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Minutes:

Chairman Porter — Rep. Drovdal

Rep. Drovdal — | like to keep a bill to just 1 subject area. it pertains to developer’s
responsibility to pay mineral owners. Who are mineral owners? May be somebody who
homesteaded in ND, they may have inherited the minerals or the royalty rights, they may have

". purchased them with or without land, or they may steal them for all we know. They are the

parties that actually have the rights or ownership of what is gas, oil or coal or other mineral
resources that are beneath the surface that is theirs to sell. The developers, in most cases
today is oil developers, lease some or all of the minerals before they start developing. How
they do it is part of the cost of doing business. It is not easy. There can be 160 acres of land,
there can be 1 mineral owner or there can be 1,000 mineral owners. In some cases there are
100s of them. It is the advantage of the oil company to lease every single one. In most cases
they do and they sign them. Some don't get signed. Why? Possibly because they couldn’t
locate the individual or located the wrong one. It could be the person that has the mineral
rights doesn't like the terms and doesn't like the lease. Or it could be abandoned minerals.

This doesn’t deal with abandoned minerals. Once they lease the acres the developers have

. the right, we have given them dominance over the surface owner and they can go in and
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. develop that, because we want oil exploration. We are not changing that. The last oil boom,
Rep. Jack Murphy, in 1981 introduced legislation to give some protection that the royalty
owners would paid in a reasonable time. In that bill he put a time in three of 150 days. This
bill doesn't affect that. He also put what the penalty is — 18% and this doesn’t affect that. The
purpose was not to coliect penalty, but to give payment to the royalty owner in a reasonable
time. When he said royalty owners he meant ALL royalty owners whether they were leased or

not leased. It came to my attention a couple years ago, some people felt it was too ambiguity

was supposed to be everybody. Lets clarify when we talk about royalty owners, or mineral
owners, we are talking about protecting ALL mineral owners in ND. That is what this bill
addresses. If you don't include non leased mineral owners. My goal was to make sure and

clarify that the non leased mineral owners have the same protection as the leased mineral

owners as far as getting paid their royalty. How much they get paid, that's another section of
the law and I'm not dealing with that. Questions

Rep. Nottestad — Has there ever been a request for an Attorney Generals’ opinion on
clarification on this issue?

Rep. Drovdal — Not to my knowledge.

Chairman Porter — Questions?

Rep. Keiser — There are legitimate mineral right owners that may not sign the lease and this
would protect them.

Rep. Drovdal — That is correct.

Vice Chairman Damschen - s there any % of rights that have to be leased before any

drilling?
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. Rep. Drovdal — | didn’t researched it, in my limited knowledge | don't think there is a %, but |
don't think it would be very advantageous for a developer to go in without having a high %.
Chairman Porter — What is the difference between an unleased mineral interest and someone
who chooses to be a part owner of the activity?

Rep. Drovdal - If | own some minerals and | don't like terms or they don’t get a hold of me for
whatever reason and | don't sign, I'm a non leased mineral owner. Then | would be a
nonparticipating mineral owner, falls into another chapter. That is where they would determine
how they would the royalty payment.

Chairman Porter — If this is changed then the nonparticipating owner would fall under this
chapter and the other chapter doesn’t need to exist?

Rep. Drovdal — No — This only states that the nonparticipating or non leased owners will get

. their money within 6 months or the penalty takes effect.

Rep. Shirley Meyer — See Attachment# 1, #2 & 3.

Rep. Clark -~ Why 150 days?

Rep. Meyer — In 1981 the only recourse you had, you can cancel your lease. If you don't get
paid your royalties you can cancel your lease. That has to go to district court to be proven.
That was the problem. Cases were going to court over & over and that was a negotiable thing.
What is a timely fashion? What is a timely manner? They went through a whole history of a
debate on this. There are costs an oil company has to incur and there is paper work as we all
know. There are costs to doing business and it helps them recover some of their costs. They
settled on 150 days with no other punitive language. At the end of those 150 days they got

paid. It gave them 5 months to get their business in order.
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. Rep. Pinkerton — Is there two issues here? 1 is the length of payment and the interest if it is
not being made. Does this bill address the unleased owner they became a participating
member of the well opposed to a leased mineral acre owner?

Rep. Meyer — No it doesn’t. This will ensure they are under the 18% after 150 days they will
also be included in that.

Rep. Pinkerton — I'm still not quite clear, if you didn't sign the lease when they drilled the well
and you have mineral rights, do you become a participating member of the well, so you have a
percentage of the whole operation if you pay your portion of the drilling cost?

Rep. Meyer — Yes, you become a producer.

Rep. Pinkerton — Is there an advantage for a person not to lease and hope the well comes in
and they become a producer?

Rep. Meyer - That is a rare instance. There is very few people who would choose to help pay

for a $6,000,000 well. | could not afford to do that. It is a business decision. Where minerals
are missed they become owners in the well. Often times you run into these small acres often
times, their mineral owners as well as producers.

Rep. Keiser — If you don't sign the lease you have 2 options. 1) You become a mineral owner
automatically. You could have the option say you want to be an owner, but then you have to
pay. Is that correct?

Rep. Meyer — That is correct.

Rep. Keiser — 2) Drilling an oil well is not taken lightly. If the oil companies are doing
everything they can to get everyone to sign the lease. With this new language , 6 months and
they have to be paid. What about the cases where they know there is a mineral right owner

but they don't find them? How would they pay them. Would they put in escrow?
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Rep Meyer — You are correct. If you wish you can lease otherwise you are entitled to you risk
penalty.

Chairman Porter — Rep. Meyer — In those situations you were missed and become an owner
why should they get their money than the other people who invest their money to drill a well?
Rep. Meyer — They don't get it faster.

Chairman Porter - If they are an owner and they go through the risk period they should get
their royalty payment even though the well hasn't been paid for.

Rep. Meyer — That is being an owner and producer. At the time the oil comes in those mineral
acre owners, that is their property, they own that money. it is a chance that you have to take.
If an owner operator comes in they may drill a dry hole. If you don’t have to pay. Everyone
gets paid, that's their money. These people are penalized under the risk penalty. They are
assessed with the cost of producing that well.

Rep. Clark — Is he the only one not getting paid?

Rep. Meyer — This is an incentive to get the payment out.

Rep. Clark — Was that a yes or no?

Rep. Meyer — What was the question?

Rep. Clark — Was this guy the only one not getting paid?

Rap. Meyer — No. | have had 10. If it is happening to 10 people is could be happening to
many more.

Rep. Drovdal — On unleased mineral royalty owners that divides down to participating and
nonparticipating. Participating are those royalty owners who paid their % of the cost of the drill
and they are working partners. Non participating are charged a risk penalty — 50% - of what
their share was $30,000 they have just a couple minerals, and they choose not to participate

they are penalized up to $15,000 before they are considered a full partners. They both only
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get a percentage back until the well is paid for. In your statement you indicated a lot of
developers utilize money up to 150 days with no interest. Do you know of any cases where
they aren’t paying within that first 30 or 60 days?

Rep. Meyer — Absolutely. A well doesn’'t come off confidential status for 6 months. | don't
know anyone that has been paid within the first 30 days. Some have, but the vast majority
does not pay out in the first 30 days.

Chairman Porter — Any other questions for Rep. Meyer? Any further testimony in support of
HB 1071? Opposition to 10717

Ron Ness — ND Petroleum Council - When we referred to 30 days that was in a bill regarding
oil and gas tax revenues. Those taxes are paid to the state 30 days after the sale of oil & gas.
The companies are required to pay their taxes to the state. It is not in regard to royalties.
What we have here is a statute in code you are looking at that is clearly written, designed, the
lease interests who are under contract. There is another section of code that deals with
unleased, non participating interests. You are now bringing them into this part of the code for
this specific reason. It does not protect owners, partners, or other entities not under that
employee owner obligation. We drilled 600 backen wells this year in ND and under each one
of those well you may have many, many, many owners. When you choose to lease you move
forward risk free. You will receive royalties if that well is successful, you are not going to have
to participate. When you choose not to lease in most circumstances you become a partner in
a well. You are charged an interest and you are charged at cost for your percentage of the
well. Let's be careful that HB #1071 isn’t creating more incentive not to lease. Leasing is good
for development. The 18% interest was placed in statute around 1980. The 18% interest will
apply to those unlocated — unleased minerals. The language tried to make that easier for the

surface owner to claim those minerals back if they aren’t located. You can place that money in
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. a trust, but you can't claim the money. They can claim the mineral estate, but not the money in
that trust. That could sit there earning interest.
Craig Smith — Qil & Gas Lawyer — We locate the oil & gas owners, easement owners, surface
owners, the mineral owners, anyone that owns an interest in the property. We determine the
ownership interest, the % that everyone owns. We determine what ali the problems are.
These titles are extremely complex. In 1988 most of the wells were drilled on 160 acres or 320
acres or patterns. Now with the Baken wells. What | could do in 1988 now takes 8 times as
long or more. We also have another 20+ years being recorded. For instance, on one particular
well, the title opinion is 362 pages. The well was drilled in July of 2007 and completed in
September of 2007. To do the title opinion on this will the company hired a land company to
build an abstract that took several months. The abstract is 12,000 pages, | read those 12,000

. pages and prepare a summary that identifies owners. We have ten tracks, | have about 45
pages of owners just for this one well. | then go through all the 169 leases. Then | go through
and explain ali the problems, estates, probates. | do a calculation — division of interests — for
this well was about 40 pages. Then | send it to the company and they figure out which owners
they can pay and which ones they can't . They have to input into their accounting system ali
the data. In this particular well was completed in September 07 and the title opinion was done
in September 08. In this instance the owners didn't get paid for over a year. During that entire
time work was done on the title. They are now being paid. And they also got paid interest at
18 % from 150 days. This isn't unusual to have an opinion this long. The one | am working on
now is longer. Our average opinions are around 150 to 180 pages. This one took me 11
weeks of Attorney hearing to prepare. There is a question on when you pay the unleased

. owners verses the leased owners. Typically everyone is going to be paid the same time.
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. Chairman Porter — Mr. Smith, Mr. Ness had mentioned there is a separate area of the law that
deals with unleased minerals. Do you know what section that is?
Mr. Smith — Section 38-08-08
Rep. Drovdal — The oil companies start to sell that oil immediately upon production, and all this
bill says is after 150 days if they don't pay those they lease from they have to pay penalties.
Rep. Pinkerton — What % of ownership is disputed and how much is clear that this is the
owner?
Mr. Smith — It can vary dramatically from well to well.
Rep. Pinkerton — Most of the time they won't drill unless it is pretty much undisputed.
Mr. Smith — Every company has different levels of what they are comfortable with.
Rep. Pinkerton — | have a little problem understanding why you couldn’t pay out that portion

not disputed within the time frame.

Mr. Smith — Because they don’t have the exact numbers until I'm done with everything. They
don’t know what everyone owns. From their accounting standpoint for their software they want
to input everyone for that well.

Rep. Pinkerton - They're unwilling to make partial payments.

Mr. Smith — They do on occasions.

Rep. Pinkerton — So you are actually saying the royalty owner, it is their bookkeeping problems
that prevent them from being paid, if 95% is undisputed. It is their unwillingness to make
partial payment.

Mr. Smith — They don't agree with that because they don’t have the title data that will
conclusively say it is undisputed until | tell them is.

Rep. Drovdal — The way | understand the law is not just any owners are paid an average of

.those leased owners. If that is the case, on January 1 let’s say the 150 days is up and you
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. have 100 leased owners. You know the average of those leased owners as of January 1. So
you would know the % of those owners. On February 1 you may have 110 leases. Then you
divide 110 into what all those leases are and you have an average for 110. Isn’t that the way
it works?

Mr. Smith — That is correct.

Rep. Drovdal — The point Mr. Smith is according to law you paid the average at that time so
you would have no obligation to go back and pay if the % went up. Because you paid what
that % was at that particular time.

