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DYNARESOURCE, INC.

The URBAN TOWERS
222 W. LAS COLINAS BLVD. / Suite 744 EAST TOWER

Las Colinas / Irving, TX.  75039
(972) 868-9066 / Fax:  868-9067

(866) 980-3962 / E-Mail:  info@dynaresource.com
Web Site:  www.dynaresource.com

PROXY STATEMENT

ANNUAL MEETING OF SHAREHOLDERS

DATE OF NOTICE:   DECEMBER 9, 2011

DATE OF MEETING:   DECEMBER 27, 2011

SOLICITATION AND REVOCABILITY OF PROXIES

This Proxy Statement is provided in connection with the solicitation of proxies by the Board of Directors of
DYNARESOURCE, INC., a Delaware Corporation (the “Company”); for use at the Annual Meeting of Shareholders of
the Company to be held on DECEMBER 27, 2011.  This Annual Meeting of Shareholders as set forth below is being
held for the purpose(s) described in the accompanying Notice of the Annual Meeting of Shareholders, and any
adjournment(s) thereof.  The mailing of these proxy materials is to be made during the second week of December,
2011.  The RECORD DATE for determining Voting Rights is December 9, 2011.

Any and All Shareholders of DynaResource, Inc. retain the unconditional right to revoke his Proxy, at any time prior
to the Voting thereof, either in Person at the Annual Meeting, or by giving Written Notice of such Revocation to the
Company, addressed to Mr. K.D. DIEPHOLZ, Chairman / CEO, C/O DynaResource, Inc., 222 W. LAS COLINAS
BLVD., Suite 744 East Tower, Las Colinas / Irving, TX.  75039.  No such Revocation shall be Effective until such
notice of Revocation has been received by the Company, and prior to the Annual Meeting.

If the Proxy in the accompanying form is properly executed and not revoked, the shares represented by the Proxy will
be voted in accordance with the Elections SET FORTH THEREON.  If No Elections are Made on the Proposals
given, the shares represented by the Proxy will be voted FOR the Proposals listed in “Purpose of Annual Meeting /
VOTING MATTERS” (below), of this Proxy Statement.  Shares represented by Proxies NOT RECEIVED by the
Company at the time of Annual Meeting will NOT be voted.  Common Shares Owned may be voted by delivering the
elections page(s) to the Company, in person, or by mail, or by fax to the Company at (972) 868-9067.

The cost of preparing, printing, assembling, and mailing the Notice of the Annual Meeting of Shareholders and this
Proxy Statement, and the cost of forwarding material to beneficial owners of Common Stock, will be paid by the
Company.

MEETING PLACE AND TIME

The Annual Meeting for DynaResource, Inc. will be held in the Amphitheatre Room of the Four Seasons Resort and
Club, 4001 N. MacArthur, Las Colinas / Irving, Texas 75039;  at 3:00 PM (CST.) on Tuesday, December 27,
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2011.  The Meeting will continue until completed.
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PURPOSE OF ANNUAL MEETING / VOTING MATTERS

MR. K.D. Diepholz, Chairman / CEO of the Company, holds 1,000 Preferred Shares of the Company, which allows
Mr. Diepholz to Elect a Majority of the Company’s Board of Directors.  Mr. Diepholz is electing the following to the
Board.

CHAIRMAN:    KD DIEPHOLZ                                           DIRECTOR:    CHARLES SMITH

The Shareholder meeting is being held in order that the Common Shareholders to Consider and Act upon the
following Matters:

1.  To Elect a Third member to the Board of Directors of the Company for the Period ending December 31, 2012.

The Current Directors of the Company are described in the December 9, 2011 Proxy Statement, “Management”.  An
Election FOR will Elect to the Board of Directors Melvin Tidwell, who is currently serving the Company as Director,
for the period ending December 31, 2012.

          DIRECTOR:   MELVIN TIDWELL

          FOR    [           ]       AGAINST    [           ]

2.  To amend the Certificate of Incorporation of the Company in order to increase the number of Authorized shares of
Common stock from the currently authorized 12,500,000 shares to 25,000,000 shares (the "Amendment");

With regard to PROPOSAL 2, The INCREASE IN AUTHORIZED SHARES OF COMMON STOCK TO 25,000,000
SHARES; the Company provides the following comments:

Overview

The Board of Directors has adopted and we are seeking a majority of the Stockholders to approve an amendment to
our Certificate of Incorporation (as amended, the "Certificate of Incorporation") to increase the total number of
authorized shares of common stock of the Company from 12,500,000 shares to 25,000,000 shares (the "Amendment").

Purpose and Effect of the Amendment

As of the Record Date (December 9, 2011), there were 10,395,868 shares of common stock issued and outstanding.
As of the Record Date (December 9, 2011), there were 10,000 Preferred Shares Authorized, par value $ .01 per share,
with a total of 1,000 shares of Preferred Stock issued in 2006 to K.D. Diepholz, the Company’s Chairman and CEO,
which 1,000 Issued Preferred Shares carry the right to elect a majority of the Company’s Board of Directors.

The current Board of Directors considers the Amendment to be in the best interests of the Company and its
shareholders to increase the authorized shares of common stock to 25,000,000 shares, in order to have the required
common shares available to complete a financing and/or an acquisition. The Company does not currently have any
agreements or other commitments to issue any shares of common stock.

          FOR    [           ]       AGAINST    [           ]

The Company also includes in this Proxy Statement and Information for shareholder reference the Company’s Annual
Report on Form 10-K for the year ended December 31, 2010 as filed with the Commission.
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SHAREHOLDER
NAME:

SIGNATURE:

NUMBER OF
SHARES:
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DESCRIPTION OF THE COMPANY’S BUSINESS
MANAGEMENT'S DISCUSSION

DynaResource is a Junior Resource Investment and Management Company, which has strategically negotiated,
acquired, and consolidated 100 % interest in the San Jose de Gracia Property in Northern Sinaloa Mexico (“SJG”)
through its subsidiary DynaResource de Mexico SA de CV. (“DynaMexico”).  The Company formed DynaMexico in
March 2000, specifically to acquire the SJG District, and at year end 2003 DynaMexico accomplished the
consolidation of the SJG District. SJG reports Past 1,000,000 Oz. Gold Production; and currently contains the
potential for plus 3,000,000 Oz. Gold.  More recently, the Company operated a small scale production at SJG from
Mid 2003 to June, 2006; and reports Production of 18,250 Oz., at an average grade of 20 g/t., with average production
costs of $ 175 / Oz.  In Mid 2006, with gold prices on the rise and a vast property to develop, the Company focused its
efforts on the financing and exploration and development of the SJG; and at September 1, 1006, the Company signed
a definitive agreement with Goldgroup Resources, Inc., (now Goldgroup Mining Inc.), Vancouver, BC., to provide for
an $ 18 M. USD. funding to DynaMexico, and the subsequent expenditures toward exploration and development
activities at SJG; in exchange for 50 % of outstanding shares in DynaMexico. (See “Earn In / Option Agreement”
below).

Notice:

This proxy statement contains forward looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended and Section 21E of the Securities Exchange Act of 1934, as amended. The Company’s actual results
could differ materially from those set forth on the forward looking statements as a result of the risks set forth in the
Company’s filings with the Securities and Exchange Commission, general economic conditions, and changes in the
assumptions used in making such forward looking statements.

Cautionary Note to U.S. Investors

The United States Securities and Exchange Commission permits U.S. mining companies, in their filings with the SEC,
to disclose only those mineral deposits that a company can economically and legally extract or produce. 
DynaResource, Inc. uses certain terms on its website and in reports, and as reported by DynaMexico, a private
Mexican Corporation, such as "measured," "indicated," and "inferred," "resources," which the SEC guidelines strictly
prohibit U.S. companies from including in their filings with the SEC.  U.S. Investors are urged to consider closely the
disclosure under the heading "Cautionary Note to U.S. Investors Regarding Mineral Reserve and Resource Estimates",
which may be obtained from the SEC's website at http://www.sec.gov/edgar.shtml.

General

The Company holds 50% of the outstanding shares of  DynaResource de México, S.A. de C.V. (“DynaMéxico”), which
owns 100% of the mineral concessions and related interest to the San José de Gracia mining property and district
covering approximately 69,121 hectares located in and around San José de Gracia, Sinaloa State, México (“SJG”). SJG
is located on the west side of the Sierra Madre Mountains, approximately 250 kilometers inland from the port city of
Los Mochis, Sinaloa; and approximately 500 kilometers north of Mazatlan, Sinaloa.

The SJG is a High-Grade Mineralized System which reports historical production of + 1 M. Oz. AU, from a series of
underground workings.  DynaMéxico is focused on the exploration and future exploitation of this vein-hosted, near
surface, and + 400 hundred M. Down – Dip Gold Potential, that occurs within fault breccia veins; and has been traced
on surface and underground over a 15 Sq. Km. area.
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Prior Drilling and Exploration Activity / SJG (1997 / 1998)

A drill program was conducted at SJG in 1997 - 1998 by Golden Hemlock Explorations, Ltd., a prior partner at SJG.
Approximately 6,172 meters drilling was completed in 63 core drill holes. Significant intercepts, including bonanza
grades, outlined down dip potential of the Northeast section (150 Meter NE to SW extent of the Drilling) of the Los
Hilos to La Cecena to Tres Amigos Trend.  And, Drill Hole 97-63 confirmed down dip and extension at the Palos
Chinos Area of SJG.

Surface and underground sampling in 1999 - 2000 conducted by the Company confirmed high grades in historic
workings and surface exposures throughout the SJG district and project area.  These high grades outlined the presence
of ore shoots developed within the veins.  The ore shoots appear to be controlled by dilational jogs and/or vein
intersections.  A total of 544 samples were collected in 1999-2000, and assayed an average 6.51 grams/ton (g/t) gold.

Acquisition and Consolidation / SJG

In 2000, the Company formed DynaMéxico to acquire, invest in, explore and develop mining concessions in México,
and specifically to acquire the ownership and interests related to San Jose de Gracia.  In March 2000, the Company
and DynaMéxico entered into agreements to acquire and consolidate 100% of the San José de Gracia Property. The
Company agreed to issue 2,493,271 common shares in exchange for the complete acquisition of the SJG and all
related interest, and subject to the complete transfer of all mining concessions.

After resolving ownership and title issues related to SJG mining concessions, the number of shares issued to the prior
owners of SJG was reduced to 115,000 shares from 2,493,271. (Note: The 115,000 shares were issued in 2006, when
all matters related to the acquisition, transfer, and consolidation, of the SJG district, were resolved).

Recent Pilot Production Activity

During the period 2003 through 2006, DynaMéxico conducted underground mining and pilot production activities at
SJG.  The small scale production activities at SJG consisted of improvements to an existing mill, including the
installation of a gravity / flotation processing circuit. Initial test runs with tailings from historical production were
completed in 2002. Actual mining at the high grade San Pablo area of the SJG property commenced in March
2003.  DynaMéxico produced 18,250 Oz. gold from Mid 2003 to June 2006; from mined tonnage of 42,500 tons, at an
average grade of approximately 20 g/t.  Production costs were reported at approx. < $ 175. / Oz.

During the period of production at SJG, the Company recognized it would be necessary to conduct large scale
exploration activities in order to define and confirm resources to support a scaling up of production activities.

Recent Financing Activity

As gold prices continued to appreciate into 2006, exploration financing opportunities increased and the Company and
DynaMéxico negotiated and entered into the “Earn In / Option” agreement with Goldgroup Resources Inc. (now
Goldgroup Mining Inc.), Vancouver, BC, dated September 1, 2006.  The Terms of the Earn In / Option provided for $
18 M. USD financing from Goldgroup to DynaMéxico, over four Phases (through March 2011), and including
exploration related expenditures at SJG, in exchange for Goldgroup’s earning of 50 % of the Shares of
DynaMéxico.  (See Material Agreements; Earn In / Option Agreement.)

5

Edgar Filing: DYNARESOURCE INC - Form DEF 14A

9



Exploration / Drilling Activity conducted Pursuant to the Earn In Agreement

●
In Phase I of the Earn In Agreement,  approximately 3,400 meters drilling was accomplished in 22 core drill
holes (SJG 07-01 to SJG 07-22); as well as geochemical sampling and mapping, and data consolidation into
Surpac Software.

● In Phase II of the Earn In Agreement, approximately 5,500 meters was completed in 23 core drill holes (SJG
07-23 to 07-45).

● In Phase III of the Earn In Agreement, approximately 15,150 meters was completed in 56 core drill holes
(SJG 08-46 to SJG 08-101).

● In Phase IV of the Earn In Agreement, and at December 31, 2008, approximately 5,950 meters were
completed in 25 core drill holes (through SJG 08-126).

● Continuing with Phase IV of the Earn In Agreement, in 2009 and at December 31, 2009, an additional 4,000
Meters was completed in 21 Drill Holes (through SJG 09-147.)

At December 31, 2009, a total of 34,000 meters drilling had been completed in 147 core drill holes, financed pursuant
to the Earn In Agreement.

● Continuing with Phase IV of the Earn In Agreement in 2010, and at March 31, 2010, an additional 6,167
Meters drilling was completed in 21 Drill Holes (SJG 2010 148 – 168).  At March 31, 2010, a total of 40,167
Meters drilling had been completed in 168 core drill holes, financed pursuant to the Earn In Agreement.

● Continuing with Phase IV of the Earn In Agreement in 2010, and at June 30, 2010, an additional 5,382 Meters
drilling was completed in 20 Drill Holes (SJG 2010 169 – 188).  At June 30, 2010, a total of 45,549 Meters
drilling has been completed in 188 core drill holes, financed pursuant to the Earn In Agreement.

