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2003 HOUSE STANDING COMMIITEE MINUTES 

BILURESOLUTION NO. 1218 

House Natural Resources Committee 

□ Conference Committee 

Hearing Date February 13, 2003 

- Tape Number SldeA 
1 xx 

SideB 
0-5961 

Meter# 

2 xx 3662-4497 

. ~ 

Committee Clerk Simiature "/!A. .. /Utrr - _., l 

Minutes: 

Chair Nelson called the meeting on HB 1218 relating to carrying or otherwise 

financing nonparticipating owners in the development of oil and gas interests in spacing units 

and plans of unitization to order. 

Rep. Skarphol: Introduced HB 1218. Most oil we11s are drilled by oil companies that are the 

working interest owner. The minerals are owned by the owner and leased to the company. ThiB 

bill is designed to deal with the issue of nonparticipating. Nonparticipating members should not 

be able to be carried h1terest free. Titis will increase the costs of non-participants. This may 

allow more development of these resources. 

Rep. Drovdal: Under current law are developers required to contact every minttal owner? 
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House Natural Resources Committee 
Bill/Resolution Number 1218 
Hearing Date February 13, 2003 

Rep. Skarphol: It would be in there best interest to do that. So they wou)d not have this 

non-participation going on, However it is not always possible to contact every mineral owner. 

The money then gets put in escrow, 

Ron Ness: ND Petroleum Council. Testified in support ofHB 1218. (See Attached 

Testimony) 

Tom Luttrel: Testimony in suppo1i ofHB 1218. (See Attached Testimony) 

Chair Nelson(2100): Nonparticipating interest. Is this policy in other states your company 

works with? 

Tom Luttrel: Absolutely, the current law is way lower than any other state I am aware of. In 

Oklahoma you provide testimony to what the lease tenns you gave. 

Chair Nelson: How many states do you operate in. 

Tom Luttrel: 12 

Rep. Drovdal: Mineral interest in bonus of 15-300 upfront lease. Does he get 3/6 or l /6 from 

the beginning. 

Tom Luttrel: The bonus is the only benefit you get. The Nonparticipating member still gets 

100%. 

Rep. Drovdal: You me11tion the bad reputation ND has in the industry. Is that a result of the 

problems we have with the Federal Government on National Grasslands? 
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House Natural Resources Committee 
Bill/Resolution Number 1218 
Hearing Date February 13, 2003 

Tom Luttrel: There is a variety of things. The big companies have been here as well as the 

independents, They have been here and gone. The Forest Service issue is part of it. This is 

more recent though. Product prices are low. Lhiing costs are higher. The reservoir costs are 

tighter and takes more technology to get it out. There are a bottleneck in gas. People shake their 

head at the laws relating to these things. 

Greg Steiner: Testified in Support of HB 1218. Eagle operating and wolverine drilling jn 

Kenmare, North Dakota. Reiterated Problems with nonparticipating members. 

Chair Nelson: What will this do to your business. 

Greg Steiner: Many wells are near completion we would have to reevaluate, 

Jeff Herman: North Dakota Oil and Gas. Testified in support ofHB 1218. Reiterated the 

positions of earlier testimony. 

Wally Owen: Testified against HB 1218. (See Attached Testimony) 

Chair Nelson: Note the prices of oil have gone up and the oil exploration has continued to 

decline. How do you respond to that. 

Wally Owen: Who knows how long this instability will last before the market is flooded. There 

needs to be an equitable solution to this issue. 

Chair Nelson: Could this bill be amended to provide a better solution to the problem? 
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Bill/Resolution Nwnber 1218 
Hearing Date February 13, 2003 

Wally Owen: I'm not sure we can address this with this bill or the oil and gas commission. 

David Nelson: Testified against HB 1218. Told a personal experience relating to the mineral 

expJoration on his private property, 

Donnie Nelson: Testified against HB 1218. Reiterated his fathers testimony. 

Chair Nelson closes the hearing on HB 1218. 

Chalr Nelson reopens HB 1218 during committee work. 

Rep. Drovdal: This biJl does diminish mineral owner rights. There are cases of mineral owners 

holding up development. I am tom on what to recommend to the committee, We have heard 

from continental resources. They are a good company. If we were dealing with them an the time 

I would have no problem recommending the bill. There are independents they come and go. The 

bigger companies you can usually take thier word for it. This law is for everybody. 

Rep. Kels~r motioned a recommendation of Do Pass on BB 1218 seconded by Rep. Porter. 

Rep. Keiser: Pointed out the fact that the landowners rights can be infringed by other 

landowners holding up development. This bill can help spur development. 

The motion carries by a vote of 11-2-1. Rep. Solberg will carry, 

' ' ' 
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2003 HOUSE STANDING COMMIITEE MINUTES 

BILI/RESOLUTION NO. 1218 

House Natural Resources Committee 

□ Conference Committee 

Hearing Date February 13, 2003 

Tape Number Side A SideB 
.,_ 

1 xx 0-560 

-- . 
/!ft/TT_ Committee Clerk Sil1llature ( /' /,;1 ........ - ..... V I 

Minutes: 

Chair Nelson called the meeting to order. 

Rep. Porter motioned to recall HB 1218 seconded by Rep. Solberg. 

Rep. Drovdal moved an amendment seconded by Rep. Clark. 

Meter# 

Rep. Drovdal: Stated that this would prevent mineral owners in North Dakota from being 

penalized for failure to sign a lease. 

Motion passed by voice vote. 

Rep. Sol~rg moved a do pass with amendments seconded by Rep. Porter. 

Motion carried by a voice vote of 11-1 ~2. Rep. Solberg will carry. 
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Roll Call Vote#: / 

2003 HOUSE ST ANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. } 'l, / r 

House House Natural Resources 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Oo 

Committee 

Action Taken 

Motion Made By __,_./£.l::..Je,1..L.J.i....:Cv""------ Seconded By fo,"-16~ -~~,µ,..,:__ _____ _ 

Representatives Yes No Representatives Yes No 
Chainnan Jon 0. Nelson v 
Vice-Chainnan Todd Porter l/ 1.,. 

Reo. Bvron Clark \/ 
Reo. Duane DeKrev ,'/ 
Reo. David Drovdal ,. v 
Reo. Lyle Hanson t/ 
Ren. Bob Hunskor - V 
Reo. Dennis Johnson \/ 
Reo. George Keiser v 
Reo. Scott Kelsh 1/ 
Reo. Frank Klein 
Reo. Mike Norland v 
Reu. Darrell Nottestad \I 
Reo. Dorvan Solberg \/ 

Total 

Absent 

(Yes) _ _.._/f-{ ___ No_l_ ------------

Floor Assignment 

If the vote is on an amendment, briefly indicate intent: 
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February 13, 2003 3:68 p.m. Module No: HR-28-2848 

Carner: Solberg 
lnaert LC: • Tftle: • 

HB 1218· Natural R REPORT OF STANDING COMMITTEE 
(1°1 YEAS 2 ~J~8 

A~~~f• gt•P· Nelson, Chairman) recommends DO PASS 
Eleventh order on the calendar. AN NOT VOTING). HB 1218 was placed on the 

(2) DESI<, (3) COMM Page No. 1 
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38273.0102 
Title.0200 

Prepared hy the ! o~islative Council staff for 
Representotive Drovdal 

February 18, 2003 

PROPOSED AMENDMENTS TO HOUSE BILL NO. 1218 

Page 1, line 3, replace "owners" with 11 lessees" 

Page 1, line 8, remove the overstrike over "e" 

Page 1, line 9, remove the overstrike over "lessee ownlng11 and remove "the owneror 
Page 1, line 11, remove the overstrike over "leesee1s11 and remove "ownfil'.§" 

Page 1, line 12, remove the overstrike over "lessee" and remove "owner" 

Page 1, line 13, overstrike 'The" and remove "recoyery of a risk penalty Is as foUows;" 

Page 1, line 14, remove "s.\:.11 and replace 11owners" with "lessee's" 

Page 1, tine 16, remove the overstrike over "leeoee'e" and remove "owner's" 

Page 1, line 19, remove the overstrike over 11Ne Fisk" 

Page 1, remove the overstrike over line 20 

Page 11 remove lines 21 through 24 

Page 2, remove lines 1 through 8 

Page 2, llne 18, remove the overstrike over "leeseef," and remove "owners" 

Page 2, llne 20, replace "Qwner" with "lessee" 

Page 2, llne 21, replace "QW.Mr" with 11 lessee" 

Page 2, line 22, remove "The recovery of the risk 129nalty I& ds follows:" 

Page 2, line 23, remove "i!:." and replace "owner's" with "lessee's" 

Page 2, llne 25, replace "owner's." with "lessee's" 

Page 2, llne 27, remove the underscored period 

Page 2, remove lines 28 through 30 

Page 3, remove lines 1 through 7 

Page 3, llne 81 remove "participate In the risk of the unit expense" 

Renumber accordingly 

Page No, 1 38273,0102 
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Rep. Dennis Johnson t/ 
Ren. Geor2e Keiser . 

~ v 
Reo. Scott Kelsh ✓' 
Ren. Frank Klein ✓, 
Ren. Mike Norland 1/ 
Ren. Darrell Nottestad \ ./ 
Reu. Dorvan Solberg ,-/ 
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Absent l 

c' L Floor Assignment ) J r,JI'r r 
·-·--(;;(.;,~o!rr-f-....... "T";_)...----------------

If the vote is on an ;:unendment, briefly indicate intent: 

TM 111fcrooraphfc fllVJSff on thia film are accurate reproductions of records delivered to Modern Informatfon systerne for 11fcr1>fflmfnt encl J 
were fHMd fn the ~l•r course of busfness. The photographic process meets atenda~ of the Amerf can Nat tonal Standards lnst1tute 
(ANSI) for·archfval mfcro1flm, NOTICE: If the fflmecl f111age ab.ove is less legible than thfs Notice, It fs clue to the quality of the 
docu-nent being fflll'led. \", Cl\ \v--.. 

1::b<4 MV'.W>~~ k~l~lo3 _ 
Operator's Signature Date 



,,., ..• 
;·,-
11, • ... 

2003 SENATE NATURAL RESOURCES 

HB 1218 

The mfcrographfc images on this film are accurate reproductions of rt.~ords delivered to Modern Informatfon systems for mfcrofllmfng ahd ,t 
were fllllled in the r..eQulisr course of busfne88, The photc.;,raphfe process meets standards of the Am&rfcan National standards Institute ,1 
(ANSI) for archival mtr.rofflm. NOTICE: If the filmed fmage ab,ove fs less legible than thfs Not fee, ft is due to the qual hy of the 1 , 4'· 
docllnent being fflmed, \'.t'\ Q \v-,... 

'U,-\ N),~~ \c$l~lo3 
Operator1 a Sig~ Date 



r ( 

L 

2003 SENATE STANon,;o COMMITTEE l\'11NUTES 

BILURESOLUTION NO. HB 1218 

Senate Natural Resources Committee 

□ Conference Committee 

Hearing Date 3-14-03 

Ta Number Side A SideB Meter# 
1 X 0.6 - 32.0 

Committee Clerk Si ature 

Minutes: 

Senator Layton Frebore, acting Chairman of the Senator Natural Resources Committee opened 

the hearing on HB 1218 relating to carrying at"1d otherwise financing nonparticipating lesJees in 

the development of oil and gas interests in spacing units and plans of unitization. 

Senator Thomas Fischer and Senator Ben Tollefson were not present at the beginning of the 

hearing but joined the committee later. 

Representative Bob Skarphol of District 2 cosponsor of HB 1218 introduced the bill stating it 

is an attempt to right some wrongs that exist in the oil industry for those who make the 

investments. This bill could help with the oil development in the state because there are 

companies who would like to do more business in the state but under current law they are 

expected to carry individuals who choose not to participate in the financial investment in the 

drilling of a well. He stated that if someone wants to be involvoo in the ownership of a well, 
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Senate Natural Resources Committee 
Bill/Resolution Number HB 1218 
Hearing Date 3-14-03 

there is an obligation to make a financial investment and not just sit on the sidelines and reap the 

benefits. 

