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SB 0018/01
SENATE BILL NO. 18
INTRODUCED BY GAGE

A BILL FOR AN ACT ENTITLED: "AN ACT TO GENERALLY REVISE OIL

AND GAS LAWS; AUTHORIZING CERTAIN POOLING AND UNIT
AGREEMENTS; CLARIFYING RESPONSIBILITY FOR MITIGATION OF
DAMAGES AND AMENDING SECTIONS 77-3-430, 82-11-l01,

82-11-103, 82-11~-16%1, AND 82-11-164, MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. section 77-3-430, MCA, is amended to read:
*77-3-430. Pooling agreements and wunit operations.

Nothing contained in this or in prior related laws prevents

the board from entering into agreements for the pooling of

acreage with others for unit operétions for the production
of 0il or gas or both and the apporticnment of ©il or gas
royalties or both on an acreage or other equitable basis and
from medifying leases with respect to delay rentals, delay
drilling penalties, and royalties in accordance with sueh
the pooling agreements and such the unit plans of operation.

However, such the agreemsnts may not change the percentage

of royalties to be paid to the state from the percentages as

fixed in its leases. The board shall enter into pocling and

unit agreements when to do so will conserve the natural

resources of an oil and gas area, promote its develcopment in
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an orderly and economical manner to meet market conditions,

avoid waste, and ensure a more equitable distribution of the

proceéds of preduction, The bcard may modify existing

pooling and unit agreements so as to commit the state la:ds

included therein in the pooling and unit agreements for as

long as the unitized substance or substances for which the
state lands are committed is produced from any lands in  the
unit."

Section 2. sSection B2-11-101, MCA, is amended to read:

"§2-11-16G1. Definitions. As used in this chapter,
unless the context requires otherwise, the following
definiticns apply:

(1) "Administrator" means the administrator of the
division of 0il and gas conservation.

(2) "Board"” means the board of ©il and gas conservation
provided for in 2-15-3301.

{3) "Class II injection well" means a well, as defined
by the federal environmental protection agency or any
successor ageacy, that injects fluids:

{a) that have been brcught to the surface in connection
with cill or narural gas production;

(b) for purpcses of enhancing the ultimate recovery of
01l or natural gas; or

(c) for purposes of storing liquid hydrocarbons.

{4) “"Department" means the department of natural

INTRODUCED BILL
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5B 0018/01

resources and conservation provided for in Title 2, chapter
15, part 33.

(%) “Determinations“‘means those decisions delegated to
the state by or under authority of the Natural Gas Policy
Act of 1978 or any successor or similar legislation relating
to oil and gas.

(&) "Enhanced recovery" means the increased recovery
from a pocl achieved by artificial means or by the
application of energy extrinsic to the pool; such artificial
means or application includes pressuring, cycling, pressure
maintenance, or injection into the pool of any substance or
form of energy as is contemplated in secondary recovery and
tertiary programs but does not include the injection in a
well of a substance or form of energy for the sole purpose
of aiding in the 1lifting of fluids in the well or
stimulating of the reservoir at or near the well by
mechanical, chemical, thermal, or explosive means.

{?) “Field" means the general area underlaid by one or
more pools.

{8) "Fluid" means any material or substance that flows
or moves, whether in a semisolid, liquid, sludge, gas, or
any other form or state.

{9) “Gas” means all natural gases and all other fluid
hydrocarbons as produced at the wellhead and not defined as

0il in subsection (10) of this section,
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[10) "0oil" means crude petroleum oil and other
hydrocarbons regardless of gravity which are produced at the
wellhead in liguid form by ordinary production methods and
which are not the result of condensation of gas before or
after it leaves the reservoir.

(11) "Owner"” means the person who has the right to drill
into and produce from a pocl and to appropriate the oil  or
gas he produces therefrem from a pool either for himself or
cthers or for himself and others, and the term includes all
persons holding sueh that authority by or through ham.

(12) “"Person" means any natural person, corporation,
association, partnership, receiver, grustee. executor,
administrator, guardian, fiduciary, or other representative
of any kind and includes any agency or instrumentality of
the state or any governmental subdivision thereof of the
state.

(13) "Pollution" means contaminaticn or other alteration
of the physical, chemical, or biological properties of any
state waters that exceeds that permitted by state water
quality standards or standards adopted by the .board,
including but not limited to the disposal, discharge,
seepage, drainage, 1infiltration, flow, or injection of any
liquid, gaseous, solid, or other substance into any state
waters that will or is likely to create a nulsance or render

the waters harmful, detrimental, or injuriocus to public
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health, recreation, safety, welfare, livestock, wild
animals, birds, fish, or other wildlife. A disposal,
discharge, seepage, drainage, infiltration, flow, or

injection of fluid that is authorized under a rule, permit,
or order of the board is not polluticon under this chapter.

{14) "Pool” means an underground reservoir containing a
common accumulation of o©il or gas or both; each zone of a
structure which is completely separated from any other zone
in the same . structure is a pool, as that term is used in
this chapter,

{15) "Producer"” means the owner of a well cr wells
capable of producing o0il or gas or both.

(16) "Responsihle person” means a person who is
determined by the board under 82-10-402 to have abandconed an

0il or gas well, injection well, disposal well, water

service well, drill site, sump, &r seismographic shot hole,

or _other area where oil and gas cperations are conducted and

wha-4s+
tat-—~a-corporatteonr-associationr-partnershipy--or--other
business—organization—with—asseés—in-excess—oé—325979997—or
tbi-—tf~-the--business-organization-does-not-have-assets
in—-exeess-——of--5250;080;--a--naterat--persan--with--primary
ownership-in-the-businesa-organtzation.
{17) “State waters" means any body of water, either

surface or underground.
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{18) "Waste" means:

(a) physical waste, as that term is generally
understood in the oil and gas industry:

{b) the inefficient, excessive, or improper use of or
the unnecessary dissipaticn of reservoir energy;

(c} the location, spacing., drilling, egquipping,
operating, or producing of any oil or gas well or wells in a
manner which causes or tends to cause reduction in the
quantity of oil or gas ultimately recoverable from a pool
under prudent and proper operations or which causes or tends
to cause unnecessary or excessive surface loss or
destruction of o0il or gas; and

{(d) the inefficient storing of o©il or gas. ({The
production of oill or gas from any pool or by any well to the
full extent that the well or pool can be produced in
accordance with methods designed to result in maximum
ultimate recovery, as determined by the board, is not waste

within the meaning of this definition.)"
Section 3. Section 82-11-103, MCa, is amended to read:

“82-11-103. Lands subject to law. This chapter applies
£o all lands in the state lawfully subject to 1its taxation

and police powers, including all state-owned lands. It

applies to lands of the United States or to lands subject to
the jurisdiction of the United States orly to the extent

that control and supervision of conservation of oil and gas
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by the United States ¢n its lands fails to effect the intent
and purposes of this chapter and otherwise applies to those
lands to swmeh the extent aa that any officer of the United
States having jurisdictien or his duly authorized
representative approves any of the provisions o©f this
chapter or an order of the board whien that affects those
lands. This chapter also applies to any lands committed to a
unit agreement approved by the secretary of the intericr or
his duly authorizéd representative, except that the board
may, with respect to those wunit agreements, suspend the
application o©of this chapter or any part of this chapter so
long as the conservation of o0il and gas and the prevention
of waste as provided in this chapter is accomplished under
the unit agreements. The suspension deoes not relleve an
operator or owner from making sdeh reports as that may be
required by the board with respect to operations and
production under the unit agreement, and the suspension does
not relieve an operator or owner from the payment of taxes
on his o0il and gas production or payment for permit fees as
required by this chapter.”

Section 4. sSection 82-11-161, MCA, is amended to read:

"82~11-161. 0il and gas production damage mitication
account -- statutory appropriation. (1) There is an cil and
gas production damage mitigation account within the state

special revenue fund established in 17-2-102. The cil and
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gas production damage mitigation account is controlled by
the bhoard.