Mr. Smith — That is part of the problem. Where is the time period where you determine the
acreage where the average royaity is.

Chairman Porter — Further questions for Mr. Smith?

Mr. Herman — | just wanted to explain a little bit about the problem only occurs when we have a

lot of activity. It is not taught in law school. There are only so many title attorneys. They have
to tearn it. He talked about the title opinion that gets done before the well. That is just the very
preliminary information. The wells we operate it is not very complicated titie we do pay
estimated royalties. Once the opinion comes out adjustments will be made. We don't like
paying that 18%. There are a limited number of title attorneys that can do the opinions.
There’s not anything we can do to change that.

Rep. Keiser — How would moving the unleased lector into the leased sector create an incentive
to not lease?

Mr. Smith — Another benefit and be able to collect the 18% along with the leased interest
owners. They are costing the operator additional funds to carry the interest.

Rep. Keiser — You drill a well, you pay the lease money when you lease it. If they don’t lease

they don't pay the lease payment. When you drill the well and it eventually starts producing,
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. when it starts producing the owner starts selling the oil and they get revenue coming in. My
understanding is this bill says the propertied royalty owners — the mineral right owners ~ that if
you don't pay them their mineral rights whether their leased or not, at the end of 150 days you
pay penalties. Aren't you going to pay them whether they sign the lease or not?

Mr. Smith — Yes, we're going to pay them it is just a matter of whether they can be subject to
the interest payment or not.

Rep. Keiser — As long as you pay them on time there is no incentive to them to not lease. The
incentive is to lease because you get some money there plus the interest if your late.

Mr. Smith — Some owners look at it as a way to get royalties without the cost.

Rep. Keiser — They can do that with the current law. As long as you pay them in a timely
fashion that is their business decision to make.

Mr. Smith — None of the working interest owners are getting paid. We are trying to get these

done as quickly as possible, and this is as quick as we can get them done. We're not using
this to delay to use other people's money. That is not what is going on here at all. Itis a
matter of not having enough title attorneys to keep up with the work.

Rep. Drovdal — | acknowledge the amount of work is tremendous that you have to do. This bill
doesn'’t affect it. | know that 95% is done before you even start drilling. You made the
comment that your company doesn't like to pay 18% interest. That's good. Some companies
out there currently are paying the 18% to both leased and non leased. Does your company
currently do that?

Mr. Smith — We pretty much handle everyone the same. If we are out 150 days and we hadn't
paid royalties we pay the rate the same.

Rep. Drovdal — So you're actually doing what this bill is telling you to do.
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. Mr. Smith — It wouid be more work to go back and try to split them out. Not that | agree they
are entitled to it, but we handle them that way. We try to get them done before that. On the
estimates we are doing we try to get them out prior to.
Chairman Porter — Further questions for Mr. Smith?
Ron Ness — See Attachment # 4.
Rep. Drovdal — What was the comment of the sponsor of this bill regarding these
amendments.
Mr. Ness — | said we had talked these, but he has not seen these specifically.
Rep. Drovdal — What was his response?
Mr. Ness — | think his response was go file your own bill, but once a bill goes before the body it

becomes the people’s bill. Once you open a can of worms all cans are open.

Rep. DeKrey — Did you say something about line 13, because on the amendment | have there

is nothing about line 13.

Mr. Ness — What I'm suggesting is to repeat the language on line 13 of the bill where it says
“initial”. That would be contradictory to the language above where it says “initial”.

Chairman Porter — We would make it so the penalty starts the same whether it is a leased or
unleased mineral. Any other questions for Mr. Ness? Further testimony in opposition to HB

1071? We will close the hearing on HB 1071.
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Minutes:

Chairman Porter — Open the hearing on 1071.

Rep. Drovdal — This bill simply clarifies the current law in the way it is being interpreted. See

Attachment # 1.

Chairman Porter — Motion from Rep. Drovdal to accept the amendments. 2" by Rep. Keiser
. Discussion

Rep. Keiser — Could you give me an example of the average how that works?

Rep. Drovdal — They do 99% of this paper work before they start drilling the well. They go

through and sign leases. They add all them up by acreages and divide what the average 7?77?77

is. That is what the unsigned or nonparticipating owner gets. That average of all ---

Rep. Keiser — Some people get 18% and some people get 14% some people 10%.

Rep. Drovdal —~ That is correct.

Rep. Keiser — Then you weigh it by how many acres are in there. They can pay 16% or they

can figure out an average way to do it.

Chairman Porter — Any other discussion on the proposed amendments? Other discussion?

All those in favor — voice vote in unison - opposed — none — motion carries

.We have an amended bili in front of us.
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. Rep. Hofstad — | move a Do Pass

Chairman Porter — Rep. Hofstad has moved a Do Pass As Amended is there a 2™ from Rep.
Keiser Discussion Clerk will call the roll on HB 1071.

Yes 11 No O Absent 2 Carrier Rep. Drovdal
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. PROPOSED AMENDMENTS TO HOUSE BILL NO. 1071

Page 1, line 1, after "reenact” insert "subsection 1 of section 38-08-08 and"
Page 1, line 2, after the first "to" insert "the provisions of pooling orders and the"
Page 1, after ling 3, insert:

"SECTION 1. AMENDMENT. Subsection 1 of section 38-08-08 of the North
Dakota Century Code is amended and reenacted as follows:

1. When two or more separately owned tracts are embraced within a spacing
unit, or when there are separately owned interests in all or a part of the
spacing unit, then the owners and royaity owners thereof may pool their
interests for the development and operation of the spacing unit. In the
absence of voluntary pooling, the commission upon the application of any
interested person shall enter an order pooling all interests in the spacing
unit for the development and operations thereof. Each such pooling order
must be made after notice and hearing, and must be upon terms and
conditions that are just and reasonable, and that afford to the owner of
each tract or interest in the spacing unit the opportunity to recover or
receive, without unnecessary expense, that owner's just and equitable
share. Operations incident to the drilling of a well upon any portion of a
spacing unit covered by a pooling order must be deemed, for all purposes,
the conduct of such operations upon each separately owned tract in the
drilling unit by the several owners thereof. That portion of the production
allocated to each tract included in a spacing unit covered by a pooling
order must, when produced, be deemed for all purposes to have been
produced from such tract by a well drilled thereon. For the purposes of this
section and section 38-08-10, any unieased mineral interest pooled by
virtue of this section before August 1, 2009, is entitled to a cost-free royalty
interest equal to the acreage weighted average royalty interest of the
leased tracts within the spacing unit, but in no event may the royalty
interest of an unleased tract be less than a one-eighth interest. An

unleased mineral interest pooled after July 31, 2009, is entitled to a
cost-free royalty interest equal to the acreage weighted average royalty

interast of the leased tracts within the spacing unit or, at the operator's
_election, a cost-free royalty interast of sixteen percent. The remainder of

the unleased intc_arest must be treated as a lessee or cost-b_earing interest.

Page 2, line 3, overstrike "or" and insert immediately thereafter an underscored comma

Page 2, line 4, after "payments” insert ", or when a mineral owner cannot be located after
reasonable inquiry by the operator”

Renumber accordingly

Page No. 1 90378.0101
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If the vote is on an amendment, briefly indicate intent:



REPORT OF STANDING COMMITTEE (410) Module No: HR-24-1965
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REPORT OF STANDING COMMITTEE
HB 1071: Natural Resources Committee (Rep.Porter, Chairman) recommends
AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS
(11 YEAS, 0 NAYS, 2 ABSENT AND NOT VOTING). HB 1071 was placed on the
Sixth order on the calendar.

Page 1, line 1, after "reenact” insert "subsection 1 of section 38-08-08 and"
Page 1, line 2, after the first "to" insert "the provisions of pooling orders and the”
Page 1, after line 3, insert:

"SECTION 1. AMENDMENT. Subsection 1 of section 38-08-08 of the North
Dakota Century Code is amended and reenacted as follows:

1. When two or more separately owned tracts are embraced within a spacing
unit, or when there are separately owned interests in all or a part of the
spacing unit, then the owners and royalty owners thereof may pool their
interests for the development and operation of the spacing unit. In the
absence of voluntary pooling, the commission upon the application of any
interested person shall enter an order pooling all interests in the spacing
unit for the development and operations thereof. Each such pooling order
must be made after notice and hearing, and must be upon terms and
conditions that are just and reasonable, and that afford to the owner of
each tract or interest in the spacing unit the opportunity to recover or
receive, without unnecessary expense, that owner's just and equitable
share. Operations incident to the drilling of a well upon any portion of a
spacing unit covered by a pooling order must be deemed, for all purposes,
the conduct of such operations upon each separately owned tract in the
drilling unit by the several owners thereof. That portion of the production
allocated to each tract included in a spacing unit covered by a pooling
order must, when produced, be deemed for all purposes to have been
produced from such tract by a well drilled thereon. For the purposes of
this section and section 38-08-10, any unleased mineral interest pooled by
virtue of this section before August 1, 2009, is entitled to a cost-free royalty
interest equal to the acreage weighted average royalty interest of the
leased tracts within the spacing unit, but in no event may the royalty
interest of an unieased tract be less than a one-eighth interest. An
unleased mineral interest pooled after July 31, 2009, is entitled to a
cost-free royalty interest equal to the acreage weighted average royalty
interest of the leased tracts within the spacing unit or, at the operator's
election, a cost-free royalty interest of sixteen percent. The remainder of

treated as a lessee or cost-bearing interest.
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Page 2, line 3, overstrike "or" and insert immediately thereafter an underscored comma

Page 2, line 4, after "payments” insert ", or when a mineral owner cannot be located after
reasonable inquiry by the operator”

Renumber accordingly

(2) DESK, (3) COMM Page No. 1 HR-24-1965



2009 SENATE NATURAL RESOURCES

HB 1071



2009 SENATE STANDING COMMITTEE MINUTES

Bill/Resolution No. 1071
Senate Natural Resources Committee
[C] Check here for Conference Committee
Hearing Date: March 6, 2009

Recorder Job Number: 10396

Committee Clerk Signature GK 076 J.

Minutes:

Senator Lyson opens the hearing on HB 1071, relating to the provisions of pooling orders and
the failure to pay royalties to un-leased mineral interest owners.

Representative David Drovdal | was dealing with an oil company, which was very fair to me.
The discussion came around after they drilled the weill as to whether |, as a non participating
mineral owner, had the right to have them pay me within a set period of time. If they didn't they
would have to pay a penalty. That has been described in North Dakota law since 1981. The
company was a little hesitant but they did pay it. | checked with 2 other oil companies in North
Dakota and they also pay the interest and they consider everybody. | want to get the ambiguity
out of the law and make it plain and simple that all mineral owners regardless whether they are
leased or un-leased the producers have a responsibility and a reasonable amount of time to
make their payments to them. The second part of this bill was to address the problems they
thought were for the oil developments to come up with the average weighted unit in those 150
days. | did agree to an amendment that they would pay 1/6 royalty to those non-participating or
working interests through that period of time or the average weighted unit at their discretion.

The average weighted unit is less than the 1/6 right.
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Ron Ness, President of North Dakota Petroleum Council, | am in support of this bill. We had a
little dispute on the House side, but i think we worked out our differences. It was our position
on the House side that when you decide you are not leasing your interests you essentially
become part of the ownership in the well. It was the industry’s position that as an un-leased
interest you should not be paid the interest. Some companies do pay the interest and others
do not. We have agreed to an amendment on this bill. We think it will also address a number of
other provisions.

Senator Lyson closed the hearing on HB 1071.
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Minutes: Senator Lyson, Chairman

Committee work

Committee says there was no opposition to this bill.
Senator Triplett motions a do pass

Senator Schneider seconds

.Vote—?—o

Senator Lyson will carry
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REPORT OF STANDING COMMITTEE (410) Module No: SR-56-6011
April 2, 2009 1:51 p.m. Carrier: Lyson
Insert LC:. Title:.

