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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.
SEC€OND 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 THIRD READING, CONCURRED IN.
AYES, 48; NOES, 1.

RETURNED TO HOUSE.
IN THE HOUSE
MARCH 9, 198S RECEIVED FROM SENATE.
SENT TO ENROLLING.

REPORTED CORRECTLY ENROLLED.
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INTRODUCED BY 2 —

J

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, 77-3-42%, 77-3-427, 77-3-432,

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

8100 a year.

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

payment, 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 yeac."

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, tesumes--the--payments--of--penatties--in--tche
amounts-provided-in-73-3-424--Hpon-—-the—-resumption-—of-—the
payment-of-sueh-detay-dritiing-penaities-and-their-continued
payment;--the--lease--continues-—in-force-during-the-primary
term-as—though-there-had-been-no-itnterruprion-in--the—-detay

dritting--penatty-paymenta 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. {1) 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

" INTRODUCED BILL
HB /133
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state.

(2) The beoard may allow the 1lessee the optien--sf

following options in lieu of drilling an offset well:

{a) releasing the lands in gquestiocn; or

{b) paying a compensatory royalty on a nonproducing
lease tn-tien-ef-dritiing-san-offset-weitt 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 hy the board, and shall be paid on a
menthly basis unless circumstances reguire otherwise.”

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
therefory—-in--addition——-toe-—the—-rentats--as—---hereinbefore
providedr a royalty #m on all cil and gas produced and saved
from all lands covered thereby and not used for light, Ffuel,
and operation purposes on the leased premises, which shall
be eguivalent 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 cil 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 gascline 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 proporticnal to the state's
royalty interest in such oil and at a rate per mile
acceptable to the department."

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

“77-3-434. Manner of making royalty payment. Suek A
lease shall provide for the rendering of payment of sueh the
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:

(1) the lessee shall pay to the state in cash, for all
il and gas royalty reserved, the posted field price
existing on the day such ¢il 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 gas; or

{2) at the option of the state, exercised in writing
by the board not eftenmer more frequently than every 30 days.
the lessee shall deliver the state's royalty oil or gas free
of--cost--or-dedustions into the pipeline to which the wells
of the 1lessee may be connected or into any storage

designated by the state and connected with such wells.”

NEW SECTION. Section 6. Repealer. Section 77-3-424,

-4~
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MCA, is repealed.

NEW SECTION, Section 7, Extension of authocity. Any
existing authority to make rules on the subject of the
provisions of [this act] is extended to the provisions of
[this act].

NEW SECTION. Section B. Effective date. [This act] is
effective July 1, 1989,

-End-



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:

HE 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 10th 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 leaged is directly responsgive to the price of oil.

2. The number 6 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, 0il 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 o0il and gas marketable, it is requlred to be processed and transported to market. The
proposed bill will allow the lessee to deduct those costs from royalties. [t is nearly impossible teo
determine reasonable costs and deductions. This bill would increase the need for accounting auditing and
inspection staff to verify these costs.

FISCAL IMPACT: _ FY90 : ¥Y91
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- 15,000 15,000 -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
Revenue: '
" Trust Fund $270,000 -0- ($270,000) $270,000 -0- (%$276,000)
it 4
(/) W 1L/ g7 ~Adrir i Klaegree  1)33]87
RAY/SHACKLEFO BUDGET DIRECTOR DATE HARRIET HAYNE, PRIMARY SPONS@R " DATE

CE OF BUDG T AND PROGRAM PLANNING
Fiscal Note for HB133, as introduced

4B 133




FSEud-Riscil Note Redquesty HBIL3% 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 1994 and annually thereafter because of the
elimination of the delayed drilling penalty.
2. Current bonuses, rentals and delay penalties are at thelr lowest 1eve1 in a decade When oil prices rise,

there will be a proportiomal rebound im leasing activity and an increase in revenues regardless of the terms
of the state leases. The amount and time of this occurrence is difficult to predict but is inevitable
congidaring natiomal dependence upon hydrocarbons.

