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SENATE BILL NO. 230

February 3, 1999, Introduced by Senators NORTH, KO VI STO
GOUGEON and YOUNG and referred to the Commttee on Econom c
Devel opnent, International Trade and Regul atory Affairs.

A bill to anmend 1994 PA 451, entitled
"Natural resources and environnental protection act,"

(MCL 324.101 to 324.90106) by addi ng section 61503b.
THE PEOPLE OF THE STATE OF MICHIGAN ENACT:

SEC. 61503B. (1) A PERSON WHO ENTERS | NTO A GAS LEASE AS A
LESSEE AFTER THE EFFECTI VE DATE OF THI S SECTI ON SHALL NOT DEDUCT
FROM THE LESSOR S ROYALTY ANY PORTI ON OF POSTPRODUCTI ON COSTS
UNLESS THE LEASE EXPLI Cl TLY ALLOAS FOR THE DEDUCTI ON OF POSTPRO-
DUCTI ON COSTS. | F A LEASE EXPLI CI TLY PROVI DES FOR THE DEDUCTI ON
OF POSTPRCDUCTI ON COSTS, THE LESSEE MAY ONLY DEDUCT POSTPRODUC
TI ON COSTS FOR THE FOLLOW NG | TEMS, UNLESS THE LEASE EXPLI CI TLY
AND SPECI FI CALLY PROVI DES FOR THE DEDUCTI ON OF OTHER | TEMS:

(A) THE REASONABLE COSTS OF REMOVAL OF CARBON DI OXI DE (COW,
HYDROGEN SULFI DE (HW8), MOLECULAR NI TROGEN (NW, OR OTHER
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CONSTI TUENTS, EXCEPT WATER, THE REMOVAL OF WH CH W LL ENHANCE THE
VALUE OF THE GAS FOR THE BENEFI T OF THE LESSOR AND LESSEE.

(B) TRANSPORTATI ON COSTS AFTER THE PO NT OF ENTRY | NTO ANY
OF THE FOLLOW NG

(1) AN | NDEPENDENT, NONAFFI LI ATED, THI RD- PARTY- OANED PI PE-
LI NE SYSTEM

(11) A PIPELINE SYSTEM OANNED BY A GAS DI STRI BUTI ON COVPANY
OR ANY SUBSI DI ARY OF THE GAS DI STRI BUTI ON COMPANY, VWHI CH | S REGJ
LATED BY THE M CH GAN PUBLI C SERVI CE COW SSI ON.

(n1i1) AN AFFI LI ATED PI PELI NE SYSTEM | F THE RATES CHARGED BY
THE PI PELI NE SYSTEM HAVE BEEN APPROVED BY THE M CH GAN PUBLI C
SERVI CE COW SSI ON, OR | F THE RATES CHARGED ARE REASONABLE, AS
COMPARED TO | NDEPENDENT PI PELI NE SYSTEMS, BASED ON THE PI PELI NE
SYSTEM S LOCATI ON, DI STANCE, COST OF SERVI CE, AND OTHER PERTI NENT

FACTORS.
(2) A LESSEE SHALL NOT CHARCE POSTPRODUCTI ON COSTS | NCURRED
ON GAS PRODUCED FROM 1 DRI LLING UNI'T, POCLED OR COVMUNI Tl ZED

AREA, OR UNIT AREA AGAI NST A LESSOR S ROYALTY FOR GAS PRODUCED
FROM ANOTHER DRI LLI NG UNI' T, POOLED OR COVMUNI TI ZED AREA, OR UNI'T
AREA.  AS USED IN THI S SUBSECTI ON, "UNI T AREA" MEANS THE FORMVA-
TI ON OR FORVATI ONS THAT ARE UNI TI ZED AND SURFACE ACREAGE THAT IS
A PART OF THE UNI TI ZED LANDS, AS DESCRI BED I N EI THER OF THE

FOLLOW NG
(A) THE PLAN FOR UNI' T OPERATIONS THAT IS THE SUBJECT OF THE
SUPERVI SOR' S ORDER AS PROVI DED | N SECTI ON 61706.

