: The oil conpany docunents that conpare
Ventura Avenue with ANS explicitly say they are equal refinery
val ue over tine, and Ventura Avenue is 28 degrees, 29 degrees.
MR. CHRI STNACHT: Very close in gravity and sul fur
contents.
MR. McMAHON.  And | don't know what the basis of
saying nost refiners agree, the docunents don't agree that they are
different.



SAM VAN VACTOR  Just to further comment. | think the
refining quality of the two crude oils are different. And you
know, the extent to which that is reflected in value is a
determ nation that is individual to the refinery.

And, | nean, | think that my experience has been that
you do observe, you certainly observe in spot price data a
significant prem um being paid for ANS consistent over the years
over, say, Line 63. Wth respect to Ventura crude oils, | don't
have an objective source to do a price conparison, so | don't know.

But you can take two spot price series, Telerate or
from Reuters, either one, and what you do tend to see over tine,
you see a lot of fluctuation, and Line 63 itself is a conplicated
crude oil screening because it has a bunch of crude oils in it.
But you do tend to see, generally speaking, North Slope oil
commands a premumthirty, forty, fifty cents on average. | think
you woul d agree with that. That's an established fact, and it's a
fairly objective one.

MR, McMAHON:. Two comments on that.

One is, that is the reason why we need ANS because of
the problens with getting a conpetitive price for California crude
oi ls.

Nunmber two, | think everyone would agree that Line 63
spot sales are very thin, and to determne a market value of
California crude based on ANS spot prices just doesn't work. I
shoul d say Line 63 spot prices doesn't work.

MR CHRI STNACHT: Suzanne.

SUZANNE NOBLE: Suzanne Noble wi th WSPA

| kind of have nore a "just for ny own personal
know edge" questi on.

In the rule in the supplenentary proposal on the
second page, |ast go-around you had offered five alternatives, and
we commented on those. And just for ny own understanding on the

rule procedure here, it states, | guess it's the third paragraph on
the second page, and I'll read it al oud.
It states, "However, because we are still in

del i berative process in this rulemaking, MV5is not responding to
the individual comments nmade on the five alternatives or on the
previ ous proposals. Once MVbB decides on its framework for a final
rule, we intend to thoroughly respond to all comments received.
For this reason, it is not necessary for comenters to resubmt
earlier coments.”

Can you el aborate on that? Wat exactly does that
mean in the process in how we're going to proceed in this?

MR. CHRI STNACHT: Ckay. I will defer to our
solicitor's departnent. W consulted with themin terns of howto
best handle that workload. They advised us that it would be
appropriate for us to do it in the manner which we have done.

SUZANNE NOBLE: |I'm not questioning what you've done
so far. 1'mjust asking, within here you don't have responses to

our comments on the five alternatives you proposed |ast tine,



necessarily.

So it states that possibly in your final rul emaking,
you'll tal k nore about our comments on these five alternatives.

Am | to assunme that you don't want to use any of our
comments, or you don't want to incorporate any of these
alternatives in the proposal, and you'll discuss that in the fina
rul emaki ng? Because | wouldn't think you would throw sonething if
you're going to use one of these alternatives or use one of those
comments that we have on these alternatives in final, quote,
unquote, "rul emaking"; that you would do it at that tine.

MR. CHRI STNACHT: W have used a nunber of comments
from the workshop. If you look at the evolution of this rule,
you' Il see that, for instance, the Rocky Mountain idea cane out of
the workshop. Several of the other ideas such as changing from
using primarily NYMEX in Md-continent regions to using spot prices
totry to sinplify that. The index pricing system cane out of the
wor kshop

| don't know that it's fair to say that we haven't --

MR. DOVAGALA: |If you would continue to read down
there, you'll see the alternatives and general statenents of the
comments that we received.

SUZANNE NOBLE: Yeah, | see the summary of public
conment s.

MR. DOMAGALA: Right. Those are the five.

SUZANNE NOBLE: | thought fromthis paragraph you were
going to coment nore specifically on individual coments on these
five alternatives in the future. |Is that what that statenent says,
what | just read?

MR. CHRISTNACHT: It is our intention in the final
rul emaki ng to go through a | engthy discourse of replying to each of
the coments that were submtted through the process. W did not
feel at this time, according to our solicitors, that it was
necessary for us to do it at this particular stage in the
r ul emaki ng.

SUZANNE NOBLE: | assuned when | just recently got
this in February, that that's what a lot of this would be on. But
that was excluded; so | just was kind of curious how that was going
to be handled in the future.

MR. CHRI STNACHT: Any ot her comments?

MR. McMAHON: | have a comment.

You wanted to nove from a question to a coment
period. And |I do have comments.

MR CHRI STNACHT: (kay. Does anybody have any further
qguestions of clarification at this time, or shall we nove on to the
public conments?

Al'l right, Brian, you have the floor.

MR. McMAHON: Okay. W are, as you know, in genera
agreenment with wusing ANS W're against royalty in-kind in
California, we think, for a nunber of reasons. One of which is the
posters in California have publicly stated on nunerous occasions



they are not going to pay nore than posted price. So we woul d
expect that any royalty in-kind sales posters would take thensel ves
out of the bidding process.