HB 133



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 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 and provide for refund of
delay drilling penalties for years in which drilling occurs.

ASSUMPTIONS:

1.

The number of acres leased is directly responsive to the price of oil.

2. Dil 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 under current
law. These rentals currently are $270,000 annually on producing leases,

3. Due to proposed law lost rentals on producing leases, DSL will lose income at the rate of $27,000 in
¥Y92, $36,000 in FY93, $45,000 in FY94 and additional losses of $9,000 per yvear 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 FY%91 and thereafter.

5. The number of new wells will be approximately 15 per vear, which is the 1688 level, and the average
lease containing new wells will be approximatley 400 acres.

6. 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.

7. In 1994, 407 of the wells drilled will be leases held 6 through 10 years and delaved drilling
penalties will be refunded for any vear in which a well is drilled.

8. Due to refunded delayed drilling penalties, DSL will lose $3,000 in FY94, $6,000 in ¥Y95, and $6,000
per vear thereafter, based on 15 new wells per year x 40%Z x 400 acres x $1.25 = $3,000 in FY94 for
vear 6 of the lease, and a rate of $2.50 for vears 7 through 10.

FISCAL IMPACT: FY90 FYo1

Expenditures: Current Proposed Current Proposed

Dept. of State Lands Law Law Difference Law Law Difference

Personal Services -0- $12,500 $12,500 -0- $25,000 $25,000

Operating Expenses -0- 1,750 1,750 -0- 3,500 3,500

Equipment -0- 15,000 15,000 -0- -0- -0-
Total -0- $29,250 $29,250 -0- $28,500 $28,5G0

Funding:

General Fund -0- $26,250 $29,250 -0- £28,500 328,500

Revenues:

Trust Fund $270,000 $270,000 -0- $270,000 $270,000 -0-

Jg %{'W é’\ép 2//fﬁ HARRIET HAYNE, PRIMXR%WSL(;?-

RAY £<HXCKLLF0 RY, BUDGET DIRECTOR © 7 DATE

DATE

OFFICE OF BUDGET AND PROGRAM PLANNING

Fiscal Note for HB133, on second reading

HB /133-Second

Recdihr g




Fiscal Note Request HBE133 on second reading
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 payments and the
improved condition of state lands will act as an offset to the lost rentals.

H1Z /33
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APPROVED BY COMM. ON BUSINESS
AND ECONOMIC DEVELOPMENT

HOUSE BILL NO. 133
INTRODUCED BY HAYNE, IVERSON, D. BROWN, 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; EBIMINAPEING-AUPHORI¥¥-70--PERMINAFE--BERSES--IN--PHE
ABSBNGE——BF-BRihLiNG—GR-PA¥MEN?-BP-BEEHE-BRihbiHS*PENAETfES7

PROVIDING FOR REFUND QF DELAY DRILLING PENALTIES FOR YEARS

IR WHICH DRILLING OCCURS; BAMENDING SECTIONS 77-3-4237

THRQUGH 77-3-425, 77-3-427, AND 77-3-432, ANB~?7-3-4347-MEAs
REPEARING~-SEETEON-77-3-4247 MCA; AND PROVIDINGs 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 meney 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) This annual rental shall in no case be less than
$100 a vear,

(4) The first year's rental shall be paid before the
issuance of the lease. The rentals for each subsequent vear
of the lease shall be due and payable before the beginning
of such subsequent year, and upon failure to make such

payment, the lease terminates unless there is a producing

well on the 1lease. Rental paid for any year shall be

credited against any royalty that accrues during that year.”

