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RRC CONDUCTS HEARING ON RANGE RESOURCES CASE
On Wednesday, January 19, the Railroad Commission (RRC) held a hearing to listen to allegations
on possible methane contamination of water wells in Parker County by Range Resources. Accused of
Texas
leaking natural gas into a shallow aquifer that supplies drinking water to local residents in the Barnett
Independent
Shale region, the company has been under attack by the United States Environmental Protection Agency
Producers and
(EPA). On December 7, 2010, the EPA issued an emergency declaration and order against Range
Royalty Owners
Resources, blaming them for the leak, a charge Range Resources fully denies. As a result, the EPA
Association
demanded the company provide alternative water to affected residents, install explosivity meters and
conduct studies to analyze the water wells.
After contending Range Resources has failed to meet all requirements, the U.S. Justice Department (DOJ) filed a formal complaint
on Tuesday, January 18, in a Dallas federal court seeking full enforcement of the order. The DOJ also requested the Dallas court to
enforce a civil penalty of up to $16,500 per day of violation. According to the filed complaint, "while Range offered to provide two
affected residences alternative drinking water and installed explosivity meters in their homes, it has failed to comply with other
requirements to conduct surveys of private and public water wells in the vicinity, to submit plans for field testing and to submit plans to
study how the methane and other contaminants may have migrated from the production wells." Meanwhile, in a seperate court hearing
held the same day, U.S. District Judge Lee Yeakel granted lawyers for Range Resources the right to take deposition of an EPA Official
regarding the investigation. Yeakel noted the case as being extremely significant. "I think we're dealing with parallel proceedings here
(of the EPA and Railroad Commission) that are of extreme significance and will be significant around the country, based on the amount
of publicity that (natural) gas and groundwater is getting in virtually every publication and every media outlet that there is," added Yeakel.
At the same time, Railroad commissioners originally reacted to the situation by blasting the EPA for acting prematurely, explaining the
RRC was in the middle of an investigation and had not yet reached final conclusion on the source of the gas in the contested case.
TIPRO's Senior Vice President Rich Varela attended Wednesday's hearing at the RRC, offering a unique perspective from his 30 years
of experience in the oil and gas industry and previously serving as executive director of the RRC. "My initial impression of the first two
witnesses was that they offered solid testimony," said Varela. "They supported Range's position that the source of methane gas in the
water wells was from the Strawn formation which underlies the water aquifer in the area. Evidence was presented that the methane gas
was present in the aquifer long before the existence of Range production wells. Overall, their cases appeared to be strong, with 5 more
witnesses still needing to present." One of the experts to talk, Norm Warpinski, said that in his opinion "the fracturing caused by Range's
drilling couldn't possibly be the reason for contamination of the Lipsky or any other wells." According to Varela, based on the evidence
presented by the first two experts alone, it is apparent Range Resources did not contaminate the water wells in the Barnet Shale region.
EPA officials contend that regardless of any actions by the Railroad Commission, their order will still remain in effect.

