Dear Senators BAIR, VICK, Stennett, and
Representatives RAYBOULD, Gestrin, Pence:

The Legislative Services Office, Research and Legislation, has received the enclosed rules of the

Idaho Department of Lands:

IDAPA 20.03.16 - Rules Governing Oil and Gas Leasing on Idaho State Lands - (Fee Rule) Proposed
Rule (Docket No. 20-0316-1601).

Pursuant to Section 67-454, Idaho Code, a meeting on the enclosed rules may be called by the
cochairmen or by two (2) or more members of the subcommittee giving oral or written notice to Research
and Legislation no later than fourteen (14) days after receipt of the rules' analysis from Legislative
Services. The final date to call a meeting on the enclosed rules is no later than 10/24/2016. If a meeting is
called, the subcommittee must hold the meeting within forty-two (42) days of receipt of the rules' analysis
from Legislative Services. The final date to hold a meeting on the enclosed rules is 11/22/2016.

The germane joint subcommittee may request a statement of economic impact with respect to a
proposed rule by notifying Research and Legislation. There is no time limit on requesting this statement,
and it may be requested whether or not a meeting on the proposed rule is called or after a meeting has
been held.

To notify Research and Legislation, call 334-4834, or send a written request to the address on the

memorandum attached below.
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Legislative Services Oflice
Idaho State Legislature

Eric Milstead Serving Haho' s Glizen Legialafiure

Director
MEMORANDUM
TO: Rules Review Subcommittee of the Senate Resources & Environment Committee and the

House Resources & Conservation Committee

FROM: Deputy Division Manager - Katharine Gerrity
DATE: October 04, 2016
SUBJECT: Idaho Department of Lands

IDAPA 20.03.16 - Rules Governing Oil and Gas Leasing on Idaho State Lands - (Fee Rule) Proposed Rule
(Docket No. 20-0316-1601)

The Idaho Department of Lands submits notice of a proposed fee rule at IDAPA 20.03.16 - Rules Gov-
erning Oil and Gas Leasing on Idaho State Lands. According to the department, the rule clarifies the lease
nomination and lease auction process, provides that oil and gas leases shall have a lease term as provided by
Section 47-801, Idaho Code, improves lease area language to minimize unnecessary small acreage leases, ad-
justs the lease tract application/nomination fee, the annual lease rental rate per acre, the assignment fee and
the shut-in fee to current day cost recovery levels, updates definitions and makes a number of non-substantive
housekeeping changes.

The department states that current fees are at 1988 levels. The department indicates that the proposed fee
changes are in line with other oil and gas producing states in the western United States and that, if approved,
will have a positive impact on Dedicated Fund (Earnings Reserve) revenues. The department proposes the
following fee changes which it indicates reflect cost recovery levels for administrative efforts on behalf of the
department:

* Lease tract application/nomination fee - proposing to raise the fee from $25 to $250 per lease tract,
which is the current application fee for all other leasing applications on state endowment trust lands.
The department states that the number of lease tracts nominated per year varies but during the last 10
years have averaged approximately 20 - 40 per year, with one year including more than 200;

* Annual lease rental rate per acre and minimal annual rental rate - proposing to raise the fee from
$1.00 per acre annually to $3.00 per acre annually with a minimum annual rental of $250 to avoid the
issuance of leases with unavoidable small acreages that would otherwise yield a rental rate that would
cost more to administer than the revenue returned. The department states that it currently leases about
70,000 acres for oil and gas and the increase in revenue would slowly be realized as leases carrying
the $1.00 per acre rate expire over the next 10 years;

* Assignment fee - proposing to raise the $1.00 per document fee to $100 in order to achieve cost
recovery for processing. The department states that requests have been highly variable and there
have been only six assignments in the last three years;

* Shut-in fee - these are wells suspended from production at the request of the operator and subject to
approval by the director. The department states that the existing rules do not identify a rental rate
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associated with the shut-in period. The department proposes to double the existing annual rental rate
in the lease for the shut-in fee which would provide revenue to the endowed beneficiary that would
otherwise be generated through royalty payments.