REPORT OF STANDING COMMITTEE
HB 1071, as engrossed: Natural Resources Committee (Sen.Lyson, Chairman)
recommends DO PASS (7 YEAS, 0NAYS, 0ABSENT AND NOT VOTING).
Engrossed HB 1071 was placed on the Fourteenth order on the calendar.

(2) DESK, {3) COMM Page No. 1 SR-56-6011
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. Testimony HB 1071
Shirley Meyer District 36

Chairman Porter and members of the Natural Resources Committee my
name is Shirley Meyer and | represent District 36. | hope you will
support HB 1071.

‘A 1961 interim Natural Resources Committee created Section 47-16-
39.1 of the North Dakota Century Code. | have provided you with
copies of that interim study and also copies of the bill that amended
that section in 1981. Please note how the interest in this section of the
code rises and falls right along with the oil actively in North Dakota.

The history of this legislation is not only interesting, but gives you a

background on an important law that has benefited royalty owners in
. the past by giving the oil operator an incentive to get the royalties paid
by 150 days. After that time frame an eighteen percent interest rate
starts to accrue. What brought this about in the eighties were
operators delaying payment to royalty owners up to three years with
the only remedy being District Court. The beneficiary of the use of this
money should be the royalty owner because upon the sale of the oil,
those monies are his. While oil companies may see this as punitive,
remember this does give the operator five months of using the money
interest free.

HB 1071 expands this interest rate to include an unleased mineral
interest owner. | believe the original intent of the law has always been
to include all royalty owners and the unleased owners were
inadvertently omitted from the language in this section. HB 1071

. corrects this misconception and treats all royalty interests equal.



The issue of delayed royalty payments is once again surfacing in our
western counties with the increased drilling activity in the Bakken
formation. Although many of these wells came in and were big oil
producers, royalty owners are still waiting on their first royalty checks.

Calls from constituents concerning this issue are becoming a weekly
occurrence.

| would urge you to adopt HB 1071
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(CONTINWED) PAGE 183
03/04 HOUSE SIGNED BY GOVERNOR HJ1434
HB 1523

REP. KOSKI

A BILL FOR AN ACT TO AMEND AND REENACT SECTIONS 39—-22-02,
39-22—03+ AND 39-22-05 0OF THE NORTH DAKOTA CENTURY CODE,
RELATING TO MOTORCYCLE DEALERS® LICENSING REQUIREMENTS; AND TO
PROVIDE AN EFFECTIVE DATLE. :

01723 HOUSE INTRODUCED s FIRST READING, REFERRED INDUSTRY BUSINESS AND LABQOR HJ 332

01/28 HOUSE REQUEST RETURN FROM CUMM] TTEE HJ 405
REREFERRED 10 TRANSPORTATION HJ 405
02706 HOUSE COMMITTEE HEARING 0212
02713 HOUSE REPORTED BACKs DL PASSs PLACED ON CALENDAR Y 009 N 004 ) HJ 863
02717 HOUSE SECOND READING: FAILED TO PASS, YEAS 038 NAYS 057 HJ 933
HB 1524

REP. HUGHES

A BILL FOR AN ACT TO AMEND AND REENACT SECTION 39-08-04.1 OF
THE NORTH DAKDTA CENTURY CODE, RELATING TO LIABILITY ARISING
OUT OF EMERGENCY CARE PROVIDED AT THE SCENE OF AN ACCIDENT.

Q1723 HOUSE INTRODUCED s FIRST READINGs REFERRED JUDICIARY =J4 332
01/29 HOUSE REQUEST RETURN FROM COMMITTEE - Hy 433
REREFERRED TO TRANSPORTATION HJ 433
01730 HOUSE COMMITTEE HEARING 020S
02/06 HOUSE REPORTED BACK, DO PAS5. PLACED ON CALENDAR Y 015 N 000 T HJ 656
02/10 HOUSE  SECUND READING, PASSED. YEAS (92 NAYS 000 HJ 598
02712 SENATE RECEIVED FROM HOUSE SJ 646
02713 SENATE INTRODUCED, FIRST READING, REFERRED TRANSPORTATION S 683
02717 SENATE COMMITTEE HEARLING 0220
02/20 SENATE REPORTED BACK, DU PASS. PLACED ON CALENDAR Y 000 N 000 SJ 872
02725 SENATE SECOND READING, PASSED, YEAS 049 NAYS 000 3. 978
02/27 HOUSE  RETURNED TO HOUSE o HJ1344
03/03 HOUSE  ENROLLED ‘ HJ1387
SIGNED BY SPEAKER MJ41398
03/03 SENATE SIGNED BY PRESIDENT S21098
03703 HOUSE  SENT TO GDVERNUR : Hll1a18
03705 HOUSE  SIGNED BY GODVERNOR HJ1500
HA 1525

REP. HUGHES, ReANDERSONs MURPHY ;-
SENe. R.CHRISTENSEN, SAKEwELL ‘

A BILL FOR AN ACT TO AMEND ANOD REENACT SECTION 47-16-39.1 OF
THE NORTH DAKOTA CENYURY CODE, RELATING TO OSLIGATIONS OF OIL
AND GAS PRODUCERS TU PAY INTEREST DN UNPAID ROYALTIES.

Ot/23 HOUSE INTRODUCED » FIRST READING, REFERRED INDUSTRY BUSINESS AND LABOR HJ 332
01730 HOUSE COMMITTEE HEARING 0204
02712 HOUSE REPORTED BACK AMENDED, AMENDMENT PLACED ON CALENDAR Y 015 N 000 HJ 809

02713 HOUSE AMENDMENT ADOPTLD, PLACED ON CALENDAR HJ 820
02716 HDUSE ENGROQSSED HJ B71
02/17 HOUSE SECOND READING:s PASSED AS AMENDED. YEAS 09% NAYS 000 HJ 934
02719 SENATE RECEIVED FROM HUJSE S5J Bas

INTRODUCED s FIRST READING, REFERRED INDUSTRY BUSINESS AND LABOR SJ 864
02/27 SENATE COMMITTEE HEARING 0302
03705 SENATE REPURTED BACK AMENDED. AMENDMENT PLACED ON CALENDAR Y 000 N 000 5J11Sa

03706 SENATE LAID OVER UNE LEGISLATIVE DAY . 5J1169
03709 SENATE AMENDMENT ADOPTED, PLACED ON CALENDAR SJ1192
03710 SENATE SECOND READING, PASSED AS AMENDEDs YEAS 047 NAYS 001 5J1232
03712 HJIUSE RE TURNED TOU HOUSE {12) HJ1666
03717 HQUSE CONCURRED ' HJ1780
03718 HOUSE MGTION TO RECONSILDER FAILED - HJ41811
03719 HOUSE LAID OVER UNE LEGISLATIVE DAY HJ1910
03720 HOUSE RECONSIDERED HJ1938

REFUSED TQ CONCUR HJ1938

CONFERENCE CUMMITTEE APPOINTED HJ1938
03/23 SENATE CONFERENCE COMMITTEE APPOINTED 5J1632
03/25 HOUSE CONFERENCE COMMITYEE REPORT ADDPTED HJ2064



1981 Session Laws

PROPERTY . CHAPTER 468 1295

CHAPTER 466

HOUSE BILL NO. 1525
{Representatives Hughes, R. Anderson, Murphy)
{Senators Bakewell, R. Christensen)

INTEREST ON UNPAID OIL AND
GAS ROYALTIES

AN ACT to amend and reenact section 47-16-~39.1 of the North Dakota
Century Code, relating to obligations of oil and gas producers
to pay interest on unpaid royalties.

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF THE
STATE OF NORTH DAKOTA: '

SECTION 1. AMENDMENT. Section 47-16-39.1 of the North Dakota
Century Code is hereby amended and reenacted to read as follows:

47-16-39.1. OBLIGATION TO PAY ROYALTIES - BREACH. The
obligation arising under an oil and gas lease to pay o0il or gas
royalties to the mineral owner or his assignee, or to deliver oil or
gas to a purchaser to the credit of such mineral owner or his
assignee, or to pay the market value thereof is of the essence in
the lease contract, and breach of such obligation. may constitute
grounds for the cancellation of such lease in such cases where it is
determined by the court that the equities of the case require
cancellation. In the event the operator under an oil and gas lease
fails to pay oil or gas royalties o the mineral ownmer or his
assignee within one hundred fifty days after oil or gas produced
under the lease 18 marketed and cancellation of the lease 18 not
sought, the unpaid royalties shall thereafter bear interest at the
ILate of eighteen percent per annum until paid. Provided that the
operator may remit semiannually to a person entitled to royalties
regate of six months' monthly royalties where the
dollars. The district cou
count as well 1s located
urisdiction over all proceedings brought pursuant to this section.
The prevailing party in any proceeding brought pursuant/ to this
section shall be entitled to recover any court costs ang /reasonable
Tttorney's fees. This section shall not apply when mineral ownexrs
or their assignees elect to take their proportionate share of
production in kind, or in the event of a dispute of title existing
which would effect distribution of royalty payments.

Approved April 6, 1981
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18338.0000

Legirlative Nssembly HOUSE BILL No. 1525

of North Dakota

Introduced by
Representatives Hughes, R. Anderson, Murphy
Senators R. Christensen, Bakawell

A BILL for an Act to amend and reenact section 47-«16-39.1 of
the North Dakota Century Code, relating to obligations of oil

and gas producers to pay interest on unpaid royalties.

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF THE
STATE OF NORTH DAKOTA:

SECTION 1. AMENDMENT. Section 47-16-3%9.1 of the North
Dakota Century Code is hereby amended and reenacted to read as
follows:

47-16~39.1. OBLIGATION TO PAY ROYALTIES - EREACH. The
obligation arising under an oil and gas lease to pay oil or gas
royalties to the mineral owner or his assignee, or to deliver
oil or gas to a purchaser to the credit of such mineral owner
or his assignee, or to pay the market value thereof is of the
essence in the lease contract, and breach of such cbligation
may constitute grounds for the cancellation of such lease in
such cases where it is determined by the court that the

equities of the case require cancellation. In the event the

operator under an oil and gas lease fails to pay oil or gas

royalties to the mineral owner or his assignee within sixty

days after oil or gas produced under the lease is marketed and

cancellation of the leage is not sought, the unpaid royalties

shall thereafter bear interest at the rate of eighteen percent

per annum until paid. This section shall not apply when

_mineral owners or their assignees elect to take their

proportionate share of production in kind, or in the event of a
dispute of title existing which would effect distribution of

royalty payments.

Page No, 1 18338.0000



HOUSE INCUSTRY, BUSINESS AND LAROR
February 4, 1981

HB 1525 - Obligations of oi) and gas producers to pay interest
' on unpaid royalties (Tape 19, Side 1}

1

REP, MURPHY, Killdeer, 36th District, Sponsor

He said this bill would require that 1f oil payments are not
made- after 60 days after production, that an interest rate of
184 be applied to the money unless it is returned to the rovyalty
owner. What brought this about is that in many cases they
delaved payment for as much as two to three years.

REP. HUGHES, Williston, lst District, Sponsor
JreweccHe. sandothie 18 antimportant pidce "Gf eqIsTatibi’ that"deals
ST wiel a growing problem that people of weatern North Bakota are
“having. o
"LICK LOMMEN, State-Land Commissioner, Proponert' A
He said that in the Land Department regarding oil and gas 'easues,
they allow 90.days before first royalties are to be paid. He
felt, however, that it is proper that these royalties draw interest,
especially in - cases where it is ‘a prolonged withholding for title
searches cor for other reasons. The beneficiary of the use of this
money should be the royalty owner. because upon the sale of this
proauct, those monies are his. He said they allow additional
time on a title dispute. He wondercd if 18% was a penalty or a
going rate. He was in favor of the concept, howeve:r. Mr. Lommen
JSuggested o ging interest rate or a savings interest rate. He
thought t attach a percentage in the statute might not be the
best way to go.