EPA WINS ANOTHER ROUND IN REGULATION DISPUTE WITH TEXAS
After Texas Attorney General Greg Abbott filed a motion to stop the United
States Environmental Protection Agency (EPA) takeover of regulation of
greenhouse gas emissions, the Court of Appeals for the District of Columbia
Circuit has elected in favor of the EPA. Explaining Texas did not do enough to
satisfy stringent standards required for a stay, the court denied attempts to
block federal permitting of major sources of greenhouse gas emissions. This is
the third time in two months that Texas has lost legal fights to stall the EPA and
their permitting takeover. The new program, which took effect on January 2,
requires companies to implement the "best available control technology" for
reducing emissions when they build or modify an industrial plant, with permits
granted from the EPA rather than the Texas Commission on Environmental Quality (TCEQ).
In response to this latest development, Texas officials have announced they will continue to press forward with lawsuits that challenge
EPA regulation. Their main argument is the federal agency does not have the legal authority to regulate industrial carbon dioxide under
the Clean Air Act. "With the jobs and livelihoods of thousands of Texas families and businesses at risk, Texas will continue to challenge
the EPA's unlawful overreach," said Lauren Bean, spokeswoman for Abbott.
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CHAIRMAN’S MESSAGE
TIPRO Members,
With the start of a new legislative session and developments on several other important fronts for our
industry, now more than ever is it important for us to take proper action to ensure continued success for the
energy sector.
The Sunset Advisory Commission recently released its final recommendations for proposed changes to state
agencies like the Railroad Commission (RRC) and the Texas Commission on Environmental Quality (TCEQ).
We now must quickly react to the situation at hand, and work in an efficient manner to respond before our state
representatives and senators examine the Sunset Commission's proposals during the 82nd legislative session.
Among other things, one of the biggest issues to jump out is the proposal of self-funding the RRC. If we aren't
careful, this could result in the industry being forced to supply additional funds to meet this high demand,
causing us to take on more liability to come up with millions of dollars for extra revenue through new fees. At
a time when legislators are having to work hard to find ways to balance our state budget and make up for
extreme budgetary deficits, we know that regulated industries will need to be prepared to educate our legislators Stephen N. Castle
on all the existing taxes and fees we currently pay. However, the industry already carries a heavy financial
burden for the state. Therefore, we need to push for other alternatives to be considered first - such as reappointing a percentage of current
industry contributions to the Oil Field Cleanup Fund and General Revenue and modernizing Commission operations and directing the
resultant savings to other areas of the agency where staff is lacking. Only once all alternatives have been exhausted should we begin to
discuss more fees to be pushed on our state's royalty owners and producers.
Overhaul of the federal income tax also remains a critical issue to watch. President Obama and his administration have announced that
they will have an economic team composed of Treasury Department analysts review possible ways to close loopholes and simplify income
taxes for corporations and individuals. All this aims to remove the complex buildup of deductions, credits and exemptions already in place
with the current tax code. Without available tax breaks or incentives for drilling operations, independent producers and royalty owners
could be significantly impacted, for the worse. As this situation unravels, and officials begin to develop ways to manipulate our federal
budget, we must fight hard to keep those incentives that are necessary for exploration and production in Texas and throughout the United
States.
Moreover, the EPA continues to target Texas regarding our state regulation of air emissions. Although it seems our state officials have
run out of immediate options to rectify this situation, they have promised to continue pressing forward to preserve our state's rights to
regulate and will continue to file lawsuits that challenge the EPA's takeover. We will need to join in this fight, as it is in all of our best
interests to continue to allow TCEQ the authority to control the state's greenhouse gas permitting program. Also, we want the Railroad
Commission to continue to regulate oil and gas exploration and production, including fracing, and not the EPA or some other federal
agency.
Finally, as our 65th annual convention draws near, I want to encourage all of our members to sign up and register now. Your attendance
will be extremely important as we gather to discuss issues most prevalent to the industry today. Don't miss out on the chance to hear from
experts on a wide variety of topics, from state issues to economic perspectives and a global energy outlook, as we continue to develop
strategy on ways to move forward on the most crucial topics at that time. Remember TIPRO exists to preserve the ability to explore and
produce oil and natural gas and to promote the general welfare of its members.

Sincerely,

Calendar of Events
FEBRUARY 9, 2011
H O U S TON
IPAA/TIPRO
(Wednesday)
Leaders in Industry
Luncheon, 11:30 a.m.
Houston Petroleum Club
For info, call: (512) 477-4452.

FEBRUARY 17 & 18, 2011
H O U S TON
NAPE EXPO
Visit us at booth #3564
George R. Brown
Convention Center
For more info,
visit: w w w.napeexpo.com.

MARCH 1 & 2, 2011
AUSTIN
TIPRO s 65th
Annual Convention
Omni Downtown
REGISTER NOW!
For info, call: (512) 477-4452.

