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AN ACT

Providing for Conservation in the Production of Oil and
Natural Gas from Unconventional Reservoirs Within The
Commonwealth Through the Formation of Appropriate
Production Units and the Integration of Interests Therein
For the Protection of Correlative Rights.
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The  General Assembly of the Commonwealth of
Pennsylvania hereby enacts as follows:
Section 1. Legislative Findings. — The General Assembly of
the Commonwealth of Pennsylvania notes that Pennsylvania

was the Tirst state in the United States of America to
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achieve the production of oil from a commercial well
drilled specifically for that purpose through the efforts
of (Col.) Edwin L. Drake 1in Titusville, Crawford County,
Pennsylvania on August 27, 1859. Pennsylvania also
attained the Tfirst commercial production of natural gas
through a well located in Murrysville, Westmoreland County,
in 1878. Pennsylvania has been an oil and natural gas
producing state since that date.

Oil and natural gas development has become a great
tool for the reindustrialization of the Commonwealth and
for the creation of new wealth among the workers and
landowners of the Commonwealth.

Under the Act of July 23, 1941, P.L. 435, 58 P.S. 88
191 et seq., the Commonwealth of Pennsylvania became a
party to the Interstate Compact to Conserve Oil and Gas
(the Compact). Under the terms of the Compact, the
Commonwealth committed, inter alia, to the prevention of
the drilling, equipping, locating, spacing or operating of
a well or wells so as to bring about physical waste of oil
or gas or loss iIn the ultimate recovery thereof and to
further prevent the iInefficient, excessive Or iImproper use
of the reservoir energy in producing any well. In response
to 1ts obligations under the Compact, the Commonwealth
adopted the Oil and Gas Conservation Law, Act of July 25,
1961, P.L. 825, 58 P.S. 88 401, et seq. The Oil and Gas
Conservation Law has had little use and has not been
substantively amended since its adoption to keep pace with
technology relevant to the production and conservation of
oil or gas.

The Commonwealth 1is currently experiencing new and

state-wide natural gas development from the Marcellus Shale
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formation. Wells designed to produce from the Marcellus
Shale formation are most frequently horizontal wells, a
type of well unknown and not anticipated in the adoption of
the Oil and Gas Conservation Law. The legal, conservation
and technological 1issues related to wells drilled to
produce from unconventional reservoirs are distinct and
different from those of traditional vertical wells
regardless of the formation affected. The present and
foreseeable unconventional reservoirs subject to
exploration and development in Pennsylvania present unique
challenges to avoiding waste, inefficient production, loss
of recoverable reserves and wasteful dissipation of
reservoir energy. In addition, the current methods of
exploring unconventional reservoirs through the use of
horizontal wells permits the development of such reservoirs
with substantially reduced surface disturbance as compared
to traditional vertical well technology.

The  General Assembly of the Commonwealth of
Pennsylvania finds that 11t can best discharge its
obligations under the Compact and i1ts general obligations
to all of i1ts citizens by adopting a specific statute for
the permitting and placement of wells 1n unconventional
reservoirs, the creation of conservation based production
units related thereto and the integration of all interests
in such units; hence this Act.

Section 2. Short Title. — This Act shall be known and may
be cited as the Pennsylvania Unconventional Oil and Gas
Fair Pooling Act.

Section 3. Declaration of Purpose. — The purposes of this
Act are to promote the development of unconventional oil

and gas resources of the Commonwealth iIn accord with the
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best principles and practices of oil and gas conservation
while reasonably protecting the correlative rights of a
person affected and to provide for the protection of the
environment.
Section 4. Scope and Applicability. — This Act shall apply
to all wells drilled after the effective date hereof into
and producing from unconventional oil and natural gas
reservoirs below the base of the Elk Sandstone or its
stratigraphic equivalent iIn this Commonwealth other than
coal bed methane or oil or gas found iIn tight sandstone
reservoirs. This Act shall apply to both vertical and to
horizontal wells, however, that the only provision of this
Act that shall apply to vertical wells is the 250” set back
requirement from lease or unit lines and from other wells
seeking production from the same stratigraphic interval.
In the event of a pre-existing vertical well on any land
subject to an iIntegration proceeding in which the Applicant
owns or controls less than 75% of the working interests, a
set back of 250” around the bore of that well shall be
maintained in all operations upon a unit created under this
Act and the acreage within that set-back area shall not be
included in the unit and shall not count as acreage within
the unit. As to horizontal wells, the 250 set back
requirement from lease and unit lines imposed by Section 8,
subsection (c¢c) of this Act shall apply to all wells drilled
after the effective date of this Act.
Section 5. Administration. —

(a) Creation of the 0Oil and Gas Fair Pooling Office.
— There is hereby created in the Bureau of Topographic and
Geologic Services of the Pennsylvania Department of

Conservation and Natural Resources a special purpose agency

-4 -



126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146
147
148
149
150
151
152
153
154
155
156

to be known and denominated as the Pennsylvania Oil and Gas
Fair Pooling Office (the Office).

(b) Purposes. — The purposes of the Office shall
be a.) to administer the provisions of this Act; b.) to
promote the development of unconventional oil and gas
resources of the Commonwealth iIn accord with the best
principles and practices of oil and gas conservation while
reasonably protecting the correlative rights of a person
affected hereby.

