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52.(\0& BiLL no. 10Y

INTRODUCED BY A

.

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE LAW
GOVERNING THE POOLING AND SPACING OF OIL AND GAS WELLS;
PROVIDING FOR TEMPORARY AND PERMANENT SPACING OR POOLING;
PROVIDING FOR RECCOVERY OF COSTS; AND AMENDING SECTIONS

82~11-201 AND 82-11-202, MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. section 82-11-20i, MCA, is amended to read:
"82-11-201. Establishment of well spacing units. (1) To

prevent or to assist in preventing waste of o0il or gas

prohibited by this chapter, to aveoid the drilling of

unnecessary wells, or to protect cerrelative rights, the

board, upon its own motion or upon application of an
interested person, after hearing, may by order establish:

(a) temporary spacing units on a statewide basis or for

defined areas within the state for oil, gas, or oil and gas

wells drilled to varying depths; and

(b) permanent well spacing units for a discovered pool
as--to-oti-weils-or-as—-to-gas-weits-or-beth, except in those
pools whielm that, prior to April 1, 1953, have been
developed to such an extent that it would be impracticable

or unreasonable to establish spacing units at the existing
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stage of development. Spacing-units-when--estabiished-—-shaii
insofar--as--possibie—-pe--af-uniferm-size-and-shape-for—-the
entire-poois

(2) The size and the shape of temporary spacing units
shat: must be sueh--as--wiii--resnie-in-the-effieient-and

economiec established to promote the orderly development of

the--pool--as-a-whole;-and-the-size-shail unproven areas and

mucst be uniform throughout the surface area ¢hat-—-can--be

effictentty--drained--by--one-wett and depths covered by the

unit. A temporary spacing unit must remain in effect until

superseded by an order issued by the beoard or until a

permanent spacing unit is established.

(3) Permanent spacing units do not need to be uniform

in size or shape but must result in the efficient and

economic develcpment of the pool as a whole. In establishing

permanent spacing units, the acreage to be embraced within a

unit and the shape of the unit must be determined by the

board based upon evidence introduced at the hearing. The

board may divide a pool intc zones and establish spacing

units for each zone if necessary for a purpose mentioned in

subsection (1) or to facilitate production through the use

of innovative drilling and completjon methods. The spacing

units within the zone may differ in size and shape from

spacing units in any other zone but may not be smaller than

the maximum area that can be efficiently and economically

- I NTR%ST?C\&% ILL
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drained by one well.

t3y{4) Subject---te---this---chaptersy-——-the An order

establishing temporary o©or permanent spacing units shaii

direct--that-ne-more-than may permit only one well may to be
drilled and produced from the common source of supply on any
spacing unit, and that the well shaii must be drilled at a
location authorized by the order, with sueh an excepticn as
may be reasonably necessary. where--it--is--shewny The

exception may be included if, upon application, notice, and

hearing, and the board finds that the spacing wunit 1is
located aon the edge of a pool or field and adjacent to a
producing wunit or, for some other reason, that the
requirement to drill the well at the authorized location on
the spacing unit would be inequitable or unreasonable. The

board shall take action to offset any advantage that the

person securing the exception may have over cther producers
EETS

by reason of drilling the well as an excepticn, The grder

must include provisions to prevent production from the

.spacing unit from being more than its just and eguitable

share of the producible o¢il and gas in the pool.

t43(5) An order establishing temporary or permanent
spacing units for a pool shall must cover all lands then
determined or then believed to be underlaid by the pool and
may be modified after notice and hearing by the board from

time——-to--time to include additional areas subseguently

_3._
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determined to be underliaid by the pool.
(6) When-foumd-necessary-for-the-prevention—-of--waster
an-~-aorder--eatabitshing--spactng--untes—-in--a--post--may-be

modified-nfeter The board, upon application, notice, and

hearing, by--the-beard-te may increase or decrease the size

of a temporary or permanent spacing untta-in-the--peo: unit

or to permit the drilling of additional wells in the-peoi-on

a--reasonabiy-—-uniferm--pltan a spacing unit for a purpose

mentioned in subsection (1}."

Section 2. Sectiocn B2-11-202, MCA, is amended to read:
"82-11-202. Pooling of interest within spacing unit.
{1) {a) When two or more separately owned tracts are

embraced within a temporary oI permanegnt spacing unit or

when Lhere are separately owned interests in ali or a part
of the spacing unit, then the persons owning those interests
may pool theilr interests ftor the development and operation
of the spacing unit.

{b) EIn-the-abaence--sf--voluntary-—-posting-~within-—-the
spacing-—unity--the The board, upon the application of an
interested person, may enter an order pooling all interests
in the permanent spacing wunit for the development and

operation thereef of the permanent spacing unit and the

allocation of production {if the applicant has made an

unsuccessful, good faith attempt to voluntarily pool the

interests within the permanent spacing unit. The applicant

—4-
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must be a person who owns an_interest in the o0il or gas

underlying the permanent spacing unit or who has drilled a

well, proposes to drill a well, or proposes to conduct other

operations on a well, including recompleting, deepening, or

stimulation. The pooling order shait must be made after a

hearing and shat} must be upon terms and conditions that are
just and reasonable and that afford to the owner of each
tract or interest in the permanent spacing unit the
opportunity to recover or receive without unnecessary
expense hts a just and equitable share of the 0il or gas
produced and saved from the spacing unit. Operations
incident to the drilling of a well upon any portion of a
permanent spacing unit covered by a pooling order shaii--be
are considered, for all purposes, the conduct of the

operations upon each separately owned tract in the spacing

unit by the several owners thereof of the tracts. That

portion of the production allocated to each tract included
in a permanent spacing unit covered by a pooling order shail
must when produced be considered for all purposes to have
been produced from the tract by a well drilled thereon on
the tract.

