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A BELL FUR AN ACT ENTITLED: ®aAN ACT TO DEFINE THE TERM
BENHANCED RECOVERY"; TO SUBSTITUTE THE TERM “ENHANCED
RECOVERY®  FOR THE TERMS ®PRESSURE MAINTENANCE™ AND
"SECONDARY RECOVERY™; AND TO PROVIDE FOR RECOVERY OF CJSTS
OF AN ENHANCED RECOVERY PRUOGRAM INITIATED SUBSEQUENT TO A
SECIONDARY RECOVERY PROGRAM; AMENDING SELTIONS 60-12&,

60=131lely AND 60-131ea3y ReCaMe 1947."

BE 1T ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

Section le Section 60-126y ReCeMe 1947y is amended to
read as follows:

"50-1256. Definitionse As used in this chapters unless
the context raquires otherwise:

(1) “waste"™ means: {i) physical wastes as that term is

Jenerally understood in the 0il and gas industry; (2} the
inafficiente excessiver or improper use ofs or the
unnecessary dissipation of reservoir enargy; {3) the
locationy spacings arillinge equippings operating or

producing of any oil or gas well or wells in a manner which
causess or tends to causes reduction in the quantity of oil
or 3as ultimately recoverable from & pocl under prudent and

proper operationss or which causes or tends to cause
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unnecessary or excessive surface loss oé destruction of 0il
or gas; ands {#] the inefficient storing of o0il or gas. The
production of oil or gas from any pool or by any well to the
full extant that the well or pool can be produced in
accordance with methods designed to result in maximum
ultimate recoverys as determined by the boardy is not waste
within the meaninj of this definitione

{2} THoard” means the board of oil .and gas
conservation provideo for in section 82A-1508.

{3) “Person™ means any natural persongs corporation;
associationy partnershnips receivery trusteey executory
administratarsy guardiany fiduciarys or other representative
of any kinde and includes any agency or instrumentality of
the state or any dovernmental subdivision thereofa.

{4) ™0il" means crude petroleum oil and other
hydrocarbons regardless of gravity which are produced at the
wellhead in ligquiag form by ordinary production methodss and
which are not the result of condensation of gas before or
after it leaves the reservoire.

(S) "™was™ means all natura) gases and all other fluid
hydrocarbons as produced at the wellhead anc noi defined as
0il! in subsection (4} of this sectiones

{6) "Pcol™ means an underground reservoir containing &
common accumulation of oil or gas or both; each zone of a

structure which is completely separated from any other zone

=98/
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in the same structure is a pools as that term is used in
this chapteras

{7} ™Field™ means the general area underlaid by one
t1% or more poolsa

{8) *Jwner™ means the person who has the right to
drill into and produce from a pool and to appropriate the
cil or gas he produces therefrom either for himself or
others or for himself ana otherssy and the term includes 2alt
persons holding such authority by or through hime

Nothing herein contained shall be construed to confilict
with subsection {4) of section 31-1702+ granting the state

board of land commissioners the authority to enter into

pooling and unitization agreements for the production of oil
or gas with others.

{9) "Producer™ means the owner of a well or wells
capable of producing coil or gas or bothe

(10) *"Department™ means the department of natural
resources and conservation provided for in Title 82A,
chapter 15

{11} "Cnhanced recovery” means the increased recovery
from a pool _achieved by artificial means or by the
axpliceiion of epergy extrinsic to the pooli such artificial
means or apolication includes pressurings cyclings pressure
maintenancgs _or injection into the poel of any substance or

form of energy as is.contemplated in secondary recovery . and
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tertiary Drograms _but _does oot joclude the injection in a
w2ll of a substance or form of energy for the sole purpose
of __aidipng in _the lifting of fluids in__ihe _well _or
stimulating of the resevoir at oy near the well by
mechanicoaly chemicals thermals or explosive mcanse™

Section 2. Section 60~13lels RelaMa 1947+ is amended
to reiad as follows:

"50-13le.1e Uperation of pool as unit —-- board to nola
hearing -— noticee. {1} The boards upon the application of
persons owning leasehold interests underlying sixty per cent
{60%) of the surface within the delineated areas shall hold
a bhearing to consider the need for the operation as a unit
of one (1) or more pools or parts thereof in a fieldy for
pressure—maintenance—eor—secondary-recovery ephanced recovery
purposes as to oil or o0il and gass to increass ultimate
recoverys or to prevent waste of gas from pools or portions
of pools whara gas only is produceds

(2) At least sixty (60) days prior to applicationy the
applicant snalls by revgistared or certified maily notify all
known persons owning an interest in the oil and gas within
the proposed unit area as disclosed hy the recards of the
county or counties in which th2 proposed unit ar=a is
situateds at that person®s last known addressy of the
applicant®s intention to make the applications At the same

time producers shall be furnished with a plan of unit
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operationse. Upon written regquest of an operator of a lease
which is in whole or in part within the confines of the
nroposed delineated areay the applicant shall furnish the
operator with copies of any exhibits to be submitted to the
board at the time of hearings”™