(c) Staff. — The Office shall be administered by a
director who shall be a civil service employee of the
Commonwealth of Pennsylvania and who shall have a
demonstrated experience in the administration of oil and
gas conservation laws, rules and regulations. The Director
shall report to the Secretary of the Department of
Conservation and Natural Resources and shall be assisted by
such assistants, technicians, hearing officers and staff as
may, from time to time, be appropriate. All such employees
shall be civil service employees of the Commonwealth and
shall have suitable training, experience and competence in
geology and petroleum and reservoir engineering to address
the proper administration of this act. The assignment and
location of the Office staff shall be at the discretion of
the Director and shall be accomplished in a manner to
assure adequate staffing to meet iIn a timely manner the
application review and issuance and hearing needs arising
in each Office.

(d) Applications and Orders. — The Office shall keep
copies of its proceedings at its principal office and, iIn
addition, shall maintain a world wide web site available

for public access on which all pending applications shall
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be listed within three business days of Tfiling and upon
which all final orders shall be posted. In addition all
orders of the Office shall be recorded among the land
record of the county(ies) affected by each.

(e) Regulations and Forms. — The Office may from time
to time promulgate reasonable regulations and establish
forms to aide iIn the administration and implementation of
this Act. For the purpose of executing its
responsibilities, notwithstanding any the Office may, at
any time, accept and use any model form operating agreement
sanctioned by the American Association of Professional
Landmen or any other model form operating agreement
generally recognized in the industry together with all
applicable schedules and exhibits thereto, as may be
appropriately modified and completed. The Office may also,
by regulation, establish a form operating agreement
generally conforming to such industry accepted forms.
Section 6. Definitions. —

The following words and phrases when used in this Act
shall have the meanings given to them 1iIn this section
unless the context clearly indicates otherwise:

“Consenting Party.” A party participating in a unit
created under this Act who agrees or elects, under Section
10 subsection(a) paragraph(3) or Section 11 subsection(a)
paragraph(2) to participate in its pro rata share of costs
and production of a well or wells drilled upon that unit
under and in accord with the terms of the joint operating
agreement applicable to that unit.

“Control, Controlled.” To own or to have the right to

explore for, to develop, to operate, and to produce oil or
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gas from the stratigraphic interval proposed to be included
in any unit.

"Correlative Rights." The rights of each owner of oil and
gas interests 1included or proposed to be included in a
standard unit or a special unit or iIn any land that
constitutes stranded acreage as defined in this Act, to
have a fair and reasonable opportunity to obtain and
produce their just and equitable share of the oil and gas
in such sources of supply, without being required to drill
unnecessary wells or 1incur other unnecessary expense to
recover or receive such oil or gas or i1ts equivalent. For
the purpose of considering objections to applications for
the designation of special units to be created under the
terms of this Act, the term shall also apply to owners of
oil and gas 1interests in properties that are adjacent to
properties included or proposed to be included within any
such unit.

“Drill Pad.” The area of surface operations surrounding
the surface location of a well or wells.

"Drill, Drilled or Drilling.” The drilling or redrilling
of any well or the deepening or plugging back of any
existing well.

’Good Fairth.” For the purpose of this statute shall mean
honesty in fact 1in conducting negotiations and an
obligation not to take an unconscionable advantage of
circumstances specific to the individual or the interests
to be integrated within a standard or special unit in order
to manipulate the terms being negotiated.

Honesty in Tfact requires that a party not attempt to
mislead or deceive, but does not require a party to

disclose any information it deems confidential so long as a
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party is honest and does not attempt to mislead or deceive
should it decline to answer any inquiry relative to a
confidential matter. Recognizing a qualitative difference
in tracts including, but not limited to, the tract size,
shape, topography, configuration, available access and
other operational considerations does not constitute an
unconscionable advantage.

"Gas." Any Tfluid, either combustible or noncombustible,
which 1is produced in a natural state from the earth and
which maintains a gaseous or rarified state at standard
temperature of 60 degrees Fahrenheit and pressure 14.7
PSIA, any manufactured gas, any byproduct gas or any
mixture of gases.

“Horizontal Well.” A directional well that is drilled
nearly vertically to a certain depth and then angled-out
horizontally or nearly horizontally with the intent to
produce from a specific geologic interval and to
substantially or entirely remain within the specific
geologic interval until the desired terminus of the well
bore i1s reached.

“Joint Operating Agreement.” An agreement governing the
actions of all participants In a unit created under the
terms of this Act which shall be iIn a form operating
agreement approved by the Office pursuant to this Act or,
in the absence of such form, any model form operating
agreement sanctioned by the American Association of
Professional Landmen or any other model form operating
agreement generally recognized 1iIn the industry together
with all applicable schedules and exhibits thereto, as may

be appropriately modified and completed.
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“Lateral.” The portion of a well bore that deviates from
approximate vertical orientation to approximate horizontal
orientation and all well bores beyond such deviation to
total depth or terminus thereof.

“Non-Consenting Party.” A party participating in a unit
created under this Act who elects not to participate in its
pro rata share of the costs of any well or wells drilled
upon that unit and who will only share in the production
therefrom after paying a risk avoidance fee under and in
accord with the terms of this Act and the joint operating
agreement applicable to that unit.

“Office.” The Pennsylvania Oil and Gas Fair Pooling
Office created under the terms of this Act.

"Oil" or "Petroleum."™ Hydrocarbons 1in liquid form at
standard temperature of 60 degrees Fahrenheit and pressure
14.7 PSIA.

"Operator.”™ The person or entity designated to be the
operator under the joint operating agreement affecting a
unit created under this Act.

“Perforated Segment.” The entire perforated length of
each lateral well bore, as shown on a directional survey,
or predrilled unsurveyed plan, projected vertically to the
surface. In the event of the use of any form of completion
that does not involve cementing and perforating, the term
“perforated segment” shall be read to be the entire length
of each lateral from penetration point of the target
reservoir being unitized all the way down to the terminus
of the well bore.