{2) On July 1, 1991, and at the beginning of egch
succeeding biennium, there must be allocated to the oil and
gas production damage mitigation account $50,000 from the
interest income of the resource indemnity trust fund, except
if at the beginning of a biennjum the wunobligated cash
balance in the oil and gas production damage mitigation
account:

{a} eguals or exceeds $200,000, no allocation «will be
made; oOr

{b) is less than $204,000, then an amount less than or
equal to the difference between the unobligated cash palance
and $200,000, but not more than $50,000, must be allocated
to the oil and gas production damage mitigation account from
the interest income of the resource indemnity trust fund.

(3) In addition to the allocation provided in
subsection (2), there must be deposited in the oil and gas
production damage mitigation account:

{a} all funds received by the boafd pursuant to
82-11-136; and

tb} all fees receiveﬁ by the beard fcdm owners of
producing wells pursuant to B2-11-162.

(4) If a sufficient balance exists 1in the account,

funds are statutorily appropriated, as provided in 17-7-502,

8-
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from the 0il and gas production damage mitigation account,
upon the authorization of the board, to pay the reasonable

costs of properly plugging a well and either reclaiming or

restoring, ©r both, a drill site ¢r other area damaged by

oil and gas operations if the board determines that the

well, surp, or hole, drill site, or area has been abandcned

and the responsible perscon cannot be identified or located
or if the responsible person dees-not-have-sufficient-Funds

to-pay-the-cests fails or refuses - toc properly plug, reclaim,

or restore the well, drill site, or area within a reascnable

time after demand by the board. The responsible person

shall, however, pay costs toc the extent of his available
resources and is subsequently liable to fully reimburse the
account or 1s subject to a lien on property as provided in
82-11-164 for casts expended from the account to properly

plug, reclaim, or restore the well, drill site, or area and

to mitigate any damage caused-by-the-weit for which he is

responsible.

(5) Interest from funds in the oil and gas‘éroduction
damage mitigation account accrues to that account.

{6) The board shall submit to the legislature at the
beginning of each regular session a complete financial
report on the oil and gas production damage mitigation
account, including a description of all expenditures made

since the preceding report.”
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Section 5. Section 82-11-164, MCA, is amended to read:

"82-11-164. Lien created. (1) The oil and gas
production damage mitigation account has a lien in the
amcunt of <the expenditure from the account under
82-11-161(4), plus 1lnterest accrued at the rate of 10% a
year, against all real and perscnal property in this state
owned bys

tay the responsible persony---tf---that--persaon--is
subasquentiy-:dencified-or-toecated; or

t+b+ in which the responsible persony-if-that-perasn--ts
knewn-but-cannot-or-witi-not-fuliy-reimburse-the-cti-and-gas

preduetion-damage-mretgation-aceount has an interest,

(2) The lien created under subsection (1) must be filed
in the office cf the secretary of state and must attach to
all real or personal property of the responsible person.

(3) A lien created by this section is valid until paid
in full or otherwise discharged. The lien must be foreclocsed
in accordance with applicable laws governing foreclosure of

mortgages-and liens.”

NEW SECTION. Section 6. Ssaving clause. {This act] does

not affect rights and duties that matured, penalties that
were incurred, or proceedings that were begun before [the
effective date of this act].

~End-

_10...



STATE OF MONTANA - FISCAL NOTE
‘Form BD-15
~In compliance with a written request, there is hereby submitted a Fiscal Note for $B0018, as introduced.

DESCRIPTION OF PROPOSED LEGISIATION:

This bill revises oil and gas laws to: 1) authorize certain pooling and unit agreements; and 2) clarify responsibility for
mitigation of damages. '

FISGAL IMPACT:

There are no fiscal or revenue implications,
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RE-REFERRED AND
APPROVED BY COMM. DN
NATURAL RESOURCES

SENATE BILL NO. 18

INTRODUCED BY GAGE

A BILL FOR AN ACT ENTITLED: "AN ACT TO GENERALLY REVISE OIL
AND GAS LAWS; AUTHORIZING CERTAIN POOLING AND UNIT
AGREEMENTS; CLARIFYING RESPONSIBILITY FOR MITIGATION OF
DAMAGES; AND AMENDING SECTIONS F¥-3-4368;7; 82-11-101,

82-11-103, 82-11-104, 82-11-161, AND 82-11-164, MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section-tv--Section-77-3-4367-MEA7-ts-amended-to-reads
#37-3-4365--Pooting——agreemeanta--and--unit---operationax

Rothing--contained-in-this-sr-in-prior-relared-taws-prevencs

the-board-from-encering-into-agreenents-for-the--pooiing—-of

acreage--with--others-for-untt-operations-for-the-production
ef-oti-or-gas-or-both-and-the-apportionment-of--otl--or—-gas
royatties-or-both-on-an-acreage-sr-other-equitable-basis-and
frem--podifying--imases-with-respect-to-delay-rentats;-delay
dritting-pensities;-and-royatties—in--accordance--with--sach
the pooling-mgreementa-and-such the unit-pians-of-operatiens

Hewevery——auch the agreements-may-not-change-the-percentage

sf-royatties—-to-be-patd-to-the-stace-from-the-percentages-as

fixed-in-tta-teases; The-board-shatl-enter-into-pooiing--and

unit--agrecments-—-when--to--do~-ss-witl-eenserve-the-naturad

ressurces-of-an-oil-and-gas-areay-promote-its-devetopment-in
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an-orderiy-and-economical-manner-ts-meet-market--conditionsy

avoid-waskte;-and—ensure-a-more—equitable-diatribution-of-the

proceeds—-of--productions The--board—-mey--modtfy--~existing

pooting--and-unit-agreements-so-as-te-commit-the-state-tands

incinded-therein in-the-peoting-and-unie-agreements for--as

tong--as—-the-unitized-substance-or-substances—for-whieh-the
stata-innds-are-committed-is-produced-from-any-rands—in--the
untE -

Section 1. Section 82-11-101, MCA, is amended to read:

“g2-11-10i. Definitions. As used irn this chapter,
unless the context requires otherwise, the following
definitions apply:

(1) “Administrator" means the administratoer of the
division of oil and gas conservation.

{2) "Board" means the board of oil and gas conservation
provided for in 2-15-3303.

{3) "Class II injection well" means a well, as defined
by the federal environmental protection agency or any
successor agency, that injects fluids:

{a) that have been brought to the surface in connection
with oil or natural gas production;

{b) for purpcses of enhancing the ultimate recovery of
oll or natural gas; or

(¢) for purposes of storing liguid hydrocarbons,

{4) "Department" means the department of natural
SECOND READING
-2- SB 18
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resources and conservation provided for in Title 2, chapter
15, part 33.

(S) "Determinations" means those decisions delegated to
the state by or under authority of the Natural Gas Policy
Act of 1978 or any successor or similar legislation relating
to 0il and gas.

{6) "Enhanced recovery" means the increased recovery
from a pool achieved by artificial means or by the
applicaticn of energy extrinsic to the pool; such artificial
means or application includes pressuring, cycling, pressure
maintenance, or injection inte the pool of any substance or
form of energy as is contemplated in secondary recovery and
tertiary programs but does not include the injection in a
well of a substance or form of energy for the sole purpose
of aiding in the 1lifting of fluids in the well or
stimulating of the reservoir at or near the well by
mechanical, chemical, thermal, or explosive means.

{7) "Pield" means the general area underlaid by one or
more pools.

(8) "Fluid" means any material or substance that flows
or moves, whether in a semisolid, liquid, sludge, gas, or
any other form or state.

{9) "Gas" means all natural gases and all other fluid
hydrocarbons as produced at the wellhead and not defined as

0il in subsection (10) of this section.
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(10) “oil" means crude petroleum il and other
hydrocarbons regardless of gravity which are produced at the
wellhead in liquid form by ordinary production methods and
which are not the result of condensation of gas before or
after it leaves the reservoir.

(11) “"Owner™ means the person who has the right to drill
into and produce from a pool and to appropriate the oil or
gas he produces therefrem from a pool either for himself or
others or for himself and others, and the term includes all
persons holding sueh that authority by or through him.