The department indicates that negotiated rulemaking was conducted. The rulemaking appears to be au-
thorized pursuant to Section 47-802, Idaho Code.

cc: Idaho Department of Lands
Renee Miller
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IDAPA 20.03.16 - IDAHO DEPARTMENT OF LANDS
20.03.16 - RULES GOVERNING OIL AND GAS LEASING ON IDAHO STATE LANDS
DOCKET NO. 20-0316-1601 (FEE RULE)
NOTICE OF RULEMAKING - PROPOSED RULE

AUTHORITY: In compliance with Section 67-5221(1), ldaho Code, notice is hereby given that this agency has
initiated proposed rulemaking procedures. The action is authorized pursuant to Idaho Code Title 47, Chapter 8,
Section 47-802.

PUBLIC HEARING SCHEDULE: A public hearing concerning this rulemaking will be held as follows:

Thursday, October 13th, 2016 - 9:00 am

Idaho Department of Lands
300 N. 6th Street, Suite 103
Garnet West Room
Boise, ID 83702

The hearing site will be accessible to persons with disabilities. Requests for accommodation must be made not
later than five (5) days prior to the hearing, to the agency address below.

DESCRIPTIVE SUMMARY: The following is a nontechnical explanation of the substance and purpose of the
proposed rulemaking:

The proposed rule changes:

« Clarify the lease nomination and |ease auction process (including the option to use on-line auctions)

* Allow Idaho Code Title 47, Chapter 8, Section 47-801 to determine the |ease length and remove the redun-
dant language in the existing rule language

 Improve lease arealanguage to minimize unnecessary small acreage leases

» Adjust the lease tract application/nomination fee, the annual |ease rental rate per acre (and a minimum
annual rental rate), the assignment fee, and the shut-in fee (see Fee Summary below) to current day cost
recovery levels

» Update definitionsto current day terms

 Adjust rule formatting to comply with current Administrative Rule standards and for general, non-substan-
tive housekeeping

FEE SUMMARY: The following is a specific description of the fee or charge imposed or increased:

The following fee increases reflect cost recovery levels for administrative efforts on behalf of the Department of
Lands and are in line with other oil and gas producing states in the western United States. The existing fees are at
1988 dollar levels. Idaho Code Title 58, Chapter 1, Section 58-127 and Idaho Code Title 47, Chapter 8, Sections 47-
801, 47-802, 47-805, and 47-807 authorize the Department to issue oil and gas leases and establish fees.

The existing application/nomination fee for lease tracts is $25. The Department is proposing raising the
application/nomination fee to $250 per lease tract, which is the current application fee for al other leasing
applications on state endowment trust lands (as approved by the Land Board). If approved this would result in a
positive impact on Dedicated Fund (Earnings Reserve) revenues. The number of |ease tracts nominated per year has
been highly variable during the last 10 years, the average being approximately 20-40 lease tracts per year, with one
year including more than 200.

The existing rental rate per acre for oil and gas leases is $1.00 per acre annually. The Department is proposing
raising the rental rate to $3.00 per acre annually, consistent with other western oil and gas producing states. The
Department is also proposing a minimum annual rental of $250.00 to avoid the issuance of leases with unavoidably
small acreages that would otherwise yield arental rate that would cost more to administer than the revenue returned.
This increase in rent would result in a positive impact on Dedicated Fund (Earnings Reserve) revenues. The
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)
Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking

Department currently leases approximately 70,000 acres for oil and gas. The increase in revenue would slowly be
realized as oil and gasleases carrying the $1.00 per acre rental rate expire over the next 10 years, subjecting the leases
to the new rental rate (if approved).