Section 3s Section 60-131.3y Rel.Me 1947+ is amended
to read as follows:

®60-131e3s Terms and conditions of order -
raquirements. The order shall be upon terms and conditions
that are just and recasonable and shall prescribe a plan for
unit operations that shall include:

{1) A description of the pool or pools or parts

thereof to be so operateds termed the unit areas but only so
much of a pool as has reasonably been defined and determined
by dritlingy operations to be productive of cil or gas may be
included within the unit area. If the unit is formed salely
for production of gasy a spacing unit on which is located a
w211 producing or capable of producing gas on March le 1971y
may not be included in the unit area without the written
consent of the majority in interest of the working interest
owners of the spacing unit and well.

{2} A statement of the nature and purpose of the plan
and operations contemplateds together with a copy of th=2
oroposed unit aureement and unit operating agreement.

{(3) A plan for allocating to each tract in the unit
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area its fair share of the ¢il and gas produced fromn the
unit area and not reguired or consumed in the ceonduct of the
operation of the unit areca or unavoidably loste A o»nlan may
not be approved by the board until it has considered the
relative value that the share of production bears to the
relative wvalue of all of the separately owned tracts in the
unit areae exclusive of physical equipment utilized in wunit
operationse In considering this relative values the bpoard
shall weigh the economic value of the gas to all persons
affected as compared to the economic value of the cil to all
persons affecteds

(4) A provision for the credits and charges to be made
in the adjustment among the owners in the unit area for
their respective investments in wells, tanksey pumpse
machineryy materialsy and equipment contributed to the unit
operationse

{5) A provision providing how the costs of unit
oparationses including overhead and capital investmantsy
shall be determined and charged to the separately owned
tractsy including a provision for carrying or otherwise
financing any owner who h:s not executed the proposed unit
operating agreement and who elects to be carried or
otherwise financeds allowing an interest charge of the then
current prime rate plus two per c2nt (2%) for the services

Recovery of the money advanceds plus interesty shall be

——
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limited tosr and only shall be recoverable fromy the owners®
share of productione. The recovery snhall be as follows:

{a) {1) 1In the case of a field producini oile or oil
and gase during the period of depletion of the remaining
estimated primary reserves from the unite only from the
production that s in excess of the owners*' average actual
rate cof production during the eighteen {18} months
immediately preceding the effective date of the unite For
purposes of this subsectians the term "primary reserves™
means the oil or gas which would be produced from the
unitized pool or pools or as a result of the natural energy
therein and without the introduction of a-seconsary an
enhanced recovery programs

{2) During the period subsequent to the depletion of
the remaining estimated primary reserves from the unity from
one hundred per cent (100%) of the ownars*® share of
productions

(b} In the case of a field producing only gass the
recovery shall oe from one hundred per cant (100%) of the
owners' share of productions

{c} _In the case of any gnhanced recovery grogram _that
is jipnitiated subsequent 1o o secondary recovery programs the
recovery shall be from «75% of _the owners® _sharz _of
productions

(6) A provision for the supervision and conduct of the
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unit operationsy in respect to which each owner shalil have a
vote witn a value corresponding to the percentage of the
costs of unit operations chargeable against the interast of
the ownere

(7)) A provision whereby the unit operatory after
havina operated for a minimum period of two (2) yzarses can
be challenged by any other owner in the wunite and the
challenging owner may succeed to the unit operations upon a
showing that: (a) he can operate more efficiently and
economically than the present operator; (b) he is qualtified
and financially responsible; {c) a8 wmajority of the other
ownerss bDoth in number and in percentage and exclusive of
the challenged operators approved the challenging owner
becoming wunit operator; ands (d) the challenged operatoer
does not initiate the conditions of operations of the
challenging owner within sixty (60) days of the challangea
operator®s receipt of the conditions of operationss

{&} The time when the unit operations shall commances
and the manner in whichs and the circumstances under whichs
the unit operations shall terminate; and

{?} Such additional provisions that ara2 found tc b=
apprepriate for carrying on unit operations and for the
protecticon and adjustment of correlative rights."

