10

11

12

13

14

15

16

17

SLS 11RS-280 ORIGINAL

Regular Session, 2011
SENATE BILL NO. 77
BY SENATOR SHAW

Prefiled pursuant to Article 111, Section 2(A)(4)(b)(i) of the Constitution of Louisiana.

MINERALS. Providesfor the recoupment of unit wells costs and risk charge. (8/15/11)

AN ACT
To amend and reenact R.S. 30:10(A)(2)(a)(i)(cc) and (dd) and 10(A)(2)(e) and to enact R.S.
30:10(A)(2)(a)(i)(ee), relativeto drilling units; to provide for requirements of notice
of drilling a unit well; to provide for recoupment of well costs and risk charge; to
provide for payment of certain royalties from the nonparticipating owner's share of
production; to limit the liability for certain payments,; and to provide for related
matters.
Be it enacted by the Legidature of Louisiana
Section 1. R.S. 30:10(A)(2)(a)(i)(cc) and (dd) and 10(A)(2)(e) are hereby amended
and reenacted and R.S. 30:10(A)(2)(a)(i)(ee) is hereby enacted to read as follows:
810. Agreementsfor drilling units; poolinginterests; termsand conditions; expenses
A * * *
@) * * *
(@() Any owner drilling or intending to drill a unit well, including a
substitute unit well, on any drilling unit heretofore or hereafter created by the
commissioner, may, by certified mail, return receipt requested, notify all other

owners in the unit of the drilling or the intent to drill and give each owner an
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SLS 11RS-280 ORIGINAL

SB NO. 77

opportunity to elect to participate in the risk and expense of such well. Such notice
shall contain:

(aa) Anestimateof the cost of drilling, testing, completing, and equipping the
unit well;

(bb) The proposed location of the unit well;

(cc) The proposed objective depth of the unit well; and

(dd) All logs, core analysis, production data, and well test datafrom the unit
well which has not been made public: ; and

(ee) Each owner'sestimated unit participation decimal interest.

* * *

(e)(i) The provisions of Paragraph—2{b)-abeve Subparagraph (b) of this
Par agr aph with respect to therisk charge shall not apply to any unleased interest not

subject to an ail, gas, and mineral lease.

(ii) Notwithstanding the provisions of Paragraph2(by Subpar agr aph (b) of

this Paragraph the royalty owner and overriding royalty owner shall receive that
portion of production dueto them under thetermsof the contract creating theroyalty

and overriding royalty out of theproduction produced from theunit well by the

owners drilling, or the unit operator on behalf of the drilling owners, such

nonparticipating owner's leasehold interests of said unit well during the

recoupment period set forth in Subparagraph (b) of this Paragraph of the

actual well costs and applicable risk charge. Such royalty and overriding

interest shall be paid by the ownersdrilling, or the unit operator on behalf of

thedrillingowner s, thenonparticipating owner'sleasehold inter estsof said unit

well; however , theamount of such royalty and overriding royalty interest paid

by thedrilling owners of the unit well shall not exceed thirty percent of 8/8ths

of the nonparticipating owner's interest in the nonparticipating leasehold's

portion of thetract's allocated shar e of unit production.

(iii) 1n no event shall theroyalty and overriding royalty inter ests paid

by the ownersdrilling, or the unit operator on behalf of thedrilling owners, a
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nonparticipating owner's leasehold interest in any single oil, gas and mineral

lease exceed thirty per cent of 8/8ths of thenonparticipating owner'sinterestin

such nonparticipating leasehold's portion of thetract's allocated share of unit

production. In the event either the royalty or royalty and overriding royalty

burdenstogether of any singleail, gas, and mineral lease exceed thirty per cent

of 8/8ths of the nonparticipating owner's interest in such nonparticipating

leasehold's portion of the tract's allocated shar e of unit production, then the

lessor's leasehold royalty interest shall be paid first and theoverriding royalty

interests, if any, shall be paid second in the order such overriding royalty

interestswer erecorded; however, such payments made by thedrilling owners

of any singleoil, gas, and mineral lease shall not exceed the maximum payment

limit as set forth and proportionately reduced as provided in this

Subpar agraph.

(iv) Any such royalty and overriding interests created by contracts

r ecor ded subsequent to the date on which thewritten notice was sent set forth

in Item(a)(i) of this Paragraph or in excess of thirty percent of 8/8ths of such

nonparticipating leasehold's portion of the nonparticipating tract's allocated

shareof unit production shall be paid by the nonparticipating owner of theoail,

gas, and mineral lease or contracts creating same.

