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The Valuation and Individual Tax Implications ofthe Barnet Shale and the Statewide Oil
and Gas boom.

By John S Baen Ph.D.

Blessings ofvarious income from the oil and gas boo~ also comes the "curses" ofthose pesky
taxes that help keep this great country, state, counties, cities, and school districts running. The
only thing worse than no cash or having no direct income from the oil and gas boom, is getting
lease bonus money, damages money, and royalty payments....and being ignorant about your
taxes that are due at the end ofthe year! Worse yet, not realizing that these income blessings are
all taxable, ifnot NOW, eventually.

People, God love th~ tend to take complicated tax laws and over simplify them or get them
totally wrong. I am not a CPA, not a lawyer, however am. wise enough to know I need one of
each in my life to maximize my income and honestly defer, reduce, or avoid altogether my

federal, state and local taxes.

The valuation ofpipeline rights ofways and mineral rights, (undeveloped, lease~

drilled/producing, partially developed or fully developed) is important for many reasons and the

conclusions require multiple approaches to estimate their value depending on the intended use
and purpose ofthe appraisal. Every minerallroyalty owner will be faced with. the valuation of
their rights by local, state, and federal taxing authorities and always wonder how much they are

really worth when those offers to buy their rights come in the mail from those ''fly by nighters"

for 36 months ofincome!
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Asia

"39.8%..
Oceania. .'
55.6%

The population in neighbor
i ng Pakistan is proj ecte d to
grow to 349 million by 2050, up
134 percent. Triple-digit growth
rates are also forecast for Iraq,
Afghanistan and Nepal.

Africa is expected to more
than double i,n population, to 1.9
billion by 11'jdcentury.

The -,~opulation in Congo,
'.vhicil has been torn by civil war,
could more than triple during
the same period to 181 million.
GNUNE: Population Reference Bureau,
NWw.piD.orq

_. More industrialized

1'-"1 Less industrialized

Africa
.118.8%

Note: The Unite ations classifies the countries of Latin America and
the Caribb • Asia. Oceania and Africa as less industrialized with the
e n of Australia, New Zealand and Japan. '03 '25 '50

Latin America
and the
Caribbean
.46.2%

SOURCES: PopUlation Reference Bureau; ESRI THE ASSOCIATED PRESS

Europe; traditionally. Pussia
east of the Ural MouT\wins is
considered part ofAsia.

The U.S. population is
expected to grow 45 percent to
422 million by 2050, paced by a
stable birth rate and high im..'lli-
gration levels. "

But most of the world's
growth wiiI be in developing
nations. India's population is
estimated to grow 52 percent to
1.6 billion bv -2050, when it will
surpass Cl{ina as the world's
most populous coumry.

~Mostgrowt

~ is expected
to be in poorer and develo
ing nations that are alrea
struggling to meet human
needs, a report says.

those of sub-Saharan nations,
will need.to create millions of
jobs and improve health care
facilities and schools, the report
says.

"Africa is going to have a
hard time taking on another 1
billion people," Haub said.
"How do you raise living stan
dards. how do you educate,
improve health care, and how
do you battle AIDS at the same
time?"

European nations, more
industrialized and prosperous,
are expected to lose population
because of falling birth rates
and 1o"" immigration. The
researchers included all of Rus
sia in calc:.llatin1! ~rolections r'or

._~~~~~~~~~~~~~~ NATroNA' J
- l\frica is going to have a hard time taking on another1billion people." - CadHaub,populationstul,

:..,_.~.:_..:.,i llorld' pOpulatl·On The future of the world population'::- VV, World population is projected to increase 46 percent by 2050,
.> with most of the growth occurring in less industrialized areas.

projectedtQ-ltit -~ :ii:1.~";~~.i~~'·t;'"

Pbillionby2050 t14~~A:~;~
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By GENARO C. ARMA
THE ASSOCIATED PRESS

:: WASHINGTON - Africa's
j')pulation could soar by more
'-(han 1 billion by 2050, further

;raining food and water sup
.p, 'ies and social services in areas
:"::iJ ready struggling, according to
~ report released Tuesday.
-: The latest World Population
·Bata Sheet estimates that the
~global population will rise 46
].~rcent between now and 2050,
4(1 about 9 billion, a level also
lwedicted by the United Nations
and other groups.
; Political unrest and war have
Hmited many developing
·ij.ations' ability to promote fami-
ly planning and literacy pro

jrams, said Carl Haub, author of
cPe study released by the Popu
lation Reference Bureau, a pri
-~ate research group.
~; In many developing coun
tries, big families are the nonn.
AErican governments, especially

,. ~1"'OI,."·"



You can b<inefll from
Natural Gas Drilling.

Number of Producers: 8,960 Wells

Horizontal Wells: 4,982 Wells
Vertical Wells: 3,978

Dr. John.Baen's Look·

Ba~nettShale of the Fort. >\V;::<:<-,,:.:::-::;:.:-.-':::::";--:-::''i--:::.,---... /,·. ,.:',':' ,: ",'::;::,:-:'; - - - -

Summary to January 1, 2008

7W;'~.

Cumulative Production: r.I',.".+-
3.69 Trillion Cubic Feet Gas + 11,596,245 BO

Total Production in 2007:

1.115 Trillion Cubic Feet Gas + 3,030,727 BO

Daily Production - Dec. 2007: 8,435 Active Wells:
3.524 Billion Cubic Feet Gas Per Day + 7,477 BO Per Day

493 Horizontal Wells Had Peak Month Daily Average

Production of 3+ Million Cubic Feet Gas Per Day
Biggest Well: EOG I Fowler #4H, Johnson Co.: 8.635 MMCFGPD

The 20 Counties that have produced gas and/or oil from the
Barnett Shale in the Fort Worth Basin

Bosque Ellis Montague

Clay Erath Palo Pinto

Comanche Hamilton Parker

Cooke Hill Somervell

Dallas Hood Tarrant

Denton Jack Wise

Eastland Johnson

For Dr. John S. Baen, by Gene Powell, Powell Barnett Shale Newsletter, 3~28-2008

... Dr. John S. Baen by Gene Powell, Powell Barnett Shale Newsletter March 28, 2008 Page 1 of 5
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J. S. BAEN &Associates
Independent Oil and

Gas Consultants

John S. Baen, Ph.D.
P. O. Box 310410

Denton, Texas 76.203

Cell: 940-507-03H!
Fax: 940-565-4234

WWW.coba.unl.eduifireVbaen
baen@unt.edu
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Texas Permits
Last 240 Days

1-1-2006
/.e>-1.-2CJOt

Compliments of:
Texas Land and Mineral
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Part 1: Income

dOd' ~. uch money I .1. How m k last year? .you rna e .

~-~~:....:~~!!J!Q....:..~~=--=--=--=-.:....:~~....:...~.=....:..:....:•....;..._g. Send it in .

mments, 0stions or co 'd d ......If you hav~ any qU~n the box provi e ••. Ite them
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At these prices, you'd walk, too

emergency if there is a shortage, disruption or sig- country.
nificant price irregularity in the oil market. Com- "Americans are furiou~ about what's going on,"
panies would be subject to civil penalties ifthey set said Sen. Byron Dorgan, D-N.D. He said they want
excessive prices during such an emergency. Congress to do ~omething about oil compariyprof-

• Stop~ed oil traders from using offshore mar- its and the "orgy of speculation" on oil markets.
bate onthebill failed to reach the kets to av:d speeJl ia!~Ve lJWlts., , But Republkan leaders said the Democrats'
The tallywas 51-43. C • Let the attorney 'general bring price-fixing plan would do harm rather than good - and they
luld have rolled b~ck oil industry charge'S Pl~ainst anY country or company tfiaf is' kept the legislation from being br6ughtup for de-
,17 billion over 10 years and used .. conspiring to settheprice oM 5'...."" I) : '~? bate and amendments. .
~ate tax incentives for wQdJlCf~rS GOP senators shoved asicte'the Democratic pro- ,Sen. Mary Landrieu of Louisiana was the only
::>ther alternative energy sources. posal, arguing that punishing Big Oil won't do a Democrat opposing the bill.
lYe: thing to lower the$4-a-gallon price of gasoline .
president to declare an energy that is sending economic shock waves across the

41/11/ - 5"A;DJ ;'-?~A4'-t-' \'-.84- •.~~t> .
.odity markets under review

N - Senate Republicans held
nst a Democratic-led attempt to
:ofits of the biggest oil U.S. com
:e tighter regulations on energy

rats fail to' stop debate on bill aimed at Big Oil's profits

Oil prices
. .' -r-Of:~(vxl:~t.2~_

. ,\ SUSAN WALSH/The Associated Press $131.31 a barrel on the New
, ,I .

ts failed Tuesday in their bid to move along a bill that would have taxed the extra profits of large oil companies. Listening to a, York Mercantile Exchange.
ons were (from left) Jeff Bingaman, CharlesSc;:;humer, Max Baucus. Bernard Sanders and Claire McCaskill. The report calmed amarket

i that earlier sent oil up more
i than $3 on a projection by the

International Energy Agency
that said global demand will
continue to rise, especially in
China~ ,

The lEA, in its own monthly
report, cut its demand growth
forecasts, projecting that glob

I al demand,forpetroleum pl'od
:' ucts such as gasoline, diesel

and heating oil will grow, 0.9
percent, or 800,000 b~els a
day, in 2008. That's down from
the 1.2 percent, or 1 million
barrels, the lEAforecast earlier
Illis year.

.• .' Id'_ ~_ ~atlon&wor ~ --- --?

'B/...IrME: r;;:.AME . ENERGY .. ·w B.. J..- ." B- . ", L....,ss foy~;'

W-mdfall tax·effort 8ta
Ut'"o/!+ ~Y" /" I,

xce to investigate how forces are affecting oil j;,
While gasolir
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DESIGN lJY: J.S.B.

DRAIN 8T': J.W.B.

OiEextD BY: J.S.B.

"'AlB N.T.S.

DAT[: 4/4/07

JOB NUWS£R: 00127.00

'1.£ tU.1oI[: 00127TURBINE.dwg

Traditional Urban Energy Farm
2 Acre Multiple Uses and Energy Production Methods

(Regional Shopping Center Parking Lots, Industrial
Complexes, Warehouse Districts, Ship Yards,
Contaminated Land, Sanitary Landfills, Etc.)

BY:
JOHN S. BAEN Ph.D.
J.S. BAEN &
ASSOCIATES, INC.
P.O. BOX 310410
DENTON, TX
76203-0410
TEL: (940)507-0312
FAX: (940)565-4234

GRAPHICS BY:

BELL
PROFESSIONAL

DRAFTING
(214)529-7510

.JASON BELL
1005 KIRNWOOD

PLANO, TEXAS 75075
jwbeU79C8JhoUnail.cora
FAX: (972) 628-81584

Depleted Urban Oil and
Gas Well Converted to
Geothermal Energy Source.

/ Hot/Cold Water Heat
Exchange (Loop System
for HVAC)

185 deg. 3,200 ft.

W4 S~

Powerlines to Grid (Sale)
or Building (Use)

\

407'

2 Acre Pavedfor
Parking, Industrial,
Storage, Etc...

To Building'sHVA~
Circulating Hot/Cold

Water for Geothermal A
heated @ 8,500ft. to A
185-230 degrees. I ~~.L...LIfjfLLi-'CLL..L1.L..L..LL.L.,!...LL.L:.LLLLL.L.,u.u

I,,
/

/
/-----------------------.---......--- --~~ rk~~~
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NOTICE OF CONFIDENTIALITY RIGHTS: IF YOU ARE A NATURAL PERSON,
YOU MAY REMOVE OR STRIKE ANY OF THE FOLLOWING INFORMATION
FROM THIS INSTRUMENT BEFORE IT IS FILED FOR RECORD IN THE PUBLIC ~I
RECORDS: YOUR SOCIAL SECURITY NUMBER OR YOUR DRIVER'S LICENSE
NUMBER.