Second, the heated pipelines are still private
pi pel i nes. And at least sonme of the Mdway Sunset crude and
Federal royalty crudes is tied into the nobil e-heated pipeline. So
that would restrict bids on that crude.

Generally, the market is very concentrated in
California, a few major oil conpanies. The independents keep goi ng
out of business.

So we do think the ANS is an appropriate neasure, and
we're glad to see it. W're glad that generally that no one seens
to be defending posted prices anynore.

When we | ooked at the new rules, there were -- 1'11
call them questions, | <can either <call them questions or
obj ecti ons. And | would say either one because mybe |
m sunderstood what the rule is about. And I'Il list five of them
and then I'll go in detail as to what the problens are.

First of all, 1'Il call it the problemwth tracing
t hr ough successive Buy/Sells or exchanges. ["ll use the word
"exchange" as a shorthand way of saying exchange or Buy/Sells. And
this is Section 206.102 (b).

A second problemhas to deal wth the transportation
cost deduction of Section 206.113 (b).

Three, what appears to be a double deduction for
transportation and quality adjustnments in Section 206.113 (a).

Four, what 1'l1l call a back-door rule, which allows
evi dence of purchases at posted prices, Section 206.103 (e) (i).

And five, the problem of balancing agreenents,

general ly.

|'ve given you a three-page handout which I will use
to try and illustrate what | think the problens are with sone of
t hese rul es.

First of all, the tracing problem | call it, and that
breaks down when we have nmultipl e exchanges, one of which is tied
to Federal lease oil, that breaks down into four sub-problens.
"1l call it the accounting problem the conm ngling problem the

| ease val ue of crude problem and the transportation cost problem

First, the accounting problem As the task force
recognized in its published report, oil conpany accounting records,
at least in California, don't allow tracing through successive
Buy/ Sel | s.

Second is the commingling problemthat -- | think the
conceptual nodel for allowing in the new rul e successive exchanges
is a nodel of successive, what |I'Il call, In/Qut exchanges, where
soneone puts crude oil in a pipeline at a given volunme, and at sone
point down the stream takes out the sanme volune out of the
pi pel i ne and, perhaps, puts the sanme vol une on anot her pipeline and
puts it on the second pipeline and takes it out. But all the tine
it's the sane volune of crude being delivered to sone ultimate



poi nt ..

But the rule, as stated, doesn't restrict itself to
that situation. And often we find that when crudes are exchanged
into sone central |ocation, that the crudes received on exchange
are commngled with [ots of other crudes. So you end up with a
common strain.

And the problem then, is trying to trace the
hydrocarbon nolecules that were produced at the Federal |ease
t hrough the successive exchanges.

In fact, it's conceptually neaningless to tal k about
wher e those hydrocarbon nol ecules ultinmately go.

Now, the next problemI'll try to explain, and maybe
it wwll help to use the first of these handouts here. Assum ng you
could trace it through successive exchanges when they are not in,
but all over the place, if there are multiple sales at the end of
this chain, then the producer can use a |owest sale to value his
Federal production.

And I"Il illustrate it. Let nme go to this exanple
here, which is one that is not unrealistic in California, and |"']|
gi ve anot her exanple that mght apply to the Gulf Coast area, too.

Suppose production is in Mdway Sunset by a Federal
| essee, and that conpany exchanges it for Kern River crude. And ny
exanple is the exchange is ten thousand barrels. So now the
conpany that produced has crude at Kern River. Then the conpany
trades Kern River crude for SJVH, San Joaquin Valley Heavy crude
com ng out the Texaco pipeline up in the Bay area. That could be
a different volune, maybe 50, 000 barrels.

Then, in turn, there's another trade, another exchange
of SJVH at that point for ANS crude, and for WIm ngton crude, both
of which delivered in Los Angel es.

And at that point intinme, let's suppose the conpany
then sells both ANS and W I m ngton crude.

The question is: To which of those sales do you
attri bute the Federal |ease val uation?

And in ny exanple here, | wouldn't go through all the
details here, but ny exanple of on the ANS sale, you can get a
$15. 05 val uation, and on the WI m ngton sale, you can get a $15.85
val uati on.

I think what the rules envision here was that you
woul d have one sale at the end, which would be the sanme vol une as
the sale you started wth, but there is a no reason in principle
why t hat shoul d happen.

So as you go along all these differentials that the
conpany would have to pay are added on under the rule, and
therefore, added on and subtracted fromthe ultimte val ue.

To further conplicate this, let's suppose that there
are spot sales fromtine to tinme of Kern River crude or spots sales
of SJVH crude up in the Bay area. The royalty owner can use any of
those to value the crude. So he's getting different, you know,
crudes at different places being sold.



Agai n, going back to the nodel, I think it was the
feeling that prospectively the producer is thinking of getting his
crude down to the Bay area. In fact, the way the oil conpanies
operate, they have |lots of evergreen contracts going on constantly,
all over the place. And this nethodology, using this tracing
problem permts themto use any one of the points along the |ine
to value the crude, if there are outright sales at those points.
And, therefore, it allows themto pick the cheapest, the cheapest
sale price and attribute that back to the | ease.