(2} (a) FThe--peoting--erder—-shati-—-provide-——for---the
dritling-and-cperating-of-a-weti-on-the-spacing-unit-and-for
the--payment--o0f-—the-cost-thereofr-which-cost-may-tnciude-a

reasonable-charge-for-supervisiony-handitngy-and-astorage: As

_5._
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to each owner who refuses to pay his the owner's share of

the costs of deitiing-and-eperating-the-weli development or

other operations referred to in subsection (1), the order

shatt must provide for payment of his the owner's share of
the cost out of and only out of production from the well
allocable to his the owner's interest in the permanent
spac;ng unit, excluding royalty or other interest not
obligated to pay any part of the cost eheresfr and excluding
the royalty provided for in subsection (2)}{c) of-—this

seceten. If a well has not been drilled prior to the hearing

on the application, the pooling order must provide for the

drilling and operating of a well on the permanent spacing

unit and for the payment of the cost of the well, which may

include a reasonable charge for supervision, handling, and

storage. If a dispute arises as to the cost, the board by

subsequent order, after notice and hearing, shall determine

the proper cost. The order may provide in substance that the
owners who agree to share in the cost of drilling and
operating the well are, unless they agree otherwise,

entitled to receive, subject to royalty or similar
obligations, all of the production of the well until they
have recovered all of the costs out of the production. j7-and

thereafeter After all costs of drilling and operation are

recovered, all of the owners in the permanent spacing unit

are entitled Lo receive their respective shares of the

-6~
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production of the well as their interest may appear after
deducting their respective shares of current operating
costs.

(b} If a well has been drilled prior to the hearing on

the application and an owner refuses, after written demand,

has failed or refused to pay his the owner's share of the

costs of dritting-and--operating--the--weit development or

other operaticns referred to in subsection (l}7 or if a well

has not been drilled prior to the hearing on the application

and an owner refuses to agree toc pay the owner's share of

drilling and completion costs, in addition to the costs

under subsection (2)(a), the order must include as cost

costs:

{i} 100% of the refusing owner's share of the cost of
newly acquired surface eguipment Dbeyond the wellhead
connections, including but not limited to stock tanks,
separators, treaters, pumping eguipment, and piping, plus
100% of the refusing owner's share of the cost of operation
of the well commencing with first production and continuing
until the agreeing owners have recovered such the costs; and

(ii) 200% of the refusing owner's share of the costs and
expenses of staking, well site preparation, obtaining
rights-of-way, rigging up, drilling, reworkind, deepening or
plugging back, testing, and completing the well, after

deducting any cash contributions received from the refusing
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owners by the agreeing owners, and 200% of that portion of
the cost of equipment in the well, including the wellhead
connections.

{c) A refusing owner of an 0il and gas interest in a
spacing unit whiteh that is not subject to any lease or other
contract for development of ©il and gas is considered to own
a landowner royalty equal to one-eighth of his the owner's
proportionate share of production from the well until such
time as the consenting owners reccver the costs specified in
subsection {2)(b)., Any interest in production from the
spacing unit to which the interest of the refusing owner may
be subject must be dsducted from the royalty considered to
be owned by the refusing owner. After costs have been
recovered by the agreeing owners, the refusing owner owns

his the refusing owner's proportionate share of the well,

surface facilities, and production and is liable for further

costs as if he the refusing owner nhad originally agreed to

drilling of the well.

{d) The operator of a well under a pooling order in
which there 1is a refusing owner shall upon demand furnish
such the refusing owner with a monthly statement of all
costs incurred, together with the quantity of oil or gas
produced and the amount of proceeds realized from the sale
of production during the preceding month.

(e) If an owner of an oil and gas interest in a

-8-
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temporary spacing unit refuses to agree to pay the owner's

share of the costs of drilling and operating a well drilled

within the unit and an application is filed for pooling of

the interests in the well in a permanent spacing unit, the

board shall, upon hearing the applicatiocn for pooling of the

interests for the well, order that the parties who agreed to

share in the cost of drilling and operating the well prior

to commencement of the drilling operation recover out of the

refusing owner's share of the costs as rovided in
Pr

subsections (2)(a) and (2)(b).

(3) {a) An owner is presumed to have refused to _pay the

owner's share of costs if prior to the spud date of the

well, the owner fails to pay or agree in writing toc promptly

pay the share of the costs after notice by the well operator

either:

(i) acknowledged in writing by the owner as received;

{ii) sent at least 30 days prior to the spud date of the

well to the owner by certified mail, addressed to the

owner's address of record in the office ¢of the clerk and

recorder of the county where the well is to be drilled or to

the owner's address on file with the board.

{b) The notice must set forth the lccation of the well,

the projected depth and target formations, the anticipated

costs of drilling and completing the well, and the

..9_
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anticipated spud date of the well."