-End-
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In compliance with a written request received February 21 ,19 17
for . Senate Bill 111 __

, there is hereby sibmitted a Fiscal Note
oo —.. PUrsuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth . egislative Assembly.
Background information used in developing this Fiscal Note is available from the Office of Budget and Progras.

anning, to members
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DESCRIPTION OF PROPOSED LEGISLATION:

Senate Bill 111 defines certain terms relative to the production and ekploration of oil and gas.
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None. Senate Bill 111 defines terms and recovery of costs of an enhanced recovery program and has no effect on revenues
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Approved by Committee
on Business and Industry

SENATE BILL NO. 111

INTRODUCED BY MATHERS, TOENAGE

A BILL FOR AN ACT ERTITLED: ™aX ACT TO DEFINE THE TERM
MENHANCETD RECOVERY™; T0O SOBSTITUTE TEE TERN "ENBANCED
RECOVERY" FOR THE TERMS "PRESSURE MATINTENANCE® AND
“SECONDARY S8FCOVERY"; AXND TC BRCVIDE FOB RECOVERY OF COSTS
OF AR ENHANCEL BECOVERY PROGRAM INITIATED SUBSEQUERT TO A
SECONDARY RECOVERY PROGRA¥; AMNFNDING SECTICES 60-126,

60-13t.1, AND 60-131.3, R.C.M. 1947."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTABA:

Section 1. Section 60-126, R.C.H. 1947, is amended to
read as follows:

"60-126. Definitions., As used in this chagpter, unless
the cortext requires ctherwise:

{1) "Waste"™ means: (1) ghysical vaste, as that tera is
generally urderstood in the oil and gas industry; (2} the
inefficient, excessive, or improger use of, or the
asnnecessary dissipation of —teservoir energy; 3 the
location, spacing, driiling, equipping, operating ot
producing of any oil or gas well or wells in a manner which
causes, or tends tc cause, reduction in the quantity of cil
or gas ultimately recoveraple fros a pool wnder prudent and

prcper operations, or which canses or tends t¢ cause
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unnecessary or excessive surface loss cor destruction of oil
or dgdas; and, (O) the inefficienmt storing of o0il or gas. The
production of o0il or gas from aay pocl or by any well teo the
full extent that the well or pool can be produced in
accordance with wsmethods designed to result in maximus
ultisate recovery, as determined by the bocard, is nct waste
withip the meaning of this definition,

{2}y *"Bcard" Reans the board of oil and gas
conservation provided for in section 82a-1508,

{3 "Person™ means any natural person, corporation,
association, partpership, receiver, trustee, executor,
adainistrator, guardian, fiduciary, or other representative
of any kind, and includes any agency or instrumentality of
the state or any governmental subdivision thereof.

(4) "0il® means crude petroleus oil and other
kydrocarbens regardless of gravity which are produced at the
wellhead in liquid fors by ordinary production methcds, and
wbich are not the result cf condensation of gas before or
after it leaves the reservoir.

{5} "Gas"™ wmeans all natural gases and all other fleid
hydrocarbons as produced at the wellhead and not defined as
oil in subsection (#) of this section.

{6} "Pocol® aeans an underground reservoir containing a
cospon accumulation of o©0il o1 gas or hoth; each zone of a

structure which is cowpletely separated from any cther zone

-2 SB 111
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in the same structure is a pool, as that term is used in
this chapter.

{7) T"Field™ aeans the general area underlaid by eae
41} or more pools.

{8) ™Ovner™ wseans the person who bhas the right to
drill into and produce froe a pool and to appropriate the
oil or gas he produces therefrom either for himself or
others or for himself and others, and the term includes all
persons holding such authority by or thrcugh hiwm.

¥othing herein contained shall be comstrued to conflict
with subsection (4) of section 81-1702, grantibg the state
board of land comaissioners the authority tc enter inte
pooling and unitizaticn agreements for the production of oil
or gas with others.

{9) "Producer"™ wmeans thke owner of a well cr wells
capable of producing oil or gas or both.

{10) "Department™ =means the department of natweral
resources and conservation provided for in Title 82a,

chapter 15.

{11} "Ephanced gpecovery"_seamns_the_ _jncreased _recovegry

from a__pool achieved _by _artificial mseans__cor__by _the

application of eperqgy_extrinsic to the pool; such artificial
means _or_application iocludes_pressuring, cycling, _fressure

maiptenance, or injection intoc the pool of any substance or

form of epergy_as_is_contemplated ip seccndary recovery__and
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tertiary programs_ _but _does pot include the injection in a

vell of a substance or form of energy for the__scle _fpurgcse

of aiding_ _in_ the 1iftipng of fluids__in _the _well _or

stimulating of the_ resevegir at or near the well by

mechanical, chemical, thermal, or explosive _geans,"
Section 2. Section 60-131,1, R.C.N. 1947, is amended

to read as follows:

"60-131.1, oOperation of pool as unit — board to hold
hearing -— opotice. (1) The board, upon the application of
persons owning leasehold interests underlying sixty per cent
(60%) of the surface within the delineated area, shall hold
a hearing to consider the need for the operation as a unit
of one {1) or more pools cr parts thereof in a field, for

PEOSINES—RAiBteRaRSe—oE—Secondary—Fecovery ephanced recovery

purposes as to o0il or o¢il and gas, to increase ultisate

recovery, ©or to prevent waste of gas from pools or crortioas
of pools where gas only is produced.