REﬁ.-VANDER VORST asked him if he would go along with the intcrest
rate at thd Bank of North Dakota,

MR. LOMMEN replied absolutely.

MARVIN KAISER, Williston, Attorney and Royalty owner, Proponent |
= e T o leldevered . the procedures ofF an BiT and gas business development

{rurf o title opinion standpoint. Initially there is a leaseo
acjulsition, The next stage is two to three years from then
which ¢ a drilling ppiniqn.dnqe‘from verbatim abstracts. After
“the dFilling of "the. well, a division ordeT title opinién s

br pared. This is an updated drilling opinion, to set forth

the designated interests, Thercafter, tnore is a division order
Pruepared that sets forth the divisinn of interests, and in some
instances, the conditions under which the oil and gas will be
paid.  (See attached example) He said that as an attorney he
has dea‘t with the problem as it affects the landowner from the
L1 thay the.drilling of _the well has been accomplished to the
tiw the rinal division order has been submitted. It is probably
th: secons highest incidance of inguiry he has in oil and gas
matters.

Same t to the Ho
" repollreporl' o d{o#fceunco Committees




liouse Industry, Business and Labor
February 4, 1981
HB 1525 - continued (Tape 19, Side 1}

MH. KAISER, continued

He said he didn't appear today on behalf of any clients, hut

he presented examples for the committee's edification. He

had a letter from Mr. Michael MclIntee illustrating examples

of the kinds of delays (See attached letter). Another statement

was from A. D. Macmaster of Williston (See attached statement)

He said in very i i i

in less than sev

Aftor that, i ses vary from company to company.

‘the allegation is .nade that there are title

problems or difficulties that justify the non-dispersement of

the menies. Kaiser said he is Currently waiting for payment

on the same well h_$“ﬂ§¢hﬂgqﬁgage;wnaceixedwpaymenzuonwthanaiﬂehw'n
TSy TAMATY wHTSF£T§ more than 10 months. fHe also has members

of his family that have waited over 18 months for royalty

pavmént on existing wells. He then presented an economic illuys-

tration of the amounts of revenue (See attached han Jut). MHis

conclusion from this wag that there is a year's worth of praoduction

in Suspgnse {revenues from ojl and gas production have not bean

distiibuted to royalty owners). He said the State of North Pikota

15 the largest single royalty owner in the state, and he submitted

that they stand tu benefit the most from HB 1525. 1p his view,

the provision for 60 days interest is benevolenc. This money

does not belong to the company and should benelit the royaley

owner, He said the aspect of title probie=mz are a smokescreoen

for that reason.

JOHN GUYERMAN, Williston, nil business. Proponent

He gave examples of insvances from his files whereby production
was obtained and Payment was not made in a timeiy manaer,

In one instance Hlunt is the operator of the well and the pyrchaser
Q! the oil, the well is in Williams County, was indicated produc-
tive in May of 1979, the division order was cut in May of 1980,
and payment received in June of 1980--an 1l1-month delay. Hunt
again ing Billings County, productive in September of 1979, the
division ordar cut 1n February of 1980, and first payment received
in April of 1980--a 7-month delay. Hunt again, productive in
Suvptember of 1979, and first payment received in July of 19g0--

A 10-month delay. Apcther operator that he has been invalved

with is Coke Qil, the purchaser was Amoco, properties in Billings
Jounty, indicaLeuLEyoductive in May of 1%79, the division order K
ViEhddiern July of 1979, and payment reecived in August of [979.- ‘
o d-moath delay. This shows it can be done if the companivs are

wiiling te do so. In ancother instance with the same company ,

voRe oal, 1t was indicated Productive in June of 1979, ond the

Pirst payment was made in July of 1980--a 13-month delay. 1In

sume instances payment is made in a timely manncer and in other

instances, the tendency is to hold thoe money for their own usces,




House Industry, Business and Labor
i'ebruary 4, 1931
HB 1525 - continued (Tape 19, Side 1)

MR. CSUYERMAN, continued

Another operator, Texaco, the well located in McKenzie County,
indicated productive in June of 1980, they haven't scen a
divisior-order yet. Another opera*or, Shell 0il, Renville
County, purchaser was Shell, discovery made in October of 1977,
and the royalties were made in 1980, He felt from his experience
that when the operator is alsm the purchaser, they seem to take
longer to get their division orders out. rhe companies, as long

a2s they have the use of the money, should pay a fair rate of
interest on those monies.

ART BAUER, Bismarck, 0Qil Business, Pioponent
He said he has been in the oll business for 30 years on both
» a8 ldbege b the ~fence. as. an independent. Operator ~a8- a- royad ty. s
owner, and ag 2 manager of an oil company that distributes ..
. prodution. “He “idreed"100% with Mr. Kaiser.' He Said i you
avg a royalty ¢ :ner, the recipient of the funds, you are at the
mércy, of the purchaser. The purchasar loves to hold that money
interest free. Mr. Bauer said he didn't think the question of
dispute of titld should be used as a smokescreen to try to defeat
.the purpose of this bill. Another excuse that a purchaser will
use -to délay royalty payments is they will say they cannot .
tdistribute any of the funds until all the division ordars have
been in. That means it isn't a question of distribution of
title, tut they have adopted within their company a policy not
to distribute any of the funds until they have all these signed
division orders.. In regard to the interest rate, he thought
it should be geared to a fluctuating rate, such as the prime
rate ol the Bank of North Daknta plus one or minus one.

LEE HANSON, Bismarck, Royalty owner, Proponent
He sald. he .has been iInvolved with Gulf for four years and has
been trying to get an assignment of a royalty interest changed

. with this company for' over two years. He has sent eight copies)

. including ohe to the chairman of the board, to get action on

.fthfh;tcapsfer and it still has not been done. Thev hava been
using kis money for two years. His only recourse is to go the
legal route and force the issue. In onc case they have a )
dispute-on a title and that has been used as an excuse to with-'
hotd the money., There is no question that they have a 1/8
interest on the acreage involved. They have two leasos, one

s cwhiely gives: thep- more royalty.. By using an after-acquired BRI et IT
TTTT T TUNUTETopiRiGR, thore is a lower leasc percentage to a substantial

" acreage.  Mr. Hanson said in any cvent, there is no less than
1/9 due them. Their money has been withheld since 1978. Ha
feels the division order is 2 crude attempt to remake the leasa.
There are several provisions in the division order which are
not agreed to when making the iease, one of which is +pat they
< in hold this money, as long as there’'s disputé, indefintely
vithout interest. Mr. Hanson thought they should operate on
the original lease.




iouse Industry, Busines: and Labor
February 4, 1981
UB 1525 - continued {Tape 19, side 1}

MR, HANSON, centinued
He gave another exam

esSCrow account.
division order.

to get the money

don’t have to Pay interest. i 2N going an for 24 -
Years. She has upwards of 5100, 000 coming. They want to get
the deal completed aon their terma.

LOWELL RIDGEWAY, Bismarck,

He said the previdus exampl

disputes in title, He also

bill 1t states that this sec

dispute of title.

totally Punitive, Kaiser related, there are legitimate

time’delays.. He thought g9, days would be better than 60 days,

Furthermore, he said that this act,states if vou,do.not FeCeive v -« opuy- -

‘-ybur“rﬁy!tt?@s‘Tﬂ”ﬁﬂ@“ﬁfﬁéf that " this Ts a breach of the obliga-
tion of the mineral developer and that i

cancellation of the lease. i

mineral owner or his attorney ering that to the attention of

the purchaser; but if. that was y+j + 1t might spead up paying

of royalties. He again said that the 60 days time limit was far

tOo minimal., He thought {f there is a long~term dispute in the

title that a company should bLe willing to Pay an amgunt of interesc.

He said the Passage of HB 152. ip its current form is a law that

will retard the tusiness climate in the state and make it more

difficult for oil] developers to Yo about their business. e

thought there could be an amendment PUt on to say if there is

a dispute in title, d place his

reyalties in an esecr the

royalty owner, for

something he

REP . RUED asked if he was aware of any court cascs whereby Cthe
o011 lease was broken because the rovalties were not paid.

. ¢
MP. RIDGEWAY replied he was not aware of any,
T ——— I

REP. PELTTER asked WHQL the normal lagtime was Letween Froduction
and Paymant, ;

MR. RIDGEWAY replied’ five to six months is not ac all unusual.
If thers 15 a two-year period, thep there's obvinusly a title
dispute . . N L ) :




House Industry} Business and Labor
February 4, 1981
HB 1525 - corntinued (Tape 19, Side 1)

REP. DOTZENROD asked if they would be willing to put that maney
in an interest bearing escrow account.

MR. RIDGEWAY replied yes,

REP. VANDER VORST asked if they would go along with the inéerest
rate at the Ban: of North Dakota. 4

MR. RIDGEWAY replied no because You would still be punishing the
company.

- RUED asked Rep. Murphy if he would be willing to change the
18% interest rate to the pPrime rate of the Bank of Nerth bDakota
and the 60 days to 90 days. °

REPEMURPHY* ($¥4<t#E) He thought™£IELs I'spite Was a" dtail™and™
it shouldn't go beyond 90 days. He also thought he shouldn‘t

have to sign a division order since he had already signed a
lease.

REP. RUED asked if you have six people that own the oil rights

and only four of those people can be contacted, do the companies
those four in proportion to their interest in the lease and

hold up on the other twe or de they hold payment of all six.

He asked if HB 1525 would help pay those people.

MR. BAUER replied it depends on the company and he did agree
that #B 1525 would help these people.

There was some discussion about the costs of a court case and
that it wouldn't be worth it both in turms of money and time.
That's why there are no records of court cases.

MR. KAISER said that North Dakota is the enly state that provides
for cancellation of leasge.

REP. RUED asked if there was any other state that had implemented
a bl;; such as 1525,

MR. RIDGEWAY replied to hig knowiedge there wasn't,
REP. KLOUBEC asked about the eSCraow account,

MR. KAISER said we do have a statute that provides for escrow
accounts on disputes of this kind for oil companies,

REP. RUED appointed a sub-committee: Rep. Vander Vorst,
Rep. Kloubee and Rep. Larson.




House Industry, Business and Labor
February 11, 1l9sl
HB 1525 - continued (Tape 25, Sides 1 & 2}

GERALD BEHM, Pres, Sunbehm Gas, Inc., Minot

He said they met with the Subcommittee and that hig administrative
supervisor, Bonnie Deuitch, put together information for them.

BONNIE DEUITCH, Sunbehm Gas, Minot
iSEE attacﬁea written test!.monyi
REP. MURPHY, Sponsor

Hie thought it would be wise to 90 to the Industrial Commission
for more information,

BONNIE DEUITCH responded to a question about the title.

sald they have an attorney draft a drilling title opinion which

indicates any mortgages or liens on that property, any lessors

or lessees involved in the Property; however, it is not designed

to distribute revenua. It doesn't research enough information,

The distribution of minerals handed down to your children would

not appear. When production is established, it _is the division, cu . cemeen
CTTTorderetitle “SPTRTGHERat indicates the ownership.

WES NORTON, Bismarck, Geological Survey

He said the timing on advertising for hearing is a minimum of

ten ddys, Some of the county newspapers enly publish once a

week, so they end Up cleosing their docket. They have three weeks
teo make sure the i otice advertisement requirement,
There i time the last case comes in to
the time of hearing, However, there can be as long as six weeks

if a case comes in after the docket is closed. He said the way
they space an unspaced area is to Put the well on the docket for
spacing as socn as they receive the completion report on the well,

REP. RUED asked from the time they. complete their hearing until
the parties are notified what time delay do they have thero.

MR. NORTON said the Coﬁmission has to sign an order within 45
days. Normally the orders are signed a month following the
hearing.

REP, RUED said that looks like 7 weeks at the minimum.