Date:

Grantor:

Grantor's Mailing Address: [include county]

Grantee:

Grantee's Mailing Address: [include county]

UNT"
UNIVERSI1Y OF

NORTH*TEXAS

DISCOVER THE POWER OF IDEAS

John S. Baen, Ph.D.
Professor of Real Estate

Department of Finance, Insurance,
Real Estate and Law

P.O. Box 3 I04IO
Denton, Texas 76203-04IO

940.565.3071 TEL
940.565.4234 FAX
940.369.8652 TTY

www.coba.unt.edu/tirel/baen
baen@unt.edu

Consideration:

Property:

Cash and other good and valuable consideration.

All groundwater, being all groundwater, percolating water, artesian water and other
waters from any and all reservoirs, formations, depths and horizons beneath the surface of the
earth in and under or that may be produced from the real property more particularly described on
E~ibit "A" attached hereto and incorporated herein..

Reservations from Conveyance: NONE

Exceptions to Conveyance and Warranty: NONE

Grantor, for the Consideration and subj ect to the Reservations from Conveyance and the
Exceptions to Conveyance and Warranty, grants, sells, and conveys to Grantee the Property,
together with all and singular the rights and appurtenances thereto in any way belonging, to have
and to hold it to Grantee and Grantee's heirs, successors, and assigns forever. Grantor binds
Grantor and Grantor's heirs and successors to warrant and forever defend all and singular the
Property to Grantee and Grantee's heirs, successors, and assigns against every person
whomsoever lawfully claiming or to claim the same or any part thereof, except as to the
Reservations from Conveyance and the Exceptions to Conveyance and Warranty.

21113.1 (99999/999)
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The basic over simplified version ofoil and gas associated income and tax issues are as ibllows:

1. Bonus Payments at signing of a lease:

This Taxable income in the year received and is added to your other ordinary income.

Question: Could you defer, not sign the lease until January? 1bis could delay taxes
until the following year.

".

I) Uf Fv()"r &NI)';
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2. Well-site damages on your land

Can be claimed as ordinary IRS income or preferably treated as "damages" that reduce
your basis or cost/price paid at the time you acquired the property. While still reportable,

this changes the ''value'' of the damage payment and converts the "income" from

ordinary income to capital gains (taxed at 15% in 2008) when and ifthe property is sold.

The theory is that a well site "destroys" the use/value of th~ acreage by the amount of

privately negotiated damages and the market value ofthe land.

,>

Question: If they drill on my homestead and there are no taxes due on the sale (zero

taxes due up to $500,000 - tax free profit) ofmy homestead, is it ever taxed?

. ,';\J,. ~ c.,/~/? I~. tit. trt.:71

!I.' ~ ;:) ljlN4.c~
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'"Halliburton assembled 34
pump trucks for the Ba-r::
nett shale frac job in Au
gust 2004 (Fig. 1; photo
from Halliburton Corp.).
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Small operatorpumps big fr
in North Texas Barnett shale

'with 7-in. diameter, 29Ib/ft, P-110
casing and 2%-in. tu ing.

The frac was designed byfjeff llsen!?1
(Hughes's operations mana~er),

Hoskins, Lee Matthews (consultant,
and Dave Pron er i urton Corp.)
A total volume of 130,000 bbl was
pumped into the E-Iobe of the lower
Barnett in threes~n 3 co~tive
~ach stage was pumped at a rate
o 0 bbI/mEat an anticipated well
head tubing
pressure

(WHJI~ of
51abou 8 000

tEiOThe max
imum pres
sure ob-
served dur- ~

ing this job was about 8,400 ps¢a:hd
the maximum rate achieved ';as 212
bbllmin. -

Hoskins told OGJ that it was one of
the largest assemblies of hydraulic
.e,orsepower Chhp) capability for a ~ar

nett shale frac, with a pump rate about
l0-40% higher than frac jobs on....simi-

In August 2004,
Beeville-base~.

Hug,hes Co. pumpe<!3
l~e hydraulic fract]lre
job in the prolific Barnett
snare of North Texas. The
~arnett is a tight shale
tliat is the source for the
largest gas field in Texas. It consists of
an unper section and a. thicker lower
~tion with five lobes: A, B, C, D, and
E.

Barnett shale wells were historically
drilled vertically, but now it's common
t.o drill lateraJJy, \iiQl the kIckoff at the
top of the upver Barnett section, says* Lee Roy Hoskins. a ve~roleum engineer
a! Dan A. Hug~es.

Hughes drilled a horizontal well
~ (City of Denton Airport No. 2H) in

Denton County, Tex., using San Anto
nio-based pioneer Drilling ~o. Inc. The
company's Rig~ drilled to
11,000 ft in 34 days, including an
1,800ft lateral sectio:n,. and reached the
tower Barnett sh:i'Ie target at about
8,700 ft TVD. The well was completed

Oil & Gas Journal/Mar. 7, 2005 41



SUrface Estate Before and Alter 011 Well Developmeni

4. Ibid., 21S.

5. Philip. Crossman. "The Valuation of Land with Und.".lying Natural Resources:~ Appraisal !ournal (April 1935J; 23b-241. See
also, H. J. Cruy and F. A. Carb. ·Oetermining the Value of Oil and Cas in the Ground,~ World Oil (~hrch 1982): 105-108;
Walt.". Priddy. "Oil Property Evaluation.~ (Fort Worth. Texas: Pritchard and Abbott Inc., 1986): 1-14; an" Anthony J. Rinaldi.
~A Review of H""lr.old and the Valuation of Mineral Property.~~ Apprllisal ]ourrW (October 1981): 578.

200-ocre farm oofore
oil and gas activity

100-toot high-preSS\JTe gos
transmission easement

ous research has been written on the subject
of mineral rights and mineral income valu
ation.s The current trend in surface estate
research is in the environmental impact
realm and tends to be from the new envi-

Saltwater ----~)l--

disposal~we" 0lJJL1J ~ -.__->.;~ ~:'preSSion
W unit

"", '
", ,

, ', '
'.::~:::::; .

.....:::
.. -;::-

offered as to such effects on the value of the
land. The conclusion, however, is that "oil
and gas mineral rights can have important
implications on the valuation of the surface
rights being appraised."" Most of the previ-

I
,..,

,

Been: Impact ofMineral Rights on~uJturol Land Values 69
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TABLE 1 01/ and Gas Drilling and Productlon Ae:ttvlfles That Can H&gativefy Influence the
Present end Future Value of the Surface Owner/Tenant

I. Filing of the Oil and Gas Lease

A. Actual nolice ot pending activity and potential surface disruption. Filed in county/province.
(Surlac e owner not generally notified until well is drilled.)

B. Current and future development plans need to be forwarded immediately to oil operator/dr1ner
to reduce negative influences to the Mure highest CJ'1d best use of surface.

II. PreUminary Activities Before Drilling Well

A. Seismograph activtt1es are becoming more prevalent ut111zlng 3-D subsurface mapping of oB for
mot1on. Surface actMties include dozing and drilling in strips across the property.

B. Planning the locatlon of the drill site.
1. Best geological site Vel3US optimal surface location.
2. Source of optimal surface loccrtlon water for drllllng well.
3. Access rood planned with long-term implications considered.
4. Drill site planned.
5. Environmental implications and plan.
6. Surface owner/tenant notification planning. negotiation. and compensation for tim well site

only.

C. Muttlple weillocotions/repeat steps liB 1-6.

III. Well Drilling and Completion Activities

A. Digging of surface mud pits and drill-site leveling.

B. Drilling actMties (24 hours/day for 3-30 days depending on depth and number of wells dn1led)
1. Heavy equipment ruts can couse erosion and surlace damage that can toke years to heal.
2. Legal trespass of drilling crews (!tIree shifts/day) administrative staff. logging trucks. mud

trucks. geologists. pipe trucks. cementing trucks. fuel trucks. and on arroy of other service
providers and salespersons.

3. Drilling rig noises and diesel electric generator units.

C. Well completion actMtles
1. Fracturing and acidizlng trucks.
2. Wor1<over rig crews and activities.
3. Burning or flaring at gas and oil during wor1<over operations.
4. Temporary fracturing tanks and production tanks.
5. 'Swabbing' and testing of well into surface pits.

IV. Post Completion Productlon Activities

A. Well site/lease location
1. Covering of surface mud pits.
2. Construction of surface equipment and systems.
3. Rocking or groveling the access roads and production area.
4. Construction at retaining walls and fences around oil tanks. well head. and other equip

ment.
5. Construction of permanent gates. cattle guards. and culvert from a public rood to the well

site. -
6. Pointing of all gates and surface equipment.
7. Installation of locks and other security measures.

B. Construction of oil/gas pipelines and electricity to/through the property to the well/produc·
tIon/storage area.

1. Obtain easements from landowner.
2. Clear right-of-way 50-100 feet wide.
3. Construct and bury pipeline to minimum/required depth.
4. Reseed and plow dlsturbed pipeline right-of-woy.
5. Post high-pressure pipeline signs along easement with emergency notificotion telephone

numbers.
6.· Implement pipeline monitoring program to check for leaks and right-of-way encroach

ments.
7. Program to remove regrowth of trees.

C. Arrange for 24-hour access to well for the following service providers:
1. Production employees
2. Oil truck/purchaser
3. Soltwater handlers
4. Gas pipeline metering stoff
5. Electric company metering
6. Supply and equipment deliveries
7. Workover and repair personnel
8. State and federal agency inspectors
9. Access/rood maintenance

continued
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D. possible surface production equipment and/or chemicals on site
1. Well head. valves. and gauges
2. Pumping units

t'.· a. Go$-Operated units (noise pollut1on)
b. Electric units (electric lines to well head)

3. all. condensate. ond solt\.ovater storage tanks
4. Oil. gas. water separator units
5. Gas compressor units
6. Oil or saltwater injection pump
7. Gas collection pnd metering station

;: 8. Gas/oil/saltv.tater lease pipelines to each well
9. Gas ond/or oil pipelines for sale/transmission to and/or through ttle subject property

E. Production supplies. bi-products. chemicals and well addttlves
1. Oil tank sludge
2. Bottom. sludge. and water
3. Paraffin inhibitors
4. Surfactants
5. Emulsion breakers
6. Scale inhibitors
7. Paint
8. Oily rags .
9. Plpedope

10. Injection and production filters
11. Polish rod packing
12. Various rubber products (seals. hoses. belts)
13. Drums/barrels of chemicals
14. Oil tank treatment chemicals

V. Drilling of Additional Wells on the Subject Property (repeat steps HV)

VI. Discontinuation of on and Gas Production-1 to 50 years after drilling
1. Wells plugged and abandoned.
2. Equipment removed from a site.
3. Drilling pits should be permanently marked to prevent construction of home or other build-

ings at ft1ese particular locations.
4. Mlneralleose should be canceled and releases filed of record.
5. Dormont pipelines (lease and transmission pipelines) should be dug up and removed.
6. Surface should be restored to as close to predrilUng conditions as possible.

VII. Environmentol Site Assessment (Phose 1.11. and III as required)
1. Should be conducted at oil company's expense on behalf of ttle owner. Copy of report

completed by outside environmental consulting firm should be provided to ttle landowner.
2. landowner should offer oil company a written release of furft1er surface wor1<: on repairs to

be completed.

•

ronmental litigation perspective, which is
more regulatory in character.

Many newspaper articles have re
cently articulated the growing conflict be
tween the surface estate owners and min
eralowners and oil operators. Under new
rules adopted by the Colorado Oil and Gas
Conservation Division in September 1993,
a landowner can ask the commission to
make an oil operator post a bond before oil
and gas activities begin on a lease if no
surface agreement is in effect.6 While farm
ers can be royalty owners and make signif
icant income on their minerals, many also
want payment for crop and soil damages

and other economic burdens that affect
their surface estates. It has been suggested
that oil and gas operations can also create
psychological stress in farm families,
which may require compensation in some
cases.

With any oil and gas well being devel
oped, there will be some level of contami
nation that occurs on the property (ad
dressed later in this article). Contamination
of any kind can produce stigmas that have
market implications, as presented by
Patchin? A stigma maybe broadly defined
as a loss in value beyond the cost to cure
the contamination itself. This can include,

6. Oil and Gas Journal, "Mineral. Surface Rights at Issue in Colorado; OUand Cas JaIlntlll. v. 91. no. 43 (October 25, 19931: 30-32.

