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~ BILL NO.~ 

INTRODUCED BY 

A BILL FOR AN ACT ENTITLED: "AN 

GOVERNING THE POOLING AND SPACING 

PROVIDING FOR TEMPORARY AND PERMANENT 

PROVIDING FOR RECOVERY OF COSTS; 

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

ACT REVISING THE LAW 

OF OIL AND GAS WELLS; 

SPACING OR POOLING; 

AND AMENDING SECTIONS 

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

Section 1. Section 82-11-201, MCA, is amended to read: 

"82-11-201. Establishment of well spacing units. (1) To 

prevent or to assist in preventing waste of oil or gas 

prohibited by this chapter, to avoid the drilling of 

unnecessary 

board, upon 

wells, or to protect correlative rights, the 

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 we¼¼ spacing units for a discovered pool 

a~--to-o±i-w~ii~-or-a~-to-ga~-weii~-or-botn, except in those 

pools wh±eh 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. Spaein~-ttn¼ts-when--estabiished--sha½¼ 

ifteefar--as--possible--be--ef-tt"iform-size-and-shape-for-the 

entire-pee½. 

(2) The size and the shape of temporary spacing units 

sha½¼ must be stteh--as--w±¼¼--re~tt¼t-±n-the-e££icient-and 

eeonomie established to promote the orderly development of 

the--poo¼--as-a-who¼e,-and-t~e-~ize-shall unproven areas and 

mu~t be uniform throughout the surface area t~at--can--be 

e~rte±ently--drained--by--one-we±± 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superseded by an order issued by the board or until a 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 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 U£On 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 

ut\its within the zone may differ in siz~ 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-

I NTR~tcrc\~~ I LL 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

LC 1033,'0l 

drained by one well. 

t3tl.!l 5ttb;ect---to---th½~---chapter,---the An order 

establishing temporary or permanent spacing units ~ha±¼ 

direet--that-~o-more-then ~ permit o~l_y one well may to be 

drilled and produced from the common source of supply on any 

spacing unit~ and that the well ~ha±± must be drilled at a 

location authorized by the order, with eneh an exception as 

may be reasonably necessary~ where--it--i9--9hown, The 

exception may be included if, upon application, 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 

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 

oerson securing the exception may have over att1er producers 

by reason of dri_lling the well as an exc~j~~~--_The oi.-der 

must include provisions to prevent production from the 

.spacing unit from bei_!!_S ____ ~ore than its just and equitable 

share of the producible oil and gas in the pool. 

t4tii1 An order establishing temoorary or permanent 

spacing units for a pool ~ftaii 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 £~om 

time--eo--t±me to include additional areas subsequently 
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determined to be underlaid by the pool. 

1.§.1 Whe~-£ott~d-~eeessnry-ror-tfte-~~even~±on--o£--w8ste, 

an--orde~--e~t8b±±shin9--spae±ng--tln±t~--in--a--pooi--may-be 

mod¼rtee-arter The board, upon application, notice..!.. and 

hearing..!.. by--the-boa~d-to .!!!E_Y increase or decrease the size 

of a temporary or permanent spacing tln±t~-±n-the--poo¼ unit 

or to permit the drilling of additional wells in t~e-pooi-on 

e--rea~onabiy--un~form--pian a spacing unit for a purpose 

mentioned in subsection ill· 11 

Section 2. Section 82-11-202, MCA, is amended to read: 

"82-11-202. Pooling of interest within spacing unit. 

(1) ~ When two or n1.ore separalely owned tracts ar-e 

embraced within a temporary or permanent spacing unit or 

when there are separately owned int~rests in all or a part 

of ti1e sp.=.:.cin,J ·•ni:., then the perso,1~-:, owning those lnterests 

1oay pool theit i11terests for th~ development and operalion 

of the spacing unit. 

i_B in-the-nb ~f!nee-- ·-of- -vo::l: t1 i"l i" a t""y- -~ooi±n9--"f"± th in- - t Me 

epa~ing--Hnit,--the The boardr upon the appl.ication of an 

interested person, may enter an order pooling all interests 

in the permanent spacing unit for the development and 

operation ~hereo£ 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 9ha±¼ must be made after~ 

hearing and sbe¼½ 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 hi~ ~ just 

produced and saved 

and equitable share of the oil or gas 

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 ~hai¼--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 ehali 

must when produced be considered for all purposes to have 

been produced from the tract by a well drilled thereo" on 

the tract. 

