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MINUTES OF THE HOUSE COMMITTEE ON ENERGY AND NATURAL RESOQURCES

The meeting was called to order by Representative Dennis Spaniol

- at
Chairperson

3 230 X¥¥p.m. on February 19 19_98n room __326-5 f the Capitol.

All members were present except:

Representative Lucas (Excused)

Committee staff present:

Raney Gilliland, Principal Analyst, Legislative Research
Mary Torrence, Revisor of Statutes' Office

Pat Mah, Legislative Research

Maggie French, Committee Secretary

Conferees appearing before the committee:

Representative David G. Miller, Forty-Third District

Representative Arthur W. Douville, Twentieth District

Representative Lee Hamm, One-Hundred-Eighth District

Mr. Bill Bryson, Interagency Coordinator, Kansas Corporation Commission
Mr. Bill R. Fuller, Assistant Director, Kansas Farm Bureau

Mr. John V. Black, Attorney, Pratt, Kansas

Mr. Gregory J. Stucky, Attorney, Southwest Kansas Royalty Owners

Mr. Walker Hendrix, Eastern Kansas 0il and Gas Association

Mr. Don Schnake, Kansas Independent 0il and Gas Association

Chairman Dennis Spaniol called the meeting to order.

Representative David G. Miller, Forty-Third District, was recognized by
the chair and requested the committee to draft and introduce a bill.

After discussion, Representative Patrick moved and Representative Grote-
wiel seconded the motion to draft and introduce a bill providing for regu-
lation of propane by the Kansas Corporation Commission. Motion passed
unanimously. '

Chairman Spaniol recognized Representative Arthur W. Douville, Twentieth
District, who requested drafting and introduction of a bill. Following
discussion, motion by Representative Grotewiel, seconded by Representative
Patrick to draft and introduce a bill relating to recycling and solid
waste management was passed.

House Bill 2696 -- An act concerning oil and gas; relating to notice of
applications for and hearings on unit operation.

The chairman requested Raney Gilliland, Principal Analyst, Legislative
Research, to briefly describe House Bill No. 2696. Mr. Gilliland said
the bill deals with applications for unit operation permits; deletes the
15-day requirement for the hearing, deletes the notice requirement, and
would require applicants to give that notice. Discussion followed.
Representative Patrick moved to amend House Bill No. 2696. Motion was
seconded by Representative Guldner. After further discussion, Repre-
sentative Guldner withdrew his second and Representative Patrick with-
drew his motion for amendment. Representative Patrick moved to table
the amendment to House Bill 2696 and Representative Guldner seconded the
motion. Motion passed.

House Bill No. 2699 -- An act concerning the state corporation commission;
providing for exemption of certain public utilities from certain aspects
of commission regulation.

Motion by Representative Freeman to pass House Bill No. 2699, was second-
ed by Representative Lacey. No discussion was forthcoming when called
for by the chairman. Motion passed.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for 1

editing or corrections. Page —_— Of —3
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Chairman Spaniol recognized Representative Freeman who requested informa-
tion in regard to House Bill No. 2697 from Mr. Bill Bryson, Interagency
Coordinator, Kansas Corporation Commission. Mr. Bryson stated examples
of violations for a 25-county region are not available at this time; but,
he quoted information on two counties from the report submitted to the
committee. Representative Freeman requested a list of the leases checked
be provided to the committee. After discussion, the chairman requested
copies of information on fee-fund expenditures and to whom they were paid
provided to the committee.

House Bill 2872 -- An act concerning oil and gas; relating to division
orders.

Representative Lee Hamm, One-Hundred-Eighth District, was recognized by
Chairman Spaniol. Representative Hamm stated the purpose of this bill
is to make sure a lease is not changed by a division order. Representa-
tive Hamm introduced Mr. John V. Black, Attorney, Pratt, Kansas. Mr.
Black testified as a proponent on House Bill No. 2872. He stated he

has clients who have had problems with division orders and something
should be done to protect the royalty owners. He related incidents
where transportation was charged on leases when it should not have been;
0il purchasers sometimes attempt to modify division orders without the
royalty owner having anything to say about it, and operators sometimes
set themselves up as first purchasers. He believes it is a gross in-
justice if the o0il is delivered and payment is not received for 60 to

90 days and that it would be a good thing to propose a bill to add in-
terest to the royalties. Mr. Black went on to discuss division orders
as well as a proposal to amend House Bill 2872 (Attachments 1 and 2).

He stated division orders should contain the name, address, social se-
curity number and verification that the interest they have is the inter-
est they are receiving; however Mr. Black feels "stipulation of interest"
is a better term for it. He stated the lease is the primary instrument
and everything will reference back to it. Mr. Black believes a use has
developed for the division order attempting to make it into a contract.
Chairman Spaniol ingquired if the situations that have been dealt with
have clear title. Discussion followed including provisions for revoking
division orders; setting up purchasing companies by working-interest
owners, and provisions requiring notice for change of ownership.

Chairman Spaniol recognized Mr. Bill R. Fuller, Assistant Director, Kansas
Farm Bureau, who testified as a proponent on House Bill No. 2696 (Attach-
ment 3). The committee addressed no questions to Mr. Fuller after his
testimony.

Chairman Spaniol recognized Mr. Gregory J. Stucky, Attorney, who testi-
fied as a proponent on behalf of the Southwest Kansas Royalty Owners.
Mr. Stucky stated there are about 2,000 members of the association; that
royalty owners are presented with division orders which attempt or pur-
port to change the terms of an oil or gas lease. He went on to say the
royalty owners are under the impression that they need to sign those types
of division orders in order to receive production to which they are al-
ready entitled under the o0il and gas lease and that proposed legislation
makes it clear that division orders cannot be used in that manner. Dis-
cussion followed. Mr. Stucky stated he supports the proposed amendment
and he does not believe the amendment would change the common law in the
State of Kansas, but would merely codify that law.

Mr. Walker Hendrix, a private attorney specializing in oil and gas work
and past president of Eastern Kansas 0Oil and Gas Association was recog-
nized by the chairman. Mr. Hendrix, testifying as an opponent on House
Bill No. 2872 stated the reason division orders come into play is to pro-
vide a stipulation of interest and allow for everybody to be paid in a
proper amount and it alleviates the royalty owners need to maintain a
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separate distribution network. In essence, the opposition to this bill

does not change anything; the common law basicly has taken care of the
royalty owner and, in most cases, has favored the royalty owner, Mr.
Hendrix commented. Discussion followed on division orders; delays in
payment of royalties; use of division order to alter leases, types of
leases, etc.

Chairman Spaniol recognized Mr. Don Schnake, Kansas Independent 0Oil and
Gas Association, who testified as an opponent on House Bill No. 2872
(Attachment 4). Mr. Schnake said his organization would like to have

an opportunity to review the amendments to this bill and Chairman Spaniol
advised Mr. Schnake the information would be furnished to him. Discussion
followed.

