determinations on all forced pooling and well- spacing
petitions submitted by operators.

The Division of Oil and Gas INDIANA
administers Indiana’s laws
governing the production of
oil and natural gas. These
laws regulate exploration
and production operations

including well spacing, ex- DIVISION OF
ploration, permitting, drilling, OIL'AND GAS
well completion, production, AN
plugging, and abandonment T

operations; underground injec-
tion of fluids for enhanced

oil recovery or for production
fluid disposal; and the under-
ground storage of natural gas or other petroleum products
in underground formations.

Our staff reviews well drilling permits, witnesses all
well-plugging operations, conducts inspections through-
out the life of a well, responds to citizen complaints and
investigates all oil and produced water spills.

For more information about oil and gas in Indiana, the
Division of Oil and Gas, or to search the PDMS database,
visit our Web site at

www.dnr.IN.gov/dnroil

Oil and Gas

Fields of Indiana

Gas wells shown
in red, oil wells in
green, gas storage
wells in yellow.

Source: Indiana
Geological Survey
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Oil and natural gas are valuable commodities. Their
presence beneath your land could mean extra income if
you choose to grant a lease to an exploration company for
development.

Dry
Hole
Producing Oil
Well

Geologic Cross-Section

Exploration companies employ or contract with a profes-
sional called a “landman” to acquire leases of mineral
rights to land with potential reserves of oil and natural
gas. Not all landmen work for exploration companies.

You may have already been approached by a landman
who has asked you to sign a lease that allows a company
to drill in your property. If you are approached, it is im-
portant for you to consider not only the potential income
you could receive as the owner of leased land, but also the
risks and inconveniences you may encounter.

A lease is a legal document or contract between a land-
owner (lessor) and a company or individual (lessee) that
grants exploration and development rights to subsurface
oil and gas deposits.

Companies will usually present you with a pre-printed
or standard lease form commonly used throughout the
oil and gas industry. You should review it carefully and
consult with an attorney or other professional who is
experienced with oil and gas leases.

If there are terms or phrases that you do not understand
or if you have questions regarding lease payments, the
nature of the proposed operations, any impacts they may
have on your property, or any other matters relating to
the lease, be sure to get those questions answered before
signing the document. It’s advisable to get all agreements
and conditions in writing.

Entering into a lease agreement does not necessarily mean
that a well will be drilled on your property.

Cash Bonus - An up-front payment or bonus that may be
computed on a per acre basis for signing the lease. It is
considered to be the first year’s rent.

Primary Term - The period of time during which the
lease will be in effect, in the absence of drilling, pro-
duction, or other operations specified in the lease. The
lease may be perpetuated beyond the primary term by
production in paying quantities or by payment of Shut-In
Royalty if specified in the lease. The primary term can be
from one to 10 years or more.

Delay Rental - Annual rental payments paid to the lessor
after the first year of the primary term, and before produc-
tion in paying quantities, usually on a per acre basis.

Secondary Term - The term of the lease in which the
lease is held in force after expiration of the primary term.
Production operations, continuous drilling, or shut-in pay-
ments are often used to extend the lease into its secondary
term.

Royalty - A percentage share of the production or equiva-
lent value derived from the production, which is granted
to the lessor in the lease (usually one-eighth), Lessor
royalty is free of the costs for drilling or production.

Shut-In Royalty - A payment usually stipulated in the
oil and gas lease, which royalty owners receive in lieu of
actual production. This occurs when a well is shut-in due
to lack of a suitable market, a lack of facilities to produce
the product, or other cases defined within the shut-in
provisions contained in the lease.

Termination - Occurs when the primary term expires or
when economic production or shut-in royalty payments
cease during the secondary term.

Land disturbance from roads, drilling sites, and produc-
tion facilities. The actual drilling of a well is a temporary
activity involving a large amount of equipment similar

to other construction projects. Be sure to consider how
much of your land and which portions of it might be used
for access, drilling, production, pipelines, tanks, compres-
sors, and short or long term storage of equipment. Dam-
ages to timber, crops, fences, buildings and other personal
property should also be considered. Ensure that you are
appropriately compensated from any such impacts to your

property.

Oil or gas or both? Some companies may be primarily
interested in drilling for oil while others may be looking
for natural gas. Others may develop both should they be
encountered on your property. This will determine which
type of facilities you might expect to be associated with
the operations.

Forced pooling - This is a provision in Indiana law that
allows for the compulsory inclusion of an unleased tract
in a unit agreement when the acreage is needed to com-
plete the unit. This helps to avoid the drilling of unneces-
sary and uneconomic wells that will result in physical and
economic waste, and to protect the correlative rights of all
property owners within the drilling unit. Operators seek-
ing the forced pooling of unleased properties must have
made a diligent and reasonable attempt to negotiate lease
terms with the unleased owner and have successfully
leased a “substantial majority” of the acreage within the
proposed drilling unit. Forced pooling does not grant any
right to use or disturb land of the unleased owner. Force
pooled owners are not required to receive annual lease
rentals or bonus considerations that usually accompany

a standard lease agreement. Force pooled owners must
decide whether they wish to share the costs (and risks)

of drilling, operating, and abandoning the well, or only
receive a royalty from the production. Most decide for
royalty interest only.

The Division of Oil and Gas does not regulate private
agreements between landowners and operators. However,
we do require that a well owner or operator have a valid
lease on all acres within a proposed drilling unit before
issuing a permit. We also conduct hearings and make
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