(2) (a) ~he--pool±"g--order--~hell--pro~±de---for---the 

drilli"g-and-operat±~g-o£-a-well-o"-the-epaei"g-n"it-and-£or 

the--payme"t--or--the-~o~t-thereo£,--whieh-eoet-may-ineiude-a 

reeso~abie-eharge-ror-9~pervision,-handi±~g,-and-~tore9e~ As 
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to each owner who refuses to pay his the owner's share of 

the costs of dril±ing-and-eperaeing-ehe-well development or 

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

sha¼¼ must provide for payment of "is the owner's share of 

the cost out of and only out of production from the well 

allocable to h¼s the owner's interest in the ~ermanent 

spacing unit, excluding royalty or other interest not 

obligated to pay any part of the cost thereof7 and excluding 

the royalty provided for in subsection (2)(c) of--th¼s 

seet¼e"· 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 spaciOg 

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 -s"d 

thereo£ter After all costs of drilling and operation are 

~-~co'.".'.ered, all of the owners in the permanent spacing unit 

are entitled Lo r-eceive their [espective shares of the 

-6-
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production of the well as their interest mdy appear after 

deducting their respective shares of current operating 

costs. 

(b) If a well has been drilled R~ior to the hearing on 

the application and an owner ref~~c~. aft~r written demand, 

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

costs of dr~¼¼~"g-and--oper8ting--the--weiT development or 

other operations referred to in subsection (l)r 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 ~, the order must inc.:lude as cost 

costs: 

(i} 100% of the refusing owner"s share of the cost of 

newly acquired surface equipment beyond the wellhead 

connections, including but not limited to stock tanks, 

separators, treaters, pumping equipment, and piping, pius 

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 3tteh the costs; and 

(ii) 200% of the refusing owner's share of the costs and 

expenses of staking, well site preparation, obtaining 

rights-of-~ay, rigging up, drilling, reworking, 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 oil and gas interest in a 

spacing unit wh¼eh 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 hi~ 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 

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 

h¼~ the refusi~~ owner's proportionate share of the well, 

surface facilities, and production and is liable for further 

costs as if n~ 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 

stteh 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 1 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 cost of drilling and operating the well prior 

to commencement of the drilling operation recover out of the 

refusing owner 1 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 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; 

17 or 

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

19 well to the owner by certified mail, addressed to the 

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

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

22 the owner's address on file with the board. 

23 

24 

25 

(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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~ BILL NO. ~ 
Ill'l'RODUCED BY-..,..<=,;-------------------

A BILL l"OR AN ACT ENTITLED: "AN ACT REVISING THE LAW 

GOVERNING THE POOLING AND SPACING OF OIL AND GAS WELLSi 

PROVIOING FOR TEMPORARY AND PERIIANENT SPACING OR POOLING! 

PROVIDING l"OR RECOVERY OF COSTS; AND MENDING 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, MCA, is amended to read: 

"82-11-201. Bstabliahaent of well spacing units. (1) To 

prevent or to assist in preventing waste of oil or gaa 

prohibited by this chapter, to 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) teaeorary 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) peraanent we¼¼ spacing units for a discovered pool 

as--to-oi¼-we¼¼s-or-as-to-gss-wel¼s-or-both, except in those 

pools wh¼eh 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 develo-nt. Spee¼119-an¼ts-when--estab¼¼ahed--aha¼¼ 

in■efar--as--po■aib¼e--be--ef-anifora-si•e-and-shape-fer-~he 

en~ire-pao¼• 

(2) The size and the shape of te■eorary spacing units 

aha¼¼ aust be ■aeh--aa--wi¼¼--reaa¼t-in-the-e£fieient-and 

eeoneaie established to proaote the orderly developaent of 

the--poo¼--aa-a-who¼e7-and-the-s¼ze-sha¼¼ unproven areas and 

■ust be unifor■ throughout the surface area ~ha~--ean--be 

eff¼e¼ent¼y--dre¼n~--by--one-we¼¼ and depths covered by the 

unit. A te■porary spacing unit aust reaaln in effect until 

superseded by an order issued by the board or until a 

peraanent spacing unit is established. 

