Substitute Version in House Energy and Natural Resources Committee

131st General Assembly
Regular Session Sub. H. B. No. 8

2015-2016
Representatives Hagan, Ginter

A BILL

To amend sections 1509.28 and 5713.051 of the
Revised Code to revise provisions in the 0il and
Gas Law governing unit operation, including
requiring unit operation of public land, and to
specify that the discounted cash flow formula
used to value certain producing oil and gas
reserves for property tax purposes is the only

method for valuing all oil and gas reserves.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF OHIO:

Section 1. That sections 1509.28 and 5713.051 of the

Revised Code be amended to read as follows:

Sec. 1509.28. (A) The chief of the division of o0il and gas
resources management, upon the chief's own motion or upon
application by the owners of sixty-five per cent of the land

area overlying the pool, shall hold a hearing_not later than

forty-five days after the chief’s motion or receipt of an

application to consider the need for the operation as a unit of
an entire pool or part thereof. An application by owners shall
be accompanied by a nonrefundable fee of ten thousand dollars

and by such information as the chief may request.
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The chief shall make an order providing for the unit

operation of a pool or part thereof_not later than thirty days

after the date of the hearing if the chief finds that such

operation is reasonably necessary to increase substantially the
ultimate recovery of o0il and gas, and the value of the estimated
additional recovery of o0il or gas exceeds the estimated
additional cost incident to conducting the operation. The order
shall be upon terms and conditions that are just and reasonable
and shall prescribe a plan for unit operations that shall

include:

(1) A description of the unitized area, termed the unit

areay

(2) A statement of the nature of the operations

contemplated;

(3) An allocation to the separately owned tracts in the
unit area of all the oil and gas that is produced from the unit
area and is saved, being the production that is not used in the
conduct of operations on the unit area or not unavoidably lost.
The allocation shall be in accord with the agreement, if any, of
the interested parties. If there is no such agreement, the chief
shall determine the value, from the evidence introduced at the
hearing, of each separately owned tract in the unit area,
exclusive of physical equipment, for development of oil and gas
by unit operations, and the production allocated to each tract
shall be the proportion that the value of each tract so

determined bears to the value of all tracts in the unit area.

(4) A provision for the credits and charges to be made in
the adjustment among the owners in the unit area for their
respective investments in wells, tanks, pumps, machinery,

materials, and equipment contributed to the unit operations;
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(5) A provision providing how the expenses of unit
operations, including capital investment, shall be determined
and charged to the separately owned tracts and how the expenses

shall be paid;

(6) A provision, if necessary, for carrying or otherwise
financing any person who is unable to meet the person's
financial obligations in connection with the unit, allowing a

reasonable interest charge for such service_that is not less

than two hundred per cent;

(7) A provision for the supervision and conduct of the
unit operations, in respect to which each person shall have a
vote with a value corresponding to the percentage of the
expenses of unit operations chargeable against the interest of

that person;

(8) The time when the unit operations shall commence, and
the manner in which, and the circumstances under which, the unit

operations shall terminate;

(9) Such additional provisions as are found to be
appropriate for carrying on the unit operations, and for the

protection or adjustment of correlative rights.

(B) No order of the chief providing for unit operations
shall become effective unless and until the plan for unit
operations prescribed by the chief has been approved in writing
by those owners who, under the chief's order, will be required
to pay at least sixty-five per cent of the costs of the unit
operation, and also by the royalty or, with respect to unleased
acreage, fee owners of sixty-five per cent of the acreage to be
included in the unit. If the plan for unit operations has not

been so approved by owners and royalty owners at the time the
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order providing for unit operations is made, the chief shall
upon application and notice hold such supplemental hearings as
may be required to determine if and when the plan for unit
operations has been so approved. If the owners and royalty
owners, or either, owning the required percentage of interest in
the unit area do not approve the plan for unit operations within
a period of six months from the date on which the order
providing for unit operations is made, the order shall cease to

be of force and shall be revoked by the chief.

An order providing for unit operations may be amended by
an order made by the chief, in the same manner and subject to
the same conditions as an original order providing for unit

operations, provided that:

(1) If such an amendment affects only the rights and
interests of the owners, the approval of the amendment by the

royalty owners shall not be required.

(2) No such order of amendment shall change the percentage
for allocation of o0il and gas as established for any separately
owned tract by the original order, except with the consent of

all persons owning interest in the tract.

The chief, by an order, may provide for the unit operation
of a pool or a part thereof that embraces a unit area
established by a previous order of the chief. Such an order, in
providing for the allocation of unit production, shall first
treat the unit area previously established as a single tract,
and the portion of the unit production so allocated thereto
shall then be allocated among the separately owned tracts
included in the previously established unit area in the same

proportions as those specified in the previous order.
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Oil and gas allocated to a separately owned tract shall be
deemed, for all purposes, to have been actually produced from
the tract, and all operations, including, but not limited to,
the commencement, drilling, operation of, or production from a
well upon any portion of the unit area shall be deemed for all
purposes the conduct of such operations and production from any
lease or contract for lands any portion of which is included in
the unit area. The operations conducted pursuant to the order of
the chief shall constitute a fulfillment of all the express or
implied obligations of each lease or contract covering lands in
the unit area to the extent that compliance with such

obligations cannot be had because of the order of the chief.