7. P. J. Patchin, "Contaminated Properties-Stigma ReVisited," n'l! Appnzisa1loumal (Aprill99l>: 167-172.
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TABU 3 ThltOretical Model of Estlmating Damages of 011 and Gos Activities
to Surface Owner Estate·

$0 = PV - (w ... RW ... 5 ... A ... N ... V ... RLA ... RHBU ... PVRI ... ATE ... ELE ... HAZ ... STiG ... RMORT ... Af<) (NIN")

$D = Damages due surface owner 01 to or in stages of oil and gas development.

PV " Present value of surface esto1e in an undisturbed state before drilling.

W =Water. surface/subsurface contamination 1t1rough production practices. spills and
injection/disposal wells.

RW = Reduction in water supplies or quantify lhrough dropping water table.

S " Soil (same as above).
A " Air-pollution/dust/odors/smells. etc.
N " Noise---eompressors. pumping units. weA servicing operation. daily vehicular traffic.

SW" Solid woste-some operators dispose of solid wastes inappropriately at well sites and pits.

V = Visual---ehanges in the landscape and natural environment.

RiA =Reduction in usable land area (value).

RHBU " Reduction in highest and best use of total parcel of land potential.

PVRI " Present value in future agricultural income as a resutt of reduced usable land area caused
by well site. roods. rights-of-way. etc.

ATf " Additional tit1e encumbrances to the property:
• Mineralleases
• Oil and gas transmission pipeline easements
• Electric utility easements

Access rood easements or rights

ELf " Environmental low exposure to landowner
HAZ " Personal or livestock health hazards. fire. chemical. accidents. spills. etc.

snG " Reduced property value due to stigma.

RMORT" Reduced property value due to reduced mortgageobility.

AR = Aesthetics and/or privacy.
NW" = Number of wells foetor that will be drilled or could be drilled in the future on lhe subject

property (spacing foetor). Figure 1 indicates one well drilled. the initial lease allows multiple
wells to be drilled (depending on depth) every 10.40.80. or 160 acres.

• This equa!ion represents theoretical factors that should be considered by approlsEllS. It is. however. no substtMe or re
placement for the professional JUdgment os to the mor1cet value Impact on a subject property.

?)

TABLE 2 Possible Federal Environmental Law Implications to Surface Owner/Tenants
hcause of 011 and Gas Production DrillIng Operations

Resource Conservation and Recovery Act (RCRA. 1976) (42 U.S.C. ff 6901-6992k)
Solid Waste Disposal Act (S'WDA. 1965)

Comprehensiive Environmental Response. Compensation and Uability Act (CERCLA. 1980) (Superfund
Act). (42 U.S.C. If 9601-9675)

Emergency Planning and Community Right to Know Act (EPCRA. 1986) (42 U.S.C. ff 11001-11050)

Clean Wafer Act (CWA. 1972) (33 U.S.C. ff 1251-1387)
1. Notional Pollutant Discharge Elimination System (NPDES}-Point Discharge Permits
2. 50iD Prevention Control and Countermeasure plans (SPCC)
3. Wetlands U.S. Army Corps of Engineers Section 404 Permit Process for discharge fill or dredged ma-

terials CAtvoyoy Baen).

Federal Wafer Pollution Control Act (1948)

Sofe Drinking Water Act (SDWA, 1974) (42 U.S.C. ff 300f-300j-26)

011 Pollution Control Act of 1990 (OPA-9O) (33 U.s.c. ff 2701-2761)

Toxic Substances Control Act (TSCA. 1976) (15 U.S.C. ff 2601-2671)

Occupational Safety and Health Act (OSHA) (29 U.S.C. ff 651 ef. seq.)

Endangered Species Act (ESA. 1988) (16 U.S.C. ff 1531-1544)

Notional Historic Preservation Act (NHPA) (16 U.S.C. ff 47G-47o-v-6)

MigrotOl)' Bird Treaty Act (MBTA) (16 U.S.C. ff 703-711)

Hazardous Material Transportation Act (HMTA, 1990) (49 U.S.C. ff 1801-1813)

Deportment of Transportation (OOn Gas Transmission Pipeline Regulations

8. J. Fambrough. "A Thin Layer of Rights: Tia-rrz Graruk-1has Rcal Est.lt Rtsearch ern/tr (1983): 4-6.

9. Ibid.• 7.

10. Butler and Binion. Ancmrys at law. EmrinmmmtrzllAlll5impliftcd: II Prac/iclJl Guide for 0I1IJnd GIJS OptratiDns (Tulsa,Olda.:
Penn Wen Books. 1993)
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.3. Royalty Payment IRS Taxes:

Yes, these payments are taxable every year on April 15th by the IRS and there are few
expenses or deductions to reduce or avoid paying the tax man. '

Question: How can I minimize these taxes? Now you need a CPA!

1) Depletion Allowance: A small portion ofthe income is excluded from taxation.

2) Your annual royalty income Statement: The statement will be sent to you and
the IRS at the end ofthe year by the oil company but is more income than you
actually received. Danger! - Most oil companies send a gross income statement
before legitimate expenses (you did not receive this amount of money!)

Question: How can I reduce these taxes? Keep every check stub, and every
monthly report which is called a "check and well/lease detail statement". A

summary of real income is generally never sent to help you with your annual IRS
return. Common deductable expenses include, but are not limited to, the
following which are found in the monthly statements/checks.

1) State severance taxes

~,L;~ 02) Marketing changes (rip offto us)

3) Compressor charges ..efllJ~r
•

4) PipelinefTransportation charges

5) Other exotic charges (there are many)

(Only your initialed lease document will determine ifyou owe these expenses, but quite
frankly, are a necessary and generally shared expenses or the charges will be" hidden"

somewhere else or in some other form. Oil companies generally get paid on the same

basis as you)

JAJ"C~ t,,- 1f,~
a-~14tS~ Ai.~
~.

• ~I~
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EVIR-CHANGING TAX LAWS MAKE
LONG-TtIM TAX PLANNING AJOKE

As the Congress and President Clinton
. wrangle over trying to balance their

budgets within seven years, the rest of us
are required to balance our after-tax com
mercial real estate budgets every year.
Currently, there is a great deal of anxiety
within the investment communitv about
various tax proposals that are being debat
ed and which most likely will be tied to
next year's operating "stop-gap" budget of
the govenunent.

This week I have been reviewing a pile
of income-producing property proformas
that contain from five- to IS-year projec
tions of after-tax cash flows (ATCF) for
various classes of investments that
include, but are not limited to, apartments,
retail centers, warehouses and office
buildings currently for sale. A few of the
more sophisticated and bold offerings

---;; " .even go so far as to project a resale price
., and assumed capital gains tax rates that

will be due beyond the year 2000. All of
the deals include appropriate disclaimers

--about-future income, expenses and pro
jected resale prices. But please give me a
break: Do we have any sound business
reasons to project after-tax anything out
five years into the great unknown?

At this point in time it appears that an
increased tax credit for our dependent
children and more importantly, a reduced
capital gains tax break (incentive) will be
the extent of the immediate tax law
changes. A reduced capital gains tax
could spur both a significant number of
sales from owners taking advantage of
their significant appreciation over the past
three years as well as a rush of new
investors (mullets) who will believe attrac
tive capital gains tax rates will also be
there at the end of their holding period.

Of major concern to all of us should
be the extremely high "tax change risk"
to property owners over the next seven
years because of many variables
beyond our control when considering
the stated target of a balanced budget.
Horrifying U.S. government budget
variables that could change significant
ly and ultimately cause higher income
taxes for commercial property investors
if "budget cutting" and "government
downsizing" fail are as follows:

• An increase in T-bill and T-bond rates

U-RW ESTATE FORUM - DlCIMIEIlI"S

would wildly blow the proposed budgets:
• A recession could reduce taxes

paid into the government. and
• An unforeseen requirement for

government expenditures beyond the
budget could occur (Bosnia, etc., etc.).

Tax-change risk has always been and
will continue to be a very real factor for
the long-term nature of real estate invest
ments. Take for example long-term capi
tal gains tax rates that have varied over
the past 20 years from 400/0 of gain taxed
at ordinary rates to a flat 280/,.
Depreciatio~ ofreal estate for tax purpos
es has. during this same period. varied
from 18 years, 19 years. 27.5 years and
31.5 vears to the current 39 vears.

While we may joke that frequent
changes are orchestrated by Congress
and the accountants to maintain full
employment of the country's CPAs, it is
really hard to analyze a prospective real
estate investment based on the "snap
shot" of the current tax law, IRS code
and overcharging tax rulings. Take for
example the massive and frequent
changes that occurred during the
1980s. The following list of 1980s tax
law changes, compiled by the Roulac
Group, is offered to jar your memory as
to just how much of a moving target our
tax-rate risk really is:

• Economic Recovery Tax Act
of 1981: reduced depreciation period;
cut capital gains tax: provided invest
ment credits for certain rehab projects.

• Tax Equity and Fiscal Respon
sibility Act of 1982: made technical
changes; hearings on bill revealed opposi
tion to 1981 tax act's largess.

• Tax Reform Act of 1984: effec
tivelv eliminated deduction for interest
accr'ued but unpaid; eliminated tax
deferred exchanges for partnerships:
raised interest rate caps for seller
financing: imposed restrictions on
industrial development bonds: allowed
states to issue mortgage credit certifi
cates: extended general mortgage re\,
enue bond program.

• Tax Reform Act of 1986: Cut
individual tax rates: eliminated favordble

capital gains rates: extended depreciation
timetable: reduced writeoffs from invest
ment losses; created real estate mortgage
investment conduits (REMICs).

• Revenue Act of 1987: Limited
offsetting of passive incomes and· loss
es: taxed publicly traded RELP income
to tax-exempts as UBI; taxed dealers
immediately on gain under installm~nt

sale: limited income deferral under
long-term contracts.

So here we are on the eve of more
sweeping tax change discussions while
sitting like ducks in long-term real estate
investments and actually seeking to
increase our portfolios! What numbers
are we as "sophisticated" investors to use
in years two, three, four or further into the
future in regard to tax rates? I for one am
concerned about the proposed flat tax and
its potential effects on the resale price of
cash-flowing real estate. I happen to think
it would be a lot like an enema for the
country-uncomfortable, but "healthy"
for the patient. It's the transition that wor
ries me.

I would suggest the following pre
scription for those looking into the
future of their current and proposed
after-tax portfolios:

• Write your congressman and demand
that with the balanced budget within
seven years, they pledge to 1Wt raise ta:ces
on property investment incomes or gains
during that same period. They can reduce
our taxes all they want to.

• Consider the long-term tax benefits
of property ownership and income shel
ter as "icing on the cake" and not the
cake. Invest only in economically
viable deals that without current tax law
advantages will still work-easy to say,
but very hard to do.

Remember the seven-year itch concept
of marriage during the 1970s? Well, the
closer we get to year seven of a balanced
budget without serious spending cuts, the
more likely our recovering real estate cash
flows and equities will be tempting to the
tax man. They, the government, are moving
marauders and we are stationary targets.

Periscopes up! Long-term tax plan
ning is a joke••

101m S, Baen, Ph,D. is an associate
professor ofreal estate in the Department
of Finance, Insurance, Real Estate and
Law at the University ofNorth Texas.



4. Texas State Severance Taxes: ~cr--

No options here, everyone pays and your check a1ways has this tax taken out first!

Texas is a very wealthy state and has no state income taxes due to our blessings ofoil and
gas. A visit by the Penn State Team in my office should lead to Pennsylvania following

the Texas model. They pay no severance taxes! Our Texas $8 billion surplus (California
is broke) is due to the following taxes collected at the well head on every drop and cubic
foot ofnatural gas.

Severance taxes:

1) Oil = 7.5% on every barrel produced at market value. That is $9.75 per barrel of
oil at $130/barrel.

2) Natural gas = 5.6% or 50¢/l000 fP (met) @ $9.00.

Question: How do I know ifI am getting paid fairly or how much oil and gas is
actually being sold under my land? .

Trust me, you are not getting cheated and I will explain this at the seminar.