(3) Peraanent spacing units do not need to be unifor• 

in size or shape but must result in the efficient and 

economic develoe-ent 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 into zones and establish spacing 

units for each zone if necessary for a purpose mentioned in 

subsection (l) or to facilitate production through the uae 

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 maxiau■ area that can be efficiently and economically 

-2- ~~\~ 
SECOND READING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

LC 1033/01 

drained by one well. 

t~ti!l Sab;eet---te---thia---ehaptery---the An order 

establishing teaporary or perunent spacing units aha¼¼ 

direet--that-ne--re-than may permit only one well -Y to be 

drilled and produced from the c01U1on source of supply on any 

spacing unitL and ~ha~ the well shell must be drilled at a 

location authorized by the order, with sneh an exception as 

aay be reasonably necessary~ where--¼t--¼e--shewn 7 The 

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

hearing, end the board finds that the spacing unit is 

located on the 

producing unit 

edge 

or, 

of a pool or field and adjacent to a 

for s011e 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 aay have over other producers 

by reason of drilling the well as an e~ception. The order 

must include provisions to prevent production from the 

spacing unit froa being acre than its just and @qUitable 

share of the producible oil and gas in the pool. 

t•till An order establiahing te11porary or per-nent 

spacing units for a pool shall ... at cover all lands then 

deter■ined or then believed to be underlaid by the pool and 

may be ■odified after notice and hearing by the board fr

ti■e--te--ti■e to include additional areas subsequently 

-3-
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determined to be underlaid by the pool. 

ill lftlen-fean~-neeesae•y-fo•-the-prevent¼en--ef--weetey 

en--e•der--eatebl¼ah¼1>9--apeein9--anita--in--e--peel--aay-be 

~ified-eEte• The board, upon apelication, noticei and 

hearingL by--the-beard-~o ~ increase or decrease the size 

of a temporary or peraanent spacing ttftits-¼n-~he--poo¼ unit 

or te per■it the drilling of additional wells in the-pee¼-en 

a--reasenab¼y--ttnifor■--pian a spacing unit for a purpose 

■entioned in subsection ill·" 

Section 2. Section 82-11-202, MCA, is a■ended to read: 

"82-11-202. 

(l) hl When 

Pooling of interest within ■pacing 

two or acre separately owned tracts 

unit. 

are 

embraced within a teaporary 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. 

.Dtl ~n-the-abaenee--af--weiuntary--poeiin9--within--~he 

spae¼n9--un¼~7--the The board, upon the application of an 

interested person, aay enter an order pooling all interests 

in the permanent spacing unit for the development and 

operation thereeE of the permanent spacing unit and the 

allocation of production if the applicant has made an 

unsuccessful, good faith atteapt to voluntarily pool the 

interests within the peraanent spacing unit. The applicant 

-4-
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■ust 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 reco■pleting, deepening, or 

sti■ulation. The pooling order sha¼¼ ■ust be made after~ 

hearing and she¼¼ aust be upon ter■s 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 hie ! 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 

peraanent spacing unit covered by a pooling order shall--l>e 

~ considered, for all purposes, the conduct of the 

operations upon each separately owned tract in the spacing 

unit by the several owners theTeot of the tracts. That 

portion of the production allocated to each tract included 

in a permanent spacing unit covered by a pooling order sha¼¼ 

aust when produced be considered for all purposes to have 

been produced from the tract by a well drilled thereon~ 

the tract. 

(2J (a) ~he--poc¼ing--order--sha¼¼--prowide---fcr---the 

dril¼ing-and-operating-of-a-wel¼-on-the-spaeing-unit-and-fcr 

the--pey•ent--0E--the-eeat-thereof7-whieh-eest-aey-¼ne¼ttde-a 

reasonable-ehar~e-Eer-eap@P¥iaien7-hand¼in97-end-a~erag@• As 

-s-
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to each owner who refuses to pay hia the owner's share of 

the costs of dril¼ing-and-operating-the-well developaent or 

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

aha¼¼ 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 hta the owner's interest in the permanent 

spacing unit, ezcluding royalty or other interest not 

obligated to pay any part of the cost therecf7 and excluding 

the royalty provided for in subsection (2J(c) of--this 

see~ion. 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 pavaent of the cost of the well, which aay 

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 

operating 

entitled 

agree to share in 

the well are, unless 

to receive, subject 

the cost of drilling and 

they agree otherwise, 

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-an~ 

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 11ay 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 re~~aes, after written demand, 

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

costs of dri¼¼ing-and--opera~ing--the--weii development or 

other operations referred to in subsection (l)T 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 eos~ 

costs: 