A simlar kind of thing can happen in the Qulf area if
you have Perm an Basin crude, which is exchanged at M dl and, and
then Mdland crude is comm ngled and exchanged for Cushing, and
t hen maybe Cushing crude is exchanged for either Arabian crude down
in the GQulf or sonme other crude down in the Houston area. Again,
you have that tracing problem These are not In/Qut exchanges;
these are discrete swaps in different places.

So it seens to nme what | find, then, is that this rule
is just unworkable in theory even; it just can't work. So that's
my first problem

The second problemis, the rule that allows the ful
transportation cost from lease to refinery, and ny problem is
illustrated in nmy second exanpl e here.

Again, unless | read the rule incorrectly, it would
permt some of the producers of OCS crude in California to ship the
crude to the Qulf Coast, and deduct the full transportation cost of
that crude. And again, | don't know whether that was intended or
whet her |'m m sunderstanding it, but that certainly is possible
under your rule.

And I'm sure you're aware of the fact that
historically the OCS producers val ued OCS production in reference
to the L. A nmarket. So they have agreed since they |eased, the
early '80s, that the appropriate mnmarket center would be Los
Angel es, no matter where they ship the crude. So again, what |
think this does is allow too great a deduction for transportation.

A simlar kind of thing mght happen in the GQulf area.
I'm frankly not famliar. Permian Basin <crude, to ny
under st andi ng, sonme of that goes to the Mdwest and sone of it
bypasses M dl and, doesn't go through M dl and.

So, again, under this rule, as | understand it, it
would permt full transportation deduction to go up to sone of the
refineries in the Chicago area. And | don't think that was what
was i nt ended.

I would agree, we agree that the valuation of crude in
the field nust take into account the cost to nove that crude to the
nearest nmarket center. So that in case of OCS crude, for exanple,
in California, the value of crude offshore in the Santa Barbara
area is less value than that same crude in Los Angeles. And
appropri ate adjustnment woul d have to be nade for the transportation
or the location differential.

So we agree with that. Just the question here is:



What's the appropriate market?
So what we think is the rule should be clear in --
"Il qualify it -- alnost all cases, you would use the nearest
mar ket center even if crude is shipped to the refinery, and then
figure the transportation cost fromthe | ease to the nearest market
center.
And, you know, two further points, one of themis that
the | essee mght, in fact, not ship any crude to the market center.

And then the question is: Well, then, what transportation
deduction shoul d that conpany use?
In California, | think the answer is readily

avai l able. There are enough conmon-carrier pipelines com ng down
the coast, Unocal, the Shell one, the Texaco one that goes across
val l ey and connects with the M 70.

So | think in California at |east, and in npost other
areas, at the mninmum you have conmmobn carriers that use the
conmon-carrier rates. More likely, your fornms will show you
t hrough the information you get what the common transportati on cost
is toget it to a nearby market center.

So you can use information from other conpanies, other
sources, even if the Federal |essee itself doesn't know the cost to
nmove it to the nearest market center.

I would, I think, have to allow an exception in a case
where no production froman area noves to a market center but noves
directly to a refinery. I don't know if such situations exist;
they may. In that case, | think the market center would be the

refinery. So in that case, yeah, you would allow the rule as it
is, but in that very |[imted circunstance.

MR. CHRI STNACHT: Wul d you say, for instance,
sonething like taking crude to Santa Maria -- to cite an exanple --
woul d taking crude from Point Pedernal es OCS | ease, West Coast, to
the Santa Maria refinery, be an exanple of such a case where you're
not taking it directly to a market center?

MR MMAHON:.  No, it wouldn't. It wouldn't be one of
those rare-exception cases, if that's the question, because Point
Ped al so goes to major market centers as well. And so you can
figure the transportation cost to Point Ped to crude production to
Los Angel es via common carriers.

I would be thinking that if there was a refinery in
W sconsin, and an oil conpany sonewhere, crude production in
Wsconsin, and it only goes to that refinery, there may be no ot her
way of figuring realistically what a market center would be in that
ci rcunst ance.

The third exanple | had was what appears to be a
doubl e deduction under 1206.113 (a), which tells you that if you
di spose of |ease production wunder an arms-length exchange
agreenment, you deduct transportation cost under 206.112 (a), (c)
and (e).

And then | put together this third handout.

Again, this maybe just m sreading of what you intended



to do, though, if I'munclear about it, at the mninum you need to
clarify.

It looks |like you' re saying you can deduct all these
costs. First, you deduct under (a), the cost to nove it fromthe
| ease to the market center, and the quality deducti on.

(c) says you deduct the cost to nove it fromthe | ease
to the aggregation point, which presumably is sonewhere al ong the
line towards the market center. So there's a double costs there.

And the third one says you deduct per the quality
deduction, which appears to duplicate the quality deduction in (a).
So it looks like you' re double counting here to deduct. And
sonet hing needs to be either clarified or renoved.