). Local Ad Valomm Taxes and Royalty: - Tut>(JH>L ..~r-
Oil and gas rights and their values in Texas are NOT taxable as part ofyour reaL·estate
until oil and gas is produced and sold. One ofthe biggest little "dirty" secrets 'idfue:;bil ,
and gas boom is that you will get an end ofthe year tax statement from the appraisal
district on the present accessed/market value ofyour royalty income stream..just~e you
do on your house. A good idea is to save 5-8% ofyour monthly income to pay your city
and school taxes in December! Oil companies pay their part, but never yours!

,

There is much confusion on this for several reasons:

1) The tax offices are nlDning months behind due to the 8,600 wells drilled in North
Texas and delays in information, reporting and royalty payments held in
suspension on many wells. State and local data nightmare!

2) Outside contracting fInns handle your oil and gas valuation and tax statements
from far-away places (like Austin).

3) The appeal process is cumbersome, time consuming and quite often the
information provided on your statement is wrong. Not all wells show up in the
data, but local taxes will eventually be due and payable or your rights can be sold
on the court house steps;

4'eJI

4) The Texas law and valuation model on royalty/mineral taxes is complicated, but
in my opinio~ friendly to the oil companies and royalty owners, and is much less

than "true market value". -- A 12....'
J' ~ L - V..RJIL t~. f/t ' ",-e ?-- ~~~.rr -- I~'

- (!)r { G~,R4U''"',e6td;;, -tv ~,Y rO..6'--.
-~' r Fi::.-,_!.-~ N (i<>~~ " e --t--:-.



THIS IS NOTA TAX .lULL - DU NUT YAY }l'KUM 11l.ul.l'lVIU.. J!,

.247170

1.834810
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.4296900.5531 16,810
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DENTON COUNTY

NORTHWEST I SD

r 'OF JUSTIN

DENTON CENTRAL APPRAISAL DISTRICT
P. O. BOX 2816 ~
DENTON J TEXAS 76202-2816 ::>0
METRO: (972) 434-2602
PHONE: (940) 349-3950

~_':=m_"h_ 2004 ~,,=m.__§,~~_~1~t~£_('!:':00_b<"'~
for this year, TIlls is the amount you would pay if the governing body ofeach jurisdiction were to adopt the same tax rate as last year. 'The Teras legislature does not set the amount ofyour local toxes. Your
property tar burden is decided by yourlocally elected officials, and alIinquines concerningyour tares should be directed to those officials. " The governing body ofeach jurisdiction decides whether taxes on
the property will increase. and the appraisal district only delcImines the propenyvalue.. 1be property is described adjacent to your mailing address.

~~%~~~:=:~~;-mms~,Oa~~~~~?';-P;Q~
Property Description:

• j W#4 91190738
DtvON ENERGY O/NEWARK~ EAST (BARNETT

....~~~~.!W'.'-,/:!PERRY W&tlORDEN F B&FARR I

l/tJIe" .03948~/l. ";" RRC# 190738

MAY 20. 2004.

Ifyou disagree with the proposed value or any other action the appraisal district may have taken on your property conlact this office at the above telephone numbers. Ifyour are unable to resolve the situation with the
appraisal district, you hove the right to file a protest and receive a hearing with the Appraisal Review Board (ARB). The form below is providedforyour convenience. To appea~ yourprotest must be in wnling
and reblmed by:

Sincerely.

CH IEF APPRA ISER

Notice of Protest 061-1-91-190738-000-R-006251

DENTON CENTRAL APPRA ISAL DISTR ICT
P. O. BOX 2816
DENTON, TEXAS 76202-2816
METRO: (972) 434-2602
PHONE: (940) 349-3950

2003 VALUE:
2004 VALUE:

30,400
42,540

~ ESdi 6Ei !I---EVON ENERGY O/NEWARK ST (~-
AB1034& 207 IPERRY W&BoRDEN F B&FARRI

.039486 R RRC# 190738

Ifyou W31lJ: the AppraisaJ. Review Board (ARB) to hear and decide your case, you must file this fonn with the ARB by the date indicated in the shaded hox above 0· Place an X in the box(es) to indicate the
s:

o Failure to send required notice
DOther. _

I want the ARB to send me a copy ofits hearing proceduresDyes 0 No

o Value is over marlcet value 0 Property description is incorrect

r "roperty should not be taxed in this appraisal district 0 Exemption WllS denied, modified, or cancelled

perty should not be taxed in the fonowing taxiDg unit: 0 Value is unequal compared with other properties

o Change is use ofland apprnised as ag-use. open space or timber land

o Ag-use open-space or other special valuation was denied, modified, or cancened

o Owner's name is incorrect

o Owner's opinion ofvalue (optional) _

Date Your Davtime Phone Number Your Evening Phone Number or Email Address
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6. Pipeline Easements and Damage Payments:

All income is reportable to the IRS but not all income is taxable the year received It you
have good representation at the time an easement is signed and also have a good
professional and qualified CPA and appraiser. The actual damage income to the value of
the land and remainder ofyour land can be deferred until the land is sol~ similar to the

well-site damages. I recommend two checks: one for the granting ofthe easement
(taxable) and one for damages, marked damages.

".
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example may De userUl.

MARCH/APRIL

Volume 55 Number 2

2008

Value of Whole Property:

(5 acres @ $SO/sq. ft.) $10,890,000

5. Add the ATF value for each value zone together to equal
the total ATF value of the transportation corridor.

Value of the Remainder as Part of the Whole:

[$10,890,000 less $871,200) $10,018,800

Valuation of a New Pipeline as Part of the Existing Corridor

Value of Part Taken:

(1 acre easement@ $SO/sq. ft. x 40%)

Value of the Remainder After the Take

((5 acresj (encumbered with 1 acre) @ $4S/sq. ft.)

Damages

Benefits

0et Damages~

Total Just Compensation

$871,200

$9,801.000

$217,800

$100,000

Ql17,809
$989,000

Standard Width for Pipeline Easement

As part of the appraisal process, I often include surveys of private
companies and public agencies. The information I recently obtained
from one survey is as follows:

Survey of Non-Exclusive Pipeline Easements

As described previously, a corridor is a long, narrow strip of land or
real property rights for which the highest and best use is to provide
an economic benefit by connecting the end points and sometimes
serving intermediate points along the way.

There are various methods that an appraiser uses to appraise
corridors. The most common include the Across-the-Fence (ATF),
Sales Comparison, Cost Approach, Net Liquidation Value and Going
Concern Value.

Since comparable sales of corridors are seldom available, the most
common method is the ATF methodology, which is first found in
the Interstate Commerce Commission (ICC) manual entitled
"Instructions Pertaining To Land Appraisals" dated April 1, 1918.

The five steps to using the ATF method are as follows:

1. Define the value zone of the corridor based on zoning and
uses of adjacent property

.:arch for comparable land sales for each of the value
zones

This survey shows that there is no acceptable standard width for a
pipeline easement, as it is usually determined through negotiations
Still, it may be helpful to understand the railroad's thought proces5
in setting their standard 10-foot wide widths for pipeline easements.

Initially, railroads arrived at the easement width by rounding up the
diameter of the pipe to the nearest foot. Then they added two feet
on both sides as a buffer to ensure the pipeline's integrity and
security, knowing that no other pipeline company would be
interested in placing their pipeline less than two feet from the
existing one. As such, the total width of the pi peli ne, assumi ng a
one-foot or less diameter pipeline, would be five feet (1 foot pipe +

2 feet on both sides == 5 feet).

Since then, the railroads have realized that pipeline users have been
getting free access onto their corridors to service and maintain their
pipelines. The railroads reasoned that since automobile lanes on
public roads are typically 11 to 12-feet wide, and given the width of
a standard truck, a 10 to 12-foot width requirement to access the
pipeline would seem reasonable. It is also reasonable to assume that
the additional width of the easement dedicated solely for access use
only should be charged at a lower rate. I call these areas the
"artE'riill 7nn"," ;mrl tho "frinno ..,.......... "
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All income is reportable to the IRS but not all income is taxable the year received ifyou
have good representation at the time an easement is signed and also have a good

professional and qualified CPA and appraiser. The actual damage income to the value of

the land and remainder ofyour land can be deferred until the land is sold, similar to the

well-site damages. I recommend two checks: one for the granting ofthe easement
. (taxable) and one for damages, marked damages.

7. Estate Taxes on Mineral Rights to the IRS:

Danger! You are likely unaware that you have a Texas lotto ticket that you have won

which bas an income stream from Royalty that b<ls a market value of 50-60 moriths of
income plus potential Mineral Right values worth much more (all known and unknown

oil and gas producing zones). Without estate planning at your death, the present value of
your mineral estate will be values by the IRS and will be added to your estate and taxed .

at 35-55% on monies you or your heirs have notyet received! Ifyou are blessed with
$lO,OOO/month royalty checks and you are over the estate exclusion limits after

considering the value ofall your other assets, (house, business, cash, collectibles, stocks,
bonds, etc) your estate could easily owe an additional $200",000-$300,000 ,to the IRS

because ofthe value of your royalty and minerals rights.

Question: How can I reduce these estate taxes and liabilities, but yet still get the money

to spend in my life?

1) Time your death carefully! 55% will be the new tax after Bush's tax relief
".r ....

expires and greatly depends on year of your death and the exclusion amounts for

any given year through 2011.

2) Deed your minerals to a trust or family limited partnership.

The "BEST" ofthe two options are topics ofhuge discussions between CPA's,

estate planners, lawyers, professors and ownerst Oil and gas income are
blessings, but taxes will be paid! Dividing your land into two(2) estates (surface

and minerals) is a very wise decision for many reasons and only requ.rres a
mineral deed ($35Q-$500/deed) and a valuation ofboth estates to establish an

IRS basis or remaining values.

J.S.Baen Ph.D. is a professor ofbusiness at University ofNorth Texas and
offersfree articles and newspapers on the Barnett Shale and Oil and Gas topics

at; www.coba.unt.edu/{irel/baen

This article may bepublished, republished, or reproduced in anyformat without

permission, but with full credit to the author.
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AbIut.com Investing for Beginners

What is the current estate tax rate
and limits? ~? B~ginner'S Investing Newsletter - s.!QD§mill

? DISCUSS In My Forum

By '''h"O K7l~:"tmm JA,lA. · _....~ 2'"it.
QuestIon, What ;;the'6.~xcate aod 11m;"? 4 !)" >
The estqt~JQX, or inheritance tax as it is sometimes known, has long been regarded by its critics as an onerous example

of socialistic wealth redistribution. Supporters argue that it prevents families from amassing fortunes and creating an
American aristocracy like those found in the older European countries. Regardless of your viewpoint on the estate tax, you

will have to deal with it if you are fortune enough to have amassed wealth. 50, what are the current estate tax rate and

limits?

Answer: The answer is complicated. Prior to the estate tax reduction, estates were taxed at rates beginning at 37 percent

and going as high as 55 percent. Generally, the estate tax only applied to assets exceeding $1 million.

Included In President Bush's tax cuts, however, was a provision to phase out the estate tax rate over the next few years.

For families with large r~qL~..state holdings such as farms that have been held for generations or small businesses, this

stroke of good luck will ensure that assets are passed onto posterity without Uncle Sam taking a majority of the bounty.
This would be accomplished in two ways: 1.) by raising the amount exempt from the estate tax rate, and 2.) lowering the

estate tax rate itself.

According to the IRS literature, an estate tax filing need only be made if the value of an estate exceeds the following

amounts: -r; 2. () 20() 8 ,*&lS'~/ Lc,,4
'I 0 "" O()i) (( /H, u.tHc4

2005-: Fir-st.l....-'500,{)OO in assets 3 Sf/II. ,,,e; 2 () c) 't "
200~Qg· <First ~,OOO,OOO in assets "f LJr itA ~. I ....L

2009: First $3,500,000 in assets 7';} v v..--.-.
-ZO)O =- ZeL~ n"""

In addition, the maximum estate tax rate applied to the amounts in excess of these figures are as follows:

L~ 0 ~I 5"' A/,!Jtvt -f
2005: 47 percent 20' {- ~? ~. -'
2006:46P~~

2007-2009~

In 2010, the estate tax rate drops to zero percent; if you die in that year, your heirs would not pay taxes, even if you

passed on $20 billion!

