Market far iess prone to hurricane pnce spikes

Wx__th_GuEf of MeXico gas production down to just 6% of total. US
outpirt, the traditional bullish threat of supplies being knocked offline
has been replaced by the bearish potentiai for demand destruction as
winds and rains shut down power plants, businesses and factordes,

As a result, any loss of gassupply due to rig evacuations and pipe-
line curtailments-will likely have a piinimal impact on prices that his-
torically have gone wild when storms eritered the Gulf, analysts say.

“In texms:of basic seasonaiity, oughly 80% of Atlantic Basin

{continited on page 5}

Colorado city set to place fracking ban on ballot

Defying state officialy’ contention that localities can't-pass their
own drifling laws, the city of Fort Collins, Colorado, this week certis
fied a petition to place a five-year hydraulic fracturing moratorium on
the November baligt;

The move angered the only drilier operating in Fort Qollins;
Prospect Energy; which called a fracking ban unnecessary, And it
prompied a producer trace group to warn-that gas output could be
curtailed in Colorado if the Fort Collins move is the:start of a trend,

‘ {continued -on page 4)

Chesapeake fires top execs in cost-cutting move

Chesapeake Energy’s new CEO protmised investors he would cut
costs at the onee free-spending oil and gas producer, and this week he
started at the top by firing four high-level exegitives.

"Chesapeake needed:a néw business strategy inder a new manage-
ment in this ime of transition; from lease captiife to asset harvest-
ing,” Oppenheiner aralyst Fadel Gheit said Tuesday in response to
what CEO Deug Lawler cailed 2 stredrlining of the executive suite.
“I'he management changes were expéected, with more fo come.”

(contimed on puge 3}

Awaﬁaahmn cash soars' NYMEX inches lower

Appalachian cash pricés continued to rebound Tuesday,
gaining nearly 60.ceéntsat one point as buyers jumped-in
. to take advantage of cheap Marcellus Shale gas. Buttraders
pushed the NYMEX September gas futures contract down 2.5 cents to
$3.285/MMBtu as they focused on mild nedr-term weather forecasts,
Tennessee Gas Pipeline zofie 4-300 legin Appalachia jumped 54
cents, and Transcontinerital Gas Pipe Line Leidy Line receipts gained
6t cents to average in'the $2,604 Prices sarik into the $2 range in the
Marcellus this summer as new pipeline and processing plant capacity
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came online,

Meanwhile, New York and Boston-area prices headed in the other
direction onjower weather-related demand. Both cities are forecast to
have high temperatutes in the upper 705 Wednesday, a few degrees
below seasonal nornys; ard Plats unit Bentek projected Noztheast
demand at 11.3 Bcf Wednesday, down from 11.5 Bef Tuesday,

In downstream markets, the Algonquin Gas Transmission city-gate
fell 6 cents, as did Transco zone 6-New York.

Along the Gulf Coast, prices fell on lackiuster demand in the con-
suming regions. The Houston Ship Channel and Henry Hub held flat,
and traded volumes at the Houston Ship Channel nearly doubled to
about 85,000 M¢f on IntercontinentalExchange.

Prices also fell across the Midcontinent, with Panhandle Eastern
Pipe Line dropping about 7 cents to average around $3.07, holding a
region-iow price. '

Southern Stat Central Gas Pipeling Iost nearly as much, with'tmaded.
volumes jumping from about 10,000 Mcf to nearly 35,000 Nicf on ICE.

In the Upper Midwest, Chicago is forecast to be nearly 10 degrees
below seasonal nooms Wednesday, with highs. dround 72, The Chicago
city-gates edged a few cents lower to-average in the low $3.40s

A 40,000 b/é ethane-propane pipeline owned by -Enterprise
Products Partners exploded late Monday in:a rural part of Hlinois,
Enterprise spokesman Rick Rainey said Tuesday. The affected line was 2
lateral off the northern portion of the Mid-American Pipeline that runs
from Conway, Kansas, to near Chicago, however, it had no direct effect
on prices in‘the region {see story, page 6);

Michigin Consolidated fel 5 cents while Consumets Energ’y held flat.

Huby maintenance fifts Rocldes prices

Most Northwest prices incredsed a‘féw cents on ificreasing down-
stream demand in the west.