● For the period of July – September 2010, Drilling activity is suspended for the wet season.  During the quarter,
Assays of drilling results are updated; the Block Model in Surpac is updated; and exploration plans are
developed and programmed for start in October. And, the next 18,500 meter drill program commenced in
October 2010.

● Continuing with Phase IV of the Earn In Agreement in 2010, and at December 31, 2010, an additional 10,882
Meters drilling was completed in 51 Drill Holes (SJG 2010 189 – 239).

At December 31, 2010, a total of 56,431 Meters drilling has been completed in 239 core drill holes financed pursuant
to the Earn In Agreement.

Ø Continuing with Phase IV of the Earn In Agreement in 2011, and at March 31, 2011, an additional 12,310
meters Drilling was completed in 59 Drill Holes (SJG 240 – 298.)  At March 31, 2011, a Total of 68,741
Meters drilling has been completed in 298 core drill holes financed pursuant to the Earn In Agreement.

6
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Magnetic and IP Surveys

Magnetic and IP surveys were conducted throughout the SJG district in 2009; covering an area of approximately 15
Sq. Km.  IP is the primary geophysical target at SJG; and is expected to identify pyrite-based mineralization hosting
gold.  Initial Survey Grid lines were located approximately perpendicular to inferred geologic strike.  The data
response from these grid lines indicate one or more IP sources that dip northwest.

Additional grid lines were crossed with the initial lines, and appear to identify two separate IP sources.  Grid lines to
the South appear to indicate an IP source at > 250 Meters.

Correlation between ground magnetic and IP:

In general the correlation between the Magnetic and IP response and data was excellent.

Correlation with recent Drilling Programs and known Mineralization:

The data response of the surveys correlated to the recent drilling programs and to the areas of known mineralization at
SJG was excellent.  Considering this excellent correlation to known mineralization, additional areas of SJG showing
similar data response could be indicative of additional target areas.

Identification of Additional Resource Target Areas:

Significant survey responses were reported for the following areas; and are projected for follow up drilling:

San Pablo; Up Dip;
San Pablo; Displacement Zone;
Tres Amigos; Down Dip and Northwest;
Tres Amigos; Extension Northeast;
Orange Tree; Down Dip;
La Cecena, Los Hilos, and Tepehauje;
Palos Chinos;
La Prieta;
La Purisima; Down dip at Southeast end;
Argyllic Zone;   + 250 M. Down;

Structural Geologist

Also in 2009, a structural geological consultant reviewed and mapped the SJG Property with regard to Ore Controls
and Structural analysis.  An area of 2.8 Km by 3.4 Km was mapped; and a review was completed of the recent
(2007-2008) drill core and drill logs through drill hole # 08-126.  The structural report and mapping are being utilized
in planning drilling programs at SJG.   Information contained in the structural control report and analysis is described
below:

7
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Highlights of Resource Areas at SJG (August, 2009):

San Pablo: (SJG 08-31): 8.3 M. of 48.24 g/t; Including 3.8 M. of 104.01 g/t, and Including 1.5 M. of
233.61 g/t;

(SJG 08-51): 14.2 M. of 14.79 g/t; Including 9 M. of 22.93 g/t, and Including 3.5 M. of
41.5 g/t;

Tres Amigos: (SJG 97-13): 27.5 M. of 9.94 g/t; Including 18.6 M. of 14.28 g/t, and including 2 M. of
85.72 g/t;

(SJG 97-45) : 14 M. of 5.35 g/t; including 2 M. of 31.35 g/t;

Orange Tree: (SJG 97-39): 6.8 M. of 13.20 g/t; Including 3 M. of 29.5 g/t, and including 1.5 M. of 51.46
g/t;

(SJG 08-47): 7.1 M. of 7.63 g/t; Including 1.6 M. of 23.10 g/t;

La Cecena
(Tres Amigos): (SJG 97-50): 11 M. of 2.78 g/t; Including 2 M. of 5.02 g/t; And, Including 2 M. of 8.53 g/t;

(SJG 08-104): 2.8 M. of 13.70 g/t; Including 1.4 M. of 26.96 g/t;

La Union: (SJG 08-76): 4.8 M. of 16.02 g/t; Including 2 M. of 37.60 g/t; And, Including .7 M. of
75.56 g/t;

(SJG 08-80): 3.1 M. of 4.8 g/t; Including 1.5 M. of 7.37 g/t;

Palos Chinos/
Tajo Verde: (SJG 97-63): 27.8 M. of 2.30 g/t; Including 17.3 M. of 2.81 g/t, And Including .7 M. of

9.25 g/t, And Including 2.7 M. of 8.45 g/t;

(SJG 07-16): 5 M. of 3.5 g/t; Including 3 M of 5.24 g/t;

(SJG 97-55):

La Purisima: (SJG 07-21): 8 M. of 20.67 g/t; Including 6 M. of 26 g/t; And, Including 2.1 M. of 76.33
g/t;

(SJG 07-39): 4.2 M. of 8.55 g/t; Including 1.9 M. of 16.67 g/t;
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La
Prieta:

Historical Production of 215,000 Oz. Au., at average grade of 28 g/t au; Dimensions of 100 M. by 50 M.;
Resources not yet defined;

Identification of New, Additional Resource Target Areas:

San
Pablo:

Geological Mapping located a new drill target approximately 600 meters to the east – southeast of San
Pablo.  This area was interpreted to be the northeast portion of the San Pablo structure; which had been
displaced by a combination of post-mineral strike-slip and normal faulting; also indicating the potential for a
“Pipe Feeder”.  This area will be a target for future exploration work at San Pablo;

La Purisima /
Tajo
Verde:

Transpressive strike-slip faults that bound this area are determined to be the same faults that control the
mineralization in La Purisima and Tajo Verde.  This area also coincides with gaps left from previous drilling
campaigns and also a gap in the underground workings.

San Pablo /
La
Union:

Gaps left from previous drilling campaigns and also a gap in the underground workings.

Drilling Highlights by Specific Target area of SJG (through March, 2011):

The following drilling highlights are included by target area, and for the period through March 31, 2011:

San Pablo:

S J G
07-07

5 M. of 10.07 g/t., Including 2 M. of 24.55 g/t.; With Credits;

S J G
07-08:

7.2 M. of 2.64 g/t., Including 3.8 M. of 4.77 g/t., Including 2.3 M. of 7.258g/t.;

S J G
07-09:

2.1 M. of 7.2 g/t.;  And, Deeper Zone of 5.50 M. of 4.94 g/t., Including 3.15 M. of 8.33 g/t.;
with New Zone in Sediments;

S J G
07-12:

7.1 M. of 6.40 g/t., Including 4.2 M. of 10.39 g/t., And, Including 1.1 M. of 15.63 g/t.; And,
Including 1.6 M. of 11.292 g/t;

S J G
07-23:

7 M. of 2.11 g/t., Including 1.4 M. of 9.16 g/t., with Copper Credits;

S J G
07-26:

3.7 M. of 2.45 g/t. (3.55 g/t. AU Equivalent), Including 1.9 M of 4.054 g/t.; And, 8.4 M. of
8.43 g/t., Including 4.1 M. of 16.82 g/t., with Copper Credits, And, Including 1.9 M. of 34.433
g/t;

S J G
07-27:

6.1 M. of 13.16 g/t. (15.40 g/t. AU Equivalent), Including 3.8 M. of 19.25 g/t., And Including
1.95 M. of 21.789 g/t., Including 1.8 M. of 17.646 g/t;

S J G
07-28:

5.3 M. of 2.05 g/t. (2.29 g/t. AU Equivalent), Including 2.3 M. of 3.902 g/t., with Zinc Credits,
Including 1.1 M. of 5.4 g/t

S J G
07-29:

1.2 M. of 6.331g/t., with Copper Credits; 1.7 M. of 26.235 g/t., with Copper Credits; And, 1.4
M. of 2.707 g/t;
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S J G
07-30:

1.6 M. of 5.98 g/t. (6.50 g/t AU Equivalent), with Copper and Zinc Credits;  .9 M. of 4.22 g/t.
(6.35 g/t. AU Equivalent), with Copper Credits;

S J G
07-31:

8.30 M. of 49.50 g/t., Or, 7.5 M. of 53.98 g/t.; Including 5.35 M. of 75.695 g/t.; Including 3.8
M. of 106.77 g/t; Including 1.5 M. of 240.61 g/t; with Copper and Zinc Credits

S J G
07-34

2.2 M. of 1.028 g/t.;

9
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S J G
08-48:

13.60 M. of 3.09 g/t., Or, 11.04 M. of 3.840 g/t.; Including 3.68 M. of 6.62 g/t.;  And
Including 1.84 M. of 7.758 g/t; with Copper Credits;

S J G
08-51:

14.20 M. of 14.91 g/t., Including 10.78 M. of 19.44 g/t.; Or Including 9.05 M. of 23.12 g/t.;
And, Including 3.50 M. of 42.32 g/t; with Copper Credits;

S J G
08-60:

9.1 M. of 5.02 g/t., Including 7.1 M. of 6.27 g/t., And, Including 2.2 M. of 17.315 g/t and
Including 1 M. of 26.8 g/t; with Copper Credits;

S J G
08-89:

3.8 M. of 2.64 g/t., Including 1.3 M. of 4.520 g/t;

S J G
08-90:

6.7 M. of 3.564 g/t, Including 1.2 M. 0f 11.69 g/t;, And, Including .6 M. of 16.18 g/t;
Including .6 M of 7.210 g/t; with Credits;

S J G
08-91:

2 M. of 17.530 g/t.;

S J G
08-92:

4.2 M. – 6.10 g/t;  Including 1 M. of 23.314 g/t;  And, 4.1 M. of 1.38 g/t;  Including 2.3 M. of
2.1 g/t; And, 4.9 M. of 3.02 g/t., Including .4 M. of 30.445 g/t; And, .5 M. of 14.719 g/t;

S J G
08-93:

5.8 M., Including .4 M of 28.53 g/t;

S J G
08-96:

2.1 M. of 2.22 g/t., Including .55 M. of 4.750 g/t;

S J G
08-97:

4.3 M. of 8.68 g/t;, Including 2.1 M. of 17.05 g/t; with Copper and Zinc Credits;

S J G
08-98:

.5 M. of 2.165 g/t.;

SJG
09-131:

1.10 M. of 28.25 g/t (29.16 AU Equivalent); 1.75 M. of 7.18 g/t (9.27 AU Equivalent);1.30 M.
of 6.97 g/t (7.75 AU Equivalent);

SJG
09-132:

50 M. of 7.1 g/t (11.20 AU Equivalent); 2.05 M of 4.08 g/t (4.97 AU Equivalent); .50 M. of
2.86 g/t (4.05 AU Equivalent);

SJG
09-133:

6.25 M. of 6.49 g/t (6.83 Au Equivalent), including 1.55 M. of 24.23 g/t; 2.07 M. of 3.57 g/t
(3.78 AU Equivalent);

SJG
09-134:

.55 M. of 2.105 g/t (3.04 Au Equivalent); 2.48 M. of 4.33 g/t (5.11 Au Equivalent); .80 M. of
3.37 g/t (3.74 Au Equivalent);

SJG
09-135:

4.42 M. of 3.63 g/t (5.35 AU Equivalent), including 1 M. of 8.96 g/t.;

SJG
09-136:

2 M. of .611 g/t (.71 AU Equivalent);

SJG
09-138:

5.46 M. of 4.97 g/t (5.35 AU Equivalent), including 2.97 M. of 8.80 g/t.;

SJG
09-139:

.71 M. of 8.79 g/t; 5.50 M. of 20.51 g/t, Including 3.12 M of 34.91 g/t;  And, Including 1.80
M. of 58.05 g/t.; And, Including .92 M. of 104.10 g/t;

SJG 3.32 M. of .82 g/t, including 1.66 M. of 1.42 g/t; 5.24 M. of 2.15 g/t, including 1.14 M. of 6.4
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SJG
10-149:

1.3 M. of 4.8 g/t;

SJG
10-195:

.40 M. of 3.43 g/t; Including .73 M. of 2.18 g/t; And, Including 1.83M. of 2.2 g/t; And,
Including 1.21 M of 3.68 g/t; And, Including 2.94 M of 3.26 g/t.