In this case here, this is a pure hypothetical, under
the rules you would allow a $3 deduction; under what we think woul d
be a rational way of doing it, you deduct only a $1.75, the cost of
getting it fromthe | ease to the nearest market center.

Do you have a question on that?

MR. CHRI STNACHT: Wthout |ooking at this in nore

detail, | think it would be premature to coment on it.
MR. McMAHON: Okay. Qur further concern -- this is
the fourth one now -- is that in the case of a conpany that noves

crude to its refinery, directly to the refinery, then the rules
permt that conpany to go to MVB and argue that the valuation rul es

don't properly account for the true value of the oil. And they are
allowed to show the sales -- the purchase price of crudes that are
used at the refinery -- of other crudes.

And our deep concern here is that at least in
California what that would anmount to, say for Bakersfield
refineries, what that would anmount to woul d be sal es posted price,
pur chases posted price; so it would be a back-door way of getting
into posted prices again.
MR, CHRI STNACHT: Are you tal king about for the Rocky
Mount ai ns?

MR McMAHON: No. |I'mconcerned about California.

MR. CHRI STNACHT: So specifically what provision are
you - -

MR. McMAHON:  206. 103 (e) 21

It looked like -- | know there is a provision in the
Rocky Mountain Area. It looked like for all refiners that take the
crude fromthe lease and bring it to their refinery, they have the
right to go to MV and say, "W are still paying too nuch."

MR CHRI STNACHT:  Ckay.

MR, McMAHON: And they are allowed to bring in
consi derations of purchases, which in California would, for the
nost part, be posted price.

My final point really is not so nmuch -- well, it
| ooked |ike under the previous versions of the rules, on an
over-all bal anci ng agreenent, when they existed, would be automatic
that a conpany could not use these post-proceeds nethodol ogy.

Qur concern is that it |ooks |ike under the new



proposal 206.102 (c) 1 and (c) 2, it seens to place the burden on
MM to find out whether or not there's an over-all balancing
agreenent. And frankly, we think that's beyond the ability of MVB
to di scover without an extensive anount of work.

Over-all bal anci ng agreenents, we found, are sonetines
verbal wunderstandings rather than sonmething that's actually
witten. And the normal audit work of MMS is not going to turn
t hese things up.

So rather than have MVB just state if you have an
over-all balancing agreenent, you can't use the gross-proceeds
met hodol ogy with the conpany you purported to sell crude to, rather
than leaving it to MM5 to discover whether such things exist.

Those are ny coments.

SAM VAN VACTOR: Sam Van Vactor, Econom c |nsights.

A qui ck comrent and a question, perhaps, about the
exanple of the offshore crude oil and using the nearest market
center, Los Angeles, as the point of valuation on that.

Speaki ng as an econom st, | don't think it's ever
necessarily the nearest nmarket-setter that sets market value in the
field; it's really an indetermnate. It depends on the

ci rcunst ances.

And this particular exanple is a really good one,
because right now the OCS crude oil can go across the Al Anmerica
Pi peline and then down to
L. A It's a pretty expensive operation. It used to be quite
cheap. You could take it by tanker along the coast. | don't
believe they're allowed to do that anynore.

One of the consequences of that is it's over $4 to

shipit toL. A Wll, it'snot alot nore to shipit all way over
to the Gulf Coast. It mght have a higher value in the Gulf Coast,
whi ch woul d give it a higher net value at the well. Wether or not

it's going to be the Gulf Coast price that ultimtely sets market
value at the lease, or whether it's going to be the Los Angeles
price, depends upon the constraints on transportation, fluctuations
in the markets, and a whole lot of variables. You can't say in
advance that one specific market |ocation and one specific market
valuation at a refinery center less costs represents the |ease
val ue.

MR. McMAHON: Can | nmake one final comment on that
| ast point?

I think you would agree that if the crude at a
mnimum if the crude is shipped to the Gulf, if you're going to
use index pricing, you' re going to use the index price at the Qulf
to figure out what the cost is, rather than the price is in
Los Angeles. So you would subtract the transportation fromthat
price and not fromthe
Los Angel es price.

SAM VAN VACTOR  Well, | think | wouldn't get into the
specifics of howit would be done. That woul d depend absolutely on
the particular transaction and the particular point in tine.



My point is just rmuch nore general, that when you have
crude oil in a field, and it can be shipped to nultiple refinery
centers, you cannot predict in advance which of those refinery
centers are going to set a val ue which would determ ne the val ue of

the lease. It's a very conplex process, a dynam cs of demand and
supply that works itself out.
And frankly, it changes all the tinme. 1In effect, you

may have Los Angel es valuations that are setting value at one tine,
and have @l f Coast setting it in another.
MR CHRI STNACHT: Any other formal comments to be nade
at this tinme?
If you don't mnd, then, I'"'mgoing to go through a
nunber of questions that we have in the preanble that we would Iike
to comment upon. Don't feel if you don't want to comrent on them

you have to. | just would like to raise themin case they woul d
stinul ate sonme comments.
Again, | know we have been focusing here on

California, understandably so, since we are on the Wst Coast. But
we did ask in the preanble to talk about the definition of the
Rocky Mountain region. W did not include New Mexico in that m x
for a nunber of reasons. The State of New Mexico suggested that
they woul d nore appropriately be tied into Mdland than -- at | east
for Federal production, because nost of our production is near the
sout heast part of the state or in the southeast part of the state.

