
HOUSE BILL NO. 133 

INTRODUCED BY HAYNE, IVERSON, D. BROWN, GILBERT, KEATING, 
REHBERG, GAGE, MEYER, ABRAMS, TVEIT, GERVAIS 

JANUARY 12, 1989 

JANUARY 17, 1989 

JANUARY 30, 1989 

JANUARY 31, 1989 

FEBRUARY 1, 1989 

FEBRUARY 2, 1989 

FEBRUARY 3, 1989 

FEBRUARY 4, 1989 

FEBRUARY 6, 1989 

MARCH 4, 1989 

MARCH 6, 1989 

IN THE HOUSE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON NATURAL RESOURCES. 

FIRST READING. 

ON MOTION BY CHIEF SPONSOR, 
REPRESENTATIVES IVERSON, D. BROWN, 
GILBERT, REHBERG AND GERVAIS; AND 
SENATORS KEATING, GAGE, MEYER, ABRAMS, 
AND TVEIT ADDED AS SPONSORS. 

COMMITTEE RECOMMEND BILL 
DO-PASS AS AMENDED. REPORT ADOPTED. 

PRINTING REPORT. 

PASSED CONSIDERATION FOR THE DAY. 

SE€0ND READING, DO PASS. 

ENGROSSING REPORT. 

THIRD READING, PASSED. 
AYES, 53; NOES, 46. 

TRANSMITTED TO SENATE. 

IN THE SENATE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON NATURAL RESOURCES. 

FIRST READING. 

COMMITTEE RECOMMEND BILL BE 
CONCURRED IN. REPORT ADOPTED. 

SECOND READING, CONCURRED IN. 



MARCH 8, 1989 

MARCH 9, 1989 

THIRD READING, CONCURRED IN. 
AYES, 48; NOES, 1, 

RETURNED TO HOUSE. 

IN THE HOUSE 

RECEIVED FROM SENATE. 

SENT TO ENROLLING. 

REPORTED CORRECTLY ENROLLED. 
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INTRODUCED BY 
,fi::;:g B~L NO. ~ 

A BILL FOR AN ACT ENTITLED: ,.AN ACT GENERALLY REVISING LAWS 

RELATING TO PAYMENT OF RENTALS, DELAY DRILLING PENALTIES, 

COMPENSATORY ROYALTIES, AND ROYALTIES ON STATE OIL AND GAS 

LEASES; ELIMINATING AUTHORITY TO TERMINATE LEASES IN THE 

ABSENCE OF DRILLING OR PAYMENT OF DELAY DRILLING PENALTIES; 

AMENDING SECTIONS 77-3-423, 77-3-425, 77-3-427, 77-3-432, 

AND 77-3-434, MCA; REPEALING SECTION 77-3-424, MCA; AND 

PROVIDING AN EFFECTIVE DATE ... 

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

Section 1. Section 77-3-423, MCA, is amended to read: 

•77-3-423. Annual rental. (1) The annual money rentals 

to be paid to the state for oil and gas leases issued on and 

after July 1, 1975, shall be set by the board but may not be 

less than $1.50 for each acre of land leased. 

(2) In addition to the sum of $1.50 per acre, the 

rental for the first year of the lease shall also include 

any sum in excess of $1.50 per acre offered and accepted for 

the first year's rental. 

(3) This annual rental shall in no case be less than 

$100 a year. 

(4) The first year's rental shall be paid before the 

~ .. ,..,,.,.,woe...,.. 
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LC. 0552/01 

issuance of the lease. The rentals for each subsequent year 

of the lease shall be due and payable before the beginning 

of such subsequent year, and upon failure to make such 

paymentL the lease terminates unless there is a producing 

well on the lease. Rental paid for any year shall be 

credited against any royalty that accrues during that year." 

Section 2. Section 77-3-425, MCA, is amended to read: 

"77-3-425. Dry hole clause. If the first well drilled 

is a dry hole and if a second well is not commenced on the 

land covered by the lease before the next anniversary of the 

lease following the completion of the well, the lease may be 

terminated by the board unless the lessee, on or before such 

anniversary, re~tlme~--~he--paymen~~--of--pena~tie~--in--the 

amottnt~-prov±ded-±n-iT-3-4~4·-~~on--the--re~ttmption--of--~he 

payment-of-~~e"-de~ay-d~i~~inq-penaltie~-and-~he±r-eontintled 

payment,--the--lease--continttes--±n-foree-dttrin9-the-pr±mary 

term-as-tho~gh-there-had-been-no-inter~tlption-tn--the--detay 

dril~ing--pena~ty-payments continues to pay an annual rental 

as set forth in 77-3-423." 

Section 3. Section 77-3-427, MCA, is amended to read: 

•77-3-427. Provision for offset wells -- compensatory 

royalties. (l) Oil and gas leases granted by the state shall 

contain suitable provisions imposing upon all lessees the 

obligation to drill offset wells whereve~ and wheneve~ 

necessary to prevent waste and damage to the property of the 

-2- INTRODUCED BILL 
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state. 

(2) The board may allow the lessee the eptie~--ef 

following options in lieu of drilling an offset well: 

(a) releasing the lands in question; or 

1El paying a compensatory royalty on a nonproducing 

lease ~ft-iietl-ef-dri±±in9-aft-effset-well if it determines 

that such compensatory royalty will fully compensate the 

state for waste and damage to the property of the state. The 

compensatory royalty shall be based upon the estimated 

drainage, as determined by the board, and shall be paid on a 

monthly basis unless circumstances require otherwise." 