SJG
10-197:

1.16 M. of 2.83 g/t; And, Including 3.67 M. of 7.96 g/t; And, Including 3.30 M. of 28.38 g/t.

SJG
10-199:

1.56 M. of 9.14 g/t;

SJG
10-201:

2.10 M. of 15.78 g/t;

SJG
10-203:

.70 M. of 3.23 g/t; And, Including 1.91 M. of 3.42 g/t; And, Including 5.50 M. of 332.86 g/t;

SJG
10-205

 95 M. of 6.71 g/t; And Including .45 M. of 7.73 g/t;

SJG
10-207:

3.05 M. of 16.74 g/t;

SJG
10-210:

4 M. of  2.58 g/t;

SJG
10-212:

4.80 M. of 5.90 g/t; And, Including 1.53 M. of 2.85 g/t;

SJG
10-213:

1.81 M. of 5.78 g/t;

SJG
10-215:

3.47 M. of 15.82 g/t; And, Including 1.40 M of 2.53 g/t;

SJG
10-217:

1.42 M. of 89.95 g/t;

SJG
10-219:

46 M. of 4.49 g/t; And Including .71 M. of 7.92 g/t; And, Including 1.41 M. of 10.82 g/t; And,
Including .80 M. of 2.23 g/t;

SJG
10-221:

2.00 M. of 13.14 g/t; And, Including .54 M. of 3.26 g/t; And, Including .65 M. of 22.41g/t;

SJG
10-224:

2.23 M. of 5.29 g/t; And, Including 6.35 M. of 7.04 g/t; 3.35 M. of 11.93 g/t; And, Including
.78 M. of 1.80 g/t; And, Including .45 M. of 6.84 g/t;

Ø  SJG 11–236 to SJG 271;  San Pablo Drill holes only reported here (See Table below):

11
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SAN PABLO VEIN

Drill Hole Mineralization

From (m) To (m)
Interval
(m)

Au grade
(g/t)

SJG-10-236 112.96 117.03 4.07 11.38
And 140.50 140.95 0.45 5.85

SJG-10-238 257.00 258.30 1.30 2.40
SJG-11-245 104.40 105.16 0.76 3.16
SJG-11-247 63.60 65.45 1.85 10.49

And 70.70 72.23 1.53 2.73
including 71.77 72.23 0.46 5.70

And 80.00 83.47 3.47 5.00
including 81.37 83.47 2.10 7.38

SJG-11-249 97.60 98.60 1.00 2.28
And 108.20 109.93 1.73 8.21
And 130.50 131.08 0.58 8.61

SJG-11-250 101.72 104.81 3.09 20.15
SJG-11-253 149.45 151.21 1.76 4.89
SJG-11-255 154.55 155.05 0.50 3.19
SJG-11-258 102.27 102.90 0.63 2.51

And 111.50 111.90 0.40 15.62
SJG-11-261 52.72 53.12 0.40 7.07

And 109.03 109.43 0.40 4.42
And 114.00 114.68 0.68 8.97

SJG-11-263 119.88 121.13 1.25 9.47 130.6% $ 1,190 17.8%

CONSOL Energy used a discrete tax calculation for the three months ended March 31, 2003. An annual effective rate was not applied to the
quarterly results due to the sensitivity of the rate to small changes in forecasted income. The 2002 period rate was calculated using the annual
effective rate projection available at that time. A small change in our estimated annual income was not projected to cause a disproportionately
large change in the annual effective tax rate for the year ended December 31, 2002.

-10-
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NOTE 5�INVENTORIES:

The components of inventories consist of the following:

March 31,

2003

December 31,

2002

Coal $ 59,505 $ 67,119
Merchandise for resale 18,904 18,855
Supplies 48,951 49,647

Total Inventories $ 127,360 $ 135,621

NOTE 6�COMMITMENTS AND CONTINGENCIES:

CONSOL Energy has various purchase commitments for materials, supplies and items of permanent investment incidental to the ordinary
conduct of business. Such commitments are not at prices in excess of current market values.

One of our subsidiaries, Fairmont Supply Company, which distributes industrial supplies, currently is named as a defendant in approximately
21,900 asbestos claims in state courts in Pennsylvania, Ohio, West Virginia, Maryland, New Jersey and Mississippi. Because a very small
percentage of products manufactured by third parties and supplied by Fairmont in the past may have contained asbestos and many of the pending
claims are part of mass complaints filed by hundreds of plaintiffs against a hundred or more defendants, it has been difficult for Fairmont to
determine how many of the cases actually involve valid claims or plaintiffs who were actually exposed to asbestos-containing products supplied
by Fairmont. In addition, while Fairmont may be entitled to indemnity or contribution in certain jurisdictions from manufacturers of identified
products, the availability of such indemnity or contribution is unclear at this time and, in recent years, some of the manufacturers named as
defendants in these actions have sought protection from these claims under bankruptcy laws. Fairmont has no insurance coverage with respect to
these asbestos cases. To date, payments by Fairmont with respect to asbestos cases have not been material. However, there cannot be any
assurance that payments in the future with respect to pending or future asbestos cases will not be material to the financial position, results of
operations or cash flows of CONSOL Energy.

CONSOL Energy is subject to various lawsuits and claims with respect to such matters as personal injury, wrongful death, damage to property,
exposure to hazardous substances, governmental regulations including environmental remediation, employment and contract disputes, and other
claims and actions arising out of the normal course of business. In September 1991, CONSOL Energy was named a potentially responsible party
related to the Buckeye Landfill Superfund Site. The estimated total remaining remediation cost for all potentially responsible parties is estimated
to be approximately $15,000 at March 31, 2003. CONSOL Energy�s portion of this claim is approximately 20%. To date, CONSOL Energy has
paid $2,092 to date related to the remediation of this waste disposal site and, accordingly, reduced the liability to $2,883 at March 31, 2003. In
the opinion of management, the ultimate liabilities resulting from such pending lawsuits and claims will not materially affect the financial
position, results of operations or cash flows of CONSOL Energy.
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CONSOL Energy and certain of its subsidiaries have provided the following financial guarantees. CONSOL Energy Management believes that
these guarantees will expire without being funded, and therefore, the commitments will not have a material adverse effect on financial condition.
The fair values of all liabilities associated with these guarantees have been properly recorded and reported in the financial statements at March
31, 2003.
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Guarantee Term Maximum Payments

Workers� Compensation Surety Bonds (a) Various $ 421,600
Reclamation Surety Bonds (b) Various $ 267,100
Gas Sales Agreements (c) Various $ 99,000
Ohio Power Company (d) 6/1993-6/2006 $ 50,714
Ohio Valley Electric Corporation (e) 1/2000-12/2006 $ 33,099
Miscellaneous Surety Bonds (f) Various $ 28,800
1992 Benefit Plan (g) 10/2002-10/2003 $ 22,389
Orix Financial Services (h) 12/2002-12/2007 $ 17,700
U.S. Bancorp (i) 7/2002-7/2007 $ 15,311
Court Bonds (j) Various $ 11,000
Illinois Industrial Commission (k) 10/2002-10/2003 $ 8,325
Old Republic Insurance (l) Various $ 6,777
Citibank ISDA Agreements (m) Various $ 6,300
U.S. Department of Energy (n) $ 4,900
GE Capital Finance (o) $ 2,449
Centimark Corp. (p) 8/2000-8/2008 $ 1,581
Reliant Energy (q) 12/2002-12/2005 $ 1,575
West Penn Power Company (r) 7/1967-12/2004 $ 1,204
U.S. Department of Labor (s) 12/2002-12/2003 $ 1,150
Orion Power (t) 12/2002-12/2005 $ 635
Highmark Life & Casualty (u) 2/2002-5/2003 $ 500
LABAR Co. (v) 4/1999-4/2005 $ 346
Lumbermens Mutual (w) 7/2002-11/2003 $ 253

Total Guarantees $ 1,002,708

a) CONSOL Energy and its subsidiaries, at various times throughout the year, have obtained surety bonds related to workers� compensation
obligations. These bonds are necessary as a result of CONSOL Energy being self insured for workers� compensation, and will be called
should CONSOL Energy or any of its subsidiaries fail to pay workers� compensation claims.

b) A number of CONSOL Energy subsidiaries have obtained surety bonds related to reclamation and subsidence obligations. CONSOL
Energy through these bonds, guarantees the performance of these obligations related to reclamation and subsidence.

c) Certain subsidiaries of CONSOL Energy have entered into gas sales agreements in which CONSOL Energy guarantees the delivery of a
specific quantity of fixed price gas for the duration of the contract. These agreements include the following:
1) CNX Gas Company LLC, a subsidiary of CONSOL Energy, has an agreement with CONOCO/Phillips Inc. that guarantees the

physical delivery of CNX Gas Company LLC production through December 31, 2005. CONSOL Energy has guaranteed any unpaid
obligations of CNX Gas Company LLC to this sales agreement, up to $60,000.

2) CONSOL Energy has an agreement with Dominion Field Services to guarantee any unpaid obligations of CNX Gas Company LLC
and Greene Energy, subsidiaries of CONSOL Energy, pursuant to their gas sales agreements with Dominion Field Services. The
maximum undiscounted future payments required pursuant to the agreement to be made by these subsidiaries at March 31, 2003 are
as follows: (a) CNX Gas Company LLC�$36,000 and (b) Greene Energy�$3,000.

3) The CNX Gas Company LLC Sales Agreement guarantees the delivery of specific quantities of gas through May 7, 2022. If our
subsidiary fails to deliver the volume specified in the contract,
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it is obligated to pay a deficiency charge, for each day delivery is not made, equal to the undelivered volumes times the daily price of gas.

d) CONSOL Energy is the guarantor of the Coal Supply Agreement dated June 3, 1993 between one of CONSOL Energy�s subsidiaries and
Ohio Power Company. Under this agreement, CONSOL Energy guarantees full and timely performance of all obligations of its subsidiary
arising from the Coal Supply Agreement.

e) CONSOL Energy is the guarantor of the Coal Supply Agreement between several of its subsidiaries and Ohio Valley Electric Corporation.
Under this agreement, CONSOL Energy guarantees the full and faithful performance of all obligations of these subsidiaries with respect to
this Coal Supply Agreement.

f) Several subsidiaries of CONSOL Energy have issued miscellaneous surety bonds, primarily water quality bonds and road bonds.
CONSOL Energy guarantees the performance of these obligations by its subsidiaries.

g) On October 15, 2002, a subsidiary of CONSOL Energy arranged for the issuance of a letter of credit to the 1992 Benefit Plan. This letter
of credit will be drawn upon if the subsidiary fails to pay the claims related to this plan.

h) A CONSOL Energy subsidiary entered into an equipment lease agreement on December 30, 2002 for a longwall to be used at Buchanan
Mine. In accordance with this agreement, CONSOL Energy guarantees the payment of all liabilities and the performance of all obligations
of the subsidiary.

i) A CONSOL Energy subsidiary entered into an agreement on July 17, 2002 with U.S. Bancorp Equipment Finance, Inc. to lease a longwall
for use at McElroy Mine. CONSOL Energy is the guarantor of this agreement and promises prompt and full payment to U.S. Bancorp
upon the failure of the subsidiary to satisfy the obligations of the agreement.

j) Several subsidiaries of CONSOL Energy have issued court bonds related to court proceedings in which they are involved. These bonds
would be called should any of the subsidiaries file bankruptcy while the proceedings were still in existence and unresolved. The bonds will
be released by the court when the proceedings conclude.

k) On October 15, 2002, CONSOL Energy, in conjunction with several of its subsidiaries, obtained the issuance of a letter of credit to the
Illinois Industrial Commission. This letter of credit is related to CONSOL Energy�s self- insurance program for workers� compensation.
Should CONSOL Energy, or any of these subsidiaries, fail to pay the workers� compensation claims, the Illinois Industrial Commission will
draw on this letter of credit.

l) A subsidiary of CONSOL Energy obtained the issuance of several letters of credit to Old Republic Insurance Company at various times.
These letters of credit are related to workers� compensation liabilities, and are due to the fact that CONSOL Energy and its subsidiaries are
self insured for workers� compensation. The letters of credit will be drawn upon if the subsidiary fails to pay the related workers�
compensation claims.

m) CONSOL Energy has several International Swap and Derivative Association (ISDA) Agreements with Citibank effective November 21,
2002. These agreements cover the gas derivative hedging activity of CNX Gas Company LLC.

n) CONSOL Energy, along with SynAggs Inc., organized Universal Aggregates, LLC on January 1, 2000. Universal Aggregates is obligated
to complete the design, construction and operation phases of the Birchwood Power Plant Project, and CONSOL Energy is obligated to
provide its 50% share of the funds for this project. CONSOL Energy, acting as guarantor, guarantees the performance of the obligations of
Universal Aggregates, with respect to this agreement, to the Department of Energy, to the extent of its 50% membership interest in
Universal Aggregates.

o) Universal Aggregates received financing from GE Capital Public Finance, Inc. for the purchase of equipment for the Birchwood Power
Plant Project, through an agreement dated December 1, 2002. CONSOL Energy unconditionally guarantees to GE Capital the full and
prompt payment when due of all debts, liabilities and obligations owed by Universal Aggregates with respect to this loan agreement, not to
exceed $2,499.
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p) A subsidiary of CONSOL Energy entered into an agreement to lease office space from Centimark Corporation on August 1, 2000. In
connection with this agreement, CONSOL Energy guarantees full and timely performance of all obligations of the subsidiary to
Centimark, in relation to this lease agreement.

q) CONSOL Energy is the guarantor of the Coal Supply Agreement dated December 17, 2002 between several of its subsidiaries and Reliant
Energy Mid-Atlantic Power Holdings, LLC. Under this agreement, CONSOL Energy guarantees the full and faithful performance of all
obligations of these subsidiaries with respect to this Coal Supply Agreement.

r) CONSOL Energy is the guarantor of the Coal Supply Agreement dated July 3, 1967 between several of its subsidiaries and West Penn
Power Company. Under this agreement, CONSOL Energy guarantees the full and timely performance of all obligations of these
subsidiaries with respect to this Coal Supply Agreement.

s) On December 17, 2002, three subsidiaries of CONSOL Energy obtained the issuance of a letter of credit to the U.S. Department of Labor.
This letter of credit is related to Longshore and Harborworkers� compensation claims and will be drawn upon should these subsidiaries fail
to pay the claims.

t) CONSOL Energy is the guarantor of the Coal Supply Agreement dated December 17, 2002 between several of its subsidiaries and Orion
Power MidWest, LP. Under this agreement, CONSOL Energy guarantees the full and timely performance of all obligations of these
subsidiaries with respect to this Coal Supply Agreement.

u) On February 4, 2002, a subsidiary of CONSOL Energy obtained the issuance of a letter of credit to Highmark Life and Casualty to support
the administrative service program of making medical payments under various CONSOL Energy medical benefit programs. CONSOL
Energy and its subsidiaries are self-insured. Highmark processes and pays the medical claims under the CONSOL Energy medical benefit
programs and then bills CONSOL Energy for reimbursement. The letter of credit will be drawn upon if CONSOL Energy or its subsidiary
fails to reimburse Highmark for these payments.

v) On April 1, 1999, a subsidiary of CONSOL Energy entered into an agreement with Alaska Supply Chain Integrators (ASCI) to lease
warehouse space. CONSOL Energy guarantees prompt payment of all amounts due under the lease in the event of default by the
subsidiary.

w) On July 19, 2002, CONSOL Energy obtained the issuance of a letter of credit to Lumbermens Mutual. Lumbermens Mutual processes and
pays all automobile claims and then bills CONSOL Energy, which is self-insured, for reimbursement. The letter of credit will be drawn
upon if CONSOL Energy should fail to reimburse Lumbermens Mutual for these payments.
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NOTE 7�INTANGIBLE ASSETS

Intangible assets consist of leased coal interests and advance mining royalties. Advance mining royalties are advance payments made to lessors
under terms of mineral lease agreements that are recoupable against future production primarily using the units-of-production method. Depletion
of coal interests is computed primarily using the units-of-production method over the estimated proven and probable reserves. Advance mining
royalties and leased coal interests are evaluated quarterly for impairment issues, of which none were recognized in the quarter ended March 31,
2003.