Any ideas about changing or anendi ng what the current
proposal for the Rocky Muntain states which would use that
different valuation systen? Right now it includes Utah, Col orado,
Wom ng, Montana, North Dakota and South Dakot a.

Any bites?
Okay. How about the definitions that we provide?
There are several that we changed. | think if you |look at the end

of the preanble, the first part we tal ked about, definitions, are
t here any comments?
SUZANNE NOBLE: Suzanne Noble wi th WSPA.

On your definition section, | didn't go back and check
your other proposals, but it's the same? | nean, as far as you're
just adding onto it? D d you add everything in? O did you just
show t he new ones that you added? | think you just carried it on
and i ncluded what you anended.

MR CHRI STNACHT: | think the preanbl e addresses sone
changes to that. To be quite honest with you, I'm not i mrersed

enough in this rule to know exactly what those iterations and
changes are.

I know the definition of sales has changed. There are
a fewothers in there. | know there are sone additional ones; the
Rocky Mountain Area woul d obviously be a new one.

MR, McMAHON: Did you the change arms-length

contract, Peter?

MR CHRI STNACHT: Yes, we did change the arm s-1length
rul e.



MR, McMAHON: May | neke a comment on that?
MR CHRI STNACHT: Yes.
MR. McMAHON: The problemthat | have wth it, it

seens to be kind of an off-on switch. It either is armis-length or
it's not. And that mght be msleading, especially to people
outside the industry, like politicians.

| nmean, it could be arms-length with regard to, say,
transportation, or quality differences between the two crudes being
exchanged, but not as to the -- you know -- the absolute price of
the crudes in the contract.

So it says, "W have opposing economc interests
regarding that contract," is anbiguous. It may be with regard --
| think you recognized that there are going to be sone contracts
for which you won't |look at the price of the contract, but you wl|l

still regard it for purposes of tracing downstream so to speak,
where there is an ultimte sale.

So | think you need to clarify that. It could be
arms-length with regard to certain things that would still nake it

usabl e for certain purposes, but not for others.
MR. CHRI STNACHT: Again, | would invite you to put
that in witten comments and detail that --
MR, McMAHON:  Sure.
MR. CHRI STNACHT: -- so we're clear on what your
concerns are.
| guess ny point on that is, if you ve |ooked at
these, certainly there are sone new terns in there as well as sone
t hat have changed. If you look, and if there are questions of
clarification or concerns about the definitions that are in here,
that's certainly what we woul d being asking for at this tine.
Again, if you have nore detail ed questions or concerns
about them you can also submt those in witing.
GREG MEI SINGER: Greg Mei singer, Aera.
Just a question as to MVS' s phil osophy for changi ng
t he presunption of control. In the |ast proposed rule, there was
a presunption of control between the two entities, 50 percent -- or
greater than 50 percent, there is a presunption of control if a
parent conpany owned 40 percent. And then also a rebuttal
presunption of independence if a conpany owned -- | think it was
| ess than 10 percent.
In this rule, to define independence, it was a flat 10
percent ownership or control
I was just wondering what was MVS's rationale for
maki ng that change from the last version of the rule and this
ver si on.

MR CHRISTNACHT: | really can't comment on that, not
havi ng been one of the primary authors. | know, if |I'mcorrect,
the '88 rules did include a 10 percent cl ause. "' m not exactly
sure. | think "affiliate"” did change fromthe '88 rul es.

GREG MEI SINGER  Yeah, it happened in this version,
yeah. It changed. Because we had actually tal ked about that with



you when you were out in Bakersfield |ast year. At that point in
time, it was still the '88 rule without really any comment by MVS.
It just changed to this 10 percent issue.

MR.  CHRI STNACHT: And you're tal king about the
"affiliate" definition?

GREG MEI SI NGER:  Yes.

MR. CHRI STNACHT: Any comments on the breakdown of,
now, three different regions of the country as opposed to the prior
two?

Qoviously, California, Al aska has not changed. The
Rocky Mountain is now a separate region

Does anybody want to tal k about the Rocky Mbuntain?
A lot of these questions are geared toward that. | certainly wll
go on if nobody wants to comment on those changes.

SUZANNE NOBLE: Suzanne Nobl e, WSPA.

I think it would be safe to say nost of us here are
interested in the ANS and not the Rocky Muntain region.

MR. CHRI STNACHT: Ckay.

Brian has already provided sonme comments on the
| ocation of quality transportation adjustnents. Any other further
coments on those, this version of the rule? Ckay.

Any comrents on lessee's ability to request an
alternate location of quality differential if it can show MVS
calculated differentials unreasonably under |essee's circunstances?
| know you comrented on that already, Brian.

kay. One of the main things we would like to hear
coments on today is the need to continue or to continue with the
process of the 4415.