The existing administrative fee for assignments is $1.00 per document. The Department is proposing raising the
assignment fee to $100.00 in order to achieve cost recovery for processing. Thisincrease in revenue would result in a
positive impact on Dedicated Fund (Earnings Reserve) revenues. Request for lease assignments historically have
been highly variable yet there have been only six assignmentsin the last three years.

The existing rule language for shut-in oil and gas wells (wells suspended from production at the request of the
operator and subject to approval by the Director) does not identify arental rate associated with the shut-in period. The
Department is proposing a doubling of the existing annual renta rate in the lease for the shut-in fee which is
consistent with other western oil and gas producing states and would provide revenue to the endowed beneficiary that
would otherwise be generated through royalty payments. This increase in revenue would result in a positive impact
on Dedicated Fund (Earnings Reserve) revenues.

FISCAL IMPACT: This Proposed Rule will have no impact, negative or positive, on the General Fund because the
oil and gas|easing program impacts only Dedicated (Earnings Reserve) Funds. The proposed fee increases (described
above in the Fee Summary) will result in incremental increases in Dedicated Fund revenues, with the actual increases
dependent on future oil and gas activitiesinitiated by the industry.

NEGOTIATED RULEMAKING: Pursuant to Section 67-5220(1), ldaho Code, negotiated rulemaking was
conducted. The Notice of Intent to Promulgate Rules - Negotiated Rulemaking was published in the July 6, 2016
|daho Administrative Bulletin, Volume 16-7 page 75.

INCORPORATION BY REFERENCE: Pursuant to Section 67-5229(2)(a), Idaho Code, the following is a brief
synopsis of why the materials cited are being incorporated by referenceinto thisrule: N/A
No documents are incorporated by reference in these rules.

ASSISTANCE ON TECHNICAL QUESTIONS, SUBMISSION OF WRITTEN COMMENTS: For assistance
on technical questions concerning the proposed rule, contact Mike Murphy (208) 334-0200 ext. 0290.

Anyone may submit written comments regarding this proposed rulemaking. All written comments must be
directed to the undersigned and must be delivered on or before October 26, 2016.

DATED this 8th day of September, 2016.

Mike Murphy, Bureau Chief - Endowment Leasing
|daho Department of Lands

300 N. 6th Street, Suite 103

P.O. Box 83720

Boise, ID 83720-0050

Phone: 208-334-0290 / Fax: 208-334-5342

THE FOLLOWING ISTHE PROPOSED FEE RULE TEXT OF DOCKET NO. 20-0316-1601
(Only Those Sections With Amendments Are Shown.)
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)
Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking

of-the-oil,-gas-and-other natural-resources-of state lands hi hter is adéted und h aI totes f
Sections 58-104(10, 58-104(6), 58-104(9), 58-105, and 58-127, Idaho Code; Section 58-307, Idaho Code; Title 47,
Chapter 7, Idaho Code; Title 47, Chapter 8, Idaho Code; and Title 67, Chapter 51, Idaho Code. (10-11-88)/ )

00:—002.  (RESERVED)
001 TITLEAND SCOPE.

01. Title. These rules will be cited as IDAPA 20.03.16, “Rules Governing Oil and Gas Leasing on
Idaho State L ands.” ( )

02. Scope. These rules apply to the exploration and extraction of oil and gas resources situated in State-
owned mineral lands. ( )

03. Other L aws. In addition to these rules, the lessee shall comply with all applicable federal, state and
local laws, rules and regulations. The violation of any applicable law, rule or regulation shall constitute a breach of
any lease issued in accordance with these rules.