March 31,
2003

December 31,
2002

Leased coal interests $ 433,725 $ 440,268
Advance mining royalties 343,579 340,229

Total gross carrying value 777,304 780,497

Less � Accumulated depletion of leased coal interests 144,372 142,467
Less � Accumulated amortization of advance mining royalties 250,675 249,668

Total accumulated depletion and amortization 395,047 392,135

Net Intangible Assets $ 382,257 $ 388,362

Included in the March 31, 2003 gross carrying value for leased coal interests and advance mining royalties are $77 and $2,588 of current year
additions, respectively. The additions to leased coal interests are depleted using the units-of-production method where proven and probable coal
reserves are reported and using the straight-line method where proven and probable coal reserves are not yet reported. The additions to advance
mining royalties are recoupable against future production using the units-of-production method where proven and probable coal reserves are
reported and using the straight-line method where proven and probable coal reserves are not yet reported.

Aggregate depletion and amortization expense for the three months ended March 31, 2003 was $3,107.

Estimated depletion and amortization expense of leased coal interests and advance mining royalties during the next five years is as follows:

Year ended December 31,

2003 $ 14,624
2004 $ 14,323
2005 $ 5,499
2006 $ 3,627
2007 $ 3,350

NOTE 8�FAIR VALUE OF FINANCIAL INSTRUMENTS�SFAS 107
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The following methods and assumptions were used to estimate the fair values of financial instruments:

Cash and cash equivalents: The carrying amount reported in the balance sheets for cash and cash equivalents approximates its fair value due to
the short-term maturity of these instruments.

Short-term notes payable: The carrying amount reported in the balance sheets for short-term notes payable approximates its fair value due to
the short-term maturity of these instruments.

Long-term debt: The fair values of long-term debt are estimated using discounted cash flow analyses, based on CONSOL Energy�s current
incremental borrowing rates for similar types of borrowing arrangements.

Capital leases: The fair values of capital leases are estimated using discounted cash flow analyses, based on CONSOL Energy�s current
incremental borrowing rates for similar types of borrowing arrangements.

The carrying amounts and fair values of financial instruments, excluding derivative financial instruments disclosed in Item 3 � Quantitative and
Qualitative Disclosure About Market Risk, are as follows:

March 31, 2003 December 31, 2002

Carrying Amount Fair Value Carrying Amount Fair Value

Cash and cash equivalents $ 19,944 $ 19,944 $ 11,517 $ 11,517
Short-term notes payable $ (153,848) $ (153,848) $ (204,545) $ (204,545)
Long-term debt $ (491,163) $ (493,897) $ (488,907) $ (492,534)
Capital leases $ (7,294) $ (7,724) $ (8,139) $ (8,679)
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NOTE 9�SEGMENT INFORMATION:

CONSOL Energy has two major business units: Coal and Gas. The principal activities of the Coal unit are mining, preparation and marketing of
steam coal, sold primarily to electric utilities, and metallurgical coal, sold to steel and coke producers. The Coal unit includes four reportable
segments. These reportable segments are High Sulfur, Low Sulfur, Metallurgical and Other Coal. Each of these reportable segments includes a
number of operating segments (mines). For the three months ended March 31, 2003 and March 31, 2002, the High Sulfur aggregated segment
includes the following mines: Shoemaker, Blacksville #2, Robinson Run, Humphrey #138, Mahoning Valley and McElroy. For the three months
ended March 31, 2003 and March 31, 2002, the Low Sulfur aggregated segment includes the following mines: Enlow Fork, Mine 84, Bailey,
Jones Fork, Mill Creek and Wiley-Mill Creek. For the three months ended March 31, 2003 and March 31, 2002, the Metallurgical aggregated
segment includes the following mines: Buchanan, Cardinal River, Amonate Contract and V.P. #8. The Other Coal segment includes the
Company�s purchased coal activities, idled mine cost, coal segment business units not meeting aggregation criteria, as well as various activities
assigned to the coal segment but not allocated to each individual mine. The principal activity of the Gas unit is to produce pipeline quality
methane gas for sale primarily to gas wholesalers. CONSOL Energy�s All Other Classification is made up of the Company�s terminal services,
river and dock services, industrial supply services and other business activities, including rentals of buildings and flight operations that do not
qualify as operating segments.

Segment results for the three months ended March 31, 2003:

High Sulfur Low Sulfur Metallurgical Other Coal
Total
Coal Gas

All
Other

Corporate,
Adjustment

& Eliminations Consolidated

Sales�outside $ 129,753 $ 205,453 $ 58,863 $ 41,381 $ 435,450 $ 51,783 $ 19,327 $ �  $ 506,560
Sales�related parties �  1,267 102 �  1,369 �  �  �  1,369
Freight�outside �  �  �  32,028 32,028 �  �  �  32,028
Freight�related parties �  �  �  562 562 �  �  �  562
Intersegment
transfers �  �  �  �  �  950 24,233 (25,183) �  

Total Sales and
Freight $ 129,753 $ 206,720 $ 58,965 $ 73,971 $ 469,409 $ 52,733 $ 43,560 $ (25,183) $ 540,519

Earnings (Loss)
Before
Income Taxes $ (5,289) $ 32,282 $ 5,689 $ (45,281) $ (12,599) $ 16,084 $ (6,160) $ (8,385) $ (11,060)(A)

Segment assets $ 2,836,352 $ 655,033 $ 222,502 $ 591,828 $ 4,305,715 (B)

Depreciation,
depletion and
amortization $ 48,960 $ 9,034 $ 2,712 $ �  $ 60,706

Capital expenditures $ 37,553 $ 8,672 $ 421 $ �  $ 46,646

(A) Includes equity in earnings (loss) of unconsolidated equity affiliates of $509, ($278) and ($568) for Other Coal, Gas and All Other,
respectively.
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(B) Includes investments in unconsolidated equity affiliates of $39,180, $15,440 and $28,404 for Coal, Gas and All Other, respectively. Also,
included in the Coal segment is $68,593 of receivables related to the Export Sales Excise Tax Resolution.

-16-

Edgar Filing: DYNARESOURCE INC - Form DEF 14A

Table of Contents 29



Table of Contents

Industry segment results for the three months ended March 31, 2002:

High Sulfur Low Sulfur Metallurgical Other Coal

Total

Coal Gas

All

Other

Corporate,

Adjustments

& Eliminations Consolidated

Sales�outside $ 135,387 $ 208,868 $ 47,361 $ 64,257 $ 455,873 $ 27,692 $ 21,636 $ �  $ 505,201
Sales�related parties �  4 �  �  4 �  �  �  4
Freight�outside �  �  �  36,338 36,338 �  94 �  36,432
Freight�related parties �  �  �  �  �  �  �  �  �  
Intersegment
transfers �  �  �  �  �  445 25,326 (25,771) �  

Total Sales and
Freight $ 135,387 $ 208,872 $ 47,361 $ 100,595 $ 492,215 $ 28,137 $ 47,056 $ (25,771) $ 541,637

Earnings (Loss)
Before
Income Taxes $ 12,579 $ 35,917 $ 2,597 $ (36,665) $ 14,428 $ 3,514 $ (1,139) $ (10,112) $ 6,691(C)

Segment assets $ 2,948,015 $ 602,673 $ 208,562 $ 533,574 $ 4,292,824(D)

Depreciation,
depletion and
amortization $ 55,493 $ 8,162 $ 2,359 $ 443 $ 66,457

Capital expenditures $ 51,173 $ 18,662 $ 471 $ �  $ 70,306

(C) Includes equity in earnings (loss) of unconsolidated affiliates of ($2), ($374) and ($184) for Other Coal, Gas and All Other, respectively.

(D) Includes investments in unconsolidated equity affiliates of $72,434, $9,185 and $1,160 for Coal, Gas and All Other, respectively. Also,
included in the Coal segment is $72,194 of receivables related to the Export Sales Excise Tax Resolution.

Reconciliation of Segment Information to Consolidated Amounts:

Earnings (Loss) Before Income Taxes:

For the Three Months Ended

March 31,

2003 2002

Segment earnings (loss) before income taxes for total reportable business segments $ 3,485 $ 17,942
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Segment (loss) before income taxes for all other businesses (6,160) (1,139)
Incentive compensation 8 (332)
Interest income (expense), net and other non-operating activity (8,393) (9,780)

Earnings (Loss) Before Income Taxes $ (11,060) $ 6,691
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Total Assets:

March 31,

2003 2002

Segment assets for total reportable business segments $ 3,491,385 $ 3,550,688
Segment assets for all other businesses 222,502 208,562
Items excluded from segment assets:
Cash and other investments 20,269 24,695
Export sales excise tax resolution interest receivable 21,262 20,602
Deferred tax assets 534,861 400,595
Recoverable income taxes 12,272 84,572
Bond issuance costs 3,164 3,110

Total Consolidated Assets $ 4,305,715 $ 4,292,824

NOTE 10�GUARANTOR SUBSIDIARIES FINANCIAL INFORMATION:

The payment obligations under the $250,000 7.875 percent Notes due 2012 issued by CONSOL Energy in 2002 are fully and unconditionally
guaranteed by several subsidiaries of CONSOL Energy. In accordance with positions established by the Securities and Exchange Commission,
the following financial information sets forth separate financial information with respect to the parent, the guarantor subsidiaries and the
non-guarantor subsidiaries. The principal elimination entries eliminate investments in subsidiaries and certain intercompany balances and
transactions. CONSOL Energy, the parent, and a guarantor subsidiary manage several assets and liabilities of their subsidiaries. For example,
these include deferred tax assets, cash and other post-employment liabilities. These assets and liabilities are reflected as parent company or
guarantor company amounts for purposes of this presentation.
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Income Statement for Three Months Ended March 31, 2003:

Parent Guarantors

Non-

Guarantors Elimination Consolidated

Sales�Outside $ �  $ 404,930 $ 101,630 $ �  $ 506,560
Sales�Related Parties �  1,369 �  �  1,369
Freight�Outside �  25,543 6,485 �  32,028
Freight �Related Parties �  562 �  �  562
Other Income (including equity earnings) 16,358 38,919 (10,021) (25,966) 19,290

Total Revenue and Other Income 16,358 471,323 98,094 (25,966) 559,809

Cost of Goods Sold and Other Operating Charges 4,029 337,883 105,622 (39,663) 407,871
Intercompany Activity 237 (12,093) (33,613) 45,469 �  
Freight Expense �  26,105 6,485 �  32,590
Selling, General and Administrative Expense �  13,499 3,585 �  17,084
Depreciation, Depletion and Amortization 694 54,636 7,230 (1,854) 60,706
Interest Expense 5,900 3,290 286 �  9,476
Taxes Other Than Income 1,223 34,294 7,625 �  43,142

Total Costs 12,083 457,614 97,220 3,952 570,869

Earnings (Loss) Before Income Taxes 4,275 13,709 874 (29,918) (11,060)
Income Taxes (Benefit) (3,882) (10,629) 62 �  (14,449)

Earnings (Loss) before Cumulative Effect of Change in
Accounting Principle 8,157 24,338 812 (29,918) 3,389
Cumulative Effect of Changes in Accounting for Mine Closing,
Reclamation, and Gas Well Closing Costs, Net of Income Taxes �  (2,900) (1,868) �  (4,768)

Net Income (Loss) $ 8,157 $ 27,238 $ 2,680 $ (29,918) $ 8,157
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Balance Sheet for March 31, 2003:

Parent Guarantors

Non-

Guarantors Elimination Total

Assets:
Current Assets:
Cash and Cash Equivalents $ 4,180 $ 399 $ 15,365 $ �  $ 19,944
Accounts and Notes Receivable:
Trade 78,043 110,581 31,063 �  219,687
Other 6,031 108,949 13,304 �  128,284
Inventories 258 99,190 27,912 �  127,360
Deferred Income Taxes 89,954 �  �  �  89,954
Recoverable Income Taxes 12,272 �  �  �  12,272
Prepaid Expenses 12,125 18,344 213 �  30,682

Total Current Assets 202,863 337,463 87,857 �  628,183
Property, Plant and Equipment:
Property, Plant and Equipment 90,977 4,639,695 602,148 �  5,332,820
Less-Accumulated Depreciation, Depletion and Amortization 42,233 2,518,706 125,267 �  2,686,206

Property, Plant and Equipment�Net 48,744 2,120,989 476,881 �  2,646,614
Other Assets:
Deferred Income Taxes 444,907 �  �  �  444,907
Intangible Assets, Net �  339,982 42,275 �  382,257
Investment in Affiliates 1,320,428 647,873 120,099 (2,005,376) 83,024
Other 3,203 97,740 19,787 �  120,730