{12) "Person" means any natural person, corporation,
association, partnership, receiver, trustee, executor,
administrator, gquardian, fiduciary, or other representative
of any kind and includes any agency or instrumentality of
the state or any governmental subdivision theresf of the
state.

{13} "Pollution” means contamination or other alteraticon
of the physical, chemical, or biological properties of any
state waters that exceeds that permitted by state water
quality standards or standards adopted by the board,
including but not 1limited to the disposal, discharge,
seepage, drainage, infiltration, flow, or injection of any
liquid, gaseous, solid, or other substance into any state
waters that will or is likely to create a nuisance or render

the waters harmful, detrimental, or injurious to public

-4 SB 18
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health, recreation, safety, welfare, livestock, wild
animals, birds, £fish, or other wildlife. A disposal,
discharge, seepage, drainage, infiltration, flow, or
injection of fluid that is authorized under a rule, permit,
or order of the board is not pollution under this chapter.

{14) "Pool" means an underground reservelir containing a
common accumulation of o0il or gas or both; each zone of a
structure which is complietely separated from any other =zone
in the same structure is a pool, as that term is used in
this chapter.

(15} "Producer™ means the owner of a well or wells
capable of producing oil or gas or both.

(16) "Responsible person” means a person who is

determined by the board under 82-10-402 to have abandoned an

oil or gas well, injection well, dispcsal well, water

service SOURCE well, drill site, sump, or seismographic shot

hole, or other area where o0il and gas DRILLING AND

PRODUCTION operations are WERE conducted and-who-ts<

tay--a-corporatieny-asseciatteny-partnersnipy--or—-other
business-srgantzation-with-asseta-in-excess-of-5258;6807-or

tb}—-itf--the--business-srganizacion-dees-nor-have-assets
in--mxcess—-0f--5256;0007-~a--naturat--person-——-with--primary
ownership-in-the-businesas-ergantzation.

{17) "State waters" ..eans any boedy of water, either

surface or underground.

-5- SB 1B

10
11
12
13
14
15
16
17

18

19

20

21

22

23

24

25

SB 00la8/02

(18) "Waste" means:

{a) physical waste, as that term is generally
understocd in the oil and gas industry;

{b) the inefficient, excessive, or improper use of or
the unnecessary dissipation of reservoir energy;

(c) the location, spacing, drilling, equipping,
operating, or producing of any oil or gas well or wells in a
manner which causes or tends to cause reduction in the
quantity of o0il or gas ultimately recoverable from a pocl
under prudent and groper cperations or which causes or tends
to cause unnecessary or excessive surface loss or
destruction of o0il or gas; and

{d) the inefficient storing of oil or gas. {The
preduction of oil or gas from any pool or by any well to the
full extent that the well or pool can be produced in
accordance with methods designed to result in maximum

ultimate recovery, as determined by the board, is not waste

within the meaning of this definition.)"
Section 2. Section 82-11-103, MCA, is amended to read:

"82-11-103. Lands subject to law. This chapter applies
to all lands in the state lawfully subject to its taxatien

and police powers, including all state-owned lands. It

applies to lands of the United States or to lands subject to
the jurisdiction of the United States only to the extent

that control and supervision of conservation of oil and gas

-6- SB 18
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by the United States on its lands fails to effect the intent
and purposes of this chapter and otherwise applies to thaose
lands to suech the extent as that any officer of the United
States having jurisdiction or his duly authorized
representative approves any of the provisions of this
chapter or an order of the board whiteh that affects those
lands. This chapter also applies to any lands committed to a
unit agreement approved by the secretary of the interior or
his duly authorized representative, except that the board
may, with respect te those wunit agreements, suspend the
application of this chapter or any part of this chapter so
long as the conservation of oil and gas and the prevention
of waste as provided in this chapter is accomplished under
the unit agreements, The suspension does not relieve an
operator or owner from making suwch reports as that may be
required by the board with respect to operations ang
production under the unit agreement, and the suspension doces
not relieve an operator or cwner from the payment of taxes

on his cil and gas production or payment for permit fees as

. regquired by this chapter."

SECTION 3. SEcTION 82-11-104, MCA, IS AMENDED TC READ:

*"82-11-104. Construction -— no conflict with board of
land commissioners' authority. Nothing--herein--contained

shat: No provision of this chapter may be construed to

conflict with 77-3-430, granting the board of land
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commissioners the authority teo enter into pooling and
unitization agreements for the production of oil or gas with

others, provided that state lands are subject to the

provisions of this chapter concerning spacing and statutory

pooling and unitization in the absence of voluntary pooling

and unitization agreements."”

Section 4. Section B82-11-161, MCA, is amended to read:

"B2-11-161. Oil and gas production damage mitigation
account —— statutory appropriation. (1) There is an oil and
gas production damage mitigation account within the state
special revenue fund established in 17-2-102. The o©il and
gas production damage mitigation account is controlled by
the board.

(2) On July 1, 199}, and at the beginning of each
succeeding biennium, there must be alloccated to the o0il and
gas production damage mitigation account $50,000 from the
interest income of the resource indemnity trust fund, except
if at the beginning of a- biennium the uncbligated cash
balance in the oil and gas production damage mitigation
account:

(a) equals or exceeds $200,000, no allocation will be
made; or

(b} is less than $200,000, then an amount less than or
equal to the difference between the uncbligated cash balance

and 5200,000, but not more than $50,000, must be allocated
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to the oil and gas production damage mitigation account from
the interest income of the resource indemnity trust fund.

(3) In addition to the allocation provided in
subsection (2), there must be deposited in the 0il and gas
production damage mitigation account:

{a) all funds received by the board pursuant to
B2-11-136; and

{b)y all fees received by the board from owners of
producing wells pursuant to B2-11-162.

(4) If a sufficient balance exists in the account,
funds are statutorily appropriated, as provided in 17-7-502,
from the o©il and gas production damage mitigation account,
upon the authorization of the board, to pay the reasonable

costs of properly plugging a well and either reclaiming or

restoring, or both, a drill site or other DRILLING OR

PRODUCING area damaged by oil and gas operations if the

board determines that the well, sump, o+ hole, drill site,

or DRILLING OR PRODUCING area has been abandoned and the

responsible person cannot be identified or located or if the
responsible person dees—net-have-suffictent-funds-to-pay-the

eosta fails or refuses to properly plug, reclaim, or restore

the well, drill site, or DRILLING OR PRODUCING area within a

reasonable time after demand by the board. The responsible

person shall, however, pay costs to the extent of his

avallable resources and is subsequently liable to fully
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reimburse the account or is subject to a lien on property as
provided in 82-11-164 for costs expended from the account to

properly plug, reclaim, or restore the well, drill site, ot

DRILLING OR PRODUCING area and to mitigate any damage causecd

by-the-wet: for which he is responsible.

{5) Interest from funds in the oil and gas production
damage mitigation account accrues to that account.

{6) The board shall submit to the legislature at the
beginning of each regular session a complete financial
repcrt on the oil and gas production damage mitigation
acecount, including a description of all expenditures made
since the preceding report.”

Section 5. Section 82-11-164, MCA, is amended to read:

"82-11-164. Lien created. (1) The 0il and gas
production damage mitigation account has a lien in the
amount of the expenditure from the account under
82-11-161(4), plus interest accrued at the rate of 10% a
year, against all real and personal property in this state
owned bys

ta} the responsible persony---if-—-that-—-person-—--is
sibsequently-identified-or-iocated; or

tb¥ in which the responsible persony-if-that-persen-is
known-but-cannot-or-witt-net-fuirity-reimburase-the-oit-and-gas

produetion- Jamage-mitigatien-aceount has an interest.

{2} The lien created under subsection (1) must be filed

~10- SB 18
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in the cffice of the secretary of state and must attach to
all real or personal property of the responsible person.

(3) A 1lien created by this section is valid until paid
in full or otherwise discharged, The lien must be foreclosed
in accordance with applicable laws governing foreclosure of
martgages-and liens.”

NEW SECTION. Section 6. Saving clause. [This act] dees

not affect rights and duties that matured, penalties that
were incurred, or proceedings that were begun before [the
effective date of this act].