{2) At least sizty (60) days prior to application, the
applicant shall, by registered or certified mail, notify all
known persons owning an interest in the cil and gas within
the proposed unit area as disclosed by the records cf the
county or counties in which the proposed wunit area is

sitanated, at that person's last known address, of the

" applicant's intention to make the application. At the same

time producers shall be furnished with a plan of unit

-4 5B 111
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operations. Upon written request of an operator of a lease
which is in whole or in part within the confines of the
proposed delineated area, the applicant shall furanish the
operator with copies cf any exhibits to be submitted tc the
board at the time of hearing.”™

Section 3. Section 60-131.3, R.C.A, 1987, is amended
to reaéd as follows:

"60-131.3. Ternms and conditions of order —
requiresents., The order shall be upon terms and ccnditions
that are just and reasonable and shall prescribe a plan for
unit operations that shall include:

{1) A description of the pool or pools or parts
thereof to be so operated, termed the upit area, but only so
such of a pool as has reasonably been defined and determined
by drilliing operations to be productive cf o0il or gas may be
included within the unit area. If the unit is formed solely
for production of gas, a spacing unit on which is located a
well producing or capable of producing gas om #arch 1, 1971,
may not be included in the urit area without the writter
consent cf the majority in interest of the working interest
cwners of the spacing unit and well,

{2) A statement of the matucre and purpose of the plan
and operaticns contemplated, together with a cory cf the
proposed unit agreesment and unit operating agreement.

(3} & plan for allocating to each tract im the unit
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area its fair share of the oil and gas produced frce the
unit area ard not reguired or consused in the conduct of the
operation of the unit area or unavoidably lost. A plan may
not be approved by the board umtil it bhas considered the
relative value that the share of production bears to the
relative value of all of the separately owned tracts in the
anit area, exclusive of physical eguipwent utilized in unit
operations. In considering this relative value, the board
shall weigh the economic value of the gas +to all persons
affected as compared to the ecomomic value of the o0il to all
persons affected.

{4) A provision for the credits and charges tc ke made
in the adjustsent among the owners in the unit area for
their respective investmests in 1wells, tanks, pusps,
machinery, ematerials, and equipment contributed to the unit
operations.

(5) A provision providing how the costs c¢f unit
operations, including overhead and capital investments,
shall be determined and charged to the separately owned
tracts, including a rrovision for carrying or ctherwise
financirg any owner who has not executed the proposed unit
operating agreement and who elects toc be carried or
othervise financed, allowing an interest charge of the then
cerrent prime rate plus two per cent (2%) for the service.

Recovery of the money advanced, plus interest, shall te

—-6— SB 111t
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limited to, and only shall te recoverable from, the cwners'
share of production, The reccovery shall be as follows:

{2} (1) 1In the case of a field producing o0il, or oil
arnd gas, during the period of depleticn of the remaining
estisated primsary reserves from the unit, 'only from the
production that is in excess of the owners*® average actual
rate of production during the eighteen {18) aonths
immediately preceding the effective date of the unpit. For
purposes of this subsection, the term ™primary reserves"
means the o0il or gas which would be produced from the
unitized pool or pocls eF as a result of the natural energy
therein and without the introducticn of a—secemdasy an
enhanced recovery progras.

{2} During the period subseguent to the depletion of
the remaining estimated primary reserves from the unit, fros
one hundred per cent (100%) of the cwners' share of
production.

{t) In the case of a field producing omly gas, the
recovery shall be froe one hundred per ceut (100%) of the
owners® share of production.

{c} In_the case of any _enbapced reccovery program__that

is initiated subsequent to a secondary recovery proqrasm, the

recovery _shall be from 75%__of the _owners' _share__of

prodaction,

{6) A provision for the supervisicp and conduct of the

-71- 5B 111

18
19
20
21
22

23

SE 0111/02

unpit operaticns, in resgect tc which each owner shall have a
vote with a value corresponding tc the [ercentage of the
costs of upit cperations chargeable against the interest of
the owner.

{7) A vprovision whereby +the unit operater, after
having operated for a minimus period of two (2) years, canm
be challenged by any other owner in the wunit, and the
challenging cwner may suacceed to the unit operations ugon a
showing that: (a) he can operate wmore efficiently and
econcmically than the present operator; (b) he is gualified
and financially responsible; (c) a majority of the other
owners, both in numsber and in percentage and exclusive of
the challenged ocperator, approved the challenging cwner
becoaing unit operator; and, {4) the challemged operator
does not initiate the conditions of operaticns of the
challenging owner within sixty (60) days of the challenged
operator's receipt of the conditions of operations.

{8) The time when the unit operations shall ccamence,
and the panner in which, and the circumstances under which,
the unit operations shall terminate; and

{9) Such additional provisions that are found to bhe
appropriate for carrying om unit operations and for the
protection and adjustsent of correlative rights."”