Total Other Assets 1,768,538 1,085,595 182,161 (2,005,376) 1,030,918

Total Assets $ 2,020,145 $ 3,544,047 $ 746,899 $ (2,005,376) $ 4,305,715

Liabilities and Stockholders� Equity:
Current Liabilities:
Accounts Payable $ 94,940 $ 8,446 $ 15,442 $ �  $ 118,828
Accounts Payable (Recoverable)-Related Parties 1,141,651 (277,973) (863,678) �  �  
Short-Term Notes Payable 150,825 �  3,023 �  153,848
Current Portion of Long-Term Debt �  7,772 484 �  8,256
Other Accrued Liabilities 66,756 361,735 67,280 �  495,771

Total Current Liabilities 1,454,172 99,980 (777,449) �  776,703
Long-Term Debt:
Long-Term Debt 248,159 218,722 20,900 �  487,781
Capital Lease Obligations �  2,420 �  �  2,420

Total Long-Term Debt 248,159 221,142 20,900 �  490,201
Deferred Credits and Other Liabilities:
Postretirement Benefits Other Than Pensions �  1,457,342 �  �  1,457,342
Pneumoconiosis Benefits �  450,473 �  �  450,473
Mine Closing �  237,163 134,765 �  371,928
Workers� Compensation 1,484 222,986 34,846 �  259,316
Deferred Revenue �  80,094 11,561 �  91,655
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Salary Retirement 93,268 255 �  �  93,523
Reclamation �  4,014 2,919 �  6,933
Other 65,969 62,684 21,895 �  150,548

Total Deferred Credits and Other Liabilities 160,721 2,515,011 205,986 �  2,881,718
Stockholders� Equity 157,093 707,914 1,297,462 (2,005,376) 157,093

Total Liabilities and Stockholders� Equity $ 2,020,145 $ 3,544,047 $ 746,899 $ (2,005,376) $ 4,305,715

-20-

Edgar Filing: DYNARESOURCE INC - Form DEF 14A

Table of Contents 35



Table of Contents

Condensed Statement of Cash Flows

For the Three Months Ended March 31, 2003:

Parent Guarantors

Non-

Guarantors Elimination Consolidated

Net Cash Provided by (Used in) Operating Activities $ 67,500 $ 31,710 $ (55,850) $ �  $ 43,360

Cash Flows from Investing Activities:
Capital Expenditures $ (2,575) $ (35,474) $ (8,597) $ �  $ (46,646)
Investment in Equity Affiliates �  (15) (816) �  (831)
Other Investing Activities 1 4,782 69,430 �  74,213

Net Cash (Used in) Provided by Investing Activities $ (2,574) $ (30,707) $ 60,017 $ �  $ 26,736
Cash Flows from Financing Activities:
Payments on Short-Term Borrowings $ (52,281) $ �  $ �  $ �  $ (52,281)
Proceeds from Long-Term Notes �  �  1,007 �  1,007
Dividends Paid (11,016) �  �  �  (11,016)
Other Financing Activities (100) (897) 1,618 �  621

Net Cash (Used in) Provided by Financing Activities $ (63,397) $ (897) $ 2,625 $ �  $ (61,669)

Income Statement for Three Months Ended March 31, 2002:

Parent Guarantors

Non-

Guarantors Elimination Consolidated

Sales�Outside $ �  $ 396,925 $ 108,276 $ �  $ 505,201
Sales�Related Parties �  2 2 �  4
Freight�Outside �  28,012 8,420 �  36,432
Freight�Related Parties �  �  1,265 (1,265) �  
Other Income (including equity earnings) 8,278 12,324 (10,697) (1,534) 8,371

Total Revenue and Other Income 8,278 437,263 107,266 (2,799) 550,008

Cost of Goods Sold and Other Operating Charges 2,651 286,382 112,797 (38,921) 362,909
Intercompany Activity (4,023) (2,255) (43,368) 49,646 �  
Freight Expense �  28,012 9,685 (1,265) 36,432
Selling, General and Administrative Expense �  13,374 3,283 �  16,657
Depreciation, Depletion and Amortization 708 59,577 8,027 (1,855) 66,457
Interest Expense 3,552 5,928 657 �  10,137
Taxes Other Than Income 1,116 39,050 10,559 �  50,725

Total Costs 4,004 430,068 101,640 7,605 543,317

Edgar Filing: DYNARESOURCE INC - Form DEF 14A

Table of Contents 36



Earnings (Loss) Before Income Taxes 4,274 7,195 5,626 (10,404) 6,691
Income Taxes (Benefit) (1,227) 692 1,725 �  1,190

Net Income (Loss) $ 5,501 $ 6,503 $ 3,901 $ (10,404) $ 5,501
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Balance Sheet for December 31, 2002:

Parent Guarantors

Non-

Guarantors Elimination Total

Assets:
Current Assets:
Cash and Cash Equivalents $ 2,651 $ 293 $ 8,573 $ �  $ 11,517
Accounts and Notes Receivable:
Trade �  157,131 48,760 �  205,891
Other 6,481 110,524 10,221 �  127,226
Inventories 258 93,890 41,473 �  135,621
Deferred Income Taxes 92,236 �  �  �  92,236
Recoverable Income Taxes 21,935 �  �  �  21,935
Prepaid Expenses 4,770 19,106 4,535 �  28,411

Total Current Assets 128,331 380,944 113,562 �  622,837
Property, Plant and Equipment:
Property, Plant and Equipment 87,689 4,545,722 624,045 �  5,257,456
Less�Accumulated Depreciation, Depletion and Amortization 41,620 2,454,762 154,851 �  2,651,233

Property, Plant and Equipment�Net 46,069 2,090,960 469,194 �  2,606,223

Other Assets:
Deferred Income Taxes 420,718 �  �  �  420,718
Intangible Assets, Net �  338,754 49,608 �  388,362
Investment in Affiliates 1,367,605 1,110,421 53,953 (2,396,617) 135,362
Other 2,509 95,901 21,248 �  119,658

Total Other Assets 1,790,832 1,545,076 124,809 (2,396,617) 1,064,100

Total Assets $ 1,965,232 $ 4,016,980 $ 707,565 $ (2,396,617) $ 4,293,160

Liabilities and Stockholders� Equity:
Current Liabilities:
Accounts Payable $ 110,120 $ 16,334 $ 24,917 $ �  $ 151,371
Accounts Payable (Recoverable)-Related Parties 1,023,380 (195,905) (827,475) �  
Short-Term Notes Payable 203,139 �  1,406 �  204,545
Current Portion of Long-Term Debt 100 8,032 483 �  8,615
Other Accrued Liabilities 62,606 322,743 64,553 �  449,902

Total Current Liabilities 1,399,345 151,204 (736,116) �  814,433
Long-Term Debt:
Long-Term Debt 248,107 217,535 19,893 �  485,535
Capital Lease Obligations �  2,896 �  �  2,896

Total Long-Term Debt 248,107 220,431 19,893 �  488,431
Deferred Credits and Other Liabilities:
Postretirement Benefits Other Than Pensions �  1,437,987 �  �  1,437,987
Pneumoconiosis Benefits �  455,436 �  �  455,436
Mine Closing �  200,813 132,107 �  332,920
Workers� Compensation 1,827 222,311 37,112 �  261,250
Deferred Revenue �  86,043 16,357 �  102,400
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Salary Retirement 90,665 809 �  �  91,474
Reclamation �  3,485 2,327 �  5,812
Other 63,241 61,444 16,285 �  140,970

Total Deferred Credits and Other Liabilities 155,733 2,468,328 204,188 �  2,828,249
Stockholders� Equity 162,047 1,177,017 1,219,600 (2,396,617) 162,047

Total Liabilities Stockholders� Equity $ 1,965,232 $ 4,016,980 $ 707,565 $ (2,396,617) $ 4,293,160
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Condensed Statement of Cash Flows

For the Three Months Ended March 31, 2002:

Parent Guarantors

Non-

Guarantors Elimination Consolidated

Net Cash (Used in) Provided by Operating Activities $ (65,485) $ 69,466 $ 26,932 $ �  $ 30,913

Cash Flows from Investing Activities:
Capital Expenditures $ (2,507) $ (38,617) $ (29,182) $ �  $ (70,306)
Investment in Equity Affiliates (309) (50) (5,052) �  (5,411)
Other Investing Activities �  (1,121) (1,760) �  (2,881)

Net Cash Used in Investing Activities $ (2,816) $ (39,788) $ (35,994) $ �  $ (78,598)

Cash Flows from Financing Activities:
Payments on Short-Term Borrowings $ (144,750) $ �  $ �  $ �  $ (144,750)
Proceeds from Long-Term Notes 246,310 �  �  �  246,310
Payments on Long-Term Notes �  (23,000) �  �  (23,000)
Dividends Paid (22,025) �  �  �  (22,025)
Other Financing Activities 753 (887) �  �  (134)

Net Cash Provided by (Used in) Financing Activities $ 80,288 $ (23,887) $ �  $ �  $ 56,401

NOTE 11�RECENT ACCOUNTING PRONOUNCEMENTS:

In December 2002, Statement of Financial Accounting Standards No. 148, �Accounting for Stock-Based Compensation � Transition and
Disclosure,� was issued and the disclosure requirements have been adopted by CONSOL Energy for the quarter ended March 31, 2003 and the
year ended December 31, 2002. CONSOL Energy is currently evaluating the alternative methods of transition to determine if the Company will
change to the fair value based method of accounting for stock-based employee compensation.

ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

General

CONSOL Energy incurred a loss before income tax and cumulative effect of change in accounting principle of $11 million and recognized
income tax benefits of $14 million, which resulted in earnings before cumulative effect of change in accounting principle of $3 million for the
three months ended March 31, 2003. In this period, CONSOL Energy also recognized $5 million of income, net of $3 million of deferred tax
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expense, with respect to the cumulative effect of change in accounting principle related to the adoption of Statement of Financial Accounting
Standards No. 143, �Accounting for Asset Retirement Obligations� (SFAS No. 143). This statement requires that the fair value of an asset
retirement obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The present value of
the estimated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. Asset retirement obligations primarily
relate to the closure of mines and gas wells and the reclamation of land upon exhaustion of coal and gas reserves. Under previous accounting
standards, such obligations were recognized ratably over the life of the producing assets, primarily on a units-of-production basis. As a result,
CONSOL Energy reported net income for the 2003 period of $8 million. Net income for the three months ended March 31, 2002 was $6 million.
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Total coal sales for the three months ended March 31, 2003 were 16.2 million tons, including a portion of sales by equity affiliates, of which
15.6 million tons were produced by CONSOL Energy operations, by our equity affiliates or sold from inventory of company produced coal. This
compares with total coal sales of 17.4 million tons for the three months ended March 31, 2002, of which 16.6 million tons were produced by
CONSOL Energy operations, by our equity affiliates or sold from inventory of company produced coal. The decrease in tons sold was due
primarily to the closure of the Dilworth, Windsor and Meigs mines due to economically depleted reserves. The decrease in tons sold was also
attributable to the idling of the Rend Lake Mine. These closed and idled mines reduced overall company production. Production from CONSOL
Energy operations, including our percentage of the production for equity affiliates, was 15.6 million tons during the three months ended March
31, 2003 and 19.9 million tons during the three months ended March 31, 2002. Company produced inventory, including our portion of inventory
at equity affiliates, was 2.4 million tons at March 31, 2003 and was 3.0 million tons at December 31, 2002. CONSOL Energy currently has firm
or committed coal sales for 98% of its projected 2003 production, subject to the deferral of acceptance of delivery by customers.

Sales volume of coalbed methane gas, including a percentage of the sales of equity affiliates equal to our interest in these affiliates, increased
8.9% to 12.0 billion cubic feet in the 2003 period compared with 11.0 billion cubic feet in the 2002 period. The increased sales volume is
primarily due to higher production as a result of additional wells coming on line from the ongoing drilling program. Our average sales price for
coalbed methane gas, including sales of equity affiliates, but excluding the effects of derivative transactions, increased 77.9% to $4.66 per
million British thermal units in the 2003 period compared with $2.62 per million British thermal units in the 2002 period. Gas prices through the
first quarter of 2003 were higher than levels during the first quarter of 2002 primarily as a result of the continued decline in U.S. gas production
and reduced Canadian imported production. The decline in gas production has caused substantial declines in gas storage levels. CONSOL
Energy enters into various physical gas supply transactions with our gas marketers (selling gas under short-term multi-month contract
nominations generally not exceeding one year.) CONSOL Energy has also entered into four float-for-fixed gas swap transactions, which have
resulted in a $2 million reduction of revenue and a $2 million increase in other comprehensive loss (net of a $1 million increase in deferred tax
assets) in the three months ended March 31, 2003. These transactions qualify as financial cash flow hedges. The swap transactions exist parallel
to the underlying physical transactions. The average sales price, including sales of equity affiliates and including the effects of derivative
transactions, was $4.48 per million British thermal unit for the 2003 period, a 71.2%, or $1.86 increase compared to the average sales price of
$2.62 per million British thermal unit for the 2002 period. CONSOL Energy locked in 90% of sales volumes in the 2003 period at an average of
$4.30 per million British thermal unit compared to 64% of sales volumes in the 2002 period at $2.82 per million British thermal unit. CONSOL
Energy currently has fixed gas prices for 44.8 billion cubic feet, or approximately 90%, of its projected 2003 production at $4.04 per million
British thermal unit.

In February 2003, we sold our interests in Canadian coal assets and port facilities to Fording Inc. for a note and cash, including amounts to be
adjusted through a working capital audit. The note was exchanged for 3.2 million units in the Fording Canadian Coal Trust, a newly organized
publicly traded trust which acquired the assets of Fording Inc. We sold the units in the coal trust in March 2003. CONSOL Energy has received
total proceeds of approximately $72 million
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pending finalization of the contract�s working capital audit, which resulted in a $1 million loss on the sale.