Section 2. Ssection 77-3-425, MCA, is amended ro 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, resumes—-—the--payments--of--penatties--in--the
amsunts--provided--in--77-3-424:-~Upon-the-resumption-of-the
payment-of-such-detay-~dritiing-penatties-and-their-continned
payment;—the—ltease-sontinues-in-—-force--during--the--primary
term--as--though-there-had-been—no-interruption-in-the-deiay

dritting-penatty-payments continues-to-pay-an-annuai--rentat

as--set--forth--in--77-3-423 RESUMES PAYMENT OF ANY DELAY

DRILLING PENALTIES IMPOSED BY THE BOARD. UPON THE

RESUMPTION OF PAYMENT OF BRNY REQUIRED DELAY DRILLING

PENALTIES AND THEIR CONTINUED PAYMENT, THE LEASE CONTINUHS

—9- HB 113
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IN FORCE DURING THE PRIMARY TERM AS THOUGHE THERE HAD BEEN NO

INTERRUPTION IN THE DELAY DRILLING PENALTY PAYMENTS."

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

"77-3-427. Provision for offset wells -- compensatory
royalties. (1} 0il 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 becard may allow the lessee the option-of

foilowing options in lieu of drilling an cffset well:

{a) releasing the lands in question; or

{b) paying a compensatory royalty on a nonproducing
lease itn-—-tteu--of--dritting-an-ocffaet-wetl if it THE BOARD
determines that such compensatory royalty will Eully
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 bocard, and shall be
paid on a monthly basis unless circumstances regulre

otherwise.

{3) IF THE BOARD OR THE LESSEE TERMINATES 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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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
therefory—-—-in—-addition--to--the--rentais--as--hereinbefore
provideds 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 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
production of oil or casinghead gascline for each producing
well not exceeding 1,000 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-B: - Section 773434+ MCA; -ty amended -to —-read-

133-3-434z--Manner--sf--making--royatty-payments Such A
tease-shaii-provide—for~the-rendering-of-payment-ef-such the

royaity—on—ail—cii-nnd—gn:-praduced—and—saved-—and——!o}d'*ar

—4- HB 133
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used--off--the-premises-in-the-fotiowing-manner-and-apon-the
fetlowing-termas

tiy--the-ieassee-shati-pay-to-the-stare-in-cashy-for-ait
ctt--and--gas--royaity—-reserved;--the--posted--field--price
existing-on-the-day-such-oit-or-gas-is-—run-inte-any-pipetine
ot--storage-tank-toa-the-credrt-sf-the-iesaee;-pius-any-bonns
actuatiy-paid-er-agreed-to-be-paid-to-the--iessee-——-for--such
otr-or-gas;-or

t2}--at--the—-option-cf-the-atate; exercifed-in-wriring
by-the-board-not-oftener more-frequentiy than-every-30-daysr
the-tessep-shali-detiver-the-statels-royalty-oitt-or-gas free
of-cast-or-deduerionas into-the-pitpetine-to-which--the—-welis
of---the--tessme-—may--be--connected--or--inte--any--storage
designated-by-the-state-and-connected-with-such-weliazt

NEW-SEEPION:--Section-B: - -Repeater - --Section--F3—4247

MCA7-is-repeateds

SECTION 5, SECTION 77-3-424, MCA, IS AMENPED 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 there shai} 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

-G 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 deternine.

(2) Notice of that determination shati 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 shati-become becomes final only after such the
hearing has been held.

(3) This annual delay drilling penalty shait must be

paid each year in advance. The board shall refund delay

drilling penalties paid on a lease for any year in which the

lessee commences drilling on that lease,

(4) If a well for o¢il and gas is comnenced, the
drilling of the well sha}t must 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 act] i{s extended to the provisions of

[this act].