Section 4. Section 77-3-432, MCA, is amended to read: 

"77-J-432. Royalty. In every oil and gas lease granted 

by the state under this part and acts amendatory thereto, 

there shall be reserved to the state as consideration 

therefor,--±ft--addi~ien--to--~he--r~neal~--a~---her~±n~@fore 

provid~dr a royalty i~ on all oil and gas produced and saved 

from all lands covered thereby and not used for light, fuel, 

and operation purposes on the leased premises, which shall 

be equivalent to the full market value, as ascertained by 

the board at the date of such lease, of the estate or 

interest of the state in the lands and oil and gas deposits 

disposed of under such lease. Such royalty reservation shall 

be set by the board but may not be less than 12 1/2% on gas 

and not less than 12 1/2% on that portion of the average 
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production of oil or casinghead gasoline for each producing 

well not exceeding 3,000 barrels for the calendar month. The 

state may share the expense of transporting the oil to the 

nearest market on a basis proportional to the state's 

royalty interest in such oil and at a rate per mile 

acceptable to the department." 

Section 5. Sect ion 77-3-434, MCA, is amended to read: 

•77-3-434. Manner of making royalty payment. Stte~ ~ 

lease shall provide for the rendering of payment of ~~e~ !~~ 

royalty on all oil and gas produced and saved and sold or 

used off the premises in the following manner and upon the 

following terms: 

(l) the lessee shall pay to the state in cash, for all 

oil and gas royalty reserved, the posted field price 

existing on the day such oil or gas is run into any pipeline 

or storage tank to the credit of the lessee, plus any bonus 

actually paid or agreed to be paid to the lessee for such 

oil or gasi or 

(2) at the option of the stateL exercised in writing 

by the board not oEeefter more frequently than every 30 days, 

the lessee shall deliver the state's royalty oil or gas £~ee 

o£--co~t--or-ded~e~io~e into the pipeline to which the wells 

of the lessee may be connected or into any storage 

designated by the state and connected with such wells." 

NEW SECTION. Section 6. Repea1e<. section 77-3-424, 

-4-
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1 MCA, is repealed. 

2 

3 

4 

5 

6 

NEW SECTION. Section 7. Extension of authodty. Any 

existing authority to make rules on 

provisions of [this act) is extended to 

[this act]. 

the subject of the 

the provisions of 

NEW SECTION. Section 8. Effective date. (This act] is 

7 effective July 1, 1989. 

-End-

-5-



STATE OF MONTANA - FISCAL NOTE 
Form BD-15 

In compliance with a written request, there is hereby submitted a Fiscal Note for HB133 , as introduced. 

DESCRIPTION OF PROPOSED LEGISLATION: 

HB 133 revises terms of state oil and gas leases, including payments of rentals, delay drilling penalties, and 
compensatory royalties. The bill proposes to drop lease rentals on producing leases, eliminate the non-drilling 
penalty that takes effect in the 6th through the lOth year of the lease, and allow the lessee to reduce the 
royalty with production costs and deductions. The bill also proposes to allow lessees to evade liability for 
drainage of the lease by offset wells drilled adjacent to the lease. 

ASSUMPTIONS: 

1. The number of acres leased is directly responsive to the price of oil. 
2. The number -6'f producing acres will remain constant at approximately 180,000 acres. 
3. There will be continued drilling on tracts adjacent to state lands that may cause drainage of oil from state 

lands. Staffing requirements and workload will increase in order to detect and mitigate losses before they 
occur since this bill will eliminate the current ability to demand payment of past losses. 

4. Oil field production and drilling will continue to cause long-term damage to state-owned surface acres. The 
state accepts annual rentals during production in lieu of assessed damages. Currently rentals are $270,000 
annually on producing leases. 

5. In order to make oil and gas marketable, it is required to be processed and transported to market. The 
proposed bill will allow the lessee to deduct those costs from royalties. It is nearly impossible to 
determine reasonable costs and deductions. This bill would increase the need for accounting auditing and 
inspection staff to verify these costs. 

FISCAL IMPACT: FY90 FY91 
Expenditures: Current Proposed Current Proposed 

Law Law Difference Law Law Difference 
Personal Services -0- $302,330 $ 302,330 -0- $302,330 $ 302,330 
Operating Expenses -0- 72,832 72,832 -0- 72,832 72,832 
Equipment -0- 151000 15 1000 -0- -0- -0-

-0- $390,162. $ 390,162 -0- $375,162 $ 375,162 
Funding: 

General Fund -0- $390,162 $ 390,162 -0- $375,162 $ 375,162 

$270,000 -0- ($270,000) $270,000 -0- ($270,000) 
/ 

,__-f,i / 

~~t!.!V-uU. ~~ 1/tJ.<fjgcr 
HARRIET HAYNE, PRIMARYSPO~ rDATE 

Fiscal Note for HB133, as introduced 

f/8 /J) 



.tJn)•···lfisc~ Not·e Re4t.kst:J.;· Im!t33· as introduced 
Form BD-15 
Page 2 

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION: 

1. If the legislation is passed, the trust will lose $500,000 in 19.94 ~nd annually thereafter because of the 
elimination of the delayed drilling penalty. 

2. Current bonuses, rentals and delay penalties are at their lowest level in a decade. Whf\!.n oil prices rise, 
there will be a proportional rebound :i;n leasing activity and an incre,ase in rev•nues rEj.gardl~~$: of t;lJ.e terms 
o:f the state leases. The alllQunt and. t~ of this occurrence is d:i,f:fie:tl:l;li: to Pr~dict but i$: :i,nevitClble 
considering national depenfiience upon hydroca'rbons. 