In February 2003, our Loveridge Mine experienced a fire near the bottom of the slope entry that is used to carry coal from the mine to the
surface. The cost of extinguishing the fire is estimated to be approximately $8 million, net of expected insurance recovery. The Loveridge Mine
was idle during 2002. In late December 2002, the mine began the process of developing a new underground area that would be mined with
longwall mining equipment that was expected to be installed later in 2003. The fire will delay this installation.

In January 2003, an explosion occurred at an airshaft construction site at the McElroy Mine resulting in the deaths of three construction workers
and the injury of three other construction workers. The workers were employees of the construction company installing the shaft. The airshaft is
located in an area ahead of mining activity. The explosion did not affect the normal production schedule of the mine. We do not believe that this
event will have a material adverse effect on our results of operations or financial condition.

In January 2003, Mine 84, near Washington, Pennsylvania experienced a fire along several hundred feet of the conveyor belt entry servicing the
longwall section of the mine. The fire was extinguished approximately two weeks later. On January 20, 2003, the mine resumed production on a
limited basis with continuous mining machines, while repairs continued on the belt entry. The fire caused damage to the roof support system, the
conveyor belt and the steel framework on which the belt travels. Repairs took several weeks to complete and are estimated to cost approximately
$7 million, net of expected insurance recovery. Longwall coal production, which accounts for the majority of coal normally produced at the
mine resumed on February 10, 2003.

In January 2003, we announced that we had entered into a 17-year, 76.5 million ton coal supply agreement with FirstEnergy Generation Corp., a
subsidiary of FirstEnergy Corp. The agreement provides for annual shipments of 4.5 million tons to FirstEnergy primarily from our McElroy
Mine. The agreement includes a price re-opener provision every three years, beginning in 2005. If CONSOL Energy and FirstEnergy do not
agree on price at that time, the contract can be terminated by either party.

In July 2003, Standard and Poor�s lowered its rating of our long-term debt to BB+. Standard and Poor�s defines an obligation rated �BB� (5th lowest
out of 10 rating categories) as less vulnerable to nonpayment than other speculative issues. However, it faces major ongoing uncertainties or
exposure to adverse business, financial, or economic conditions, which could lead to the obligor�s inadequate capacity to meet its financial
commitment on the obligation. The plus sign shows relative standing within the rating category.

Also, in July 2003, Moody�s Investor Service placed CONSOL Energy under review for possible downgrade. In August 2002, Moody�s Investor
Service lowered the senior unsecured debt ratings of CONSOL Energy from Baa1 to Baa2 (9th lowest out of 21 rating categories). Moody�s
Investor Service also changed our rating outlook from stable to negative. Bonds which are rated �Baa� are considered as medium-grade obligations
(i.e., they are neither highly protected nor poorly secured). The rating means that interest payments and principal security appear adequate for
the present but certain protective elements may be lacking or may be characteristically unreliable over any great length of time. Such bonds lack
outstanding investment characteristics
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and in fact have speculative characteristics as well. The modifier 2 indicates that the obligation ranks in the mid-range of its generic rating
category.

CONSOL Energy continues to convert to a new integrated information technology system provided by SAP AG to support business processes.
The new technology is expected to provide cost-effective strategic software alternatives to meet future core business needs. The system will
continue to be implemented in stages throughout 2003 at an estimated total cost of $53 million, of which $37 million has already been incurred.

CONSOL Energy has entered into an agreement to establish an Accounts Receivable Securitization facility that will provide up to $125 million
of short term funding. Costs for drawing against this facility are based on commercial paper interest rates. This facility is expected to be
operational in the quarter ended June 30, 2003.

Results of Operations

Three Months Ended March 31, 2003 Compared with Three Months Ended March 31, 2002

Net Income

CONSOL Energy�s net income was $8 million for the three months ended March 31, 2003 compared to $6 million for the three months ended
March 31, 2002. The increase of $2 million primarily was due to a $14 million income tax benefit and $5 million of income, net of $3 million of
deferred tax expense as a result of the cumulative effect of change in accounting principle related to the adoption of the Statement of Financial
Accounting Standards No. 143, �Accounting for Asset Retirement Obligations� (SFAS No. 143). This statement requires the fair value of an asset
retirement obligation to be recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The present value
of the estimated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. Asset retirement obligations
primarily relate to the closure of mines and gas wells and the reclamation of land upon exhaustion of coal and gas reserves. Under previous
accounting standards, such obligations were recognized ratably over the life of the producing assets, primarily on a units-of-production basis.
Losses before income taxes and the cumulative effect adjustment for the three months ended March 31, 2003 were $11 million compared to
earnings of $7 million in the three months ended March 31, 2002. This decline is primarily due to increased costs related to long-term employee
benefits such as Other Post Employment Benefits and Salaried Pension costs and the costs associated with two mine fires experienced in the
2003 period. The decline was offset, in part, by higher average sales prices for gas and coal in the 2003 period compared to the 2002 period as
well as an increase in other income primarily due to an increase in gains on sales of assets.

Revenue

Sales increased $3 million, or 0.5%, to $508 million for the 2003 period from $505 million for the 2002 period.
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Revenues from the sale of gas increased 86.9%, or $24 million, to $52 million in the 2003 period compared to $28 million in the 2002 period.
The increase was primarily due to a higher average sales price in the 2003 period compared to the 2002 period. The average sales price,
excluding the effects of derivative transactions, was $4.66 per million British thermal unit for the 2003 period, a 78.5%, or $2.05 increase
compared to the average sales price of $2.61 per million British thermal unit for the 2002 period. The increase in average sales price was
primarily due to decreasing gas inventory levels throughout the industry. CONSOL Energy enters into various physical gas supply transactions
with our gas marketers (selling gas under short-term multi-month contract nominations generally not exceeding one year.) CONSOL Energy has
also entered into four float-for-fixed gas swap transactions that qualify as financial cash flow hedges, which exist parallel to the underlying
physical transactions. The average sales price, including the effects of derivative transactions, was $4.47 per million British thermal unit for the
2003 period, a 71.3%, or $1.86 increase compared to the average sales price of $2.61 per million British thermal unit for the 2002 period.
CONSOL Energy locked in 90% of sales volumes in the 2003 period at an average price of $4.29 per million British thermal unit compared to
64% of sales volumes locked in for the 2002 period at an average price of $2.82 per British thermal unit. The increase in gas sales revenue was
also due to higher volumes of gas sold. Sales volumes were 12.0 billion cubic feet, a 9.4%, or 1.0 billion cubic feet increase from the 2002
period. Higher sales volumes were a result of wells coming on line from the ongoing drilling program.

The increase in sales revenue from the sale of gas was offset, in part, by decreases in company produced coal sales revenue. Company produced
coal sales revenue decreased $12 million, or 2.7%, to $417 million in the 2003 period from $429 million in the 2002 period. The decrease in
company produced coal revenue was due mainly to a decrease in the tons sold. Company produced tons sold were 15.4 million tons in the 2003
period, a 0.1 million ton, or 5.2%, decrease from the 2002 period. The decrease in tons sold was due primarily to the closure of the Dilworth,
Windsor and Meigs mines due to economically depleted reserves. The decrease in tons sold was also attributable to the idling of the Rend Lake
Mine. These closed and idled mines reduced overall company production. Although sales volumes have declined from the 2002 period, the
average sales price per ton of company produced coal sold increased. Average sales price per ton of company-produced coal increased 2.6% to
$27.14 per ton for the 2003 period from $26.44 per ton for the 2002 period. The increase in average sales price reflects higher prices negotiated
in the second half of 2002.

Revenues from the sale of purchased coal decreased by $7 million, or 27.9%, to $20 million in the 2003 period from $27 million in the 2002
period. The decrease in purchased coal revenue was due mainly to a decrease in the tons sold. Purchased coal tons sold were 0.6 million tons in
the 2003 period, a 0.2 million ton, or 27.7%, decrease from the 2002 period. The decrease in tons sold was due primarily to the termination of
the synfuel agreement at the Dilworth Mine, which coincided with the closure of the mine. The average sales price per ton of purchased coal also
declined slightly in the 2003 period. Average sales price per ton of purchased coal decreased $0.11 per ton, or 0.3%, to $33.64 in the 2003
period compared to $33.75 per ton in the 2002 period. The decrease in average sales price reflects a change in the overall product mix of
purchased coal.

Revenues from the sale of industrial supplies decreased $3 million, or 13.7%, to $15 million in the 2003 period from $18 million in the 2002
period primarily due to reduced sales volumes. Sales volumes were reduced primarily due to decreased spending by our customer base.
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Freight revenue, outside and related party, decreased 10.6% to $33 million for the 2003 period from $36 million in the 2002 period. Freight
revenue is based on weight of coal shipped, negotiated freight rates and method of transportation (i.e., rail, barge, truck, etc.) used for the
customers to which CONSOL Energy contractually provides transportation services. Freight revenue is the amount billed to customers for
transportation costs incurred.

Other income, which consists of interest income, gain or loss on the disposition of assets, equity in earnings of affiliates, service income, royalty
income, rental income and miscellaneous income, was $19 million in the 2003 period compared to $8 million in the 2002 period. The increase of
$11 million, or 130.4% was primarily due to $9 million additional gain on sale of assets in the 2003 period. The gain on sale of assets in the
2003 period principally relates to the sale of surplus equipment. The increased revenue was also due to a $1 million gain on a foreign currency
derivative. The foreign currency hedge contracts were executed on July 10, 2002 to permit CONSOL Energy Australia Pty (CEA) to purchase
Australian dollars at a fixed exchange rate. CEA entered into these hedges in order to minimize exposure to foreign exchange rate fluctuations.
Future hedge contracts will be made in order to satisfy the requirement to provide protection of the forecasted currency exposure for a rolling
two-year period. Other income also increased $2 million as a result of various transactions that occurred throughout both periods, none of which
was individually material. These increases in other income were reduced by a $1 million loss on the sale of our interest in Canadian coal assets
and port facilities to Fording Inc. for a note and cash in February 2003. The note was exchanged for 3.2 million units in the Fording Canadian
Coal Trust, a newly organized publicly traded trust which acquired the assets of Fording Inc. We subsequently sold the coal trust units in March
2003. CONSOL Energy has received total proceeds of approximately $72 million pending finalization of the contract�s working capital audit.

Costs

Cost of Goods Sold and Other Operating Charges increased $45 million, or 12.4%, to $408 million in the 2003 period compared to $363 million
in the 2002 period.

Gas operations cost of goods sold increased 32.2% to $18 million in the 2003 period from $14 million in the 2002 period. The increase of $4
million was due mainly to a 20.8% increase in the average cost per million British thermal unit sold. The average cost per million British thermal
unit was $1.57 in the 2003 period compared to $1.30 in the 2002 period. Average cost per million British thermal unit increased in the 2003
period primarily due to an increase in royalty expense. Royalty expense increased primarily due to a 78.1% increase in average sales price per
British thermal unit in the 2003 period compared to the 2002 period. The increase in cost per unit also increased due to a 9.4% increase in the
volume sold. Volumes in the 2003 period were 12.0 million cubic feet compared to 10.9 million cubic feet in the 2002 period. The increased
volumes sold were due mainly to additional production from wells coming on line.

Cost of goods sold and other charges for company produced coal was $304 million in the 2003 period, an increase of $19 million, or 6.7%, from
$285 million in the 2002 period. The increase in cost of goods sold and other charges for company-produced coal was due to a $34 million, or
12.5%, increase in the cost per ton sold. Costs per ton of coal sold are higher primarily due to increased medical costs for active and retired
employees and increased salaried pension costs.
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These increases in cost per ton of company-produced coal were offset, in part, by $15 million due to the decrease in the volume of
company-produced coal sold. Sales tons of company-produced coal decreased 0.8 tons, or 5.2%, to 15.4 million tons in the 2003 period
compared to 16.2 million tons in the 2002 period.

Cost of goods sold and other charges for closed and idle mine costs have increased $4 million, or 31.3%, to $16 million in the 2003 period from
$12 million in the 2002 period. The increase is primarily due to approximately $6 million of expenses related to mines that were closed or idled
for the entire 2003 period that were operating in the 2002 period. These mines include Humphrey, Dilworth, Rend Lake, Windsor and Meigs 2.
These increased costs were offset, in part, by approximately $2 million due to the reversal of a mine closing liability that was transferred to a
third party.

Miscellaneous cost of goods sold and other operating charges increased $26 million to $34 million in the 2003 period from $8 million in the
2002 period. An increase of $15 million was primarily due to two mine fires in the 2003 period. In January 2003, Mine 84 experienced a fire
along several hundred feet of the conveyor belt entry servicing the longwall section of the mine. The fire was extinguished approximately two
weeks later. On January 20, 2003, the mine resumed production on a limited basis with continuous mining machines, while repairs continued on
the belt entry. The fire caused damage to the roof support system, the conveyor belt and the steel framework on which the belt travels. Repairs
took several weeks to complete and are estimated to cost approximately $7 million, net of expected insurance recovery. Longwall coal
production, which accounts for the majority of coal normally produced at the mine resumed on February 10, 2003. In February 2003, our
Loveridge Mine experienced a fire near the bottom of the slope entry that is used to carry coal from the mine to the surface. The cost of
extinguishing the fire is estimated to be approximately $8 million, net of expected insurance recovery. The Loveridge Mine was idle during
2002. In late December 2002, the mine began the process of developing a new underground area that would be mined with longwall mining
equipment that was expected to be installed later in 2003. The fire will delay this installation. Miscellaneous cost of goods sold and other
operating charges also increased $6 million due to the payment of gas royalties in connection with a dispute between a subsidiary of CONSOL
Energy and certain gas lessors. The remaining $5 million increase in miscellaneous cost of goods sold and other operating charges were due to
various miscellaneous transactions that occurred throughout both periods, none of which were individually material.