-End-
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APPROVED BY COMM. ON
NATURAL RESOURCES

5(!\011 prr mo. 10Y

INTRODUCED BY ).

/

A BILL FOR AN ACT ENTITLED:

"AN ACT REVISING THE LAW
GOVERNING THE POOLING AND SPACING OF OIL AND GAS WELLS;
PROVIDING FOR TEMPORARY AND PERMANENT SPACING OR POOLING;
PROVIDING FOR RECOVERY OF COSTS; AND AMENDING SECTIONS
82-11-201 AND 82-11-202, MCA."

BE IT ERACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 82-11-201, MCA, is amended to read:
®"A2-11-201. Establishmsent of well spacing units. (1) To

prevent or to assisat in preventing waste of oil or gas

prohibited by this chapter, to awvoid the drilling of

unhecessary wells, or to protect correlative rights, the

board, upon its own motion or upon application of an
interested person, after hearing, may by order establish:

(a) temporary spacimg units on a statewide basis or for

defined areas within the state for 0il, gas, or oil and gas

wells drilled to varying depths; and

{b) permanent wei}l spacing units for a discovered pool
as--te-oil-weits-cr-as-to-gas-wetis-or-both, except in those
pools whieh that, prior to April 1, 1953, have been
developed to such an extent that it would be impracticable

or unreasonable to establish spacing units at the existing
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stage of development. Spacing-units-when--established--shaii
innofar--as—--possible--be——of-uniform-size-and-shape-for-the
entire-pooi:

(2) The size and the shape of temporary spacing units
shati must be asunech--as-—-wiki--resudt-in-the-efficient-and

economiec established to promote the orderly development of

the--pooi--as—a-whoier-and-the-size-shati unproven areas and

must be uniform throughout the surface area that--can—--be

effieientiy--drained—-by--one-weit and depths covered by the

unit. A temporary spacing unit must remain in effect until

superseded by an order issued by the board or until a

permanent spacing unit is established.

{3) Permanent spacing units do not need to be uniform

in size or shape but wmust result in the efficient and

economic development of the pool as a whole. In establishing

permanent spacing unitg, the acreage to be embraced within a

unit and the shape of the unit must be determined by the

board based upon evidence introduced at the hearing. The

board may divide a pool into zones and establish spacing

units for each zone if necessary for a purpose menticned in

subsection (1) or to facilitate production through the use

of innovative drilling and completion methods. The spacing

unite within the zone may differ in size and shape from

spacing units in any other zone but may not be smaller than

the maximum area that can be efficiently and economically

-2- S \O4-
SECOND READING
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drained by one well.

t3)(4) Subjeect---to---this---chapterr-—-the An order

eptablishing temporary or permanent spacing units shail

direct--that—no-more-than may permit only one well may to be
drilled and produced from the common source of supply on any
spacing unit, and that the well shaii must be drilled at a
location authorized by the order, with such an exception as
may be reasonably necessary. where--it--is--showny The

exception may be included if, upon application, notice, and

hearing, and the board finds that the sapacing unit is
located on the edge of a pool or field and adjacent to a
producing unit or, for some other reason, that the
requirement to drill the well at the authorized location on
the spacing unit would be inequitable or wunreasonable. The

board shall take action to offset any advantage that the

person _securing the exception may have over other producers

by reason of drilling the well as an exception. The order

must include provisions to prevent production from the

spacing unit from being more than its just and equitable

share of the producible oil and gas in the pool.

t43(5) An order establishing temporary or permanent

spacing units for a pool shait must cover all lands then
determined or then believed to be underlaid by the pool and
may be wmodified after notice and hearing by the board £rem

time—-to——time to include additional areas subsequently

-3-

[7- TN - - R I - R IR S TCR N R

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

25

LC 1033/01

determined to be underlaid by the pool.
{(6) When-found-necessary-for—-the-prevention--of--wvastey
an——order——establishing--spacing--units--in--a--pooi--may-be

modified-after The board, upon application, notice, and

hearing, by--the-board-te may increase or decrease the size

of a temporary or permanent spacing uaits-in—the--poei unit

or to permit the drilling of additional wells in the-peei-en

a--reasonabliy——uniform—-ptan a spacing unit for a purpose

mentioned in subsection (1)."

Section 2. section 82-11-202, MCA, is amended to read:
“82-11-202. Pooling of interest within sapacing wunit.
(1) {a) When two or more separately owned tracts are

embraced within a temporary or permanent spacing unit or

when there are separately owned interests in all or a part
of the spacing unit, then the persons owning those interests
may pool their interests for the development and operation
of the spacing unit.

(b) En-the-absence--of--voluntary--pooiing--within--the
spacing--unity-—-the The board, upon the application of an
interested person, may enter an order pooling all interests
in the permanent spacing unit Efor the development and

operation thereof of the permanent spacing unit and the

allocation of production if the applicant has made an

unasuccessful, good faith attempt to voluntarily pool the

interegts within the permanent spacing unit. The applicant

--
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must be a person who owns an interest in the o0il or gas

underlying the permanent spacing unit or who has drilled a

well, proposes to drill a well, or proposes to conduct other

operations on a well, including recompleting, deepening, or

stimulation. The pooling order shaii must be made after a
hearing and shat* must be upon terms and conditions that are
just and reasonable and that afford to the owner of each
tract or interest in the permaneant spacing unit the
opportunity to recover or receive without unnecessary
expense his a just and equitable share of the oil or gas
produced and saved from the spacing unit. Operations
incident to the drilling of a well upon any portion of a
permanent spacing unit covered by a pooling order shaii--be
are considered, for all purposes, the conduct of the

operations upon each separately owned tract in the spacing

unit by the several owners thereof of the tracts. That

portion of the production allocated to each tract included
in a permanent spacing unit covered by a pooling order sha#i
must when produced be considered for all purposes to have
been produced from the tract by a well drilled thereen on
the tract.