—Enpd—-

—B- sB 111
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SENATE BILL NO. 111

INTRODUCED BY MATHERS, TURNAGE

A BILL FOR AN ACT ENWNTITLED: ™aN ACT TO DEFINE THE TERM
WENAAKCED RECOVERY"™; TC SUBSTITUTE TEE TERM T“ENHANCED
RECCVERY" FOR THE TERMS NPRESSURE MAINTENANCE" AND
"SECCNDARY RFCOVFRY"; AND TC PRCYIDE FOB EECOVERY OF COSTS
OF AN ENHARCET RECOVERY PROGRAM IXITIATERP SUBSEQUERT TO 3
SECONTDARY RECOVERY PROGRAM; ANENDING SECTICNS 60-126,

60—131,1, AND 60-131,3, R.C.NM. 1947."

BE IT ENACTED BY THE LEGISIATURE OF THE STATE OF MOETANA:

Section 1. Section 60-126, B.C.H. 19547, is amended to
read as follows:

m50—-126. Definitions. As used in this chapter, unless
the coptext requires ctherwise:

{1) "wWaste" means: (1) physical waste, as that tera is
generally understood in the oil and gas ipdostry; (2) the
inefficient, excessive, or improper use of, or the
unpecessary dissipation of reservoir energy: (3 the
location, spacing, drilling, eguipping, operating or
producing of any oil or gas well or wells in a manner which
canses, or tends to cause, reduction ia the guantity of cil
or gas ultimately recoverable from a pocl under prudent and

preper cperations, or which cawvses or tends tc cause
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unnecessary or excessive surface loss or destruction of oi;
or gas; and, (4) the inefficient storing of oil or gas. The
production of o0il or gas froam any pool or by any well to the
full extent that the well or pool can be produced in
accordance with wmethods designed to result in maxisum
nltisate recovery, as determined by the board, is nct waste
within the meaning of this definition.

{2} "Boargd"® means the board of 0il amd gas
conservation provided for in sectiom 82A-1508.

{3) "Person"™ means any natural person, corporation,
association, partrership, receiver, trustee, executor,
administrator, guardian, fiduciary, or other representative
of any kind, and includes any ageancy or instrumentality of
the state or any governmental ssbdivision thereof.

(4) 7T0il" wmeans crude petroleum oil and other
hydrocarbons regardless of gravity which are produced at the
wellhead in liquid forw by ordinary prcduction methcds, and
vhich are not the result of condemsation of gas before or
after it leaves the reservoir.

(5} "Gas" mwmeans all natural gases and all cther fluid
hydrocarbons as produced at the wellhead and nct defiped as
cil in subsection (4} of this section.

{6) "Pool" means an underground reservoir containing a
common accusulation of oil or gas or both; each zone of a

structure which is congpletely separated from any cther zomne

-2~ SB 111
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in the same structure is a pool, as that term is used in
this chapter.

{7} *"Field™ means the general area wunderlaid by esae
413 or more pools.

(8) "Owner® means the person who hLas the right to
drill into and produce from a pool amd tc¢ appropriate the
0il or gas he produces therefrom either for hieself orx
others or for himself and others, and the term includes all
persons holding such authority by or thrcugh his.

Nothing herein contained shall be construed to conflict
with subsection (4) of section 81-1702, granting the state
board of land commissioners the authority tc enter into
pooling and unitization agreements for the production of oil
or gas with others.

{(9) *"pProducer™ =means the owner of a well cr wells
capable of producing oil or gas or both.

{10) Tpepartment™ means the department of natural
resources and conservation provided for in Title 824,
chapter 15.

{11} mEnhapced pecovery® meamns_the increased _recovery

from a__pool achiewed _by artificial means__or__by__the

application of epergy extrinsic to the pool; such artificial

means_or_application_includes pressuring, cycling, _jiressure

raintepance, _or injectigp into the pocl of any substance_or

form of epergy as_is contesplated in seccndary recovery_ _and

-3- SB 111
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tertiary_  programs bat does pot include the injection_ip_a

v¥ell of a substance or form of enmergy for the _scle _cuULfcse

of aidjma__in_ the 1lifting of flujids_ _in _the _welli_ _or

stimulating _of _the resevoir at or near _the _wsell by

mechanical, chemical, thermal, or explosive geaps."
Section 2. Section 60-131,1, R.C.M, 1947, is amended

to read as follows:

"60-131, 1, Operation of pool as unit — board to hold
hearing - @Dpotice. (1} The board, upon the application of
persons owning leasehold interests underlying sixty per cent
{60%) of tbe surface within the delineated area, shall hold
a hearing to consider the need for the operationr as a unit
of one (1) or more pocls cr parts thereof in a field, for
PEGESUFe-saintepaace-oE—Secondary-Fredovery enhanced recovery
purposes as to oil or oil and gas, to increase vltiamate
recovery, or tc prevent waste of gas from pools or fporticns
of pools where gas only is produced.