"Person.”™ Any individual, group of individuals holding

interests iIn a common property, association, partnership,
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corporation, political subdivision, or Office of the State
or Federal Government, or other legal entity.

"Plat.” A map, drawing or print showing the proposed or
existing location of a well or a unit.

"Royalty Interests.” Any interest iIn the oil or gas in
place, or oil or gas rights which are expressly stated to
be royalty interests, overriding royalty interests or which
are in the nature of royalty interests iIn that they afford
a right to participate in a share of production but do not
provide the owner any right to conduct exploration,
drilling, production or other activities.

“Special Unit.” A unit for the production of oil or
natural gas from formations subject to this Act other than
a standard unit.

“Standard Unit.” A unit for the production of oil or
natural gas from formations subject to this Act that meets
the standards set forth in Section 9 hereof.

“Stranded Acreage.” Land that cannot be developed for
production of oil or natural gas from unconventional
reservoirs because of the 250~ minimum set  back
requirements of this Act when applied to the boundaries of
standard or special units created under the terms of this
Act.

“Unconventional Reservoir.” Any geological shale
formation existing below the base of the Elk sandstone or
its geologic equivalent stratigraphic interval that
contains or is otherwise productive of oil or natural gas
that generally cannot be produced at economic flow rates
nor in economic Vvolumes except by wells stimulated by
hydraulic fracture treatments, a horizontal wellbore, or by

using multilateral wellbores or some other technique to
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expose more of the reservoir to the wellbore. The term
“shale” shall include any non-shale rock integrated with
the shale formations subject to this Act and to the
production therefrom.

“Unit.” A pooling of interests within a defined
geographic area created voluntarily or under this Act to
facilitate the drilling of wells producing from one or more
unconventional reservoirs.

“Voluntary Unit.” A unit created under provisions of
leases or other voluntary agreements of the owners and
lessees of all interests iIn the oil or gas i1n such unit.

"Waste.” The unnecessary loss of potentially recoverable
oil or gas.

"Well.” A bore hole or excavation for the purpose of
producing oil or gas.

“Working Interest Owner.” An owner of the right to
develop, operate and produce the substance being produced
or sought to be produced except where specifically provided
otherwise 1In the joint operating agreement governing any
unit created under this Act.

Section 7. Legislative Declarations and Enactments on the
Effects of Unitization under this Act. —

(a) In order to assure the satisfaction of the
purposes of this Act, the General Assembly of the
Commonwealth of Pennsylvania finds, declares and enacts as
follows:

(1) The owners of all interests in oil and gas
in standard units or special units declared under this

Act are hereby declared to have correlative rights and

not to be subject to the doctrine of the rule of

capture otherwise applicable to the ownership of oil
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and gas in this Commonwealth. Nothing in this Act
shall be deemed to affect the applicability of the
rule of capture to any interests outside units created
hereunder.

(2) Standard units and special units as defined
in and established under this Act are hereby declared
to be necessary and reasonable for the development of
unconventional oil and gas resources in accord with
reasonable conservation principles and to reasonably
protect affected correlative rights and such units are
hereby declared to be per se reasonable when
established under and in accord with the terms of this
Act.

(3) Production from any Jlease or a portion
thereof i1n any standard unit or special unit created
under this Act or any pool or unit created under any
pooling or unitization clause of any lease signed by
the lessors therein is hereby declared to Dbe
production from all leases included, in whole or 1in
part, in any such unit.

(4) Encouragement of the use of horizontal wells
drilled from common drill pads promotes the protection
of the environment through limiting surface
disturbance and through concentrating initial
activities 1in the drilling process at the fewest
possible locations. In addition, horizontal wells
promote the development of all of the Commonwealth’s
natural resources including but not limited to oil,
gas and coal. A proper conservation law providing for
fair pooling and interest integration is essential to

effective horizontal well based development of
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unconventional reservoirs that promote conservation of

oil and natural gas and environmental protection and

the avoidance of waste.

(5) The creation of wunits under this Act
represent acts of the Commonwealth in promotion of the
public welfare and are separate and distinct from the
creation of voluntary units under pooling and
unitization clauses in oil and gas leases. Units may
be created under and in accord with the terms of this
Act without regard to the terms or limitations of any
voluntary pooling or unitization provisions of any oil
and gas lease.

(b) The findings set forth in this Section shall be
conclusive and binding in all cases arising under this Act.
Section 8. Drilling Permits and well Setback
Requirements.—

(a) No well shall be drilled for the production of
oil or natural gas from an unconventional reservoir without
a drilling permit issued by the Pennsylvania Department of
Environmental Protection.

(b) Drilling Permit Applications shall be made upon
application forms and i1n accord with procedures from time
to time established by the Department of Environmental
Protection.

(c) No perforated segment of any well drilled to be
produced from an unconventional reservoir shall be located
at any point less than 250 from the boundary of a.) a
lease not included in a proposed Voluntary unit or unit
applied for or created under this Act, or b.) a voluntary
unit formed for such well, or c.) any unit applied for or

created under this Act for such well.
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(d) The setback requirement set forth in Section 8
subsection(c) of this Act shall supersede all well setback
and spacing requirements otherwise applicable to wells
subject to this Act, including but not limited to setbacks
and spacing requirements under the Oil and Gas Conservation
Act and the Coal Gas Resource Coordination Act.

(e) Nothing in this Act shall require a unit order or
other regulatory action to obtain a drilling permit on a
single lease or parcel or upon a voluntary unit created
under the terms of any lease or agreement.