The chairman concluded hearings on House Bill No. 2872.

House Bill No. 2765 -- An act excluding water protection fees from gross
receipts for sales tax purposes.

The chairman announced there were no proponents or opponents who desired
to testify on House Bill No. 2765. Representative Guldner stated the in-
tent of the bill passed last year was not to charge sales tax on fees.
Discussion centered on what cities are assessing sales tax on these fees
and the fact that there was an order from the Department of Revenue saying
this could be done.

The hearings on House Bill No. 2765 were concluded by the chairman.

The meeting adjourned at 4:45 p.m.

The next meeting of the committee is scheduled at 3:30 p.m., February 21,
1990.
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BILL TITLE:

BILL NO. 2872

An act concerning oil and gas; relating
to division orders HEARING DATE_2-19-90
! PROPONENT ‘
CONFEREES OPPONENT NOTIFIED ADDRESS | PHONE
Assistant Director,
Mr. Bill R. Fuller Proponent 2-19-90 Kansas Farm Bureau
Attorney
Mr. Gregory J. Stucky Proponent 2-19-90 Southwest Kansas Royalty Owners
Attorney ;
Mr. John V. Black Proponent 2-19-90 Pratt, Kansas ;
‘Eastern Kansas Oil
Mr. Walker Hendrix Opponent 2-19-90 ‘and Gas Association
iKansas Independent Oil
Mr. Don Schnake Opponent 2-19-90 .and Gas Association
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THE I RMIAN CORDPORA 10N

DIVISION ORDER

Lease No. 643452 April 7 19 83

TO THE PERMIAN CORPORATION, P. O. BOX 1183, HOUSTON, TEXAS 77001

The undersigned, and each of us, certify and guarantee that we are the legal owners of and hereby warrant the title to our

respective interests as set out below in all oil produced from all wells on the

Imperial 0il Company -

farm or lease, located in ___LTatt County, State of Kansas more particularly described

as follows:

way),
Pratt County, Kansas :

and commencing at 7 AM., the _____ _____ day of first runs 19 , and until further written notice either from
you or us you are authorized to receive oil therefrom, purchase it and pay for it as follows:

DIVISION OF
CREDIT TO INTEREST POST OFFICE ADDRESS




The following covenants are also parts of this division order and shall be binding on the undersigned, their heirs, devisees
successors, legal representatives and assigns.

FIRST: The oil received and purchased hereunder shall become your property as soon as the same is received into you-

custody, or that of any pipe line company or carrier designated by you, and the undersigned a
payment of oil purchased hereunder and shall have no claim or recourse against any subsequent purchaser of said ojl.

SECOND: The oil received and purchased bereunder shall be delivered F. O. B. to any pipeline or carrier designatec
by vou which gathers and receives said oil, i i 1 1visi
of interest above set forth at the same price per barrel received by the operator of the lease covered by this division order.
The word “oil” used herein shall mean crude oil and condensate (or distillate) delivered hereunder.

THIRD: Quality and quantity shall be determined in accordance with the conditions specified in the purchase agree-
ment with lease operator. The oil shall be steamed when necessary to make merchantable and you may refuse to receive

any oil not considered merchantable by youw

FOURTH: Settlements and payments shall be made monthly by check mailed from your office to the respective parties
at the addresses above given. for the amount of such purchase price due said parties, respectively, less any taxes required

by the law to be deducted and paid by you as purchaser.

FIFTH: Abstracts and other evidence of title satisfactory to you will be furnished to you at any time on demand.
event of failure to s¢ furnish such evidence of ti i i i im i
to the above lands, or the oil produced therefrom, vou may hold the proceeds of all oil received and run, without interest,
satisfactory to vou has been furnished or until such dispute or question of title is corrected or removed to
vour satisfaction. And in the event any action or suit is filed in any Court affecting title either to the real property above
described or to the oil produced therefrom in which any of the undersigned are parties. written notice of filing of such
action shall immediately be furnished you by the undersigned, stating the Court in which the same is filed and
the title of such action or suit, and you or any carrier transporting oil for your account shall be held harmless from
any judgment rendered in such suit and all reasonable costs and expenses incurred in defending against said claim, whether
in vour defense or in the defense of the carrier transporting oil for your account, and the undersigned shall pay said judg-

ment and said costs and expenses.

SIXTH: The undersigned severally shall notify vou of any change of ownership, and no transfer of interest shall be
binding upon vou until a transfer order and the recorded ins i 1 1fi

pavments, if any, assume said responsibility and shall give you notice in writing by registered letter addressed to vou at
the above address. when any such monev or other payments have been completed or discharged or when any other division
of interest than that set forth above shall, for any reason, become effective and to furnish transfer orders accordingly, and
that in the event such notice shall not be received, you shall be held harmless in the event of, and are hereby released from

any and all damage or loss which might arise out of any overpayment. _
SEVENTH: This division order shall become valid and binding on each and every owner above naroed as soon as signed
by him or her regardless of whether anv of the other above named owners have so signed: and in consideration of the pur-

chase of oil hereunder. consent is given hereby to you and any pipe line company which you mav cause to connect with the
wells or tanks on said land, to disconnect and remove such pipe lines. in case of termination by either you or us of purchases

under this division order.

EIGHTH: Working interest owners and operators who sign this division order, and each of them. guarantee and warrant
for vour bhenefit and that of anv pipe line or other carrier designated by you to run or transport said oil, that all oil tend-
ered hereunder has been and will be produced and handled in compliance with the Fair Labor Standards Act of 1938, and
any amendments thereto, and all other federal, state and municipal laws, rules and regulations.

IN ACCORDANCE WITH FEDERAL LAW, PLEASE INDICIATE YOUR SOCIAL SECURITY
OR IDENTIFICATION NUMBER BELOW:
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DU VISION ORDER

TO0: TEXACO TRADING AND TRANSPORTATION INC. Lease No. 13717
Attn: Title Dept. / Central Region A
Post Office Box 5568 T.A.
Denver, Colorado 80217-5568 Date: August 7, 1989

The undersigned, and each of them, guarantee and warrant that they are the legal owners of their respective

interests, in the proportions hereinafter stated, in all oil produced and saved from the

TIMBERLINE OIL & GAS —-—

located in Pratt County, State of Kansas, described as:

Effective at 7:00 A.M. A st 1, 1989, and until further written notice, you are authorized to receive all
such production, for your own purchase or for resale, to receive payment therefor, to give credit for all
proceeds derived therefrom and pay therefor as follows:

OWNER NO. CREDIT TO : TYPE  DIVISION OF INTEREST

DNS - Effective Date
REQUIREMENT: RECORDED DEED 117377-A
IF YOU NEED ASSISTANCE WITH YOUR ACCOUNT PLEASE CALL THE NUMBERS LISTED ON THE REVERSE

All covenants appearing on the reverse side hereof are incorporated herein by reference and the undersigned agree
that each shall be deemed and considered an essential part of this division order in like manner and with the

same effect as if printed above our signatures.