(2) At least sixty (60) days prior to agplication, the
applicant shall, by registered or certified mail, neotify all
known perscns owning an interest in the cil and gas within
the proposed unit area as disclosed by the «records cf the
county or counties ir which the proposed unit area is

situated, at that person’s last known address, of the

- applicant's intention to make the applicaticn. At the same

time producers shall be furnished witk a plan of anit
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operations. Upon writtenm request of am operator of a lease
which is in whole or im part within the confines of the
propesed delineated area, the applicant shall furnish the
operator withk copies of any exhibits to be subsitted tc the
board at the time of hearing.™

Section 3., Section 60-131.3, =R.C.M. 1947, is amended
to read as follows:

"60-131.3. Terams and conditicons of order _—
requirements. The order shall be upon terms and copditions
that are just and reasonable and shall prescribe a plan for
unit operations that shall include:

{1 A description of the pool or pools or parts
thereof to be so operated, tersed the unit area, but only so
much of a pool as has reasonably been defined and determined
by drilling cperations to be productive of oil or gas may be
included withino the unit area. If the unit is forsed solely
for production of gas, a spacing unit om wvhich is located a
vell producing or capable of producing gas oo March 1, 1971,
may not he included in the unit area without the written
consent cf the majority in interest of the working interest
owners of the spacing unit and well,

[{2) A stateaent of the nature and purpose of the plan
and operaticns contemplated, together with a copy cf the
proposed unit agreewment and unit operating agreeaent.

{3} A plan for allocating to each tract ip the urnit
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area 1its fair share of the o0il and gas produced frcs the
unit area and not reguired or consumed in the conduct of the
operation of the unit area or unavoidably lost., A plan may
not be approved by the board until it has considered the
relative valve that the share of production bears to the
relative value of all of the separately owned tracts in the
unit area, exclusive of physical eguipment utilized in unit
operations. In considering this relative wvalue, the board
shall weigh the economic valuae of the gas to all persons
affected as compared to the ecomomic value of the o0il to all
persons affected.

{4} A provision for the credits and charges tc be made
in the adjustment among the owners in the unit area for
their respective investaents in wells, tanks, pPusps,
sachinery, wmaterials, and equipment contributed to the unit
operations.

{5) A& provision providing how the costs c¢f unit
operations, including overhead and capital investsents,
shall be determined and charged to the separately owned
tracts, including a vprovision for carrying or otherwsise
financing any owner who has aot executed the gproposed umpit
cperating agreement and who elects to be carried or
otherwise financed, allowing an interest charge of the then
current prime rate plus two per cent (2%) for the service.

Recovery cof the money advanced, plus interest, shall te
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limjted to, and only shall te recoverable from, the cwners'
share of production. The recovery shall be as follows:

{a} (1) In the case of a field producing oil, or oil
and gas, during the period of depletion of the remaining
estimated prisary reserves from the unit, ‘only froa the
production that is in excess of the owners' average actual
rate c¢f production durimg the eighteen {18) months
illediafely preceding the effective date of the unit. For
purposes of this subsection, the term "“primary reserves"
means the o0il or gas which would be produced from the
unitized pool or pools F as a result of the matural energy
therein and without the introduction of a-eeeendasEy an
eppanced recovery program,

{2) During the periocd subsequent to the depletion of
the remaining estisated primary reserves from the unit, from
one hundred per ceat (100%) of the owners' share of
prodaction.

{b) In the case of a field producing only gas, the
recovery shall be fros one hundred per cent (100%) of the
ocwners*' share of production.

jc} In the case of any_enbanced recovery _program__that

is _jpitiated_subsequent_tc a_secondary recovery_program, the

recovery _shall be froem 75%__of_ _the owners!' _share of

production.

{6}) A provision for the supervision and conduct of the
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upit operations, ipn respect tc which each cwaner shall have a
vote with a value corresponding tc the fpercentage of the
costs of unit operations chargeable against the interest of
tbe owner.

{7) A provision whereby the unit operator, after
having operated for a minimus period of two (2) years, can
be challenged by any other owner in the wunit, and the
challenging owner may succeed to the unit coperations ugon a
showing that: {a) he can operate wmore efficiently and
economically than the present operator; (b) he is gualified
and financially responsible; (c) a majority of the other
ovners, both in number and in percentage and exclusive of
the challenged operator, approved the challenging cwaer
becoming unit operator; and, (4) the challemged cperator
does not initiate the conditions of operaticms of the
challenging owner within sixty (60) days of the challenged
operator's receipt of the conditions of cperations.

{8) The time when the unit operations shall ccamence,
and the manner in which, and the circumwstances under which,
the unit operations shall terminate; and

{9) Such additional provisicns that are found to be
appropriate for carrying on wanit operaticns and for the
protection and adjustsent of correlative rights.”