In our view, probably the nost |ikely instance where
that would be needed is if you had a crude oil call that was
exercised, a nonconpetitive crude oil call, so that if it was a
conpany that was an independent, did not market their oil or have
actual transportation charges to a nmarket center that they could
rely on, they would need MV5 to cone up with a nunber for themto
deduct.

There's been sone talk in the past about if 98 percent
of the conpanies that would use this had actual transportation
information at their disposal, then this collection effort may be
a lot of time for very little gain. And those few cases where
there was no transportation nunber for those conpanies, that they
m ght be able to conme to MVB and negoti ate an agreenent as to what
t hat charge should be. That m ght be nore burden than it would be
worth for everyone invol ved.

Are there any comments on that particular need or |ack
thereof to continue wth the 4415?

Jim

JAMES McCABE: Jim McCabe, City of Long Beach, State
of California.

I can't comment in detail because | haven't | ooked
personally at that closely. | would wonder whether the information



you collect on the forns could, however, serve as a reality check
on the nunbers that were, in fact, deposited to you by individual
conpani es that did have their own figures.

MR. CHRI STNACHT: Okay. Any comments on the form
itself submtted, on the collection of the information, whether or
not it would indeed allow MVS to obtain the information that it
needs? Qher comments, perhaps, on the clarity of the instructions
or the formitself?

SAM VAN VACTOR: Sam Van Vactor, Econom c I|nsight.

I haven't had a chance to really study the form And
| would just comment that the variables that go into crude oil
exchanges are very conplex, and that there's a |ot of noneconom c
-- a lot of economc inpacts that nay or may not be picked up.

So ny guess what you're going to get fromthese forns
is agreat variability in the values. It would be a very difficult
job to actually valuate any type of transportation costs. I
suspect it would not be worth the effort. You m ght consider a
pil ot programor sonething like that if you' re uncertain.

MR CHRI STNACHT: One last thing | would like to bring
up is MW s novenent toward an index price that is tied to the
month reported in the publications versus the way that we
previously had it.

What we did was change from using prices that were
determ ned during the same nonth of production, i.e., the problem
with that was, in effect, the day the oil cane out of the ground to
goi ng back a month prior, which if it was February's production, it
woul d be the nonth when February's punp nonth was reported, which
in actuality, would be the period prior to when the price was
determned, prior to when the oil is comng out of the ground. W
got a nunber of coments cone from industry preferring that
approach. We would certainly like to open that up for discussion
if anyone would like to corment on that. Probably in the Iong run
it would be a wash, but there nay be sone concerns.

| have quarter of 11:00.

Suzanne.

SUZANNE NOBLE: Were you cl osing?

MR. CHRI STNACHT: Soon. Looks that way.

SUZANNE NOBLE: | still kind of have nmaybe two
guestions --

MR CHRI STNACHT: Sure.

SUZANNE NOBLE: -- and a couple of closing coments.
| know I"'mnot following along with the specific categories, but if
you would allow nme to -- go ahead. 1'Il wait.

MR. CHRISTNACHT: Al | was going to say was if

anybody has any further questions or comments, now would be a good
time to raise them

Suzanne first.

SUZANNE NOBLE: Suzanne Nobl e wi th WSPA.

One question that came to m nd was, has this proposa
been eval uated through any of its stages, been evaluated through a



NEPA process? Certainly it would have effects on industry.
MR CHRI STNACHT: Help nme out wwth the acronymthere.
SUZANNE NOBLE: NEPA, National Environnental Policy

Act .

| guess this is nore sonething that BLM deals wth,
everything they do. So | was wondering. | just saw that.

MR. DOVAGALA: If you |look at the procedural matters
section, you'll see all the requirenents that need to be net as far

as putting a rule out, includes the Paperwork Reduction Act. Wen
you ask for a form such as the 4415, it tal ks about the econom c
i npact which is under Executive Order 12866. It detailed several
requirenents that need to be net in order for the rules to be
published. And in that section, that will detail what we have done
to meet these requirenents.

DAVID G LBERT: David Gl bert, Cl PA

Does that also include |like the red flags for the
SBREFA, the Snmall Business Regul atory --

MR. DOVAGALA: Yeah, right.

DAVI D G LBERT: Ckay.

MR, DOVAGALA: That's under procedural matters. You
see that in the preanble, toward the end of the preanble.

DAVI D G LBERT: There wll be a small business
anal ysi s done?

MR. DOVAGALA: There was an inpact -- an economc
i npact analysis was done in terns of the actual inpact on snall
busi nesses.

W did an analysis that detailed the very m nimal
i npact on small businesses.

MR CHRI STNACHT: For reporting purposes, it was felt
that small busi nesses would not need to --

MR DOVAGALA: Right, froma reporting standpoint, the
smal | business inpact, we felt was small. So there was not a
separate small business inpact study perforned.

We feel that the rule primarily inpacting snal
busi ness is not going to change the way that they do business to
conply with the new rule because we feel that nost of the smal
busi nesses will continue to value based on gross proceeds.

DAVID G LBERT: But if a small business were to be
part of a marketing cooperative, would this not then have an i npact
to the way they conduct their business?

