REQUIREMENTS FOR VERIFICATION OF COMMERCIAL PRODUCTIVITY
OF NON-PRODUCING LEASES

PREFACE

The State Mineral Board has determined that it is in the best interest of the state of Louisiana to
require its lessees to furnish certain information to substantiate the commercial productivity of any lease
under which the lessee wishes to invoke the shut-in provisions of the lease, the gas marketing provision
of the rider to the 1966, 1975 and 1981 lease form, or of any relative lease amendment granted by the
Board.

While the lease forms in use by the State are express in granting a right to maintain a lease by a
shut-in gas well, the Board wishes to observe that exercise of the Lessee’s right is subject to the
corresponding obligation of each Lessee to exercise the diligence of a reasonable, prudent operator to
secure a market for the reserves involved. The shut-in clause does not, in the Board's view, grant the
unqualified right to maintain a lease absent (1) a quantity of reserves which a reasonable, prudent
operator would seek to market and have a reasonable expectation of marketing (2) diligent efforts on the
part of the operator to obtain a market, and (3) in the case of application for the 18-month “Initial Period”
under the gas marketing section of the rider to the 1966, 1975 and 1981 lease forms, a reasonable
expectation of obtaining an intrastate market by the diligent effort to obtain an intrastate gas sales
contract and direct insertion into a solely intrastate gas pipeline or system.

GENERAL PROVISIONS

All data presented to the Staff for consideration by the staff and/or the Board are for the use of
the Board only. Where the operator desires to hold all, or a portion, of the data confidential, he must
show these data to the Staff, but is not required to leave the data with the staff. He may, at his option,
subsequently submit or show all, or any part, of the data to the Staff or the Board. Future retention of the
data in a confidential status will be governed by provisions of the lease.

Failure of the staff and/or the Board to take any action or perform any function with respect to an
in-lieu royalty payment submitted to the Register of the State Land Office will not affect the timeliness of
it, but the timeliness thereof shall be determined as of the time such payment is made or tendered to the
Register. The Staff and/or the Board specifically reserve the right to determine whether a well, on which
the payment is tendered, is capable of producing in paying quantities.

NOTE:

A request for an extension of in-lieu royalty payments beyond the term provided by the lease,
plus any earned additional periods involves an amendment to the lease and must be approved by the
Board prior to the end of the current period. Only one additional payment period can be requested at a
time. In order to maintain the lease in force, the payment also must be tendered before the expiration of
the current period.

In order to obtain the data necessary to make a reasonable determination of commercial

productivity the following requirements have been established; however, it is not the intent of the State
Mineral Board to impose undue burden upon operators of State Leases by the promulgation of these
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