One caveat: Congress ensured that the law sunsets in 2011. That is, on January 1st, 2011, the estate tax rate will return
to its pre-Bush Ie . lIy speaking, this means the difference between dying on December 31, 2010 and January

1, 2011 can m n 55 percent 0 your estate if you are person of means!

More from About.com Browse Investing for Beginners Browse Topics A-Z

http://beginnersinvest.about.com/od/estatetax/f/estatetaxrate.htm 5/29/2008
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Dallas. Texas, Wednesday, June 11,2008

E-..,tX()LA I ,eet QV~"eoG eucA=1VJf-. e..,fe-.

FWNlfinit to pay $4,~2B

for Hunt Petro}er£im
XTO acquisition fuels growth
strategy, fans trust fund fight

•

f,.us~d With HuntOn - is owned by the
,family trustsofMargaretHunt Hill and
Hassie Hunt, two of the chp.dren of

,H.L.Hunt.
, AI Hill III, Margaret's grandson, has'
sued his father, AI Hill Jr., several oth~r
family memoers and advisers over therr
plan to sell Hunt Petroleum and recon-

5•• HUNT P.g. SA 0
XTO ,Chairman Bob

Simpson called the transac
tion "a history-making deal
for XTO." Irs the company's
largest acquisition ever and
pushes its acquisitions this
year to about $8.5 billion..

And Simpson told inves
tors that he will probably
make further acquisitions
this ye~ worth between
$1 billion and $1.5 billion. He
said that even with the sharp
rise in petroleum prices in
the past year, "this will be a
year of excellent opportuni
ties" to buy asset~ that will
likely be more expensive in
the future.

XTO also boosted its
growth forecast for the rest of
the year. XTO officials said its
production of natural gas
and crude oil is expected to

More on XTO 011 3C

the legacy ofoil tycoon H.L. Hunt.
Hunt Petroleum becomes a jewel in,

XTO's ravenous, 9'~A~'%fln )WZ':'quisi-
+.: .....- ~_ .... - - ,..." .

ENERGY

XTO buys Hunt
for $4.2 billion
The company says its gas
and oil production is
expected to increase 30%.,

By JIM FUQUAY
jfuquay@star-telegram.com

XTO Energy said Tuesday
that it will pay $4.2 billion fot
Hunt Petroleum Corp. of
Dallas, which dates to 1925
when legendary wildcatter
H.L. Hunt founded his first
oil company.

About 70 percent of the
Hunt property is in East Tex
as and Louisiana, already big
areas of operation for Fort
Worth-based XTO. Most of

, the rest is along the Gulf
Coast, onshore and off, with
the remainder in EilloPl;l'S
North Sea. Production is
about 80 percent natural gas
- XTO's strong suit - and
20 percent oil.
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THE STATEOF TEXAS )

COUNTY OF TARRANT )

MINERAL DEED
!'''I~I''' I rc - _ '

~ ~¥- I_~-: ~ __ :.J ~
l.,..." ~',,-,,(

p. ': -"'-------------"-
T4atI,~,a widow, whos'e adckess is 2 3£idES •• 11' 046,

Fort Worth, Texas, for and ~n consideration of the sum of One and No/1oo Dollar ($1.00),
to me cash in hand paid by , the rec.eipt of which is
hereby ackLowledged, have granted, given and conveyed, and by these pres.ents do grant,
give and convey unto _ ___, whose reside: Ice address is 2004
East Peters Colony, ax ... j TsJdS sea. the following, to-wit:

(i) 0.0520421 interest in and to all the oil, gas and other minerals on, in
and under, and that may be produced from First Tract described in
Exhibit "A" attached hereto; and,

(ii) 0.0693895 interest in and to all the oil, gas and other minerals on, in and
under, and that may be produced from Second Tract and Third Tract described
in Exhibit "A" attached hereto.

Together with the right of ingress and egress at all times for the purpose of mining,
drilling and exploring said lands for oil and other minerals and producing, storing, treating,
marketing and removing same therefrom.

The herein described tracts of land are now under, embraced in, and covered by an
oil and gas mineral lease by and between Larry 1. Langston, et al, Lessor, and Argali
Resources, Lessee, dated August 29, 2001, and shownrecorded in the Real Property Records
of Tarrant County and Denton County, State of Texas; and it is understood and agreed that
this grant, gift and conveyance is subject to said lease but covers and includes a said
0.0520421 part of the royalty on oil, gas and other minerals due and to be paid under the
temis of said lease insofar as it covers the First Tract set forth and described in Exhibit "A"
attached hereto, and the 0.0693895 part of the royalty on oil, gas and other minerals due and
to be paid under the tenns of said lease insofar as it covers the Second Tract and Third Tract
set forth and described in Exhibit "A" attached hereto.

To have and to hold the above described property, together with all and singular the
rights and appurtenances thereto in anywise belonging or in anywise appertaining unto the
said , her heirs, successors, legal representatives and

Mineral Deed Page 1



Tab I Exhibit 6

6/

Discussions and Definitions of Market Value, Price, Costs, and Other
Types of Value

For the year 2001, an appraiser's report and conclusion have been changed from an

"estimated market value" to "an opinion of market value."

DEFINITION OF MARKET VALUE (2001)

The most,probable price which a property should bring in a competitive and open market under

all conditions requisite to a fair sale, the buyer and seller, each acting prudently, knowledgeably

and assuming the price is not affected by undue stimulus. Implicit in this definition i~ the

consummation of a sale as of a specified date and the passing of title from seller to buyer under

conditions whereby:

buyer and seller are typically motivated;

both parties are well informed or well advised, and each acting in what he considers his

own best interest;

a reasonable time is allowed for exposure in the open market;

payment is made in terms of cash in u.s. dollars or in terms of financial arrangements

comparable thereto; and

the price represents the normal consideration for the property sold unaffected by special or

creative fmancing or sales concessions granted by anyone associated with the sale.

Other defmitions and concepts of value: /~

E5~1e.. ltVC'1/lA~'/t~x IfLt
Market Value (as vacant or improved)

Market Value, Price, Cost

Use Value or Value In Use

Investment Value

Going Concern Value

Insurable Value

Liquidation Value

Assessed Value

24



Tab / Exhibit 8 Highest and Best Use of the Subsurface Mineral Estate

The production of oil and gas is Highest and Best Use of the subsurface estate of the

subject mineral and royalty estates, which may be in conflict with the highest and best use and/or

ordinances of the surface estate use which is zoned as found in Tab 3.

Highest and Best Use is defined as:

Highest and Best Use! - The reasonably probably and legal use of mineral rights
to land, which is physically possible, appropriately supported, financially feasible,
and that results in the highest value. The four criteria the highest and best use'
must meet are legal permissibility, physical possibility, financial feasibility, and
maximum profitability.

For highest and best use of both mineral and royalty estates, a use must meet four criteria. The

criteria are that the highest and best use must be:

1. Physically possible

2. Legally permissible (extraordinary and hypothetical assumption)

3. Financially feasible

4. Maximally productive

All criteria for complete development of oil and gas rights are quite achievable. There

are no conflicts in regards to being legally permissible from the standpoint of Federal, State

(Texas Railroad Commission/Oil and Gas Regulations/Permitting) or County of Denton

Regulations. There are however some new and evolving local ordinances that may require

special use or site-planning approvals prior to drilling some of the pad-sites. This appraisal

assumes that all wells are drilled without delay (within 1 year) under the terms of the lease by the

operator of record (Devon Oil and Gas Company) or the surface and/or mineral owners. Several

wells have already been successfully drilled and completed on the subject property or on Gas

Units which said minerals have been allocated. It is specifically assumed that three (3) drilling

permits for the surface estate may be acquired from the City of Justin described on various plats

found elsewhere in this report or that one (1) location will be used to fully develop those

27



Tab / Exhibit 9 Three (3) Approaches to Value and Other Valuation Techniques
For Valuing Mineral Estates

There are three (3) approaches to be considered in valuing real estate and the various

associated estates or components: market, income and replacement approaches to value. While

the income approach to valuation of minerals and'royalty estate is perhaps the most appropriate,

there is very much a market and demand for the sale ofmineral rights in Denton County

although few sales are made public and absolute confidentially in the normal cause of business.

Texas is a non-disclosure state and no details of minerals being sold are found in the public

records. ~ 1lAh.c- AI~. I

There are five (5) valuation approaches or indications of market value for mineral /.. ..
royalty rights or interests in land located in areas having proven reserves and/or income from oil

and gas production. (1988, B~n, Appraisal Journal, pp. 205-216)

1.

II.

III.

IV.

-vt l-~~
-C"er;~

Residual values or value by extraction ofmineral rights from comparablesale~y~ co X
Comparable sales of mineral and royalty rights by deeds or assignments i4C.Altli-r- X
Sale ofundeveloped or underdeveloped reserves by oil and gas companies

The use ofcash flow analysis of existing well performances, productivity, decline curves

and allocation of values to producing and/or proven but non-producing mineral acres.

V. The use of assessed values by local tax appraisal boards (Denton County) which follows

state laws and utilizes a combination of methods I-IV while utilizing oil and gas reserve

engineers and publicly available production reports and mineral sales.
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~...DrillingInfo One Page Production Summary

Drillinglnfo One-Page Production Summary

Page 1 of2

Lease
Operator

County

State

Location

Elevation

Date Spud

Date TO

Logs Run

FIrst Most Recent Cumulative Gravity
Prod. Production Production (MCF &. BBL) (SG &.API) Gatherer

Oil 4/1/02 6/1/05 8,649 --- SUNOl

Gas 4/1/02 6/1/05 333,030 0.10 DEVGS

Most Recently Reported Monthly Production (12 Months

Mo/yr
Gas (MCF) Oil (BBL) Water #Wells #Wells Avg Gas Avg Oil Avg\

Produced Sold Used Other Produced Sold Other Oosing (BW) Flowing Other (MCF/D) (BaL/D) (aw/

7/2004 ..4,755 4,660 ° 95 86 173 0 82 --- -- --- 153.39 2.71

8/2004 5,280 5,212 0 68 62 --- --- 144 --- --- --- 170.32 2.00

9/2004 4,652 4,565 0 81 79 --- --- 223 --- --- --- 155.07 2.63

10/2004 4,511 4,452 0 59 54 189 0 88 --- --- --- 145.52 1.74

j=- 4,731 4,625 0 106 96 --- --- 184 --- --- --- 151.70 3.20

2004 4,871 4,840 Q 31 28 --- --- 212 --- --- --- 157.13 Q.9O

2005 5,093 0 4,951 142 129 199 0 142 --- --- --- 164.29 4.16

2/2005 4,522 0 4,450 72 65 --- --- 207 --- --- --- 161.50 2.32

3/2005 5,071 4,995 0 76 69· 192 0 84 --- --- --- 163.58 2.23

4/2005 4,565 --- --- --- 50 --- --- 134 --- --- --- 152.17 1.67

5/2005 4,611 4,558 0 53 48 -.- --- 182 --- --- --- 148.74 1.55

6/2005 4,844 4,776 0 68 62 --- --- 244 --- --- --- 161.47 2.07 ---I
Totals 57,506 42,683 9,401 857 828 753 0 --- --- --- --- --- --- ---I

Annual Production

Year Gas 011 Water #Wells #Wells Avg Gas Avg Oil Avg Wtr Annual Annual
(MCF) (BBL) (aW) Flowing Other (MCF{D) (BaL/D) (BW/D) Dec. Gas Dec. on

2002 126,891 4,395 --- --- --- 463.18 16.06 --- --- ---
2003 107,443 2,623 --- --- --- 294.53 7.19 --- 15.3% 40.3%

2004 69,990 1,208 -- --- --- 191.86 3.31 --- 34.9% 53.9%

2005 28,706 423 --- --- --- 157.38 2.32 --- 59.00/0 65.0%

Totals 333,030 8,649 --- --- --- --- --- --- --- ---

• help r about us I contact us I careers I advertise

http://www4.drillinginfo.com/wellSummary.do?action=summary&lid=724174&hashcode=2f2426e31u5i... 8/19/2005



•.,_.._..~.: ~:~L~-#~'.~ .._J . "::z:~.

l1n.s Barnett Productivity / "CashFlowl"
011 and Gas Rllllervo and Cashnow Analyals

•..
J.S. Bun and Assoel.t.s

John S. Baen, Ph.D.
P.O. Box 3104\0
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S931,461 -SI9,"'1.2i~469."'" SIM25,791 ;;

L
·S469,474/40AcUnlts-Sll,136/Ac C.