118 J'' 



STATE OF MONTANA - FISCAL NOTE 
Form BD-15 

In compliance with a written request, there is hereby submitted a Fiscal Note for HB133, Second Reading. 

DESCRIPTION OF PROPOSED LEGISLATION: 
·- ... HB133 revises terms or srare 

compensatory royalties. The 
delay drilling penalties for 
ASSUMPTIONS: 

oil and gas leases, including payments 
bill proposes to drop lease rentals on 
years in which drilling occurs. 

of rentals, delay drilling penalties and 
producing leases and provide for refund of 

1. The number of acres leased is directly responsive to the price of oil. 
2. Oil field production and drilling will continue to cause long-term damage to state-owned surface 

3. 

acres. The state accepts annual rentals during production in lieu of assessed damages under current 
law. These rentals currently are $270,000 annually on producing leases. 
Due to proposed law lost rentals on producing leases, DSL will lose income at the rate of $27,000 in 
FY92, $36,000 in FY93, $45,000 in FY94 and additional losses of $9,000 per year thereafter until the 
current income level of $270,000 per year is reached. 

4. DSL will have to inspect and assess all damages associated with drilling and production on new 
leases. This will require 0.50 FTE and related operating expenses in FY90 and 1.00 FTE and operating 
expenses in FY91 and thereafter. 

5. 

6. 

7. 

8. 

The number of new wells will be approximately 15 per year, which is the 1988 level, and the average 
lease containing new wells will be approximatley 400 acres. -
Damage payments recovered by field assessment will reimburse the trust fully for actual damage done, 
and will improve the condition of trust lands by enforcing clean-up and reclamation. 
In 1994, 40% of the wells drilled will be leases held 6 through 10 years and delayed drilling 
penalties will be refunded for any vear in which a well is drilled. 
Due to refunded delayed drilling penalties, DSL will lose $3,000 in FY94, $6,000 in FY95, and $6,000 
per year thereafter, based on 15 new wells per year x 40% x 400 acres x $1.25 = $3,000 in FY94 for 
year 6 of the lease, and a rate of $2.50 for years i through 10. 

FISCAL IMPACT: FY90 ~FY9l 

Expenditures: Current Proposed 
Dept. of State Lands Law L~a~w~----

Personal Services -0- $12,500 
Operating Expenses -0- 1,750 
Equipment -0- 15,000 

Total -0- $29,250 
Funding: 
General Fund 
Revenues: 
Trust Fund 

-0- $29.250 

$270,000 $2.70,000 

Difference 
$12,500 

l, 750 
15,000 

$29,250 

$29,250 

-0-

Current 
Law 
-o-
-o-
-Q-
-0-

Proposed 
Law 
$25,000 

3,500 
-0-

$28,500 

Difference 
$25,000 

3,500 
-0-

$28,500 

-0- $28,500 $28,500 

$270,000 $270,000 -0-

~~ 
HARRIET HAYNE, PRIMARY SroNSOR 

Fiscal Nore for HB133, on second reading 

DATE 

HIS 131 -s~c~"~ 
ll•~J., h 'I 



Fiscal Note Request HB133 on second readin& 
Form BD-15 
Page 2 

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION: 

In FY92 the lost trust revenue will be $27,000 and this will accelerate to $270,000. Damage pa)~ents and the 
improved condition of state lands will act as an offset to the lost rentals. 

t/13' 1!1 
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APPROVED BY COMM. ON BUSINESS 
AND ECONOMIC DEVELOPI£NT 

HOUSE BILL NO. 133 

INTRODUCED BY HAYNE, IVERSON, D. BRONN, GILBERT, KEATING, 

REHBERG, GAGE, MEYER, ABRAMS, TVEIT, GERVAIS 

A BILL FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING LAWS 

RELATING TO PAYMENT OF RENTALS, DELAY DRILLING PENALTIES, 

COMPENSATORY ROYALTIES, AND ROYALTIES ON STATE OIL AND GAS 

LEASES; BhfMfNA~fN6-AB~H6Rf~¥-~e--~BRMfNA~B--hBASBS--fN--~HB 

ABSBN€B--6P-BRfhhfN6-6R-PA¥MBN~-6P-BBhA¥-BRfhbfN6-PBNAh~fESt 

PROVIDING FOR REFUND OF DELAY DRILLING PENALTIES FOR YEARS 

IN WHICH DRILLING OCCURS; AMENDING SECTIONS 77-3-423, 

THROUGH 77-3-425, 77-3-427, AND 77-3-432, ANB-77-3-434,-MeA; 

RBPBAhfN6-SB€~f6N-77-3-4i47 MCA; AND PROVIDIN~AN EFFECTIVE 

DATE AND AN APPLICABILITY DATE." 

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

Section 1. Section 77-3-423, MCA, is amended to read: 

•77-3-423. Annual rental. (1) The annual money rentals 

to be paid to the state for oil and gas leases issued on and 

after July 1, 1975, shall be set by the board but may not be 

less than $1.50 for each acre of land leased. 

(2) In addition to the sum of $1.50 per acre, the 

rental for the first year of the lease shall also include 

any sum in excess of $1.50 per acre offered and accepted for 

the first year's rental. 

~a •••'"'"'• Council 
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HB 0133/02 

(3) This annual rental shall in no case be less than 

$100 a year. 

(4) The first year's rental shall be paid before the 

issuance of the lease. The rentals fo[ each subsequent year 

of the lease shall be due and payable before the beginning 

of such subsequent year, and upon failure to make such 

paymentL the lease terminates unless there is a producing 

well on the lease. Rental paid for any year shall be 

credited against any royalty that accrues during that Y!ar.'' 