0il and gas allocated to any tract, and the proceeds from
the sale thereof, shall be the property and income of the
several persons to whom, or to whose credit, the same are
allocated or payable under the order providing for unit

operations.

No order of the chief or other contract relating to the
sale or purchase of production from a separately owned tract
shall be terminated by the order providing for unit operations,
but shall remain in force and apply to oil and gas allocated to
the tract until terminated in accordance with the provisions

thereof.

Notwithstanding divisions (A) to (H) of section 1509.73 of

the Revised Code and rules adopted under it, the chief shall

issue an order for the unit operation of a pool or a part of a

pool that encompasses a unit area consisting in whole or in part

of 0il or natural resources owned or controlled by the state or

a political subdivision of the state.

Except to the extent that the parties affected so agree,
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no order providing for unit operations shall be construed to
result in a transfer of all or any part of the title of any
person to the o0il and gas rights in any tract in the unit area.
All property, whether real or personal, that may be acquired for
the account of the owners within the unit area shall be the
property of such owners in the proportion that the expenses of

unit operations are charged.

(C) If the chief adopts rules or establishes guidelines

for the purposes of this section, the rules or quidelines shall

not do either of the following:

(1) Establish a prehearing publication notice reguirement

of more than three publications in a newspaper of daily general

circulation in the county or counties in which a proposed unit

is to be located;

(2) Reguire the last date of publication of such a

prehearing notice to occur not more than five days prior to the

hearing.

Any publication requirement established in rules adopted

or guidelines established under division (C) of this section

shall allow for publication in the newspaper of daily

circulation that is nearest to the proposed area of unit

operation if a newspaper of daily circulation is not available

in the county in which the proposed area of unit operation is

located.

Sec. 5713.051. (A) As used in this section:

(1) "Oil" means all grades of crude oil.

(2) "Gas" means all forms of natural gas.

(3) "Well" means an oil or gas well or an oil and gas
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well.
(4) "M.C.F." means one thousand cubic feet.

(5) "Commonly metered wells" means two or more wells that

share the same meter.

(6) "Total production" means the total amount of oil,
measured in barrels, and the total amount of gas, measured in
M.C.F., of all oil and gas actually produced and sold from a
single well that is developed and producing on the tax lien
date. For commonly metered wells, "total production” means the
total amount of o0il, measured in barrels, and the total amount
of gas, measured in M.C.F., of all oil and gas actually produced
and sold from the commonly metered wells divided by the number

of the commonly metered wells.

(7) "Flush production" means total production from a
single well during the first twelve calendar months during not
more than two consecutive calendar years after a well first
begins to produce. For commonly metered wells, "flush
production”" means total production during the first twelve
calendar months during not more than two consecutive calendar
years after a well first begins to produce from all wells with

flush production divided by the number of those wells.

(8) "Production through secondary recovery methods" means
total production from a single well where mechanically induced
pressure, such as air, nitrogen, carbon dioxide, or water
pressure, is used to stimulate and maintain production in the
0il and gas reservoir, exclusive of any flush production. For
commonly metered wells, "production through secondary recovery
methods" means total production from all wells with production

through secondary recovery methods divided by the number of £he—
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those wells.

(9) "Stabilized production" means total production
reduced, if applicable, by the greater of forty-two and one-half
per cent of flush production or fifty per cent of production

through secondary recovery methods.

(10) "Average daily production" means stabilized
production divided by three hundred sixty-five, provided the
well was in production at the beginning of the calendar year. If
the well was not in production at the beginning of the calendar
year, "average daily production" means stabilized production
divided by the number of days beginning with the day the well
went into production in the calendar year and ending with the

thirty-first day of December.

(11) "Gross price" means the unweighted average price per
barrel of oil or the average price per M.C.F. of gas produced
from Ohio wells and first sold during the five-year period
ending with the calendar year immediately preceding the tax lien

date, as reported by the department of natural resources.

(12) "Average annual decline rate" means the amount of
yearly decline in oil and gas production of a well after flush
production has ended. For the purposes of this section, the

average annual decline rate is thirteen per cent.

(13) "Gross revenue" means the gross revenue from a well
during a ten-year discount period with production assumed to be
one barrel of oil or one M.C.F. of gas during the first year of
production and declining at the annual average annual decline
rate during the remaining nine years of the ten-year discount

period, as follows:

(a) First year: one barrel or one M.C.F. multiplied by
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gross price;

(b) Second year: 0.870 barrel or 0.870 M.C.F. multiplied

by gross price;

(c) Third year: 0.757 barrel or 0.757 M.C.F. multiplied by

gross price;

(d) Fourth year: 0.659 barrel or 0.659 M.C.F. multiplied

by gross price;

(e) Fifth year: 0.573 barrel or 0.573 M.C.F. multiplied by

gross price;

(f) Sixth year: 0.498 barrel or 0.498 M.C.F. multiplied by

gross price;

(g) Seventh year: 0.434 barrel or 0.434 M.C.F. multiplied

by gross price;

(h) Eighth year: 0.377 barrel or 0.377 M.C.F. multiplied

by gross price;

(1) Ninth year: 0.328 barrel or 0.328 M.C.F. multiplied by

gross price;

(3J) Tenth year: 0.286 barrel or 0.286 M.C.F. multiplied by

gross price.

