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SENATE BILL 2374
North Dakota Century Code Updates and Additions

O Six main provisions in the bill
1) Clarify Industrial Commission’s relationship between a lessor and lessee
2) Provide revenue statements in an electronic format
3) Resolution for disputes involving how royalties are calculated
4) Clarifies the obligation to pay royalties and interest
5) Provide production and royalty records in electronic format
6) Specifies information to be provided to royalty owner in spacing unit disputes

QO SB 2374 brought forth to address noncompliance with existing statutes



SENATE BILL 2374 — SECTION 1

38-08-04 of the North Dakota Century Code
New subsection addressing the Industrial Commission
Regarding disputes between a Lessor (mineral owner) and a Lessee (oil company)

Clearly defines where the Commission does not have jurisdiction to minimize claims that a mineral owner
has not exhausted administrative remedies

Statement from Commission letter:
“The Commission does not have jurisdiction to enforce lease terms, division orders, or other agreements
regarding the payment of royalties; that jurisdiction lies with a district court.”

North Dakota Supreme Court ruling for Schank v. North American Royalties, Inc. 201 N.W.2d 419 (1972):
“Furthermore, the Industrial Commission is an administrative agency and, as such, is not empowered by
the statutes to determine the legal relationship between a lessor and a lessee. This is a matter for the
courts in an appropriate action.”

Adding subsection will save time for the courts and the Commission



SENATE BILL 2374 — SECTION 2

38-08-06.3 of the North Dakota Century Code
Information statement to accompany payment to royalty owner - Penalty

SB 2374 will require that statements be
provided in Excel format:

O Issues with paper copies and PDF files: T
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SENATE BILL 2374 — SECTION 2

38-08-06.3 of the North Dakota Century Code
Information statement to accompany payment to royalty owner - Penalty
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SENATE BILL 2374 — SECTION 2

38-08-06.3 of the North Dakota Century Code
Information statement to accompany payment to royalty owner - Penalty

SB 2374 adds requirement that mailing addresses be made available to the commission:
O There is no current requirement for industry to provide contact information
O No penalty or recourse when certified mail is undeliverable

O Director Lynn Helms provided the following testimony on January 20, 2023, for SB 2194:
= “The most common concern is the inability to find and maintain a consistent and
helpful contact within the operator’s mineral owner department.”

O The commission and royalty owners should have easily
obtainable, up-to-date contact information for all
companies to address concerns




SENATE BILL 2374 — SECTION 3

38-08-06.6 of the North Dakota Century Code
Resolution for disputes involving how royalties are calculated
Commission role and requirements

O Three components in determining a decimal interest which is used to pay royalties:
1) The number of mineral acres owned
2) The royalty percentage agreed to on the lease
3) The spacing unit information
O Mineral owner responsible for:
= Knowing what they own, i.e., copies of the mineral deeds and leases
O Commission responsible for:
= Determining the spacing unit
e Issuing cases and orders related to spacing units
o Currently no search function for specific wells or land descriptions
= The information is behind a paywall but should be made available for free to individuals

« Department said legislation in 1985 requires them to charge a fee
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SENATE BILL 2374 — SECTION 3

38-08-06.6 of the North Dakota Century Code
Do companies comply with existing requirements to resolve disputes?
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SENATE BILL 2374 — SECTION 3

38-08-06.6 of the North Dakota Century Code
Example of constructive dialogue and resolution of dispute
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Q Follow-up response after relevant information was pinpointed:

Yes, we are planning on making the updates in February for the February check write, we are having to

review who all through the chain needs to be updated as we will follow the dates in the chain of title for

the increase/decreases in interest.

O What caused the discrepancy?

= The data in the title opinion showed 10 mineral acres for all three
deeds conveying mineral acres to other parties
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SENATE BILL 2374 — SECTION 3

38-08-06.6 of the North Dakota Century Code
Examples of companies unwilling to help resolve disputes

O Too many companies refuse to provide information or ignore requests altogether even though 47-16-
39.4 requires them to help resolve disputes:

» “lreally have no other information to give you. We are not obligated to mail each owner a
calculation as to how their interest was calculated,”

» “l'apologize that only the WI owners seemed to be in the loop in regard to the allocation, but there
is not more | can tell you, except the acreage noted when the allocation well was set up.”

» “The computer took separate wells that were already set up, and pulled in certain percentages and
created the numbers for us.”