Section 2. Section 77-3-425, MCA, is amended to read: 

•77-3-425. Dry hole clause. If the first well drilled 

is a dry hole and if a second well is not commenced on the 

land covered by the lease before the next anniversary of the 

lease following the completion of the well, the lease may be 

terminated by the board unless the lessee, on or before such 

anniversary, ~e~ttme~--the--payme~t~--of--penaiti~~--±~--the 

ame~nt~--p~ev±ded--±n--~T-3-4%4.--apon-t~e-~e~~mption-of-the 

payment-o£-~~eh-fte~ay-dr±~±~n~-pena±t±e~-and-t~ei~-eo"t±n~ed 

peyment,-the-±eaee-eentintte~-in--foree--d~ring--the--primary 

term--a~--tho~gh-there-had-been-no-interr~ption-in-the-ael~y 

dr± ±% ir'lg-pel"'aH:y-payme!"' t~ c::ont i-ntte~- to- p.e:y -an-a!"'ntlo l::-- r ~-~to! 

a~--~et--fert~--i"--77-3-4~3 RESUMES PAYMENT OF ANY DEI.AY 

DRILLING PENALTIES IMPOSED BY THE BOARD. UPON THE~ 

RESUMPTION OF PAYMENT OF ANY REQUIRED DELAY DRILLING 

PENALTIES AND THEIR CONTINUED PAYMENT, THE LEASE CONT!Nm:s 

-2- HB ll l 
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HB 0133/02 

IN FORCE DURING THE PRIMARY TERM AS THOUGH THERE HAD BEEN NO 

INTERRUPTION IN THE DELAY DRILLING PENALTY PAYMENTS." 

Section 3. Section 77-3-427, MCA, is amended to read: 

•77-3-427. Provision for offset wells-- compensatory 

royalties. 11) Oil and gas leases granted by the state shall 

contain suitable provisions imposing upon all lessees the 

obligation to drill offset wells wherever and whenever 

necessary to prevent waste and damage to the property of the 

state. 

(2) The board may allow the lessee the ep~~o~-of 

following options in lieu of drilling an offset well: 

(a) releasing the lands in question: or 

i2l paying a compensatory royalty on a nonproducing 

lease ~~--r~ett--of--dr~il~ng-a"-off~e~-we~l if it THE BOARD 

determines that such compensatory royalty will fully 

compensate the state for waste and damage to the property of 

the state. The compensatory royalty shall be based upon the 

estimated drainage, as determined by the board, and shall be 

paid on a monthly basis unless circumstances 

otherwise. 

require 

(3) IF THE BOARD OR THE LESSEE TERMINATE§ THE LEASE, 

THAT TERMINATION DOES NOT IMPAIR ANY IMPLIED COVENANT 

AGAINST DRAINAGE OR THE RIGHT OF THE BOARD TO SEEK DAMAGES 

FROM THE LESSEE FOR THE LESSEE'S FAILURE TO PROTECT THE 

LEASE FROM DRAINAGE OF OIL OR GAS BY A WELL ADJACENT TO THE 

-3- HB 133 
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HB 0133/02 

STATE LEASE." 

Section 4. Section 77-3-432, MCA, is amended to read: 

"77-3-432. Royalty. In every oil and gas lease granted 

by the state under this part and acts amendatory thereto, 

there shall be reserved to the state as consideration 

therefor,---~n--addition--to--the--~ente%s--as--ftere~nbeeore 

provided, a royalty in on IN all oil and gas produced and 

saved from all lands covered thereby and not used for light, 

fuel, and operation purposes on the leased premises, which 

shall be equivalent to the full market value, as ascertdined 

by the board at the date of such lease, of the estate or 

interest of the state in the lands and oil and gas deposits 

disposed of under such lease. Such royalty reservation shall 

be set by the board but may not be less than 12 1/2% on gas 

and not less than 12 1/2\ on that portion of the average 

production of oil or casinghead gasoline for each producing 

well not exceeding 3,000 barrels for the calendar month. The 

state may share the expense of transporting the oil to the 

nearest market on a basis proportional to the state's 

royalty interest in such oil and at a rate per mile 

acceptable to the department." 

Sectieft--&,---seet-i-<:>ft--7-7--:l---+H-,- -fleA-,- -i-s- ame aded _, --=<td-~ 

·~~-3-434e--Manne~--er--making--~eyaity-paymento SHeh ~ 

±eese-shaii-provide-for-the-rendering-ot-payment-of-~~eh th~ 

royaity-on-a±i-oi±-and-gas-prodaced-and-savee--a~d--~oid--or 

-4- HB 133 
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~sed--o£E--tfte-prem±ses-ift-the-£ei±ewin~-manner-a"d-ttpon-the 

£ellewing-terms~ 

ttt--the-les~ee-shaii-pey-to-the-!ta~e-in-eashr-£o~-a~l 

oi%--and--ga~--royalty--reserYedr--~he--posted--E±eld--priee 

e~iseing-on-the-day-soeh-oil-or-~as-±s-rttn-inte-any-pipeiine 

or--storage-tan~-to-the-credit-o£-the-lesseer-pl~s-any-bonos 

aetttally-~a±d-or-agreed-to-be-paid-to-the--lessee--£or--stteh 

ei%-or-gas;-or 

tit--at--the--option-of-the-stateL exereised-ift-writin9 

by-the-eoard-not-oftener more-rreg~ently tha~-every-30-days, 

the-lessee-shall-deliver-the-state~s-roya±ty-oil-or-~es free 

o£-eost-or-Oed~et~efts into-the-ptpeiine-to-wh±eh--the--well~ 

ot---the--iessee--may--be--eonneeted--or--into--8ny--~torage 

de~ignated-by-the-~tate-and-eonneeted-w±th-stlch-we%i~.u 

HBW-SBe~ieN~--~A-6.-~~~~--~~~--rr-r-+t+r 

M€A,-i~-repe~%ed• 

SECTION 5. SECTION 77-3-424, MCA, IS AMENDED TO READ: 