MR. NORTON said the range is 3 - « If timing is a problem,
in extreme casecs the Commission has the authority to issue an

emergency order and sign it and make it effective the date they
heard it.

REP. KLOUBEC asked about the mechanics of filing a completion
e ML IEAT 42 1%
reporeg,

neeq a .transporter's form {Form 8). .The Commigsaion. won't sign
thit torm until they have received the completion report.

MR, NORTON said that prior to running oil from the lease they
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House Industry, Businesc and Labor
February 11, 1981
HB 1525 = continued {Tape 25, Side 2)

... NORTON, continued

He said the completion report is Supposed to be filed whan the
well is tested through wellhead equipment .

REP. PELTIER asked how many documents at a monthly meeting.
e TELIZER
MR. NORTON said last month they had 37 or 39 cases on the docket,

REP. KLOUBEC asked if royalties could be pPaid within 60 or 90

ays of production when the producers claim that the mechanics
take approximately 4 - 5 months before they can determine what
the percentage jis,

MR. HORTON said the Industrial Commission couldn't be involved

in 1t 1f the area is already spaced. They should know in a month
or two what the spacing is. In some cases there may be people
that are abusing it and some cases where the delay might be
justified. One of the delays could be that the people who write
the title opinions are ‘overworked.

REP. KLOUBEC explained the amendments (See attached ' amendnigwesy = " -
The wording on the first cne comes from Oklahoma.

REP. HAUGLAND moved to accept the second amendment on page 1,
R LAND
line 19,

REP. HEDSTROM seconded, Motion carried.
e OBDOTROM
REP, KLOUBEC moved a Do pass as amended.

REP. HAUGLAND seconded. Motion carried; 15 aye, 1 absent.

REP. KLOUBEC will carry the bill on the floor.
= RAOVBRL
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INDUSTRY, BUSINESS, & LABOR - SENATE j-2-81

The Industry, Business, & Labor Committee met at 9:00 AM
with all members present.

h

HOUSE BILL 1525

HB 1525 - A bill relating to obligations of oll and gas
producers to pay interest on unpaid royalties. -

Rep., Steve Hughes, spornsor, stated that the purpose of the
bili 18 where a situation has happened in the last few years -
have had difficulty in collecting their royalty intercst and
feels that this is unjustified.
Rep, Jack Murphy, sponsor, stated that oil producers are taking
this money that belongs to the royalty owner - that money should
be put in escrow at that time. We required that after 60 days
" that they pay 1f% interest. This bill was amended - it was
changed to 90 da's - then to 180 days, We wnuld agk that you
consider to change it back to 60 days plus the other submitted
ametidmént:— -Stateéd-the purpose¢ of "the amerdment that Uhdér tFs = ~ "
bill there is no provision to have the loser in the lawsuit pay
the costs. Personal experience - you have to have substantial sums
in order to fight the oil producers (amendment attached)
Rep. Hughes - we thought that 60 days was a legitimate time
rame - however, we would go along with 90 days. Alsoc stated
that mineral identification is done before the oil companies
get the lease to 'drill a well..
Sen. Reiten -~ You're talking about the interest on the money
that's not paid - he still owes the royalty payment from the
time it goies into production - you're talking about the
interest on withheld royalties?
Ans. - Yes - they can withhold the royalties for as much as
4 years ard they don't pay any interest - they have just
neglected to pay it.
Sen. Tennefos - Once the royalty payments start thea there's
no more delays?
Ana.- Not that I know of
Re§. Rued stated he didn't beleive this bill would be here if the
oil companlies would have been paying their royalties in 6 wnonths
or less,
Sen. Bakewell stated he would like to see the 180 days reduced
or else interest paid from the date of production.
Russgll Mather, attorney appeared to discuss the bill - was
neithey for or against. Stated what we're dealing with here is
a matter of individuals who are concerned with oil and gas
lease terms. This is when you get down to the question of
-. negotiations of olld and gas leases and you are involved in a
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Senate Industry, Bus ness, and Labor HB 1525

complex situation. That's why wa have counselors, attorneys, ectc.

The question of what is the obligation to paying a royalry,

signed lease documents, etc. comes up. Now when do you pay a. .

royalty = I don't think there's any question that somebody is

owed a royalty, Mr., Murphy stated that when you lease these

properties you have your title cheacked. This may result in title

disputes., I lon't think the majority of landowners have 3 .

problem in grtting their royalties.

Sen. Reiten =~ You're maintaining its the dispute of title.that's

holding up ElLe payment?

Ans. - I woull say that in the majority of instances in which I

have been involved - yes - we have title problems.

Mr. Loman, appeared. Stated the reason for his testifying is to

pass on information that governs their interests - State Land

Dept. I'm not here to advocate 60 day, 180 days, etc. I do

like the context of the bill. Mainly here to report that in

our case we do, according to law that we promulgated ourselves,

for our own selfish interesats, require that within 90 days

following initial production the lessee shall fille with the

commigsioner a produdtion dnd royalty statemant® (attached)

We've had some problems ( few) where royalties are held in

suspense. We can understand this - at some point in time we

- hawerrtiOra 1 80 Epnthat. .t Lt leumammae S T AR g eren ey e ey

Sen, Mutch - Until they determine who is the proper person to

pay and how much - what do they do with it - are they required

to put the mousey in escrow? What happens to this money -

where is it?

Ans. '~ to my knowledge it's held in escrow.

Marv Kaiser, attorney, Williston, stated he thinks the whole concept
title examination is irrelevant to this bill. The point of the

bill is8 that they ' money that is due to royalty owners under any

conditions does not balong to the oil companies. You have asked

where the money is « i*'s in their account.: The only time it has

not stayed in their account is whereby court order they have made

a deposit. The people we are addressing today are not those

thut have title disputes or title isaues. I think the motivation

here is to say is that we would like to remove the belief that

that money is being used for their own purposes interest free and

would opt for the situation in which we would either legislate

to require all the money would be depcsited from day one with

the Bank of ND at whatever the xnterest rate - the bank would

pay or go with something like we're talking about here,

Lee Hanson , land owner, appeared to give comment, NHia own

personal experienceé in dealing with the oil companies on his

property - in relation to previous testimony on late payment

of the original royalty (after ihitial production} -
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Senate Industry, Business, and Labor HB 1525

there are other cases that need be addressed because they are abused.
Stated that in his file (case 1) there ara 3 assignments of royalty
interest that were made in the end of 1978 - they were filed with
the oil company approrimately 1 month later - follow up assignments
have been sent to them - to date, these have not been honored '
an1 therc is no title dispute. That's 2 Years they have kept the
use of this money. Don't know what else I can do to get that

money - suppose ] could sue them. The point waa made - why don't

I go to an attorney but there still is no obligation for them to
pay interest on this money.--(2nd case)--where samll amount of
royalty interest paid --wrote to the commission, company, &tc.
attempting to cancel lease, I did invoke legal counsel then

and was told that no time has one ever been successfully

challenged in ND, ‘The company finally agreed to start paying

but in the meantime they paid no interest on this maney they

were using.--{43rd case)-~--Involvas State of ND, Land Dept, Tax
Dept, as well a8 a number of us mineral owners - this again
involves a major oil company (Gulf 0il Co.) Menticned name

because he stated they are the violators in each of these cases,
They were producing these wells - started out paying no royalty,
When they were” pfeasured by the State of ND, Tax Dept., etc.

we finally received a smull amount of royalty, Stated he

don't think its right they can use our money for that length of,

.;~M¢Lneuulthoutup¢yinguinteresb.! Stated he«hopes comnittmew= wriaw

considers passing this legislation and would encourage amending

it back to either 60 or 90 days., (attached)

John Gueyrman, Williston, oil and gas leasing business, appeared
angd c1te§ cases where it took anywhere from 14-18 monts before

the lst revenues were received. Whatever the case may be I feel
they are using my money interest free but when I have to have
capital I have to go tu the hank and pay for the privilege of
using other people's money. :

Michael McMaster, and A.D. McMaster appeared in favor (testimonies
attached) )

Morris Lassey, mineral owner, appeared in favor. Stated this
bill 1& very important.

Walt -Ridgeway , Petroleaum Council, stated they support the bill
a5 1t came out of the House. Said the average time to issue
royalty payments is S-6- months.

Bonnie Deuitch, Sunbehm Gas Inc., Admn. Supervigor and offered
testimony on time element involved in distributing revenues
from 0il and gas properties (testimony attached),

Mr. Ridgeway stated they have no objection to the propsed amendment.
iattacﬁeai

No further‘tgstimony

1-4-81

Committee Discussion

COMMITTEE ACTION

Motion made by Sen. Quail and second by Sen. Parker to acepet
amendment with 5 AYES and 2 NAYS. Motion carriod.

Mot ion made by Sen. Quail and scconded by Sen. Parker for Do Pass
witn 5 AYES and” 2 NAYS, Motion carried

Ser. Christensen will carry the bill

Jan Mumma
Committee Clerk
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Mi, _PRESIDENT Your Committee on _ INDUSTRY, BUSINESS, & LADOR ..

HOUSE A Bill No. 1525

El

to whom was referred
Has hod the some under consideration and rocommends that the same

[:J do pass D do not pass be ploced on colendor
' without recommendation

E be amended as follows:

On page 1, line 19, of the engrossed bill, delete the
word “one® -
On page 1, line 20, of tha engrossed bill, delete the

words "hundred ei hty" and insert in lleu thereof
the word 'nIneEz'
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Charrman

Senator Relten

Bilt No. 1525 was placed on the i’fh
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order of business on the colendar for the succeeding legislative day.
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Sane re otpgl?l'to °d‘ou§’fer¢nu Commimu

Me. _I'RESIDELT : Your Conference Committee to whon was refer-

red” _JOUSE ‘ B 'No. 1525 " 'has hod the same under.

_contideration and recommends:

That the Senate receds from its amendmants; and that onqroaled
Houso Bill Ho. 1525 be furthar amsnded as follaw:: :

On page 1 of the engrossed bill, line 20, delete tha word Teighty” -
. and insert in lieu thareof tha word “fifey™

On paga 1 of the enqro-s.d bill, line 23, after the period, insert
the following: “Provided, that the operator may remit semi-
annually to a sOn

t OF gQAS We
diuhion over II rocaedli

this saction sha
wacand raa &

o

For the Sanate For the House

San‘ R, Christonsen ‘ Rap. Kloubec

Sen, Cuail o Rep. Vanduer Vorst

Sen:—a}otherg : Rep. B. Larson
San. B, Chrigtansan —maoved that the report be adopted, which motion

. B L ]

prmlied

i

HOUSE- BiliNo. 35328 ... wos placed on the 24},
order f business on the calendar for H\G._u;lﬁ:udlng legislative day.

Parm 100




AMENDMENT TO HOUSE BILL 1525

‘Oﬁ page 1, line 17, after the word “cancellatién.” insert
' the following language “The diastrict court for the

couuty in which the 0.1 or gas well is Tocated shall
' hava guriud ction ovur all proceedings brought pursuant
W em i aif o e to.thig:section. - "ne prevailing party {n any proceesdiny"
s ! ’ brought pursuant Eig gect :

- to t Llon shall be entitled co
4# \ recover any court costs and reasonable attorney's fees."
Lf

i
o

_,41 And renumber the lines accordingly.

o _ :

AMENDMENT TO HOUSE BILL 1525

On page 1, line 19, delete the word “gixty” and insert
in lieu thereof “one hundred and eighty"

And renumber tha lines accordingly.
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*Febriary 3, 1981

My name is A. D. MacMaster, of Williston, North Dakota,
and I am giving this statement in support of legislation pending
before the North Dakotn Legislature that would provide for pay-
ment of intar;nt on accrued unpaid royaltiea after sixty days
following the first run made on a producing oil and gas well.