~End—
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HOUSE OF REPRESENTATIVES
March 17, 1977

HOUSE COMMITTEE ON NATURAL RESOURCES AMENDMENTS TO SENATE BILL 111

1. Amend page 7, section 3, line 23.
Following: "owners'"
Insert: "increased"

2. Amend page 7, section 3, line 24.

Following: "production”
Insert: "from such subsequent program"

AS AMENDED CONCURRED IN
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SENATE BILL NO. 111

INTRODUCED 3Y MATHERSs TURNAGE

A BILL FOR AN ACT ENTITLED: AN ACT TO DEFINE THE TERM
“ENHANCZD KECOVERY®; TJ SUBSTITUTE THE TERM “ENHANCED
RECUVLRY™ FOR THE TeRMS “PRESSURE MAINTENANCE™ AND
USELDONUARY RECOVERY™; AND TO PROVIDE FOR RECOVERY OF COSTS
UF AN ENHANCED RECOVERY PROGRAM INITIATED SUBSEQUENT TO A
SECONDARY RECOVERY PROGRAM; AMENDING SECTIONS 60-126y

60-131ely AND 60-131e3s ReleMe 1947.%

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

section L. Section 60-126s ReCeMs 19474 is amended to
read as follows:?

"6(3-126e Definitionse As used in this chapters unless
the context requires otherwise:

{1) ™waste™ means: (1) physical wastey as that term is

generally understood in the oil and gas industry; (2} the

inefficients excessives or improper use ofs or the
unnecessary dissipation of reservoir energy; (H the
locationy spacings dgrillings equippings operating or

producing of any oil or gas well or wells in a manner which
c3usess oOrF tends to causes reduction in the quantity of oil
or fgas ultimately recoverable from a pool under prudent and

proper operationss or which causes oF tends to cause

KEFEREWCE BILL

10
11
12
13
14
15
16
17
18
19
26

21

5t 0111703

unnecessary or excessive surface loss or destruction of oil
or gas; ands (%} the inefficient storing of oil or gase. The
production of o0il 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 recoverys as determined by the boarde is not waste
within the meaning of this definitione

{2) “Board* means the board of oil and gas
conservation provided for in section 82A-1508.

{3) "Person®™ means any natural persons corporations
associations partnershipe receivery trustees executors
administratores guardians fiduciarys or other representative
of any kinde and includes any agency or instrumentality of
the state or any governmental subdivision thereofas

{4) "0il"* wmeans crude petroleum oil and other
hydrocarbons regardless of gravity which are produced at the
wellthzad in liguid form by ordinary production methodse and
which are not the result of condensation of gas before or
after it leaves the resarvoire

{5} ™“Gas" means all natural gases and all other fluid
hydrocarbons as produced at the wellhead and not defined as
o0il in suosection {4} ot this sectione

(6} "“Pool®™ means an underground reservoir containing a
common accumulation of oil or agas or both; each zone of a

structure wnich is completely separated from any other zone

-2 SB 11t
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in tne same structure is a pools as that term is used in
this chaptera

{7) "Field% means the general area underlaid by ene
ti4 or more poolse

(8} “Uwner* means the person who has the right to
drill into and produce from a pool and to appropriate the
oil or gas he produces therefrom either for himself or
others or for himself and otherss and the term includes all
persons holding such authority by or through hime

Nothing herein contained shall be construed to conflict
with subsection ({4) of section 81-1702s granting the state
board of land commissioners the authority to enter into
pooling and unitization agreements for the production of oil
or gas with otherse

{9) “Producer® means the owner of a well or wells
capable of producinog 0il or gas or bothe

{10) ™Departmant® means the department of natural
resources and conservation provided for in Title B2As
chapter 15.

{il) “Ephanced recovery® means the increased recovery
from __a_ _pool _achjeved by artificial meaps or by the
application of energy extrinsic to the pool; such artificial
Beans _or application includes pressurings cyclings _pressure
#aiotepances  _Or injection into the pool of any substance or

form ar _epergy as is contemplated in secondary recovery and

—3— S5 111
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xertiary programs but does pot include the injection in a
well of a_substance or form of energy for the sole purpose
of __aiding._in the lifting of fluids in the well or
stimulationg. of . the resevoir . at or .near ihe well Dy
mecnanicals chemicale thermale Or explosive means.”

Section 2. Section 50-13lels RaleMa 19474 is amended
to reag as follows:

“60-131lele DOperation of pool as unit —— board to hold
hearing -- noticees {1} The boards upon the application of
persons owning leasazfidld interests underlying sixty per cent
{60X) of the surface within the delineated areas shall hold
@ hearing to consider the need for the operation as a unit
of one (1) or more pools or parts thereof in a fialde for
pressure—-maintenance—or-secondary-recovery gpnhanced recovery
purposes as to o0il or o0il and gase to increase ultimate
recovarys or to prevent waste of gas from pools or portions
of podls where gas only is producede.