(B) AN APPLI CABLE AGREEMENT PROVI DI NG FOR UNI T OPERATI ONS.
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(3) IF A PERSON WHO HAS ENTERED I NTO A GAS LEASE AS A LESSEE
PRIOR TO OR AFTER THE EFFECTI VE DATE OF TH S SECTI ON CHARGES THE
LESSOR FOR ANY PORTI ON OF POSTPRCDUCTI ON COSTS, THE LESSEE SHALL
NOTI FY THE LESSOR | N WRI TI NG OF THE AVAI LABI LI TY OF THE FOLLOW NG
| NFORMATI ON AND | F THE LESSOR REQUESTS IN VWRI TI NG TO RECEI VE THI S
| NFORMATI ON, THE LESSEE SHALL PROVI DE THE LESSOR, IN VWRITI NG A
SPECI FI C | TEM ZED EXPLANATI ON OF ALL POSTPRODUCTI ON COSTS TO BE
ASSESSED.

(4) A D VISION CRDER OR OTHER DOCUMENT THAT | NCLUDES PROVI -
SIONS THAT STI PULATE HOW PRODUCTI ON PROCEEDS ARE DI STRI BUTED,
RECEI VED BY THE LESSOR FROM THE LESSEE, SHALL NOT ALTER OR DEFI NE
THE TERMS OF A LEASE UNLESS VOLUNTARI LY AGREED TO BY BOTH
PARTI ES. A LESSEE SHALL NOT PRECONDI TI ON THE PAYMENT OF ROYAL-
TIES UPON THE LESSOR SI GNI NG A DI VI SI ON ORDER OR OTHER DOCUMENT
THAT STI PULATES HOW PRODUCTI ON PROCEEDS ARE DI STRI BUTED, EXCEPT
AS PROVIDED IN TH S SUBSECTI ON. AS A CONDI TI ON FOR THE PAYMENT
OF ROYALTIES, A LESSEE OR OTHER PAYOR SHALL BE ENTI TLED TO
RECEI VE A SI GNED DI VI SI ON ORDER FROM THE PAYEE CONTAI NI NG ONLY
THE FOLLOW NG PROVI SI ONS, UNLESS OTHER PROVI SI ONS HAVE BEEN VOL-
UNTARI LY AGREED TO BY BOTH PARTI ES:

(A) THE EFFECTI VE DATE OF THE D VI SI ON ORDER.

(B) A DESCRI PTI ON OF THE PROPERTY FROM WHICH THE O L OR GAS
| S BEI NG PRODUCED AND THE TYPE OF PRCDUCTI ON.

(© THE FRACTI ONAL OR DECI MAL | NTEREST | N PRODUCTI ON, OR
BOTH, CLAI MED BY THE PAYEE, THE TYPE OF | NTEREST, THE CERTI FI CA-
TION OF TI TLE TO THE SHARE OF PRODUCTI ON CLAI MED, AND, UNLESS
OTHERW SE AGREED TO BY THE PARTI ES, AN AGREEMENT TO NOTI FY THE
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PAYOR AT LEAST 1 MONTH I N ADVANCE OF THE EFFECTI VE DATE OF ANY
CHANGE IN THE | NTEREST | N PRODUCTI ON OANED BY THE PAYEE AND AN
AGREEMENT TO | NDEMNI FY THE PAYOR AND REI MBURSE THE PAYOR FOR PAY-
MENTS MADE | F THE PAYEE DOES NOT HAVE MERCHANTABLE Tl TLE TO THE
PRODUCTI ON SOLD

(D) THE AUTHORI ZATI ON TO SUSPEND PAYMENT TO THE PAYEE FOR
PRCDUCTI ON UNTI L THE RESOLUTI ON OF ANY Tl TLE DI SPUTE OR ADVERSE
CLAI M ASSERTED REGARDI NG THE | NTEREST | N PRODUCTI ON CLAI MED BY
THE PAYEE

(E) THE NAME, ADDRESS, AND TAXPAYER | DENTI FI CATI ON NUMBER OF
THE PAYEE

(F) A STATEMENT THAT THE DI VI SI ON ORDER DCES NOT AMEND ANY
LEASE OR OPERATI NG AGREEMENT BETWEEN THE | NTEREST OAMNER AND THE
LESSEE OR OPERATOR OR ANY OTHER CONTRACTS FOR THE PURCHASE OF AL
OR GAS.

Enacting section 1. Enacting section 2 of 1998 PA 127 is
r epeal ed.

Enacting section 2. This anendatory act takes effect upon
the expiration of 90 days after the date of its enactnent.

Enacting section 3. This anendatory act does not take
effect unless Senate Bill No. 242

of the 90th Legislature is enacted into

| aw.
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