(i) 100\ of the refusing owner's share of the cost of 

newly acquired surface equipaent beyond the wellhead 

connections, including but not limited to stock tanks, 

separators, treaters, puaping equitaent, and piping, plus 

1001 of the refusing owner's share of the cost of operation 

of the well coaaencing with first production and continuing 

until the agreeing owners have recovered saeh the costs; and 

(ii) 2001 of the refusing owner's share of the coats and 

ezpenses of staking, well site preparation, obtaining 

rights-of-way, rigging up, drilling, reworking, deepening or 

plugging back, testing, and coapleting the well, after 

deducting any cash contributions received fr011 the refusing 
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owners by the agreeing owners, and 2001 of that portion of 

the coat of equipaent in the well, including the wellhead 

connections. 

(cl A refusing owner of an oil and gas interest in a 

spacing unit wh½eh 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 his the owner's 

proportionate share of production froa the well until such 

tiae as the consenting owners recover the costs specified in 

subsection (2)(b). Any interest in production fr011 the 

spacing unit to which the interest of the refusing owner may 

be subject must be deducted froa the royalty considered to 

be owned by the refusing owner. After costs have been 

recovered by the agreeing owners, the refusing owner owns 

hi• 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 Md 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 

aaeh the refusing owner with a monthly statl!llent of all 

coats incurred, together with the quantity of oil or gas 

produced and the aaount of proceeds realized from the sale 

of production during the preceding aonth. 

(e) If an owner of an oil •nd 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 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 cownce■ent 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 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 pr01111ptly 

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

either: 

(i) acknowledged in writing by t~~owner as recejved; 

or 

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

well to the owner by certified ■ail, 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. 

(bl The notice must set forth the location of the well, 

the projected depth and target formations, the anticipated 

costs of drilling and cOlllpleting the well, and the 

-9-
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IRTllOllOCED BY 

A BILL FOR All ACT ENTITLED: "All ACT REVISING TBB LAlf 

GOVERNING 'l'BE POOLING AND SPACING OF OIL AND GAS WELLS; 

PROVIDING FOR TEIIPOIIARY AND PERMNENT SPACING OR POOLING; 

PROVIDING FOR RECOVERY OP COSTS; AND IIIIENDING SECTIONS 

82-11-201 AND 82-11-202, IICA. 0 

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

Section 1. Section 82-11-201, NCA, is a-nded to read: 

0 82-11-201. Batabli-nt of well spacing units. (l) To 

prevent or to assist in preventing waste of oil or gas 

prohibited by this chapter, to avoid the drilling of 

unneceaaary wells, or to protect correlative rights, the 

board, upon its own aotion or upon application of an 

interested person, after hearing, -Y by order establish~ 

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

defined areas within the atate for oil, gaa, or oil and gaa 

well• drilled to varying deptha1 and 

(b) per-nent -ll spacing unite for a discovered pool 

ea--to-oil-we¼¼s-or-ss-to-9ea-wella-or-ltath, except in thoae 

poola which that, prior to April 1, 1953, have been 

developed to such an eztent that it would be iapracticable 

or unreasonable to establish spacing units at the ezi■tin9 
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stags of developaent. &peeing-anit■-wllen--esteblishetl--shell 

i-f•r--ss--po■siMe--be--ef-anifora-si•e-snd-shepe-for-the 

entire-poolT 

121 The size and the shape of t .. porary spacing units 

shell !!!!.!!_ be saeh--es--will--resalt-in-the-effieient-end 

--ie established to pro.>te the orderly developaent of 

the--pool--es-s-wholey-end-tlle-sise-shell unproven areas and 

!!!!.!! be unlfor■ throughout the surface area that--ean--lte 

effieiently--drsined--by--one--ll and depths covered by the 

!!!!!!• A temporary spacing unit ■ust re-in in effect until 

auperseded by an order issued by the board or until a 

per■anent ap.acinq unit is established. 