Reprnentadve Earl Rennerfeldt of District 1, cosponsor of HB 1218 stated the bill would help 

remove a problem that has plagued the oil industry in North Dakota for alonL ~lme. A small 

operator can not afford to carry the nonparticipating owners. This will never effect the surface or 

local owner of the land and will protect the rest of the mineral owners in the units. 

Senator Ron Nichols of District 4, testified in support of HB 1218 stating the bill will do a lot 

for the area and help put some wells back in production. 

Ron Ness, Executive Director of the North Dakota Petroleum Council testified in support ofHB 

1218 (See attached testimony). He also presented the North Dakota Oil and Gas Indu.c;try "Facw 

& Figures" pamphlet to the committee (See attached) and a copy of the Legislative Revenue 

Forecast from the Office of Management and Budget (See attached). 

Re.Rre,entatlve John Warner of District 4 testified in support ofHB 1218 (See attached 

testimony). He also added maybe we have seen the beginning of the closing of the window of 

the oil era and t.hat hydrogen power might be soon. We need to maximize oil production at this 

time. 

Tom Luttrell. Senior Vice President of Continental Resources testified in support ofHB 1218 

(See attached testimony). He a1so presented written testimony from Tod 0. Maleckar, Vice 

President of Diamond Resources Inc. (See attached). 

Senator Stanley I· 1D asked Tom Luttrell to explain the amendment that he had earlier passed 

out to the committee. (See attached). 
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Senate Natural Resources Committee 
Bill/Resolution Number HB 1218 
Hearing Date 3-14-03 

Tom LuttreU explained that as the bill stands now it applies to other companies and not the 

unleased mineral interests and the amendment makes the risk penalties also apply to the 

unleased mineral interests. 

Gree Steiner of Kenmare~ ND and representing Eagle Operating and Wolerine Drilling testified 

in support of HB 1218 stating his companies are rural based North Dakota companies and have 

no out of state interests. Many of the fields they are now in are at their economic limit and 

something needs to be done to recover the remaining reserves. If they plug the wells the reserves 

are lost, so they are pursuing to unitfae them and reduce the participating percentage to 60% 

which was done and helps a lot to proceed to recover the reserves, There is not &.~y incentive for 

the non participating owners to participate because there is no penalty and they just keep 

receiving the royalties. No fees are taken out of pocket but comes from the royalties or profits. 

There was no testimony in opposition or in a neutral position on HB 1218. 

Senator Tollefson closed the hearing on HB 1218. 

Discussion was held as to why the house removed the language now contained in the 

amendment. 

Senator Michael Evea made a motion to accept amendment 38273.0201. 

Senator Lyson second the motion. 

Roll call vote# 1 was taken indicating 6 YEAS, 0 NAYS AND 1 ABSENT OR NOT VOTING. 

Senator Lyson made a motion for a Do Pass as Amended ofHB 1218. 

Senator Every second the motion. 

Roll call vote #2 was taken indicating 6 YEAS, 0 NAYS AND 1 ABSENT OR NOT VOTING. 

Senator Frebora was not in the committee when the votes were taken. 
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38273.0201 
Tltle.0300 

Prepared by the Legislative Council staff for 
Senator Lyson 

March 7, 2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1218 

Page 1, line 3, replace "lessees" with "owners" 

Page 1, llne 8, overstrike "a" 

Page 1, line 9, overstrike "lessee owning" and Insert Immediately thereafter "the owner ..Q!" 

Page 1, line 10, overstrike "lessee's" and insert Immediately thereafter "owner's" 

Page 1, line 12, overstrike "lessee" and Insert Immediately thereafter "Qwner" and remove the 
overstrike over "=R:te" and Insert Immediately thereafter "recovery of a risk penalty Is as 
follows: 

Page 1, line 13, replace "lessee's" with "owner's" 

Page 1, llnl1 15, overstrike "lessee'sfl and Insert Immediately thereafter "owner'§" 

Page 1, tine 18, overstrike "No risk penalty may be assessed against an unleased" 

Page 1, line 19, overstrike "mineral Interest" and Insert Immediately thereafter: 

"b.~ If thfJ nonparticipating owner's Interest In the spacing unit Is not 
subject to a lease or other contract for development, the risk penalty Is 
fl tty percent of the nonparticipating owner's share of the reasonabt e 
actual costs of drll!lng and completing the wen and may be recovered 
only out of production from the pooled spacing unit as proylded brc 
section 38-08-10, exclusive of any royalty provided for In subsecton 1. 

Q.! The owner paying for the nonparticipating owner's sh~ of the drllllng 
and operation of a well may recover from the nonparticipating owner a 
risk penalty for the risk lnvQlved In drilling and completing the well only 
If the paying owner has made an unsuccessful. good-faith attempt to 
have the unleased nonparticipating owner execute a lease: or to have 
the leased nonparticipating owner Join In and participate In the risk 
and cost of drilling the well" 

Page 2, line 5, overstrike "lessees" and Insert Immediately thereafter "owners" 

Page 2, line 7, replace "lessee" with "owner" 

Page 2, line 8, replace "lessee" with "owner" 

Page 2, line 9, replace "If the nonparticipating lessee's" with "The recovery of the risk penalty Is 
as follows: 

~ If the nonparticipating owner's" 

, _ _,/ Page 21 line 11, replace "~ID" with "ownen" 

Page No. 1 38273.0201 
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Page 2. after llne 13, Insert: 

"~ I' the nonparticipating owner's Interest In the unit Is not subjeot to a 
t~ase or ot~ef contract for development. the penalty Is fifty percent of 

e nonpart c patlng owner's share of the unit exP.§nse and ma 12 Q:e@'~ !!~IY 11u1
1
pt producll!!n fwm !he unll exciuslve of any Y W:011Y 

------- or n sec on 38-os-oe, ~ 

~ F8=~=:r ru~==:li=~r~k~~~ o¼he risk Involved In the unit expense only If the paying owner has 

Renumber accordlngly 

ma e an unsuccessful good-faith attempt to have the unleased 
nonparticipating owner execute a lease or to have the leased e~S~~r!~!patlng owner Join In and participate lo the risk of the unit 

Page No. 2 38273,0201 
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Roll Call Vote#: / 

2003 SENATE ST ANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. /;;) / ~ 

Senate Senate Natural Resources Committee 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken 

Motion Made By ~ -
~ ,,__ 

Senators Yes 
Senator Thomas Fischer ✓ 
Senator Ben Tollefson 1/ 
Senator Layton Freborg 
Senator Stanley W. Lyson ✓ 
Senator John T. Traynor J./ 

Pr 
Seconded By L ~ 

No Senaton Yes No 
Senator Michael A. Everv ;/ ,_ 
Senator Joel C, H,~itkamp ,/ 

Total 

Absent 

(Yes) ____ ____.{p"""-___ No __ --.J..O~---------

Floor Assignment 

If the vote is on an amendment, briefly indicate intent: 
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doclhtrlt being fflined. °' \v-,.. 
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2003 SENATE STANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. /~ / y 

Senate Senate Natural Resources 

0 Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken 

Committee 

Motion Made By ---=L-~~------ Seconded By~-✓-----
Senaton Yes No Senators Yes No 

Senator Thomas Fischer v Senator Michael A. Every ✓ 
Senator 8f;n Tollefson v Senator Joel C. Heitkamp V 
Senator Layton Freborg 
Senator Stanley W. Lyson V 
Senator John T. Traynor ,./ 

Total 

Absent 

(Yes) -----Jo¥-fe __ No __ Q _____ _ 

Floor Assignment 

If the vote is on an amendment, briefly indicate intent: 

T.._ Mfcro,rapnfc fMSfff an thf• fHm er11 accurate reproductfons of record8 dttfvtrtd to Modern Infor1111tfon Syat-. for Mfcroffl~fno and J 
were fHMd fn ttt. .-..aut•r course of bosftlffs, The pho'Ccorephf o procets 111tets 1tendtrct, of the Amert can Nat tonal Stendtrdl Jnstf tute .· 
(ANSI) for·erchfval mfcrofflM, NOTICE: If the ft lined 11111ge 11::tove fs less legible than thfa Notfce, ft fs due to the quality o1 the 
doclllltnt bef nt, fflined, t--. ~ \v--.. 

'I:na ~~ \6{&).J03 
Operator's sii,,awre Date 

J 

' 



r 
r 
' 
I. 

l 

L 

REPORT OF STANDING COMMITTEE (410) 
March 18, 2003 9:20 a.m. 

Module No: SR-48-6001 
Carrier: Lyaon 

Insert LC: 38273.0201 Title: .0300 

REPORT OF ST ANr>ING COMMITTEE 
HB 1218, as engroeeed: Natural Ruoun;ee Committee (Sen. Flacher, Chairman) 

recommends AMENDMENTS AS FOL.LOWS and when so amended, recommends 
DO PASS (6 YEAS, 0 NAYS, 1 ABSENT AND NOT VOTING). Engrossed HB 1218 
was placed on the Sixth order on the calendar. 

Page 1, line 3, replace "lessees• with •owners• 

Page 1, llne e, overstrike •a• 

Page 1, llne 9, overstrike •Iessee owning• and Insert Immediately thereafter • the owner or 
Page 1, line 1 o, overstrike "lessee•s- and Insert Immediately thereafter • ownet's" 

Page 1, line 12, overstrike "lessee• and Insert Immediately thereafter • owner• and remove the 
overstrike over "=A:te" and Insert Immediately thereafter .. recovery of a risk penalty Is u 
follows: 

Page 1, llne 13, replace "lessee's" with "owner's" 

Page 1, line 15, overstrike -Iessee1s11 and Insert Immediately thereafter II ownet's" 

Page 1, !lne 18, overstrike "No risk penalty may be assessed against an unleased 11 

Page 1, tine 19, overstrike •mineral Interest• and Insert Immediately thereafter: 

11 b. If the nonparticipating owner's Interest In the spacing unit Is not 
subject to a !ease or other contract for development, the risk penalty 
Is fifty percent ot the nonparticipating ownet's share of the reasonable 
actual costs of driHlng and completing the wen and may be recovered 
only out of production from the pooled spacing unit as praylded by 
section 38-08-1 o, exclusive of any royalty provided for In 
subsection 1. 

Q.. The owner paying for the nonparticipating owner's share of the drilHng 
and operation of a well may recover from the nonparticipating owner 
a risk penalty for the risk Involved In drtlllng and completing the well 
only If the paying owner has made an unsuccessful, good-faith 
attempt to have the unlaased nonparttcloatina owner execute a lease 
or to have the leased nonparticipating owner loin In and participate In 
the risk and cost of drilling the wen• 

Page 2, line 5, overstrike "lessees• and Insert Immediately thereafter • owners• 

Page 2, llne 7, replace "lessee• with •.9wner" 

Page 2, line a, replace "lessee• with •owner• 

Page 2. llne 9, replace •u the nonparticipating lessee's" with •The recovery of the risk penalty 
Is as follows: 

ii. ff the nonparticipating ownerts• 

Page 2, llne 11, replace •Iessee's'' with •owner•s-

(2) DESK, (3) COMM Page No. 1 SR-48-6001 
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REPORT OF STANDING COMMITTEE (410) 
March 18, 2003 9:20 a.m. 