•77-3-424. Power to terminate lease in absence of 

commencement of drilling or payment of delay drilling 

penalty. (1) In every oil and gas lease granted after March 

3, 1955, under this part thece ~ht!%% must be reserved to the 

board full power to declare termination of the lease at the 

end of the fifth year or any subsequent year of the primary 

term of the lease upon failure of the lessee to either: 

(a) commence the drilling of a well for oil and gas 

-5- HB 133 
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upon the leased premises; or 

(b) pay a delay drilling penalty as follows: 

(i) for the sixth year of the lease $1.25 per acre per 

year; and 

(ii) for the remainder of the primary term of the lease 

an amount per acre per year as the board may in its 

discretion determine. 

(2) Notice of that determination ehaii must be given 

to the lessee, and if the lessee applies for a hearing 

thereon within 10 days after receipt of the notice, the 

determination eha%%-beeome becomes final only aftec ~~eh the 

hearing has been held. 

(3) This annual delay drilling penalty ehal% must be 

paid each year in advance. The board shall refund delay 

drilling penalties paid on a lease for any year in which th~ 

lessee commences drilling on that lease. 

(4) If a well for oil and gas is commenced, the 

drilling of the well shal% ~ be prosecuted with due 

diligence and dispatch to such depth as is necessary to make 

a reasonable test for oil or gas." 

NEW SECTION. Section 6. Extension of authority. Any 

existing authority to make rules on the subject of the 

provisions of (this actl is extended to the provisions of 

lthis act]. 

NEW SECTION. SECTION 7. APPLICABILITY. (THIS ACT] 

-6- HB 133 
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1 APPLIES TO ALL LEASES ENTERED INTO AFTER [THE EFFECTIVE DATE 

2 OF THIS ACT]. 

3 NEW SECTION. Section 8. Effective date. [This act] is 

4 effective July 1, 1989. 

-End-
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DOUSE 81~~ NO. 133 

INTRODUCED BY HAYNE, IVERSON, D. BROWN, GILBERT, KEATING, 

REHBERG, GAGE, MEYER, ABRAMS, TVEIT, GERVAIS 

A Bl~~ FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING ~ANS 

RELATING TO PAYMENT OF RENTA~S, DELAY DRIL~ING PENA~TIES, 

COMPENSATORY ROYALTIES, AND ROYA~TIES ON STATE OIL AND GAS 

LEASES; BbfMINA.fNS-AB.H9Rf·¥-~--·BRMiNA~B--beA9B9--!N--•HB 

ABSBNBB--9P-BRfbbiNS-9R-PAYMBN.-9P-BBbA¥-BRfbbfN6-PBNAb.fBSr 

PROVIDING FOR REFUND OF DELAY DRI~LIHG PENALTIES FOR YEARS 

IN WHICH DRILLING OCCURS; AMENDING SECTIONS 77-3-423, 

THROUGH 77-3-425, 77-3-427, AND 77-3-432, ANB-~~-3-434T-MBAr 

RBPBAbfH6-9Be•teN-~~-3-4i4T MCA; AND PROVIDING AN EFFECTIVE 

DATE AND AN APPLICABILITY DATE." 

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

Section 1. Section 77-3-423, MCA, is amended to read: 

•JJ-l-423. Annual rental. (1) The annual money rentals 

to be paid to the state for oil and gas leases issued on and 

after July 1, 1975, shall be set by the board but may not be 

less than $1.50 for each acre of land leased. 

(2) In addition to the sum of $1.50 per acre, the 

rental for the first year of the lease shall also include 

any sum in excess of $1.50 per acre offered and accepted for 

the first year's rental. 
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(3) Thls annual rental shall in no case be less than 

$100 a year. 

(4) The first year's rental shall be pald before the 

issuance of the lease. The rentals for each subsequent year 

of the lease shall be due and payable before the beginning 

of such subsequent year, and upon failure to make such 

paymentL the lease terminates unless there is a producing 

vell on the lease. Rental paid for any year shall _be 

credited against any royalty that accrues during t~~e~." 

Section 2. Section 77-3-425, MCA, is amended to read: 

"77-l-425. Dry hole clause. If the first well drilled 

is a dry hole and if a second well is not commenced on the 

land covered by the lease before the nezt anniversary of the 

lease following the completion of the well, the lease may be 

terminated by the board unless the lessee, on or before such 

anniversary, res~•es--the--pey•e"~s--of--pena~ties--in--the 

a.e~nts--prowided--in--ii-3-4i4~--upen-the-resamptio"-ef-the 

paymeftt-ef-s~ch-deiey-~rillin9-pefta~ties-and-th~ir-een~intt~d 

peymentr-the-lease-eentinaes-in--feree--darinq--the--primery 

term--as--the~qh-there-had-he~n-ne-interruptien-in-the-deley 

dri~lin~-penalty-peyaents eentinaes-to-pay-an-annaal--rental 

as--set--ferth--ift--~~-3-4i3 RESUMES PAYMENT OF ANY DELAY 

DRILLING PENALTIES IMPOSED BY THE BOARD. UPON THE 

RESUMPTION OF PAYMENT OF ANY REQUIRED DELAY DRILLING 

PENALTIES AND THEIR CONTINUED PAYMENT, THE LEASE CONTINUES 

-2- HB 1 H 
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Ul I"CNNCE DURING THE PRliiAilY TERM AS THOUGH THERE HAD BEEN NO 

liiTEIUlUPTIOII IN TilE DIILAY DalLLING PENALTY PllriiEIITS. • 

Section 3. section 77-3-427, MCA, is aaenclecl to <eacl: 

"77-3-427. Proviaioa for offaet wells -- ~naatory 

royalties. (l) Oil and gas leases g<antecl by the state shall 

contain suitable p<ovisions iaposing upon all lessees the 

obligation to d<ill offset vella vhe<ever and whenever 

neceaaary to p<event waste and claaage to the prope<ty of the 

a tate. 