SOCIAL SECURITY OR

SIGNATURE OF WITNESS ' SIGNATURE OF OWNER TAX 1.D. NUMBER
X X X
X X

: PAYMENT FOR THIS INTEREST SHOULD BE SENT TO:
TITI ROUTING:

REC'D
N/A
SUSPENSE @@[@v
DI ACCT o U
ANALYST !
DIGEST
DAYTIME TELEPHONE NUMBER _( )
BASIC DIVISION ORDER FORM [REV. 06/891] [] P1ea§e check box if thi§ is a.NEH ADDRESS and
applied to all leases with this owner number.

/- Z
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The following covenants are also part of this division order and shall become valid and binding upon each
and every interest owner above named upon execution hereof by such interest owner, and upon his or her succes-~-
sors, legal representatives and assigns, without regard to whether any other inteteszownet or owners have so
signed.

FIRST: All oil received and purchased hereunder shall be merchantable oil and shall become your property
as soon as the same is received into your custody or that of any carrier designated by you.

SECOMD: The oil received and purchased hereunder shall be delivered f.o.b. to any carrier designated by
you which gathers and receives said oil and you agree to pay for such oil to the respective owners accerding
to the division of interests herein specified at the price being posted or paid by you at the time of such
deliverys provided, however, that whenever it shall become necessary to truck oil from the leased premises,
the additional costs resulting therefrom shall be deducted from the purchase price prior to computing payments
to be made hereunder. The term "oil"™ as used in this division order, shall include all marketable liquid
hydrocarbons.

THIRD: You shall compute quantity and quality, making corrections for temperature -and deductions for
impurities, according to the customs and prevaillng practice in effect at the time and place of delivery and
subject to rules and regulations prescribed by any governmental authority having jurisdiction in the premises.

FOURTH: Payments shall be made monthly for oil received and purchased during the preceding month, by your
checks delivered or mailed to the respective parties at the addresses above stated; provided that if, at any
time, the monthly payment due any party hereunder shall be less than twenty-five dollars (%$25.00), you may
defer such payment, without interest, until the amount payable to such party equals or exceeds the sum of
twenty-five dollars in which event, payment shall be made at the next regular settlement date. You are hereby
authorized +to withhold from the proceeds of any and all runs made hereunder each interest owner's
proportionate share of any tax levied and assessed by any governmental authority on the oil received and
purchased hereunder and to pay the same in our behalf.

FIFTH: Satisfactory abstracts or other evidence of title will be furnished to you at any time on demand.
Upon failure to furnish such evidence of title, or in the event of a claim or controversy which in your
opinion, concerns title to any interest hereunder, you may withhold, without interest and without 1liability,
proceeds of all oil received by you hereunder until you have been furnished with indemnity satisfactory to you
or competent evidence that such claim or controversy has been settled. In the event any action or suit is
filed affecting title either to the real property above described or to the production therefrom in which any
of the interest owners are parties, written notice thereof stating the court in which the same is filed shall
be immediately furnished to you by such owner against whom the action is commenced. FEach interest owner
agrees to hold you harmless and to protect and indemnify you against any and all loss, cost, expenses or
liability which may arise from such suit. '

SIXTH: Horking interest owners and/or operators who execute this division order, and each of them,
guarantee and warrant that all oil tendered hereunder has been or will be produced and delivered in compliance
with all applicable federal, state and local laws, orders, rules and regulations.

SEVENIH: MNo transfer of any interest or change in the right to receive payments hereunder, however
accomplished, shall be effective as to you until 7:00 A.M. on the first day of the calendar month in which you
are furnished a proper division or transfer order together with proof satisfactory to you evidencing such
transfer or change in the right to receive payments hereunder, and you are hereby relieved of any and all
liability for payment made prior to receipt of a proper transfer order and a certified copy of the instrument
of transfer. ’

EXEHTH: This division order shall remain in full force and effect until cancelled by any party hereto
upon giving sixty days written notice in advance of any such cancellation which shall be mailed to the respec-
tive parties at the addresses shown herein. Cancellation by any interest owner or owners shall not be effec~-

tive as to the interests of any other owner.

NINTH: It is understood and agreed between the parties that this Div-
ision Order is subject to the terms of the 0il and Gas Lease of record,
and nothing herein is intended to modify or change said 0il and Gas Lease,
and in the event of a conflict, the I.ease shall control.

TEXACO TRADING AND TRANSPORTATION INC.
CORPORATE OFFICES
[Office Hours 7:30 A.M. - 6:30 P.M. MTN]

Associate Analyst: Sheila McGuire

If you need assistance with: Please call:

Questions about this Division Order (303) 860-3639
Frac 0il Recoveries . (302) 360-3270
Owner Payment / Monthly Production Payment (303) 860-3220
Operator Purchase Statement (303) 860-3410
Owner Name and Address X (303) 860-3570
Suspense Payments . ; (303) 860-3220
Telecopy (FAX) =+ ~ (303) 860-3210
Teleéqpy Verification” (303) 860-3462
Title Department/Northern & Western Region (303) 860-3220
TTY - Service for Hearing & Visually Impaired 628 87813
All Other Departments (303) 861-4475

%X Please send written notice of any name or address change to:
Title Department/Hame and Address, P.0. Box 5568, Denver, Co. 80217
Be sure to indicate your owner and tax identification numbers.

|
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* N 1.LEASE NO.
)2 KOCH OIL COMPANY TRACT NO.
POST OFFICE BOX 2239 _ ANALYST .

WICHITA, KANSAS 67201

== . 19

The undersigned. and each of them, guarantec and warrant that they are the legal owners in the pronortions set out below of all the oil (which. for the purposes hereol. includes
Ve

juid hvdrocarbons purchased hereunder) produced from the R -
Farm. and described as

. commencing at 7:00 A.M., the

County or Parish. State of

of 19 _and until further written notice either from you or us you are authorized to receive for purchase on the terms

nafter stated oil therefrom to the extent of your requirements giving credit as dirccted below:

uw
. OWNER 8 : - w 1 B
INO. NUMBER 8 NAME INTEREST & ~ 2 8
&, 0
z w Q awl -
G Hw < Sol| &
0 < 19)
< rz = @0l 3
2 43-49 50 76-83 84-85| 86-89 | 90|91




ang covenants 3rg fatt af this dus wige Whall Be Bunitag A the undersigiad, e suceestars, fegal coper. anal avnegns

F. — The oil run 1n pursuarce ol this division order shall become your property upon the dehvery thereof 10 you or any Agent designated by you You are not expected to receiveoiling Juantities
nor {ar fixed periods nor 10 provide storage.