These increases in cost of goods sold and other charges were offset, in part, by decreased costs for purchased coal. Purchased coal cost of goods
sold and other charges decreased 25.1% to $19 million in the 2003 period from $26 million in the 2002 period. The $7 million decrease was due
mainly to a 27.7% decrease in the volume of purchased coal sold. The decrease in tons sold was due primarily to the termination of the synfuel
agreement at the Dilworth Mine, which coincided with the closure of the mine.

Industrial supplies cost of goods sold also decreased $1 million, or 8.1%, to $17 million in the 2003 period compared to $18 million in the 2002
period. The decrease was due to reduced sales volumes.

Freight expense increased 10.6% to $33 million in the 2003 period from $36 million in the 2002 period. Freight expense is based on weight of
coal shipped, negotiated freight rates and method
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of transportation (i.e., rail, barge, truck, etc.) used for the customers to whom CONSOL Energy contractually provides transportation. Freight
expense is billed to customers and the revenue from such billings equals the transportation expense.

Selling, general and administrative expenses remained stable at $17 million in the 2003 period compared to the 2002 period.

Depreciation, depletion and amortization expense decreased 8.7% to $61 million in the 2003 period compared to $66 million in the 2002 period.
The decrease of $5 million is primarily due to equipment at the Dilworth mine and related preparation plant becoming fully depreciated to
coincide with the closure of the mine due to economically depleted reserves.

Interest expense decreased 6.5% to $9 million for the 2003 period compared to $10 million for the 2002 period. The decrease of $1 million was
due to several changes in the period-to-period comparison. Interest expense on commercial paper decreased $1 million in the 2003 period
compared to the 2002 period. This was due primarily to a $96 million reduction in commercial paper outstanding and a 0.8% per annum
reduction in the average interest rate in the 2003 period from the 2002 period. Interest expense also decreased $1 million due to the reduction of
long-term debt through scheduled payments. An additional $2 million decrease in interest expense was due to the implementation of Statement
of Financial Accounting Standards No. 143, �Accounting for Asset Retirement Obligations� (SFAS No. 143). Under this statement, the interest
accretion related to the discounted portions of mine closing, reclamation and gas well closing liabilities, previously reported as interest expense,
are now reported as operating expenses. These decreases in interest expense were offset, in part, by a $3 million increase in interest expense
related to the March 7, 2002 issuance of $250 million of 7.875% Notes due in 2012.

Taxes other than income decreased 15.0% to $43 million for the 2003 period compared to $51 million for the 2002 period. The decrease of $8
million was due primarily to decreased production taxes and decreased payroll taxes. Production taxes decreased $5 million primarily due to
lower production volumes in the 2003 period compared to the 2002 period. Coal production was 15 million tons in the 2003 period compared to
20 million tons in the 2002 period. Payroll taxes were reduced by $2 million primarily due to the closure or idling of several mines in the
period-to-period comparison. Dilworth, Rend Lake and Humphrey mines were not operating in the 2003 period and, therefore, the number of
employees was lower in the 2003 period compared to the 2002 period. The remaining $1 million decrease was due to changes in various other
taxes (such as sales and use tax, federal excise taxes and property taxes) throughout both periods, none of which were individually material.

Income Taxes

Income taxes were a benefit of $14 million in the 2003 period compared to expense of $1 million in the 2002 period. The change of $15 million
was due mainly to a pre-tax loss in the 2003 period compared to pre-tax income in the 2002 period with little loss of percentage depletion tax
benefits. Our effective tax rate for the quarter was 130.6%, which was determined using a discrete period tax calculation for the quarterly results.
Although we suffered a loss for the quarter, the percentage depletion deduction allowed for tax purposes did not have a corresponding reduction.
Historically, the quarterly depletion benefit has been approximately $7.5 million. The combination of this benefit and a pre-tax loss resulted in
our effective tax rate. Additional detail is provided in Note 4 of Notes to Consolidated Financial Statements included as Item I in Part I of this
Quarterly Report on Form 10-Q, as amended. The annual effective rate method was not applied to the quarterly results due to the sensitivity of
the rate to small changes in forecasted income. The effective tax rate for the 2002 period was 17.8%. The 2002 period rate was
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calculated using the annual effective rate projection available at that time. A small change in our estimated annual income was not projected to
cause a disproportionately large change in the annual effective tax rate for the year ended December 31, 2002.

Cumulative Effect of Changes in Accounting for Mine Closing, Reclamation and Gas Well Closing Costs

Effective January 1, 2003, CONSOL Energy adopted SFAS No. 143, as required. CONSOL Energy reflected a gain of approximately $5
million, net of a tax cost of approximately $3 million. At the time of adoption, total assets, net of accumulated depreciation, increased
approximately $59 million and total liabilities increased approximately $51. The amounts recorded upon adoption are dependent upon a number
of variables, including the estimated future retirement costs, estimated proved reserves, assumptions involving profit margins, inflation rates and
the assumed credit-adjusted risk-free interest rate.

Previous accounting standards generally used the units of production method to match estimated retirement costs with the revenues generated by
the producing assets. In contrast, SFAS No. 143 requires depreciation of the capitalized asset retirement cost and accretion of the asset
retirement obligation over time. The depreciation will generally be determined on a units-of-production basis, whereas the accretion to be
recognized will escalate over the life of the producing assets, typically as production declines. Because of the long lives of the underlying
producing assets, the impact on net income in the near term is not expected to be material.

Liquidity and Capital Resources

CONSOL Energy generally has satisfied its working capital requirements and funded its capital expenditures and debt service obligations from
cash generated from operations and proceeds from borrowings. A principal source of borrowing is the issuance of commercial paper. At March
31, 2003, CONSOL Energy had an aggregate principal amount outstanding of $151 million of commercial paper. In September 2002, CONSOL
Energy entered into a new Senior Credit Facility that provides for an aggregate $485 million that may be used for commercial paper maturities,
letters of credit and borrowings for other corporate purposes. This facility replaced a $400 million credit facility, which expired in September
2002. The current agreement consists of a 364-day $218 million credit facility which expires in September 2003, and a three year $267 million
credit facility which expires in September 2005. Interest is based at our option, upon the Prime (Base) Rate or London Interbank Offered Rates
(LIBOR) plus a spread, which is dependent on our credit rating. The agreement has various covenants, including covenants that limit our ability
to dispose of assets and merge with another corporation. We are also required to maintain a ratio of total consolidated indebtedness to twelve
month trailing earnings before interest, taxes, depreciation, depletion and amortization (EBITDA) of not more than 3.0 to 1.0, measured
quarterly. This ratio was 2.63 to 1.0 at March 31, 2003. In addition, we are required to maintain a ratio of twelve months trailing EBITDA to
interest expense and amortization of debt of no less than 4.5 to 1.0 measured quarterly. This ratio was 5.22 to 1.0 at March 31, 2003. At March
31, 2003, this facility had $299 million of additional capacity. At April 30, 2003, this facility has $290 million of additional capacity.

CONSOL Energy believes that cash generated from operations and its borrowing capacity will be sufficient to meet its working capital
requirements, anticipated capital expenditures (other
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than major acquisitions), scheduled debt payments and anticipated dividend payments in 2003. Nevertheless, the ability of CONSOL Energy to
satisfy its debt service obligations, to fund planned capital expenditures or pay dividends will depend upon its future operating performance,
which will be affected by prevailing economic conditions in the coal and gas industries and other financial and business factors, some of which
are beyond CONSOL Energy�s control.

In order to manage the market risk exposure of volatile natural gas prices in the future, CONSOL Energy enters into various physical gas supply
transactions with our gas marketers (selling gas under short-term multi-month contract nominations generally not exceeding one year.)
CONSOL Energy has also entered into four float-for-fixed gas swap transactions that qualify as financial cash flow hedges, which exist parallel
to the underlying physical transactions. These transactions resulted in other comprehensive loss of $2.0 million (net of $1.3 million of deferred
tax) in the three months ended March 31, 2003.

CONSOL Energy frequently evaluates potential acquisitions. CONSOL Energy has funded acquisitions primarily with cash generated from
operations and a variety of other sources, depending on the size of the transaction, including debt financing. There can be no assurance that
additional capital resources, including debt financing, will be available to CONSOL Energy on terms which CONSOL Energy finds acceptable,
or at all.

Stockholders� Equity and Dividends

CONSOL Energy had stockholders� equity of $157 million at March 31, 2003 and $162 million at December 31, 2002. Stockholders� equity was
reduced by $56 million in the twelve months ended December 31, 2002 due to Other Comprehensive Losses. These losses relate primarily to
minimum pension liability as a result of the negative return on plan assets for non-contributory defined benefit retirement plans. Comprehensive
losses are calculated annually and reflect a number of factors including conditions in the stock markets and interest rates. See Consolidated
Statements of Stockholders� Equity and Note 20 of the Notes to Consolidated Financial Statements included in our 2002 Form 10-K, as amended.

A quarterly dividend of $0.14 per share was declared on January 27, 2003, payable to shareholders of record on February 10, 2003. This
dividend was paid on February 28, 2003. A quarterly dividend of $0.14 per share was declared on April 25, 2003, payable to shareholders of
record on May 9, 2003. This dividend will be paid on May 30, 2003. Under our $485 million Senior Revolving Credit facility, payment of
dividends must be suspended in the event of a default under the facility.

Cash Flows

Net cash provided by operating activities was $43 million for the three months ended March 31, 2003 compared to $31 million for the three
months ended March 31, 2002. The change in net cash provided by operating activities is primarily due to the decreases in coal inventories. Coal
inventories decreased 0.3 million tons in the three month period ended March 31, 2003 compared to an increase of 3.3 million tons in the three
month period ended March 31, 2002. The decreases in inventories also resulted in a decrease of prepaid expenses related to deferred freight
charges that are accumulated in proportion to the amount of coal inventory carried. These decreases in operating cash flow were offset, in part,
by increases in employee related long-term
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liabilities. Increased employee related long-term liabilities were primarily due to increases in the actuarially determined provisions related to
certain assumption changes used in the calculation offset, in part, by increased cash payments. Cash payments increased due to the projected
exhaustion of trust funds related to Other Post Employment Benefits that were used to make benefit payments in the 2002 period. Changes in net
income also contributed to the change in operating cash flow. Net income for the three month period ended March 31, 2003 increased $2
million, although this increase included non-cash changes such as the cumulative effect of the change in accounting principles related to the
adoption of Statement of Financial Accounting Standard No. 143, �Accounting for Asset Retirement Obligations� (SFAS No. 143), decreases in
depreciation, depletion and amortization and additional gains on the sale of assets.

Net cash provided by investing activities was $27 million in the 2003 period compared to net cash used in investing activities of $79 million in
the 2002 period. The change in net cash provided by (used in) investing activities was primarily due to increased proceeds from the sale of assets
and reduced capital expenditures. Proceeds from the sales of assets were $77 million in the 2003 period compared to $1 million in the 2002
period. The increase was due mainly to the $70 million of cash proceeds received in the sale of our interests in Canadian coal assets and port
facilities to Fording Inc. for a note and cash in February 2003. The note was exchanged for 3.2 million units in the Fording Canadian Coal Trust,
a newly organized publicly traded trust which acquired the assets of Fording Inc. We sold the coal trust units in March 2003. CONSOL Energy
still has a $2 million receivable related to this transaction due to monies being held in escrow until the deal is finalized. Capital expenditures
were $47 million in the 2003 period compared to $70 million in the 2002 period. Capital expenditures were higher in the 2002 period due mainly
to monies being spent for the expansion of the McElroy Preparation Plant, which was completed and placed in service in 2002. Capital
expenditures were also higher in the 2002 period due to the additional gas wells being drilled in the 2002 period compared to the 2003 period.

Net cash used in financing activities was $62 million in the 2003 period compared with net cash provided by financing activities of $56 million
in the 2002 period. The change in net cash used in or provided by financing activities primarily reflects the cash received in the 2002 period of
approximately $246 million related to the issuance on March 7, 2002 of 7.875% notes due 2012. This receipt of cash was offset, in part by
additional payments made to reduce the outstanding principal balance of commercial paper in the 2002 period compared to the 2003 period.
Also, a scheduled payment of $23 million was made in the 2002 period on unsecured notes.

The following is a summary of our significant obligations at March 31, 2003 (in thousands):

Payments due by Year

Within 1

Year

2-3

Years

4-5

Years

After 5

Years Total

Short-term Notes Payable $ 153,848 $ �  $ �  $ �  $ 153,848
Long-term Debt 3,382 52,181 56,960 378,640 491,163
Capital Lease Obligations 4,874 2,420 �  �  7,294
Operating Lease Obligations 12,935 21,773 16,178 7,384 58,270

Total Obligations $ 175,039 $ 76,374 $ 73,138 $ 386,024 $ 710,575
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Additionally, we have long-term liabilities relating to other post employment benefits, work-related injuries and illnesses, defined benefit
pension plans, mine reclamation and closure, and other long-term liability costs. We estimated the payments, net of any applicable trust
reimbursements, related to these items at March 31, 2003 (in thousands) to be:

Payments due by Year

Within 1

Year

2-3

Years

4-5

Years Total

$275,278 $562,788 $536,919 $1,374,985

As discussed in �Critical Accounting Policies� and in the Notes to our Consolidated Financial Statements on our Form 10-K, as amended, to which
we refer you, our determination of these long-term liabilities is calculated annually and is based on several assumptions, including then
prevailing conditions, which may change from year to year. In any year, if our assumptions are inaccurate, we could be required to expend
greater amounts than anticipated. Moreover, in particular, for periods after 2003 our estimates may change from the amounts included in the
table, and may change significantly, if our assumptions change to reflect changing conditions. For example, the payments due in years 2-3
include an estimate of approximately $50 million related to a final payout under a long-term coal contract which was entered into in 1984. Under
this agreement, CONSOL Energy was reimbursed for estimated post closure reclamation costs plus a contingency over coal shipments made to
the customer. Upon final bond release of the affected areas, reclamation costs versus monies received for reclamation over the life of the contract
would be actualized.