002. WRITTEN INTERPRETATIONS.

The Idaho Department of Lands maintains written interpretations of its rules which may include, but may not be
limited to, written procedures manuals and operations manuals and other written guidance, which pertain to the
interpretation of the rules of this chapter. Copies of interpretations, subject to the exemptions in Title 9, Chapter 3,
Idaho Code, Sections 9-340A through 9-340H, are available for public inspection and copying at the Director’s office
of the Idaho Department of Lands, 300 North 6th Street, Suite 103, Boise, Idaho. ( )

003. ADMINISTRATIVE APPEALS.

01. Appeal to Board. All decisions of the director are appealable to the Board. An aggrieved party
desiring to take such an appeal shall, within thirty (30) days after notice of the director’s decision, file with the
director awritten notice of appeal setting forth the basis for the appeal. (10-11-88)

02. Hearing. The Board shall hear the appeal at the earliest practical time or in its discretion appoint a
hearing officer to hear the appeal, within sixty (60) days after filing of the notice of appeal. The hearing officer will
make findings and conclusions that the Board may accept, reject or modify. The decision of the Board after hearing or
upon aruling concerning the hearing officer’s findings and conclusions shall befinal. (10-11-88)

03. Judicial Review. Judicial review of the final decision of the Board shall be in accord with the
Administrative Procedure Act, Title 67, Chapter 52, Idaho Code, by filing a petition in the district court in Ada
County, or the county where the Board heard the appeal and made its fina decision, within thirty (30) days after
notice of the Board's decision. Service of the Board's decision may be by personal service or by certified mail to the
lessee. (10-11-88)

004. INCORPORATION BY REFERENCE.
There are no documents that have been incorporated by reference into this rule. ( )

005. OFFICE —OFFICE HOURS—MAILING ADDRESSAND STREET ADDRESS.

The principal place of business of the Idaho Department of Lands is 300 North 6th Street, Suite 103, Boise, |daho
83702 and it is open from 8 am. to 5 p.m., Monday through Friday, except legal holidays. The mailing address is:
Idaho Department of Lands, PO. Box 83720, Boise, Idaho 83720-0050. The telephone number of the office is (208)
334-0200 and the fax number is (208) 334-3698. ( )

006. PUBLIC RECORDSACTION COMPLIANCE.
The rules contained herein have been promulgated according to the provisions of Title 67, Chapter 51, Idaho Code
and are public records.

0047.--009.  (RESERVED)
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)
Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking

010. DEFINITIONS.

01. Board. The Idaho State Board of Land Commissioners or its authorized representative, or where
appropriate, the state of 1daho. (10-11-88)
02. Commission. The Idaho Oil and Gas Conservation Commission. (10-11-88)
03. Collateral Surety Bond and Cor porate Surety Bond. See Subsections 080.04.a. and 080.04.b.
(10-11-88)
04. Department. The Idaho Department of Lands, Boise office business address is 300 North 6th
Street, Suite 103, Boise, daho 83720. (10-11-88)
05. Director. The director of the Idaho Department of Lands or his authorized representative.
(10-11-88)
06. Discretion. Exercising authority to make a decision, choice or judgment without being arbitrary,
capriciousor illegal. (10-11-88)

...... i al , i {Smi ; i g ilin # Act|V|t|es
related to the vanous qeolow caI and qeophva ca methods used to detect and determ|ne the eX|stence and extent of

hydrocarbon deposits. @o-se8)( )

08. Final Board Approval. Approval of alease occurs after the lease is signed by the Governor, the
Secretary of State and the director on behalf of the Board after approval of the lease by a mgjority of the Board. All
approved leases shall first be signed by the lessee and then by the above-entitled state officials. (10-11-88)

09. Lease. Anr—oH—and—gas—tease-in—aceord—with—theserules A written agreement between the
Department and a Person containing the terms and conditions upon which the Person will be authorized to use state

lands. (10-11-88)/ )
10. Legal Subdivision. See Subsection 071.04. (10-11-88)
11. L essee. The person to whom a lease has been issued and his successor in interest or assigneg(s).