'

Shauld the ail produced from ans formatien in and under the hercin described land be either commingled with other oil, whether such other ol be produced from one or more formations having different
ownership in and under the hecetn devenbed laads of 1a and under any other lands, or be placed in tank batteries located clsewhere than on the herein described land. prior 10 the time 1t becomes vour property, the oil.
commungled or otherwise. sold hercunder. shall be dermed 1o be the interest of the undersigned in that partion of the total oil delivered which is allocated to the herein described land on the basis of the formula
prencribed by the operators of the icases covening the formations or tracts of land involved and the data supplicd to you with respect thereto. and you sicauthorized to accept such inlormation, rely upon thesame and
makec sctlement hercunder on the basis of the quality and gravity of such commingled od so allocated without Iubilily to the undersigned.

Should the interest of the undersigned in the oil produced from the hercin described land be unitized with oil produced from one or more othertracts of land. this division order shall therealter be deemed to be
modtficd to the exient necessary to conform with the apolicablc unitization agreement or plan, and all revistans or amendments thereto, but otherwise 1o reman in full force and effect as to all other provisions. insuch
event. the poriion uf the unitized oil sold hercunder shall be the interest of the undersigned in that portion of the total unitized oil whichis allocated 1o the herein described land and shail be deemed for all purposes o
have been actually produced {rom said land. ’

~ SECOND — Theoil received and purchased hereunder shall be delivered f.o.b. to your own facilities or any agent designated by you, which gathers and receives said oil. and you agree 10 pay for such oilto the
respective ow ners according (o the division of interest hereinaboyve specificd. (the price agreed upon between you and the operator) less any tax ¥ou may be required to pay with respect thereto ur the proceeds thereof
and less apphuable deductions in accordance with arrangements made with the operator, .

THIRD - Quantities of oil puechased hereunder shall be determined by the method of ement and p ' ployed by you or the Agent designated by you to receive such oil including but not by
way of hmitation the gauging of storage tanks using regularly compiled tank tables. the use of certified truck gauges. and the use of meters or any other reasonably accurate method of measurement and computation.
You shail correct the volume and gravity to 2 tempcrature of 60¢7 Fahrenheil and you shall deduct from such corrected volume the full percentages of basic sediment, water. and other impurities as shown by your test.
You may refuse 10 receive any o1l not considered merchantable by you. .

FOURTH — We agree to furnish evidence of title satisfactory (oz‘ou, Until such evidence is furnished or in the event of any adverse claim. oil lien or dispute at any time concerning title tothe above described
teal property or the oil produced therefrom. you may withhold payment for ail accruing 1o the interest or interests affected thereby until you are indemnified 1o your satisfaction or unul such adverse claim, licn or
dispute shall have been fully scitled, without liabily for interest in cither case. If suit is hied alfecting the interest of any of the undersigr.2d, written notice thercof shall be given you. at the above address by party of
parties affected. together with a certified copy of the complaint or petition filed. If you are made a pany to such procecdings, the party or partics affected agree to indemnily you against any judgment rendered therein
and to reumbune you for any costs, attoracy’s fees or other expenses incurred in conncction therewith. .

FIFTH — You will not be responsible for any change of ownership in the ahsence of actual notice and satisfactory proof thereof. Each signer hereof agrees to notify you in writing of any change in his
ownership and agrees that any transfer, assignment. or conveyance of any of his interest hereunder shall be made subject to this division order and effective at 7:00 A.M. on the first day of the calendar month following
the recerpt of saiG notice by vou. Without regard 1o whether any contingency is expressly stated in this division order, you are hereby relieved of any responsibility for determining when any of the interests herein shail
ncrease, diminish, be extinguished or revert 10 other parties as 3 result of the completion or discharge of moncy or other payments from said inlerest, orasa result of the expiration of any time or term limitation (either
definte or indefinite), or as a result of the increase or decrease in production, or as a result of a change in the depth, the method or the means of production, or as a result of a change in the aliocation of production
atfecting the above tract or any portion thereofl under any agreement or by order of Governmental authority, or resulting (rom any other contingency, and until you receive notice 1a writing 1o the contrary. you are
hereby authorized to continue to remil pursuant to the above division of interest. In the event said written notice is ot received by you, you shali be heid harmiess forerror resulting in over or under payment, or a wrong
pavment of any such sum or sums. .

. SIXTH — This order shall bind cach interest owner as soon as signed by him. whether or not signed by any other owner. All provisions herein contained shall apply to each signer hercol separately and not
jointly. This order may be executed in counterparts, all of which together shall constitute one division order. No interest owner may terminate this order withou* giving ninety (90) days prior written notice. in
consideration of the purchase of oil hercunder. consent is given you and any pipe line company which you may cause 1o connect with the wells and tanks onsaid land. to disconncct and remove such pipe lines. in case of
termination by either you or us of purchases under this division order. ° .

SEVENTH — All partics hereto who are connected with the operatian of the lease herein described severally warrant that all oil sold under this division order has been and will be produced and handled in
compliance with the provisions of the Federal Fair Labor Standards Act of 1938 as herctofore or hereafier amended, and all other applicable Federal, State and Municipal laws, rules and regulations,

EIGHTH - With respect 1o any gas condensate purchased and sold under the terms and provisions hereol, the owners of interests in the royalty join herein for the purpose only of making the provisions
hereof applicable 10 the proceeds of the sule of such gas condensate. . . - .

NINTH: This agreement is subject to all the terms and conditions of the oil and gas
lease on this property. Nothing herein shall be construed to amend or modify said lease.

WITNESS: i OWNERS: :
(Sign Below) (Si1gn Below) (PRINT OR TYPE YOUR COMPLETE ADDRESS)

"W P@ RT AN . TO AVOID DELAY IN PAYMENT — YOUR CORRECT ADDRESS AND YOUR

* SOCIAL SECURITY NUMBER OR TAX ACCOUNT NUMBER MUST BE SHOWN.
ALL SIGNATURES SHOULD BE PROPERLY WITNESSED.

ALL DIVISION ORDERS MUST BE SIGNED EXACTLY AS SHOWN
ON THE REVERSE SIDE TO AVOID DELAY IN PAYMENT.
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LEASE No. 080290200100

TO: MUSTANG FUEL CORPORATION OPERATOR MO
2000 Classen Center - 800 East 2000 Classen Center 800 Eas
Oklahoma City, Oklahoma 73106 Oklahoma City, OK 73106

Each of the undersigned guarantees and warrants that he is the legal owner in the proportion set out below

of all the oil, condensate and/or liquid hydrocarbons produced from the lease or unit known as

, which lease or unit is described as follows:

Fifteen West

> p

(15W),
, Kansas )
in Pratt County, State of , and commencing at 7:00 A.M.,
eh Janua 1989 . ) ) )
)ﬂ}dnlt‘S ok a”“u%fawmumm subject to the Covenants appearing on the reverse side hereof, which

same are binding upon the undersigned, their successors, legal representatives and assigns, you are authorized
antil one year from date of the first purchase hereunder and thereafter from year to year unless terminated after

the first full year by written notice of at least 60 days prior to the end of the year to receive oil, condensate and/or

liquid hydrocarbons therefrom, giving credit as directed below:

DIVISION OF
CREDIT TO INTEREST

SEE ATTACHED EXHIBIT

IMPORTANT: YOUR CORRECT ADDRESS AND YOUR SOCIAL SECURITY NUMBER OR TAX AC-
COUNT NUMBER MUST BE FURNISHED.