{(Z) (a) The--peoiing--order--shaii--preovide-—-foar-——the
drilling-and-operating-of-a-weii-sn-the-spacing-unit-and-for
the--payment--of--the-cast-thereof;-which-cost-may-inciude-na

reasonabie-charge-for-snpervisiont-handiingr-and-storage: As

_5—
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to each owner who refuses to pay his the owner's share of

the costs of derilling-and-operating-the-weil development or

other operations referred to in subsection (1), the order

shat} must provide for payment of his the owner's share of
the cost out of and only out of production from the well
allocable to hi#as the owner's interest in the permanent
spacing unit, excluding royalty or other intereast not
obligated to pay any part of the cost thereof; and excluding
the royalty provided for in subsection (2){c) of--this

section. If a well has not been drilled prior to the hearing

on the application, the pocling order must provide for the

drilling and operating of a well on the permanent spacing

unit and for the payment of the cost of the well, which may

include a reasonable charge for supervision, handling, and

storage. If a dispute arises as to the cost, the board by

subsequent order, after notice and hearing, shall determine

the proper cost. The order may provide in substance that the
owners who agree to share in the cost of drilling and
operating the well are, unless they agree otherwise,

entitled to receive, subject to royalty or similar
abligations, all of the production of the well until they
have recovered all of the costs out of the production. r-and

thereafter After all costs of drilling and operation are

recovered, all of the owners in the permanent spacing unit

are entitled to receive their respective shares of the

;6_
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production of the well as their interest may appear after
deducting their respective shares of current operating
costs.

(by If a well has been drilled prior to the hearing on

the application and an owner refuses, after written demand,

has FfFailed or refused to pay his the owner's share of the

costs of deritting-and--operating--the--weil development or

other operations referred to in subsection (l}7y or if a well

has not been drilled prior to the hearing on the application

and an owner refuses to agree to pay the owner's share of

drilling and completion costs, in addition t¢ the costs

under subsection (2)(a), the order must include as cast

costs:

(i) 100% of the refusing owner's share of the cost of
newly acquired surface egquipment beyond the wellhead
connections, including but not limited to stock tanks,
separators, treaters, pumping equipment, and piping, plus
100% of the refusing owner's share of the cost of operation
of the well commencing with first production and continuing
until the agreeing owners have recovered such the costs; and

(ii) 200% of the refusing owner's share of the costs and
expenses of ataking, well site preparation, obtaining
rights-of-way, rigging up, drilling, reworking, deepening or
plugging back, testing, and completing the well, after

deducting any cash contributions received from the refusing

-7=
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owners by the agreeing owners, and 200% of that portion of
the coat of equipment in the well, including the wellhead
connections.

{(c} A refusing owner of an oil and gas interest in a

spacing unit whieh that is not subject to any lease or other

contract for development of o0il and gas is considered to own
a landowner royalty equal to one-eighth of his the owner's
proportionate share of production from the well until such
time as the consenting owners recover the costs specified in
subgection (2)(b). Any interest in production from the
gpacing unit to which the interest of the refusing owner may
be subject must be deducted from the royalty conaidered to
be owned by the refusing owner. After costs have been
recovered by the agreeing owners, the refusing cwner owns

his the refusing owner's proportionate share of the well,

surface facilities, and production and is liable for further

costs as if he the refusing owner had originally agreed to
drilling of the well.

(d) The operator of a well under a poeling order in
which there is a refusing owner shall upon demand furnish
such the refusing owner with a monthly statement of all
costs incurred, together with the qQuantity of oil or gas
produced and tﬁe amount of proceeds realized from the sale
of production during the preceding wonth.

{e) If an owner of an_ oil and gas interest in a

58_
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temporary spacing unit refuses to agree to pay the owner's

share of the costs of drilling and operating a well drilled

within the unit and an application is filed for pooling of

the interests in the well in a permanent spacing unit, the

board shall, upon hearing the application for pooling of the

interests For the well, order that the parties who agreed to

share in the cogt of drilling and operating the well prior

to commencement of the drilling operation recover out of the

refusing owner's share of the costs as provided in

subsections (2){a) and (2)(b).

{3} {(a) An owner is presumed tc have refugsed to pay the

owner's share of costs if prior to the spud date of the

well, the owner fails to pay or agree in writing to promptly

pay the share of the costs after notice by the well operator

either:

{i} acknowledqged in writing by the owner as received;

{ii) sent at least 30 days prior to the spud date of the

well to the owner by certified mail, addressed to the

owner's address of record in the office of the clerk and

recorder of the county where the well is to be drilled or to

the owner's address on File with the board.