MARCH 9, 2011
H O U S TON
IPAA/TIPRO
(Wednesday)
Leaders in Industry
Luncheon, 11:30 a.m.
Houston Petroleum Club
For info, call: (512) 477-4452.
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PUBLIC AFFAIRS UPDATE
The 82nd Legislative Session is underway and so far things are progressing as expected. After a lot of media
attention and fanfare, the Speaker's race was decided overwhelmingly in favor of Joe Straus continuing to lead
the House of Representatives. Bills continue to be filed in both houses, although so far the total count is down
from last session. Everyone is waiting for committee assignments in the Senate and the House to be
announced, and they are expected by the end of January. We will certainly keep you updated as things develop, because once assignments are made and the shuffling stops, legislation will start working its way through
the system and the real fight will begin. Without question, the biggest battle to be fought this session will be
over the State's budget shortfall. The House has released its version of an appropriations bill this week, and
eventually we will see a Senate version and a Governor's version as well. With a gap of almost $27 billion,
legislators will be trying to find money anywhere they can, so we will be working hard to protect our industry's interests.
Teddy Carter
Outside of the Legislature, the TCEQ is scheduled to meet to discuss permit by rule for oil and gas on
January 26, and TIPRO continues to communicate concerns to the agency. Also, TIPRO staff has been diligently working with other associations, Railroad Commission staff, and legislators to resolve issues resulting from the implementation of legislation passed last session.
We should have more details on this at a later date.
As Director of Public Affairs, I am committed to protect and advance the interests of the entire TIPRO membership. It is my hope that
these updates will provide you the knowledge and comfort that we never stop working for you. Thank you for placing your trust in us.
Should you wish to contact me, I can be reached at headquarters by phone at (512) 477-4452 or via email at tcarter@tipro.org.
--Teddy

NEW STATE BUDGET PROJECTIONS RELEASED
While original estimates predicted the Texas budget deficit to be around $18 billion, it now appears that the budget shortfall will be
closer to $27 billion. State Comptroller Susan Combs held a press conference on Monday January 10, where she issued her Biennial
Revenue Estimate for the 82nd Legislature. The Biennial Revenue Estimate reports the amount of revenue that will be available for the
Legislature to spend in the 2012-13 state budget, which will be discussed during this coming legislative session. Down from the $87
billion used in the current budget cycle, Texas is projected to collect only $72.2 billion in taxes, fees and other revenue for the 2012-2013
budget. With the state requiring $99 billion to maintain state services at their current levels, this will leave a gap of nearly $27 billion.
On Tuesday, January 18, the Legislative Budget Board released a draft of the budget which aims to reduce government spending by
16 percent and could cut 9,610 state jobs. This base-line budget will serve as a starting point for legislators to establish the best way to
account for the lack of funds, without any tax increases or pulling money from the state's Rainy Day Fund. Nearly every category will
be affected, with drastic cuts in education programs, criminal justice operations, and health and human services. Overall, the initial
proposed base-line budget will allow for $156.4 billion in spending from federal and state revenue, which is down $31.1 billion for
previous budgets.

RRC CHAIRMAN MICHAEL WILLIAMS RESIGNS
Chairman of the Railroad Commission (RRC) Michael Williams announced on Wednesday, January 19, that he has elected to resign
his post. With his last day announced to be on April 2, Texas Gov. Rick Perry may appoint an interim commissioner to serve out the
remainder of William's term, which was set to end in 2014. Williams has been at the RRC since September 1999, committing more than
12 years at the state agency. Following his resignation, it is expected Williams will devote his time and effort towards replacing Kay
Bailey Hutchinson, who announced that she will not seek another term in the U.S. Senate.

STRAUS RE-ELECTED AS SPEAKER OF THE HOUSE
Republican Joe Straus of San Antonio was re-elected as Speaker of the House of Representatives on Tuesday, January 11, 2011. Initial
challenges for Speaker were made from Ken Paxton of McKinney and Warren Chisum of Pampa, but Straus remained the favorite to win
throughout. Winning the vote 132-15, Straus kept the majority of support, and will continue to lead the Texas House through the coming
legislative session. TIPRO offers our congratulations to Rep. Straus!
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TIPRO RESPONDS TO ARTICLE “TEXAS GAS DRILLING’S ‘RULE 37’ IS EMINENT DOMAIN BY ANOTHER NAME”
On Tuesday, January 11, 2011, TIPRO’s President Justin Furnace wrote the following letter to Fort Worth Star-Telegram columnist Mike
Norman. This came in response to Norman’s recent article “Texas gas drilling’s ‘rule 37’ is eminent domain by another name,” published
on January 7, 2011. Among other things, the letter seeks to address the incorrect comparison of the Railroad Commission’s Rule 37 to
eminent domain.