NOTE: The lease number appearing in the upper right hand corner of this Division Order will be shown along
with your owner number on the remittances covering your interest.

QT SIGNATURE “TAXPAYER
WITNESSES OF OWNER ADDRESS NUMRER

* This is your Social Security or other identification number as required by Federal Internal Revenue
Code. Under the penalties of perjury, I certify that the taxpayer identification number provided on this
form is true, correct, and complete.

(Over)

‘he provisions on the back side hereof are part of this Division Order.

FC—1020C ' ’
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COVERN
The following covenantx are a part of this Division Order:
. The oil run hereunder shall become your property upon the delivery thervof to you or ta any carrier, pipeline, person, firm or corporation designated by you lo receive szid oil.

2. The oil purchased and received hereunder shali be detivered F.OL18. to any carricr, pripeline, tanks or other Iacilities designated by you to gather and reccive said oil. You agree to pay for such 6il to the
respective owners thereof according (o the division of interest herein specilied al the price posted Ly you for oil of the same grade, gravily and quality from the field or area in which the afuredescribed lease
or premises is lucaled on Lhe date said vil is received by you. lesa trucking or pipeline gathering charges (including tranaportation laxes) deemed necessary by you. Where sutomatic metering devices are

used or where required by purchase contracls you are authorized Lo use the average daily runs for cach month as the actual daily runs from such premiscs.

3. Quantities of oil purchased hereunder shall be run and measured in terms of 42 U.S. gallans of 231 cubic inches adjusted o sixty {60) dcrrees Fahrenheit per barrel from regularly compiled tank tables
fur the tanks from which oil is delivered, or from certificd lank truck gauges un oil taken in ank trucks, or in accordance with any rules and regulations prescribed Uy any authorized governmental entily,
or in accordance with any accepled practices or customs prevailing at the time and vlace of delivery. You mey deduct from all oil received all basic sediment, dirt, water and other impurities, and. in addi-
tion, may correct the volume of oil Lo normai temperature of sixty (G0} degrees Fahrenheil. Where a well produced oil after liquid hydrocarbons have been injected into the same. doductions may be made
by you for an amount of ¢il equivalent to the amount of liquid hydrocarbons so injected. You niay require that such oil be trealed when necessary Lo render it merchantable. You have the unqualified right
lo refuse lo receive any oil nol cnnsi(lcr;d merchantabie by you or of acceptable quality. Before making payments Lo the owners hereunder there shall be deducled therefrom any severance, gross production,

occupation or other taxes on such oil or the produclion or the purchaser thereofl imposed by law and required Lo be deducted by you ms purchaser of aaid oil.

4 The proceeds of auch oil. after deducting any laxes or other charges as are herein provided, shall be paid monthly for vil received and purchased during the preceeding month according to the division

of interest set out herein by check or draft therefur mailed Lo each party at their address herein designated; provided, however. that at your option no payments need be made W or for the account of any

individual interest holder until the aggregate sum due on account of such interest shall amount to $16.00 or more.

5.

All working inlerest owners and all parties herelo wha are conneeted with the aperation of the said lease herein referred to guarantee and warrant that all oil rold hereunder has been and will be pro-
dured and handled in compliance with the provisiona of the Federal Frir Labor Standards Act of 1938 an herelofore or hercalter amended and il other applicable federal, state and other guvernmental laws,

rules and regulations.

6 Should the intercst of the undersigned in the oil produced from the hereindeseribed Innd or from any formation underlying said Jand be unitized with other iands or other formations, either voluntarily,
by operation of iaw or by order of stale or olher governmental authority. this division order rhall therafter be deemed to be modified Lo the extent necessary to conform with the applicable unilizalion agree-
nment or plan, and all revisions or amendments thereto, but otherwise to remain in {ull force and effect as W all other provisions. In auch event the portion of the unitized o0il sold hereunder shall be the

interest of the undersigned in thal portion of the tolal unitized vil which is allucated to the hereindescribed land or furmation underlying said land and shall be deemed for all purpases to have been actually

produced [rom said land or formatien underlying said land.

7. Fach of the undersigned hereby covenants and warrants and agrees o defend the title to the vil credited to such undersigned owner according o the division of interest hereinabove indicated. as well
as that it has the authorily to scll Lhe oil, condensate. and/oc liquid hydrocarbons and agrees to defend all interest herealter acquired. and further agrees to indemnify and save you or any other purchaser
of said oil. and any carrier designated by you or other purchaser to receive the said eil, and cach of them, harmless against all and every charge or expense of any kind whatsvever which may e sullered or
incurred by or on account of receiving or purchasing or transporting said oil. or by reason of any and all claims of any kind whatsoever as Lo said oil. including but not limited Lo any claim for conversion of
such production. Satislaclory abstracts and other evidences of Lille will be furnished you upon demand. In the event of a failure to furnish such abstracts or evidence of title. or in the event of any dispute or
yuestion at any time concerning Litle to the land or indicated interest. or vil. condensate, and/or liquid hydrocarbons produced and/or processed therelrom, or the authority of the undersigned to sell the same.
you may withhold the payment for all oil. condensate. and/or liquid hydrocarbons received and run, without interest until indemnity satisfactory to you has been furnished, or until such dispute or question
of title is scttled and determined Lo your satisfaction. If any action or suit is filed in any court alfecting title, either Lo the real property above described, the indicated interest, or nil, condensate, and/ov Haquid
hydrocarbons produced and/or processed therefrom, including the authority of the undersigned to sell the same, you and/or your numinee pipe line company. or other production purchaser, shail be held
harmless from any judgnient rendered in such suil, including any award mnde in such judgment for punitive or exemplary damages, and you shall be reimbursed for all the reasonabile costa and expenses
incurred in defending against said claim, including the cost of any appeal, plus witnesa fees, meals, lodging, and travel expenses incurred by yeur wilnesses and allorneya in defending the action or suit If
it becomes necessary o institute legal proceedings against the undersigned to enforce the indemnity provisions conlained herein, the undersigned agrees W pay court costs, plus the reasonable costs and
cxpenses incurred by you in proscculing the action against the undersigned. including witnesa fees. meals, lodging, and travel expenses of witnesses and allorneys, together with an atlorney’s fee equal lo
(ifteen percent (15%) of the judgment rendered agninst you, plus interest at the rale of ten percent (10%) per annumn, until pail. on the amount of the judgmient rendercd against you, with the Len percent
(1070 interest being asacssed from the date that judgment against you hns been satisficd and releaged. It in further agreed that the altorney fees 1o be paid by the undersigned will be due, regardless of
whether the liligation is handled by your in-house or stafl counsel or referred to counsel engaged in the private practice of law.