Rockies prices also received some suppon as more capacity was set to
become available Wednesday on Ruby Pipeline amid taaintenanie at the
Roberson. compressor station in Lincoln County, Wyoming. Opal rose 3 cents.

Capacity was reduced to zero Tuesday and is schedaled Yo feturn 16
1.1 Bet/d on Wednesday. Throughput.at Ruby West dropped 745,000
Mef/d to 5,000 Mci/d Tuesday, according to Bentek.

Gas Transmission Northwest's Kingsgate point saw the regxon s latg-
est drop, coming down 15 cents.

increased regional demand pushed up most southwest spot prices.
Sacramento’s high temperature was forecast to stay in the mid-90s
through the remainder of the workweek, slightly above normal,

Bentek projected total West-demand at abuut 10 Bof ‘Wednesday, up
~ from about 9.8 Bef Tuesday.

Pacific Gas & Electric had in effect operational flow erders for
Tuesday's and Wednesday's gas days due tolow inventory with toler-
ance levels of 5%, )

PG&E's city-gate dipped 2 cenis to average in the Jow $3,60s, pit-
ting it at a 10-cent premium to Southern California Gas’ city-gate,

Upward. price pressure on PG&E's city-gate was Hmited due to the
increased Ruby capacity availability. The same factor weighed heav-
ily or1 Malin, which dropped 10 cents, narrowing its premium over
Rockies point Opal to 6 gents,

Bentek said PG&E was likely meeting supply shortage Tuesday by
drawing on storage. PGS forecast withdrawals of 245,000 Mcf/d Tuesday,
compared with 2 prior seven-day average injection rate of 350,000 Mcf/d.
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More information:a

Platts natural gas

s narket oove BEE,

znclucimg expsarsaﬂans of methodo»!egy and descnpbons of de&a\rezy
points, is avallable at: .

http / /wwwe platts. com/ Methodoiogymasaecrﬁsaznons/Natura?Gas
Questzuns may also be dlrected o our market editor, Tom Cast!emaﬂ,
{713y 6683263, wm castleman@plaus corn,
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As for NYMEX trading,-analysts with TFS Energy Futures said normal to below-
normal temperatures are expected in the eastern US over the next five days, “fol-
lowed by a slight shift warmer dcross the Midwest in the Northeast [consuming
reglons] in the latter part of this month.”

“I'guiess it's riot hot enough,” said Price Futures Group analyst Phil Fiynn,
“The matket is waiting arotind to see how hot it's going to be.”

Gelber & Associates analyst Aaron Calder noted "quite'a bit of short-covering”
Gver the past thiee sesstons and a 24% contraction in open interest. "$hort selless
have taken their profits, and price action is free to move further down now that
[the] short sidée of the trade is less crowded,” e said.

— Market Staff Reports

Chesapeake fires execs in cost-cutling move ... sompae 1

Gheit has said for years that Chesapeake - the second-largest US:gas producer
~possesses some of the best gas:leases in the country while expressing doubts
about Chesapeake’s strategy of leasingen more land under the direction of found-
er and CEC Aubrey McClendon, who resigned April 1.

Lawler, after spending his career at Anadarke Petroleum, took chargeat
Oklahoma City-based Chesapeake in June, replacing interim CEQ $teve Dixon.

Dixon, who had been with Chesapeake for 22 of the company’s 24 years, was
aiming the four executives given their walking papers Monday. Also departing afe-
Exetutive Vice President of Production Jeff Fisher; Senor Vice President for Human and
Corporate Resources Martha Burger; and Senior Vice Prestdent for: Diilling Steve Miller,

Lawler had promised stock analysts he'd get costs down quickly during an eam-
ings conference call two.weeks ago {GD 8/2). But most of the talk involved ending
Chesapeake’s head-long leasing strategy and shifting.operations to multi-well drilling
Pads to-impiove rig efficienicy; he didn't mention laying off managers-or workers,

Chesapeake déclined to comment Tu‘e'sda‘y beyond releasing the text-of a
company-wide e-mail. But iy an interview Monday evening,. Lawler told the local
newspaper, the Daily Oklahopian, that the firihgs “are part of 'an ongoing effort to
reduce expenses and improve performance.”

Lawler said hie will “be directly engaged” in opeiations, drilling and human
resources and was only appeinting interim managers to each team.