More than one (1) person may be entered as an applicant on the application form but only one (1) person shall be
designated in the application for lease or assignment as the lessee of record with sole responsibility for the lease under
theserules. (10-11-88)

12. Lessor. The Board on behalf of the state of Idaho. (10-11-88)

13. M otorlzed Eprorat|on Equment e i e

i ipment Motorized exploration equi pment
means the equi pment used |n expl orat|on wh|ch mav a,opredablv dlsturb or damage the land or resources thereon as
defined in I1daho Code 47-703A. {10-11-88)( )

14. Natural Gas Plant Liguids. Natural Gas Plant Liquids means hydrocarbon compounds in raw gas

that are separated as liquids at_gas processing plants, fractionating plants, and cycling plants. Natural Gas Plant
Liquids obtained include ethane, liquefied petroleum gases (propane and the butanes), and pentanes plus any heavier
hydrocarbon compounds. Component products may be fractionated or mixed.
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)

Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking
15. Oil and Gas. Oil and gas means oil or gas or both. )
156.  Person. (7-1-93)
a. Anindividua of legal age; (7-1-93)
b. Any firm, association or corporation that is qualified to do business in the state of Idaho; (7-1-93)

C. Or any public agency or governmental unit, including without limitation, municipalities.
(10-11-88)

167. Production in Paying Quantities. That gross income from oil and/or gas produced and saved
(after deduction of taxes and royalty) that exceeds the cost of operation. (10-11-88)

178. State Lands. Lands, including the beds of navigable waters within Idaho, in which the title to
mineral rights are owned by the state of Idaho and that are under the jurisdiction and control of the Board or any other

state agency. (10-11-88)
19. Tract. Tract means an expanse of land representing the surface expression of the underlying
mineral estate that includes oil and gas rights owned by the State. A tract: ( )
a. May be identified by its public land survey system of rectangular surveys which subdivides and

describes land in the United States in the public domain and is regulated by the U.S. Department of the Interior,

Bureau of Land Management; )
b. Is of no particular size; )
C. Shall be a maximum size of 640 acres or one section, unless otherwise determined by the Director;
)
d. May beirregular in form; )
e Is contiguous; )
f. May lie in more than one township or one section; )
a. May have a boundary defined entirely or in part by natural monuments such as streams, divides, or
straight lines connecting prominent features of topography; C )
h. May include the mineral estate beneath navigable waters of the State; and )
i May be combined with other tracts to form a L ease. C )

(BREAK IN CONTINUITY OF SECTIONS)

016. WITHDRAWAL OF LANDS.
At any time prior to final Board approval of alease, the Board reserves the right to withdraw state lands entirely from
oil and gas leasing if consistent with its constitutional and statutory duties and in the state’s best interests;previded

it

017. -- 019. (RESERVED)

020. QUALIFIED APPLICANTSAND LESSEES
Any person as i
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)
Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking

who is not then in default of any contract with the state of 1daho or any
Department or agency thereof is a qual|f|ed appllcant and Iessee No member of the Board or employee of the
Department may take or hoId such | = . ; :

021. EXPLORATION.

01. Written Permit Required. Any expleratienwith appreciable surface disturbing activity, including,
but not limited to, motorized exploration eguiprent on state lands is prohibited except by written permit for
wh+eh—ehal4—be—val+d—feHm-net-yL(-99)—day&eF

expl oratlon signed for a per| od of ti me as determ| ned by the dDirector;.

Commissi on ‘ ) &9—&88}( )

02. Permit Conditions. The permit shall contain such conditions as the director determines will
protect the eX|st|ng surface uses and resources of the state. The permit applicant shall pay in advance the fee required
by Section 120:-heweverw oo i
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Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)
Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking

022. LEASE ACQUISITION PROCESS.

01. Acquiring a Lease. A lease shall be acquired for the exclusive right and privilege to explore for
and produce oil and gas by oral auction, online auction, or such other method of competitive bidding authorized by

the Board, in its discretion, determined to be in the best interest of the state, and shall be awarded to the winning
bidder at close of auction. The winning bidder at auction shall be issued the lease by the Department on the first day
of the month following Final Board Approval. The Board and Department reserve the right to reject any or all
nominations or bids, and expressly disclaim any liability for inconvenience or loss caused by errors that may occur
concerning lease offerings.