Module No: SR-48-6001 
Carrier: Lyeon 

Insert LC: 38273.0201 Title: .0300 

Page 2, after line 13, Insert: 

·~ I' th8 nonparticipating owners Interest lo the unit le not subleot to a 

1
gase or other contract for development. the penalty Is fifty percent of 

--8 nonparticipating owneo share of the unit exgense and may be 
~ 8Jci~ only out of production from the untt exclvslve of any royalw 
J2CO.V __ J>r lo section 38-08-09,13, -

~ The owner paying for the nonparticipating ownet's share of the unit 
f><"lf,ose may recover from the nonpartlclpatlog owner a risk pena1w 
_or _e risk Involved lo the unit expense only If the pa~iog owner has 
made an unsuccessful good-faith attempt to have the unteased 
nonparticipating owner executQ a tease or to have the leased 
nonparticipating owner loin In and participate in the risk of the unit expense.• - -- ---

Renumber accordingly 

(2) DESK, (3) COMM Page No. 2 SR-.48-5001 

';.1 ; ,;' .~; ~ /.. , ~ : ' ; I 

The •fcr09r1p1fo illllOff on thf• fllM are accurate reproductions of records dtlfvered to Modern tnfo,-tfon syet• ftr lt1tttftudftl #tll 
were fHIMd·fn the r....,.11r cour•l!I of business. The photographic proetn meet• 1tendarchl of the Amerfcen Netf onel StWMrdl ltitfttltt 
(ANSI) for ·ir.chtval mlcrofH111. NOTICE: If the ftlined huge 11:\c,ve fs leH legible than this Not fee, it fa due to the qual f ty of tht 

doelMllent being filmed. 
'.I)i4 "'~\)~ 1clitdo3 
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) 2003 HOUSE NATURAL.RESOURCES 

CONFERENCE COMMITTEE 

HB 1218 

The mlcrograpntc lffllges on this film are accurate reproductfons of records dflfvertld to Modern Information systenis for 111fcrofHmh'IG ll'd 
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2003 HOUSE STANDING COMMITIEE MINUTES 

BILURESOLUTION NO. 1218 

House Natural Resources Committee 

□ Conference Committee 

Hearing Date April 3, 2003 

TapeNwnber Side A SideB 
1 xx 
2 

Committee Clerk Shmature 

Minutes: 

Meter# 
3851-end 
0-810 

,::) Chair Drovdal: Called the meeting to order. We are looking to clarify the changes made to this 

'· 

bill in conference committee because of the speed with which we had to move the bill through 

the committee. Proposed an amendment. (See Attached Amendment) 

Sen. Lyson: The amendments put back a penalty cost of 50%. The house came out originally 

with a penalty of 100%. The house removed the penalty completely. We were under the belief 

that you did not have time to work it through very well. We did work on it for some time and 

this is the bill we came out with, 

Rep. Solberg: So is that is the only change then. CL, ·, someone explain the chart to me. (See 

Attached Testimony) 

Rep. Drovdal: The 50% penalty stage for an average well. Toe penalty stage runs off after the 

fourth year. From there on the nonparticipating mineral owner would receive full mineral right. 

'ttt. Micrograp,f c fMQet on thf • f fl111 are accurate reproductfona of recorda detfvered to Modern lnfo1W1tfon syatems for •fcr~fflmfn, and J 
were fflMld-fn tht re,ular course of bustn&aa. The photOQrephfc process m&eta etllnderdt of the Amerfcan Natfonal &tand6rda rnstftutt ,. . 
(ANSI) for ·arehfval 111tcrofftm, NOTICE: If the fllmed hlflge eb.ove ta less legible than thfs Noticu, ft is due t11 the quality of the 
docunent ~Ing fl lmed, (:)\ \v---. 
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Pagel 
House Nitural Resources Committee 
Bill/Resolution Number 1218 
Hearing Date April 3, 2003 

Sen. Ly101u What we are trying to do is put North Dakota on a level playing field. Ex.plained 

examplc,s of some instances in North Dakota. The law makes it better to not lease. 

Rep. Drovdah Let me tell you about the other side of the coin. There are some small operators 

that need protection. 

Sen. Ly1on: You will make more money if you do not lease. 

Rep. Drovdal: You would lose o·ut on the cash lease according to No11h Dakota law. 

Sen. Lyson: On a 100,000 barrels well the lease would make $24,000. That B9.ttle well without 

a lease would make 89,000. 

Sen. Traynor: Referred to the testimony of Tom Luttrell. Concerning the high prices and low 

production amounts in North Dakota. Expressed support to for the amendlllent. 

Rep. KJeln: Pointed out: that most of the major players have pulled out. 

Rep. Dro,,daJ: Proposed the Antindment. (See Attached Amendment) I want to make sure that 

the small mineral owner knows that before the access the pcmalty, that he knows that he can ask 

for the Industrial Commission to waive the penalty. The owner is notified, they have to show a 

proof of service. 

Sen. Lyson: 111.e thhlg I keep hearing from land men. We do this every time we speak wit11 

them. 

Rep. Drovdal: These are small landowners, not. land men. 

Sen. Lyson: Yes, but they still get oontacted. 

Lynn Helms: Stated that there cwrently is no requirement for personal notice. Public notice is 

required currently. 
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Page,3 
House Natural Resources Committee 
Bill/Resolution Number 1218 
Hearing Date April 3, 2003 

Rep. Drovdal: Concern that they do not have to notify. They would have to certify mail to the 

last known address. 

Sen. Lyson: The people I spoke with say there is no problem with this excopt that there is no 

purpose for this. 

Lye Behm: Testified that proof of service means that the attorney or the party asking for the 

risk penalty provide an affidavit to the commission that they mwled it to these people. 

Rep. Drovdal: The amendment will be drawn up for next meeting. 

TM Mloroer•hfc 1..,.. on tht• fit111r1 accurate r4Pf0ductton1 of rtcordll •ttvtrld to Modern fnfor•tfon tyeteN for 11forofflMfnt n 
Wtl'e ffllld •f" tflt l'JlilWlf' CCIUt'&t of buefnlll, Yht photcgrnpttfc prOCHI Mtttl ttancMrdt of the Allltrf can N1tfON1l St1ndtrdt lnatttutt 
(ANst) for ·•rchtval mtcroftlni, NOYICE1 If the ftl111ed t•ae ~• t, less letfblt than thf• Notice, 1t 11 due to the quelttv of the -t btll'II ff llllld, ~'\:)~ cl I 1.::Pu ~ \ ~ o~--
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2003 HOUSE S'f ANDINO COMMITTEE MINUTES 

BILURBSOLUTION NO, 1218 

House Natural ResoW"CeS Committee 

□ Conference Committee 

Hearing Date April 8; 2003 

Taoe Number Side A SideB 
1 xx 0 .. 574 

Meter# 

"' -·-

Committee Clerk Si&!!ature /ti.,, d 
Minutes: 

Chair Drovdal: Reopened the conference committee on HB 1218. 

Sen. Lyson: Explained the changes in the proposed amendment. Before a risk penalty may be 

imposed the pllying owner must notify the nonpauicipating owner with a proof of service. The 

paying owner intends to impose a risk penalty. That is exactly what we agreed to when we 

adjourned. I move the amendment. Seconded by Sen. Every, The proof of service, as I 

understand it, can be certified mail, personal service, mailing from an attorney with an affidavit 

that the attorney makes out on his own that is filed. 

Rep. Klein: How long do they have? 

Sen. Lyson: If it comes back then they advertise it. 

Mot.ion carried. 

.. -

1111 •f orotrlf'flfc fMiflff on thf I ff llll art accuratt l"tpre)(l,ICtf Ohl of r.cords dtl f vertd to Nodtrn rnforNtfon Sytt ... for •toroft l•I,,. Ind 
were fflMecHn tht l'AILll•r cour1e of ~sftlffll. The photogrljlltfc procttt 111Ht1 1tendardt of th& AMtrfcan National 9ttndardl IMtttutt 
(AMH) for -•r'iehfvet 111fcroffl111, NOTICE, If tht ftltMd 1•11& ettove I• lttt leofble then this Notfce, it f• due to the queltty of tht 
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38273.0202 
Tltte. 

Prepared by the Leglsfatlve CouncU staff for 
Representatlve Drovdal 

AprU 1, 2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO, 1218 

That the Senate recede from Its amendments as printed on pages 1002 and 1003 of the House 
Journal and pages 834 and 835 of the Senate Journal and that Engrossed House BIii No. 1218 
be amended as follows: 

Page 1, Une 3. replace •1essees11 whh 11owners11 

Page 1, llne 8, overstrike 11a" 

Page 1, llne 9, overstrike 11lessee ownlng11 and Insert lmmedlately thereafter •the owner or 
Page 1, lfne 10, overstrike "lessee's" and Insert Immediately thereafter •owner's" 

Page 1, llne 12, overstrike "lessee• and Insert lmmedlately thereafter •owner• and remove the 
overstrike over 11:r.he" and Insert lmmedlately thereafter "recovery of a risk penalty Ja..u 
follows: 

Page 1, llne 13, replace "lessee•s• with "owner's• 

:· ... ~\ --- ........ ··-n 
l i 
V 

I (/') 
,, 

Page 1. llne 15, overstrike "lessee1s" and Insert Immediately thereafter •owner's• 

Page 1, llne 18, overstrike "No risk psnalty may be assessed against an unleased" 

Page 1, line 19, overstrike 11mlneral Interest.• and Insert Immediately thereafter: 

l 

L 

•~ If the nonparticipating owner's Interest In the spacing unit Is not . 
sub!eot to a lease or other contract for development. the risk penalty Is 
fifty percent of the nonp@rtlclpating owner's share of the reasonable 
actual costs of drlUlng and completing the well and may be recovered 
only out of production from the pooled spacing unit as provided b~ 
section 38-08·10. exclusive of any royalty provided for In subsecton 1, 

The owner paying for the nonparticipating owner's share of the drllllng 
and -Operation of a well may recover from the nonparticipating owruu..11 
risk penalty for t~rlsk Involved In drllllng and completing the well only 
If the paying owrier has made an unsuccessful, good-faith attempt to 
have the unleased nonparticipating owner~ecute a lease or to have 
th(l leased nonparticipating owner iolrt In and participate In the risk 
and cost of drllllng the welt. Before a risk penalty may be Imposed, 
the paying owner must notlty the nonparticipating owner by certified 
mall that the paying owner Intends to Impose a risk penalty and that 
the n9~npartlclpatlng owner ma~ appeal the decision to the Industrial 
commission. Upon hearing, the Industrial commission shall determine 
whether the offer was made In good faith. If the Industrial commission 
.determines that the offer was made In good f alth, the commission 
shall allow the penalty. If the Industrial commission determines that 
the offer was not made In good faith, the commission may disallow or 
reduce the risk penalty," 

Page No. 1 38273.0202 

-- . de dtlt td to Modern lnfo!'IMtion sy.t• for 111iurofll111fng It'd 
TIMI Mlcrotrlphtc 1._.t. on tht• ff lm art accurate r-.,roducttons of recor v.r Nfta of th• ANrfc1n National Standlrdl lrwtttutt 
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Page 2, line 5, overstrike "lessees" and Insert lmmool t I . th ., a e 'I ereafter "ownem• 
Page 2, tine 7 t replace "les1ee• with "owner" 

Page 2, line a, replace "lesse1" with "own~r• 

Page 2, llne 9, replace "If th as foUows:e nonparticipating tessee•s" with "The recovery of the risk penalty Is 

.L If the nonpartfo!patlng owner's" 

Page 2, llne 11, replace •1essee's" with "9wner's" 

Page 2, after llne 13, Insert: 

•~ If the nonparticipating own • 1 lease or other oontractf e~e otereal In the unit Is not subject to a 
the QOrlpart(clpa,tlo.Q.Q........,wffi~e~~~sg~l~~~'~m,~~~gJ>:~Q82'Di~.J: mfitw~peiii·rcontof 
recovered only out of production f(Q th _Q_ ___ ~mu.bit provided for In 1ectlon 38 .. 08 .. 09, 13~me unlt exclusive of any royalty 

~ The owner paying for the no rtl 1 , i1xpense may recover from 1RPi~ 0 patlng owner c share of the unit 
fm.Jhe risk Involved In the unif e"xon~artlclpatlng owner a risk penalty 
made an unsuccessful good-ta1ttf'tt se only if the paying owner has 
nonparticipating owner execute a fua~mpt t1 have the unleasQd 

Renumber accordingly 

nonparticipating owner Joi I d 8 or O have the leased expense. Before a rlskiie~al&'mfv1g!c/pate ledn the risk of the unit 
must notify the nongartiolg ti 1-~ mpos - , thQ gay!ng owner 
owner Intends to 1moose fris'/s° p:1£. byJ,~lfled malllliat Jhe paving 
gwner mav BWSl!I the deolslon 10 the iri! $I 14 Jhe nonll!lrllok>allng 
earing, the Industrial commission .;haH det r a 1commlsslon. Upon 

was made tn good tatth. If the I d t I erm ne whether the otter 
the offer was made In good ta1tC t~sr al. commission determines that ~"'"¥,· 11 lhl! lml!lstrl · 1 -' --

8 commission shall aUow the 
J~,?.,ciooitiilih. th:=::t,~~1~W~~tr:at:t~not 

Page No. 2 38273.0202 
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38273,0203 Prepared by the Legislative Council staff for 
Title.0400 Senator Lyson 

April 8, 2003 

Confer.nee CommlttN Amendments to EnaroN•d HB 1218 • 04/0M003 

That the senate recede from Its amendments as printed on pages 1002 and 1003 of the House 
Journal and pages 834 and 835 of the Senate Journal and that Engrossed House BIii No. 1218 
be amended as follows: 

Page 1, fine 3, replace •ressees• whh •owners• 

Page 1, line 8, overstrike •a• 

Page 1, llne 9, overstrike •1essee owning• and Insert Immediately thereafter • the owner or 
Page 1, llne 10, overstrike 11fessee1s11 and h ,sert Immediately thereafter • owners• 
Page 1, llne 12, overstrike •tessee• and Insert Immediately thereafter • owner- and remove the 

overstrike over 11-lhe11 and Insert Immediately thereafter • recovery of a risk penatty fs as 
follows: 

aa.· 
Page 1, Hne 13, replace •1essee1s11 With •owner's11 

Page 1, llne 15, overstrike •1essae1s11 and Insert Immediately thereafter II owne(s11 

Page 1, llne 18, overstrike •No tisk penalty may be assessed against an unleased 11 

Page 1 , llne 19, overstrike 11mlneral Interest.• and Insert Immediately thereafter: 

•~ If the nonpartiQlpatln' pwners Interest In the SJ)aclng unit Is nm 
subiect to a lease or other contract for development. the risk penalty Is 
fifty percent of the nonoartlolpatina owner!$ share of the reasonable 
actual costs of driUlng and completing the well and may be reoovered 
out of production from the pooled spacing unit, as proYlded by seotlQtl 
sa-0e .. 10, exclusive of any royalty provided for In subsGQtlon 1. 