{b) The notice mugt set forth the location of the well,

the projected depth and target formations, the anticipated

costs of driliing and completing the well, and the

-9-
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anticipated spud date of the well.*

-End-
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SQ-NL& BILL mo. 10

INTRODUCED BY o4

A BILL FOR AN ACT EWTITLED: “AN ACT REVISING THE LAN
GOVERNING THE POOLING AND SPACING OF OIL AND GAS WELLS;
PROVIDING FOR TEMPORARY AND PERMANENT SPACING OR POOLING;
PROVIDING FOR RECOVERY OF COSTS: AND AMENDING SECTIONS
82-11-201 AND 82-11-202, MCA."*

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

Section 1. section 82-11-201, MCA, is amended to read:
*$2-11-201. Establishment of well spacing umits. (1) To
prevent or to assist in preventing waste of oil or gas

prohibited by this chapter, to avcid the drilling of

unnecessary wells, or to protect correlative rights, the

board, upon its own motion or upon application of an
interested person, after hearing, may by order establish:

{a} temporary spacing units on a statewide basis or for

defined areas within the state for oil, gas, or gil and gas

wells drilled to varying depths; and

{b] permanent weii spacing units for a discovered pool"

as--to-oil-welis-or-as-to-gas-weilis-or-both, except in those
pools which that, prior to April 1, 19531, have been
developed to such an extent that it would be impracticable

Or unreasonable Lto establish spacing units at the existing

) S—

@ @ W on N A W N e

[
a W N =~ O

15
16
17
18
19
20
21
22
23
24
25

LC 1033/01

stage of development. Spacing-units-vhen--esetabiished--shaii
tnsefar--as--possible—-be——-of-uniformn-size-and-shape-for-the
entire-pooir

{2) The size and the shape of temporary spacing units
shati must be such-—as--wili--resutt-in-the-efficient-and

economic established to promote the orderly development of

the--pooi--as-a-whoiey-and-the-size-shaii unproven areas and

must be uniform throughout the surface area that--can--be

efticientiy——-drained--by--one-weiit and depths covered by the

unit. A temporary spacing unit must remain in effect until

superseded by an order issued by the board or until a

permanent spacing unit is established.

{3) Permanent spacing units do not need to_ be uniform

in size or shape but must result in the efficient and

economic development of the pocl as a whole. In establishing

permanent spacing units, the acreage to be embraced within a

unit and the shape of the unit myst be determined by the

board based upon evidence introduced at the hearing. The
board may divide a pool into zones and establish spacing.

units for each zone if necessary for a purpose mentioned in

subsection (1) or to facilitate production through the use

of innovative drilling and completion methods. The spacing

units within the zone may differ in size and shape from

spacing units in any other zone but may not be smaller than

the maximum area that can be efficiently and economically

- QP \O4
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drained by one well.

£33(4) Subject-—-to--—this—--chaptery---the An order

establishing temporary or permanent gpacing units shal}

direct--that-no-mere-than may permit only one well may to be

drilled and produced from the common source of supply on any

spacing unit, and that the well shai} must be drilled at a

location authorized by the order, with such an exception as’

may be reasonably necessary. where--it--is--shownr The

exception may be included if, upon applicaticn, notice, and

hearing, and the board finds that the spacing unit is
located on the edge of a pool or field and adjacent to a
producing unit or, for some other reason, that the
regquirement to drill the well at the authorized location on
the spacing unit would be inequitable or unreasonable. The

board shall take action to offset any advantage that the

person securing the exception may have over ather producers

by reason of dfilling the well as an exception. The order

must include provisions to prevent production from the

spacing unit from being more than its just and equitable

share of the producible cil and gas in the pool.

t43(5) An order establishing temporary or permanent

spacing units for a pool shail must cover all lands then
determined or then believed to be underlaid by the pool and
may be wmodified after notice and hearing by the board frea

time--to-~time to include additional areas subsequently

-3-
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determined to be underlaid by the pool.
{6) When-found-necessary-for-the-prevention--of--wastey
an--prder—-establishing--spacing--—units--in--a-—-pesi--may-be

modified-after The board, upon application, notice, and

hearing, by--the-board-te may increase or decrease the size

of a temporary or permanent spacing units-in-the--pool unit
or ¢te permit the drilling of additional wells in the-poni-on

a--reaseonably——uniform--plan a spacing unit for a purpose

mentioned in submection {1)."

Section 2. Section B2-11-202, MCA, is amended to read:
*82-11-202. Pooling of interest within spacing unit.
(1) {a) When twc or m®more separately owned tracts are

embraced within a temporary or permanent spacing unit or

when there are separately owned interests in all or a part
of the spacing unit, then the persons owning those interesats
may pool their interests for the development and operation
of the spacing unit.

{b} ¥n-the-absence--ef--voluntary--poolting--within--the
spacing--unity—-the The board, upon the application of an
interested person, may enter an order pooling all interests
in the permanent spacing unit for the development and

operation thereof of the permanent spacing unit and the

allocation of production_ if the applicant has made an

unsuccessful, good faith attempt to voluntarily pool the

interests within the permanent spacing unit. The applicant

-4~
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must be a person who owns an interest in the oil or gas

underlying the permanent spacing unit or who has drilled a

well, proposes to drill a well, or proposes to conduct other

operations on a well, including recompleting, deepening, or

stimulation. The pooling order shail must be made after a
hearing and shaii must be upon terms and conditiong that are
just and reasonable and that afford to the owner of each
tract or interest in the permanent spacing unit the
cpportunity to recover or receive without unnecessary
expense his a just and equitable share of the oil or gas
produced and saved [rom the spicing unit. Operations
incident to the drilling of a well upon any portion of a
permanent spacing unit covered by a pooling order shali--he
are considered, for all purposes, the conduct of the

operations upon each separately owned tract in the spacing

unit by the several owners thereef of the tracts. That

portion of the production allocated to each tract included

in a permanent spacing unit covered by a pooling order shaii

" must when produced be considered for all purposes to have

been produced from the tract by a well drilled thereon on
the tract.