8. Without impairment of any warranly herein contained abstracts or uther evidence of the undersigned's title Lo raid oil shall be furnished at any time upon demand. U1, in your epinion the undersigned
docs nut have goud and merchantable titie 1o Uhe ail produced and the interest claimed therein by such undersigned, or in ease of adverse claim of Litle Lo the Iand or mineral interest from which raid oil
may be produced or o which said vil is allocated under any unit operation, o o any of such oil, you miay withhold, witheut intereat and without liability the purchase price or procecds of said oil. until indemnity
salislactory lo you has been {urnishied or until such title is made acceptable o vou, or until such adverse claim is settled to your satisfaction, If suil is filed affecting the inlerest of any of the undersigned,
writlen notice thereof shall be given to you at the abuve address by the party or parties alfected, together with & cerlificd copy of the complrint, petition or bill of particularx filed, and the party or parties

alfected thereby agree Lo indemnify you against any judgment rendered hierein and to reimburse you for any custs, atlorneys’ fees or other expenscs incurred in connection therewith.

9. You will not be responsible for any change of ownership in the absence of actual notice and proof thereof satislactory to you. and receipt by you of & proprer and exceuted transfer order reflecting such
changes of ownership. Each of the undersigned agrees W nolify you in writing of any change in his ownership and agrees that any cransfer, assignment or conveyance of any of his inlerest hereunder shall be
made subject to this division order and elfective at 7:00 o'clock AM. on the first day of the calendar month following Uhe receipt of said notice, aatisfactory proof thereof and transfer order by you. Without
regard to whetlier any conlingency or condilion ix expressly atated in this division order. you are hereliy relieved of any reaponsibility for determining when any of the interest herein chall increase. diminish,
change. be extinguished or revert lo ather partics as a result of the completion or discharge of muney, production or olher payments from said interest or the production atiributaliie theretn, or as a resuil of
the expiration of any time or term limitation (either definite or indefinile). or as a result of the increase or decrease in produclion, or as & result of a change in producing depth or formation. the method or
means of production, or as a result of a change in the allacation of productivn affecting the above tract or any portion thereof under any agreement or by order of governmental authorily, or resulting from
any other cuntingency, and until you receive the afuresaid nolice, satisfactory prool and transfer orders o the contrary. you are hereby authorized Lo remit pursuant lo the above division of interest In the

event the sluresaid written notice, satislactory proof and transfer ordera are not reccived by you. yuu shall be held harmlens for crror resulling in over or under payment. or & wrong payment of any sums.

10, You are authorized to purchase all the oil, condensate and/or liquid hydeocarbuns, which may bie vroduced fram the above described prerises including, but not limited to distitlate, condensate, drip

gasoline and the like. If and as often as oil. condensate and/ur diquid hydracarbans are so purchased, all of the terms and covenants of this division order shall apply theretn. and vil as used herein shall be
interpreted as including all such oil. condensate and/or liguid hydrocarbons heing purchased by ynu as is applicable except that the price to be paid for ruch liquids shall be the price which ix agreed upon

from time to time between you as purchaser and the operator of the said premises as seller. it being understond and agreed Lhat each of the undersigned hercly designates the said operator as his agent for

the purpose of selling the said oil, condensale and/or liquids.

1. I the partics hereto have also entered into an vil, condensale and/or Hguid hydrecarbon sale contract, and if any of the provisions of said contract and this division order differ, or are in conflict, or

create any uncertainty or ambiguitly, the provisions of said contract ghatl govern and prevail.
12, This division arder may lie excculed in counterparts and shall be binding an and shall inure to the benelit of each signer heretn, his heirs. successors. and assigns, whelher or not it is exccuted by all

parlics named herein.

13. The terms and conditions of this Division Order are subject to and are
inferior to all the provisions of the Lease on said property. In the event
of a conflict, the terms of the Lease will control. This Division Order is
to verify the interest of the royalty owner only, it does not constitute a
consent to the operator posing as first purchaser or waive any rights the
royalty owner has to be paid by the actual first purchaser.

\ -~



~tVISION ORDER
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@@ Y LEASE NO. 12003
TO: KOCH OIL COMPANY - = TRACT NO
POST OFFICE BOX 2239 ANALYST GHL/11
WICHITA, KANSAS 67201
’ April 11 .19._88
The undersigned. and cach of them, guarantee and warrant that they are the legal owners in the proportions set out below of all the oii (which, for the purposes

hereof. includes all liquid hydrocarbons purchased hereunder) produced from the 0il Producers Inc. of Kansas

Bucklin Lease #12003

Farm, and described as

5)
in : ratt County or Parish. State of Kansas
dayof. March

commencing at 7:00 A. M., the 1st

.19 88 . and until further written notice either from you or us you are authorized to receive for purchase on the terms
hereinafter stated oil therefrom to the extent of your requirements giving credit as directed below:

LEASE OWNER B ol
NUMBER NUMBER NAME INTEKEST | z% |TRACT|5¢52
12003

WITNESS: OWNERS:

(Sign Below) (Sign Below) (PRINT OR TYPE YOUR COMPLETE ADDRESS AND TAX IDENTIFICATION NUMBER)




The tollowing covenants are part of this division order and shall be binding un the above signcd. their successors, lepal represeatatives, and assigns:

FIRST  The oil run in pursuance of this division order shall hecome your praperty upon the delivery thereol 1o you or any Agent designated by you. Youare not expected to receive oil in delinite yuantiues
nor for fixed periods nor te provide storage.

Shoutd the oil produced trom any formation in and under the herein deseribed lund be cither commingled with other oil. whether such other oif be produced from onc or more [ormations having diiferent
ownership in and under the hercin deserihed lands orin and under any ather bands, or he placed in tank batteries tocated elsewhere than on the herein deseribed land, prior to the time 1t becomes your property. the ol
commingled or otherwise. sold hereunder., shall be deemed to be the interest of the ahove signed in that portion ol the total o debivered which s altecated to the herein described land on the basis of the tormula
prescribed by the operators of the leases covering the formations or tracts ol land involved and the data supplicd 1o you with respect thereto, and you are authorized to accept such information, rely upon the samc and
make sctticment hereunder on the basis of the quality and gravity of such commungled oif so allocated without liability to the above signed.