(3) Peraanent ■pacing units do not need to be unifora 

in size or shape but ■ust result in the efficient and 

econo■ic develoP!!"nt of the pool as a whole. In establishing 

per■anent spacing units, the acreage to be e■braced within a 

unit and the shape of the unit aust be deter■ined by the 

board based upon evidence introduced at the hearing. The 

board aay divide a pool into zones and establish spacing 

unit■ for each aone if necea■ary for a purpo■e aentioned in 

subsection (1) or to facilitate production through the uae 

of innovative drilling and coapletion aethods. The spacing 

unit■ within the zone aay differ in size and shape fro■ 

spacing units in any other zone but ■ay not be smaller than 

the aazi■u■ area that can be efficiently and econo■ ically 

-2- ~\04-
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drained by one well. 

t3till S~b;eet---ta---thia---ehaptery---the An order 

establishing teaporary or per.,.nent spacing units aha¼¼ 

direet--that-ne--re-th■n -Y per■it only one well .. 7 to be 

drilled and produced from the coaaon source of supply on any 

spacing unit~ and that the well shall must be drilled at a 

location authorized by the order, with mach !!!. exception as 

aay be reasonably necessary~ where--i~--te--ahewny The 

exception aay be included if, up<?n application, 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 soae other reason, that the 

requirement to drill the well at the authorized location on 

the spacing unit vould be inequitable or unreasonable~ The 

board shall take action to offset any advantage that the 

person securing the exception aay have over other producers 

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

aust include provisions to prevent production from the 

■pacing unit fr011 being ■ore than its just and equitable 

share of the producible oil and gas in the pool. 

t4)fil An order establishing temporary or per■anent 

spacing units for a pool ■hell~ cover all lands then 

deter■ined or then believed to be underlaid by the pool and 

■ay be ■odified after notice and hearing by the board frea 

ti•e--to--~iae to include additional areas subsequently 

-3-
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deter■ined to be underlaid by the pool. 

ill WheR-feeM-neeeaaer7-far-the-preYenti---ef---•tep 

eR--arder--e■t■bliahin9--■p■e¼ng--aRit■--iR--■--pae¼---7-be 

aadified-after The board, upon ap&>lication, noticeL and 

hearingL by--the-beerd-ta !!!!Y. increase or decrease the size 

of a te,oporary or per■anent spacing anit■-in-the--peel unit 

or te per■it the drilling of additional wells in the-pec,l-on 

■--reeeoneb¼y--anifora--p¼an a spacing unit for a purpose 

-ntioned in aubse~tion 1.!1•" 

Section 2. 

•ez-11-202. 

(1) 1!l When 

Section 82-11-202, MCA, is a■ended to read: 

Pooling of interest within epacing unit. 

two or aore separately owned tracts are 

e■braced within a te■porary or per-nent spacing unit or 

when there are separately owned interests in all or a part 

of the spacing unit, then the persons owning those interests 

■ay pool their interests for the development and operation 

of the spacing unit. 

ill fn-the-■b■enee--af--•alantary--pc,oling--vithin--the 

epeein9--nnit7--~he The board, upon the application of an 

interested person, aay enter an order pooling all interests 

in the per■anent spacing unit for the develo(Jlllent and 

operation ~hereof of the pe£manent spacing unit and the 

allocation of production if the apelicant has made an 

unsuccessful, good faith attempt to voluntarily pool the 

interests within the permanent spacing unit. The applicant 

-4-
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■ust be a person who owns an interest in the oil or gas 

underlyinq the per-..nent spacing unit or who ha■ drilled a 

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

operations on a well, including rec011pleting, deepening, or 

stiaulation. The pooling order shall ■ust be ■ade after~ 

hearing and she¼¼ IIIIUSt be upon ter•s and conditions that are 

just and reasonable and that afford to the owner of each 

tract or interest in the peraanent spacing unit the 

opportunity to recover or receive without unnecessary 

expense hia ~ 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 

per-..nent spacing unit cover·ed by a pooling order altall--be 

!!.! considered, for all pu[poses, the conduct of the 

operations upon each separately owned tract in the spacing 

unit by the several owners ~hereef of the tracts. That 

portion of the production allocated to each tract included 

in a peraanent spacing unit covered by a pooling order she¼¼ 

■ust when produced be considered for all purposes to have 

been produced fro■ the tract by a well drilled thereo11 2!! 

the tract. 