Dear Mike,
As President of the Texas Independent Producers and Royalty Owners Association, I have the good fortune to represent over 2,100
royalty owners and independent operators in Texas. I must say, I am very troubled by the article published in your paper on January 7,
2011, entitled "Texas gas drilling's 'rule 37' is eminent domain by another name." The premise of this article is that the Railroad
Commission's spacing rule, Rule 37, has become "eminent domain of the mineral lease world." Rule 37 was originally established in 1919
and is in place to protect and balance the interests of all mineral owners that have an interest in or near a drilling unit. That is exactly what
it does.
First, the rule has very little or nothing in common with the sort of "eminent domain" contemplated by the article. Eminent domain in
a legal sense is defined as the inherent power of a governmental entity to take privately owned property and convert it for a public and/or
commercial use. The author focuses on the purpose of the taking by saying: "But you darn sure can't have your property taken away just
so someone or some company can make money." This was a reference to a 2009 Constitutional amendment restricting the use of eminent
domain to public purposes in Texas. However, the author, in a bit of sensationalism, forgot to ask the first question you must ask yourself:
"Is this really a taking at all?" The answer is absolutely not.
The minerals are still beneath the surface both before and after a Rule 37 exception is granted, and their ownership is unchanged. All a
Rule 37 allows for is a wellbore to produce closer to an unleased tract than the applicable rule requires. For example, a wellbore may be
allowed to produce within 200 feet of an unleased tract, rather than the 330 feet required in the rule. In these cases, there is no other way
to recover the applicant's minerals. If any affected person objects to the Rule 37 application, it is granted only after a rigorous hearing and
technical review in which the unleased party has had every opportunity to protect his or her interest in their minerals. Further, the unleased
mineral owner has every right to prove that the exception is not necessary. It is almost always in the best interest of the applicant to seek
an accommodation with any mineral interest owners within the minimum spacing distances. An application for a drilling permit which
does not require a Rule 37 exception can often be granted on the same date it is filed. However, for a Rule 37 exception, there is a 21 day
notice period which allows any affected person to file a protest, a time period for the scheduling and providing notice of a hearing,
conducting the actual hearing, the examiners' preparation of a proposal for decision, the Commission's action on the proposal for decision,
and finally the exhaustion of any administrative review process. In a best case scenario, a protested Rule 37 hearing will delay the issuance
of a permit by at least 3 months, if not longer depending on the complexity of the matter.
Why should the Railroad Commission grant Rule 37 exceptions? The answer is twofold, a balancing of correlative rights and allowing
the applicant to recover a fair share of his minerals. If we would say that this one small tract owner has the right to prevent the drilling of
a well, then we would be depriving the owner or lessee of the mineral rights next door and/or the cotenants who have leased their
minerals, of their fair chance to recover oil or gas. That is the true "taking" in this scenario. My neighbor is "taking" my right to develop
my minerals and receive an economic benefit. In fact, the spacing rules themselves would not be a legitimate exercise of the State's
authority if they did not allow for exceptions in individual cases.
This logic does not hold true in reverse. In Texas, we long ago passed legislation to protect unleased owners of small tracts. It is called
the Mineral Interest Pooling Act (MIPA). This law allows for small tracts of land to force their way into a well even if the oil and gas
company does not want them in. So if someone refuses to lease and then sees that the well will get drilled anyway, under MIPA, they can
try to make sure they receive the same or similar economic benefit their neighbor received.
Although the Barnett Shale is a new development in Fort Worth, oil and gas development in Texas is a century old proposition. For over
a hundred years, Texas has developed this delicate legal balance between rights of neighboring mineral owners. To compare a Rule 37
procedure to eminent domain or mislead readers into thinking these individuals are without recourse with regard to payment for their
mineral interest is intellectually dishonest.
Sincerely,