02. L ease Provisions. ( )

a. Term. All oil and gas leases shall have aterm as provided by Idaho Code 47-801 as amended and
shall continue from year to year thereafter for so long as production of oil and gas continues in paying quantities, or
aslong as the lessee conducts diligent and continuous drilling operations. ( )

b. Advance Annual Rental. The lessee shall pay to the state of 1daho an advance annual rental for each
lease of $3.00 per acre with a minimum of $250.00 per lease.

(o Diligent Drilling. Diligent and continuous drilling operations means no delay or cessation of
drilling for a period greater than one hundred twenty (120) days, unless extended in writing by the Director. The
Director must receive a written request for an extension at least ten (10) days prior to the expiration of the one
hundred twenty (120) day period. ( )

d. Notification at End of Lease Period. The lessee shall notify the Director in writing prior to the
expiration of the final year of hislease that drilling or reworking operations has commenced and will extend beyond
the expiration date of the lease. Advance Annual Rental, in the amount required by Section 022 for any additional and
each succeeding year, shall be received by the Department prior to the expiration date and shall entitle the |essee to
hold the lease only so long as drilling or rework operations are pursued in accord with these rules. There will be no
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)

Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking
refund of unused rental. ( )
e Abandonment. During any additional or succeeding year of any lease, cessation of production for a

period of six (6) months shall be considered as abandonment. The [ease will then automatically terminate at its next

anniversary date unless the Director determines that such cessation of production is justified or the well meets the
requirements of ashut in well under Subsection 022f. ( )

f. Suspension of Production. The Director may grant a suspension of production not to exceed one (1)
year upon awritten application showing that the lessee is unable to market oil or gas from awell located on the leased
premises capable of oil and gas production in paying quantities due to a lack of suitable production facilities or a
suitable market for the oil or gas and such conditions are outside the reasonable control of lessee and the lease is not
being otherwise maintained in force and effect. If such well is shut in and the Director approves the application for
suspension of production requirements prior to the expiration or termination of the lease then the lease shall be
extended in accordance with the terms of 1daho Code § 47-801 for aperiod of one year if the |essee timely submits an
application in a form approved by the Director and, upon approval of said application, pays a shut-in royalty in the
amount equal to double the annual rental provided for by these rules for each well capable of producing oil or gasin
paying quantities. The lessee must remit the shut-in royalty payment while the [ease is otherwise maintained in force
and effect. Payment of shut-in royalty after the expiration or other termination of the lease will not revive or extend
the lease. The lessee may request continuation of this suspension of production, provided such request is received in
writing by the Director at least thirty (30) days prior to the expiration date of the period of suspension.

03. Nominating a Tract for Auction. A tracts may be nominated for auction either by application to
the Department at least 90 days prior to a Department defined close of auction date, or by Department nomination at
least 90 days prior to a Department defined close of auction date. Any qualified Person may nominate atract for |ease
auction by submitting a nomination to the Department in Boise, and paying the nomination fee in an amount
determined by the Board, during regular business hours (8:00 a.m. to 5:00 p.m.) on the Department nomination form.
Each nominated tract shall be a maximum size of 640 acres or one section. The nominating Person may propose that
multiple tracts be included in a single lease. Each nomination for a tract for auction shall be deemed an offer by the
nominating Person to lease the tract for the advance annual rental amount as defined in Subsection 02 above. ( )

04. Withdrawing a Tract for Auction. Any Person nominating atract for auction may withdraw their
nomination if arequest for such withdrawal is received by the Department in Boise at least ten (10) business days
prior to the opening date of auction. The nomination fee shall not be refunded. ( )

05. Auction Conditions. The Department shall determine the conditions associated with the auction,
including, but not limited to: when or if atract will be offered for auction; whether the tract is to be removed from the

auction; whether multiple tracts will be combined in a single lease at the discretion of the Department; and any
disclaimers, additional information, and any other such terms and conditions associated with the auction of the tracts.
Any such terms and conditions, disclaimers, and additional information shall be posted on the Department’s website.