Oﬁ January 30, 1981, I received my first check Erém
Norﬁhwest Explératioh Company for an oil well named Rye No. 1
located {n tHe NofbhlRal®'nf seftion 19, Township 158 North,
Range 95 Weat in Williams County, North Dakota, despite the

S g s AAE . O e e < o — g R L g = ~ 4R

fact that this waell began producing in Apri) of 1980. This

e

. payment did net include any interest whatsoaver.
‘1 believe this practica 14 very unfair to mindral eatate

" owners such as myself I know it is common practice, however. 3

L

I am aware of sevexal othar instances in the past where the

+

mineral estate owners have had to walt longer than nine months

following the firat run to obtain a payment,

vy

* I and others in'my‘ﬁosltlonﬁdheuld be laegally entitbed

to interest at a reasonable rate during this waiting period.

4

/&%Wu

A. D. HECMASTER
Box 218
Williston, Nerth Lakota 58801

Amendments to HB 1927




REETREE A . R S
Hicuan n wenren ' MOINTEE & WHISENAND : TRLEPHONE
FRED K. WHISENAND ATTOINEYN AT Law (r01) 7740004,
TERAY R LORENE . F. 0. BOX 1307
WILLIBTON. NORTH DAKOTA 640}

February 3, 1981

Mr. Marvin L. Kaiser
Attorney at Law

Box 1366

Williston, ND 58801

Re: Committee Hearing on
C e House B111 #

AT
, Dear Mr, Kaiser: "

s

I find that I will be unable to attend the committee hearing

scheduled for 8:00 a.m. on Wednesday, February 4, 1981, there-
fore would ask that you submit to the committee this letter in
support of the captioned House B{1].. - : T

For many years 1 have received numerous®complaints from clients
in which they have complained of the delays by 011 companies in
submitting to them division orders after ' completion of an o}
. well, A : ot
. ; o
A good example of these delay tactics by 011 companies involves
Kissinger Petroleum Company, The facts are as follows:

1. There ire three owners of all of the minerals involved
in the land on which the 0il well was drilled.

The well was successfully completed on July 3, 1980,

On August 22, 1980, I telephoned Kissinger and was
advised that a divisioh order would be forwarded within
thirty days. )

’

) On.Sehtember 23, 1980, I personally met with the Vice-
President of Kissinger Petroleum Company, * ‘

On October 1, 1980, I again telephoned Kissinger and was
then advised that {t would be another month to six weeks
before- they would be sending a division order.

On.November 26, 1980. I again telephoned Kissinger a-d
was advised that a v.vision order would be forwarded no
later than December 5, 1980.

On January 8, 1981, I wrote to Kissinger demanding that
they forward a divisicn order.
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Mr. Marvin L. Kaiser
Page 2
'February 3, 1981

i

8. On January 15, 1981, Kissinger ordered supplementa) abstracts
covering the property in questfon after which they were to
have forwarded the same to their attorneys for examinatfon.
Nothing has been heard from them sinca,

Since July 3, 1980, of1 1s being produced from the wall in
question and has been sold by Kissinger to a purchasing
company, without any of the profits being distributed to

the m nd ro ']. X rs.
- L L A

It {s understandable that a reasonable time should be allowed for- the
o011 .companies to take care of their "housekeeping duties” to see that
the title is in order. However, eight months is an unreasonable length
of time to waft'aiid it might be & great dea) longer in this particular
instance. Some 1imits must be made on the length of time an oi}
company is allowed $d" circulate division ordars and commence royslty
payments. If this'{s rot done, tha law sholld. provide the payment of
interest from the date of completion of the we%?. and an addftional
sgverehpe?alty be provided that would force the of) company to comply
with the law.

Y L

' I :

The above ex..i1e'cau1d be duplicated dozens o% times, and 1 t-ust the

Legislature wil) pass an appropriate statute that would protect the
mineral and royaliy owners so that they will receive their just pay-
ments of vroyalty within a reasonable time, *

Thank you for submitting this Jetter on my behalf.

Sincerely,,  + - .. ‘ :

. - 1
McINTEE & WHISENAND.

Michael R, MclIntee

MEM:cs




February 10, 1981

SEQUENCE OF EVENTS INVOLVING DISTRIBUTION OF
REVENUE ON OIL AND GAS PROPERTIES

COMPLETED WILDCAT WELL IN AN UNDEFINED FIELD

1. Upon completion of a well a completion report is submitted to the
] State Industrial Commission, e
i o R I §Hn v - s o, " et -—
¢. The Comisston places the completed well on the regularly scheduled
hearing docket for defining the field outline, spacing requirements
- and necessary rules and regulations governing field definition.

e 4 e et g

The Commission, meeting on a monthly ‘basis will act and execute a
formal Field- Spacing Order at the regular hearing the following
month. .- K ‘e '

[
‘

To pool diverse mineral {nterests into 2 spacing unit the Industrial
Commission must grant a Force Pooling Order, or the Operator can pre-
pare a Voluntary Pooling Order to be exec.ted by a1l partias having
an interest in such production. The requast for a Force Pool is
placed on the hearing docket in the same nanner as the Spacing Order.
In the State of North Dakota the establishing of spacing requirements
and pooling of interests with diverse ownerships requires seperate
formal Orders.

- The Attorney will draft the Division Order Title Opinion evidencing
ownership in the 011 and/or Gas revenue relative to the Spacing and
Pooling Ordars.

6.'The‘0fvision Orders are prepared and submitted to all parties evid-
s enc!ng‘uwnérshjn in a particularly spaced property. The Division
Orders. must be;axecuted and_returned before revenue chec«s are drafted.

ACTUAL CASE STUDY

- Norman Rod #1 well
Twp. 149N, Rge. 102W
McKenzie County, Nor:h Dakota

First Production “emoved from Lease 7-26-79
Well placed on Commission Docket 9-24-79
formal Spacing Order executed by Commission 10-23-79
First Revenue received from Purchaser 11-20-79
Forct Poolfng Order executed by Commission 1-21-#0
Firs. Revenue Distributed to Interest Owners "1-.,8-80
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February 10, 1581 .

SEQUENCE OF EVENTS INVOLVING DISTRIBUTION OF
REVENUE ON OIL AND GAS PROPERTIES

COMPLETED WELL IN A DEFINED FIELD

The Field Spacing Order executed by the Industrial Commission will

govern the completed well 1f the well is completed {n the same pro-

ducing zone as the initial order. The Force Pooling Order will also

serve to piel diverse interests in the prvoperty {f the well i{s to be
s pooied in the same zone as the existing Order.

ke RS oY CRETase “the “Same steps must be followed to establish™
rownership in production that are set out under procedure "AY.
When' the weli is completed in & zone already Spaced and Pooled under’

prior Formal Orders and/or Voluntary Pooling Agreements the Attorney
uiil draft the Division Order Title Opinion evidenc.ng ownership

"Tha Division Orders are prepared and the revenue checks are drafted in
1ike manner as described in “A-6".

ACTUAL CASE STUDY

Poger Sanders #1 well
Twp. 149N, Rge. 102W
McKenzie County, North Dakota

First Production removed from Lease

First Revenue received from Purchaser
Division Order Title Opinion Prepared

First Revenue Distrihuted to lnterest Owners

NOTE - The ali.. case study was a completed well covered by prior
Forma} & acing and Pooling Orders. Steps "A-2" thru "A-4*
. did not require satisfying before drafting the Civision Order
- Title Opinion. :

CASE PENDING BEVQRE THE COMAISSION
“"Lloyd- Powell #1 o

Section. 1
McKenzie County, North Dakota

Completion Date 12-15-80
First Productfon Removed from Lease 12-09-80
Hearing date set on Commission Docket 2-19-81

HB 1528 Page 2

n ~

HODSF STATE AND FEDFRAL GOVFRNMENT
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February 10, 1981 o
SEQUENCE OF EVENTS INVOLVING DISTRIBUTIOH OF
REVENUE ON OIL AND GAS PROPERTIES

CASE PENDING BEFORE THE COMMISSION CONT.

*#* NOTL The case pending before the Commission is for a Wildcat well
- in an undefined field. The format for establishing uwnership
will be the same as set forth in "A-1" thru “A-8",

vt g s s

' “The above illustrated information s taken from the files of Sun-
Bshm Gas, and defines the time elemant involved in distributing revenues
f*om 0i} and Gas properties. . e

ot

PR}

SUNBEMM GAS, INC., .

nfsfr;tiye.Supervisb}
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1361 Session Laws

466 ’ CHAPTER 295 PROPERTY

PROPERTY

CHAPTER 295

5. B. No. 44 '
(Legislative Research Committee)

OBLIGATION TO PAY ROYALTIES
AN ACT
Relating to the obligation to pay royalties under oil and gas leases
and providing remedies for breach of such obligation.

Be It Emacted by the Legislative Assembly of the State of
North Dakota:

§ 1) The obligation arising under an oil and gas lease to
pay oil or gas royalties to the mineral owner or his assignee,
or to deliver oil or gas to a purchaser to the credit of such
mineral owner or his assignee, or.to pay the market value
thereof is of the essence in the lease contract, and breach of
such obligation may constitute grounds for .the cahcellation
of such lease in such cases where it is determined. by the court
that the equities of the case require cancellation. This section
shall not apply when mineral owners or their assignees elect to
take their proportionate share of production in kind, or in the
event of a dispute of title existing which would effect distri-
bution of royalty payments. :

Approved March 11, 1961. ;

/
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1961 Report of the North Dakota Legislative Research Committee

Natural Resources

House Concurrent Resolution A-2 was an
outgrowth of a joint hearing of Committees of
the Senate and House of Representatives of the
Thirty-sixth Legislative Assembly on the sub-
ject of oil and gas conservation laws. In the words
of the Resolution the Legislative Research Com-
mittee was directed to “study the laws of this
state relating to the exploration, production, and
conservation of oil and gas, including among other
things the protection of the correlative rights
of landowners”. This study was assigned by the
Legislative Research Committee to its Subcom-
mittee on Natural Resources consisting of Senator
Frank A. Wenstrom, Chairman, Senators Lloyd
M. Erickson, Walter R. Fiedler, Rolland Redlin:
Representatives Walter Dahlund, James W. John-
ston, Halvor Rolfsrud, M. E. Vinje, R. W. Wheeler,
Raiph M. Winge, and Orville P. Witteman.

It was contemplated by the Legislative As-
sembly that it would probably be necessary for
the Committee to hire a petroleum engineer to
assist them in their work. After consultation with
officials in the Interstate Qil Compact Commis-
sion, the Committee procured the services of Mr.
R. R. Spurrier, formerly director of the New Mex-
ico Oil and Gas Conservation Commission for a
period of nine years, and recommended as one of
the most capable persons in the field of oil and
gas conservation. Mr. Spurrier had no connec-
tion with the oil and gas industry in North Da-
;kota, and his services were entirely paid for by
the Committee from appropriations made by the
Legislative Assembly for that purpose.

Since the Resoclution called for a study of
conservation of property laws with special empha-
sis on “correlative rights” of landowners, the
Committee at its organizational meeting decid-
ed to begin its study with a series of hearings
in the “oil country” at the cities of Westhope,
Tioga, Columbus and Watford City. The pur-
pose of these hearings was to give the individual
landowners and royalty owners an opportunity
to appear personally before the Committee on
an informal basis, explain their problems, and
make recommendations for changes in laws and
regulatory practices. Over 300 landowners at-
tended the series of hearings, which were held on
four consecutive days. The landowners made ex-
cellent presentations in regard to their problems
and stated their opinions with franknesg and

. clarity.