{2) {a) The--pooiing--order--shaii--provide-—-for---the
drilling-and-operating-of-a-weii-on-the-spacing-unit-and-fer
the--payment--of--the-cest-thereof;-which-ecest-may-inetude-n

reasonabie-charge-for-supervisiony-handiingr-and-storage: As
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to each owner who refuses to pay his the owner's share of

the costs of drilling-and-operating-the-welil development or

other operations referred to in subsection (1), the order

shait must provide for payment of his the owner's share of
the cost out of and only out of production from the well
allocable to his the owner's interest in the permanent
spacing unit, excluding royalty or other intereat not
obligated to pay any part of the cost thereofy and excluding
the royalty provided for in subsection (2){c) of--thia

section. If a well has not been drilled prior to the hearing

on the application, the pooling order must provide for the

drilling and operating of a well on the permanent spacing

unit and for the payment of the cost of the well, which may

include a reasonable charge for supervision, handling, and

storage. If a dispute arises as to the cost, the board by

subsequent order, after notice and hearing, shall determine

the proper cost. The order may provide in substance that the
owners who agree to gshare in the cost of drilling and
operating the well are, unless they agree otherwise,
entitled to receive, subject to royalty or asimilar
obligations, all of the production of the well until they

have recovered all of the costy out of the production. r-and

thereafter After all costs of driliing and operation are
recovered, all of the owners in the permanent spacing wunit

are entitled to receive their respective shares of the

_6_
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production of the well as their interest may appear after
deducting their respective shares of current operating
costs,

{b) If a well has been drilled prior to the hearing on

the application and an owner refuses, after written demand,

has failed or refused to pay his the owner's share of the

costs of driltiing-and--operating--the--wei} development or

other operations referred to in subsection (l)7 or if a well

has not been drilled prior to the hearing on the application

and an _ owner refuses to agree to pay the owner's share of

drilling and completion costs, in addition to the costs

under subsection (2)(a), the order must include as eost

costs:

t{i) 100% of the refusing owner's share of the cost of
newly acquired* surface eguipment beyond the wellhead
connections, including but not limited to stock tanks,
separators, treaters, pumping equipment, and piping. plus
100% of the refusing owner's share of the cost of operation
of the well commencing with first production and continuing
until the agreeing owners have recovered such the costs; and

{ii) 200% of the refusing owner's share of the costs and
expenses of staking, well site preparation, obtaining
rights-of-way., rigging up, drilling, reworking, deepening or
plugging back, testing, and completing the well, after

deducting any cash contributions received from the refusing

-7
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owners by the agreeing owners, and 200% of that portion of
the cost of equipment in the well, in¢luding the wellhead
connections.

{c) A refusing owner of an oil and gas interest in a
spacing unit whieh that is not subject to any lease or other
contract for development of cil and gas is considered to own
a landowner royalty equal to one-eighth of his the owner's
proportionate share of production from the wel} until such
time as the consenting owners recover the costs specified in
subsection (2){b). Any interest in production from the
spacing unit to which the interest of the refusing owner may
be subject must be deducted from the royalty considered to
be owned by the refusing owner. After costs have been
recovered by the agreeing owners, the refusing owner owns

his the refusing owner's proportionate share of the well,

surface facilities, and production and is liable for further

costs as if he the refusing owner had originally agreed to

drilling of the well.

(d) The operator of a well under a pooling order in
which there is a refusing owner shall upon demand furnish
such the refusing owner with a wmonthly statement of all
costs incurred, together with the quantity of o0il or gas
produced and the amount of proceeds realized from Lhe pale
of producticn during the preceding month.

{e) 1f an owner of an oil and gas interest in a

_8—
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temporary spacing unit refuses to agree to pay the owner's

ghare of the costs of drilling and operating a well drilled

within -the unit and an application im filed for. pooling of

the interesgts in the well in a permanent spacing unit, the

board shall, upon hearing the application for pooling of the

interests feor the well, order that the parties who agreed to

share in the cost of drilling and operating the well prior

to commencement of the drilling operation recover out of the

refusaing owner's share of the costs as provided in

subsections (2){a) and {2)(b}.

{3) (a) An owner is presumed to have refused to pay the

owner's share of costs if prior to the spud date of the

well, the owner fails to pay or aqree in writing to promptly

pay the share of the costs after notice by the well operator

either:

{i} acknowledged in_ writing by the owner as received;

{ii) sent at least 30 days prior to the spud date of the

well to the owner by certified mail, addressed to the

owner's address of record in the office of the clerk and

recorder of the county where the well is to be drilled or to

the owner's address on file with the board.