Gheit said the'new CEO “outhined the company’s priorties of increased focus
on value creation through improving operating and capital efficiency-and financial
discipline, including simplifying the company’s Opetating and financial structire, the
balance sheet, and achieving Investment grade metscs. Investors liked the plan and
endorsed the new direction, making Chesapeake orne'of the best stocks this year,”

Shares in Chesapeake have gained 50% since hitting their. low in: the last week
of 2012, a climb that accelefated i the four raonths-since McClendon's April
departure. The stock gained just & penmy Tuesday to close at §25.03/share.

It wasn't immediately clear how riuch savings were actually involved: Dixon’s
$12.5 miliion annual compensation was replaced with $12 willion in severance
benefits for being terminated without canse, according to Chesapeake's annual |
proxy statement filed for its June annisal mesting;

Fisher’s $5.2 million in annual compensation was teplaced with $5.6 million
in severance payments. For both men, the bulk of their compensation isin com-
pany stock, not cash.

The detalls of Burger'sand Miller's coiriperisation wers not filed with the
Securities and Exchange Comenission and weze not immediately available.

All four executives presided over dtleast $1 billion in cost-¢uts in the Frst six
months of this year as Chesapeake feportéd 4 38% drop in driliing expenses to $3:1
billiors and a 70% decrease in spending on léases from a year earlier to $497 million.

“On behelfof the entire <ompany, I want to express our gratitude to Steve,
Jetf, Steve-and Martha for their many-years of seyvice and dedication,” Lawler's

BP sues EPA to regain access to gas,
oil leases; new rationale unvelied

" in large pant becguse of eatlier "empty promises” the compa-

.d'et_zarm_ent imposed garfier this year: EPA took the actions

* aviation gasaline, cormmercial airport refueling senvices, bulk.

The federal government banned BP from new federal con-
tragts ~ includivig lucrative oil and natwral gas leases inthe
GUIf of Mexito - after the 2010 Deepwater Hofizon biowout

Ay made after previous disasters, & new documert revesls.

Triz.doturment, inclutded as an exhibit in & lawsult BP filed
Monday against the &wronmenmf Protection Agency, fays out‘
for the first time the reasons the government imposed iis sus-
pension - and the high bar BP must dlear to regain the ability
1o win oif and gas jeases and other contracts.

BP filed & fawsultin US District Court for the Southein
District of Texas seeking 16 overtuin the temporary suspen-
sior: EPA-imposed last Novernber and the more seriots

after BP agreed fo plead giilty to serinus crirninal charges
sternming from Deepwater Horizon.,

The suspension, which covers 21 BP subsidiaries, was
digeretionary and miade after BP agreed last Novembertoa
plea deal, which nckided the payment of $4 bikion in fines
and penalties.

The debarmient, retujred by statite in response to Viola-
tions-of the Clear Water Act, prohibits BP's exploration-and-
production arms from performing any woirk on goveimment
contracts frGm its corporate headquiarters in Houston.

BP was the deepwater GUIf's largest of and gas producer
in. 2012 with output of 214,000 b/d of ol equivatent. The
company also hoids contracts with the US worth more than
$1.34 billion to supply natural gas, jet fugl, marine diess! fuel,

fugl storage. and Jubticants to facllities in the US and abroat;

The suspension and debaiment ditl not affect afly-of
BP's current contracts — just the ability to be awarded future
business, hichuding participation in Gulf lease sales.

iny its TawsuR, BP ergues that EPA's decision unéaidy
penalizes BP and fails to comply with federal law,

The compaeny said the broad. suspension angd the more
foruséd debarment “afe unsupported and contradicted by
1he record in this matter; and are punitive, arbitrary, capik:
Giois, -and an abuse of EPA™ discretion.” BP calls on the:
court 1 declare the ban null, void and unenforceable;

Tre company said, however, that it remains open 1o a
*reasonabie” settement with ERA,

But an exfibit BP filed with its lawsult explaing that the
agency’s -decision to.continug fis sdspension is based on &
10ng history of BP aceitlents and promises, B