Debt

At March 31, 2003, CONSOL Energy had total long-term debt of $498 million, including the current portion of long-term debt of $8 million.
Such long-term debt consisted of:

� an aggregate principal amount of $248 million ($250 million of 7.875% notes due in 2012, net of $2 million unamortized debt
discount). The notes were issued at 99.174% of the principal amount. Interest on the notes is payable March 1 and September 1 of
each year commencing September 1, 2002. Payment of the principal and premium, if any, and interest on the notes are guaranteed by
several CONSOL Energy subsidiaries that incur or guarantee certain indebtedness. The notes are senior unsecured obligations and
rank equally with all other unsecured and unsubordinated indebtedness of CONSOL Energy and of the subsidiary guarantors;

� an aggregate principal amount of $90 million of unsecured notes which bear interest at fixed rates ranging from 8.21% to 8.28% per
annum and are due at various dates between 2004 and 2007. These notes are senior obligations and rank equally with all other
unsecured and unsubordinated indebtedness of CONSOL Energy;

� an aggregate principal amount of $103 million of two series of industrial revenue bonds which were issued in order to finance
CONSOL Energy�s Baltimore port facility and bear interest at the rate of 6.50% per annum and mature in 2010 and 2011;

� $17 million aggregate principal amount of borrowings under a term loan facility which allows CONSOL Energy Australia Pty Limited
to borrow up to $17 million through March 31, 2004. The borrowed funds must be used for expenditures related to the design,
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construction, and acquisition of longwall mining equipment and infrastructure upgrades at Glennies Creek Mine, the joint venture
owned 50% by CONSOL Energy Australia Pty Limited. Interest is paid quarterly at a rate of LIBOR plus 1.75%. The principal
balance is payable in equal installments on March 31 and September 30 commencing March 31, 2006 and ending March 31, 2009;

� $33 million in advance royalty commitments with an average interest rate of 8.2% per annum; and

� an aggregate principal amount of $7 million of capital leases with an average interest rate of 7.4% per annum.

At March 31, 2003, CONSOL Energy had an aggregate principal amount of $151 million of commercial paper outstanding that had maturities
remaining ranging from 1 to 31 days with interest at varying rates ranging from 1.46% per annum to 1.55% per annum. A subsidiary of
CONSOL Energy also had $3 million aggregate principal amount of short-term debt outstanding under a working capital bank facility utilized
by the joint venture operations at the Glennies Creek Mine in Australia. Drawings against this facility are made in Australian Dollars and interest
is based on the Australian Bank Bills Rate reset monthly.

CONSOL Energy�s commercial paper program has been backed by a Senior Revolving Credit facility provided by a bank syndicate. The facility
provides for an aggregate of $485 million that may be used for commercial paper maturities, letters of credit and borrowings for other corporate
purposes. The agreement consists of a 364-day $218 million credit facility which expires in September 2003, and a three year $267 million
credit facility which expires in September 2005. Interest is payable based, at our option, upon the Prime (Base) Rate or London Interbank
Offered Rates (LIBOR) plus a spread, which is dependent on our credit rating. The agreement has various covenants, including covenants that
limit our ability to dispose of assets and merge with another corporation. We are also required to maintain a ratio of total consolidated
indebtedness to twelve month trailing earnings before interest, taxes, depreciation, depletion and amortization (EBITDA) of not more than 3.0 to
1.0 measured quarterly. This ratio was 2.63 to 1.0 at March 31, 2003. In addition, we are required to maintain a ratio of twelve months trailing
EBITDA to interest expense and amortization of debt of no less than 4.5 to 1.0 measured quarterly. This ratio was 5.22 to 1.0 at March 31, 2003.
At March 31, 2003 this facility had $299 million of additional capacity remaining. At April 30, 2003, this facility has $290 million of additional
capacity.

At March 31, 2003, five letters of credit have been issued that are supported by the Senior Revolving Credit facility. The letters of credit total
$35 million and were issued to the United Mine Workers of America 1992 Benefit Fund, the Illinois Industrial Commission for self insuring
workers� compensation, Old Republic Insurance for self insuring workers� compensation, the General Electric Capital Corp. for a guarantee of
note payable related to equipment purchased by a 50% joint-venture and the U.S. Department of Labor for self insuring Longshore and
Harborworkers� compensation.

Recent Accounting Pronouncements

In December 2002, Statement of Financial Accounting Standards No. 148, �Accounting for Stock-Based Compensation � Transition and
Disclosure,� was issued and the disclosure requirements have been adopted by CONSOL Energy for the year ended December 31, 2002.
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CONSOL Energy is currently evaluating the alternative methods of transition to determine if the Company will change to the fair value based
method of accounting for stock-based employee compensation.

Forward-Looking Statements

We are including the following cautionary statement in this Report on Form 10-Q to make applicable and to take advantage of the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995 for any forward-looking statements made by, or on behalf of us. With the
exception of historical matters, the matters discussed in this Report on Form 10-Q are forward-looking statements (as defined in Section 21E of
the Exchange Act) that involve risks and uncertainties that could cause actual results to differ materially from projected results. In addition to
other factors and matters discussed elsewhere in this Report on Form 10-Q, these risks, uncertainties and contingencies include, but are not
limited to, the following:

� a loss of our competitive position because of the competitive nature of the coal and gas markets;

� a decline in prices we receive for our coal and gas affecting our operating results and cash flows;

� the inability to produce a sufficient amount of coal to fulfill our customers� requirements which could result in our customers initiating
claims against us;

� overcapacity in the coal or gas industry impairing our profitability;

� reliance on customers extending existing contracts or entering into new long-term contracts for coal;

� reliance on major customers;

� the credit worthiness of our customer base declining;

� our ability to identify suitable acquisition candidates and to successfully finance, consummate the acquisition of, and integrate these
candidates as part of our acquisition strategy;

� disputes with customers concerning contracts resulting in litigation;

� the risks inherent in coal mining being subject to unexpected disruptions, including geological conditions, equipment failure, fires, accidents
and weather conditions which could cause our results to deteriorate;

� uncertainties in estimating our economically recoverable coal and gas reserves;

Edgar Filing: DYNARESOURCE INC - Form DEF 14A

Table of Contents 57



� risks in exploring for and producing gas;

� the disruption of rail, barge and other systems which deliver our coal, or pipeline systems which deliver our gas;

� the effects of government regulation;

� obtaining governmental permits and approvals for our operations;

� coal users switching to other fuels in order to comply with various environmental standards related to coal combustion;

� the effects of mine closing, reclamation and certain other liabilities;

� results of litigation;

� federal, state and local authorities regulating our gas production activities;

� deregulation of the electric utility industry having unanticipated effects on our industry;

� new legislation resulting in restrictions on coal use;

� federal and state laws imposing treatment, monitoring and reporting obligations on us;
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� management�s ability to correctly estimate and accrue for contingent liabilities;

� increased exposure to workers� compensation and black lung benefit liabilities;

� the outcome of various asbestos litigation cases; and

� our ability to comply with laws or regulations requiring that we obtain surety bonds for workers� compensation and other statutory
requirements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

In addition to the risks inherent in operations, CONSOL Energy is exposed to financial, market, political and economic risks. The following
discussion provides additional detail regarding CONSOL Energy�s exposure to the risks of changing natural gas prices, interest rates and foreign
exchange rates.

CONSOL Energy is exposed to market price risk in the normal course of selling natural gas production and to a lesser extent in the sale of coal.
CONSOL Energy sells coal under both short-term and long-term contracts with fixed price and/or indexed price contracts that reflect market
value. CONSOL Energy uses fixed-price contracts, collar-price contracts and derivative commodity instruments that qualify as cash-flow hedges
under Statement of Financial Accounting Standards No. 133 to minimize exposure to market price volatility in the sale of natural gas. Our risk
management policy strictly prohibits the use of derivatives for speculative positions.

CONSOL Energy has established risk management policies and procedures to strengthen the internal control environment of the marketing of
commodities produced from its asset base. All of the derivative instruments are held for purposes other than trading. They are used primarily to
mitigate uncertainty and volatility and cover underlying exposures. CONSOL Energy�s market risk strategy incorporates fundamental risk
management tools to assess market price risk and establish a framework in which management can maintain a portfolio of transactions within
pre-defined risk parameters.

CONSOL Energy believes that the use of derivative instruments along with the risk assessment procedures and internal controls does not expose
CONSOL Energy to material risk. The use of derivative instruments could materially affect CONSOL Energy�s results of operations depending
on interest rates, exchange rates or market prices. However, we believe that use of these instruments will not have a material adverse effect on
our financial position or liquidity.

For a summary of accounting policies related to derivative instruments, see Note 1 of the Notes to the Consolidated Financial Statements in our
Annual Report Form 10-K for the year ended December 31, 2002, as amended.
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Sensitivity analyses of the incremental effects on pre-tax income for the three months ended March 31, 2003 of a hypothetical 10 percent and 25
percent change in natural gas prices, foreign exchange and interest rates for open derivative instruments as of March 31, 2003 are provided in the
following table:

Incremental Decrease in Pre-tax Income Assuming
a Hypothetical Price, Exchange Rate or

Interest Rate Change of:

10% 25%

(in millions)
Natural Gas (a) $ 10.7 $ 17.9
Foreign Currency (b) $ 1.0 $ 2.2
Interest Rates (c) $ 0.4 $ 1.0

(a) CONSOL Energy remains at risk for possible changes in the market value of these derivative instruments; however, such risk should be
mitigated by price changes in the underlying hedged item. The effect of this offset is not reflected in the sensitivity analyses. CONSOL
Energy entered into derivative instruments to convert the market prices related to 2003 and 2004 anticipated sales of natural gas to fixed
prices. The sensitivity analysis reflects an inverse relationship between increases in commodity prices and a benefit to earnings. When
commodity prices increase, pre-tax income decreases. The fair value of these contracts was a loss of $3.9 million (net of $2.5 million
deferred tax) at March 31, 2003. We continually evaluate the portfolio of derivative commodity instruments and adjust the strategy to
anticipated market conditions and risks accordingly.

(b) CONSOL Energy uses foreign currency contracts to fix the costs of anticipated Australian dollar capital expenditures. The U.S. dollar
notional amount of all foreign currency contracts was $15 million as of March 31, 2003. The sensitivity analysis reflects a direct
correlation between increases in foreign currency exchange rates relative to the U.S. dollar and a benefit to earnings. When foreign
currency exchange rates increase relative to U.S dollar pre-tax income increases. The fair value of these contracts resulted in $1.1 million
of income in the 2003 period.

(c) CONSOL Energy uses interest rate swaps to hedge the interest rate risk exposure of forecasted interest payments on CONSOL Energy
Australia Pty Ltd�s, one of CONSOL Energy�s subsidiaries, outstanding variable rate debt. These agreements effectively convert variable
rate debt into fixed rate debt. The fair value of these contracts was a loss of $0.6 million (net of $0.4 million deferred tax) at March 31,
2003. The use of these contracts is monitored by CONSOL Energy�s executive management and treasury group.

CONSOL Energy is exposed to credit risk in the event of nonperformance by counterparties. The credit worthiness of counterparties is subject to
continuing review.

CONSOL Energy�s interest expense is sensitive to changes in the general level of interest rates in the United States. At March 31, 2003,
CONSOL Energy had $499 million aggregate principal amount of debt outstanding under fixed-rate instruments and $154 million aggregate
principal amount of debt outstanding under variable-rate instruments. CONSOL Energy�s primary exposure to market risk for changes in interest
rates relates to its commercial paper program. At March 31, 2003, CONSOL Energy had an aggregate of $151 million in commercial paper
outstanding. CONSOL Energy�s commercial paper bore interest at a weighted average rate of
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1.6% during the three months ended March 31, 2003. A 100 basis-point increase in the average rate for CONSOL Energy�s commercial paper
would have decreased net income for the three months ended March 31, 2003 by approximately $0.3 million.

Almost all of CONSOL Energy�s transactions are denominated in U.S. dollars, and, as a result, it does not have material exposure to currency
exchange-rate risks. CONSOL Energy uses foreign currency contracts to fix the costs of anticipated Australian dollar capital expenditures.
CONSOL Energy does not have a material exposure to currency exchange rate risks other than for the foreign currency contract.

ITEM 4. CONTROLS AND PROCEDURES

Based on their evaluation of the Company�s disclosure controls and procedures as of a date within 90 days of the filing of this Report, the Chief
Executive Officer and Chief Financial Officer have concluded that such controls and procedures are effective.

There were no significant changes in the Company�s internal controls or in other factors that could significantly affect such controls subsequent
to the date of their evaluation.

PART II

OTHER INFORMATION

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits filed as part of this Report:

31.1 Certification of Chief Executive Officer pursuant to Securities Exchange Act Rules 13a-14 and 15d-14.

31.2 Certification of Chief Financial Officer pursuant to Securities Exchange Act Rules 13a-14 and 15d-14.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.*

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.*

(b) Reports on Form 8-K:

None.

* In accordance with SEC Release 33-8238, Exhibits 32.1 and 32.2 are being furnished and not filed.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this amended report to be signed on its
behalf by the undersigned thereunto duly authorized.

CONSOL ENERGY INC.

Date: February 18, 2004 By: /s/    WILLIAM J. LYONS        

William J. Lyons,

Senior Vice President and Chief Financial Officer

(Duly Authorized Officer and Principal Finance and Accounting
Officer)
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