Justin Furnace
President
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SUNSET PANEL RELEASES FINAL RECOMMENDATIONS
WHAT CHANGES MIGHT LIE AHEAD FOR THE RRC AND TCEQ

S

weeping changes could be in store for state agencies the Railroad Commission (RRC) and the Texas Commission on
Environmental Quality (TCEQ), both of which are currently undergoing review by the Sunset Advisory Commission. This
12-member panel works to evaluate the effectiveness of state agencies and determine ways to identify cost-saving measures.
Meeting on Wednesday, January 12, the Advisory Commission finalized details of their proposal for changes to be made at the agencies,
which will be presented to the Texas House and Senate in early February.
In a vote of 8-4, the Commission elected to propose a drastic change in the leadership structure for the RRC, pushing for one elected
commissioner rather than three. This individual would serve out a four-year term. While many have expressed concerns that this could
give one person too much power with regulation of the entire oil and gas industry, others have voiced their support. Saying this move
could help consolidate power, it would make leadership of the agency more effective. "It will be faster. You will have focus and
accountability in the hands of one person," said RRC Chairman Michael Williams. "And when the election comes and the voters don't
like it, they can send that person home." Should this resolution pass in the Texas Legislature, the RRC would have a single
commissioner, with the governor making the initial appointment to the position. Then, from that point on, the following commissioner
would be determined from statewide election.
The Sunset Commission will also suggest the abolishment of the 116-year old RRC, replacing it with the Texas Oil & Gas Commission.
Another recommendation will include moving rate cases for review to the State Office of Administrative Hearings. Sen. Robert Nichols
put forth an additional proposal that would restrict political fundraising for sitting commissioners and prospective challengers to oneyear before the next election, but allow for late-train fundraising before legislative sessions.
The TCEQ is also under evaluation by the Sunset Commission. Wednesday's meeting revealed the TCEQ will continue to maintain
most of its regulatory authority and organizational structure. Agreeing with most staff recommendations previously made in December,
the Sunset Commission proposed the agency transfer authority for making groundwater recommendations to the RRC and suggested the
Office of Public Interest Counsel improve so that it can better answer public questions regarding permits and environmental justice
issues.

TIPRO’s 65th Annual Convention
March 1-2, 2011
Austin Omni Hotel
Only 39 more days until TIPRO’s 65th Annual Convention!!
Full of expert presentations on topics most pertinent to the oil and gas
industry today, this will be an event you don’t want to miss out on.
Make plans to join us now by registering for this exciting event.
Learn more and download a registration packet by visiting
our website at www.tipro.org!
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TIPRO A NNUAL C ONVENTION M EETING A GENDA
T UESDAY - M ARCH 1

W EDNESDAY - M ARCH 2

10:00 a.m. R EGISTRATION O PENS

7:00 a.m. R EGISTRATION O PENS

GENERAL SESSION

GENERAL SESSION

1:00

8:00

W ELCOME A DDRESS
S TEPHEN C ASTLE

C OWBOYS R ESOURCES C ORP. & TIPRO C HAIRMAN 9:00

O PENING R EMARKS
LT. G OV. D AVID D EWHURST

M EMBERSHIP B REAKFAST
PAST C HAIRMAN ’ S R ECOGNITION
INTRODUCTION & WELCOME
S TEPHEN C ASTLE ,
C OWBOYS R ESOURCES C ORP.& TIPRO C HAIRMAN

9:05

S TATE I SSUES P A N E L
J AMES L E B AS
F ORMER S EN . K IP AVERITT
J IM G RACE - B AKER & B OTTS
M ODERATOR : T EDDY C ARTER , TIPRO