Should the interest of the abose signed in the oif produced from the herein described Jand be unitized with uil produced Irom onc or more other tracts of land. this disisan order shall thereafter be deemed to
be modificd to the extent nccessary to conform with the apphicable unitization agreement or plan, and alf revisions or amendments thereto, but otherwisc to remain in full force and cliect as to ali other provisions. In
such event. the portion of the unitized oil sold hereunder shall be the interest ol the above signcd in that portion of the total unitized ail which is aliocatcd to the herein described land and shall be deemed lor all
purposes to have been actually produced from said land.

SECOND - The oil received and purchased hereunder shall be delivered [.o.b. 1o your own {acilities or any agent desipnated by you. which gathers and receives said oil, and you agrento pay forsuch oilto
the respective owners according to the division ol interest hereinabove specilied. (the price agreed upon between you and the opcrator) less any tax you may be requircd Lo pay with respect thereto of the proceeds
thereof and less applicable deductions including marketing and 1nactive account adjusiments.

THIRD - Quantitics ol 0il purchased hereunder shall be determincd by the method of measurement and computation cmploved by vou or the Agent designated by you to receive such oif including but not
by way of limitation the gauging of storage tanks using regularly comjaled tank tables. the use of certified truck pauges. and the use of meters or any other reasonably accurate method of measurcment and
computation. You shall correct the volume and gravity to a temperature ol 60° Farenhent and you shall deduct {rom such corrected volume the full percentages of basic sediment. water, and other impuritics as shown
by vour test. You may retuse to receive any oil not considered merchantable by you.

FOURTH  Weagree to {urnish evidence of title satisfactory to vou. Until such evidence is furmshed or in the event of any adverse claim, oil fien or dispute atany time concerning title to the above deserihed
real property or the oil produced thereirom. you may withhold payment lor oil accruing to the interest or interests alfected thereby until vou are indemnilied to vour satisfaction or until such adverse claim. hien or
dispute shall have been tully settled. without hiabiluy for interestin cither case. 1 suit is liled alfecting the interest ol any of the above signed., written notice thereof shak be given you, at the abave address by party or
partics alfected, together with a certified copy of the complaint or petition liled. H you arc made a party tosuch proceedings. the party or partics allected agree to indemnify you agiunst any judgment rendered theremn
and to reimburse vou for any costs. attorney’s fees or other expenses incurred in connection therewith,

FIFTH  You will not be responsible for any change of ownership in the abaence of actual notice and satistactory prool thereof. Each sipner hereol agrees to notily you in writing of any chanpe in his
ownership and agrees that any transfer, assignment. o convevance of any of his interest hereunder shall be made subject w this division order and effective at 7:00 A.M. on the first day of the calendar munth lollowing
the receipt of said notice by vou. Without regard to whether any contingency is expressiv stated in this division order. you are hereby relieved of any responsibility for determining when any of the interests hereinshall
increase, diminish. be extinguished or revert to other parties as a resuit ol the completion or discharge of moncy or other payments [rom said interest. or as a resuit of the expiration of any time or term limitation {enther
definite or indcfinite). or 4s a result of the increase or decreasc in production, or as a result of a change in the depth. the method or the means of production. o as a result of a change in the allocation ol production
alfecting the above tract or any portion thereof under any agreement or by order of Governmental authority, or resulting from any other contingency, and until you receive notice in writing to the contrary. you are
hereby authorized to continue to remit pursuant to the above division ol interest. In the event said written notice is not received by you, you shall be held harmiess for error resulting in over or under payment. or &
wrong payment of any such sum or sums. Should adjustments be necessary you shall have rights to set ofl any and all individual or joint liabilities we have with you. including but not limited to, procceds from this and
other lease interests owned by us.

SIXTH  This order shall bind each interest owner as soon as signed by him. whether or not signed by any other owner. All provisions herein contained shall apply to cach signer hereof separately and not
jointly. This order may be executed in counterparts., all of which together shall constitute one division arder. No interest owner may termunate this order without giving mnety (90} days prior written notice. in
consideration of the purchasc of oil hercunder. consent is given you and any pipe line company which you may causc 1o connect with the wells and tanks on said land. to disconnect and remove such pipe fines. in case ol
termination by cither vou or us of purchases under this division order.

SEVENTH  All partics hereto who are connected with the operation of the lease herein described severally warrant that all oil soid under this division order has been and will be produced and handled in
compliance with the provisions of the Fedcral Fair Labor Standards Act of 193K as heretolore or herealier amended. and all other applicable Federal, State und Municipal laws, rules and regulations,

EIGHTH  With respect 10 any gas condensate purchased and sold under the terms and provisions hereal. the owners of interests in the royalty join herein for the purpose only of making the pravisions
hereof applicable to the proceeds of the sale of such gas condensate.

NINTH: It is understood between the parties that this Division Order is executed for
the purposes of indicating and guaranteeing the royalty interest owned by the signator.
It is in no way intended to modify or change the conditions of the lease on the property,
and in the event of conflicts, the provisions of the lease shall control.

lMPORTANTI TO AVOID DELAY IN PAYMENT — YOUR CORRECT ADDRESS AND YOUR
I  SOCIAL SECURITY NUMBER OR TAX ACCOUNT NUMBER MUST BE SHOWN.

ALL SIGNATURES SHOULD BE PROPERLY WITNESSED.

ALL DIVISION ORDERS MUST BE SIGNED EXACTLY AS SHOWN
ON THE REVERSE SIDE TO AVOID DELAY IN PAYMENT.

VY



HOUSE BILL No. 2872
By Representatives Hamm and Shore

2-7

AN ACT concerning oil and gas; relating te payment of
proceeds from oil and gas production: stating purpose of
division orders; and restricting certain uses of division
orders.

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

Section 1. (a) As used in this section, a "division
order" is an instrument for the purpose of directing the
distribution of royalty payments from the sale of oil, gas,
casinghead gas or other related hydrocarbons, in accordance
with the terms of the oil and gas lease from which such

production was derived. The term division order as defined
herein shall include, but is not limited to, instruments
commonly referred to as "Stipulation of Interest", "Transfer

Order"”, and "Division Order". A royalty owner is not
required to sign a division order as a condition of
receiving royalty payments under the terms of the oil and
gas lease from which such interest is derived. A division
order is executed to enable the party responsible for the
remittance and distribution of royalty payments to make
those payments directly to the royalty owner.

(b) A division order shall include the name, address,
tax identification number, a stipulation of interest of each
interest owner in the oil and gas production from the
leagehold estate, and a provision requiring notice of change
of ownersghip.

The division order shall also include the name and address
of the lessgee, or its duly authorized agent, which is
responsible for payment of royalties from the leasehold
estate and a description in sufficient detail to describe
the lease or unit name and its location, including its
Section, Township, Range and County.

(c) A division order is not intended to and does not
relieve the lessee, or agents acting on lessee’s behalf, of
any liabilities or obligation under the oil and gas lease.
A division order which modifies or amends the terms of any
oil and gas lease is invalid to the extent of the variance.