= “If you're still under the impression that the acres are wrong, we would have to know who we
need to be taking acres “away from” in order to give it to you”

O When companies will not respond or refuse to provide relevant information it creates distrust
= There needs to be a remedy to cross check documents and verify where the discrepancy lies

O If the only remaining recourse is to go to court, then the court can assess a penalty for wrongfully
withheld information



U

SENATE BILL 2374 — SECTION 4

47-16-39.1 of the North Dakota Century Code
Obligation to pay royalties — Breach.

Legislature previously declared companies are obligated to pay royalties within 150 days and if they fail
to do so must pay interest on the unpaid royalties without the mineral owner having to request it
= Many companies do not comply with the statute and ignore requests for payment of the interest

Clarifies that payment of the royalty does not relieve liability for unpaid interest
Provides the relevant section of the Century Code related to the limitations period
Inserts a penalty for noncompliance

= Current statute has no recourse or remedy when it is ighored

= Hiring an attorney to send a demand letter can cost more than the interest owed



SENATE BILL 2374 — SECTION 5

47-16-39.2 of the North Dakota Century Code
Inspection of production and royalty payment records — Penalty.

O Section 5 adds individual mineral owners to the existing statute

O Senate Bill 2212 was passed in the 2019 Session

= The updates requested today are the same that were added in 2019 for the board of university
and school lands

o Requires records be made available in electronic format
o Adds a penalty for wrongfully withheld information

« Chair Unruh stated, “Every other state has some type of penalty for these types of violations. |
think it’s appropriate for us to have something in code.”

= Individual mineral owners in North Dakota respectfully request the same rules be applied for them



Q Section 6 adds additional language to the existing statute

O Provides clarity for the information companies are required to provide to help resolve disputes

O Adds a penalty for noncompliance or wrongfully withheld information which the court can determine



SENATE BILL 2374 — FINAL COMMENTS

O Legislature required certain information be provided on royalty statements in 1983

O Comments from the minutes related to the 1983 legislation:

= Letter from Shell Oil Company to Allen |. Olson, Governor, State of North Dakota, “Testimony offered
by Representative Jack Murphy and other royalty owners at the hearing indicated that their main
concern was the lack of meaningful communication between the royalty owner and producer when
the royalty owner posed a question regarding his royalty payment. Representative Murphy testified
that many times he would have to wait long periods of time for a response to his royalty-related
inquiries and, in some instances, he testified he never received a reply.”

O Royalty owners still face these same issues today

O There are no consequences or remedies in the Century Code when companies choose to ignore statutes

O The proposed penalties in SB 2374 are either already in the Century Code for the board of university and
school lands or are similar amounts that other states impose



SENATE BILL 2374 — FINAL COMMENTS

O Additional comments from the minutes related to the 1983 legislation:

= Letter from Rocky Mountain Oil & Gas Association, Inc., “Until recently, the industry had perceived
North Dakota as a state which welcomed exploration and development of this and other industries.
Unfortunately, the regulations being considered now by the Industrial Commission further damage
this perception and will, | fear, have a further chilling effect in the consideration of North Dakota as
a choice for exploration whenever alternatives exist. .....many purchasers will find the paperwork
to be unjustified, and....will undoubtedly direct their crude oil purchases out of State. Secondly, the
expense of maintaining these per well records, will undoubtedly result in the decision to eliminate
purchases of small quantities from stripper and marginal wells with the result we predict with
certainty the plugging of many of these wells, with the resultant loss of production and loss of tax
revenue to the State as well as income to the royalty owner.”

O Industry did not leave the state as a result of the legislation that was passed to protect mineral owners

= Ifindustry opposes the changes requested in SB 2374 today, then what is their solution for solving
the issue of companies not complying with current statutes?



SENATE BILL 2374 — FINAL COMMENTS
Perceptions can distort reality
O Royalty owners should just litigate these issues and have the courts resolve the disputes
= A multi billion-dollar corporation has an overwhelming advantage

O Numerous families own mineral rights because they homesteaded in North Dakota or were farmers and
ranchers that settled in western North Dakota decades ago

= Many receive a few hundred or few thousand dollars a year in royalty payments
= Costs far more to hire an attorney then they receive in royalties

O Senate Bill 2374 will provide royalty owners access to their information, so they do not need to go to
court to request it

Thank you for the opportunity to present testimony today.
I respectfully ask for your favorable consideration of Senate Bill 2374.