(2) The board aay allow the lessee the epeien-ef 

following options in lieu of d<illing an offset well: 

(a) releasing the lands in question; or 

~ paying a coapensatory <oyalty on a nonp<oducing 

lease in--lie•--of--clrtllin!-sn-offset-well if it THE BOARD 

deter•inea that such ca.penaatory royalty will fully 

ca.pensate the state for waste and damage to the property of 

the state. The coapenaatory royalty shall be based upon the 

estiaated drainage, as deterained by the board, and shall be 

paid on a .anthly basis unless circu.stances 

·otherwise. 

require 

(3) IF THE BOARD OR THE LESSEE TERMINATES THE LEASE, 

THAT TERMINATION DOES NOT IMPAIR ANY IMPLIED COVENANT 

AGAINST DRAINAGE OR THE RIGHT OP THE BOARD TO SEEK DAMAGES 

~ROM THE LESSEE FOR THE LESSEE"S FAILURE TO PROTECT THE 

LEASE ~ROM DRAINAGE OF OIL OR GAS BY A WELL ADJACENT TO THE 
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STATE LEASE." 

Sectk»n 4. Section 77-l-432, MCA, is aaended to read: 

"77-3-432. 8oyalty. In eve<y oil and gas lease granted 

by the state under this part and acts aaendatory thereto, 

there shall be reserved to the state as consideration 

therefor7---in--addi~ton--to--the--refttala--as--here~ftbefore 

pre¥tcleclT a <oyalty tn ~ IN all oil and gas produced and 

saved f<oa all lands cove<ed the<eby and not used for light, 

fuel, and operation purposes on the leased premises, which 

shall be equivalent to the full aarket value, as ascertained 

by the board at the date of auch lease, of the estat~ or 

interest of the state in the lands and oil and qas deposits 

disposed of under such lease. Such royalty reservation shall 

be set by tbe boa<d but aay not be less than 12 l/2\ on gas 

and not leas than 12 l/2\ on that po<tion of the average 

production of oil or casinghead gasoline for each producing 

well not eaceedin9 1,000 barrels for the calendar month. The 

state •ay share the expense of transporting the oil to the 

nearest market on A baaia proportional to the state's 

royalty intare•t in such oil and at a rate per mile 

acceptable to the depa<taent.• 

Seotiell ir--seet-~-1-r-:t-+:H-r-ttelrr-i-11- -ended ~--~.td~ 

·~~-3-t3t~--Manner--of--aakin!--royalty-peyaent• Soeh ~ 

leaae-ahall-pro•icle-for-the-renclertn9-of-psyaent-ot-5oeh ~~ 

ro,aitJ-on-ai!-oii-and-gas-pradaee~-and-saved--aftd--~old--or 
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••ed--ott--t~e-preaiaea-tn-the-foiiowin9-•anner-and-~pon-~he 

fellewint-~eraa~ 

tit--the-ieaaee-aheli-pay-~o-~he-state-ia-eashT-for-all 

oil--and--tae--royalty--reaerwedT--the--poated--field--priee 

a•iating-en-tbe-day-a~eh-oil-or-,as-~a-ran-~nee-any-pipeline 

or--e~ora9e-tank-to-the-ere~it-of-the-lessee;-plas-any-~onas 

aet .. liy-paid-or-atreed-to-be-poid-to-the--lesaee--tor--sdeh 

oi:t:-or-,aa-r-or 

tit--at--the--option-of-the-state£ eKercised-in-writin9 

by-the-~rd-not-oftener .ore-fregdentiy ~han-every-38-days7 

the-ieaaee-ahaii-deliver-the-atate~s-royalty-oii-or-9•• free 

of-cost-or-deductions into-the-pipel~ne-to-whieh--the--wells 

of---the--lesaee--.. y--be--connected--or--~nto--any--atora9e 

designated-by-the-atate-end-eenneeted-wi~h-sdeh-weils•• 

M!III-9Bel'i811~--&eotieft-i.--~J.er-.---se1:-t-~--7-r-:r-.N-r 

MeA7-ia-repealedT 

SECTION 5. SECTION 17-3-424, MCA, IS AMENDED TO READ: 

•77-l-424. Power to terainate lease in absence of 

coa-eaceaent of drilling or payaent of delay drilling 

penalty. (1) In every oil and 9as lease 9ranted after March 

3, 1955, under this part there shall ~be reserved to the 

board full power to declare teraination of the lease at the 

end of the fifth year or any subsequent year of the priaary 

tera of the lease upon failure of the lessee to either: 

ta) caaaence the drilling of a well for oil and 9as 
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upon the leased preaiaea; or 

(b) pay a delay drillin9 penalty as follows: 

(i) for the sixth year of the lease $1.25 per acre per 

year; and 

Cii) for the remainder of the priaary term of the lease 

an amount per acre per year as the bo~rd may in its 

discretion deterainea 

(2) Notice of that deteraination shall must be given 

to the lessee, and if the lessee applies for a hearing 

thereon within 10 days After receipt of the notice, the 

deter•ination ahali-bee~e becoaes final only after sneh ~~~ 

bearin9 bas been held. 