{b) The notice must set forth the location of the well,

the projected depth and target formations, the anticipated

costs of drilling and completing the well, and the

_9_
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anticipated spud date of the well.”™

-End-
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SENATE BILL NO. 104

INTRODUCED BY GAGE

A BILL FOR AN ACT ENRTITLED: "AN ACT REVISING THE LAW
GOVERNING THE POOLING AND SPACING OF OIL AND GAS WELLS;
PROVIDING FOR TEMPORARY AND PERMANENT SPACING OR POOLING:
PROVIDING FOR RECOVERY OF COSTS; AND AMENDING SECTIONS

82-11-201 AND 82-11-202, MCA."

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

Section 1. Section 82-11-201, MCR, is amended to read:
"g2-11-201. Establishment of well spacing units. (1} To
prevent or to assist in preventing waste of o0il or gas

prohibited by this chapter, Lo avoid the drilling of

unnecessary wells, or to protect correlative rights, the

board, upon its own motion or upon application of an
interested person, after hearing, may by order establish:

{a) temporary spacing units on a statewide basis or for

defined areas within the state for oil, gas, or oil and gas

wells drilled to varying depths; and

(b) permanent wel} spacing units for a discovered pocl
as--te—oil-wells-or-as-to-gas-welis-or-both, except in those
pools whieh that, prior to april 1, 1953, have been
developed to such an extent that it would be impracticable

or unreasonable to establish spacing units at the existing
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stage of development. Spacing-units-when--esatabtished--shaii
insofar-—-as--poasibie--be-—af-untform-size-and-shape-for-the
entire-poois

{(2) The size and the shape of temporary spacing units
shait must be suech--as--witt--resuit-in-the-efficient-and

economte established to promote the orderly development of

the--pooi--as—a-wholter-and-the-size-shatt unproven areas and

must be uniform throughout the surface area that--can—-be

efficientiy-——drained--by--one-weii and depths covered by the

unit, A temporary spacing unit must remain in effect until

superseded by an order issued by the becard or until a

permanent spacing unit is established.

(3) Permanent spacing units do not need to be wuniform

in size or shape but must result in the efficient and

economic development of the pocl a2s a whole. In establishing

permanent spacing units, the acreage to be embraced within a

unit and the shape of the unit must be determined by the

board based upon evidence introduced at the hearing. The

board may divide a pool into zones and establish spacing

units for each zone if necessary for a purpose mentioned in

subsection {1} or to facilitate production through the use

of innovative drilling and completion methads. The spacing

units within the zone may differ in size and shape from

spacing units in any other zone but may not be smaller than

the maximum area that can be efficiently and economically

-2- SB 104
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drained by one well.

t3¥{4) Subject-—-to-—-this---chaptery-—-the An order

establishing temporary or permanent spacing units shaii

direct--that-no—mere-than may permit only one well may to be

drilled and produced from the common source of supply on any
spacing unit, and that the well shaii must be drilled at a
location authorized by the order, with such an exception as
may be reasonably necessary. where--it--is--shownsy The

exception may be included if, upon application, notice, and

hearing, and the board finds that the spacing unit 1is
located on the edge of a pool or field and adjacent to a
producing unit or, for some other reason, that the
requirement to drill the well at the authorized location on
the spacing unit would be inequitable or unreasonable. The

board shall take action to ¢offset any advantage that the

person securing the exception may have over other producers

by reason of drilling the well as an exception. The order

myst include provisions to prevent production £from the

spacing unit from being more than its just and equitable

share of the producible 0il and gas in the pool.

+43(5) An order establishing temporary or permanent

spacing units for a pool shati must cover all lands then
determined or then believed to be underlaid by the pool and
may be modified after notice and hearing by the board from

time--to--time to include additional areas subsegquently

~3- SB 104
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determined to be underlaid by the pool,
{6} When-found-necesasary-for-the-prevention--of--wastery
an—-erder—-estabiishing——spacing—-units--in--a--poot--may-be

modified-after The board, upon application, notice, and

hearing, by-—the-board—te may increase or decrease the size

of a temporary or permanent spacing uwnies—in-the-—-poo: unit

or to permit the drilling of additicnal wells in the-pooi-on

a--reasonabty—-uniform--pien a spacing unit for a purpose

mentioned in subsection (1}."

Section 2. Section B2-11-202, MCA, is amended to read:
"82-11-202. Pooling of interest within spacing unit.
{1) (a) When two or more separately owned tracts are

embraced within a temporary or permanent spacing unit or

when there are separately owned interests in all or a part
of the spacing unit, then the persons owning those interests
may pool their interests for the development and operation
of the spacing unit.

(b) EIn-the-absence-~of--veiuntary-—-pesiing--within-—the
spacing—-unity-—-the The board, upon the application of an
interested person, may enter an order pooling all interests
in the permanent spacing unit for the development and
operation thereof of the permanent spacing unit and the

allocation of production if the applicant has made an

unsuccessful, good faith attempt to voluntarily pool the

interests within the permanent spacing unit. The applicant

-4- SB 104
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must be a person who owns an interest in the o0il or gas

underlying the permanent spacing unit or who has drilled a

well, proposes to drill a well, or proposes to conduct other

operations on a well, including recompleting, deepening, or

stimulation. The pooling order shaii must be made after a
hearing and shat* must be upon terms and conditions that are
just and reasonable and that afford to the owner of each
tract or interest in the permanent spacing unit the
opportunity to recover or receive without unnecessary
expense his a just and equitable share of the ocil or gas
produced and saved from the spacing unit. Operations
incident to the drilling of a well upon any portion of a
permanent spacing unit covered by a pooling order shaii--be
are considered, for all purposes, the conduct of the
operations upon each separately owned tract in the spacing

unit by the several owners thereof of the tracts. That

portion of the production allocated to each tract included
in a permanent spacing unit covered by a pooling order shaii
must when produced be considefed for all purposes to have
been produced from the tract by a well drilled thereon on
the tract.