(14) "Average royalty expense" means the annual cost of
royalties paid by all working interest owners in a well. For the
purposes of this section, the average royalty expense is fifteen

per cent of annual gross revenue.

(15) "Average operating expense" means the annual cost of
operating and maintaining a producing well after it first begins
production. For the purposes of this section, the average

operating expense is forty per cent of annual gross revenue.
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(16) "Average capital recovery expense" means the annual
capitalized investment cost of a developed and producing well.
For the purposes of this section, average capital recovery

expense 1is thirty per cent of annual gross revenue.

(17) "Discount rate" means the rate used to determine the
present net worth of one dollar during each year of the ten-year
discount period assuming the net income stream projected for
each year of the ten-year discount period is received at the
half-year point. For the purposes of this section, the discount
rate equals thirteen per cent plus the rate per annum prescribed
by division (B) of section 5703.47 of the Revised Code and
determined by the tax commissioner in October of the calendar

year immediately preceding the tax lien date.

(B) The true value in money of oil reserves constituting
real property on tax lien dates January 1, 2007, and thereafter
with respect to a developed and producing well that has not been
the subject of a recent arm's length sale, exclusive of personal
property necessary to recover the oil, shall be determined under

division (B) (1) or (2) of this section.

(1) For wedlds—o0il reserves for which average daily

production of oil_from a well is one barrel or more in the

calendar year preceding the tax lien date, the true value in
money equals the average daily production of o0il from the well

multiplied by the net present value of one barrel of oil, where:

(a) Net present value of one barrel of oil = 365 x the sum
of [net income for each year of the discount period x discount
rate factor for that year] for all years in the discount period;

and

(b) Net income for a year of the discount period = gross
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revenue for that year minus the sum of the following for that
year: average royalty expense, average operating expense, and

average capital recovery expense.

(2) For swedds—o0il reserves for which average daily

production of oil_from a well is less than one barrel in the

calendar year preceding the tax lien date, the true value in
money equals the average daily production of the well, if any,
in the calendar year preceding the tax lien date multiplied by
sixty per cent of the net present value of one barrel of oil as

computed under division (B) (1) of this section.

(C) The true value in money of gas reserves constituting
real property on tax lien dates January 1, 2007, and thereafter
with respect to a developed and producing well that has not been
the subject of a recent arm's length sale, exclusive of personal
property necessary to recover the gas, shall be determined under

division (C) (1) or (2) of this section.

(1) For smelds—gas reserves for which average daily

production of gas_from a well is eight M.C.F. or more in the

calendar year preceding the tax lien date, the true value in
money equals the average daily production of gas from the well

multiplied by the net present value of one M.C.F. of gas, where:

(a) Net present value of one M.C.F. of gas = 365 x the sum
of [net income for each year of the discount period x discount
rate factor for that year] for all years in the discount period;

and

(b) Net income for a year of the discount period = gross
revenue for that year minus the sum of the following for that
year: average royalty expense, average operating expense, and

average capital recovery expense.
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(2) For welds—gas reserves for which average daily

production of gas_from a well is less than eight M.C.F. in the

calendar year preceding the tax lien date, the true value in
money equals the average daily production of the well, if any,
in the calendar year preceding the tax lien date multiplied by
fifty per cent of the net present value of one M.C.F. as

computed under division (C) (1) of this section.

(D) No method other than the method described in this

section shall be used to determine the true value in money of

0il or gas reserves for property tax purposes.

Section 2. That existing sections 1509.28 and 5713.051 of

the Revised Code are hereby repealed.

Section 3. (A) The amendment by this act of section
5713.051 of the Revised Code clarifies the intent of the General
Assembly that the method described in section 5713.051 of the
Revised Code for determining the true value in money of oil and
gas reserves for property tax purposes continues to represent
the only method for valuing oil and gas reserves for property

tax purposes.

(B) The amendment by this act of section 5713.051 of the
Revised Code applies to any addition of oil and gas reserves to
the tax list and duplicate on or after the effective date of
that amendment, including oil and gas reserves added to the tax
list pursuant to section 319.35, 319.36, or 5713.20 of the
Revised Code. The amendment by this act of section 5713.051 of
the Revised Code applies to any taxes for oil and gas reserves
charged by a county auditor or county treasurer, including taxes
for oil and gas reserves charged under section 319.40 or 5713.20
of the Revised Code on or after the effective date of that

amendment.
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(C) Division (B) of this section applies without regard to 339
the tax year or tax years to which the addition or charged taxes 340

relate. 341