(3) This annual delay drillin9 penalty shall must be 

paid each yea~ in advance. The board shall refund delay 

drilling penalties paid on a lease for any year in w~_!ch th~ 

lessee ca..encea drilling on that lease. 

(4, If a well for oil and qas is commenced# the 

drilliR9 of the well 8hatt ~ be prosecuted with due 

diliQence and dispatch to such depth as is necessary to m4ke 

a reasonable teat for oil or gas.• 

liDI SECTION. Section 6.. &ztenaion of authority. Any 

existing authority to aake rules on the subject of the 

provision• of [this act) is extended to the provis1ons of 

(this act). 

MEW 9ECTIDtl. SECTION 7. APPLICABILITY. { TH_i~ --~<:::r I 
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l APPLIES 'l'O ALL LEASES Eti'I'ERED INTO AFTER (THE EFFECTIVE DATE 

2 01' 'l'IIIS ACT). 

3 IIEW SECTION. Section 8. Effective date. [This act I is 

4 effective July 1, 1989. 

-End-
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BOUSE BILL NO. 133 

INTRODUCED BY HAYNE, IVERSON, 0. BROWN, GILBERT, KEATING. 

REHBERG, GAGE, MEYER, ABRAMS, TVEIT, GERVAIS 

A BILL FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING LAWS 

RELATING TO PAYMENT OF REWrALS, DELAY DRILLING PENALTIES, 

COMPENSATORY ROYALTIES, AND ROYALTIES ON STATE OIL AND GAS 

LEASES; BbfMfNA9fN9-~H8Rf9¥-99--9BRMfNA9B--bBASBS--lN--9HB 

A8S8Ne8--6P-BRfbbtN9-8R-PAVMBN9-6P-BBbAY-8RlbbfN9-PBNAb9fBSo 

PROVIDING FOR REFUND OF DELAY DRILLING PENALTIES FOR YEARS 

IN WHICH DRILLING OCCURS; AMENDING SECTIONS 77-l-4217 

THROUGH 77-l-425, 77-3-427, AND 77-3-432, ANB-~~-~-4~4,-MeA~ 

RBPBAbfN9-SBe916N-~~-~-ti4T RCA; AND PROVIDING AN EFFECTIVE 

DATE AND AN APPLICABILITY DATE." 

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

Section 1. Sect ion 77-l-423, MCA, is amended to read: 

•77-l-421. Annual rental. (1) The annual .oney rentals 

to be paid to the state for oil and qas leases issued on and 

after July 1, 1975, shall be set by the board but aay not be 

less than $1.50 for each acre of land leased. 

f2) In addition to the su• of $1.50 per acre, the 

rental for the first year of the lease shall also include 

any sum in excess of $1.50 per acre offered and accepted for 

the first year's rental. 
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(3) This annual rental shall in no caae be l .. a than 

$100 a year. 

(4) The firat year's rental shall be pafd before the 

issuance of the lease. The rentals ro~ each subsequent year 

of the lease shall be due and payable before the beginning 

of such subsequent year, and upon fallure to aake auch 

par-entL the lease ter•inates unless there is a produci~ 

well on the lease. Rental p!id for any year shall be 

credited against any royalty that accrues during that ye~.· 

Section 2. section 77-3-425, MCA, is ••ended to read: 

"77-3-425. Orf hole ClAuse. If the fir•t well drilled 

is a dry hole and if a second well is not ~need on the 

land covered by the lease before the next anniversary of the 

lease followinq the coapletion of the well_ the lease ~y be 

terainated by the board unless the lessee, on or before auch 

annlversary, reaa•es--the--pe,aents--of--peRalties--tn--the 

aaoants--pro•ided--in--i~-~-tit.--upen-the-resa•ption-of-the 

payMent-of-s~eh-~e~ay-~rtllln9-penaltles-aftd-thetr-eonttnaed 

pay•ent,-the-lease-eontinaes-in--force--~~rin,--the--prt .. ry 

ter•--as--th&a9h-there-ha~-been-no-tnterraption-on-the-delar 

4rtiitn.-pena!tr-peyaents eonttft~es-to-pay-an-annaai--rentai 

as--set--ferth--tn--il-~-42~ RESUMES PAYMENT OF ANY DELAY 

DRILLING PENALTIES IMPOSED BY THE BOARD. UPON TNE 

RESUMPTION OF PAYMENT or ANY REIQUIIIED OELAI DRILLING 

PENAL'riES AND THEIR Cotn'INIJED PAYMENT, 'ft!E LEASB CON1'111Ut:S 
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IM rollCE DUlliNG THE PRIMRV TI:IUI AS THOUGH THEilE HAD BEEN NO 

lftiiiUIUP'riOII IM THE oa.AY DIIILLIIIG PENALTY PI\YIIEN'I'S. • 

Sectk»n J, section 77-l-427, MCA, is ... nded to read: 

"77-l-•27. Prow1•10D for offeet vella -- ~naatory 

royalties. Ill Oil and gas leases granted by the state shall 

contain suitable provisions i~sing upon all lessees the 

obligation to drill offset vella wherever and whenever 

necessary to prevent waste and daaage to the property of the 

state. 