(2) (a) The--poeling--order--ahall--prov¼de---for---the 

dritling-and-operating-of-a-wetl-on-the-apaei"'}-ttnit-and-for 

the--payaent--af--the-coa~-thereof7-whteh-eest--y-¼ne¼ude-a 

reasonable-ehar9e-for-attper•taten7-hand½in9T-an~-stera9eT As 
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to each owner who refuse■ to pay hi• the owner's share of 

the coat■ of dr¼ll¼ng-alld-operat¼119-the-.. !t developaent or 

other operations referred to in subsection jl), the order 

ahatl ■ust provide for pay■ent of his the owner's share of 

the cost out of and only out of production froa the well 

allocable to hia the owner's interest in the per■anent 

spacing unit. excluding royalty or other interest not 

obligated to pay any part of the coat thereof7 and excluding 

the royalty provided for in subsection (2)(c) of--th¼• 

aeetiOII. 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 peraanent spacing 

unit and for the papent of the cost of the well, which ■ay 

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_hearin9, 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 si■ilar 

obligations, all of the production of the well until they 

have recovered all of the costs out of the production~ 7-afld 

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 a11 their interest aay appear after 

deducting their respective shares of current operating 

costs. 

tbl If a well has been drilled prior to the hearing on 

the application and an owner refaaes, after written demand, 

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

costs of driliin~-and--opeTa~in,--~he--we¼½ developaent or 

other operations referred to in subsection (1) 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 c0111pletion costs, in addition to the costs 

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

costs: 

til 1001 of the refusing owner's share of the cost of 

newly acquired· surface equipment beyond the wellhead 

connections, including but not li•ited 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 c.,_ncing with first production and continuing 

until the agreeing owners have recovered aaeh the coatsp and 

tii) 2001 of the refusing owner's share of the costs and 

eapenses of staking, well site preparation, obtaining 

rights-of-way, rigging up. drilling, reworking, deepening or 

plugging back, testing, and c011pleting the well, after 

deducting any cash contributions received fr011 the refusing 
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owners by the agreeing owner■, and 2001 of that portion of 

the coat of equlpaent in the well, including the wellhead 

connection■• 

tc) A refusing owner of an oil and gas interest in a 

spacing unit which 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 his the owner's 

proportionate share of production from the well until such 

tiae as the consenting owners recover the costs specified in 

subsection t21tb). Any interest in production froa 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 

hie 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. 

(di The operator of a well under a pooling order in 

which there is a refusing owner shall upon demand furnish 

each 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. 

te) If an owner of an oil and gas interest in a 

-8-
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te■porary spacing unit refuses to agrae to pay the owner's 

share of the costs of drilling and operating a -11 drilled 

3 within-the unit and an apPlication is filed for pooling of 

4 the interests in the well in a per-nent spacing unit, the 

5 board shall, upon hearing the aeplication for pooling of the 

6 interests for the wel.l, order that the parties who agreed to 

7 share in the cost of drilling and operating the well prior 

8 to cownce■ent of the drilling operation recover out of the 

9 refusing owner's share of the costs as provided in 

10 subsections (2)(a) and (2)jb), 

11 (31 (a) An owner is presu■ed to have refused to pay the 

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

13 -11, the owner fails to pay or agree in writing to pro■ptly 

14 pay the share of the coats after notice by the well operator 

15 either: 

16 Ci) acknowledged in writing by the owner as received; 

17 or 

18 (iii sent at least 30 days prior to the spud date of the 

19 -11 to the owner by certified 11ail, addressed to the 

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

21 

22 

23 

24 

25 

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

the owner's address on file with the board. 

1..!!..I.. The notice ■ust set forth the location of the well, 

the projected depth and target formations, the anti~ted 

coats of drilling and completing the well, and ttie 

-9-

1 anti~ipated spud date of the -11.• 

-End-
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SENATE BILL NO. 104 

INTRODUCED BY GAGE 

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 PERJtANENT 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 TBE STATE OF MONTANA: 

Section 1. Section 82-11-201, MCA, is amended to read: 

"82-11-201. Establisbaent of well spacing units. (1) To 

prevent or to assist in preventing waste of oil or gas 

prohibited by this chapter, to avoid the drilling of 

unnecessary wells, or to protect correlative righ~ 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 we¼¼ spacing units for a discovered pool 

as--te-o¼¼-we¼¼s-or-as-to-gee-we½¼s-or-both, except in those 

pools wh¼eh ~, 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. Spae¼ng-~n¼ts-when--estab¼¼shed--sha¼¼ 

¼nso£ar--as--pessible--be--e£-ttniferm-size-and-shape-£or-the 

ent¼re-poo¼. 