(2) (a) Phe~-pooiing——order—-shail--provide-——-for—-——the
driltiing-and-operating-of-s-weii-on-the-spacing-unit-and-for
the-—payment-—-of-—-the-coat-thereofr-which-const-may-inciunde-a

reasonabie-charge-feor-supervisrony-handiingr-and-sterages As
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to each owner who refuses to pay his the owner's share of

the costs of dritiing-and-operating-the-weii development or

other operations referred to in subsection (1), the order

shait must provide for payment of his the owner's share of
the cost out of and only cut of production £from the well
allocable to hés the owner's interest in the permanent
spacing unit, excluding royalty or other interest not
obligated to pay any part of the cost eheresf; and excluding
the royalty provided for in subsection (2){c) of-—this

seetion. If a well has not been drilled prior to the hearing

on the application, the pooling order must provide for the

drilling and operating of a well on the permanent spacing

unit and for the payment of the cost of the well, which may

include a reasonable charge for supervision, handling, and

storage. If a dispute arises as to the cost, the board by

subsequent order, after notice and hearing, shall determine

the proper cost. The order may provide in substance that the
owners who agree to share in the cost of drilling and
operating the well are, unless they agree otherwise,
entitled to receive, subject to royalty or similar
obligations, all of the production of the well until they
have recovered all of the costs out of the production. 7-and

thereafter After all costs of drilling and operation are

recovered, all of the owners in the permanent spacing unit

are entitled to receive their respective shares of the

-6- SB 104
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production of the well as their interest may appear after
deducting their respective shares of current operating

costs.

{by If a well has been drilled prior to the hearing on

the application and an owner refuses, after written demand,

has failed or refused to pay his the owner's share of the

costs of dritiing-and--eperating--the--well development or

other operaticns referred to in subsection (1)7y or if a well

has not been drilled prior to the hearing on the application

and an owner refuses to agree to pay the owner's share of

drilling and completion costs, in addition to the costs

under subsection (2){a), the order must include as cost

costs:

(i) 100% of the refusing owner's share of the <c¢ost of
newly acquired surface equipment beyond the wellhead
connections, including but not limited to stock tanks,
separators, treaters, pumping equipment, and piping, plus
100% of the refusing owner's share of the cost cf operation
of the well commencing with first production and continuing
until the agreeing owners have recovered such the costs; and

(ii) 200% of the refusing owner's share of the costs and
expenses of staking, well site preparation, obtaining
rights-of-way, rigging up, drilling, reworking, deepening or
plugging back, testing. and completing the well, after

deducting any cash contributions received from the refusing

-7= SB 104
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awners by the agreeing owners, and 200% of that portion of
the cost of equipment in the well, including the wellhead
connections.

{c) A refusing owner of an 0il and gas interest in a
spacing unit whiech that is not subject to any lease or other
contract for development of oil and gas is considered to own
a landowner royalty equal to one-eighth of mi¢a the owner's
proportionate share of production from the well until such
time as the consenting owners recover the costs specified in
subsection (2)}{b). Any interest in production from the
apacing unit to which the interest of the refusing owner may
be subject must be deducted from the royalty considered to
be owned by the refusing owner. After costs have been
recovered by the agreeing swners, the refusing owner owns

his the refusing owner's proportionate share of the well,

surface facilities, and production and is liable for further

costs as if he the refusing owner had originally agreed to

drilling of the well,

(d) The operator of a well under a pooling order in
which there is a refusing owner shall upon demand furnish
sueh the refusing owner with a monthly statement of all
coBts incurred; together with the guantity of cil or gas
produced and the amount of proceeds realized from the sale
of production during the preceding month.

(e) If an owner of an o0il and gas intereat in a

-8- SB 104
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temporary spacing unit refuges to aqree to pay Lthe owner's

share of the costs of drilling and coperating a well drilled

within the unit and an application is filed for pooling of

the interests in the well in a permanent spacing unit, the

board shall, upon hearing the application for pooling of the

interests for the well, order that the parties who agreed to

share in the cost of drilling and operating the well prior

to commencement of the drilling operation recover out of the

refusing owner's share of the costs as provided in

subsections (2){a) and (2)(b).

{3) (a) An owner is pregsumed to have refused to pay the

owner's share of costs if prior to the spud date of the

well, the owner fails to pay or agree in writing to promptly

pay the share of the costs after notice by the well operator

either:

{i) acknowledged in writing by the owner as received;

{ii) sent at least 30 days prior to the spud date of the

well to the owner hy certified mail, addressed to the

owner's address of record in the office of the clerk and

recorder of the county where the well is to be drilled or to

the owner's address on file with the board.

{b) The notice mugst get forth the location of the well,

the projected depth and target formations, the anticipated

costs of drilling and completing the well, and the

-9- SB 104
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‘anticipated spud date of the well."

-End-
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