~ The owner paying for the nonparttoloating owner1s sh.fll'.LQf the drilling 
and operation of a well may recover from the nonparticipating owner a 
risk penalty for the risk Involved In drlllloo and completing the well only 
If the paying owner has made an unsui~ustul. good-faith attempt to 
have the unieashed nonparticipating owner ex~ute ., lease or to haw 
the leased nonparticipating owner lohll~l and gat11clpute In the risk 
and cost 0·1 drilling the well. BeforPJU!m< penalty may be Imposed. 
the paying owner must notify the nonpartiolpatlng owner with proof of 
service that the.oaylng owner Intends to Impose a risk penalty and 
that the nonparticipating owner may ob!eot to the risk penalty by fllther 
responding In Qoposltlon to the petition for a risk penattv or If no such 
petition has been flled, by filing an aoollcatlon or reauest for hearing 
with the lndustrfat commission." 

1 of 2 3827:3.0203 
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Conference Committee Amlnclmente to EngroNed HB 1218. 04I08l2003 

Page 2, llne 5, overstrike 11leasees11 and Insert Immediately thereafter • gwners• 
0, Page 2, line 7, replace •1essee• with 11owo1t' 

,,..--...,,_ 
\ 

Page 2. ffne 8, replace 11f11Ht11 wtth •owner' 
Page 2, line 9, replace •11 the nonoartlolpatlng lessee's• with •The recovery Of the risk penalty Is 

as toHows; 

L rt the nonoart1oloat1na ownet'§" 
Page 2, line 11, replace 11Jessee's11 with •owner's" 

Page 2, after line 13, Insert: 
11

~ If the nonparticipating ownet's Interest In the unit Is not subleot to a 
lease or othe.r contract tor development, the penalty Is titty percent m 
Jbe nonparticipating o.woer!s share of the unJt ~=n~e :,rt~:¥. be 
acoverect out of producrtloo from the unit exol _____ f a ___ J~ :ty 
proylded for lo section 38-08-09.13. 

~ The owner paying for the nonparticipating owner's share of the untt 
exoense may recover from the nonparticipating owner a risk penattv 
forthe risk lnyolved In the unlt expense only if the paying ownjtr has 
made an unsueyessful. gooc;Maltb attemQt to have the un!eased 
nonparticipating owner execute a lease or to have the leased 
nonparticipating owner loin In and participate In the risk of the Wll! 

Renumber accordlngly 

exgense. Befor§ a risk penalty may be impo~·:::~eo o:~r 
must notify the nonpartJclpatlng owner with Pr~ i_ __th ~e 
QAYlng owner Intends to Impose a risk pengtty and that the 
oonpartjclpatlng owner may oblect tor~~= ~l 
:B~b~'&,<ffi,~~~GJ\~~ : 1:&Bi E LbYr?ta~~~ 
with the Industrial commi9lon, • 

2 of 2 38273.0203 

'Nit 11tcrotrlflMO flMtff on tht1 ft l111 1r1 eccur•t• repr:oducttons of reco~ del tverld to Modern lnforMtton Sytt.- for Mtcroff l111fno end J 
were fftlltd.fn the rt1Ui1r courH of butf11tta. Tht phot09rephtc proc1111 MHU 1tanderdt of the AMrtcan National tttndll"dl 1nttftutt . 
(AMS1) for irchtval mtcroftlM, NOTICES 1f the fl lifted t•a• eb.ove ,. lffl lfltlble then tht• Notice, It ,. due to the qutlttv of th• 
docLMnt being fUIIWld. ~~. ~ \v--.. 

'.I»a ~~ 1cl&Jo3 
operetor'• sQMtU!'t ~ Date 

J 
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(8111 Nt.aber) _. ~l .. 2...wLr __ · - (. as (r1)1ngrosstd): 
.. ~/ 

· (_ , . .Your Conf1rtnc1 Co•1 tt••· 

e 

Fot th• Senate: For th• HouM: 

J('~ /),I• ,h 7 -(_ - IJ.,, I.I, &,.1..-d"6! ,µ 
• y ntt". If lei,, >: • 

_..S: .... c,lliln.._ __ _f.,_·:wJ-'"~"-·---------/. 
1 J1J./. J.,L~t:,·. '( 

(lY'~1cow11nds that th• ~/H.OUSI) (ACCEDE to) t~ froM) 
'~' ,u,,N 17Hil711 ~-

the (Stnat1/Hous1) aaendlunts on (SJ/HJ) p·ag•(•) [coz.. - ·.J¢ol 

0 and p11c1, ____ on tht Seventh ord•~. 
'111 

B[> adopt (further) 1■1nm•nts Is fo 11 ow•. and p 1 act 

1tJ( _ on the S1v1nth o.-ct1r: 

-c 

□ h•~1ng been unable to agree, l"ICOMtnds that tht COM1tt,, bt dtsch1rg1d 
a;td I new c:OMtttet · bt 1ppotnted. ..,us 

((Re)Engr~s.std) jz t( _ was placed on the Seventh order af busfn1ss on th• 
calendar. 
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RP.PORT OF CONFERENCI COMMITTEE (420) Module No: HR-ea-7380 
Aprll 10, 2003 3:43 p.m. 

lnNl1 LC: 38273.0203 

Fl!PORT 01' CONFERENCI COMMlffl!I 
HB 1218, u engro1Nd! Your conference committee (Sens. Lyson, Traynor, Every and 

Reps. Drovdal, F. Kteln, Solberg) recommends that the SENATI! RECEDE from the 
Senate amendments_ on H~ges 1002-1003, adopt amendments as follows, and 
place HB 1218 on the Seve order~ 

That the Senate recede from its amendmen1' as printed on pacP1is 1002 and 1003 of the 
House Journal and pages 834 and 835 of the Senate Journal an that Engrossed House BIii 
No. 1218 be amended as follows: 

Page 1, fine 3, replace 11lessees11 with 11owners 11 

Page 1, llne 8, overstrike 11a11 

Page 1, line 9, overstrike 11lessee ownlng11 and Insert Immediately thereafter II the owner ot• 
Page 1 , line 1 O, overstrike •1essee's11 and Insert Immediately thereafter • owner's11 

Page ·1, llne 12, overstrike •1essee• and Insert Immediately thereafter • owner• and rernove the 
overstrike over 11!Fhe11 and Insert Immediately thereafter • .m®.,~ery of a rlikDrilllty ls as 
follows: 

n..· 
Page 1, fine 13, replace •1essee1s" with 11.QWrln11 

Page 1, line 15, over'Strlke 11leesee1s• and Insert Immediately thereafter • owner:t 
Page 1, line 18, overstrike 11No rlsk penalty may be assessed against an unleased11 

Page 1, llne 19, overstrike 11mlneral Interest.• and Insert Immediately thereafter: 

11.b.. If the nonpa~1Una ownet's Interest In the spacing unit 1§....nQt 
~ to a lease or other contract for development. the risk penatw 
~J)eroent of the nonparticipating ownet's share of the reasonable 
actual costs of driUlng and completing the well and ma,v be recovered 
out of oroguotfon from the pooled spacing unit. as provided by section 
35 .. oa-10, exclusive of anv royalty provided for In subsection.ii 

~ The owner paying for th~ nonparticipating owner's share of the drilling 
.an,d operation of a well may recover from the nonparticipating owner 
a risk penalty for the risk Involved In drllllng imd...completlng the well 
only If the paying owner has made an unsuccessful, good-faith 
attempt to have the unleashed nonparticipating owner execute a 
lease or to have the leased nonparticipating owner ioln tn....M.g 
participate In the risk and cost of drllllng the well. Before a ll!k 
penalty may be Imposed, the pa,ylna own~r must notify .JM 
.nonparticipating owner with proof of service that the paying owner 
Intends m Impose a risk penalty and that the nonparticipating owner 
may obleot to the risk oenatty by either responding In opposition to 
.the petition for a risk penalty otlf no such petition has been filed, b~ 
.flllruL.m_ appUoatlQO... or reaue§t for hearing with the I~ 
commission.• 

Page 2, llne 5, overstrike 11lessees• and Insert immediately thereafter II owners• 

Page 2, line 7, replace •1esseeN with •owner11 

(2) DESI(, ,2> COMM Page No. 1 

0per1tor 11 Bt91Mitur• 
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REPORT OP CONP!RENCE COMMITI'EE (4IO) 
Aprtl 10, 2003 3:43 p.m. 

Moriule No: HR-tl-7380 

lnlll't LC: 38273,0203 

Page 2, llne a, replace •.111u.1• with •owner• 

Page 2, lfne 9, replace •ff the nonpartiofpating lessee's• with .. Jb Is 01 follows: -• recovery of the risk penatty 

1,. 11 the nonpartiofpatina owner's 11 

Page 2, line 11, replace 111essee•s• with .. owner's• 

Page 2, after llne 13, Insert: 

•.b,_ llath8 non~rtlclpatina owner's Interest lo the unit 1s not subfeot to a 
~ for deyelopment. the oeoaltY Is fifty percent Qf 

ed owner's share of the unit expense and mall be p=~%norrJ sU:&°l¾~1i th8 unit exctuslve of any rova)ty 

~ Jhe owner paying for the nonparticipating ownet's shar of th 
:i~:TK~,~ w uWI :;:c11cmatlng owner g 

1
r1sk -~w 

w::kld~~~=:· ,=~Ith f#e~ ~~=~ °:~= nonoartiol ti _......! 8 ease or to haye the leased expen oaeer: PWOM Join In and participate In the risk of theunit 
98• __ re a..t,sk penatw may be tmggsed the oa~na 

muf [IOllly the nonr111rtlclpat1rjg owner wjjjjprojj( ofstrvlc8u:r"i:! 
PAY na owner Intends to impose a risk penalty and th 1 th 
rinparflf li,Ung owngr mav obl!!Ct to the d1k penatty bv 

1
gllbg~ 

[!'&e,~ na ~-,~tition tor a risk pena~ or If h ytlth11JQL:4mmgl~~~p an BDDIRtion or reauisflOr ~~g 
Aenumber accordingly 

Engrossed HB 1218 was placed on the Seventh order of business on the calendar. 

