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In accordance with the power vested in me as Governor by the Constitution and the 
laws of the State of Montana, I hereby veto Senate Bill No. 415 (SB 415), "AN ACT 
GENERALLY REVISING LAWS RELATED TO OIL AND GAS LEASES; DEFINING 
TERMS; CLARIFYING THAT THE LESSEE PAYS THE COSTS OF PRODUCTION 
FROM THE WORKING INTEREST; REQUIRING THE STATE TO SHARE THE 
EXPENSE OF TRANSPORTING THE OIL TO THE NEAREST MARKET BASED ON 
THE STATE'S PROPORTIONAL SHARE OF THE ROYALTY INTEREST; AND 
AMENDING SECTIONS 77-3-432, 77-3-434, AND 82-10-110, MCA." 

SB 415 seeks to force the State Board of Land Commissioners (Land Board) to enter 
into "wellhead" oil and gas contracts with oil and gas producers. The Board has been 
utilizing, and for decades companies have been complying with, "gross proceeds" oil 
and gas contracts with producers. Wellhead contracts fix the point of royalty valuation 
at the wellhead, thus allowing deductions for compression and transportation to be 
taken from the royalty value received by the state's school trusts. Gross proceeds 
contracts place the point of royalty valuation at the location where oil and gas 
production is rendered marketable and sold. 

The courts have recognized gross proceeds contracts as a legitimate provision in oil 

and gas leases, and have recognized that such contracts are properly interpreted as not 

allowing deductions from the point of sale back to the wellhead. This type of contract is 

obviously more equitable to the state, as the school trust receives the royalty share 

based on the gross revenue obtained by the producer. Wellhead contracts are typically 

offered by producers to private mineral owners because they allow royalty deductions 

favorable to the oil and gas producer. The Land Board, on behalf of the school trusts, 

has chosen not to utilize industry-developed contract terms. Not all private mineral 

owners accept industry-developed contract terms. Likewise, the federal government 

and many other oil & gas producing states do not utilize industry contract terms. Finally, 

it remains unclear whether placement of SB 415's new sections 1 and 2 into Title 82 

negatively affects private mineral owners in a similar manner. 


The fiscal impacts are potentially significant approximately $1.0 million over the next 

four years, increasing to $2.5 million per year over the long term. These figures are 

supported by the fact that recent audits recovered $1.2 million in school trust revenue 

that would not have been received under SB 415. 


STATE CAPITOL. P.O. Box 200801 • HELENA, MONTANA 59620-0801 

TELEPHONE: 406-444-3111 • FAX: 406-444-5529 • WEBSITE: WWW.MT.GOV 


http:WWW.MT.GOV


As drafted, SB 415 would usurp the Land Board's constitutional authority to determine 
oil and gas lease contract terms that are in the best interest of the state's school trusts. 
Additionally, other Montana mineral owners could be affected. For these reasons I veto 
SB 415. 

Sincerely, 

:~ SCHW~TLZ~~-
GOVERNOR 

cc: Legislative Services Division 