NEW SECTION. SECTION 7. APPLICABILITY. {THIS _ ACT]

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

OF THIS ACT].
NEW SECTION. Section B. Effective date. {This act) is

effective July 1, 1989.
-End-

-7- HB 133



513t Legislature

W @ O -w ;W

10
11
i2
13
14
15
16
17
19
19
20
21
22
23
24

25

BB 01331/02

HOUSE BILL NO. 113
INTRODUCED BY HAYNE, IVERSON, D. BROWN, 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; BbIMINAPING-AUPHORETY-P0--PERMINAFH--LEASES--IN--PHE
ABSENCE--OP-BRIBHING-OR-PAYMENP-OF -BELAY-DRIBLING-PENABPEES 5

PROVIDING FOR REFUND OF DELAY DRILLING PENALTIES FOR YEARS

IN WHICH DRILLING OCCURS; AMENDING SECTIONS 77-3-4213;

THROUGH 77-3-425, 77-1-427, ARD 77-3-432, ANDB-F7-3-434y-MEA;
REPEALING-SEEFION-37-3-4247; MCA;: AND PROVIDING AN EFFECTIVE

DATE AND AN APPLICABILITY DATE.*

BE IT ENACTED BY THE LEGISLATURE QF THE STATE OF MONTANA:
Section 1. Section 77-1-423, 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 Eor 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 alsc include

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

@’m togistative Counclt

the first year's rental.
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(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
igssuance 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

payment, 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, resumes--the--payments--of--penattiea—-in--the
amounts--provided--in—-77-3-424:--Upon-the-resnmption-of-the
payment-af-such-detay-deilting-penaltties-and-their-continued
payment;-the-lease-continues-in--farce—-during--the--primary
term--as--though-there-had-been-no-interruption-in-the-delay

dritling-penaity-payments continues-to-pay-an-annual--—rentat

as--set--forth--itn--77-3-423 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 133
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IN PORCE 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. Proviaion for offset wells -- compensatory
royalties. (1) Oil and gas leases granted by the state shall
contain sultable 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
atate.

[2) The board may allow the lessee the option-of

following options in lieu of drilling an offset well:

(a) releasing the lands in question; or

{b) paying a compensatory royalty on a nonproducing
lease in--tien--of--dritiing-an-offset-weil if 2+ THE BOARD
determines that such compensatory royalty will Eully
compensate the state for waate and damage to the property of
the state. The compensatory royalty shall be based upon the
egtimated drainage, as determined by the board, and shall be

paid on a wmonthly basis unless circumstances reqguire

* otherwisge.

{(3) IP THE BOARD OR THE LESSEE TERMINATES 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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STATE LEASE."

Section 4. Ssection 77-3-432, MCA, is amended to read:
"77-3-432. Royalty. In aevery oil and gas lease granted
by the atate under this part and acts amendatory thereto,
there shall be reserved to the state as consideration
thereforzy---itn--addition-—to--the—-rentata--as-—hereinbefore
providedy a royalty in or IR all 0il and gas produced and
saved from all lands covered thereby and not used for light,
fuel, and operation purposes on the leased premises, which
ahall be equivalent to the Full market value, as ascertained
by the board at the date of such lease, of the estate oOr
interest of the state in the lands and oil and gas deposits
disposed of under such lease. Buch 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 manth. The
state may share the expense of tramaporting the oil to the
nearest market on a basis proportional to the state’s
royalty interesmt in such oil and at a rate per mile
acceptable to the department.”
Seotion-br—-Section -77-3—434 -Mekr -in amended to - read s
877-3-4347--Manner--of-—making--royatty-payment: Sach A
i-aae—shnti—previde~Eor—ehe—rendering-ef—payaent—of—:uch the

rnylity-ou—.ii-oii*and~g-s—predueed—.nd—saved-vand--soid*Aar

-a- HB 133



["-J0N - T R - BT RS )

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

BB 0133/02

used--off--the-premises-in-the-foiiowing-sanner-and-upon-the
foliowing-terma:

t1)--the-iessee-shati-pay-to-the-state-in-cashr-for-ati
otl--and--gas--reyatcy--reserved;--the--poated--field--price
sxiating-en-the-day-such-oil-or-gas-ia-run-into-any-pipetine
or--storage-tank-to-the-eredit-of-the-iesaece;-pltus—any-bonus
actuaily-paid-or-agreed-to-be-paid-to-the--ieseee--for--saeh
siti-or-gass;-eor

t2)--at--the--option-ef-the-state; exercised-in-writing
by-the-board-not-oftener more-frequently than-every-3é-daysy
the-iessee-shatl-detiver-the-atatels-reyatty-oii-or-gas free
of-cost-or-deductions into-the-pipelina-to-which--the--wekis
of-——the--lessee--may-—be--connected--or--into--any--storage
designated-by-the-state-and-connected-with-such-weiias®