MR CHRI STNACHT: Could you el aborate on that, David,
how t hat scenari o woul d unfol d?

DAVID G LBERT: Well, there are marketing cooperatives
in California that producers belong to that they aggregate their
production so it can be marketed, and those producers who may not
have the capability of transportation or nmarketing thenselves
because of their small quantities, but in total they can get a
better value for their crude. But they are still small businesses.
Whul d that not sonehow i npact the way they do their business?

MR CHRISTNACHT: Are you in a position to tell us how



much oil is noved that way, or what the inpact would be?

DAVID G LBERT: | could guesstimate. |'mnot sure of
t he exact nunbers that they market. But it would -- | would safely
say it's about 10,000 barrels a day.

MR DOVAGALA: W're assumng that even if they are in
that type of arrangenent that you're describing, the magjority of
the crude is going to be sold arm s-length, so they are going to
use gross proceeds. In that case, there's really no difference
under this rule than what they are doing now. So that's our
assunpti on.

If you have specific exanples, if you can detail that.

DAVID G LBERT: W heard a |l ot of hypotheticals today.
|f a conpany were to belong to a marketing cooperative, and then as
they turn their crude over to that cooperative, and then that

cooperative goes out and narkets that, is that an arnis-length
transaction to give it to that marketing cooperative?

MR. DOVAGALA: If it neets the ternms of an
arm s-length definition, which we described. If, indeed, there are

opposing economc interests there by the parties that are
unaffiliated, then it may be arm s-I|ength.

DAVID G LBERT: Al right. But if you haven't done
the SBREFA, in this particular instance, wouldn't that be subject
to some type of congressional review of the regul ation under the
condi tions of SBREFA?

MR. DOVAGALA: Right. W've actual gone above and
beyond sone of the requirenents for this rule. It does not --
under our analysis, it does not have an inpact over one hundred
mllion dollars. So technically by definition the rule would not
be considered significant by OWB' s definitions.

However, because of the anount of industry feedback we
got, we decided that the rule was, indeed, significant. So we went
ahead and did the full-blow Executive Oder 12866. |If you | ook at
that, which is available on the internet, it has a ot of details
interns of what we feel the inpact would be on sone of the |arger
conpani es, t he smal | er conpani es, and t he gener al
busi ness-operating changes that we would foresee under the new
rul e.

DAVID G LBERT: Refresh ny nenory. |[|s that hundred
mllion dollar threshold, is that total inpact the rule, or is that
only what the effect of the rule would have on those individual
busi nesses that would qualify as small business, or is it total
effect?

MR. DOVAGALA: It's the total effect.

DAVI D G LBERT: Ckay. Okay.

SUZANNE NOBLE: Has this proposal been scored by OVB?

MR.  CHRI STNACHT: Yes, it's been | ooked at and
revi ewed by them
SUZANNE NOBLE: Which version? | guess they are al
t he sarme.



MR, DOVAGALA: OMWB has copies of everything you find
in the procedural matters section, has been sent to QOVB.

SUZANNE NOBLE: Wiat's the score for budget analysis
and so forth?

VMR, DOMAGALA: W haven't got any feedback from OVB
yet .

SUZANNE NOBLE: It's probably prenature.

MR, CHRI STNACHT: They certainly haven't given us
feedback on the form the earlier versions. We followed their
recommendations to try to sinplify the form but they are stil
under the sixty-day review and wll be sending comments
specifically about the rule to us.

DAVE G LBERT: Aren't gas royalties the third | argest
contributor to the Federal ?

MR. CHRI STNACHT: They are second or third.

SUZANNE NOBLE: They are second.

DAVID G LBERT: Isn't it like between $4- and $6
billion per year?

MR. DOVAGALA: 4.1, yeah

DAVI D G LBERT: Wat do you expect to increase your
royalty collections to with this rule?

MR. CHRI STNACHT: |'msorry, David. \Wat?

DAVI D d LBERT: What do you expect your royalty
collections to increase to under this rule?

MR CHRI STNACHT: Currently, right now, oil, currently
about one billion a year for oil.

MR. DOVAGALA: At least in '96.

MR. CHRI STNACHT: Yeah. So --

DAVID G LBERT: Wth the bonus bids and all the other
things that are involved in the | easing, you guys coll ected about
4 in '96, right?

MR. DOMAGALA: Wth 4.1, that's oil and gas.

DAVI D G LBERT: Ckay.

VMR, DOVAGALA: I"'m talking oil only is about 1
billion.

MR. CHRI STNACHT: Gas is higher than oil.

DAVID G LBERT: So, what do you expect to increase
your revenues to from-- | nean --
MR. DOVAGALA: According from the analysis, 66
mllion.

DAVID G LBERT: 66 mllion additional dollars?

MR. DOVMAGALA: Yeah, based on '96 dat a.

MR. CHRI STNACHT: Prices.

MR. DOMAGALA: Right.

DAVI D G LBERT: The average price in '96 was what?

MR. CHRI STNACHT: 18.

DAVI D G LBERT: 187

MR. CHRI STNACHT: Roughl y.