(2) DESK, (2) COMM Page No. 2 HfHl6•7380 

Tht •Corotrlf)hfc iMl9ff on thf • ffl• 1r1 1ccur1t11 reproducttona of recordt dlltvtred to Modern lnforMOtfon lyltMt for r.tfcrof H•fno tncl 
Wife ftl11cHn th• r.•.ll•r cour11 of bultneH. The photcorlf)htc proctH 111Ht1 1tondtrdt of the AMertcen National atlftderde lewtttut• 
(ANSI) for •rchfval mfcrofflM. NOYICEI If the ftliled , .. ,. 1bpvt t• le81 legible than thfl Notice, ft fl due to th• qutlfty of tht 

doc1.1ntnt befnt fflMtd, ~ ~ cl _'.Diu ,uvi1- s:i.iJ I P-ID3 
0por1tor•• algnoturo ®- D•t• 
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2003 T!:STIMONY 

HD 1218 

Tht 111f crooraphfe flllllilff en thh fUm ere accurate reproductldns of recorda dtl fwired to MOCNrn lnfor1t11tfon SyattfM for 111fcroftlmh,e and 
were ff hMd fn the regut11r couree of llullfttess. The photooraphfc process meet, otandardt of the Amerfcan National Standardt Institute 
(ANSI) for archfYal mfcrofflm. NOTICE1 If the fft!Md f,nage at\Ove fa less teolbte than this N~tice, ft f• due to the quality of the 
document befnt1 fftmed, ~ 
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• The oil and gas indt,~ in North Dakota h: 
ecplored and driled the grassfauds for the 
past 50 years and has a proven track record 
of being able to produce oi without disrupting 
1he enwonment or wildlife.. 

• The industry. in cooperaticn with the Forest 
Selvic:&. has resfored over 500 wells and 500 
miles of roads in ihe national grasslan~
This repcesems more than 5.500 acres 
refumerl fo vegetation after- the oil and gas 
reserves were depleted.. 

• Twenty-seven percent of the state·s Oil 
production and 30% of the state·s :>ft)ducing 
wells are on the grasslands_ 

.,-. -::: _. -~ 
~~i=~1.'1\;(~, f~~--- .. :r:r' .._ ._.:;..;.-

- --- ':I. •• -~~ 

• The state•s only operamgcrude oi! re&iecyis 
at Mandan. !t has a daily capacity of abcut 
60.000 oorrefs_ 

• There are nine 
natural {;as process
ing pfanfs operating 
in western Noc1n 
Oako=a They are 
located near T;oga,, 
Ambrose. Killdeer. 
Lignile. Rhame. 
(;orharn. Ji.rnegard. 
Trotter.. and 
Mama1b.. 

• The nine natural 
gas processing 
plants processec 
enough natural gas 
a 2001 to f:eat 
466.000Norfn 
Dakota hocseholds 
roe- one yeac. 

(-

AVERAGE GAU.OHS OF 
P800UC[OER'IEPFROll 

EACH BNIREL OF CRUDE OCt.. 
(42 Gallons in a Banal) 

- ----.. -

-·-··· --·----- ---------------------

octh Oakotans pay 21 cents state tax and 
18.4 cer.ts federal tax on each gallon of 
gasor111e and aiesel fuel they buy. 

• North Dakotans used over 364 milflOt\ galloos 
of gasoline in 2001. and 496 million gallons of 
diesel fuel_ 

• Gasoline and special fuels taxes raised $115 
million in tax revenue during 2001 -up 
srightfy from $112 nulfii)(l the previOl!S year_ 
These funds are used priman1y focroad 
construction_ 

.,.. -- ---,,.~ ,- ,·:, ~ r~~ fil;,; .. 
I -.-:.. • .-~!.~-- ~~ •• 

---

6 April 4, 2001 martred tre son Anniversary of 
the <fiscovery of oil in North Dakota. It was 
on April 4. 1951. that the Clarence Iverson #1 
wen came in near rioga in Williams County_ 
That well produced more than 585 thousand 
barrels or oil over 28 years. 

• Prior to the d"ISCOvery of oil in 1951. 64 wells 
had been drilled in the state dating back: to 
1910. Since 1951. another 14.000 wens 

("ave been dnlled in North Dakota. 

• - fhe average crude oil posted price for Nortn 
Dakota in 2001 was $21.29 per barraL That 
representec a 22% decrease from the 2000 
average of $29.95 and a 29% 1naease from 
the $1521 average in 1999. 
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• Toe future is bright ror-me oil ar.d~ ir,dustry 
in North Dakota.. There is a huge amount of 
oil and gas sm in the ground in areas that 
have not been expk>red. New~ 
new discoveries. and new work in old«'fie! 
have vastly m-eased both the odds ofMding 
oil and the efficiency of producing iL 

• The biggest SOtJrc:e of energy in the United 
States is petroleum - oi and natural gas. 
Together. !hey supply 65% of 1he energy we 
!.1Se- Oil fumisheg40% of our energy. natural 
gas 25%. coal 22%. nuclear&%. and 
renewables4% • 

• The average dnlling rig count in the U.S. b--
2001 was 1.156. up from 918 in 2000. The 
all-time high was 4.530 in 1981. 

• u_s_ crude oil pcodudicn in Oecernbe£ d 2001 
was 5.9 million barrels per~. 

• Total imports 3'leraged 11 million .baaels per
day for 2001. up 2-24!(. from 2000: 

• The- United Stales imported~ .of ils aude 
oa in 2001. The largest irnporleis to~ u.s_ 
are Canada with 10%. Saudi Arabia will 8%. 
Mexico with 7.2%, N""igeria with ~%..and Iraq 
with 4.8%. O?ECcauntrie$ ~ fl:Ja.l'. 
28% of our nation's daiyoilneeds. Russi!.. 
the largest producer fJf oi in the woda. 

••••••••••••• 
All dala. from latast ~ available. 

NJ£ soorces oc 8dditiaNil iab"'atio,._ contact 
North D11kota.Pett'oleGm. Co.mc:ll 
Box 1395. BISIMRk ND H502 

Officesat: 
120 North 3rd StrNt. Suite 225 

Bismarck, ND - (701) _223-1310 
www.ndollcxg • www.apf-0rg 

Rat Ness l ~~: ,.,,.. Rtlirmlz 
~Onctor ._£ ca.~ 
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• North Dakota is !he niAlh largest oil prodtt. 
ing state.. The state produced nearly 87 .&~ . 
bacrels of oil (le(' day in 2001. totafiog more 
Ulan 31 milr10n bacrers b' the yeac 

• All-time prOdudion of aude oil in North 
Dakota amounts to more than 1.4 balion 
barrels. 

• Attheendof200t. tberewere3.287wells 
capable of producing oiand gas in North 
Dakola. The average North Dakota well 
produced approximately 26 barrels per da:r-

• An estimatec1 58 billion cubic feet of natural 
gas was pmduced and 512 billion cubic feet 
al natural gas Wa$ proce$Sed in North 
Dakota during 2001. 

• The state"s oil pcoduction <fipped :.!:,ghtly in 
2001 for thefounh consecutive year. Totai oi: 
production for the year was 31.691.091 bar
rets. down 1.023.431 from the previous year. 

t9IR 
''l99S 

l911C 

1S95 

?997 

ANNUAL CRUDE OIL PROOUC"ilON 
~ 

IN KOf!!'.i OAKOTA 

C 

Mll'_IQNS 
01" S..c.RREtS 

:;s.a OFO\L 
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• Th&~ rig count. which is a prime 
barometer-for' measuring oil and gas actMty. 
averaged 14 ngs a day in 2001. The peak 
year for drfi1g rigs was 1ss1. with an 
~month(yrigcountof 119_ Theall-
time high was in October of 1981 with 146 
rigs. opecating_ 

( 

DRILLING R1.GS 

tS tit 

-------2.0l.']21JDl 
• There were 178 drilling permits issued during 

2001. compared to 132 the previous year. 
Approximately 137 wells were completed 
during the r...ac- up 90% from the previous 
year. 

• Horizontal or directional drilling accoonted for 
72% of the new wells drilled in 2001 and. 
accounted for 25.9% of tt\e state's total oil 
pmdtlction. 

• The success ratio for wells in existing fields 
in 2001 was 92% and for wildcat weffs it was 
41%- Horizon~ welts were succ:esmii 99% 
of u'"ie ttrne.. The overall industry success rate 
in North Dakota for 2001 was 85%. A wildcat 
well is a new we.'!. drilled at ,east one mile 
from existing production. 

• The deepest vertical well dolled last vear :n 
NOtth Dakota was 13.970 feet. The average 

( iepth fur a North Dakota wen in 2001 was 
·- 12.001 feet compared to 5.334 feet r.ation

wide.. 

• The average cost of completing an oi wel in 
North Dakota was approximately $1.3 miflOl'I. 
during 2001. The average cost of c:ompleting 
a well in the U.S. was just under $800,000. 

- ----· --
~..:. ;" : { 31 • ~ 
-- - - - -

• There are 17 counties in the state-with com
mercial oi production.. Oil and gase,q)(o(a--, 
tion has occurred at some point in every 
county in the state except Traill County_ 

• Stark. Cciilnty was the top producing county iR 
2001 accounting for 17 .2% of the state"s oi 

-.. , 
{ }' __,. 

production. Toe Olher' top producing coan
tieS were Md<enzie. Bilings. Bowman. and 
Wilti:ams. 

• There were more than 2.200 Nor1h Dalu)tans 
at work in the oi patch in 2001. Peak. oi field 
emplOyment oca.mld in late 1981. when 
more than 10.000 peap(e. were working in the 
oil patch. 

• Eaeh dnlfmg ng results n approximalely 120 
direcl and inoirect jobs. 

• Other sectors of the pettOletJm indUS1ry 
include refineries. gas pi'ants. pfpelines.=1: 
ga$Oline stations. wholeSalecs. and . 
ers.. The industJy altogether employed .. 
lhan 9.000 peop(e in North Dakota in 2001. 

• Job Service North Dakota~ 1hat in 
2000 the average yearly wage in 1t1e miri,g 
industry. which includes oi and gas extrac
tion and coal mining~ was $44,305. That 
wage is 80% above the sfatewicfe average 
wage of $2.4.683. 

d.,,.,;;· ~ --. ',:-"'"'.':~.~~ 
b..!.:::'-'_~• :.~~f;c~ 

• t,igher crude oi prices in 2001 led to t.Jge 
tax colledions fQr-1he Stale r1 Nocth Dakota. 
C<Utties and schools. beaefited fTorn in
c.eased oil and gas tax colections as weL 

-,... 

~ '-- '- .-~-----. , __ --

~tax.tevenues ror.2001 were$63.7 
mil'10n.repuss 1tinga 15"'deaea5efrom 
2000. 

r~~=l 

• Tmt~..aictal-llailt .. ._.,....,_ ~ -~ ... a(---~-----1u<>C 
potliallflf•&.a------. 

• ~oitax~IDtiteSlatehave 
exceeded $1Jl billion.. 

• Theaveragap,uduc1icXtand mclr.aiott tax 
paid on crudeoi ir\2001 was 7.4%.. The tax 
rate on audeoi 'V8ries beNeen 5%-and 
11.5% depending upon the type ofwelL 

• The tax on nalural gas is a lat four cents per 
1housald aJbc feel (met)_ In 2001. the S1ate 
collected $3..1 million in natural gas taxes.. 

• CNer-lhe,-t51 yeers. .. StaleofNonh 
Dakota has leceived ~tlW\ $S10 million 

(·~ oil aid gas leases.~ royalties 
. __ :.m rentals on slllleland.. Dwing200t. 

nearly $1.Q milion went1o .. I.ands anG 
Minerals TtUSt and over$8.. l0 milion to the 
BoardofUnMnilyand Sctlool L;n1s Trust. 