Section 9. Units and Unit Integration.—

(a) A person (or group of persons) that owns or
controls at least seventy-five percent of the oil gas
working interests in the proposed unit may obtain approval
for a unit and the integration of all iInterests owned and
not owned or controlled by that person to form a unit for
the development and production from unconventional oil or
gas reservoirs. In the event that a single person does not
own or control at least seventy-five percent of the oil gas
working interest iIn the proposed unit but demonstrates by
providing written evidence that i1t has an agreement with
collaborating owners that control iInterests within the
proposed unit to the extent that with the other
col laborating owners”’ interest the person making
application then does hold at least 75%, that applicant
may apply for the integration of interest for that unit

(b) The interests that may be integrated under the
provisions of this Act are all interests of all working
interest owners, all interests of all owners of unleased
oil and gas interests, and all royalty interests in any

property as to which an integration unit application 1is

-14 -
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filed. Unleased property included in a unit under this Act
will not be subject to surface operations absent a lease,
consent or other agreement with the surface owner unless
the surface owner’s land iIs otherwise burdened or subject
to such operations by preexisting rights of access or use.
(c) Units may be created without the prior issuance
of any drilling permits provided, however, that the initial
horizontal well must be begun by the commencement of
drilling with a rig capable of drilling to the target
formation in the iIntegration unit within one year after the
date of the order of the Office approving the unit, except
to the extent that a well permit application was Tiled
within six (6) months after the approval of the integration
unit and the working interest owner was prevented from
drilling the well due to governmental or regulatory delays
associated with well permits or authorizations required to
drill or to allow the drilling of the initial well iIn which
case the initial well must be commenced with a rig capable
of drilling to the target formation in the integration unit
within one (1) year after the date of the issuance of the
well drilling permit. In the event that a well 1s commenced
in accord with the terms of this paragraph but 1is
determined to be a dry hole or otherwise not appropriate
for completion, the Applicant may continue the unit by
drilling a replacement well in accord with the replacement
well provisions of the joint operating agreement governing
the unit. A person seeking approval of a unit may seek
approval for a standard unit or a special unit.
(1) A standard unit shall be any unit that 1is
not more than 640 acres in area plus ten percent (10%)

tolerance for possible survey error or other acreage
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discrepancies and that (absent interference by

adjacent pre-existing voluntary unit(s) or unit(s)

created under this Act) is configured generally in a

regular square or other rectangular form oriented

generally with the orientation of one or more
horizontal well bores 1in the vicinity that the

Applicant reasonably believes can be developed from a

single pad (which may be located on or off the unit);

and that includes all interests in and to the oil and
gas within the boundaries of the proposed unit.

Acreage iIn excess of the stated 640 acre maximum and

10% supplemental tolerance may be included 1In a

standard unit i1If necessary to avoid the creation of

stranded acreage through the creation of the unit.

(2) A special unit shall be all other units of
any size or shape that the Applicant reasonably
believes can be developed from a single pad located on
or off the unit.

(d) Upon the grant of an order establishing a
standard unit or a special unit, all oil and gas interests
within the area of any such unit shall be integrated 1in
accord with the terms of this Act.

(e) An application for a proposed standard unit or
special unit order that complies with the terms of this Act
shall be granted within thirty (30) days after the date of
filing unless it is subject to a timely filed objection,
filed by a person or entity with standing and basis as
defined iIn this Act.

() The right to proceed under this Act 1is
independent from any right to pool or to unitize under any

oil or gas lease. Lessees of leases that provide for
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voluntary pooling and unitization may elect to proceed
under the terms of their leases and no proceedings under
this Act shall be required. Such Lessees may also elect to
proceed under this Act in which event the terms of this Act
shall supersede the pooling and unitization terms of such
leases with respect to the lands included in a unit formed
under this Act.

(g) No unit order or other regulatory action shall be
required for, units voluntarily created under the terms of
any lease or other agreement.

(h) Standard Unit Applications. — All standard unit
applications shall be made to the Office. Standard unit
Applications shall include:

(1) A list of all interests proposed to be
included In the unit that are not controlled by the
Applicant and a list of all iInterests proposed to be
included in the unit that are controlled by the
Applicant. The interests to be listed include but are
not limited to all leases, working interests,
mortgages, judgments and other liens and encumbrances
of record upon any 1iInterest in the proposed unit
including:

(i) The name and address of each iInterest
proposed to be integrated;

(i1) The type of interest held by each party

listed;

(inn) The extent of the iInterest held by
each party listed.
(2) plat

(i) Depicting the location of the

boundaries of the proposed unit, the total
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acreage included in the unit and the location and

acreage of each tract included in the unit;

(i1) ldentifying the location of the initial
proposed well or wells and lateral or laterals;

(inn) Identifying, the stratigraphic
interval proposed for integration.

(3) A certification that a reasonable good faith
effort was made a.) to lease unleased oil and gas
owners, and b.) to otherwise reach a voluntary
agreement with all working 1interest owner for the
development of the proposed unit.

(4) A statement of the allocation of interests
in the unit.

(5) Proof of notice of the application for the
unit to the owners of 1iInterests that are not
controlled by the Applicant that are proposed to be
integrated and to the owner(s) of all land adjacent to
the proposed unit. In addition, notice of the filing
of the application shall be published In a newspaper
of general circulation iIn the County in which the
proposed unit 1s located which shall identify all
parcels and parts of parcels proposed to be included
in the unit using the existing tax and property
records of the County at least five days prior the
date of the filing of the application.

(6) A draft order.

(7) A statement of the estimated well costs and
include an iIndustry form of Authorization For
Expenditure with detailed tangible and intangible

drilling costs.
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(8 A form joint operating agreement with an
attached proposed lease and all relevant schedules, as
applicable.