NEW-3BEPioN: - Boction-6:--Repealer - -Section 7734241
MEA7-in-repeaieds

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 paysent of delay drilling
penalty. (1) In every oil and gas lease granted after March
3, 1955, under this part there shail must be reserved to the
board Ffull power to declare termination of the lease at the
end of the Eifth 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:

(1} 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 Yyear as the becard may in its
discretion decermine.

{(2) Notice of that determination shat} 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 shaki-become becomes final only after such the
hearing has been held,

{3) This annual delay drilling penalty shatt must be

paid each year in advance. The board shall refund delay

drilling penalties paid on a lease for any year in which the

lessee commences drilling on that lease.

(4) If a well for oil and gas is commenced, the
drilling of the well sashai}¥ must be prosecuted with due
diligence and dispatch to such depth as is necessary to make
a reascnable test for oil or gas."

NEW SECTION. Section B. Extension of authority. Any
existing authority to make rules on the subject of the
provisions of [this act] is extended to the provisions of

[this act].

NEW SecTioN. SECTION 7. APPLICABILITY. {THIS _ ACTI

-b- HB 133
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APPLIES TOC ALL LEASES ENTERED INTO AFTER [THE EFFECTIVE DATE

OF THIS ACT].

MEW SECTION. Section B. Effective date. [This act] is

effective July 1, 1989.
-End-

-7- HB 133
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BOUSE BILL NO. 133
INTRODUCED BY HAYNE, IVERSON, D. BROWN, 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; BbLIMENAYEING-AUTHORITY-T70--FERMEINAYH--LEASES--EN--THB
ABIENECE--OF-BRILLING-OR-PAYMENTY-OF-PEBLAY-DRILLING-PENADTIHS

PROVIDING FOR REFUND OF DELAY DRILLING PENALTIES FOR YEARS

IN WHICH DRILLING OCCURS; AMENDING SECTIONS 77-3-42)7

THROUGH 77-3-425, 77-3-427, AND 77-3-432, ANP-73-3-4347-MEA:
REFBEABEING -SBEPION-77-3-4247 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:
"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 bocard but may not be
less than $1.50 for each acre of land leased.

{2) 1In addition to the sum of $1.50 per acre, the
rental for the Eirst year of the lease shall also include

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

) S—

the first year's rental,
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(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 for each subsequent year
of the 1lease shall be due and payable before the beqinning
of such subsequent year, and uponrt failure to make such

payment, 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. [f the first well drilled
is a dry hole and Iif 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, resumes--the--payments--of--penaities--in--the
amountas--provided--in--373-3-424:—-Hpon-the-resumption-of-the
payment-of-such-detay-drilting-penatties-and-their-continued
pay-enty—the-leaae—eentinneu-in--iarce-~dnr§nq--the—-pri-aey
term--as--though-there-had-been-no-interruption-in-the-deiay

driiiing-penalty-payments eoaeinues-to;gaz-on--nnu-i--rcnta!

as-—-set-—-forth--in--77-3-423 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- us 133
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IN FORCE DURING THE PRINARY TERM AS THOUGH THERE HAD BEEN NO

INTERRUPTION IN THE DELAY DRILLING PENALTY PAYMENTS.®

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

*17-3-427. Provision for offset wells -- compensatory
royalties. (1) Oil and gas leases granted by the state shall
contain suitable provisions imposing upon all lessees the
obligation to drill offset wella wherever and whenever
necessary to pravent waste and damage to the property of the
state.