Value or Minerals ~
~

i v.e~.f••J~/( ~ ~dA~ J
/j(Jvr.~~ ~..O/>< fi~u(fti;14 ~
/2c:')'" ;;. t?Cl AGo S /)"I"/~4j/;:;,~Iwt~

SI1.0~6so516,668sl.01',5"0.s1.6dIg,UJ1064344:,.6H91319Totll

DECLINES ESCALATION
{JAsa.. N/A SiR. TAX. 0: ".61% GAS. YIII .. ~O% PRICES: EXPENSES:
'IEW SUR.TAX, G: 1.Sot" GAS. YR1: 2$% GAS, YIU: 3.2'% P:X1'. YR2: 3.25%
:Ol/NTY: Denlon AD Valor: J,40% GAS. YRJ.. 10% GAS. YRJ, 3.lS'Io EXP. YR3: J.2,%
:rAra.. Tcxu OPflXl'IMO: SIOOO GAS. YRJ: IW, GAS, YRI: J.:m~ EXP. YRI: 3.2.1%
,,'/JIl.. MW/il.LS.. I AFrSR: 10% AFrER: J.25% AFTER: 3.2W,
)Wall: OIL. SlfjO: $1'-00
, po: 10 OIL u~~1 $"0.00 0 YRI: $0%. orr. YR1: 3.WIt'v(cm: m GAS $/MCF: $4.00 Olr. YR" l5tAo OIl.. YR': J.25%
WI: 0•.000'1, GAS MAn: $10.00 OIL YRJ; 10% OfL YRJ: 3,25%
W. NIl/: 0.000'" CAI'.£XPSI" ..S1.10.000 OfL, YRJ: 10% AFTER: 3.25%
ORRf:(') 1I;7~ DISC FACT: 10-00% AI': 1!1l: 10~

~

OIL GAS
REVENUE NET INcom nlSCOUNT CIPLW PRI ~ESYEAR BARIlElS MCF EXPENSES NeT 011,CUMC/FLW NET IOU CUM 10% OASGROSS, NETrO) DAILYAVG (JROSSYR NETf'. alL GAS TAXES LOE ADVAUTAX ClFLWIYR I/RO lIeF

I 163 49 511 210605 39488 233 I" 9S4 1190' 0 331$ 143908 143908 130 826 130826 $2s.o0 .'4.002 In " 289 105303 19744 636 8f S44 614' 0 l6R8 , .. 341 218 Z56 6/ 444 192270 ' 525.81 54.133 99 18 216 18911 14808 493 63 145 4159 0 1266 " 614 2" 870 4' 286 235 5S6 $26,65 54.264 89 17 195 " 079 13327 458 58618 4422 ° I 1)9 53 51S 329 ..44 36'91 212 148 521.52 $VO
5 -"~ " I1S 63971 11995 426 54526 4109 0 1025 49818 319 262 30933 303081 528.41 54.$$
~ 12 13 lSI 51,74 10795 395 50669 3818 0 923 46323 "25585 26 f48 329229 $29.34 .f4,69
7 -""'t.. \2 142 II 817 9716 361 41084 3$48 0 8'0 4'013 ..68658 22 103 3SI 332 530.29 HaS
8 5&

.......... " 12B 46635 8144 '''I 43153 3291 0 741 "0050 508101 1868' "0016 $31.27 5S.00
9 52 \io 115 41912 7870 JI1 40657 '064 0 613 " 238 54S 945 1S 193 385808 S32.29 S',17
10 47 79 103 31774 7083 29.1 '1781 Z847 ° 60S , .. 623 580m 13 '49 J991S7 S33,34 $$,33
II '2 B 93 33 991 6 J74 274 3S 108 2646 0 54, 32 191 612160 \1 283 410440 S34.42 SS.5I I
12 l8 7 84 30591 5131 2SS 32 624 2459 0 490 29930 6"2689 9 536 419916 . 535,54 $5,69
13 34 6 1S 21538 , 16) 237 30316 2m 0 441 21826 6105lS 8060 428031 536,10 S5.81
I. 31 6 68 24184 .. 641 '220 28111 2 123 0 391 25811 696386 6813 4'" 8"9 S31.89 56.06
I j 28 5 61 22305 !( .. 182 20" 26 118 1913 0 357 2" 052 120 "38 $158 ..40607 S39,12 $6.26
16 25 , 55 20015 t764 188 24326 18J3 0 m 22359 742797 4866 ..45 "'3 $40,00 $6.46
\1 23 4 49 18061 3388 169 2260S 1'03 0 290 20181 763m 4111 ....9584 S40.00 S6.61
18 20 4 45 16261 3049 152 . 21005 1582 0 261 1931S 182893 3414 "noSH S40,00 S6,89
19 IB 3 40 14635 2144 131 19519 141O ° 23S 11951 800 844 . 2935 ..,5994 540,00 $1.11
20 16 3 36 13 111 2410 123 1B 138 1366 0 2tl 16684 ' 8115%9 2480 458 "'4 S~O.oo $7,34
21 IS J n 11 8S4 2m til 168S5 1269 0 190 IS 507 8JJ 035 !O95 460569 $40.00 51.'8
22 13 1 29 10669 lOOO 100 IS 662 1179 0 171 14412 841447 1170 "62339 S40,00 $7,8)

23 12 2 26 9602 1800 90 14 "4 1096 0 154 13 395 860842 1496 46383S $40.00 S8,08
24 11 2 24 9 642 1620 81 1J 525 1018 0 Il8 124"9 B13291 126. 465099 540,00 58.35
25 10 2 2/ "" 14'8 1) 12 S68 946' 0 12$ 11 ''0 884861 1068 466/61 S40.00 SR.62
26 9 2 19 7000 1312 66 11679 819 0 112

10 '"
895614 902 467069 $40,00 SUO

27 8 I 17 6300 1 181 '9 10852 817 0 101 9994 90S 608 162 461832 540,00 $9,19
28 7 I 16 5670 1063 n 1008$ 759 0 91 9288 914896 ,644 468416 $40.00 S9.49
29 6 I 14 SlO' 9$1 48 9 J1I 705 0 82 8632 mm 544 ..691)20 $41),00 $9,19
30 6 I 13 4,S92 861 43 8.611 648 0 H 7,933 931."61 455 "69.414 S40.00 $10,00- , . .. ....... ..~ ....... " .......... .11 .. "--~.II - ~.-

..._~ "'''' .. .- ....-_.. '"

"/'10 j'UIUfI p,of/Is may bl p'omlsld lI"d p,oductllliry vGrlu wld,ly
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Apri128, 2005

JOHN SPENCER-BAEN
PO BOX 310410
DENrONTX 76203-0410

Now EVEN' MORE MONEY OFF~REDFpR
.MINERAL AN[jROYAL"~Y INTERESTS .

designed to offer' you ev~ more money for yo

tenDs :and ~onditions ofour offer to'you;

. Ifour off~ is not the best offer that-you have received for your mineral ~r 'royalty interest described in our enclosec

• letter, send us a copy ofany legitimate written om; that you have received for your interestin'the last two (2) months to .give

us the opportunity to beat that offer by up to an additional.$500, depending on the extent ofyour interest.

We make selling your minera.I or royalty interest easy and convenient by identifying your interest, preparfug the

paperwork and paying you up front (subject to title verification and approval).

Please read the following documents for details regarding this offer.

Sincerely, .
JDMI, L.LC..

,,~ ~ .flJ~

JamesH. Davis
llID

•
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EXHIBIT A
July 29, 2004

Denton County, Texas

llO6079

•

Lease

-CADDELLLESLrnw#1 '

RIGGS 1 H GU W#5

MASSEY GEORGIA GAS UNlT

CADDELL LESLIE W#2

RIGGS Jll GU W#4

RIGGSJ HqUW#6
RlGGS-JHGU 'W#}

RlGGSJHGU W#2

CADDELL LESLIEW#3

-RlGGSJHGU W#1

, MASSEY GE9RGIA GAS UNlT

MASSEY GEORGJA GAS UNIT

MASSEY GEORGE GAS UNIT W

MASSEY GEORGIA GAS UNlT

MASSEY GEORGIA GAS UNlT
RlGGS J H GU W#7

Operator

BURLINGTON RES

DEVON ENERGY 0

DEVON ENERGY 0
BURLINGTON RES

DEVON ENERGY 0

DEVON ENERGY 0
DEVON ENERGY 0

, DEVON ENERGY 0

BURLINGTON RES

DEVON ENERGY0

DEVON ENERGY 0

DEVON ENERGY 0

DEVONENERGY 0
DEVON ENERGY 0

DEVON ENERGY 0
DEVON ENERGY 0

Interest

0.006425

0.005145

0.005148

0.006425

0.005145

0.005145

0.005145

0.005145

0.006425

0.005145

0.005148
0.005]48

0.005148
0.005]48

0.005148

0.005145

Total Offer:

Offer Amount

$197.51

$2,331.00

$4,256.00

$2,975.00

$2,763.00

$4,115.00

$4~005.00

$3~434.00

$5,.762.00

$6,084.00

$3,883.00

$9,648.00

$5,942.00
$6,461.00
$5,073.00
$4,634.00

$71,563.5]

•

PLEASE CONTACT US TODAY:

. Call 1-800-877-5122 and ask for extension 202
· Email::
· Visit w
· 'Mail or

This offer may I

Clearinghouse s
production.

6300BridgePoint.n"J'~·~6·"_··· -----.-, --- ... _. --'-r---'-"---, .-. -..•
e-mail: sales@royaltyclearinghoDse.com

Toll Fne: 800-877-5]22

llty
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(fEAR HERE)

CONDI110NALD"'RAFf-'

P~Y:To The Order Of:
JOHN' SPENCER BAEN
PO BOX 310410
DENTON'T.X 76203-0410

DA'IE: April 28, 2005

, dTawee's approval and acceptance ofode to the futerest described be:refu, -riOt later than 30 banking days after airivaJ ofthis draft at

collecting bank. , "
',. 'TO THE ORDER OF: JOHN SPENCER. BAEN ,,", .$221,925.00 .

/;**** $221,925.00************~OLLARS .'. , '. .
This ~"is ~~ ,to pay for that certain ~.ivmaI._ County-Wide Sale. ~'':;~'i~gnment of~~~ .~oyaJty Interests. (the
''Cooveyancc'h~~ aJ) of~or'sroyalty mterests mDENTO~ County. Taas.·~'i.i~ ". ' " ;.: .. "-" .. :

The~Pa~~~;'~~;)~~~.,~G7anlDr of ihe.Conveyance ,dcscn1fed~ doJiCdJy appoDit'tbe ;oikctm; l)aD .ithoJd thiS
draft for the time ~sPecificd.subjcctaJoilc'lO~,of~t hr:reo~by. drawee, within said~ and without any right ofthC:" ... , '.' :~~
hc:Jeof. II" said Gran1m',~ m:aD or~R:~ of this~~or,~.the expualiOll of the~~ed. ,time? and thcR:-.JhaD be po liabilitywbi~ 'ClOthe
collecting bank for R:~;to~~samr:pnor to such ~lion. In the event that the draft JS DOt paid WIthin said time;~~<~sh3nR:tiDil1be -
to the forwarding bank, ani! no Jiabdlty forpaymenl otheJW)SC sball be attached to any of the parties hereto. .'. : ':~:~:', ;:;"¥i':.- "::

:-..;~_ ..... ro'-:- .... .""0· '~~~r~~~; .. "~.~:' "1;'-:

TO: JDW,L.L.C.. DRAWEE~-';.~~:~:·' -:"':f NOTIFY: JDMIat(903)723-2922wben~df" ..,.... -" ..
AT: EAST lEXAS NATIONAL BANK ,.-.. .::..:;.:~~~~.~"

POST OFFICE 'ORAWER 770 - pAI.ESTINE. TX 75802-0770

•
. ,.","""

-._. _::":~"

- . I ~ -~~ •

•



NOW EVEN MORE MONEY OFFERED FOR
MINERAL AND'ROYALTY INTERESTS

JDM], one ofTexas' largest oil and gas royalty purchasing companies, ann01U1ces its new royalty valuation program

",'Jed to offer you even more money for your mineral or royalty interest. PIQ review the enclosed letter to see the

d diti'ons ofour offer to you. .terms an con '

Ifour offer is not the best offer that you have received for yo . royalty intere escnbed in our enclosed

letter, send us a copy of any Ieiitimate written offer that you have received for your inter s m the last two (2) months to give

us the opportunity to b~at that offer,by up to an additional $500, depending on the extent ofyour interest.
'-

We make seIling your mineral or royalty interest easy and convenient by identifying your interest, preparing the

paperwork and paying you up front (subject to title verification and approval).