-End—

“11- SB 18
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SENATE BILL NO. 1B

INTRODUCED BY GAGE

A BILL FOR AN ACT ENTITLED: “AN ACT TO GENERALLY REVISE OIL
AND GAS LAWS; AUTHORIZING CERTAIN POOLING AND UNIT
AGREEMENTS; CLARIFYING RESPONSIBILITY FOR MITIGATION OF
DAMAGES ; AND AMENDING SECTIONS 7#-3-4307 82-11-101,

82-11~103, 82-11-104, 82~11-161, AND 82-11-164, MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Seetion-ir--Section-73-3-4387-MEA7-ts-amended-to-reads
133-3-438---Pooting--agreementa-—-and--unte-—-operationsy

Rothing—-eontatned-in-this-or-in-prior-retated-taws-prevents

the-board-from-entering-into-agreements-for-the--pooting--of

acreage—-with—-others-fer-unit-operationa-for-the-production
of-otl-or-gas-or-both-and-the-apportionment-af--oail--asr--gas
royatties-or-both-on-an-acereage-or-other-equitablie-basis-and
from--modifying--ieases-with-respect-to-detay-rentais;-detay
driltling-penatties;—and-royalties-in--scecordance-~-with--such
the pooling-agreements-and-such the unit-plans-of-operattions

Howevery——such the agreements-may-not-change-the-percentage

of-royalties-to-be-paid-to-the-state-from-the-percentages-as

fixed-in-its—leasess Fhe-board-shaii-enter-into-pooling--and

unit-—agreements—-~when-—-to--do--so-willi-conserve-the-natural

resources-of-an-cil-and-gas-arear;-promote-its-development—in
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an-orderiy-and-economical-manner—to-meet-market-—condicionsy

ayoid-waster-and-ensgre—a-more-equitable-distribution-of-the

proceeds-—of--productiens Fhe--board--may--modify--existing

pocting--and-unit-agreements-so-as-te-commit-the-state-iands

inctuded-therain in-the-posting-and-unit-aqreements for--as

tong--as--the-gnitized-substance-or-substances-for-which-the’
state-imnds-are-committed-is-produced-from-any-ltands—in--the
ik Y-

Section 1. Section 82-11-101, MCA, is amended to read:

"§2-11-101. Definitions. As used in this chapter,
unless the context reguires otherwise, the following
definitions apply:

{1) "Administrator®™ means the administrator of the
division of o0il and gas conservation.

{2} "Board" means the board of cil and gas conservation
provided for in 2-15-3303.

{1) “Class 1II injection well" means a well, as defined
by the federal environmental protection agency or any
successor agency, that injects fluids:

{a) that have been brought to the surface in connection
with oil or natural gas production;

(b} for purposes of enhancing the ultimate recovery of
0il or natural gas; or

{(c) for purposes of storing liguid hydrocarbons.

(4) “"Department” means the department of natural
THIRD READING
-2- SB 18
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resources and conservation provided fof in Title 2, chapter
15, part 33.

(5) "Determinations"” means those decisions delegated to
the state by or under authority of the Natural Gas Policy
Act of 1978 or any successor or similar legislation relating
to oil and gas.

{6) "Enhanced recovery” means the increased recovery
Erom a pool achieved by artificial means or by the
application of energy extrinsic to the pool; such artificial
means or application includes pressuring, c¢ycling, pressure
maintenance, or injection into the pool of any substance or
form of energy as is contemplated in secondary recovery and
tertiary programs but does not include the injection in a
well of a substance or form of energy for the sole purpose
of aiding in the 1lifting of fluids in the well or
stimulating of the reservoir at or near the well by
mechanical, chemical, thermal, or explosive means.

(7) “Field" means the general area underlaid by one or
more pools.

(8) "Fluid" means any material or substance that flows
or moves, whether in a semisolid, liquid, sludge, gas, or
any other form or state.

{9) "Gas" means all natural gases and all other fluid
hydrocarbons as produced at the wellhead and not defined as

0il in subsection (10) of this section.
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(10) "oilv means crude petroleum e0il and other
hydrocarbens regardless of gravity which are produced at the
wellhead in liquid form by ordinary preduction methods and
which are not the result of condensation of gas before or
after it leaves the reservoir.

{11} "Owner” means the person who has the right to drill
into and produce from a pool and to appropriate the o0il or
gas he produces therefrom from a pool either for himself or
others or for himself and others, and the term includes all
persons holding sueh that authority by or through him.

{12) "Person" means any natural person, corperation,
association, partnership, receiver, trustee, executor,
administrator, guardian, fiduciary, or other representative
of any kind and includes any agency or instrumentality of
the state or any governmental subdivision theresf of the
state.

{13) "Pollution" means contamination or other alteration
of the physical, chemical, or biclogical properties of any
state waters that exceeds that permitted by state water
quality standards or standards adopted by the board,
including but not limited to the disposal, discharge,
seepage, drainage, infiltration, flow, or injection of any
liguid, gaseous, solid, or other substance into any state
waters that will or is likely to create a nuisance or render

the waters harmful, detrimental, or injurious to public

-4~ SB 18
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health, recreation, safety, welfare, livestock, wild
animals, birds, fish, or other wildlife. A disposal,
discharge, seepage, drainage, infiltration, flow, or
injection of fluid that is authorized under a rule, permit,
or order of the board is not pollution under this chapter.

(14) "Pool" means an underground reservoir containing a
common accumulation of o©il or gas or both; each zone of a
structure which is completely separated from any other zone
in the same structure 1is a pool, as that term is used in
this chapter.

{15) "Producer" means the owner of a well or wells
capable of producing oil or gas or both.

(16) "Responsible person" means a person who is
determined by the board under 82-10-402 to have abandoned an

0il or gas well, injection well, disposal well, water

service SOURCE well, drill site, sump, er seismographic shot

hole, or other area where o0il and gas DRILLING AND

PRODUCTION operations are WERE conducted and-who-ist

tay--a-corporatitony-associationy-parenersnip;—-or--other
business-organization-with-asseta-in-exceas-of-$25670005-or

tby--if--the--business-organization-does-not-have-assets
in--excess--6f--52585;0007-—a--naturat--person--with--primary
ewnership-in-the-bustness-organization,

(17) "State waters" .weans any body of water, either

surface or underground.
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(18) "Waste"” means:

(a) physical waste, as that term is generally
understood in the oil and gas industry;

{b) the inefficient, excessive, or improper use of or
the unnecessary dissipation of reserveir energy;

(c) the location, spacing, drilling, equipping,
operating, or producing of any oil or gas well or wells in a
manner which causes or tends to cause reduction in the
quantity of ©0il or gas ultimately recoverable from a pool
under prudent and proper operations or which causes or tends
to cause unnecessary or excessive surface loss or
destruction of oil or gas; and

{d) the inefficient storing of o0il or gas. (The
production of ©il or gas from any pool or by any well to the
full extent that the well or pool can be produced in
accordance with methods designed to result in maximum

ultimate recovery, as determined by the bocard, is not waste

within the meaning of this definition.)"
Section 2. section 82-11-103, MCA, is amended to read:

"82-11-103. Lands subject to law. This chapter applies
to all lands in the state lawfully subject to its taxatien

and police powers, including all state-owned lands. It

applies to lands of the United States or to lands subject to
the jurisdiction of the United States only to the extent

that control and supervision of conservation of oil and gas
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by the United States on its lands fails to effect the intent
and purposes of this chapter and otherwise applies to those
lands to suekh the extent as that any officer of the United
States having jurisdiction or his duly authorized
representative approves any of the provisions of this
chapter or an order of the board which that affects those
lands. This chapter also applies to any lands committed to a
unit agreement approved by the secretary of the interior or
his duiy auvthorized representative, except that the board
may, with respect to those unit agreements, suspend the
application of this chapter or any part of this chapter so
long as the conservation of ¢il and gas and the prevention
of waste as provided in this chapter is accomplished under
the unit agreements. The suspension does not relieve an
operater or owner from making such reports as that may be
required by the board with respect tc operations and
production under the unit agreement, and the suspension does
not relieve an operator or owner from the payment of taxes

on his eil and gas production ar payment for permit fees as

~required by this chapter."