• U.S.. FotatSemceaduliii41ered lands tn the 
Lilfle MilscuiNlllianlll Gnmlans provided 
oil aid gas NMnJIIS (1($15_ 1 nilion dumg 
fiscalyear-~. OftllltWUOld.one-fourfh. 
or$3.8~ west9U'Md1oUd<'enzie. 
Bilmgs. Gcldert Vfilllfand SlopeCoonfies 
foe sc:hools and~ In addition. Brnau d 
Land ~admilislltlld land pro
duced matefhm'13-1 rilian during fiscal 
yaar-2001. Halfof llatancult. $6.6 milion. 
was~IOtlelllla'S~U'X!and 
is the first.money-experldecf for education 
statewicle.. 
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North Dakota Petroleum Council 

House B1111218 
House Natural Resourets Committee 

Febru•ry 13, 200~ 

• 

Emtll: ndp<~tg•tt,COl'n 
Phone: 101•:U)-6)1o 
FtM!701•12i"()006 
uo N, )I'd sttett • suite us 
P.O. ION ,.,s 
81,m,r(I<, ND SISOJ.•1395 

ChaJnnan Nelson and Members of the Committee. My name is Ron Ness. t am Executive Director of 

the North Dakota Petroleum Council, I appear before you today In suppo~ of House ~ill 1218. 
I , 

We ~Ueve this bill can have a posidve Jmpact on oil and gas activ.ity in the state, Last session, you 

· helped paas SB-2120. which changed the percent required to form an oil production unit from 7~ to 

60%. As these graphs indicate. that legislation has been very effective • 

. 
0 Th~ "Peroentige of North Dakota OJI Production From Unit& .. graph indicates unit production is very 

important to the State of North D~ota and approximately 60',~ of North Dakota's oil production is 

· currently from units. 1:'hfs fs up approximately 5" from August 1, 2001; 

The "North Dnltota Units Approved Each Yeartl graph shows the dramatic increase in units approved 

by the North Dakota Industrial Commission (NDIC). All units opproved by the NDIC since August 1, 

2001 h~ve. been ratified by over 70%. At first glance, one might conclude the change has had no ~ffect 

· on unitization. However, the fact of the matter is, a number of these units might not have been 

. attemvced without this c~ange in the required percentage, "The dramatic Increase In the n-.mber of 

units brought before the NDIC since August 1, 2001 connrms the change was benenelar• says, 

Bruce E. Hicks. Assistant Director. NDIC Oii & Gas Division. 

House Bill 1218 is another piece of the puzzle that can he)p increase oil and gas activity in the Slate. 

Let tM first give you a few industry statistics and then descri~ the bill in simple terms. 
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North Dakota 011 •od Gu Jndv•ta Update 

J'rodudlop St,dltlg ror 2001 
Ninth laraeat oil producina state 

31 mJllion barrel• or oil were produced 

85,000 battela of oil produced per day 

3,287 producina wells 

Average 14 drilling rigs per day 

148 oil producers operating in the State 

Tax BtYIDIIII 
2000 tax collect1ons were $73.4 million 

200 l tax collections wen, $63. 7 milHon 

The largest tax revenue source for the State behind general sales, income, corporate, and motor 

vehicles tax collections 

98,St> of the oil and ps tax revenues collected in the U.S. Pore,t Service system are from North 

Dakota 

J9bt & Economic Impact 

More than 2,500 people directly employed in the oiJ patch 

The average wage was $44,305. That wage fs 80% above the statewide average wage of $24J683. 

lt'R expected that between 50%--75% of the industry's work force will retire in the next S-15 years 

HD 1218 - lncentll'e Pooling: 

This 1s an effort to encourage development on tracts and in secondary recovery units where either 

unleased or leased owners refuse to participate in the costs of development and where the,;e 

nonparticipating owners are potentially holding up oil and gas production activity in units that an, 

economically on the bubble. Under current law. operators in these situations arc required to carry the 

financial risk of addhlonal development and in some cases that may prevent future oU and gas 

production, This legislation attempts to spread the risk and costs of the project among alJ participants, 

·,. ~ If the nonparticipating owner(s) interest in the spacing unit is not subject to any lease or other contract 

for development, the risk penalty is one hundred percent of the nonparticlpadng owner(s) share of the 
2 
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-asonablc actual costs of drilling and completing the well and may be recovered out of, and only out 

of, production from the pooled spacing unit, 

If the nonparticipating owner(a) interest in the unit is derived from a leue or other contract for 

development. the penalty i1 two hundred percent of the nonparticipatinr owner(c) share of the unit 

expense and may be recovered out of, and only out of. production from the unit. 

A1 protection for roya~ty and working interest ownerg, the bill requires that a .. good faith" attempt to 

have the unleashed mineral or royalty owner participate fn the by leasing or participating in the project 

was made. 

House Bill 1218 is another piece of the puzzle that can help increase activity in areas of the state that 

have new oJI production; as well as older fields where new technology or secondary recovery methods 

can be used to add life to an old field. Some of these fields are on the economic bubble and the life of 

the field may be extended with passage of this bill. Again, there is no magic bullet but merely a 

number of positive steps that can help promote aoUvity and help the economy in some of these 

struggHn1 communities. while adding tax revenues to the state coffers, 

Thank you, for your consideration on this bHI. We urge a Do Pass on SB-1218. I would be happy to 

answer any questions. 
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What Does Every New 011 Well Mean to North Dakota? 

A Typical North Dakota Oil Well Produces an Average of 10 Years4 

• If economical. additional secondary recovery efforts can be made to 
~xtend the life of the well. 

An Avera0 ·~. : ..... ,Vell in the First 10 Years: 

• Produces over 200,000 barrels of oil (SS barrels of oil per day) 

• Generates $4.4 million gross profit 

• Pays $332,000 in taxes: 
o Oil production tax - $200,020 
o Extraction tax - $77,000 
o Sales tax - $40,000 
o Oas production tax - $16,000 

• Pays royalties to mineral owners of $178,000 

• Pays salaries of $814,000 

• Has operating expenses of $720,000 

Oil and gas development accounts for a major portion of the business for 
RECs in western North Dakota - as much as 75% in some instances. 

Local bus.inesses such as road contractors, electricians, welders, service 
cor,,panies, and other retailers rely on oil field businesses for their 
liveJihood. 

About 46% of the value of an oil well is returned to the local economy in 
taxest wagea, and other expenses, which help keep the local economy 
running. the government operating, and helps reduce your tax burden. 

The Average Cost of DriUing a Well in North Dakota in 2001 was $1.3 million. 

• The success ratio for wells in existing fields in 2001 was 92% and for 
wildcat wells it was 41 %. 
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Te1tlmony bl Support of Houae BW 1218 

Presented by Tom Luttrell 
Continental Resources, Inc. 

February 13, 2003 

Mr. Chairman and Members of the Committee, my name is Tom 
Luttrell. I am a Senior Vice President of Continental Resources, Inc. I 
appear before you today in support of House Bill 1218. 

First, let me tell you about Continental so you understand the 
perspective and level of experience from which we support House Bill 
1218. 

Continental is one of the most active exploration and production 
companies in the state of North Dakota (in fact, we are the only company 
currently drilling an exploration well in the whole state). During 2002 we 
spent ove1· $50 million on oil & gas development in the state. We plan to 

<:) spend over $30 million in 2003. 

0 

We operate over 200 producing wells in the state a11.d are the 
state's 4th largest oil producer. Our wells in the state produce about 
6,000 barrels of oil and 5 million. cubic feet of gas per day. 

We have five C") enhanced recovery units in the state, three of 
which were formed within the last three years. Continental's Cedar Hills 
North I~ed River Unit located in Bowman and Slope Counties is one of the 
largest units in the lower 48 states, containing approximately 78 square 
miles of land and over 120 wells. We estimate that an additional 50 
million barrels of oil will be recovered from this unit through enhanced 
recovery operations over the next 30 years. Continental has plans to form 
yet another unit in the state during 2003, for which we will be making 
application to the NDIC in the near future. 

Continental's experience in North Dakota makes it keenly aware of 
the need to pass House Bill 1218. 
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The changes made by House Bill 1218 primarily impact parties 
who can't be found or have no intention of ever executing oil & gas 
leases, who have the sole objective of getting a free ride, The majority of 
these owners are professionals located out-of-state. 

North Dakota is the only state in the Williston Basin that has laws 
allowing unleased parties to be carried without a penalty - Montana, 
Wyoming and South Dakota all have laws providing for pooling 
percentages as high or higher than provided for in House Bill 1218. 

Also, in North Dakota there's been a change in conditions in the 
last 10 years that's dram.atically increased the need for the changes 
made by House Bill 1218. 

Technological advances have made drilling horizontal wells the 
primary focus for exploration in North Dakota - and that will continue to 
be the case. Horizontal wells are effective where traditional vertical wells 
aren't due to the tight, less permeable characteristics of the formation 
rocks in North Dakota. 

The horlzontal wells affect larger areas of land - spacing units for 
traditional vertical wells are often 40 acres and rarely larger than 160 
acres, However, horizontal wells require 640 acre or larger spacing units. 
Since so much more land is affected by horizontal wells, it's much more 
likely that non-leasing O\\lners will be encountered. 

I mentioned before that North Dakota is the only state in the 
Williston Basin with pooling laws providing for unleased mineral owners 
to be carried without penalty .. Montana, Wyoming and South Dakota's 
laws are equal to or gre~ter than House Bill 1218. 

The company I work for drills wells in 13 different states. North 
Dakota is the only state I'm aware of with these lenient of pooling laws. 
And that brings up another important point for you to consider - North 
Dakota is competing with other states for oil & gas exploration business. 
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I '11 explain what I mean by that. 

Our company is headquartered in Enid, Oklahoma. We're 
categorized as a medium sized independent exploration & production 
company. We are willing to explore in any state. There are hundreds of 
companies smaller and larger than us, who are constantly looking for 
new places to rind oil and gas, regardless of what state it's in. 

I can tell you first a hand that the pooling laws in a state are a 
significant factor that companies look at when considering whether to 
c."me explore in that state. Right now, North Dakota compares negatively 
to other states in that regard. 

Now I realize that you may say to yourself "the business is going to 
take car~ of itself - the companies will drill no matter what". Gentlemen, 
that isn't the case. 

Look at the current situation in North Dakota, a situation that is 
extremely alarming. Production and new well activity in the state has 
been on a dramatic and steady decline for years. 

Today, oil price is over $30 per barrel and there's only one (1) 
drilling rig working in the whole state thafs exploring for new reserves. 
Larger companies aren't exploring here anymore and show no signs of 
coming back. 

And it isn't because there's not oil & gas in ~ orth Dakota - L.,_ fact, 

the state has huge reserves left to be found - a tremendous natural 
resource that should be providing many times more revenue and jobs 
than it currently does. But there's a stigma about exploring in North 
Dakota that must be debunked. 
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Much needs to be done to get the oil & gas exploration business 
climate in North Dakota competitive so that new companies will be 
attracted to the state and the small companies that got their start in . 
North Dakota will continue drilling wells here - I'm talking about 
companies such as those owned by: 

Bob Mau of Kenmare 
Mike Armstrong of Dickenson 
Loren Kopseng of Bismarck 
Jim Arthaud of Belfield, and 
Chuck and Don Ballantyne of Minot 

Passing House Bill 1218 is very important. So is passing and 
adequately funding another piece of legislation pending before this 
legislative session - Senate Bill 2311 creating the North Dakota Oil & Oas 
Research Council. 

0 The council will focus on de bunking the stigma by addressing the 
problems creating it; such as educating and developing a homegrown 
workforce, pushing technical research and dealing with infrastructure, 
marketing and product price issues. 

In closing, I'd like to distribute a letter written by Tod Maleckar of 
Diamond Resources. Diamond is a small land service company located in 
Williston. 

Tod lives in Williston, works as a landman and is a co-owner of 
Diamond. He is the person that negotiates. oil & gas leases with the 
landowners ~ the man in the field who visits with owners in their living 
rooms and who also spend~. much time on the phone trying to lease 
those out of state mineral owners mentioned earlier. 

So Tod brings a rirst hand perspective to the problem that House 
Bill 1218 addresses .. please read his letter. 
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That concludes my testimony - I appreciate the opportunity to 
address you. fill be happy to answer any questions you rnay have. 
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North Dakota Petroleum Council 
Ron Ness 
l~tclltlv. Plrtctor 

M•ii Reimnitz 
kf~ 

lim1ll: lidpc.btlgate,(om 
Phontl 101•~2)•6)10 
F1,c: 1ONn-0O06 
110 N, )rd Strett • Suite 115 
P,O, Boll 1)95 

House 81111218 

Senate Natural Resources Committee 

Feba·uary 14, 2003 

Bl$mlrck, ND 58501•1)95 

Chairman Fischer and Members of the Committee. My name is Ron Ness. I am Bxecudve Director of 

the North Dakota Petroleum Council, I appear before you today in support of House Bill 1218, 

We believe this bill can have a positive impact on ofl and gas actJvity in the state, Last session you 

helped pass SB-2120, which changed the percent required to fonn an oil production unit from 709b to 

60%. As these graphs indicate, that legislation has been very effective. 

