AN ACT
RELATI NG TO PUBLI C LANDS; AMENDI NG A CERTAI N SECTI ON OF THE
NMSA 1978 TO EXPAND THE CRITERIA BY WHICH O L WELLS MAY

QUALI FY FOR A LOVNER ROYALTY RATE

BE I T ENACTED BY THE LEG SLATURE OF THE STATE OF NEW MEXI CO
Section 1. Section 19-10-5.1 NMSA 1978 (being Laws
1994, Chapter 105, Section 1) is anended to read:
"19-10-5.1. AMENDMENT OF LEASE TO LONER ROYALTY RATE
FOR O L WELLS UNDER CERTAI N CONDI Tl ONS. - -

A. The record owner of an oil and gas | ease
i ssued by the comm ssioner of public |ands whose |lease is
mai nt ai ned in good standing according to the terns and
conditions of the | ease and all applicable statutes and
regul ations may apply to the conmm ssioner for an anendnent to
the | ease for the purpose of changing the royalty rate on oi
produced froma specified oil well.

B. An application for a change in royalty rate
shall be on a form prescribed by the conm ssioner of public
| ands and shall be acconpani ed by an application fee. The
application shall:

(1) showthat an oil well has produced oi
attributable to the | ease prem ses and:
(a) if the production is from

formations shall ower than five thousand feet, has produced

HB 653
Page 1



| ess than an average of three barrels of oil per day during
the precedi ng twel ve nonths and has not averaged over five
barrels of oil per day for any nonth during the preceding
twel ve nont hs; or
(b) if the production is from

formations five thousand feet deep or deeper, has produced
| ess than an average of six barrels of oil per day during the
precedi ng twel ve nont hs and has not averaged over ten barrels
of oil per day for any nonth during the preceding twelve
nmont hs; and

(2) include a statenent that to the best of
the applicant's know edge and experience the well is not
capabl e of sustained production over the production limts
specified in Paragraph (1) of this subsection.

C. Upon receipt of an application, the
comm ssi oner of public lands shall review the information
submtted as well as other independent information obtainable
by the comm ssioner and shall agree to anend the |l ease to a
| ower royalty rate for oil produced fromthe oil well if, in
his sole discretion, he finds that:

(1) the operator has taken reasonabl e steps
to mnimze his costs of operating the oil well;

(2) the oil well will likely be plugged and
abandoned in the near future, with a resulting |oss of
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(3) the oil well will produce for a |onger
period, and the anmount of oil produced will ultimtely be
larger, if the royalty rate is | owered; and

(4) a lower royalty rate will actually
maxi m ze revenue to the trust beneficiaries.

D. Any lower royalty rate agreed to under this
section shall be equal to five percent and shall be valid for
a period of three years, after which tinme the record owner of
the oil and gas |ease issued by the commi ssioner of public
| ands may submit a request for extension.

E. The conm ssioner of public |ands may
promul gate regul ati ons necessary to inplenment the provisions
of this section.

F. The conm ssioner of public |ands shall provide
a cost-benefit analysis of the provisions of this section by

Decenber 1 of each year to the | egislature and the governor."
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