(2) At least sixty (60) days prior to applications the
applicant shalle by registered or certified maily notify all
knownt persons owning an interest in the oil and gas within
the proposed urnit area as disclosed by the records of the
county or counties in which the proposed unit area is
situateds at that person®s last known addresss of the
anplizant®s intention to make the application. At the same

time droducers shall be furnished with a plan of unit
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operationse Upon written request of an operator of a lease
which is in whole or in part within the confines of the
proposed delineated areas the applicant shall furnish the
operator with copies of any exhibits to be submitted to the
board at the time of hearingje®

section 3. Section 60-131e3y ReleMe 1947y is amended
to read as follows:

“60—-131e3. Terms and conditions of order -—
requirementss The order shall be upon terms and conditions
that are just and reasonaple and shall prescribe a plan for
unit operations that shall include:

{1} A description of the pool or pools or parts
thereof to be so operated, termed the unit areas but only so
much of a pool as has reascnably been defined and detersmined
by drilling operations to be productive of oil or gas may be
incluJed within the unit areas. If the unit is formed solely
for oroduction of gasy a spacing unit on which is located a
well producing or capable of producing gas on March l» 1971
may not be included in the unit area without the written
consent of the majority in interest of the working ihterest
owners of the spacing unit and well.

(2) A statement of the nature and purpose of the plan
and operations contemplateds together with a copy of the
proposed unit agreement and unit operating agreement.

{3) A plan for allocating to each tract in the unit
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area its fair share of the oil and gas produced from the
unit ar=2a and not required or consumed in the conduct of the
operation of the unit area or unavoidably lost« A plan wmay
not be approved by the board until it has considered the
relative value that the share of production bears to the
relative value of all of the separately owned tracts in the
unit areas exclusive of physical equipment utilized in unit
operationse In considering this relative values the board
snall weigh the economic value of the gas to all persons
affected as compared to the economic value of the cil to all
persons aftected.

{4) A provision for the credits and charges to be made
in tne adjustment among the owners in the unit area for
their respective investments in welisy tankse pumps s
machinerys materialss and equipment contributed to the unit
operationse

{5) A provision providing how the costs of unit
operationse including overhead and capital investmentsey
shall e determined and charged to the separately owned
tractsy including a provision for carryinag or otherwise
financing any ownar wno has not executed the proposed wunit
operatiang agreement and who elects to be carried or
otharwise financeds allowing an interest charge of the then
current prime rate plus two per cent (2%) for the services

Recovery of the money 3dvanceds plus interests shall be
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limit2ad tos and only shall be recoverable froms the owners®
snare of productione The recovery shall be as follows:

(@) (1) 1n the case of a field producing oiles or oil
and Jasy during the period of depletion of the remaining
estimated primary reserves from the unite only from the
production that is in excess of the owners' average actual
rate of production during the eighteen (18) months
immediately preceding the effective date of the unite For
purposes of this subsections the term Mprimary reserves"
means the o0il or gas which would be produced from the
unitized pool or pools er as a result of the natural energy
therein and without the introduction of e-secondery ap
enhanced recovery programe

{2) ODuring the period subseguent to the depletion of
the remaining estimated primary reserves from the units from
one hundred per cent (100%) of the owners* share of
productione

{b) 1In the case of a field producina only gass the
recovary shall be from one hundred per cent (100%) of the
owners® share of production.

{c) in the case of any enhapced recovery progran _that
is ipitiated subsequent to a_secondary recovery programs the
recovary shall  be frome 753 of the owners® INCREASED share
Qf production FRCGH SUCLH SUSSEQUENT PROGRAH.

{6) A provision tor the supervision and conduct of the
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unit operationss in respect to which each owner shall have a
vote with a value correspanding to the percentage of the
cgosts of unit operations chargeable against the interest of
the ownere

{7) A provision whereby the unit operatory after
having operated Ffor a minimum period of two (2) yearss can
be chailenged by any other owner in the unity and the
challenging owner may succeed to the unit operations upon a
showing that: {a} he can operate more efficiently and
economically than th: present operator; (b} he is qualified
and financially responsible; (c} a majority of the other
ownerss both in number and in percentage and exclusive of
the challenged operators approved the challenging owner
becoming unit operator; ands (d) the chalienged operator
does not initiate the conditions of operations of the
challanging owner within sixty (60) days of the challenged
operator's receipt of the conditions of operationse

{8) The time when the unit operations shall commences
and the manner in whiche and the circumstances under whichs
the unit operations shall terminate; and

{9) Such additional provisions that are found to be
approoriate for carrying on wunit operations and for the
protection and adjustment of correlative rights."

—-End-
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