SECTION 3. SECTION 82-11-104, MCA, IS AMENDED TO READ:

*82-11-104. Construction -- no conflict with board of
land commissioners' authority. Nothing--herein--contained

shat} No provision of this chapter may be construed to

conflict with 77-3-430, granting the board of land
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commissioners the authority to enter into pooling and
unitization agreements for the production of cil or gas with

others, provided that state lands are subject to the

provisions of this chapter concerning spacing and statutory

pooling and unitization in the absence cof voluntary pocling

and unitization agreements.”

Section 4. Section 82-11-161, MCA, is amended to read:

"$2-11-161. 0il and gas production damage mitigation
account -- statutory appropriation. (1) There is an oil and
gas production damage mitigation account within the state
special revenue fund established in 17-2-102. The oil and
gas production damage mitigation account is controlled by
the board.

{2) On July 1, 1991, and at the beginning of each
succeeding biennium, there must be allocated to the oil and
gas production damage mitigation account $50,000 from the
interest income of the resource indemnity trust fund, except
if at the beginning of a biennium the unobligated cash
balance in the 0il and gas production damage mitigation
account:

(a) equals or exceeds $200,000, nc allocation will be
made; or

(b) is less than $200,000, then an amount less than or
equal to the difference between the uncbligated cash balance

and $200,000, but not more than $50,000, must be allocated

~8- se 18
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to the oil and gas production damage mitigation account from
the interest income of the resource indemnity trust fund.

(3) In addition to the allocation provided in
subsection (2), there must be deposited in the ¢il and gas
production damage mitigation account:

{a) all funds received by the board pursuant to
82-11-1i36; and

{b) all fees received by the board from owners of
producing wells pursuant to 82-11-162.

{(4) If a sufficient balance exists in the account,
funds are statutorily appropriated, as provided in 17-7-502,
from the o0il and gas production damage mitigation account,
upon the authorization of the board, to pay the reasonable

costs of properly plugging a well and either reclaiming or

restoring, or both, a drill gite or other DRILLING OR

PRODUCING area damaged by o0il and gas operations if the

board determines that the well, sump, sr hole drill site,

i

or DRILLING OR PRODUCING area has been abandoned and the

responsible person cannot be identified or located or if the
responsible person does-not-have-sufficient-funds-to-pay-the

eosts fails or refuses to properly plug, reclaim, or restore

the well, drill site, or DRILLING OR PRODUCING area within a

reasonable time after demand by the board. The responsible

person shall, however, pay costs to the extent of his

available resources and is subsequently liable to fully

-0 SB 18
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reimburse the account or is subject to a lien on property as
provided in 82-11-164 for costs expended from the account to

properly plug, reeclaim, or restore the well, drill site, or

DRILLING OR PRODUCING area and Lo mitigate any damage caused

by-the-well for which he is responsibie.

(5) Interest from funds in the o0il and gas production
damage mitigation account accrues to that account.

(6) The board shall submit to the legislature at the
beginning of each regular session a complete financial
report on the oil and gas production damage mitigation
account, including a description of all expenditures made
since the preceding report."

Section 5. Section 82-11-164, MCA, is amended to read:

"82-11-164. Lien created. {1} The il and gas
production damage mitigation account has a lien in the
amount of the expenditure from the account under
82-11-161(4), plus interest accrued at the rate of 10% a
year, against all real and perscnal property in this state
owned byr

t&} the responsible persony---tf---that---person-—--ia
suhsequentiy-identified-or-tocatad; or

tB¥ in which the responsible persony;-if-that-person-is
known-buot-cannat-or-witi-net-fuliy-reimburse-the-oit-and-gas

preduction- Jamage-mitigation-aceount has an interest.

(2) The lien created under subsection (1) must be filed

-10- SB 18
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in the office of the secretary of state and must attach to
all real or perscnal property of the responsible person,

(3} A lien created by this section is valid until paid
in full or otherwise discharged. The lien must be Eoreclosed
in accordance with applicable laws governing foreclosure of

mortgages-and liens."”

NEW SECTION. Section 6. saving clause. [This act] does
not affect rights and duties that matured, penalties that
were incurred, or proceedings that were begun before [the
effective date of this act].

-End-

-11- sB 18



HOUSE STANDING COMMITTEE REPORT

March 13, 1991
Page 1 of 1

Mr. Speaker: We, the committee on Natural Resources report

that Senate Bill 18 (third reading copy -- blue} be concurred
in as amended .

Signed:

f Bob Raney, Chairman
Carried by: Rep. (ILIDER,

And, that such amendments read:

1, Page 5, line 18.

Following: "exe"

Strike: "WERE"

Insert: "are"

Following: "iss"

Insert: "and who is: '
(a) a corporation, association, partnership, or other

business organization with assets in excess of $250,000; or
(b) if the business organization does not have assets in

excess of $250,000, a natural person with primary ownership in
the business organization”

HOUSE
5318
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SB 0018/03
1 SENATE BILL NO. 18 1 an-orderiy-and-economicai-manner—to-meee-market--conditionsy
2 INTRODUCED BY GAGE 2 avoid-waster—and-ensure-a-more-equitable-diatribution-of-the
3 3 proceeds-—-of--productions The--board--may--medify--—extating
- "
4 A BILL FOR AN ACT ENTITLED: “AN ACT TO GENERALLY REVISE OIL 4 pooting-—and-unit-agreements-so-as-ko-commit—the-state—tands
&) AND GAS LAWS; AUTHORIZING CERTAIN  POOLING  AND  OUNIT 5 ineituded-therein in-the-pooiing-and-unit-agreemenes far--as
6 AGREEMENTS; CLARIFYING RESPONSIBILITY FOR MITIGATION OF 6 tong--as-—the~unttized-sabacance-ar-—subscances—for-which-the
7 DAMAGES; AND  AMENDING SECTIONS 73-3-436y B2-11-101, 7 state-iands-are-committed-is-preduced-from-any—iands—in--the
8 82-11-103, 82-11-104, 82-11-161, AND 82-11-164, MCA." & BAEEH—
] - .
9 Section 1. Section 82-11-101, MCA, is amended to read:
10 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
10 "82-11-101. Definitions. Az used in this chapter,
11 Section—-is--Sectiton-77-3-4367-MEAT~is—amended-to-read: i
11 unless the context requires otherwise, the following
12 237-3-438+--Pooling--agreements--and--unit—-—operationss ..
12 definitions apply:
13 Nothing--contained-tn-this-sr-in-prier-retated-taws-prevents .
13 (1) "Administrator” means the administrator of the
14 the-board-from-entering-into-agreements-for-the—-pooting--of L .
14 division of oil and gas conservation.
15 acreage—-with--octhers-for-unit-operations—-for-the-produccion
15 {2) "Board" means the board of oil and gas conservation
16 af-ett-or-gas-or-both-and-the-apportionment-of--ott--or--gas
16 provided for in 2-15-3303.
17 royaities-or-beth-on-an-acreage-or-other-equitable-basis-and o )
17 (3) "Class 1II injection well” means a well, as defined
i8 Erom--madifying--Teases-with-respect-to-delay-reancata;—dealtay .
18 by the federal environmental protection agency or any
19 drittring-penateies;-and-royatties-in--accordance--wich--such
19 successor agency, that injects fluids:
20 the pooiing-agresments-and-such the unie-pirana-ef-speratiens
-— i 20 (a) that have been brought to the surface in connection
21 Haweverz—-—suech the agreements-may-not-change-the-parecentage i )
—— 21 with oll or narural gas producticn:
22 of-royaities-to-be-paid-to-the-state-from-the-percentages-as .
22 {b) for purposes of enhancing the ultimate recovery of
23 £ixed-in-tta-ieases: FThe-board-shali-enter-into-pooling——and .
23 ©il or natural gas; or
24 unikt-——sgreements——when——to--ds--sc-wiii-conserve-the-natural
24 (¢) for purposes of storing liquid hydrocarbons.
25 resources-of-an-oti-and-gas-arcaj-promote-its-devetopment-in _
25 {1) “Department ™ means the department of natural
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resources and conservation provided for in Title 2, chapter
15, part 33.