(2) The size and the shape of temporary spacing units 

sha¼¼ must be saeh--as--wili--resa¼t-in-~he-er£ieieftt-and 

eeonomie established to promote the orderly development of 

~he--pee¼--as-a-whe¼e7-and-the-size-shaii unproven areas and 

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

e£~ieiently--drained--by--one-we¼l 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 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 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 

-2- SB 104 
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drained by one well. 

t~till Sab;eet---te---th¼a---ehapter7---the ~ order 

establishing temporary or permanent spacing units aha¼¼ 

d¼reet:--~hat-fte-mor~-than may permit only one well may to be 

drilled and produced from the common source of supply on any 

spacing unitL and that the well she¼¼ must be drilled at a 

location authorized by the order, with sttch an exception as 

may be reasonably necessary~ where--it--¼s--shewn, The 

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

hearing, and the board finds th~t 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 

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 

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. 

+•till An order establishing temporary or permanent 

spa·cing uni ts for a pool aha¼¼ 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 ~rom 

t¼me--to--time to include additional areas subsequently 

-3- SB 104 
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determined to be underlaid by the pool. 

ill_ When-feand-neeeaaary-fer-the-pre•ent¼en--ef--wasteT 

an--order--estab¼¼sh¼ng--spae¼ng--unita--¼n--a--pee¼--may-be 

llled¼~¼ed-efter The board, upon application, noticeL and 

hearing~ by--~he-beard-te !!!!.Y_ increase or decrease the size 

of a temporary or permanent spacing ttn½ts-in-the--pee¼ unit 

or to permit the drilling of additional wells in the-peel-an 

a--reasenab¼y--ttfti!erm--p¼an a spacing unit for a purpose 

mentioned in subsection ill·" 

Section 2. Section 82-11-202, MCA, is amended to read: 

•a2-11-202. Pooling of interest within spacing unit. 

(l) ill When two or more separately owned tracts are 

em.braced 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. 

ill ¼n-the-abaenee--of--•e¼lffltary--pee¼¼ng--w¼thin--the 

spae¼ng--an¼tT--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 there&£ of the permanent spacing unit and the 

allocation of production if the applicant has made an 

unsuccessful, good faith attempt to voluntarily pool the 

int,!!rest~ wi~hin the permanent spacing unit. The applicant 

-4- SB 104 
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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 shall must be made after~ 

hearing and eha¼¼ 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 h±s e 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 shall--he 

are considered, for all purposes, the conduct of the 

operations upon each separately owned tract in the spacing 

unit by the several owners tftereoE of the tracts. That 

portion of the production allocated to each tract included 

in a permanent spacing unit covered by a pooling order shall 

~ when produced be considered for all purposes to have 

been produced from the tract by a well drilled thereon on 

the tract. 

(2) (a) ~he--pooling--order--shall--pro•ide---tor---the 

drilling-and-operating-ot-a-well-on-the-spaeing-ttnit-and-tor 

the--payment--0E--the-eost-thereof7-whieh-eost-may-inelttde-a 

reasenab¼e-eftar~~-fer-sttper•isien7-~aftd¼iftg7-and-s~erageT As 
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to each owner who refuses to pay his the owner's share of 

the costs of dri¼¼ing-and-operating-the-we¼¼ development or 

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

shall 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 h¼e the owner 1 s interest in the permanent 

spacing unit, excluding royalty or other interest not 

obligated to pay any part of the cost ehereo£7 and excluding 

the royalty provided for in subsection (2)(c) ot--this 

seeeion. 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-a~d 

eftereaf~er 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 
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production of the well as their interest aay appear after 

deducting their respective shares of current operating 

costs. 

lb) 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 h¼a the owner 1 s share of the 

costs of drii¼¼n9-and--eperat¼n9--the--ve¼¼ development or 

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

has not been drilled prior ta 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: 

(i) 1001 of the refusing owner's share of the cost of 

newly acquired surface equipment beyond the wellhead 

connections, including· but not limited to stock tanks, 

separators, treaters, pumping equipment, and piping, plus 

1001 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 each 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 

1 

2 

3 

4 

5 

6 

7 

B 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0104/02 

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 oil and gas interest in a 

spacing unit which 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 hie the owner's 

proportionate share of production from the well until such 

time as the consenting owners recover the costs specified in 

subsection (2)(bJ. 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 

h¼s 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 

aaeh 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 
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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 cost of drilling and operating the well prior 

to commencement of the drilling operation recover out of the 

refusing owner 1 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 

wellr 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; 

17 or 

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

19 well to the owner by certified mail, addressed to the 

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

21 

22 

23 

24 

25 

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 o~_ drilling and completing the well, and the 
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l anti~ipated spud date of the well." 

-End-
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