(i) Standard Unit Objections. —

(1) The only parties who may object to a
proposed standard unit are the owners of a working
interest subject to integration In the unit, who have
not otherwise entered iInto a voluntary agreement with
the Applicant, the owners of oil and gas 1in land
directly adjacent to but outside the proposed unit
and the owners of interests in potentially stranded
acreage who have not otherwise entered 1iInto a
voluntary agreement with the Applicant.

(2) The only objections to applications for a
standard unit that shall be permitted are:

(i) That the application for the proposed
unit fails to comply with the requirements of
Section 9 subsection(i); or

(i1) That the proposed unit fails to comply
with the requirements of a standard unit listed
in Section 9 subsection(d); or

(inn) That the terms of the proposed
joint operating agreement are not reasonable; or

(iv) That an owner or a collaborating group
of owners of a working interest proposed to be
integrated into the unit has or will have the
capacity, resources and plan to develop their
respective acreage In a manner that iIs consistent
with conservation principles. In determining
whether the objection shall result in a denial or

modification of the application as to the acreage
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subject to the objection the Office may consider

a.) the timing of the proposed development, b.)

the investment of the parties in their respective

acreage, c¢.) the impact of the inclusion or
exclusion of the contested parcel upon the long
term development plans of the applicant and the
objector, d.) the scope of the proposed
development, e.)the commitments each applicant is
willing to make to develop the land subject to
the contest, f.) whether inclusion or exclusion
of the contested parcel best serves the purposes
of this Act and g.) such other reasonable and
relevant factors as the Office may reasonably
determine to be appropriate to i1ts inquiry. Any
commitments made by any party and relied upon by
the Office in evaluating an objection under this
section shall become enforceable conditions; or

(v) By an adjacent oil and gas owner or the
owner of potentially stranded acreage that the
proposed unit Tfails to protect correlative
rights.

(3) Objections must be filed with the Office
within ten (10) calendar days after the date stated iIn
the notice as the iIntended date for Tfiling of the
standard unit application with the Office. Copies of
all objections shall be simultaneously served upon the
Applicant by the objecting party.

(4) All attempted objections by persons other
than those with standing as defined in this section

and all objections by any person other than those
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expressly stated to be available in this section shall
be summarily dismissed by the Office.

(5) The Office shall grant the standard unit
application upon its determination that the standard
unit reasonably promotes conservation of oil or gas
resources.

(6) The Office shall have authority to
reasonably expand proposed standard units and special
units to avoid the potential for stranded acreage.

(J) Special Unit Applications. — All special unit

applications shall be made to the Office and shall contain
the following items:

(1) The i1tems (1) through (6) listed i1in Section
9 subsection (1).

(2) A statement of the conservation purpose that
supports the establishment of a special unit. Such
statement shall include an explanation of why the
proposed unit accomplishes the purposes of this Act.
(k) Special Unit Objections. —

(1) The only parties who may object to a
proposed special unit are the owners of a cost bearing
interest subject to integration in the unit who have
not otherwise entered iInto a voluntary agreement with
the Applicant, the owners of oil and gas in land
directly adjacent to but outside the proposed unit
and the owners of interests in potentially stranded
acreage who have not otherwise entered 1iInto a
voluntary agreement with the Applicant.

(2) The only objections to applications for a

special unit that shall be permitted are:
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(i) That the application for the proposed
unit fails to comply with the requirements of
Section 9 subsection(i) and Section 9
subsection(k); or

(i1) That the proposed unit fails to comply
with the requirements of a special unit listed in
Section 9 subsection(d); or

(inn) That the terms of the proposed
joint operating agreement are not reasonable; or

(iv) That an owner or a collaborating group
of owners of a working interest proposed to be
integrated into the unit has or will have the
capacity, resources and plan to develop their
respective acreage In a manner that iIs consistent
with conservation principles. In determining
whether the objection shall result In a denial or
modification of the application as to the acreage
subject to the objection the Office may consider
a.) the timing of the proposed development; b.)
the 1nvestment of the parties iIn thelr respective
acreage, c¢.) the 1iImpact of the inclusion or
exclusion of the contested parcel upon the long
term development plans of the applicant and the
objector; d.) the scope of the proposed
development; e.)the commitments each applicant is
willing to make to develop the land subject to
the contest, f.) whether inclusion or exclusion
of the contested parcel best serves the purposes
of this Act and g.) such other reasonable and
relevant factors as the Office may reasonably

determine to be appropriate to its inquiry. Any
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commitments made by any party and relied upon by

the Office in evaluating an objection under this

section shall become enforceable conditions; or

(v) By an adjacent oil and gas owner or the
owner of potentially stranded acreage that the
proposed wunit Tfails to protect correlative
rights.

(3) Objections must be Ffiled with the Office
within ten (10) calendar days after the date stated iIn
the notice as the iIntended date for Tfiling of the
special unit application with the Office.

(4) All attempted objections by persons other
than those with standing as defined iIn this section
and all objections by any person other than those
expressly stated to be available iIn this section shall
be summarily dismissed by the Office.

(5) The Office shall grant the special unit
application upon 1its determination that the special
unit reasonably promotes conservation of oil and gas
resources.

(6) The Office shall have authority to
reasonably expand proposed standard units and special
units to avoid the potential for stranded acreage.

(1) Notices. — Notice shall be sent to a person with
standing to object, as established by this Act, for each
standard or special unit request. All notices shall state
the date intended for the Tfiling of an Application and
shall be sent via United States Certified Mail with return
receipt requested or other mail or delivery service
providing a proof of delivery at least five (5) business

days before the filing of a standard unit or special unit
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application form. In addition, an applicant may arrange for
personal service of any notices required by this Act and
shall prove such service by the affidavit of the process
server. Applicants are responsible to employ reasonable
methods to determine the identity of persons entitled to
notice.