The extibit is & Juy 19 denlal of BP's agpeal of the sug-
penston and debarment decision. The:docurent, signed. by
Richard Pelletior, an EPA suspension and debarvent offcial,
compares promises to bicost safety and ethics made
1o the EPA last year against similar promises made
in 2009, wheh EFA wes consiiering suspendln@ Br
because of sefety faiiures at the Texas City refinery and’
the compary's Alsska oil pipefine,

in rejecting BP's appesl, Pet Hetier said the company has
ot shiviwn why he should sceept the most recént pledgss 1o
increase safety “when the promises and changes In the Aprif
2008 preséditation proved fo Be ineffective ... and apparently
were nothing more than window dressing

in July 2012, 8P first approeched several federal agen-.
cieg to persuade thems that-steps taken afier Macondo were
sufficient o meet the Statutory requiremient for.contractors 1o
be “presently responsible” for the mirpeses of providing el
and other senvices 10 federal apencles and béing awarded
leases for offshors E&P.

But Peiigtier-said such efforts cannot be evaluated out of
context of earlier BP atciderits and unfulfilled promises.

~— Gaby Gentile, Robéit Peridns
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anripouncement read, "Each of these executive ledders has contiibuted greatly to
Chesapeake, and we wish thern the very best in their future endeavors.”

Their future endeavor could literally be just down the sizget. Less than 10
blocks east of Chesapeake’s northém Cklehoma City campus are the offices of
McClendon’s newest effort, privately held American’ Energy Parinets,

Across the street i a billboard announcing that AEP is hirihg, and AEP'S web- -

site says it wanits peopleinterested in creating a “best-in-class E&P comipany.”
Accordirg'to SEC-filiags, McClendon can’t poach cutrent Chesapeake employ-
ees; but he can hife anyone Chesapeake léts go, Aspokesman for AEP had no
immediate comment,
~ Bill Holland

GCity set to piace fracking ban on ballot .. som page 1

City officials on Monday certified that a petition dilve calling for the motato-
tium had enoigh signatares to place it on the ballot. The petition organizets col-
lected 8,052 signatures, more than twice the 3,907 needed.

City Clerk Wanda Nelson said Tuésday that thie next step is to present the bal-
lot.ineasure to City Council at s August 20 meeting, The council will then have
the option of adopting an ordinance enacting the baljot messure or placing the
issue before voters in Novernber,

“We believe hydraulic fracturlng is safe and has Umited application ivi the city
of Fort Collins,” Prospect Energy CEO Scott Hall said Tuesday,

Hall, who aiso serves as managing member of Prospect’s parent company,
Denver-based Black Diamond Minerals, said the producer hias an Operating agree-
ment with Fort Collins that gdes béyond the environinental and safety figasures
the Colorado Qi and Gas Conservationh Commission requires of drillers.

“Should this moratoritum pass, it would invalidate that operator agreement,”

Investment firms active in commodities
mist register as CPOs: CFTC rulé

Securities and Exchange Commission-registered invest.

ment companies —~ including matual funds, exchange-traded
funids and unit investment Trusts — must register with the
Commodity Fufares Trading Comyriission as commedity pool
operatars i they intend o trade futures conteacts, according
{08 final CFTC rule issued Tuesday.

Entities will be conglderad compliant with new
CFTC registration rules if they are Tollowing SEC regula-
tions regarding CPOs,

the CFTC said it decided to effectively piggyback on
SEC registration because as it “condinues to gain experi-
ence regulating CPOs of RICs, it helleves that genaral
reliance upon the SEC's compliance regime, with miinor
atitfitional discloswe should provide masket participants
and the genersl public with meaningful disclosyre.”

A federal appeals court in June had affrmed a lower
court rufing that required RICs to register as CPOs undér
the Commodity Exchange Act. Thi CFTC registration
fequirement: was challenged by the Investrent Company
Institute and LS Chamber of Commerce.

The final sule butiings disciosure prodediires, eoord-
keeping and reporting obligations of RICs. According to the
agency, the miles are designed-to promote market infegrity
and transparency, improve CFIC oversight of the commodity
markets and provide important information to retail investors,

The final rule sliows RICs te use a third-parly provider
for record-keeping and eliminates an earlier reguirement
that sl books and records be maintained at the CPO's
primary location.