4]

Perhaps the most common problem mention-
ed by landowners was the difficulty in obtain-
ing prompt drilling of offset wells to prevent
drainage in cases where 0il companies were re-
luctant to drill. Another commonly mentioned
problem was the difficulty landowners encounter-
ed in determining if cases before the Industrial
Commission affected their particular property
and the inconvenience in attending hearings in
Bismarck in order to present their views upon
these matters. A suggestion was made by numer-
ous landowners in the Westhope and Columbus
area for modification of Rule 505 of the Industrial
Commission, relating to the use of the depth
factor in prorating production to spacing units.
Other problems and recommendations brought
to the attention of the Committee ranged from
the possibility of a tax exemption to encourage
the construction of pipelines, to permitting the
Industrial Commission to employ a separate staff
for the enforcement of conservation laws or to
use the staff of the State Geolegist as the Com-
mission might prefer. .

The minutes of the Committee contain al-
most 150 pages of statements and abstracts of
testimony ‘received in the course of these hear-
ings, and it is impossible for the Committee to
cover all of the many items presented and dis-
cussed without permitting this report to become
unreasonably long. However, complete sets of
these minutes are available in the offices of
the Committee and can be made available to
any interested person. S

Following the meetings in the oil country,
a two-day hearing was held in Bismarck, to which
representatives of oil companies and professional
representatives of landowners’ associations were
invited to appear. Again, there was excellent at-
tendance at the hearing, and a high amount of
interest was found among all persons attending.’
In general, the oil companies expressed satisfac-
tion with our conservation of property laws and
their administration. The opinion that such laws
and their administration were probably the best
in the nation was often stated. Oil company repre-
sentatives did stress, however, that it was neces-
sary that there be an acceleration in unitiza-
tion programs in order to increase the ultimate
maximum recovery of oil and gas and to keep the
costs of producing this oil and gas competitive
with other suppliers in our marketing area.



At subsequent meetings, during which the
ommittee carefully studied and’ evaluated all
he testimony received, three objectives were set

forth to guide the Committee in its work. First,
the Committee deemed it desirable to better pro-
tect correlative rights by finding ways to more
nearly equalize the bargaining power of the land-
owners when dealing with major oil companies
in matters relating to rights under oil and gas
leases. Second, the Committee sought methods
to bring state government, and specifically the
oil and gas regulatory activities of the Industrial
Commission, closer to the landowners so that
they could better present their evidence and views
- to the Commission and be more fully aware. of
matters before the Commission that would af-
fect their property. Finally, it was deemed es-
sential that all fair and practical methods be
made available for increasing the ultimate re-
covery of oil and gas natural resources from all
fields. In all these matters the Committee agreed
that it should attempt to improve the position
of landowners and’ promote greater ultimate re-
covery of oil and gas without prejudicing the
rights of oil companies or materially discourag-
ing exploration and development of oil and gas
resources.

From the 30 or more proposals originally con-
Yered, the Committee in subsequent meetings
ted the matters down to eight subjects upon

-which bills were drawn for hearing and discus-
sion purposes. Thereafter, a two-day meeting was
held in the city of Williston at which representa-
tives of oil companies and of landowners’ associa-
tions and individual landowners very forcefully
and ably presented their points of view to the

Committee. In general, the representatives of

the landowners’ associations and individual land-

owners tended to support the bills under con-
sideration with some recommended amendments.

The representatives of oil companies favored sev-

eral bills, recommended substantial amendments

to several others, and expressed opposition to the
balance. As a result of these hearings, it was
possible for the Committee to better evaluate the

merits of the bills under consideration and to im-

prove them through amendments.

At its final meeting, the Committee approv-
ed substantial amendments to the bills and rec-
ommends the eight bills to the Legislative Assem-
bly. In addition, a recommendation in regard to
Rule 505 is made.

From this point, the Committee’s report will
.a'ist of an explanation of the bills that are rec-
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ommended for introduction at the next session of
the Legislative Assembly, together with a dis-
cussion of their purpose.

Recommendations

1. The Committee recommends a bill to make
the obligation to pay oil and gas royalties due a
mineral owner the essence of the leage contract,
and to make the breach of the obligation to
promptly pay such royalties grounds which the
court, in its discretion, might use as the basis
for cancellation of the oil and gas leage. A num-
ber of landowners reported that at times there
appeared to be an unreasonable lag in the pay-
ment of royalties and since their only apparent
remedy was to sue in the courts for a recovery
of the royalties due, they felt this was not suf-
ficient penalty to ensure conscientious efforts
to make prompt payments. In the Committee’s
opinion, the proposed bill would make the failure
to promptly pay royalties a more serious matter,
but since cancellation would be at the discretion
of the courts, it would not unduly penalize a
lease operator if he has reasonable grounds for
failing to make prompt payment.

2. The Committee recommends that the con-
servation laws be amended to specifically author-
ize the current practice of the Industrial Com-
mission in establishing more than one market-
ing area in the state and in allocating separate al-
lowables to each marketing distriet. This has
been the practice of the Industrial Commission
for several years and appears to be authorized
under present laws. However, a good deal of con-
cern was expressed by some people that such
authority might not in fact exist, and that the
orders of the Tndustrial Commission establish-
ing more than one marketing distriet might be
overturned by the courts. Therefore, the Com-
mittee recommends an amendment of the law to
specifically authorize this praetice.

3. The Committee recommends an amend-
ment of our laws to authorize the Industrial Com-
mission, in its discretion, to select either the State
Geologist as the director of oil and gas conserva-
tion, or appoint a separate independent staff to
administer oil and gas conservation laws. It was
pointed out by a number of people appearing be-
fore the Committee that it was inconsistent with
normal governmental principles to require the
Industrial Commission to use as head of its staff
a person appointed as Professor of Geology by
the President of the University, who in turn was
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ex officio State Geologist, and who, as State
Geologist, would automatically head the staff
for the Industrial Commission. Those persons
who polnted out this unusual condition were often
quick to state that the present organization has
operated well because of the cooperation of the
State Geologist, but it was suggested that
such a degree of cooperation might not alwayg
exist in the future, with personnel changes. It
is the opinion of the Committee that it is pres-
ently desirable for the State Geologist to con-
tinue as Director of Oil and Gas Conservation
since this permits the joint use of facilities of
the University and personnel of the Geological
Survey in oil and gas conservation work, and has
other advantages that naturally flow between
the University and office of State Geologist. In
the event the past degree of cooperation con-
tinues, the Committee can see no benefit in
making a change in the oil and gas conservation

"staff when the possible additional costs of separate

facilities and staff duplication are considered.
However, the Committee recognizes the inconsis-
tency of the present administrative organization
and, therefore, believes that the option should
exist on the part of the Industrial Commission
to employ a separate staff in the event they
deem it necessary. Before such a change could
be made, however, it would be necessary for the
Legislative Assembly to appropriate funds to
the new staff of the Industrial Commission and,
conseguently, the Legislative Assembly would
have an opportunity to review the propriety of
this change prior to its implementation.

r 4. The Committee recommends the amend-

ment of the conservation laws in regard to the
payment of costs of developing and operating
property that is pooled to make a full spacing
unit. Present law permits the Industrial Commis-
sion to order the pooling of fractional tracts to
make a {ull spacing unit for its exploration and
development in the event that the individual own-
ers should be unable to agree upon its develop-
ment.

The amendment proposed by the Commit-
tee would permit the operator designated by the
Industrial Commission to develop and operate the
premises and recover his costs from the share
of the oil allocated to the nonconsenting owners
of the property. The posting of a bond to ensure
proper handling of the funds would be requir-
ed and such operator would account to the In-
dustrial Commission for his expenditures. At
present, it is necessary to foreclose a lien upon
the nonconsenting owner’s share of the oil in
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the same manner a chattel mortgage is foreclosed.
This method of recovering the operator’s costs
is considered too cumberseme.

5. The Committee recommends that the oil
and gas conservation laws be amended to spe-
cifically authorize the use of an examiner system
to conduct hearings for the Industrial Commis-
sion, In a survey made by the Committee of
the cases considered by the Industrial Commis-
sion during an 18-month period, it was found
that the overwhelming majority of them were
routine in nature and generally noncontroversial.
In the opinion of the Committee, these can ade-
quately be handled by an examiner designated by
the Commission without requiring the attend-
ance of the elected public officials who constitute
the Industrial Commission. The designated ex-
aminer could then make a report to the Industrial
Commission in regard to the matters presented
at the hearing, together with his recommenda-
tions, and the Industrial Commission could issue
its order in the case. Adequate provision is
made for a rehearing before the full Industrial
Commission, or for appeal to the courts in the
event of dissatisfaction'on the part of the part-
ies to the hearing.

The use of an examiner system has two real
advantages. First, it lightens the load upon elect-
ed public officials who are pressed for time in
carrying out the other duties of their offices.
It authorizes them to delegate routine cases to
an examiner, yet permits them to personally hear
more important controversial cases where their
presence is required. Second, if will permit and
make practical the holding hearings in the
field in the areas near the property concerned.
This will result in the landowners being better
informed of matters before the Industrial Com-
mission affecting their property and make it more
convenient for them to attend and present their
evidence and views. In addition, it will permit
field hearings even in the more important or con-
troversial cases when desirable, in that the Com-
mission may designate an examiner to hold field
hearings to take a portion of the testimony from
those persons who cannot reasonably attend the
meetings of the Commission in Bismarck. The use
of this system will result in bringing the oil and
gas regulatory activities much closer to the land-
owner so that he may better know of, and un-
derstand, actions that might affect his property
as well as making it convenient to present his
evidence and views to the Commission.

6. The Committee recommends an amend-



.mnt of the conservation law relating to the ap-
! roval of voluntary unitization agreements by
the Industrial Commission. In essence, the Com-
mittee recommends that any operator desiring
to develop a pool on a unit basis may at his
option submit the plan to the Industrial Com-
mission for approval, but such approval would
be only for the purpese of relieving the operator
from a suit charging the violation of state anti-
trust or monopoly laws. Approval by the Com-
mission would be given only if the Commission
finds the agreement would protect the correlative
rights of all parties having legitimate interests
in the common pool, including owners of royal-
ties and mineral rights affected by the agree-
ment. All persons having valid interests in any
portion of a common pool must be given an op-
portunity .to participate upon a fair and reason-
able basis. However, such approval by the Com-
mission could not be construed as a defense to any
action for damages or other remedy in the courts
for any cause of action resulting from the unit
operation. In the/event the operator should de-
cide to proceed with a unitization program with-
out Industrial Commission approval, he then might
be subject to suit under the anti-trust laws, and
again would be fully subject to any suit for dam-
ages or injunctive relief that might be provided
the courts. No supersedeas bond would be
essary to bring an action in the courts in re-
ard to any rights that were affected by the volun-
tary unitization program regardless of whether
it received the prior approval of the Industrial
Commission. ’

In the opinion of the Committee, this amend-
ment will have the desirable effect of permitting
fringe area mineral owners who have provable
supplies of oil and gas under their property to
participate in the unit agreement and receive pro-
portionate payments for the oil and gas that may
be produced from the wells in the unit even though
the amount underlying their premises is not suf-
ficiently large by itself to warrant the drilling
of a well for its extraction. In the event a fringe
area landowner is not properly included in the
unit plan, the operator would be subject to all
the remedies provided by the courts.

7. The Committee recommends the passage
of a compulsory unitization law in the state of
North Dakota which when approved by 75% of
the oil and gas operators, by 75% of the mineral
owners, and by the Industrial Commission, could
require the participation of any nonconsenting

owners. In the opinion of the Committee, it
sential that unitization programs be encour-
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aged in North Dakota in order to provide for
the maximum recovery of the oil and gas in
place. It has been demonstrated many times that
unitization programs which encompass the dril-
ling of strategic wells for the production of oil
or gas and the use of others wells for repressuring,
recycling, or water flooding can result in very
substantial increases in the total recovery of oil
and gas in a reservoir, that without such pro-
grams would otherwise forever remain unrecover-
ed. The failure to recover the maximum amount
of oil and gas in place is a complete waste of
vital natural resources and should not be counte-
nanced by the state. In addition, since under
a unitization program everyone shares in the
total production of the field in accordance with his
proportionate share in the pool regardless of
whether the oil is produced upon his own property
or upon his neighbor’s, such a program will go
far in removing the problem of drilling offsets
and of drainage. It can permit the payment to
fringe area landowners of their proportionate
share of oil in the pool even though the oil un-
derlying their tract may not in itself be in suf
ficient quantity to warrant the drilling of a well
upon the premises for its recovery.