Notices to unidentified or unlocatable persons shall
be given in accord with the requirements of Pennsylvania
Rule of Civil Procedure 430. The Office shall have the
power to authorize service by publication iIn such
publications and iIn the manner provided by that rule upon
satisfaction of the Office that an Applicant has made a
reasonable and unsuccessful effort to locate the person
proposed to be served by publication.

(m) Units created under this Act. —

(1) shall be specific as to the stratigraphic
intervals sought to be explored and produced by the
Applicant.

(2) may be created 1iIn stratigraphic intervals
in lands already subject to voluntary unit(s) or
involuntary unit(s) under this or any other act;
However,

(i) that to incorporate in whole or in part

a prior involuntary unit, or a prior voluntary

unit as to which the Applicant does not control

at least 75% of the interests operator, such
prior unit(s) may not contain a well capable of
producing from that stratigraphic interval and no
active drilling permit exists for such a well and
(i1) upon the creation of any unit under

this Act within any part of any pre-existing
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voluntary or involuntary unit producing from a
different stratigraphic interval, that voluntary
or involuntary unit shall not be applicable to
the portion of the specific stratigraphic
interval that is subject to the new unit to be
established. Otherwise, the prior unit shall
continue in effect as originally created.

(n) Nothing in this Act shall be construed to
prohibit the formation of involuntary unit(s) which is/are
located around or iIn whole or 1in part within voluntary
unit(s) as to which the applicant i1s the working interest
owner(s) in control of at least 75% of the interests
producing from the same formation or stratigraphic
interval. To the extent that any objection is made to a
proposed allocation of royalty under any such unit, the
Office shall consider the objection and shall adjust the
proposed allocation as necessary to promote fairness among
all interest holders.

(o) Units may be created under this Act covering
leased or unleased lands upon which a well or wells exist
except no perforated segment of any well drilled under such
later unitization shall be less than 500 feet from any
perforated segment of any well i1n the same stratigraphic
interval existing on the date of the creation of the unit.

(p) Upon the agreement of the working interest
owner(s) of at least seventy-five percent (75%) of the cost
bearing iInterests iIn each of two or more contiguous units,
wells may be drilled within 250 feet from the adjacent
boundaries of those units and production from such wells
shall be allocated among the units as may be agreed by such

working interest owner(s).
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(g) For the purpose of this Act, royalties and
interests being integrated under the Act shall be
apportioned and paid to royalty interest holders based upon
the relative surface acreage of the iInterests in each unit
as set forth in the unit order unless all of the owners of
interests to be integrated under the Act agree in writing
to a different allocation method, which writing must
expressly state an intent to deviate from the provisions of
this Act. Nothing 1in this section shall alter the
application of the rule of apportionment of royalties as to
oil and gas leases partially included iIn any unit created
under this Act.

(r) Any gas or oil owner, including but not limited
to any unidentified or unlocatable lessors, whose identity
or location 1is unknown after reasonable i1nvestigation and
reasonable and unsuccessful attempts at notice have been
made by the time for entering an integration order shall be
deemed to have elected to lease their 1iInterest to the
Petitioner upon the terms of the Lease attached to the
joint operating agreement governing the unit. The proceeds
of any such deemed lease, shall be paid to the Office and
the Office shall cause to be established an escrow account
into which the unknown owner’s share of proceeds shall be
paid and held for their benefit until the identity or
location of the unknown lessor is proven and determined or
such funds are required to be escheated to the Commonwealth
under applicable law. Upon discovery of the identity and
location of any unknown owner subject to escrow under this
subsection and not subject to conflicting claims of
ownership, the designated operator shall file with the

Office a petition for disbursement of funds. The petition
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shall 1include an accounting of all funds deposited iIn
escrow for the account of such owner. Once appropriate
payments are deposited by an operator with the Office for
escrow under the provisions of this Act, the operator shall
have no further obligation or accountability therefore.

This paragraph creates a supplemental and alternative
remedy to address unknown and unlocatable oil or gas
interests holders to the provisions of the Pennsylvania
Dormant Oil and Gas Act of 2006, 58 P.S. 8 8 701.1 et seq.
and nothing in this section shall bar or in any way limit
the right of a petitioner to proceed under the terms of
that Act.

The executive right of any unidentifiable or
unlocatable oil or gas interest owners for whom notice and
escrow proceedings under this Act are instituted shall be
controlled by the Petitioner. The executive right of any
unidentifiable or unlocatable oil or gas Interest Owners as
to whom proceedings under the Pennsylvania Dormant Oil and
Gas Act of 2006, 58 P.S. 88 701.1, et seq- shall be
controlled by the Petitioner in those proceedings.

(s) Stranded Acreage. — If any land becomes stranded
acreage as the result of the creation of a standard unit or
special unit under this act and an application by owners of
at least seventy-five percent of the iInterests in the
stranded acreage is filed within the time set forth iIn this
Act for the filing of objections to the application for the
creation of the unit, the Office may order that:

(1) the stranded acreage shall be incorporated
into that unit; or
(2) the owners of such land shall be granted an

exception to allow it to be developed for oil and
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natural gas production purposes without regard to the

mandatory 250° setback requirements established by

this Act
Section 10. Integration of Unleased Oil and Gas
Interests.—

(a) In the order of integration of iInterests iIn a
unit, an owner of an unleased oil and gas interest who has
not entered into a voluntary agreement with the Applicant
or other working interest owner shall be given the option
to:

(1) be treated as a lessor under the lease
attached to the joint operating agreement Tfor the
unit; or

(2) be treated as a non-consenting party
subject to the terms of the joint operating agreement
for the unit, entitling them to a proportionate share
of profits after being assessed a risk fee apportioned
among all non-consenting parties at the rate of 400%
of their proportionate share of all costs incurred by
the designated working interest owner; or

(3) be treated as a consenting party subject to
the terms of the joint operating agreement for the
unit, requiring them to contribute their share of all
costs of preparing, drilling, completing, equipping
and operating the well at the time of their election
hereunder and entitling them to a proportionate share
of profits.