Ple~se read the fonowing docmnents for details regarding this offer.

DATE: January 5, 2004

(TEAR HERE)

CONDITIONAL DRAFT

Sincerely,
JDMl, L.L.c. '

/~
.~es H. Davis

On drawee's approval and acceptance of title to the interest descnoed hercin; not later than 30 banking er arrival of this draft at
collecting bank. '

:::*~~l~=;:"'=':.':==~ If~-Ir ~=V
This draft is drawn \0 pay for that certain Universal, County-Wide Sale, ConyeyancC and Assignment of Mineral and Royalty Interests, (the
''Conveyance''), covering all ofGrantor's royaltyinttrests in DENTONIWlSE Coimly, Texas.

The dram:r, payec(s),. and endoJsa{:s) hereof, and 1he Grantor of the Conveyance descn"bed hemm, do hereby appoint the coDecting bank escrow agent to hold this
draft for the time above specified. subject alone to accepl3DCe ofpayment bereofby drawee, within said time, and without any right of the drawer, payee or endorsers
hereof, or said Grantor, to recall or demand TelUm of this draft prior to the expiration of the above specified time, and there shan be no liability whatsoever on the
collecting bank for refusal to return the same prior to such expiration. In the event,that the draft is nOt paid within said time, the collecting bank shall return the same
to the forwarding bank, and no liability for payment otherwise shall be attached to any of the parties hereto.

TO: JDMI, L.L.C., DRAWEE
AT: EAST TEXAS NATIONAL BANK

posr OmCE DRAWER no - PALESTINE, TX 75802-0770

•
Pay To The Order Of:

JOHN SPENCER BAEN
PO BOX 310410
DENTON TX 76203

NOTIFY: JD:MI at (903) 723-2922 when draft arrives

Drawer

..~
J
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AREA LEASING NEWS

East Fort Worth Group Negotiates Record Lease with $25,OOO/acre Bonus

As was first reported in an article on Fort Worth's East Side in the March 26, 2007 issue

of Fort Worth Weekly, a neighborhood group calling itself Fort Worth Eastsiders (Greater

Meadowbrook Mineral Leasing Task Force) confirmed to Fort Worth Star-Telegram

business editor Scott Nishimura that the huge neighborhood bloc has negotiated a gas

lease deal with XTO Energy which includes a record-bre~king s~gning bonus for a

neighborhood lease. The lease terms include a 5,OOO/acre bonus ith a 26.5%

royalty, and five-year primary term. The bonus i -the highest reported so far in

,the Barnett Shale and eclipses the old record bonus Of~ooo/ac~hichwas

negotiated by several Arlington neighborhood groups iit=me past two weeks.

Nishimura reports the 26.5% royalty is also believed to be a record for a

neighborhood lease as well.

The neighborhood group had asked for a bonus of $30,O~0/acrewith a 30% royalty but
they're not complaining with the deal they've got.

"In addition, we were able to win the support of XTO in an agreement not to drill
anywhere in the neighborhoods within the boundaries of the negotiated lease area, save and
except two drill sites in industrial areas immediately adjacent to the Union Pacific rail line on

our southern border," one of the organizers, "Machete" Mike Tansey, an "embedded

software test engineer/F-16 Mission Planning Systems" for Lockheed Martin, told Nishimura.
The agreement covers the 4,100 acres of neighborhoods in the area bounded by

Riverside Drive, Interstate 30, east Loop 820, and the Union Pacific Railroad. (see map on the

next page)

The associations involved are Brentwood Oak Hills Neighborhood Association,

Central Meadowbrook Neighborhood Association, West Meadowbrook

Neighborhood Association, Chimney Wood Homeowners Association, and Eastern

Hills Neighborhood Association.

What property owners should now expect, Tansey says:

• Receive a lease packet from XTO within the "next day or two...with all the infonnation
needed should you want to sign the Greater Meadowbrook Oil and Gas Lease."

• Packet will include a letter from the Task Force, copy of the letter of intent signed by the
neighborhood presidents, a copy of the lease fonn, and a schedule of signing parties for the
area that will begin March 31. "You may attend any of these scheduled meetings to sign

your lease and/or ask questions."
Related Infonnation: West Meadowbrook Neighborhood Association website, http:/twww.neighborhoodlink.com/ftwlwrnnal
Related Article: Fort Worth Weekly 3/26/2008 The East Side Comes Out Swingin' by Jeff Prince
htlp:/lwww.fwweekly.com/contentasp?article=6793
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• LISTINGS

,y

PP 9405DV SELLER LISTING ACTIVE/FOR SALE

iOWNED BY A DALLAS BASED REAL ESTATE COMPANY

ITHE FIRM IS MOTIVATED TO SELL THESE ASSETS.

IDENTON CO., TX PKG
128 Wells. 2-Pending New Wells
iBARNETT SHALE
14,097.8 Acres. Approved 20 Ac Sp
!ReFracs; ReCompletions Possible
115-25 Immediate Locations Possible
14-12% NonOperated WI For Sale

I
IMonthly Gas Sales: $101,500 Mn
iLease Operating Expenses: $21,165 Mn
!Other Deducts: $1,081 Mn
!Production Tax Deduct: $2,741 Mn
iTotal Cash Flow: $76,513 Mn After Tax
J

3,641-Acres. 20-Acre Spacing Approved. I
OngoinR De~el~'pmellt Drilling. __

Name Brand Operators. Motivated Seller I
--STILL AVAILABLE; CALL FOR UPDAT!

ReCompletions; ReFracs Possible.

4-12% NonOperated WI For Sale. !
Gross Production: 30 BOPD & 8,200 MC I

_.-=;==:.:..~

Current Cash Flow: $70,000-$80,000/Mn j

DENTON & TARRANT CO., TX ,

28-Wells. 1-Completion. 1-AFE Pending.-1
BARNETT SHALE

PROD:

C2:

CF:

RSRVS: Some Oil Reserves/Conglomerate Possi
C3: 14 Vertical-Wells & 13-Horizontal Wells. --I
C5:

COM:

OTHE

WHR:

WHT:

FLD1:

FLD2:

OBJ 1:

OBJ 2:

C1:

C4:

%WI:

713-650-1212

Houston

1201 Louisiana 8th Floor

rmartin@plsx.com

Director - Divestment Services

PLS Inc

Mr. Richard Martin

TITLE:

ADDRESS:

CITY:

PHN:

EMAIL:

COMPANY:

CONTACT:

•
IDevon Energy Product
!Eagle Farms #12H; API: 42-121-32728; TRRC: 09-215973; MCFD:
1471.5
IEagle Farms #7; API: 42-121-31733; TRRC: 09-194076; MCFD:
1141.7
iEagle Farms Unit #1; API: 42-121-32430; TRRC: 09-207259; MCFD:
\469.0

IEagle Oil &Gas Co.
lAP Lands #1; API: 42-121-31429; TRRC: 09-192081; MCFD:
!0.3
iBeall-Knight#1; API: 42-121-31663; TRRC: 09-193702; MCFD:
147.9
lCates Partner Unit #1; API: 42-121-31566; TRRC: 09-192082;
!MCFD: 61.3
IDee Ring #1; API: 42-121-31465; TRRC: 09-192080; MCFD:
i67.4
IDenton CJW#1; API: 42-121-32464; TRRC: 09-208363;
!MCFD:184.3
iFelix-Weems #1; API: 42-121-31880; TRRC: 09-202282; MCFD:
163.1
iKay, Nancy #1; API: 42-121-31644; TRRC: 09-192619; MCFD:

.1~;;rence, Darby #1; API: 42-121-32272; TRRC: 09-202289;

To Help PLS - Please Let Us Know If You Find Incorrect Information In Any Our Reports. All Standard Disclaimers Apply And Seller Rights Are Retained On All Listings In
PLS. PLS Neither Warrants Nor Represents Information Herein. Buyer And Seller Beware.

909 Fannin Ste 3850 Houston TX 770010 PHN: 713-650-1212 FAX: 713-658-1922 Monday, October 22,200711:04:



Figure 2: Quantifiable Financial B'enefits of DFW Barnett
Shale Oil and Gas Drilling in North" Texas

".By John S. Baen, Ph.D., College of Business Administration, University of North
Texas 2005

Area Mineral Owners
(Royalty/Wealth

Creation $13,500±/
miner?!1 acres owned
and developed [PV])

Value of Other
Productive Zones

Discovered While Drilling
for the Target Zone .

(DFW Barnett Gas Field
also has Marble Falls,

Conglomerate, Strawn,
zones etc.)

Short-Term
Employment

/

Opportunities
(insignificant)

long-term
Employment

~ Opportunities
X-- (Well-Maintenance

Jobs, Truck Drivers)

local Contractor
Opportunities

~ (painting, road-work,

"" etc.)

City Drilling Permit
Fees

1
Pipeline Right-of-Way
Damages (tax-free to
landowners under IRS

rules)

Benefits of
UrbanICoastline·

Oil and Gas
Drilling

Improvements to
Privately-Owned land
(graveled roads, water
wells, fencing, gates,

electricity, etc.; can add
value if properly planned)

State Production
Taxes (supports
state, educ"ation,

etc.; 6.75% of gross
income)

Damages Paid to Surface Owners
. ($5,000 - $40,OOO/site:

tax-free under IRS ruies)

Value of Well -
local Property Taxes

(city, school, county, etc.)
$2,OOO,OO/well average

.Publicly-Owned
Minerals/Royalty

Participation @ $13,500
PV/mineral acre

(schools, cities, county,

Oil and :::'~ompany ~
Community Participation

and Contributions ($)
(gifts to clubs,

organizations, schools,
etc.)
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$189,520
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surface

Value of 50% of minerals
Value of 50% of the royalty
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FIGURE 2 Gas and on Dedine Curve! ror a Well in North CentntJ Texas
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Given adequate comparable sale
data, reliable production histories
and projections. the professional
appraiser can render an opinion of
value of the surface, mineral, and
royalty estates of a given property.

The value of the three separate

.,

I i.'

t: I"' ~,..,

. ~



I--OP. J.5.B._...
J.W.B.

__ I,"
J.S.B. SIDI VUlt' or...... N.T.S. MULD-LATILU..... 4/14/04 lULL-- 41404

""-. 41404II....~

Figure 4

1 SUUACI LOCATION
UP TO 7,011 ACIIS or

COVIIAGI IN ICONOMICALLl
VIABLI nus. (ALASli)

IYI
JOHN S. IIIoDI "'-D.
PIIOftSSOR or IIUL UTA)(
I.tIMIl$ITY eI NllIlTH 1tllIIS
P.O. lOX Jl0410
DOIfCN. 1IXAS 7I2OJ-0410

..../"

Side View ofMultilateraJ Drilling ofOil and Gas Wells and Mineral Drainage Development for a 360-acre parcel ofland
By John S. Baen Ph.D. University ofNorth Texas 2004. (Assumes blanket geologically productive zone and 40 acre spacing)

Figure 3 depicts the same surface land usc ~quired for multilateral wells on the subject property. The difference is that in many productive oil
and gas areas, there are multiple productive oil and gas zones under the same property. Prior to the development of multilateral welltt:chno}!lIY.
each zone required a new wen or sets of wells to be drilled into each zone. Now several zones can be produced through the same wen bon:
having offshoots or "side lracks"that allow for multiple zones production. This new technology reduces surface area impact and damapt while
maximizing the subsurface mineral production.