The bill recommended by the Committee
closely parallels the compulsory unitization bill
recommended ag a Model Act by the Interstate
Oil Compact Commission with certain exceptions
specifically inserted by the Commititee for the
protection of the correlative rights of mineral
owners. The principal deviation from the Model
Act is found in the proposed section 38-08-09.8
of the bill, which prohibits approval by the In-
dustrial Commission if the plan embraces less
than the entire commeon pool unless it is shown
that those tracts not included within the propos-
ed unit but which contain oil or gas within the
common pool, will not have oil or gas drained
by the unit operation or that the amount of
oil underlying such tracts is so small as to make
it impossible to measure or estimate or the meas-
urement is extremely speculative, or that all
persens having valid interests in tracts but not
included within the proposed unit have had or
will have an opportunity to become parties to
the agreement upon a fair and reasonable basis.

8. The Committee recommends a hill which
would establish a presumption of drainage in the
event an undeveloped tract of land lies adjacent
to a producing oil and gas well and a portion
of such undeveloped tract is within the radius of
a circle centered at the producing well contain-
ing the number of acres prescribed by the In-
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dustrial Commission as the proper spacing unit
for the well in question. Such a presumption could
arise in the event the owner of the undevelop-
ed tract makes a demand upon the lessee for
the drilling of a protection well and such well is
not commenced or drilled with due diligence with-
in one year after such demand. In such event,
the lessor may commence suit in the district
court and will have the benefit of the presump-
tion that his property is being drained. It would
then be necessary for the lease owmner to carry
the burden of proof by showing that the land
is not being drained, or that a reasonably prudent
lessee under similar eircumstances could not be
expected to drill a well with reasonable expecta-
tion of producing oil or gas in commercial quanti-
ties; or that any well that may have been com-
menced iz being drilled with due diligence; or
that a valid contract exists between the lessor
and lessee for payments in compensation of drain-
age in lieu of drilling a well as provided in the Act.
In the event the holder of the lease should fail
to show such justification for his failure to drill
a well, the court may order the lease cancelled,
or order the holder of the lease to drill a well
within a period of time stated by the court, or
to pay to the mineral owner a sum determined
by the court as corapensation for oil or gas being
drained from the undeveloped traet, and award
damages if any are due.

A large number of landowners expressed the
opinion in the course of the hearings that it
was difficult for them to go into court to pro-
tect their rights in the event an oil company
failed to drill a protection well to prevent drain-
age of oil from their property. Geological in-
formation or engineering data to prove the exis-
tence of the oil and its drainage was generally
unavailable to them, and they often lacked the
finaneial or other resources to obtain such in-
formation. It was therefore the general opinion
of landowners and their attorneys that suits for
cancellation of leases for failure to drill offset
wells was not a practical and workable remedy.
In the opinion of the Committee, the proposed bill
will go far in equalizing bargaining power be-
tween landowners and the oil companies in these
matters. It will be possible for the landowner to
simply prove the existence of a producing well
on adjacent property and that a portion of his
property is within the radius of a circle center-
ed at the producing well encompassing the num-
ber of acres of the spacing vnit. The burden of
proof will then immediately shift to the oil com-
pany to show why a well should not be drilled.
In the opinion of the Committee, this is the proper
place for the burden to rest since it is usually

45

the oil company that has the geological and
engineering data to prove the case as well as
the professional talent to present it. 1t seems no
more than fair that the person best able to pro-
vide this evidence should bear the burden of
proof.

Rule 505. As mentioned earlier in the re-
port, a substantial number of landowners in the
Westhope and Columbus area recommended that
Rule 505 of the Industrial Commission be modi-
fied by removing or modifying the use of the
depth factor in the allocation of market allowables.
In general, the depth factor is a mathematical in-
dex intended to-be in proportion to the costs of
developing and producing deeper wells. For in-
stance, under Rule 505 all wells under 5,000 feet
in depth receive a depth factor of 1, while wells
between 8,000 and 9,000 feet receive a depth factor
of 3. The Industrial' Commission, in distribut-
ing the monthly market allowables among the
various wells in a marketing district, allocates
such production on the basis of 40-acre units.
Therefore, if it was determined in any given month
that the market allowable for each 40-acre unit
was 10 barrels, all wells under 5,000 feet in spac-
ing units of 40 acres would receive a market al-
lowable of 10 barrels per day. However, in the
event wells under 5,000 feet were on an 80-acre
spacing pattern, the allowable for each well would
be that allowed each 40-acre tract in the spacing
unit, or a total of 20 barrels per day. A well in
a field having spacing units of 160 acres would,
of course, receive four times the daily 40-acre
allowable, or 40 barrels per day. However, in
the event the producing wells iA the field were
of greater depth than 5,000 .feet, for instance
8,000 feet, the depth factor of 3 would apply.
Therefore, you would multiply the daily allowable
of 10 times 3 for each 40-acre tract in the spac-
ing unit in order to determine the total daily al-
lowable for the well. For instance, an 8,000 foot
well on a 160-acre spacing unit would receive
an allowable of 10 barrels for each 40 acres in
the unit multiplied by 3, or a total of 120 barrels
per day.

Some landowners appearing before the Com-
mittee recommended that the depth and acreage
factors in allowables be entirely eliminated and
that the same allowables be given to all wells re-
gardless of their depth or the size of the spacing
unit. Other landowners suggested that allowables
be on the basis of the number of 40-acre tracts
contained within the spacing unit and that no
depth factor whatscever should be used. Per-
haps the most common suggestion received was



J-acre tracts contained in a spacing unit, but
hat the depth factor be applied only to the 40-
acre tract upon which the well was located, or at
most, to the 40-acre tract containing the well plus
one additional 40-acre tract in the spacing unit,

.;at all allowables be based upon the number of

While the Committee made no formal find-
ing or recommendation in regard to the depth
factor, since the factor was created by regulation
of the Industrial Commission and not specifically
provided in the law, it was generally recognized
that some consideration should be given to the
costs of finding and producing oil from deep
formations in order to encourage deep drilling.
However, it is the opinion of the Committee that
the use of a depth factor should be reviewed in
the light .of the larger size spacing units that
have been approved in recent years. It seemed
to the Committee that while allowables should
be based upon the number of 40-acre tracts con-
tained in every spacing unit and that the depth
factor could legitimately be considered in regard
to the 40-acre tract upon which the well was lo-
cated, the application of the depth factor to ail
other 40-acre tracts might not be entirely justifi-
able since no well had been drilled upon the other
tracts and, therefore; there were no costs to re-

ver. In the event that it should be found that
.3 change might unduly restrict deep explora-

n and production, it might be possible to author-
ize the use of the depth factor in determining al-
lowables for the 40-acre tract in the spacing unit
upon which the well was loeated, plus one addition-
al 40-acre tract.
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It was the concensus of the Committee that it
does not seem justifiable to continue to authorize
the full application of the depth factor to all
40-acre tracts within a spacing unit in view of
the fact that an increasing number of 160-acre
spacing units have been approved and, in one
instance, a 320-acre spacing unit has been ap-
proved. The full application of the depth factor
to large spacing units may actually have the ef-
fect of discriminating against the shallower wellg
when both shallow and deep wells are found with-
in the same marketing districts.

The Committee met with the Industrial Com-
mission and urged the Commission to hold a heayr-
ing in regard to Industrial Commission rules, with
special reference as to the equities of the full
use of the depth factor under Rule 505 upon all
40-acre tracts in a spacing unit.

COMMENTS

This report of necessity omits many of the
details of the proposals being recommended by
the Committee, and in the interest of brevitys
does not go into full detail regarding all the
various reasons for the Committee recommenda-
tions. Neither does the report attempt to cover the
more than 20 proposals that were seriously con-
sidered by the Committee but which were not
recommended upon the grounds that they were
not practical or equitable. However, a full dis-
cussion of such matters can be found in the files
and minutes of Committee meetings. The details
of the recommendations of the Committee can
be found in an examination of the bills recom-
mended by the Committee which accompany this
report.




Explanation of Legislative Research

Committee Bills
Senate Bills

Senate Bill No. 1 - North Dakota Century Code
This bill consists of the entire 14 volumes of
the North Dakota Century Code, which is intend-
ed to be passed as an emergency measure by both
houses as the first matter of business in each
house and signed as a law by the Governor, See
Committee report on Judiciary and Code Revision.

Senate Bills Nos. 2 through 38 - Appropriation
Bills

Senate Bill No. 39 - Presumption of Drainage

This bill, under certain conditions, would
establish a presumption of drainage when a pro-
ducing oil well exists upon land adjacent to an un-
developed tract. See report of Committee on
Natural Resources.

ate Bill No. 40 - Fractional Interests,

Integration

This bill provides a method of recovering the
cost of drilling and operating an oil well when
fractional tracts are pooled by the order of the
Industrial Commission to make up a minimum-size
drilling unit. See report of Committee on Na-
tural Resources.

Senate Bill No. 41 - Voluntary Unitization

Agreements

This bill revises present law in regard to
voluntary unitization agreements. Such agree-
ments may be submitted to the Industrial Com-
mission for approval in order to remove the pos-
sibility of prosecution under anti-trust laws, but
also permits voluntary unitization programs to be
placed in operation without the approval of the
Industrial Commission. If Industrial Commission
approval is given, it must be shown that all tracts
in the pool containing measurable amounts of oil
and gas are permitted to participate in the unit
agreement. See report of Committee on Natural
Resources.

Senate Bill No. 42 - Compulsory Unitization
This bill authorizes the Industrial Commis-

sion, upon petition of 75% of the oil operators in

.ven pool and 75% of the mineral owners of

pool, to order a field-wide unitization program

e
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in order to provide the greatest maximum recovery
of oil and gas from the reservoir. See report of
Committee on Natural Resources.

Senate Bill No. 43 - Marketing Districts -
Appointment of Director of Qil and Gas
Conservation
This bill authorizes the Industrial Commis-

sion to establish separate marketing districts in

the proration of oil and gas allowables in the state.

In addition, it authorizes the State Industrial Com-

mission to select the State Geologist as its staff, or

an independent staff selected and appointed by it,
with concurrence of the Legislative Assembly. See
report of the Committee on Natural Resources.

Senate Bill No. 44 - Obligation to Pay Royalties

This bill would make the obligation to pay
royalties to the mineral owner the essence of the
contract, and under certain conditions the breach
of this obligation might constitute grounds for can-
cellation of the oil and gas lease in the discretion
of the court. See report of Committee on Natural
Resources.

Senate Bill No. 45 - Field Examiner System

This bill would authorize the Industrial Com-
mission to establish a field examiner system for
the purpose of holding field hearings in matters
relating to oil and gas conservation in the area of
the state affected. See report of Committee on
Natural Resources.

Senate Bill No. 46 - Licensing of Restaurants,

Motels, Hotels, ete.

This bill would eliminate duplication in licens-
ing or inspection of this type of establishment by
transferring all authority from the State Labora-
tories Department to local health authorities and
in some areas to the State Health Department. See
the report of the Committee on Governmental Or-
ganization. '

Senate Bill No. 47 - Community Mental Health
Service Units
This bill would authorize counties, cities, dis-
tricts or any combination thereof to establish local
mental health service units or “community clinics”
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Petroleum Council Proposed Amendment to House Bill 1071

On page 1, line 15 after the word “within” overstrike ene-hundred
fifty and replace with “two hundred”

On page 1, line 17 after the word “of” overstrike eighteen and
insert “twelve”

On page 1, line 20 after the word “of” overstrike eighteen and
insert “twelve”