F EDERAL C ONGRESSIONAL S PEAKER
R EPRESENTATIVE R ALPH H ALL
I NVITED

10:00

“ANTICIPATING THE IMPACT
A BDON R ANGEL

3:30

BREAK

11:00

B REAK

3:45

“GLOBAL ENERGY OUTLOOK”
SCOTT TINKER

11:15

C APITOL C ALL U P
G ENERAL I NFORMATION

BUREAU OF ECONOMIC GEOLOGY,
THE UNIVERSITY OF TEXAS AT AUSTIN

12:00

L U N C H O N T H E L AW N
S O U T H W E S T C O R N E R O F C A P I TO L G R O U N D S

5:00

W ELCOME

1:00

H AT S O F F A W A R D P R E S E N TAT I O N
2011 RECIPIENT

7:00

D INNER

2:00

TIPRO C APITOL C ALL U P
A PPOINTMENTS WITH L EGISLATORS

5:30

C HAIRMAN ’ S R ECEPTION AND D INNER
F ORMER G OV. M IKE H UCKABEE

1:30

P OLITICAL O UTLOOK PANEL
H ARVEY K RONBERG - T HE Q UORUM R EPORT
E VAN S MITH - T HE T EXAS TRIBUNE
M ODERATOR : J USTIN F URNACE , TIPRO

2:30

TO

A USTIN R ECEPTION

ON YOUR OWN

To reserve your room at the
Omni Austin Hotel
Downtown,
please call (512) 476-3700
and ask for the TIPRO
discounted rate of $184.
The cutoff for the room rate
discount is

February 8, 2011.

OF

FEDERAL TAX REFORM”

P RICEWATERHOUSE C OOPERS LLP

OF

G ROUPS

AND

PACKETS

THURSDAY - MARCH 3
8:30 a.m. TIPRO A UDIT C OMMITTEE M EETING
A USTIN R OOM

10:00

TIPRO B OARD M EMBER M EETING
A USTIN R OOM
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C O N V E N T I O N S P O N S O R S H I P O P P O RT U N I T I E S
GOLD LEVEL
$10,000
-Sponsor will receive four all access badges to the
Convention
-Four additional tickets for non-registered guests to the
Chairman’s Dinner
-Reserved table for eight at Chairman’s Dinner
-Acknowledgement in all promotions, including: mailouts,
e-blasts and website notifications
-Full-page advertisement in the Convention program and
half-page advertisement in the TIPRO Target newsletter
-Premium signage during Lunch on the Lawn with Legislators

BLUE RIBBON
$3,500
-Sponsor will receive two all access badges to the
Convention
-Acknowledgement in all promotions, including: mailouts,
e-blasts and website notifications
-Quarter-page advertisement in the Convention program
-Half-page advertisement in the TIPRO Target
newsletter

RED RIBBON
$2,500
-Sponsor will receive one all access badge to the
Convention
-Acknowledgement in all promotions, including: mailouts,
e-blasts and website notifications
-Quarter-page advertisement in the Convention program
-Quarter-page advertisement in the TIPRO Target
newsletter
SILVER LEVEL
$7,500
-Sponsor will receive three all access badges to the
Convention
-Three additional tickets to invite non-registered guests to
the Chairman’s Dinner
-Acknowledgement in all promotions, including: mailouts,
e-blasts and website notifications
-Full-page advertisement in the Convention program
-Half-page advertisement in the TIPRO Target newsletter

BRONZE LEVEL
$5,000
-Sponsor will receive two all access badges to the
Convention
-Two additional tickets to invite non-registered guests to the
Chairman’s Dinner
-Acknowledgement in all promotions, including: mailouts,
e-blasts and website notifications
-Half-page advertisement in the Convention program
-Half-page advertisement in the TIPRO Target newsletter

WHITE RIBBON

$1,000

-Sponsor will receive one all access badge to the
Convention
-Acknowledgement in all promotions, including: mailouts,
e-blasts and website notifications
-Acknowledgement in the Convention program and TIPRO
Target newsletter

MR. GRANT BLACK
To learn more about sponsorship and download the sponsor form, please visit our website at www.tipro.org.

THE
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Texas Independent
Producers and
Royalty Owners
Association
With more than 2,100 members,
TIPRO is the nation’s largest
statewide association representing
both independent producers and
royalty owners. Our members
include small family-owned
companies, the largest publicly
traded independents and large and
small mineral estates and trusts.

www.tipro.org
www.EnergyInDepth.org

TIPRO — PRODUCING TEXAS’ ENERGY for AMERICA
919 Congress Ave., Suite 1000, Austin, Texas 78701, Phone: (512) 477-4452, Fax: (512) 476-8070