MR. DOMAGALA: | don't have that in front of ne.

If you want to | ook at the details of where we cane up



with the 66 mllion, that's avail abl e.

DAVI D d LBERT: No. I"m just curious. Because,
again, |I'mkind of going back to the whole problem [ think we
have a problemw th the fact that there is -- | nmean, | don't know

who in the public is clanoring for this rule to nove forward.

MR. DOVAGALA: Well --

DAVI D G LBERT: Royalty owners --

MR. DOMAGALA: As Peter said, MV5 has a |lot of
custoners that we need to be accountable to. That i ncl udes
i ndustry, public, states, the Indians. W have a | ot of custoner
base that we need to account for.

So there are groups, and they are represented here
today, that are in favor of neking sone changes to nove away from
post ed pri ces.

DAVI D QG LBERT: Yeah, but it's in their own
self-interest to be supportive of this. Then they can say, "Look,
the Federal governnent is doing it; so this is how we have to
manage our business.”

MR. DOMAGALA: |If you want to put that in a witten
comment, that would be great.

MR, CHRI STNACHT: Suzanne.

SUZANNE NCBLE: To comment on your response, Dave, and
al so to ask a question. Congr esswonan Mal oney, Denocrat of New
York, has been a driving force on this valuation ruling
politically. And she introduced two pieces of legislation |ast
year; nore significant was 1107, HR-1107, which was called the
Royalty Collection Format." And this basically, in one sentence,
would be the transfer of royalty collection taken from DA and
given to the Departnent of Treasury.

MR, CHRI STNACHT: That's right.

SUZANNE NCBLE: Do you have a status of if she's still
proposi ng that? I know they had a few hearings on the Hill
regarding it. And | know this is one of the forces that encouraged
the Interior to nove forward as quickly as possible with the
r ul emaki ng. Can you guys give ne a status if that's still her
initiative?

MR. CHRI STNACHT: | don't know of --
MR. DOVMAGALA: | couldn't give you any information.
MR CHRI STNACHT: | don't know of any updates on that

ot her than, yes, that |egislation has been introduced.

But in fairness, before even Congresswonman Mal oney
took up the cause of royalty <collection, the task force
i nvestigating crude oil under valuation in California recomended
as part of their recommendations to the Assistant Secretary that we
| ook at revising the crude oil rules. So that that was certainly
i ndependent of any of the congressional pressure on us, well before
this issue surfaced publicly.

SUZANNE NOBLE: Yeah, that should be stated. And I'm
well aware of the task-force efforts at that tine and the
congressional pressure that foll owed thereafter.



You know, we just want to say on behalf of WSPA, once
again, that we are very displeased to continue to see Al aska North
Sl ope spot prices to remain in the rule. W feel that the only
place that this leads is to nore litigation.

And with that said, you know, we want to urge you once
again to abandon this approach. And |'ve got to put in a plug here
for royalty in-kind. Your goal, MVS has always stated their goal
is to elimnate posted prices for California to add a nore

certainty, if you wll, to valuating oil
RIK would elimnate this uncertainty about the val ue
of oil production. It would elimnate the cost of litigation. And

in our mnds, it seenms to be the only revenue-neutral proposal
that's been put on the table so far, of course, by us.

Isn"t it -- | don't know, we feel this is alittle
nmore reasonable and logical than a docunent, an unprudent,
unwor kabl e i ndex approach such as the Al askan North Sl ope.

Once again, soneone once told ne that "new' and
"change" 1isn't synonynous necessarily wth "better." And it
appears to us that this seens to be the problemw th this issue.

Politically, we realize that DO has to prove to the
H |l that they have nmade a change, quote, unquote, "to solve this
percei ved problemw th valuation.” It just seens they are going to
make this change even though it's not necessarily for the better.

To change sonething just to inprove it is one thing,
but to have change just for the sake of change politically is
anot her.

MR. CHRI STNACHT: Sam you had anot her question, did
you not ?

SAM VAN VACTOR | did have maybe a brief coment, and
then on your issue of pronpt versus current nonth. As you probably
know, posted prices are based on a different timng structure than
the spot prices reported by the press services or by NYMEX

I think the crucial point here is exactly what you
said, is consistency, and that you don't put the conpany or
yourself in a position where you' re collecting the higher of either
March or April's price; that's what you want to avoi d.

MR. CHRI STNACHT: Ri ght.

['I'l invite anybody el se to make a comment or raise a
guestion while we're still here.

DAVID G LBERT: If we have a statenent, can we just
submt it for the record?

MR. CHRI STNACHT: You certainly can.

Bri an?

MR McMAHON: One final comment: No one defends
posted prices.

MR, CHRI STNACHT: Suzanne?

SUZANNE NOBLE: | don't know if that's a statenent
that should be made for all of us here; perhaps a few, but not all.
MR CHRI STNACHT: Ckay. Well, if there are no further

comments or questions, | would certainly thank all of you for



comng today. W appreciate your turnout and input into the rule.
And we certainly have enjoyed this neeting.
Thank you very nmuch for com ng.

(Public Hearing concluded at 11:00 a.m)
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