{2) The board may ailow the lessee the option-of

following options in lieu of drilling an offset well:

{a) releasing the lands in question; or

{b} paylng a compensatory royalty on a nonaproducing
lease in--ttew--of--dritliing-an-offset-weti if 2+t THE BOARD
determines that such compensatory royalty will Eully
compensate the state for waate and damage to the property of
the satate. The compensatory royalty shall be based upon the
estimated drainage, as determined by the board, and shall be

pald on a monthly basis unless circumstances regquire

" otherwise,

{3) IFP THE BOARD OR THE LESSEE TERMINATES THE LEASE,

THAT TERMINATION DOES NOT IMPAIR ANY IMPLIED COVENANT

ACAINST DRAINAGE OR THE RIGHT OF THE BOARD TO SEEK DAMAGES

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

LEASE PROM DRAIRAGE OF OIL OR GAS BY A WELL ADJACENT TO THE

-3~ HB 133
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STATE LEASE.®

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

*77-3-432. Royalty. In every oil and gas lease granted
by the state under thia part and acts amendatory thereto,
there shall be reserved to the state as consideration
therefary---in--addition--to--the--rentaks--as--hereinbefeore
providedsy 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 o1
interest of the state in the lands and oil and gas depusits
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 1,000 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 inm such oil and at a rate per mile
acceptable to the department.”

Seotion-Bi - -Section-771—3—434s -HOA, iz -amended —to - -read -

233-3-4347--Manner—-of-—making--royaity-payments Sueh A
le--e—shoil-ptevide-far-ehe—rendering-oﬁ—pay-ent—oi—such the

reylitr—on-.i!“oli’lnd—gao-pfodueed-.nd-slved--and-'SOid-‘Or

- HB 11}
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used--of £--the-premisas-in-the-foitowing-manner-and-apen-the
foiiowing-termn:

ti1)--the-lessea-shaltd-pay-to-the-stace-in-cashy-for-ali
eii--and--qas--royslty--reservedy—-the--posted--Eietd--price
antsting-on-the-day-such-etk-or-gas-is-run-into-any-pipetine
or--mtorege-tank-to-the-credit-of-the-iessee;-plus-any-bonus
sctuniiy-paid-or-agreed-to-be-paid-to-the--tessee--for--such
oti-or-gas:-or

t24--at--the--option-of-the-state; exercised-in-writing
by-the-board-not-aftener more-frequentiy than-every-36-dayay
the-iessee-ashaii-deliver-the-state‘s-royalty-oidt-or-gas free
of-cost-ar-deductions inte-the-pipetine-to-which--the--wells
of---the--ieasee--may--be--connected--or--into--any--storage
designated-by-the-state-and-connected-with-soch-wekiaz®

NEW-SEETIONT--SOGHON- 6 - Repeater - —-Section - - 37234241
MEA7-is-repeated:

SECTWON 5. SECTION 77-31-424, MCA, IS AMENDED TO READ:

*77-3-424., Power to terminate lease 1in absence of
commencesent of drilling or paysent of delay drilling
panalty. (1) In every oil and gas lease granted after March
3, 1955, under this part there shail mugt 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 premisesa; 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 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
determination shali-become becomes final only after swch the
hearing has been held.

(3) This annual delay drilling penalty shai} must be

paid each year in advance. The board shall refund delay

drilling penalties paid on a lease for any year in which the

lesgee commences drilling on that lease.

{4) If a well for o0il and gas is commenced, the
drilling of the well shaii must 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 8. Extension of authority. Any
existing authority toc make rules on the subject of the
provisions of [this act] ia extended to the provisions of

{this act}.

NEW SecTION. SECYION 7. aPPLICABILITY. {THIS _ACT|

—6- HB 133
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APPLIES TO ALL LEASES ENTERED INTO AFTER |THE EFFECTIVE DATE

OF THIS ACT].

NEW SECTION. Section B. Effective date. [This act} is

effective July 1, 1989.
~End-

-1 HB 113)