The CFTC expects that about 1,266 RICs will register
under the new rule,

w Christopher Tromulls
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he said,

Half said Prospect had been drilling in the Foit Collins oil and gas field for
years, even before the city decided to annex an area that includes the éompany’s
operations, “We have the potential to dell some additional wells, which would
require fairly small hydraidic fractures," he said.

In Mazch, the Fort Collins City Council passed an ordinaice banning facking
within the city lmits. It containied a provision to grandfather in existing operfations;
providing the produter applied for  permit and agfeed to certain operating conditions,

“Prospect fnergy has gone above and beyond to bea goed fieighbor with the
city of Fort Coilins,” Hall said, adding that the company hids met with homeown-
ers groups to address their concerns about environwental impacts; sich as the
need to capture fugitive emissions.

Doug Flanders, a spokesmian for the Colorade Ol and Gas Association; said
municipal fracking bans, such as the one proposed by the petitioners in Fort
Colling, could disrupt oil and gas production across the state.

"We'te starting to see groundswell of support fromi commuinity and civic lead-
ers who see the negative impacts of these bans,” He said,

Flanders-said it is too eatly to say whether COGA, whilch already has one [awsuit
pending against a Colorado city over a.fracking ban, ‘would alsa sueé Fort Collins.

In December, COGA filed suft against the city of Longmont challenging a
rgsclution banning fracking within the city Hraits, which Longniont voters passed
in the previcus month’s election (G 12/27).

Fort Colling’ actions are hkely to brivyg it frito the sights of state officials, who
claim primacy in regulating ofl and gas production in Colorado.

Under the administration. of Goveriior John Hickenlooper, a Democrit,
the COGCC in july 2012 sued the city of Longmont over the changes the Gity
Council had made to the local drilling ordinanice, Hickenloopeér has threatened
to siie other municipalities whose local oi} and regulations go beyoiid whatis
allowed unidet state law. '

— Jiim Magitl

Market less prone to hurricane price spikes.. som g 1
named storms occuf between August 15 and October 15, with September 10 the
peak day over the past 100 years, and so it'is time to pay closer attention,” Citi
Futures Perspective analyst Tim Bvans said in a note Monday,

The federal Climate Prediction Center sald in an updated forecast last week
that there still Is & 70% charice of-an 2bove-normal Atlantic hurrficare season,
with 13 to 19 named storms and six to nine hurricanes; of which three to five
could strengthen into major hurricanes.

Evans cited the Depéartment of Energy Monie Carle sitailation, which models
the impact on oil and gas production fiom 'ti*o;}ical-stonns-énd husricanes based
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on CPC forecasts, This year, Evans said that the simulation produced a mean gas
production loss of 64 Bef.

By contrast, Hutricanes Katrina and Rita in 2005 caused total production
fosses of 517.2 Bcf, and gas prices soared to-record highs, with the NYMEX futdres
contract peaking above $15/MMBtu,

One of the main factors at play, Bvans said, is-that “ratural g5 production
efforts have moved enshore.. Gulf of Mexico natural gas production that was
13,77 Bei/d or 23% of US totat supply back in: 2001 ‘has declined’to abouit 4,16
Beffd-and:6% of the tolal in:2012"

In addition;, “we would argue that production infrastructure 45 more robust thagn
in the' past,” he said, “It makes it mo:e'iikely that hurricane damage.is limited, with
thé bulk of prodaction able to recover more easily once the storm has passed.”

Evaris noted that DOE simulations do not account for onshore impacts to
matket demand, such as decressed cooling loads, electric utility putages-and
redguced consumpiion by oil refineries and petrochemical plants along the Guif
that woidld shut down in the event of a major storm,

Gelber & Associates analyst Asron Calder said that because produgtion in the Gulf
has shrunk so dramatically, “you WoR'tsee 2 run Up to $12/MM] o0 or $61/MMBRu): like
inthe past. ... Once prices get up to $4.50/MMBtu there-s d lot of desmand evaporation.”

Calder saxd that going forward, there will likely be greater downward- pressure an gas

 prices Trom demand destruction than upward pressure from any potential Gulf shut-ins.

Asa result; the analysts: said, traders:are far Tess inclined to assuine that all
storms heading into the Gulf are bullish,

. Evahi$ also said hurricanes can have an impact on calendar-spread price rela-
Hoxiships, pointing spedifically to the December-April spread as “a potential heat-
ing seasoni bargain evén without 2 hurricane to curtatl storage injections.”