(5) "Determinations" means those decisions delegated to
the state by or under authority of the Natural Gas Policy
Act of 1978 or any successor or similar legislation relating
to o1l and gas.

{6) “Enhanced recovery" means the increased recovery
from a pool achieved by artificial means or by the
application of energy extrinsic to the pool; such artificial
means or application includes pressuring, cycling, pressure
maintenance, or injection intoc the pool of any substance or
form of energy as is contemplated in secondary recovery and
tertiary programs but does not include the injection in a
well of a substance or form of energy for the socle purpose
of aiding in the 1lifting of fluids in the well or
stimulating of the reservoir at or near the well by
mechanical, chemical, thermal, or explosive means.

{7) "“Field" means the general area underlaid by one or
more pools.

(8) "Fluid" means any material or substance that flows
or moves, whether in a semisclid, ligquid, sludge, gas, or
any other form or state.

{9) "Gas" means all natural gases and all other fluid
hydrocarbons as produced at the wellhead and not defined as

oil in subsection {13) of this section,
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(loy "oiln means crude pettoleum oil and other
hydrocarbons regardless of gravity which are produced at the
wellhead in liquid form by ordinary production methods and
which are not the result of condensation of gas before or
after it leaves the reservoir.

(11) "Owner" means the person who has the right to drill
into and produce from a pocl and to appropriate the oil or
gas he produces therefrom from a pool either for himself or
others or for himself and others, and the term includes all
persons holding suehd that authority by or through him.

(12) “"Person" means any natural person, corporation,
association, partnership, receiver, trustee, executor,
administrator, guardian, fiduciary, or other representative
of any kind and includes any agency or instrumentality of
the state or any governmental subdivision thereef of the
state.

(13) “Pollution" means contamination or other alteration
of the physical, chemical, or biological properties of any
state waters that exceeds that permitted by state water
quality standards or standards adopted by the board,
including but not limited to the disposal, discharge,
seepage, drainage, infiltration, flow, or injection of any
liquid, gaseous, solid, or cther substance into any state
waters that will or is likely to create a nuisance or render

the waters harmful, detrimental, or injurious tc public

-4- 5B 18
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health, recreation, safety, welfare, livestock, wild
animals, birds, £fish, or other wildlife. A disposal,
discharge, seepage, drainage, infiltration, flow, or
injection of fluid that is authorized under a rule, permit,
or order of the board is not pollution under this chapter.

(14) "Pool" means an underground reserveir containing a
common accumulation ¢f o0il or gas or both; each zone of a
structure which is completely separated from any other zone
in the same structure is a pool, as that term is used in
this chapter.

{15) "Producer” means the owner of a well or wells
capable of producing coil or gas or both.

{16) "Responsible person” means a person who |is

determined by the board under B2-10-402 to have abandoned an

oil or gas well, injection well, dispcsal well, water

service SOURCE well, drill site, sump, or seismographic shot

hole, or other area where o¢il and gas DRILLING AND

PRODUCTION operaticons are WERE ARE conducted amd-who-is: AND

WHO IS:

(A) A CORPORATION, ASSOCIATION, PARTNERSHIP, OR OTHER

BUSINESS ORGANIZATION WITH ASSETS IN EXCESS OF $250,000; OR

(B} IF THE BUSINESS ORGANIZATION DOES NOT HAVE ASSETS

IN EXCESS OF $250,000, A NATURAL PERSON WITH PRIMARY

OWNERSHIP IN THE BUSINESS ORGANIZATION

tay--a-~esrperationy-asscciatiens-partnerafipr--or--ether
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business-o:qani:abienvwith-assets-in—excesa—ef—sésevﬂae7—or
tby--tf--the—-business-srgantration-does-not-have-ssscts

tn-—execess-—o£--5256;860,-a--—natural--persen-—-with--primary

ownership-ta-the-business-srganteation.

{(17) "State waters" means any body of water, either
surface or underground.

(18) "Waste” means:

(a) physical waste, as that term 1is generally
understood in the oil and gas industry;

(b) the inefficient, excessive, or improper use of or
the unnecessary dissipation of reservoir energy;

(c) the location, spacing, drilling, equipping,
operating, or producing of any ©il or gas well or wells in a
manner which causes or tends tc cause reduction in the
quantity of oil or gas ultimately recoverable from a pool
under prudent and proper operations or which causes or tends
to cause unnecessary or excessive surface loss or
destruction of ©il or gas; and

{d) the inefficient storing of oil or gas. { The
production of oil or gas from any pool or by any well to the
full extent that the well or pool can be preduced in
accordance with methods designed to result in maximum
ultimate recovery, as determined by the board, is not waste

within zhe meaning of this definition.)"

Section 2. section 82-11-103, MCA, is amended to read:
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“82-11-103. Lands subject to law. This chapter applies
to all lands in the state lawfully subject to its taxation

and police powers, including all state-owned lands. It

applies to lands of the United States or to lands subject to
the jurisdiction of the United States only to the extent
that control and supervision of conservation of oil and gas
by the United States on its lands fails to effect the intent
and purposes of this chapter and otherwise applies to those
lands to such the extent as that any officer of the United
States having jurisdiction or his duly authorized
representative approves any of the provisions of this
chapter or an crder of the board which that affects those
lands. This chapter also applies to any lands committed to a
unit agreement approved by the secretary of the interior or
his duly authorized cepresentative, except that the bocard
may, with respect to those unit agreements, suspend the
application of this chapter or any part of this chapter so
long as the conservation of oil and gas and the prevention
of waste as provided in this chapter is accomplished under
the unit agreements. The suspension dcoes not relieve an
operator or owner from making sueh reports as that may be
required by the board with respect to operaticns and
production under the unit agreement, and the suspension does
not relieve an operator or owner from the payment of taxes

on his cil and gas production or payment for permit fees as
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required by this chapter.”

SECTION 3. SECTION 82-11-104, MCA, 1S AMENDED TO READ:

"82-11-104. Construction —— no conflict with board of
land commissioners' authority. Nethimg--herein-——eantained

shatt No provision of this chapter may be construed to

conflice with 77-3-430, granting the board of land
commissioners the authority to enter into pooling and
unitization agreements for the production of oil or gas with

others, provided that state lands are subject to the

provisions of this chapter concerning spacing and statutory

pooling and upitizarion in the absence of voluntary poeling

and unitization agreements."”

Section 4. section 82-11-161, MCA, is amended tc read:

"82-11-161. 0il and gas production damage mitigation
account -— statutory appropriation. (1) There is an oil and
gas production damage mitigation account within the state
special revenue fund established in 17-2-102. The oil and
gas preoduction damage mitigation account is controlled by
the board.

(2) On July 1, 1951, and at the beginning of each
succeeding biennium, there must be allccated to the oil and
gas production damage mitigation account $50,000 from the
interest income of the rescurce indemnity trust fund, except
if at the beginning of a biennium the uncbligated cash

balance in the oil and gas production damage mitigation
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accounk: ,

(a) equals or exceeds $200,000, no allocation will be
made; or

(b} 1is less than $200,000, then an amount less than or
equal to the difference between the unobligated cash balance
and $200,000, but not more than $50,000, must be allocated
to the oil and gas production damage mitigation account from
the interest income of the resource indemnity trust fund.

{3} In addition to the allocation provided in
subsection (2), there must be deposited in the o©il and gas
production damage mitigation account:

{a) all funds received by the board pursuant to
8§2-11-136; and

(b)y all fees received by the board from owners of
producing wells pursuant to 82-11-162.