"The "Percentage of North Dakota OH Production From Units'' graph indicates unit production is very 

important to the State of North Dakota and approximately 60% of North Dakota's oil production is 

currently from units. This Is up approximately 59b from August 1, 2001. 

The 11North Dakota Units Approved Bach Year" graph shows the dramatfo increase in units approved 

by the North Dakota Industrial Commission (NDIC). All units approved by the NDIC since August 1, 

2001 have been ratified by over 70%. At first glance, one might conclude the change has had no effect 

on unitlzation. However, the fact of the matter is, a number of these units might not have been 

attempted without this change in the required percentage. "The dramatic Increase In the number or 
units brought before the NDIC since August 1, 2001 connrms the change was beneftclal" says, 

Bruce B. Hicks, Assistant Director, NDIC OU & Oas Division. 

House Bitl 1218 is another piece of the puzzle that can help increase oil and gas activity in the state, 

Let me first give you a few industry statistics and then describe the bill in simple tenns. 
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North DakoJI OU apc1 Gp Jnc1v,ary Update 

Pnslyetlcpg satktkl ror Ml 
♦ Ninth laqeat oil producin1 atate 

♦ 31 mJJUon ban'ela of oil were produced 

♦ 85,000 battela of oil produced per day 

♦ 3.287 producing wells 

♦ Averase 14 drillin1 rip per day 

♦ 148 oU producers operadng in the state 

IMBIYMMII 
2000 tax collections were $73.4 million- 2001 tax collections were $63.7 million. 

2002 tax collections were $58, 1 million plus $6 million in collections from federal lands. 

The largest tax revenue source for the State behind general sales, income, corporate, and motor 

vehicles tax collections 

98.51> of the oil and gas tax revenues collected in the U.S. Forest Service system are from North 

Dakota 

Jobf & Eqpqomfe IQIPld 
More than 2,SOO people directly employed in the oil patch 

The average wage was $44,305, That wage is 80% above thf' statewide average wage of $24,683. 

It's expected iliat between S0%--7St> of the industry's work force wm retire in the next S-lS yeara 

HD 1218 • Incentive PooHng: 

This is an effort to encourage development on tracts and in secondary recovery units where either 

unleased or leased owners refuse to participate in the costs of development and where these 

nonparticipating owners arc potentially holillng up oil and gas production activity in units that are 

econornicaUy on the bubble. Under current Jisw, operators fn the:;e situations are required to catty the 

·~ ,. financial risk of additional development and in some cases that may prevent future oil and gas 

\ . __ _j production, Thfs legislation attempts to spread the risk and costa of the project among all participants. 
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If the nonpartlclpating owner(,) interest in the spacing unit ls not subject to any lease or other contract 

,~ for development. the risk penalty ia one hundred percent or the nonparticipating owner(s) share of the 

' reasonable actual coats of drilUng and completing the well and may be recovered out of. and only out 

of, production from the pooled spacing unit. 

If the nonpartfcJpating owner(s) interest In the unit is derived from a lease or other contract for 

I I development, the penalty is two hundred percent of the nonparticipating owner(s) share of the unit 

expense and may be n,covered out of, and only out of, production from the unit. 

In the original bUI, as protecdon for royalty and working interest owners, the bfU requba that a "good 

faith'' attempt to have the unleashed mineral or royalty owner participate in the by leasing or 

participatin1 in the project was made. 

The uncooperative mineral owner is a problem faced by everyone trying to develop oU and gas in the 

State of North Dakota on an almost daily basis. The typical profile of the mineral owner that this 

applies to is as follows: 

• Severed mineral owner from Texas. Louisiana. Oklahoma, or Colorado 

• Very wealthy individual or company in the oil and gas industry 

• Uttle incentJve to cooperate- often tries to extract unreasonable tenns beJicvjng they have us 

"over a barrel" 

• Knows how the game is played and knows that North Dakota is weak in this area -- Exploits 

this "loop-hole., in our risk-penalty rules 

This change would almost never affect a surface owner or local owner. Oenerally, a surface owner or 

local mineral owner is goir,s to own a fairly large percentage of the mineral rights - too big for the 

company to even consider using the risk penalty. 

The only time a company would even look at utiUzing the risk penalty (even at the higher percentage 

of coi1t plus 100%) Is after all reasonable offers have been refused. It's important to know that cost 

plus JOO'N, does not tum this into a 11no-brainer" option for the company. We are stm generally better 

off to just work a deal out with the mineral owner. 
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Another point that often gets overlooked is that the Mgher penalty works to protect the rest of the 

-~ mineral owners that own intereats in the same lands who DD.t their mineral rights developed but are 

: beina blocked by the guy holdJng out for the moon. This change in the law will help way more 

mineral ownen in that regard than it wm ever hurt the few obstinate owners who are blocking 

development. 

House BUI 1218 is .. nother piece of the puzzle that can help increase activity in areas of the state that 

have new oil production; u well as older fields where new technology or secondary recovery methods 

can be used to add life to an old field. Some of these fields are on the economic bubble and the life of 

the field may be extended with paaaage of this bill. 

A1ain. there is no magic bullet but merely a number of positive steps that can help promote activity 

and help the economy in some of these struggHng communities. while adding tax revenues to the state 

coffers. There are no winners when a well is ~led - the state, county. school district, leased interests, 

unleashed interesta. the community. 111ral electtic provider, and other local businesses loose when 

development does not occur because someone can hold up a project. This bill will help address an 

(~ lncreulng problem by encouraging participation by all parties In a project. 

Thank you, for your consideration on this bUI. We urge a Do Pass on SB-1218, I would be happy to 

answer any questions. 

,4 •Page 

...... .. """"---w 
\ 4 
'1~' 

'ii 

.. 
·J· .. ,' . 

I· 

' 

. .J 



111;·11111· ·1111· ... 
I 

I I iii! !111!11 1111• 
.. 

o I I, 

' • , •• I • • . '/ • 

' ' .. ' ' 
I • ' f ' . 
I • ; ••• ( 

' . ' 

··•···•• .... " 
\. \ 

· ... __; 

f>ntUft,umw 1MO ON Otte eic JOlG Ltlll f0/01/tO 

11,o .,.,...,...,,.,. •- Ofl thfl fff• •rt -•t• ,.,.._., ... of •-•11 .. ,..., I<> _,.,, fnfo,_11.,, l)lot- for •••••fll•fllt ""' J .... 111 .. , .... 11,e ....., ........ of .......... TIit r,hot..,...,,,,. ,.._ -It ,t_,_ of tho,.,, • .., N•tr ... 1 ,_,.. lnatttut• , 
(Jllfll) for •• .,,, .. , ···••fflM, IIOl'ICl1 If th• fflllld ·-....,,. ,. '"' l'9fbl• th"' thf• Notr ... ft,. dut to tltt quelfty of llt• ....,,I bel111 fllllld, ~\)\)~ . 

_'t:p, = t ruo3, , . Opo••••••t s'ti.~ cl Dtte 

I 

! 
I , 

.J 



L 

0 

0 

HB 1218 
Representative John Warner 

14 March 2003 

What Does Every New OU Well Mean to North Dakota? 

A typical North Dakota oil well produces an average of 10 years. 

♦ If economical, additional secondary recovery efforts can be made to 
extend the life of the well. 

I 

An Average Oil Well in the First 10 Years: 
♦ Produces over 200,000 barrels of oil (SS barrels of oil per day) 

♦ Gen~rates $4.4 million gross profit 

♦ Pays $332,000 in taxes: 
Oil production tax - $200,020 
Extraction tax .. $77 .ooo 
Sales tax - $40.000 
Oas production tax - $16,000 

♦ Pays royalties to mineral owners of $178,000 

♦ Pays salaries of $814,000 

♦ Has operating expenses of $720,000 

Oil and gas development accounts for a major portion of the business for 
RECs in western ND - as much as 7 5% in some instances. 

Local businesses such as road contractors, electricians, welders, 
' ' service comparuest 

and other retailers rely on oil field businesses for their livelihood 

About 46% of the value of an oil well is returned to the local 
economy in taxes. 
wages. and other expenses. which help keep the local economy 
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running, the government operating, and helps reduce your tax 
burden. 

The average cost of drilling a well in North Dakota in 2001 was $ 1.3 
million. 

♦ The success ratio for wells in existing fields in 2001 was 92% and for 
wildcat wells it was 41 %. 

Oil and gas companies are major consumers of electricity. A thriving oil 
field has the same impact on a rural electric cooperative as a developed 
commercial area. It allows the fixed costs of the cooperative to be 
amortiz.ed over a much larger customer base and Jowers the costs to all 
consumers of electric power. 
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Teatlmoay ID Support ofHoue BW 1~18 

Presented by Tom LuttreJI 
Continental Resources, Inc, 

February 13, 2003 

Mr. Chairman and Members of the Committee, my name is Tom 
Luttrell. I am a Senior Vice President of Continental Resources, Inc, I 
appear before you today in support of House Bill 1218. 

First, let me tell you about Continental so you underatand the 
perspective and level of experience from which we support House Bill 
1218. 

Continental is one of the most active exploration and production 
companies in the state of North Dakota. During 2002 we spent over $50 
million on oil & gas development in the state. We plan to spend over $30 
million in 2003. 

0 We operate over 200 wells in the state and are the state's 4th 
largest oil producer, Our wells in the state produce about 6,000 barrels 
of oil and 5 million cubic feet of gas per day. We currently have 4 rigs 
drilling in the state, which is 40% of all rigs presently drilling. 

We operate five (5) enhanced recovery units in the state, three of 
which were formed within the last three years. Continental's Cedar Hills 
North Red River Unit located in Bowman and Slope Counties is one of the 
largest units in the lower 48 states, containing approximately 78 square 
miles of land and over 120 wells. We estimate that an additional 50 
million barrels of oil will be recovered from this unit through enhanced 
recovery operations over the next 30 years. Continental has plans to form 
yet another unit in the state during 2003, for which we will be making 
application to the NDIC in the near future. 

Continental's experience in North Dakota makes it keenly aware of 
the need to pass House Bill 1218. 
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(--.., House Bill 1218 impacts two different areas of the business, One 
relates to the integration or pooling of fractional interests within a 
spacing unit, usually for the drilling of a single well; the other relates to 
the integration or pooling of fractional interests in numerous wells for the 
purpose of implementing enhanced recovery operations, otherwise known 
as unitization. 

First 111 discuss the individual well spacing unit situations. 

It's not uncommon for a company wanting to drill a well to 
encounter a situation where t.he majority of the mineral owners under 
the spacing unit agree to lease, but a few owners can't be found or 
simply refuse to lease. 

Of course in these instances it isn't fair for the few who can't be 
found or refuse to lease to hold up drilling of the well, thereby depriving 
those who want to drill from receiving the benefit. 

1'J Thus the need for pooling laws as created by NDCC Section 38~08-
08. The current law, however, is unfair to those parties willing to take the 
risk to drill and actually rewards a party (or refus;ng to take the risk to 
drill. The purpose of House Bill 1218 is to shift the reward from those 
who refuse to take the risk of drilling to those who are willing to spend 
the drilling dollars in the State of North Dakota. 

The current pooling law provides that the mineral owners who 
refuse to lease or pay their way in drilling the well receive royalty 
payments from first production forward. These payments are equal to the 
average royalty rate received by the other cooperative mineral owners 
who agreed to lease. 

The parties willing to take the risk and expense of drilling must 
pay the way of the non-paying party. But then, when the parties paying 
the bills and taking all the risk get only their money back, the obstinate 
party becomes fully vested with the interest. 
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Think about it, how many of you would invest in a risky business 
venture if you knew the most you could possibly get back was just your · 
investment, and no profit regardless of how good the project tums out to 
be. 

Of course none of you would invest in that scenario. But yet, that 
is what those who invest in dritling wells in North Dakota are required to 
do under the current law - and we're talking about perhaps the riskiest 
business there is. 