Meanwhile; government ageicies are working with oil and gas companies
operating iri the Gulf, DOE will invite representtives from at least six major
industry trade‘ grou‘p‘s‘ t‘o mmé to its {:'merg'ency Response Center in Washington

Additionaily, DOE unvealed a new tooi on the agency’s website to track the
potential impact of hirricanes ang other tropical storms on US energy infrastruc:
ture; induding pipelines, réfineriés and power plants.
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— Chyistopher Tremulis

" Guif Coast ethane also was lower, trading 15 points

Enterprise plpeline carrying ethane,/
propane mix explodes in Hlinois

. The US ethane and propane markets appeaied unat:
fected Tuesday by a late-Monday explision inriral IIknols
on a segment of Enterpiise Produgts Partners’ 40, 000 B/d
natiral gas liquids pipeline, traders and brokers said,

The biast ocourred shartly before midnight on 3 pips-
line that helps serve & 550,000 mi/year petrachemical
plant in Motris, inois, bwned by LyondeliBasell, said
Davic Harpole, & LyondeilBasell spokesman.

LyondefiBasel! alse has a 450,000 mi/year olefing
plant in:Clinton, lowa, that is now shut for maintenance
work and was unaffected by the incident, Harpoie said,

The affected line was a lateral off the northem por-
tion of the Mid-American Pipeline that runs from: Conway,
Hansas, 1o hear Chicago. EPP spokesman Rick Relney
said the supply impact was minimal giveh that 85 main
tustomer is also being served by another pipeline,

The e/p mix.is usually an 80% mix of ethane and a
20% mix of propane and used sofely as a feedstock for
petrochemical production,

The Conway e/p tmarket was Uading lowes Tugsday at
2050 cents/gal, 50 points befow Monday's assessment.

under Monday's assessment at 24 cents/gal,

However, market paﬂfcxpants ‘sald the pipeling explosion”
had litte effect on the movement-in the: Corway market.

According to one Gulf Coast NGL broker, the explo-
sion is unlikely to have any immetiate effect given ihat
the-e/p market is' somewhat Wiguid and any shortages
ciuild be covered: by stotkolles. But thie broker said the
rarket could begin to see:some reaction by the ent of
the month i supplies tighten;

The expiesion, which oceurred about 44:45 pm
CDT Monday, sent flames about 300:feet into the air
and [ed to the gvacustion of dbout 80 families iving
within a one-mile radivg of the blast site: No injiries
were reported and most of thase evacuated were
permittad 1o return 1o their hames Tussday moming,
atcording o local news reports.

- Mithiae! McCafferty
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Post your job openings here!

Reach a broad array of energy professionals in highly
respected industry newsletters. Platts publications
reach industry leaders and operators, who ratter to
you across the spectrum of energy and power
companies, regutators, financiers, traders, analysts,
risk managers, transporters and end-users. Only
Platts can deliver to this many active industry piayers
- alf from one source.

For advertising
information, contact:
+7206-548-5508 or
advertising@platts.com

&% PLATTS

MeGRAW HILL FINANCIAL

RESOURCES

We are searching for a natural gas marketer experienced in warking directly
with intustrial municipal and comsmercial custornirs and will consider
opening an office in-the successful candidates home territory.

The ideal candidate should posiegss the following personal traits:.

* Be comfortable working independeritly with the support of an
expirienced téam

* Be 3 ereative thinker, exceflent communicater and relationship builder

* Know the basic operations of the pipéline iifrastricturé used to serve
histher clientele )

Cualifications:

+ Minimium of two years experience in natural gas marketing orcornisulting
asithe primary contact with customess

+ Coltege dagree preferred

Interconn Resources, headquartered in Birmingham, Aabamais a {imited
tiability Com panyand is a majority owned subsidiary of Houston-based
Tauber Ofl Company, the second largest private company in Holiston with
revenuss exceading 358,

To léam more about Interconn, go to wwwin'te‘rcon'nreso_urc_es.com.
Interconn is an egual:opportunity emplayer. Interested applicants should
sendtheir resuime with a cover letter expressing their interestto:
hr@interconnresaurces:Com, Resumes will be held in strice confiderice;