(4) If a sufficient balance exists in the account,
funds are statutorily appropriated, as provided in 17-7-502,
from the oil and gas production damage mitigation account,
upon the authorization of the board, to pay the reasonable

costs of properly plugging a well and either reciaiming or

restoring, or both, a drill site or other DRILLING OR

PRODUCING area damaged by o©il and gas operations if the

board determines that the well, sump, or hole, drill site,

or DRILLING OR PRODUCING area has been abandoned and the

responsible person cannct be identified or located or if the

-9- SB 18
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responsible person dees-not-have-suffieient-funds—to-pay-the

easem fails or refuses to properly plug, reclaim, or restore

the well, drill site, or DRILLING OR PRODUCING area within a

reasonable time after demand by the board. The responsible

person  shall, however, pay c¢osts to the extent of his
available resources and is subsequently 1liable to fully
reimburse the account or is subject to a lien on property as
provided in 82-11-164 for costs expended from the account to

properly plug, reclaim, or restore the well, drill site, or

DRILLING OR PRODUCING area and to mitigate any damage ecaused

by-ehe-well for which he is responsible.

{9) Interest from funds in the o0il and gas production
damage mitigation account accrues to that account.

{6) The board shall submit to the legislature at the
beginning of each regular session a complete financial
report on the o0il and gas production damage mitigation
account, including a description of all expenditures made
since the preceding report.”

Section 5. section 82-11-164, MCA, is amended to read:

*g2-11-164. Lien created. {1) The oil and gas
production damage mitigation account has a 1lien in the
amount of the expenditure from the account under
82-11-161(4), plus interest accrued at the rate of 10% a

year, against all real and personal property in this stace

owned by<+
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tay the responsible persony-——if-—-that—--perasn---is
subsegquentiy-tdentified-er-toeateds or

tb+ in_ which the responsihle persony-:if-that-person-+s
known-but-cannot-or-witl-not-fuity-reimburss-the-oti-and-gas

produetion-damage-mitigation-account has an interest.

{2) The lien created under subsection (1) must be filed
in the office of the secretary of state and must attach to
all real or persconal property of the responsible person.

(3) A 1lien created by this section is valid until paid
in full or otherwise discharged. The lien must be foreclosed
in accordance with applicable laws governing foreclosure of
mortgages-and liens."

NEW SECTION. Section 6. saving clause. [This act] does
not affect rights and duties that matured, penalties that
were incurred, or proceedings that were begun before (the
effective date of this act].

-End-
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Conference Committee
on Senate Bill No. 18
Report No. 2, April 22, 1991

Page 1 of 1

Mr. President and Mr. Speaker:

We, your Conference Committee on Senate Bill No. 18, met and
considered the amendments in the House Natural Resources Standing
Committee Report dated March 13, 1991 and recommend that these
amendments be rejected in theilr entirety.

Therefore, we recommend that Senate Bill No. 18 (reference copy -
salmon) be amended as follows:

1. Page 5, line 18.
Strike: "ARE™ on line 18.
Insert: "were"”

And that this Conference Committee report be adopted.

For the Senate: For the House:
GZL&QW«:41£449Z———;7 jﬁ%ﬂ/ér é{ ahlr
Chair, S5en. Weeding Chair, Rep. Rapey

5ﬁen. Bengston é; Rep. DeBruyiker

//?/« G229
d. Coord.

Sec. of Senate

#
ADOPT ccskﬂ ,z'

REJECT 86140Q1CC.Sji
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SENATE BILL NO. 18

INTRODUCED BY GAGE

A BILL FOR AN ACT ENTITLED: "AN ACT TO GENERALLY REVISE OIL
AND GAS LAWS; AUTHORIZING CERTAIN POOLING AND UNIT
AGREEMENTS; CLARIFYING RESPONSIBILITY FOR MITIGATION OF
DAMAGES ; AND AMENDING SECTIONS F3-3-4387 82-11-101,

82-11-103, 82-11-104, 82~11-161, AND 82-11-164, MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section-is--Section-?7-3-43657-MEA7;-ia-amended-ta—reads
233-3-4385--Pooting——agreements——and--unit———operations:

Nothing—-contained-in-this-sr-in-prier-related-taws—prevenes

the-beard-frem-entering-inte-agreements-for-the--pooting--of

aereage--with--others-for-unit-cperations-for-the-production
cf-astl-or-gas-or-bath-and-+he-apportionment-cf--oiti--or-—gas
royaities—or-both-on-an-acreage—-or-other-equitabie-basta-and
from--medifying——teases—wich-respect—to-delay-rentais;-deiay
dritiing-penatties;-and-royaities-in——accordance--with--auch
the pooting-agreements-and-such the unie-plans-ef-speratiens

Howevery;--sueh the agreepents-may-not-change-the-percentage

of-payalties—to-be-paid-to-the-state-from-the-pereentages-as

fixed-in-tts-teasenr Phe-board-shalti-enter-inteo-pooting--and

untt--agreements-—when--to—-do-—so-witi-conserve-the-naturat

resounreceas-of-an-oil-and-gas-arear—promete-itts-developmens—in
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an-arderly-and-ecconomical-manner-to-mect-market--conditionsy

avoid-waste;-and-ensure-a-more-equitabie-distribution-of-che

proceeda-—-cf-—productions The--board--may--medify-—existing

peeting--and-unit-agreements-so-as-te-cemmit-the-stake-iands

inciuded-therein in-the-peoiing-and-unit—agreements for--as

leng--as--the-unitized-substance-or-substances-for-which-the
state-iands-are-committed-is-produced-from-any-lands-in--the
gndest—

Section 1. Ssecticon 82-11-101, MCA, is amended to read:

"82-11-101. Definitions. As used in this chapter,
unless the context reqguires otherwise, the following
definitions apply:

(1) "Administrator"™ means the administrator of the
division of ©il and gas conservation.

(2) "Board" means the board of oil and gas ceonservation
provided for in 2-15-3303.

(3) "Class II injection well" means a well, as defined
by the federal environmental protection agency or any
successor agency, that injects fluids:

(a) that have been brought to the surface in connectiocn
with oil or natural gas production:

(b) for purposes of enhancing the ultimate recovery of
oil or natural gas: or

{(c) for purposes of storing liquid hydrocarbons.

{4) T“Department" means the department of natural

-2- SB 18
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resources and consetvation provided for in Title 2, chapter
15, part 33,

{5) "Determinations" means those decisions delegated to
the state by or under authority of the Natural Gas Policy
Act of 1978 or any successor or similar legislation relating
to oil and gas.

{#) "“Enhanced recovery" means the increased recovery
from a4 pool achieved by artificial means or by the
application of energy extrinsic to the pool; such artificial
means or application includes pressuring, cycling, pressure
maintenance, or injection into the pool of any substance or
form of energy as is contemplated in secondary recovery and
tertiary programs but does not include the injection in a
well of a substance or form of energy for the sole purpose
of aiding in the 1lifting of €fluids in the well or
stimulating of the reservoir at or near the well by
mechanical, chemical, thermal, or explosive means.

{7) "FPield" means the general area underlaid by one or
more pools,

(8) "Fluid" means any material or substance that flows
or moves, whether in a semisclid, liquid, sludge, gas, or
any other form or stata.

(9) "Gas"™ means all natural gases and all other fluid
hydrocarbons as produced at the wellhead and not defined as

oil in subsection (10) of this section.

~-3- SB 18
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(10) "oil1" means crude petroleum cil and other
hydrocarbons regardlass of gravity which are produced at the
wellhead in liguid form by ordinary production methods and
which are not the result of condensation of gas before or
after it leaves the reservoir.

{11) "Owner" means the person who has the right to drill
into and produce from a pool and to appropriate the oil or
gas he produces eherefrem from a pool either for himself or
others or for himself and others, and the term includes all
persons holding suwek that authority by or through him.

(12} "Person" means any natural person, corperation,
association, partnership, receiver, trustee, executor,
administrator, guardian, fiduciary, or cther representative
of any kind and includes any agency or instrumentality of
the state or any governmental subdivision theresf of the
state.

{13) "Pollution" means contamination or other alteration
of the physical, chemical, or biological properties of any
state waters that exceeds that permitted by state water
quality standards or standards adopted by the board,
including but not 1limited toc the disposal, discharge,
seepage, drainage, infiltration, flow, or injection of any
liquid, gaseous, solid, or other substance intc any sState
waters that will or is likely to create a nuisance or render

the waters harmful, detrimental, or injurious to public

. SB 18
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health, recreation, safety, welfare, livestock, wild
animals, birds, fish, or other wildlife. A disposal,
discharge, seepage, drainage, infiltration, fiow, or
injection of fluid that is authorized under a rule, permit,
or order of the board is not pollution under this chapter.