Such option shall be exercised by returning a signed
election form to the working interest owner within fourteen
(14) calendar days after the date of the iIntegration order.

IT an unleased oil and gas owner does not make a timely
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election, the interest shall be treated as leased under the
lease attached to the joint operating agreement for the
unit.

(b) If an unleased oil and gas owner elects to be
treated as a lessor under Section 10, subsection (@)
paragraph (1) or is treated as such for failure to make an
election, the oil and gas owner shall be treated as a
lessor under the terms and provisions and the rights and
obligations of the lease form attached to the joint
operating agreement for the unit for all wells drilled on
the unit.

(c) If an unleased oil and gas owner elects to be
treated as a consenting or non-consenting party, the
unleased oil and gas owner shall be subject to the terms
and conditions and rights and obligations specified In the
joint operating agreement and the election shall apply only
to the well or wells as to which the election is made with
any further elections to be governed by the joint operating
agreement.

(d) Leases between oil and gas interest holders,
other than arms length, bona fide agreements shall not be
recognized as oil and gas leases and all iInterests subject
to such leases shall be deemed to be and shall be treated
as unleased oil and gas interests for all purposes of this
Act.

Section 11. Integration of Other Interests. —

(a) All working interest owners other than unleased
oil and gas interest owners governed under Section 10
subsection (@) that have not entered iInto a voluntary
agreement with the proposed Applicant shall have the option
to:
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(1) be treated as a non-consenting party,
subject to the terms of the joint operating agreement
for the unit, entitling that party to a proportionate
share of profits after being assessed a risk fee
apportioned among all non-consenting parties at the
rate of 400% of their proportionate share of all of
the costs incurred by the designated operator; or

(2) be treated as a consenting party subject to
the terms of the joint operating agreement for the
unit, requiring that party to contribute a
proportionate share of the costs of preparing,
drilling, completing and operating the well at the
time of their election hereunder and entitling that
party to a proportionate share of profits.

(b) Such option shall be exercised by returning a
signed election form to the operator within fourteen (14)
calendar days after the date of the integration order. A
working iInterest owner who fails to make an election under
this section shall be treated as a non-consenting party
under the joint operating agreement for the unit.

(c) All working interest owners shall be subject to
the terms and conditions and the rights and obligations
specified in the joint operating agreement and the election
shall apply only to the well or wells as to which the
election i1s made with any further elections to be governed
by the joint operating agreement.

(d) All matters regarding Iinterest owners who are
integrated under the Act to be treated as consenting or
non-consenting parties shall be governed by the terms of
the joint operating agreement. The applicant shall file a

proposed joint operating agreement for the unit as part of
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the application for a standard unit or special unit
utilizing the form of a joint operating agreement generally
recognized in the industry or a form approved by the Office
which shall be completed with reasonable terms but which
shall be completed to include the following:

(1) Any party or cooperating group of parties
controlling at least 15% of the working interests in
the unit may propose additional drilling. No party or
parties owning or controlling less than 75% of all
interests in the unit may propose the drilling of more
than one well i1n any calendar year.

(2) The lease form attached to the JOA shall be
the lease fTorm currently iIn use by the Applicant in
the area.

(3) The royalty provided by the lease form shall
be 1/8th of production and such royalty shall be
treated as a burden shared pro rata among all
consenting and non-consenting parties to the JOA.

(4) The risk avoidance penalty shall be 400%.

(5) The parties to the JOA shall have the right
to take their gas i1n kind. Should any party
participating In a unit as a consenting or a non-
consenting party not elect to take its share of the
gas in Kkind, the operator of the unit shall market
such share of production along with the operator®s
production. In no event shall the non-operator be
entitled to receive any amount iIn excess of the amount
received by the operator for its share of production.
An appropriate gas balancing agreement shall be an
exhibit to the joint operating agreement. No working

interest owner transporting gas from a well in which

-31 -



957
958
959
960
961
962
963
964
965
966
967
968
969
970
971
972
973
974
975
976
977
978
979
980
981
982
983
984
985
986
987

the working interest owner has an interest shall be

deemed a utility.

Any party aggrieved by the other terms proposed by the
Applicant In the joint operating agreement filed with the
unit application shall make objection thereto iIn the time
set forth in this Act for the making of objections to the
Application and the Office shall resolve all such
objections after hearing to assure a reasonable operating
arrangement for each unit. An Applicant may withdraw its
application within ten days after the decision of the
Office on any objections to the joint operating agreement
terms proposed by the Applicant.

Section 12. Hearings and Appeals. —

(a) Hearings upon all objections to applications for
integration units under this Act shall be heard by staff
hearing officers of the Office.

(b) Hearings upon all objections shall be held within
thirty days after the date of the timely filed objections.

(c) Proceedings at all hearings shall be conducted
under and in accord with the provisions of the
Administrative Agency Law. (2 Pa. C.S. 88 101 et seq.)

(d) Hearings shall be held at the Office 1In which the
integration application was TfTiled unless all parties
consent to another venue.

(e) The hearing officer shall render a written
decision on the application no later than ten calendar days
following the date of the hearing.