! !
ACRES! !

GAS FORMATION #3
12.600 FT. ~---:::..:::.....:...:~.:...-_.....::...~-----------------

OIL FORMATION 112
10.200 FT. ~_.:..:.::....:...:=~..:-....:;...::...-_---------------~

8,500 FT.
GAS FORMATION #1

UP TO 10,000 FEET
HORIZON TALLY
1 WELL BORE
:3 LATERALS

:3 DIFFERENT ZONES
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What the experts'say ,';} ",,", ,,\-,
There is still ,no sign that thetferjif"ofhighf~r'~,L

c1osur~s is chan~ing, said George R()d~~e$ldent\
and chief executive of Foreclosure Listingservjce: ",

"Foreclosure postiligs are on the highiencl'of the

l~!10me-fo~eclosure postings
,",;;mcrease In Tarrant C:OUl1,W,··
I\\.\'\. ' ' ",

fttWBy SANDRA BAKER
sabaker@star-telegram.com'

v'J!wThe number of homes posted for foreclosure
~~ucclimbed slightly in Tarrant County' in the past'

-+..... hnt nostines for the IO-county Danas~
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PERIOD: JUNE 3 TO JUNE 9, 2008

Drilling The Dale Operating I Fourth Street ~ •Gas Unit #1H, East Downtown Fort Worth, Texas
October, 2006, Courtesy ofDale Operating, Photo byMike Fuentes

The purpose of the Powell Barnett Shale Newsletter of news and research is to provide a source
for management and individual review of current information on the rapidly improving technology
and events in the Barnett Shale. The information contained in the Powell Barnett Shale
Newsletter is for information purposes only. None of the information should be considered as
legal, financial, consulting or any other professional advice. Consult your attorney, financial
advisor or other professional consultants to determine how various topics may affect your
company and/or you individually. , bold and blue type are for emphasis by Gene
Powell, Editor or Will Brackett, Managing Editor. Shale Ventures, LLC is d/b/a the Powell
Barnett Shale Newsletter.

MICHAEL E. (GENE) POWELL, JR.
PUBLISHER I EDITOR
CELL: (817) 614-6979
mepowell@barnettshalenews.com

P. O. Box470157
FORT WORTH, TEXAS, 76147-0157

OFFICE: (817) 924-1900

WILL BRACKETT
MANAGING EDITOR

CELL: (817) 480-8657
wrb@barnettshalenews.com
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Number of Producing Barnett Shale Wells Over Time as of January 1,2008
All Counties/Fields in the Fort Worth Basin
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Accounting, Finance
and ITDS Majors:

.... Am
: . •.• ..0 .

~ .. ?~
Beta Alpha Psi and EnCana present:

A presentation on oil and gas
accounting

Where: Curry Hall 204
When: Thursday, March 27
Time: 5':00 - 6:30

Dress: Business Casual
Food and drinks provided
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Ne

o Class fonnat and
curriculum

o ClassrequireTI1ents

Petroleum Land Practices
OctoberlNovelIlber 2007 SessiOl LtJpT)YCenter/or'xecutlveLeoden1llp

General Class Outline ~~~,-
Monday, October 15 '!C) John Baen-
8:00-12:00
• Introduction to Program

~c-1'Cu·····
ENERGY
INSTIT'UTE

•

• Module 1: The Petroleum Land
Professional

o Jobs and Careers
o Basic Job Scope
o Skills/CoTI1petencies

Needed
o Individual Competency

AssessTI1ent
• Partner review

o AAPL and Certification

Dr. Chris RiordanlDr. John Baum
Associate DeanlExecutive Director
Neeley School ofBusiness

Robyn Forte, Executive Director
AAPL

12:00-1:00 Lunch
• Panel Discussion with Petroleum

Land Professionals

Jetta
Hunt Oil
Four Sevens

"

t:
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epresenting Mineral
Ild Land Owners

;,

.ease AnaJysis and Negotiations

.and! Well-site Planning Construe-

'"
)ipeline Negotiations

Jlineral Valuations I Appraisals

jcensed Right -of -Way Agent

;ertified Real Estate Appraiser

leferences,oflBeqUest (Fax Re
,est to: 940'56&4234)

,0 Denton, Tarrant, and Wise
lunty Wells I Leases to Wellhead

"rack Record: 30 years ofexperi
ce, 5.000',acres of minerals and
lduction, own¢rship in 70 wells

~r'ofthe'TexasLand& Min
~ersAssociation (TLMA)

\~. .)hed 0 & G Artiele at
"",.coba.untedulfirellbaen

>il and Gas Attomey referrals

itigation Support I Expert Witness

linimize Surface Damages

ocations
Texas
New Mexico
Oklahoma
AJ:kansas
Colarado
New Zealand
Paraguay

Oil and Gas Leases! Negotiations
• Hunt Oil Company
• [)evon Energy Corp.
• EOG Resources Inc.
• EnCana 011 & Gas
• Chesapeake Operating Inc.
• ExxonMobiV Harding
• Burlington Resources O&G
• ConocoPhilips Co.
• XTO Energy Inc.
• Miles ProdiJction
• Carrizo
• Williams Company
• Trio
• Peba.
• Wynn Crosby
• Duke Energy
• Antero Resources
• J-W Operating Co.
• General Land Offices " "
• Adkins
• DUNES Energy
• Walters
• Zebra
• DaFkHorse
• GulfTex
• Kingery Drilling

Legal Finns' Utigation
• Fulbright & Jaworski
• Susman Godfrey
• Mac Bamhart
• lee Vendig
• Holland & Hart
• Pryor, Robertson & Barry
• Jackson Walker
• Chesapeake Oil & Gas Counsel
• David Duckworth
• Shamoun, KJatsky, Norman
• Dale Wooton
• Denton, McKamie & Navarro
• Atlas & Hall
• leigh Hilton
• Gast, PhIllips & Murray

U.SJ Government Agencies' Town Hall
Meetings' Consulting{ Workshops

• BlM
• Office of Mineral Management
• Dept. of Defense
• Various U.S. Senators! Congressmen
• DFW Airport Board
• City of Flower Mound
• City of Argyle
• City of Benbrook
• City of Copper Canyon
• City of Denton
• City of Justin
• City of Double Oak
• Town of Westlake
• North Richland Hills

Partial Cli~Ust< .:. : .
• Gary Sh8i!r : :,. .....
• Robert Grunah @ H.S. Miller
• U.S. Government (various agencies)

.• Dr. Lany Langston
• Standridge Companies
• Richard Tucker
• Wells Fargo Trust Dept
• MarcMyers
• University of North Texas
•• Furst Family Trust
• Siidell Baptist Chur:ch
• Hope lutheran Church
• Bri~uwood lutheran Church Camp
• Emmanuel lutheran Church of Granbury
• 100's ofindMduals & families

. Oil and Gas Appraisals & Estate Planning
• Frost Bank Trust Dept
• langston Family
• Jameson Estate
• Furst Family
• Helms Estate
• WasteManagement Inc.
• Maddoux Family
• lyberU Minerals
• Federal Banking.Count

Professional Designation and Organizations
• Texas Certified Appraiser (General)
• Texas Certified Right of Way Agent
• Texas Real Estate Broker
• Texas land and Mineral Association (lMN

VA)
• International Right of Way Association (IRWAI

Honorary)
• South Texas Property Rights Association

(STPRA)
• American Association of Professional

landsmen (AAPl)
• American Real Estate Society (ARES' Officer)
• Society of Petroleum Engineering (SPE

Membership Pending)



Annual Membership Dues

Apply Today

bothroyalty ownerlandowner

Please make check payable to TLMA and mail to TLMA
remittance office in Houston using the postage paid

envelope provided. C(5

Ranchers, farmers, landowners and
concerned citizens must work together to

express our concerns.

Recommended by _

Signature _

Fax
-----------::A""e,.-a-c-o""d-e"'a-nd-.-nu-m-b,.-e-'-------

Name _

(By providing your e-mail address or fax number you give
TLMA permission to communicate with you bye-mail or fax)

County/Counties where ranch or mineral interest is
located

E-mail _

Mailing Address

Town/City _

State Zip

Phone
---------::A""e"'a""cO""'d"'e""a""nd:-:n""u=m"'oe""------

Date _

Ranch/Organization Name _

$S00/Yr.

$l,OOO/Yr.

$100/Yr.

$2S0/Yr.

$S,OOO/Yr.

$1S,OOO/Yr.

$2,S00/Yr.

$10,OOO/Yr.

$2S,OOO/Yr.

Concerned Citizen

Community Leader

Good Neighbor

Statesman

Large Land/Royalty Owner

Individual - Basic~~'

Individual - Sustaining . $SO/Yr.

I hereby state that I desire to become a member of
this Association. In case of acceptance, I agree to
conform to the bylaws governing the Association
and to pay the cost of membership checked below.,

Please check the appropriate box and return this
form with your remittance.

Payments of membership dues to the Texas Land
and Mineral Owners Association may be deductible
as an ordinary and necessary expense of your
business; however, they are not deductible as a
charitable contribution. A portion of these dues is
not deductible as an ordinary and necessary
business expense to the extent that Texas Land
and Mineral Owners Association engages in
lobbying. Contact the TLMA office for the non
deductible portion of dues for the current tax year.

lkdkthcJiP A,~, t.r1()JG llArn-

To the Executive Director and Members of the
Texas Land & Mineral Owners Association:
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2007 MAJOR PROGRESS AND ACTIVITIES OF THE

UNT REAL ESTATE PROGRAM

While state and university budgets have been
reduced, our numbers continue to climb and the
growth and reputation of the UNT Real Estate
program continues to grow! The following
represents a snapshot of the last year.

The program has grown a record pace in
terms of faculty and student numbers.
Over 20 scholarships were awarded during
the last 12 months. Many donors are former
recipients of scholarships returning the
favor and keep the tradition of giving back
alive!
The UNT Real Estate Alumni held two (2)

major functions including the Byron l\Jelson

Dinner! Lecture! Gathering and Happy
"Hour" at Cool River which lasted until

midnight for many!
Congratulations to Randy Guttery!! He was
promoted to Associate Dean for Graduate

Programs for COBA. Randy continues to
contribute to the Real Estate Program by
teaching various courses and attending real
estate alumni functions.
Baen was invited to Washington D.C. to

testify on oil and gas issues and had lunch
with Newt Gingrich and dinner with

President Bush! National pipeline and U.S.
royalty policies were changed by Congress
shortly thereafter.

Professor Kimberly Geideman was hired away
from Texas A&M and is a welcome addition
to the Real Estate Program.

Guttery and Baen attended the American
Real Estate Society Meeting in San
Francisco in April 2007 where Baen

impersonated Donald Trump- wig and all.
Real estate faculty continue to grace the
national press and television coverage on
various topics. Yes, we are the "Darlings of
the Press Corp."

The State of Real Estate 2007:
The Job Market, Job placements

and the UNT Network

New positions or promotions of UNT Real Estate
Alumni include but are not limited to the
following students (all of whom have let US know
about the good things that are happening!)

PS65538-9/07



UNlVERSIlY OF
NORTH*TEXAS

UNT'"
John S. Baen, Ph.D.
Professor of Real Estate

Department of Finance, Insurance,
Real Estate and Law

P.O. Box 310410
Denton, Texas 76203-04I 0

940.565.3071 TEL
940.565.4234 FAX
940.369.8652 TTY

DISCOVER THE POWER OF IDEAS www.coba.unt.edu/firel/baen
baen@unt.edu
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& Looking for 10 people to
~r- ruin my business. Lazy, ~
n- nagafIvel slow learners ~

'can (9721 385-1948 . f:_.. -
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°D'DDMESTIC OIL & GAS
ITURES .
rt will tr:lln the right p8~ple~
slon whlletralni~g.. .
'3..or 7 "' plusA

·nsurance benefits
.U (8-72) 437-88~5
, Expy., 1400 ,
'DlS 75080