(14) "Pool"™ means an underground reserveoir containing a
common accumulation of oil or gas or both; each zone of a
structure which is completely separated from any other zone
in the same structure 1is a pool, as that term is used in
this chapter.

(15) “Producer" means the owner of a well or wells
capable of producing oil or gas or both.

(16) "Responsible person” means a person who is

determined by the board under 82-10-402 to have abandoned an

0il or gas well, injection well, disposal well, water

service SOURCE well, drill site, sump, or seismographic shot

hole, or other area where oil and gas DRILLING AND

PRODUCTION operations are WERE ARE WERE conducted and--whe

ia+ ANB-WHO-1S5+

tAY-—-A--CORPORATION7——ASSOCIAPIONy ~PARTNERSHIP ; -OR-8FTHER

BHSINESS—-ORGANIZAPION-WEIPH-ASSHEPS-IN-ENCESS-OP-$25070007-8R

+B3y-——IP-PHE-BUSEINESS-ORGANIZAFPION-DOBS-NOP--HAVE--ASSETS

EIN--EXCBSS~--0F--$25878088 7 —A-—NATURAL--PERSON--WITH--PREMARY

OWNERSHIP-IN-FHE-BUSINESS-ORGANIBAPION

tay-—a--—corporatrony-—asssciationy-partnershipy;-eor-other
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basiness-organtzation-with-assets—in-excess-of-$2597000;—or
tby-~if-the-business-organization-does-not——have—-assets

in——excess-——of--5250;000;-—a--naturai--person—-—with——-primarcy

ownership-in-the—business—organization.

(17) "State waters" means any body of water, either
surface or underground.

(18) "Waste" means:

{a) physical waste, as that term is generally
understood in the oil and gas industry:

{b)y the inefficient, excessive, or improper use of or
the unnecessary dissipation of reservoir energy:;

(¢) the location, spacing, drilling, equipping,
operating, or producing of any 0il or gas well or wells in a
manner which causes or tends to cause reduction in the
quantity of o0il or gas ultimately recoverable from a pool
under prudent and proper operations or which causes or tends
to cause unnecessary or excessive surface loss or
destruction of ©il or gas; and

{d} the inefficient storing of oil or gas. (The
production of 0il or gas from any pool or by any well to the
full extent that the well or pool can be produced in
accordance with methods designed <to result in maximum

ultimate recovery, as determined by the board, is not waste

within the meaning of this definition.)"

Section 2. Section 82-11-103, MCA, is amended to read:

-6~ SBE 18
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"B2-11-103. Lands subject to law. This chapter applies
to all 1lands in the state lawfully subject to its taxation

and police powers, including all state-owned lands. It

applies to lands of the United States or to lands subject to
the jurisdiction of the United States onrly to the extent
that control and supervision of conservation cof cil and gas
by the United States on its lands fails to effect the intent
and purposes of this chapter and otherwise applies to those
lands to sueh the extent as that any officer of the United
States having jurisdiction or his duly authorized
representative approves any of the provisions of this
chapter or an order of the board whies that affects those
lande. This chapter also applies to any lands committed to a
unit agreement approved by the secretary of the interior or
his duly authorized representative, except that the board
may, with respect to those unit agreements, suspend the
application of this chapter or any part of this chapter so
long as the conservation of oil and gas and the prevention
of waste as provided in this chapter is accomplished under
the unit agreements. The suspension does not relieve an
operator or owner from making such reports as that may be
required by the board with respect to operations and
production under the unit agreement, and the suspension does
not relieve an operator or owner from the payment of taxes

on his oil and gas production or payment for permit fees as

—-7- SB 18
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required by this chapter."

SECTION 3. SECTION 82-11-104, MCA, IS AMENDED TO READ:

"82-11-104. Construction -- no conflict with board of
land commissioners®' authority. MHNothing--herein--contained

shat} No provision of this chapter may be construed +to

conflict with 77-3-430, granting the board of land
commissioners the authority to enter into pooling and
unitization agreements for the production of 0il or gas with

others, provided that state lands are subject to the

provisions of this chapter concerning spacing and statutory

pocling and unitization in the ahsence of wvoluntary pooling

and unitization agreements."

Section 4. section 82-11-161, MCA, is amended to read:

"82-11-161. ©Oil and gas production damage mitigation
account -—- statutory appropriation. (1) There is an ©il and
gas production damage mitigation account within the state
special revenue fund established in 17-2-102. The oil and
gas production damage mitigation account is controlled by
the board.

(2) On July 1, 1991, and at the beginning of each
succeeding biennium, there must be allocated to the oil and
gas production damage mitigation account $50,000 from the
interest income of the resource indemnity trust fund, except
if at the beginning of a biennium the unobligated cash

balance in the o0il and gas production damage mitigation

—-8— SB 18
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account:

{a) edquals or exceeds $200,000, no allocation will be
made; or

{b) 1is 1less than $200,000, then an amount less than or
equal to the difference between the unobligated cash balance
and $200,000, but not more than $50,000, must be allocated
to the oil and gas production damage mitigation account from
the interest income of the resource indemnity trust fund.

{3) In addition to the allocation provided in
subsection (2), there must be deposited in the ©0il and gas
production damage mitigation account:

{ay all funds received by the board pursuant to
82-11-136; and

(b} all fees received by the beoard from owners of
producing wells pursuant to 82-11-162.

(4) If a sufficient balance exists in the account,
funds are statutorily appropriated, as provided in 17-7-502,
from the 0il and gas production damage mitigation account,
upon the authorization of the board, to pay the reasonable

costs of properly plugging a well and either reclaiming or

restoring, or both, a 4d4rill site or other DRILLING COR

PRODUCING area damaged by oil and gas operations if the

board determines that the well, sump, or hole, drill site,

or DRILLING OR PRODUCING area has been abandoned and the

responsible person cannot be identified or located or if the

~-g- 5B 18
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responsible person dses-mnet-have-sufficient-funda-to-pay-tche

eosts fails or refuses to properly plug, reclaim, or restore

the well, drill site, or DRILLING OR PRODUCING area within a

reascnable time after demand by the board. The responsible

person shall, however, pay c¢osts to the extent of his
available resources and is subsequently 1liable to fully
reimburse the account or is subject t¢ a lien on property as
provided in 82-11-164 for costs expended from the account to

properly plug, reclaim, or restore the well, drill site, or

DRILLING OR PRODUCING area and to mitigate any damage caunsed

by-the-weit for which he is responsible.

(S5) Interest from funds in the oil and gas production
damage mitigation account accrues to that account.

{6) The board shall submit to the legislature at the
beginning of each regular session a complete financial
report on the o0il and gas preoduction damage mitigation
account, including a description of all expenditures made
since the preceding report."

Section 5. section 82-11-164, MCA, is amended to read:

"82-11-164, Lien created. (1) The oil and gas
production damage mitigation account has a lien in the
amount of the expenditure from the account under
82-11-161(4), plus interest accrued at the rate of 10% a
year, against all real and perscnal property in this state

owned by=
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ta¥ the responsible persony~-—tf---that--peregen—-—is
subsequentiy-itdentified-or-iocated; or

+b¥ in which the responsible persony-if-that-person-—-is
known-bBut-esannot-or-witi-net—£fuliy-reimburse~the-ait-and-gas
production-damage-mirigation-aesesunt has an interest.

{2) The lien created under subsection (1) must be filed
in the office of the secretary of state and must attach ta
all real or personal property of the responsible person.

{3} & lien created by this section is valid until paid
in full or otherwise discharged. The lien must be foreclosed
in accordance with applicable laws governing foreclosure of
mertgages—and liens.™

NEW SECTION. Section 6. saving clause. [This act] does
not atfect rights and duties that matured, penalties that
were incurred, or proceedings that were begun before {the
effective date of this actl.

-End-
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