(F) If the hearing officer determines that an
Applicant failed to make a good faith effort to reach a
voluntary agreement for control of all unleased oil and gas

owners and all working interests to be integrated iInto a
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unit, the hearing officer may exclude the property subject
to that determination from the proposed unit and the
Applicant shall have the option of proceeding with the unit
as modified or of withdrawing its application for the unit.

(g) If the hearing officer makes a determination to
exclude a property from a proposed unit based upon a
specific development plan, the development plan of the
successful applicant or objecting party shall be codified
in the order and shall become mandatory upon the objecting
party. Failure to meet the mandated development plan shall
be subject to such reasonable penalties as the hearing
officer shall prescribe iIn the order.

(h) Decisions of the hearing officers of the Office
shall be the final action of the Office and of the
Department with respect to the matters subject to the
hearing upon signature by the hearing officers.

(i) Appeals from all decisions of hearing officers of
the Office shall be to the Commonwealth Court which shall
consider all such appeals on the record of the proceedings
before the hearing officer applying a narrow certiorari
review standard.

Section 13. Unit Operations—Joint Operating Agreement.—

(a) Units created under this Act shall be operated by
the Applicant under and in accord with the terms of the
applicable oil and gas leases, as modified by the
integration order 1issued under this Act, if the only
interest holders in the unit are the Applicant and lessors.

(b) All other units created under this act shall be
operated by the Applicant under the terms of the applicable
leases as may be modified by the integration order and

under the terms of the joint operating agreement and all
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attachments. The parties may alter the terms of the joint
operating agreement initially approved by the Office for
the unit only by the wunanimous agreement of parties
integrated as a consenting or non-consenting party under
the Act or with the approval of the Office.

Section 14. Certain Rights Preserved.—

(a) Unleased oil and gas owners shall be able to
enter into such lease or agreement affecting their oil and
gas upon such terms and with such arms length third-parties
as they may elect up to the date and time an order
integrating the subject land Into a unit iIs entered by the
Office. Applicants are only required to provide notice of
integration applications to the owners of record as of the
date of the application and any person subsequently
acquiring a lease or interest will be deemed to have
received proper notice to be bound by the order.
Applicants are responsible to employ reasonable methods to
determine the identity of persons entitled to notice.

(b) Voluntary pooling and unitization arrangements
implemented under and iIn accord with the terms of oil and
gas leases signed by the lessors therein and for the bona
fide purpose of promoting the development of unconventional
natural gas resources therein are hereby declared to be
necessary and reasonable to the development of
unconventional gas resources iIn accord with reasonable
conservation principles and to reasonably protect affected
correlative rights and such units created thereunder are
hereby declared to be per se reasonable and subject to
modification only in accord with the terms of the

applicable leases or the express terms of this Act.
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(c) Except as expressly provided in this Act and in
orders issued under this Act, this Act does not supersede
any common law rights of any person before this Act takes
effect or after this Act takes effect recognized by the
courts of this Commonwealth.

(d) All rights related to units created under this
Act and all leases integrated therein in whole or iIn part
shall be binding upon the heirs, successors and assigns of
all parties 1including any party taking title to the
property as the result of any type of judicial sale,
mortgage foreclosure, tax sale or by any other operation of
law and shall be binding upon and shall run with the land.
No action by any owner of any interest in any lien,
judgment, mortgage or other encumbrance shall extinguish or
impair the integration of the property iInto a unit created
under this Act.

Section 15. Confidentiality and Protection of Trade
Secrets.—

(a) Any confidential proprietary information or trade
secrets submitted by parties during any proceedings under
this Act shall not be disclosed by the Office or any other
parties privy to such information or secrets. Any such
information may be submitted under seal for review by the
hearing examiner only and shall be exempt from the “Right
to Know Law.”

(b) Any violation of this section shall constitute a
violation of this Act and also a violation of the Uniform
Trade Secrets Act for which relief may be sought by any
aggrieved party under and in accord with the terms of the

Uniform Trade Secrets Act.
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Section 16. Severability. — The provisions of this Act are
severable. If any provision of this Act or its application
to any person or circumstances is held invalid, the
invalidity shall not affect other provisions or
applications of this Act which can be given effect without
the invalid provision or application.

Section 17. Repeal. — All acts and parts of acts are

repealed iIn so far as they are inconsistent
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CONSENTING PAFLY oottt 6,8, 28,29, 30
CONTEFON ..o 6,14,17,18,19, 21, 33
correlative rightS..........iiiiicieeceeeeeeee, 4,5,6,11,12, 20, 23, 35
AP T DAttt ettt et et eae e 7,12
ArTBLENG o 2,7,10,12,13, 14, 15, 24, 28, 30
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perforated SEgMENT ...ttt 9,13,25
PEISON ..ottt 4,5,9,14, 15,16, 20, 21, 23, 24, 35, 36
FOYARTY TNEEIEST ...ttt et 9,14
special unit.........oooviiiiiiieieeeee, 7,10,11, 12,15, 16, 19, 20, 21, 22, 23
standard UNTT ... 6,10,11, 12,15, 16,17, 21, 23
unconventional FOormation...........nnniiereeneneneene 1,3,10,12,13

unit...1,3,4,6,7,8,910,11, 12,13, 14, 15, 16, 17, 18, 19, 20, 21, 22, 23, 24, 25, 26,
28,29, 30, 32, 33, 34, 35

voluntary UNTT ... 11,13, 14, 16, 24, 25
WASTER ..ottt ettt e et e e e e e e et e eeeeesee e s et e e eeessesas s ettt eeeeereeanaaaaes 2,3,11,12
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