(v) Theownersdrilling, or the unit operator on behalf of the owners

drilling, such nonparticipating owner's leasehold interests of said unit well

during therecoupment period set forth in Subpar agraph (b) of thisParagraph

shall not beliablefor and shall be held har mless from any and all claims and

demandsfor paymentsdueroyalty or overridinginterestscreated by contr acts

r ecor ded subseguent to the date on which thewritten notice was sent set forth

in Item (a)(i) of this Paragraph or that exceed thirty percent of 8/8ths of such

nonparticipating leasehold's portion of the nonparticipating tract's allocated

shareof unit production. Further,the ownersdrilling, or theunit operator on

behalf of theowner sdrilling, such nonparticipating owner'sleasehold inter ests
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of said unit well duringtherecoupment period set forth in Subpar agraph (b) of

this Par agraph shall not beliableto any nonparticipating owner for erroneous

or incorrect paymentsof theroyalty or overridingroyalty inter estsattributable

to such nonparticipating owners leasehold interest unless such erroneous or

incorrect paymentsresult from gross negligence or willful misconduct.

(vi) Actual well costs and the applicable risk charge of the unit well

attributableto a nonparticipating or nonpaying owner'sinterest in an oil, gas,

and miner al leasecovering atract shall ber ecouped out of thenonparticipating

owner's" net revenueinterest" attributabletothenonparticipatingtract onthe

date on which the written notice is sent as set forth in Item(a)(i) of this

Paragraph. " Net revenue interest” shall mean the leasehold's portion of the

tract's allocated share of unit production less the leasehold's royalty and

overriding royalty interests as limited and set forth in this Subpar agr aph.

* * *

The original instrument and the following digest, which constitutes no part
of the legidlative instrument, were prepared by J. W. Wiley.

DIGEST

Present |aw authorizesthe commissioner of conservationto establish drilling unitsto prevent
waste and to avoid drilling unnecessary wells. The cost of devel opment and operation of the
unit is chargeable to the tracts of land within the unit. The commissioner isrequired to send
notice to the owners and an opportunity to elect to participate in the risk and expense of the
unit. If an owner elects not to participate or elects to participate and fails to pay his share,
the expenses of the unit, including drilling, testing, completing, equipping, and operating,
and arisk charge are recoverable from that tract's share of production. Therisk chargeis
egual to 200% of the nonparticipating or nonpaying tract's allocated share of the expenses.

Proposed law retains present law.

Proposed |aw providesthat the notice must include each owner's estimated unit participation
decimal interest.

Present law provides that the risk charge is not applicable to unleased oil, gas, and mineral
interest. Proposed law retains present |aw.

Present law providesthat royalty owners and overriding royalty ownersreceivetheir portion
of production of the unit well as provided in the contract creating the royalty.

Proposed law provides that while the unit well costs and applicable risk charge are being
recouped from the nonparticipating mineral interest owner, the royalty and overriding
royalty owners of that tract shall be paid by the owners or operator drilling the unit well.
Such payment shall belimited to 30% of the nonparticipating mineral interest owner's share
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of production.

Proposed law provides that if the royalty or overriding royalty exceeds the 30% limit,
payments from thedrilling owners or operator are prioritized asroyalty interest shall be paid
first, then overriding royalty interestsin the order they were recorded. Such payments shall
not exceed the 30% of the nonparticipating mineral interest owner's share of production.

Proposed law provides the nonparticipating owner shall pay the royalty and overriding
royalty interests recorded after the commissioner's notice to participate is sent and those in
excess of the 30% of the nonparticipating mineral interest owner's share of production.

Proposed law provides the owners drilling or their operator are not liable for payments to
royalty or overriding royalty ownersthat exceed 30% of the nonparticipating mineral interest
owner's share of production or were recorded after the commissioner's notice was sent.
Likewise, they are not liable for errors in payments unless the error results from gross
negligence or willful misconduct.

Proposed law provides the actual well costs and the applicable risk charge of the unit well
attributable to a nonparticipating or nonpaying owner'sinterest shall be recouped out of the
nonparticipating owner's "net revenue interest” attributable to the nonparticipating tract on
the date on which commissioner's notice was sent. Proposed law defines "net revenue
interest” as the leasehold's portion of the tract's allocated share of unit production less the
leasehold's royalty and overriding royalty interests as limited by proposed law.

Effective August 15, 2011.

(Amends R.S. 30:10(A)(2)(a)(i)(cc) and (dd) and 10(A)(2)(e); adds R.S.
30:10(A)(2)(a)(i)(ee))
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