Also, bear in mind that because of horizontal drilling and other 
technologies necessary to maximize production from North Dakota's oil
bearing reservoirs, the average well cost in North Dakota today probably 
exceeds $1.5 million. If non-paying owners comprise 100/4 of the well, 
that's over $150,000 being gambled with no chance whatsoever of getting 
any rate of return. 

House Bill 1218 isn't a golden parachute - it in no way creates a 
situation where paying the way for a non-paying owner becomes 
economic. In fact, it only reaches the point where it's barely palatable to 
drill. 

Under the amendment, those owners who pay the way for the non
paying mineral owner will receive their money back plus 100%. 

With respect to other companies or persons in the business who 
may own oil & gas leases in the spacing unit for the weU! and don't want 
to take the risk of drilling; the revised bill allows those taking the risk to 
get their money back plus 200% then the interest reverts to the non .. 
paying owner. 

Certainly that's fair. After all, thosf1 pa1 ties are in \.he oil and gas 
business - if they aren't willing to anti up for their share of the risk of 
drilling. then those parties who have to bear the burden of paying the 
way should be entitled to some benefit. 
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Also, another critical deficiency in the current law that House Bill 
1218 corrects is to require that the party wanting to drill a well must 
make a good faith effort to negotiate either an oil and gas lease or some 
other arrangement with those parties not wanting to drill before the 
forced integration provisions can be utilized. 

How that works is at a public hearing which is held before the 
NDIC where a party is trying to implement the risk penalty, sworn 
testimony must be given as to the efforts made to reach agreement with 
the nonMjoining parties. If the NDIC does not determine that a reasonable 
negotiating effort was made, it can deny the risk penalty request. 

House Bill 1218 also proposes to make changes to current law 
relative to carrying interests in enhanced recovery operations. 

The current law provides that those parties willing to t.alce the risk 
of implementing a unit operation must finance those owners who refuse 
to take the risk. There is no risk penalty whatsoever. The only return risk 
takers get for paying the non-participating owners way is interest on 
their money, usually at Prime Rate plus 1%. Many companies cannot 
borrow money at Prime p!us 1%. 

Think about it, not only does current law require one party to take 
all the risk of the venture, but that same party also has to become a 
banker and finance the way for those parties who don't want to put up 
for their share of the costs. In fact, if you have to borrow money and pay 
interest at a higher rate than prime and 1% (and most small companies 
do), then you ~e actually going in the hole. 

Of course, this isn't fair or conducive to development. What House 
Bill 1218 does is to change the law to provide units to have the same 
level of risk penalties that apply to spacing units, with the unleased 
mineral owners receiving a royalty beginning with first production from 
the unit. 
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In closing, I must tell you that there is a negative stigma that 
exists throughout the industry against exploring {or oil and gas in North 
Dakota. 

It's common knowledge that there is an enormous amount o{ oil 
and gas remaining to be found in the state. However, the statutory and 
regulatory environment must be conducive to investment, or regardless 
of the potential the activity will be stymied, as is the current case, 

As you may be aware,. you have an enormous and urgent problem 
facing you that you need to be keenly aware of. The facts clearly show 
the oil & gas busil'1ess in the state is in a desperate situation that 
requires your attention. Oil pr: ~e is selling for over $30 per barrel and 
natural gas for over $6 per mcf. 

But North Dakota only has 10 rigs running in the state - and 7 of 
those are drilling in enhanced recovery unit.$ that having nothing at all to 
do with exploration for new reserves. If that isn't an attention getter, then 
I don't know what is. 

This bill is an extremely important piece of legislation. It is part of 
a package of several critical bills pending before this legislative assembly 
that together goes a tong way to eliminate the negative stigma and 
reverse the spiraling decline or drilling activity and production in the 
state. 

I'm confident you will do what,s necessury by passing this bill and 
the othf'rs pending before you to ensure that all North Dak:otans realize 
maximum benefit from this vital natural resource of oil and gas that you 
have been blessed with. 

If you dot then I believe 20 years from now, everyone will look back 
and say that the 2003 legislative assembly passed perhaps the most 
visionnry and impactual package of legislation ever for the development 
or North Dakota's oil & gas reserves. 
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Thank you for allowing me this opportunity to provide testimony. 
111 be happy to answer any questions you may have. 
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HD 12 J 8 IS &r[ IN THE INTEREST OF CITIZENS OF NORTH DAKOTA AND 
UNFAIRLY FAVORS LARGE CORPORATIONS AND OIL DRILLING 
COMPANmS. 
It replaces one set of potential abuses with another set of abuses. 
Restricts competition and favors one competitor over another 
Makes your property Jess attractive to speculators. 
Can force you to lease your minerals in a down market in favor of speculators. 
Devalues your mineral equity. 
Places private property owners at a disadvantage in negotiating (placement of weJJs, 
roads, disposal, tanks etc.) 
Destroys the vaJue of minority mineraJ owners who bought minerals to help protect their 
personal property. 
Affects personal financial planning 
Do you have the right not to Jease your minerals? 
Do you have the right to lease your minerals to whom you want and for how much you 
want? 
Do you have the rjght to control your personal financial p1:ittning? 
You may wish to lease or not for many reasons including, timing, tax planning and 
inheritance planning 
Not enough information to make the decjsion to lease or not to lease to take the risk. 
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IF YOU ARE GOING TO HA VB A PENAL TY AND FORCED TO T Al<E A RISK 
FOR NOT PARTICIPATING IN A BUSINESS VENTURE (OIL DRILLING) YOU 
SHOULD HA VE F1JLL ACCESS TO ALL THE INFORMATION DEALING WITH 
THAT VENTURE INCLUDING BUT NOT LIMlTED TO COMPLETE SYSMIC 
INFORMATION AND LONG AND SHORT TERM DEVELOPMENT PLANS ETC. 
ALJ.,OWJNG YOU TO MAKE AN INFORMED BUSINESS DECISION NOT ONE 
BASED ON THE THREAT OF PENALTIBS BEING FORCED UPON YOU. YOU 
SHOULD BE ON EQUAL TERP WHEN NEGOTIATING. IF THE oa COMPANY 
HAS MORE INFORMATION THEN YOU AND A CLUB CALLED A 1 OOo/4 OR 2000/o 
PENAL TY YOU ARE DEFINITL Y NOT IN A GOOD FAITH NEGOTIATING 
POSITION. 

L 

If a w~II costs a million dollars to drill and produces only one million or two million 
dollars and you are penalized t OOo/4 or 200% you may not rec~ive anything for your 
minerals and th~ drilling company wiH have a free ride. This may encourage drilling 
companies to speculate on wells using your penalty to reduce their risk. 
Is there anything that prevents a company from seUing, transferring, or trading your 
mineral interests or there company to another company before drilling? 
This biJI is not in the interest of private property owners it limits there negotiation abiJity 
and choices it replaces one set ofpotentiaJ abuses for another set of potential abuses 
unfairly favoring oil companying e.nd corporations over private property owners. Clearly 
places private mineral and private property holders at a competitive disadvantage. 
Oil field development has occurred in the past and HB l 2 J 8 wiJl not significantly 
increase development it is a limited special interest corporate biJI. 
Thank you for a do not pass recommendation. 

Wally Owen .. Private Property Owner. Medora, North Dakota 

Tht ■fcrotr ... to fMlltlff on thi1 ft l• 1r1 accur1t1 repr0d.letton11of recordl •ttvert~~fOd',r~~::.~•: :r:t:l ':r.:::t ::~t= 
Wirt ftlllld-fn tht ca-..tl•r c«lf'lt of bUtfnttl, The photoeraf)h O prOCtH MHtl I _..,. O lf f the 
(ANSI) f~r archfval MfcroftlM, NOYICEI If th• fl lied ..... ~,. lttl lttfblt then tht1 Notte,, It ,. dUe to tht Cl'M ty O 

-• bolng fflNd, ::Di • ~~ 1clP-ID3 
0ptr1tor~1 •~ Date 

I 

J 

J 



r 
.. 

~ 

~ 

L 

' 
\ 
(') 

-

I 

l 

An example of the potential abuse ofHB 1218 

An oil company could lease an individual under the pressure of forced participation and 

penalties a 3 to S year lease during a non.competitive and Jow market. Wait 3 to 5 

years or any time and before required drilling resale those lenses at a much higher rate to 

another company. Using HB1218 to pressure or negotiate the lease and speculating on a 

much higher return, never intending to actually drill. They would have a lease derived 

from the threat of participation and consequent penalties to market. 
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March 121 2003 

Diamond Resources, Inc. 
Complete Energy Land Services 

P.O. Box 1938 • '202 Main Street• WUU1ton1 ND $8802 
101-.S72-4~23 • Fa;c: 70l .. .S72-1490 

2003 North Dakota Legislat4\tt &ssiort 
Senate Natural R.esoutce$ Committee 

Dear Committee: 

Donn Skadcland, at. 
PretkleAt 

dlud.dtHnk,MC 

Tod G, Maleckar, CPL 
Vice~ 

tr'lleclotrfc:htlttac,n•t 

My nune is Tod Ma.leckar •nd I am vicc:•prcsidont of Diamond Resources, Ino., an oil and au leue brokera,e finn 
in Williston. I have worked u a tan~ in North l>akota for the last 23 yeau and during that time have ~ 
involved in the acquisition oi~ more than 10,000 lea8" •nc.t the dritling of more than 250 wells in the Williston 
Basin. 

11ie non-ccnsenting mineral 1>wnet te a problem faced by everyone tr:Yin1 to develop oil and gu in the state of 
North Dakota on an almoet daily bll&ie, Tho typ1c.1al profile of the mmera1 owner that this applies to js as follows: 

• Severed minera1 owner from Texas, Louisiana, Oklahoma or Colorado. 
• Very wealthy individual or comp:iny in tbe oil and gas industry. 
• Little incentive to cooperate - often triea to extract unreasC»'ll.ble tmna 'believing they have us "over a 

bam,J". 
• Knows how the 8BIJM1 is played and knows that North Dakota if weak in this area. Bxi,loits this "loop-

hoJe0 in our rialc-pena,tty roles, 

Based on my considerable ex:perience with leesjng and the drilling of wells, I can teJl you wrth confidence that this 
change would almost never affect• surface owner or locia1 owner, Generally, a surface owner or local mineral 
owner ia going to own a fairly large percetttage of the mb1era1 tights - too big for the company to even consider 
uamg the risk penalty. 

The only time a company would even look: at utilizing the risk penalty (em, at the higher percetrtaq of cost »lua 
9%) i• after 'tlt reasonable offers have been refused. It's itttportattt to lmow that cost plus SO¾ doe.c not turn this 
in to a '4no-brainet'• option for the company. We ate still generally better off to just work a deal out with the 
mineral owner. 

Another point that often geto o-vedooked i~ that the higher penalty wm work to protect the rest of the mittent1 
owners that own hlttrt3t$ in the same lands who lYiD.t their mineral rights developed but are bemg blocked by the 
guy holding out for the moon. nis change in the Jaw will help way more mineral ownffl in that reaard than it wilJ 
ever hurt the few obstinate owners who are blocking development. 

As tit as~ risk penalty as it applies to Working Interest owners, many of the same point!J apply here. Jt doesn't 
$0urtd like anyone really has a problem with this change. 

~.,.._~~f.C)I' allowing me to expn'Jss my opinion on this very important bill. 

essional Landman 
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Molt ol and GM pn,duclng ltltll do not dlferent.te bet\tteen un1a'•ect mkwll C1MW1 and 
non-oonMnlng l.elllll (the penalty la the Mme for both). fin le I Amping" IOffll other--•• lawl: 

' Alabama: COit + ~ 
Arkanul: ooet + 300% 
lcN ...... colt+100% 
Michigan: ~t + 200% 
Ml11l111ppf: colt+ 2009' 
Michigan: colt+ 2001' 
Monlana: COit + 100% 
South Dllcota: ~ + 100% 
Wyoming: coat + 200% 
OldlhoMa: forcN ownera to IICCIPt Whit 1,UI have done wfCh ohn In the.,.. (wfth Lei••• normally 
wit, COit plue ~). For unl1a1ed mlnlnl ownetl, It fOtOII them to .... underwh■IIWf' Mnnl 
ycx.1h1Mtpaldlnthe .... 
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