(d) A division order may be revoked at any time by any
party to the order by duly notifying the issuer of the
division order in writing of such revocation. The
revocation shall become effective at 7:00 a.m. on the first
day of the calendar month following receipt of such notice.

(e) This act shall not be construed to diminish the
rights of royalty owners under common law or otherwise.

Section 2. This act shall take effect and be in fulll Fweser wn
force from and after its publication in the statute book. RIDEP




.nsas Farm Bureau

Fs. PUBLIC POLICY STATEMENT

HOUSE COMMITTEE ON ENERGY AND NATURAL RESOURCES

RE: H.B. 2872 — Concerning 0il and Gas Division Orders

February 19, 1990
Topeka, Kansas

Presented by:
Bill R. Fuller, Assistant Director
Public Affairs Division, Kansas Farm Bureau

Chairman Spaniol and Members of the Committee:

My name is Bill Fuller. I am the Assistant Director of the Public Affairs

Division for Kansas Farm Bureau. We certainly appreciate this opportunity to

speak on behalf of the farmers and ranchers who are members of the 105 County
Farm Bureaus in Kansas.
We support the concept of H.B. 2872. Our position is based upon a new

section in Farm Bureau policy on "Mineral Interests.” The 437 voting delegates

representing the 105 County Farm Bureaus at the 1989 KFB Annual Meeting adopted

this resolution:

Mineral Interests

We believe legislation should provide for an orderly
divestiture of mineral interests held by the Farm
Credit System. These mineral interests should be
appraised and sold to the owners of overlying surface
property.

We support legislation to reduce from 20 years to 10
years the time required for unused mineral interests to
be returned to the owner of the overlying surface land.

We support legislation which would result in rene-
gotiation of mineral leases involving infill drilling.

We support legislation to give a royalty owner a lien
to ensure rovalty payments — or an improved,
secured creditor position in the case of a mineral
producer bankruptcy.

We believe legislation is needed to protect a land-
owner and royalty owner from division orders which
modify or amend the terms of an original lease to the
disadvantage of the royalty owner or landowner. We
support legislation to require the payment of interest
on suspended royalties.

We are told that whenever a "division order" is in conflict with a "lease",

the provision of the lease prevails. We understand this policy is based

currently upon case law. However, it has been pointed out to us that division

orders are sometimes modified with language calling for additional obligations

We believe H.B. 2872 1is an attempt to

not listed in the original lease.

establish in Kansas law by codifying the current policy that is now based upon

[ Everes avs VR
2 /9~ FGo

Thank you for this opportunity to express Farm Bureaus support for H.B. 2872.
SFrTAC Iy mENT

case law.
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105 SOUTH BROADWAY ¢ SUITE 500 ® WICHITA, KANSAS 67202 » (316) 263-7297

February 19, 1990

Energy and Natural Resources committee
House of Representatives

State Legislature

Topeka, Kansas

Re: HOUSE BILL No. 2872
AN ACT concerning oil and gas: relating to divsion orders

My name is Spencer L. Depew, and T am an attorney at law
practicing in Wichita, gedgwick County, Kansas. I am chairman of
the Legislative Committee of the RKansas Independent 0il & Gas

association (KIOGA).

T have reviewed House Bill No. 2872 and I make the Ffollowing
comments:

1. T have no objection te the apparent intent of this bill,
put I question whethey this legislation is necessary. It is my
opinion that the inmport of the bill as contained in Section 1. (C)
ig already embodied in the common 1aw of the state of Kansas., It
is my opinion that under present Kansas law the execution of the
division order does not vary the rights, duties and obligatins of
the lessor and the lessee under an existing oil and gas lease. My
conclusion is based upon existing Kansas law as set forth in the
case of Maddox v. Gulf ©il Corvorgtion, 222 Kan. 733 (1977), and
the case of Holmes v. Kewanee Oil Co., 233 Kan. 544 (1983). The
Maddox case defines a Gdivision order as an instrument required by
the purchaser of oll or gas in order that it may have a record
showing to whom and in what proportions the purchase price is to
be paid. Tts execution ig procured primarily to protect the
purchaser in the matter of payment for the pil or gas, and may be
considered a contract between the sellers on the one hand and the
purchaser on the other. The Maddox cese then holds that an attempt
to modify the lease by placing in the divieion order a provision
which deprives the royalty owner of interest on royalties held in
suspense, which division order the lessor signs, ig without
consideration from the lessee and the provision waiving interest
is null and void. The Holmes case reiterates the law as set forth
in the Maddox case and in the Holmes case at page 550 the Kansas
Supreme Court states:

L Ewveeay ans NR
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tye hold the lesscorse’ signatures on the divigion orders
did not alter the leases." .

Tn the Holmes case, reference is algo made to the case of HWagnexr
v. Sunray Mid-Continent 03l Co., 182 Kan. 81 (1957).

In view of the above statements of the Xansas Supreme Court,
we quéestion whether there is a present need for House Bill No.

2872,

5. If the Committee nonetheless feels that House Bill No.
2872 needs further consideration, we would reconmend that thought
be given to reworking the cecond sentence of Section 1. (c). We
would like to see clarification inserted as to whether any variance-
of the terms of an oil and gas lease shall be consldered to be
fatal. The proposed bill further states that in that event, the
division order shall be "invelid." 1Is it intended by the bill’s
gponsors that the word “invalid" is to be construed as being
synonomous with "void,", or perhaps is the intent that the division
order will be "unenforceable"? The sentence then contains a
proviso as follows: -
" unless the c¢hanges have been previously agreed to

» - .

by the affected parties".

Does the previous agreement need to be in writing or may it be
oral?

3. We are also concerned about the effect of this bill, if
enacted, upon the oil and gas purchasgers. Is it intended by the
bill’s sponsors that every oil and/or gas purchaser must compare
ite printed division order form with tne underlying oil and gas
lease or leases in question, and if the purchaser feels that there
may be a "variance", should & prudent purchaser suspend all
proceeds payable from the sale of oil and/or gas until such time
as the purchaser obtains from every person person who has signed
the division order a statement that the Interest owner agrees that
there is no "variance! between the terms and provisions of the
division order and the underlying oil and gas lease? Or, perhaps
the sponsors of the bill intend that the oil and/or gas purchaser
in each case will custom draft a division order to comply with the
specific oil and gas lease or leases in question, before submitting
the same to the interest owners for signature. Either of these
procedures would be cumbersome, expensive, time consuming, and
would ultimatley lead to many delays in the release of funds to the
interest ownersg by the purchaser,

We respectfully request that the House Energy and Natural
Ragources Committee and its appropriaste sub-comnittees, give
conaideration te these thoughts in assessing the need for this bill
in the state of Kansas at this time. '

Respectfully submitted,

Spencer L. Depew
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