(2) The board aay allow the lessee the option-of 

following options in lieu of drilling an offset well: 

cat releasing the lands in question; or 

~ paying a coapenaatory royalty on a nonproducing 

lease in--!iea--of--•rt!!ing-sn-offset-ve\1 if it THE 801\RO 

deter•inee that auch ca.penaatory royalty will fully 

~nsate the state for waste and daaa9e to the property of 

the state. The ca.pensatory royalty shall be based upon the 

estiaated drainage, as deter•ined by the board, and shall be 

paid on a .anthly basis unless circumstances require 

· otherwise. 

(ll IF THE 801\RO OR THE LESSEE TERMINATES THE LEASE, 

THAT TI:IUIINATION DOES NOT IMPAIR ANY IMPLIED COVENANT 

IIGAINST DRAINAGE OR THE RIGHT OF THE BOARD TO SEEII DAMAGES 

FROM THE LESSEE FOR THE LESSEE'S FAILURE '1'0 PROTECT THE 

LEASE FROM DRAINAGE OF OIL OR GAS BY A WELL 1\0JACENT TO THE 
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STATE LEASE." 

Section 4. Section 71-3-4l2, MCA, h ... nded to read: 

"77-l-•lz. Royalty. In every oil and gas lease granted 

by the state under this part and acta a~ndatory thereto, 

there shall be reaerved to the state as consideration 

therefor7---tn--ad~ition--te--the--rentals--as--heretnbefo~e 

previ••dT a royalty in ~ IN all oil and gas produced and 

saved froa ~11 lands covered thereby And not used for light, 

fuel. and operation purpoaea on the leased preaises, which 

shall be equivalent to the full aarket value. as ascertained 

by the board at the date of auch lease. of the estute or 

interest of the state in the lands and oil and gas deposits 

disposed of under such lease. Such royalty reservation shall 

be set by the board but .. y not be less than 12 1/2\ on gas 

and not lesa than 12 1/2\ on that portion of the averag~ 

production of oil or caainqhead gasoline for each producing 

well not exceeding 1,000 barrels for the calendar 1110nth. The 

state may ahare the expense of transporting the oil to the 

nearest .. rket on a ~sis proportional to the state's 

royalty interest ln such oil and at ~ tate per mile 

acceptable to the depart .. nt.• 

a.atiellt-i.---."--~'J--~:J+r .._r -~ -ended -to- -...,.ad" 

•ff-~-4~4T--Manaer--ef--.. kong--royelty-pay•en•' Sdeh ~ 

te•ae-shet~-prowide-for-~he-rendering-of-pay•e"t-of-5ttch ~"~ 

roy•l~y-on-att-oi!-and-tes-p~oduee~-aft4-sa•ed--aftd--sol~--or 
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.... --otf--the-preataaa-tn-the-followin~-.. nner-an~-apon-the 

toU-bt-ter••~ 

tlt--the-loaeeo-ahall-pey-to-the-state-in-eash,-for-all 

oll--on~--t••--royalty--roaerwe~,--the--poate~--fiel~--priee 

oatatint-on-the-~oy-aaeh-otl-or-tos-ia-ran-tnto-any-ptpeline 

•~--•~or .. e-~ank-to-~he-eredt~-of-the-~easeeT-plds-any-bonas 

oetaally-pat~-or-otr•~-to-~-poi~-to-the--tesaee--for--eaeh 

oil-or-•••1'-or 

tit--at--the--option-of-the-stateL e•erc±aed-in-wri~in9 

by-the-board-net-oftener .ore-fre~~entiy ~ftan-e•ery-38-days7 

the-lee8ee-ehalt-•elt•er-the-state~s-royalty-oi~-or-qas free 

of-coet-or-ded•etiona into-the-pipe\ine-to-whieh--the--wells 

et---the--lesaee--.. y--~e--eonneeted--or--into--any--storage 

designated-~y-the-atate-end-eonneeted-with-saeh-veils•• 

NBII-Sael'telh--&eotfelt-1.--llepN: ..,.._.---sect-._- -1-1-:t--+N-r 

MeA,-ia-repeale~T 

SECTION &. SECTION 71-3-424, MCA, IS MENDED TO READ: 

•77-3-414. Power to terainate lease ln absence of 

caaaeaceaeat of drllliag or pa,.ent of delay drilling 

paaalty. (11 In every oil and gas lease granted after March 

3, 19SS, under this part there ahall ~ be reserved to the 

board full pavor to declare teraination of the lease at the 

end of the fifth year or any subsequent year of the priaary 

ter• of the lease upon failure of the lessee to either: 

Ia) coaaence the drilling of a well for oil and gas 
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upon the leased preaieesJ or 

(b) pay a delay drilling penalty as follows: 

Iii fot the aiKth year of the lease $1.25 per acre per 

year: and 

(ii) for the re.ainder of the priaary ter• of the lease 

an a.aunt per acre per year as the board ~Y in its 

diacretion deter•ine. 

(2) Notice of that deteraination ehall aust be given 

to the lessee. and if the lessee applies for a hearing 

thereon within 10 daya after receipt of the notice, the 

deteraination ehail-beca.e beca.es final only after ~aeh the 

hearing haa been held. 

(l) This annual delay drilling penalty shall ~ be 

paid each year in advance. The board shall refund delay 

drilling penalties ~id on a lease for any year in which the 

lossee coaaences drilling on that lease. 

(4) If • vel1 for oil and gas is coa.enced, the 

drilling of the ve11 shall ~ be prosecuted with due 

diligence and diapatch to such depth as ia necessary to aake 

a reasonable teat for oil or gae.• 

NEll SEC'UON. Section I. btenaion of authority. Any 

existing authority to aake rules on the subject of the 

provi•iona of (thia act] ia eKtended to the provisions of 

( thle act). 

MEN SECTION. SECnON 7. APPLICABILITY. !THIS -~C::TI 
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