(]

06. L ease Information for Auction. For each lease to be auctioned, the Department shall provide on
the website: a lease number designated by the Department; the legal description: the lease length; the number of
acres; aminimum bid per acre; alease template; any |ease stipulations; any other |ease information; a specific date
designated for the beginning and ending dates that a bidder may conduct due diligence; a specific date designated for
the opening of auction; and a close of auction date. A notice of |ease auction shall be published at |east once per week
for the four consecutive weeks prior to the date of auction in a newspaper in genera circulation in the county in
which the nominated lease is |ocated and in a newspaper in general circulation in Ada County. ( )

07. Auction Procedure. The Department shall determine the procedures associated with the auction,
including, but not limited to place of auction, time of auction, and bidder reqgistration procedure. Additional auction

procedures are as follows. ( )
a Bid Increments. The minimum bid increment shall be $1.00. ( )
b. Winning Bid. At close of auction, the winning bid for a Lessee shall be the number of dollars bid

multiplied by the number of acresin the L ease, with fractions of an acre rounded up to the next whole acre. If, at close
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IDAHO DEPARTMENT OF LANDS Docket No. 20-0316-1601 (Fee)
Rules Governing Oil & Gas Leasing on Idaho State Lands Proposed Rulemaking

of auction, a bid for a Lease has not been submitted by a bidder, then the Lease shall be awarded to the nominating
applicant. The entry of abid constitutes an enforceable contractual obligation. ( )

C. Amount Due. The amount due for alease shall be the winning bid, plus the first year’s annual rental
amount as per Subsection 02 above, plus the nomination fee. If the winning bid was submitted by the nominator of
the tract(s), then the nomination fee will already have been submitted to the Department and shall not be included in
the amount due. The nominator will be refunded the nomination fee if they are not the winning bidder. ( )

d. Transfer of Funds. Unless otherwise required in the notice of auction, the winning bidder for each
lease shall have five (5) full business days after close of auction to complete the transfer of funds to the Department.
Failure of the winning bidder to transfer funds within the period specified constitutes a breach of contract, and the
state may pursue any action or remedy at law or in equity against the winning bidder. ( )

08. Execution of L ease. The completed L ease shall be executed by the winning bidder within thirty
(30) days from the date of mailing after close of auction, or if personally delivered to the applicant or his agent by the

Department, within thirty (30) days from the date of receipt. An individual who executes a L ease on behalf of another
Person shall submit a power of attorney which outlines his delegated authority. ( )

0423.--044.  (RESERVED)
045. ROYALTIES,

01. Royalty Payments. Unless otherwise specified by the Board, the lessee shall pay to the state of
Idaho in money or in kind to the state at its option a royalty of no |ess than twelve and one-half percent (12-1/2%) of
the oil and/or gas or natural gas plant liquids produced and saved. The lessee shall make payments in cash unless
written instructions for payment in kind are received from the state. Royalty shall be due on all production from the
leased premises except that consumed for the direct operation of the producing wells and that |ost through no fault of
the lessee.

02. Royalty Not Reduced. Where royalties are paid in cash, costs of marketing, transporting and
processing oil and/or gas or natural gas plant liquids or all of them produced shall be borne entirely by the lessee, and
such cost shall not reduce the lessor’s royalty directly or indirectly. If the director elects to take royalty in kind, the
state shall reimburse the lessee for reasonable additional storage and transportation costs. ( )

03. Qil, Gas, and Natural Gas Plant L iguids Royalty Calculation and Reporting. All royalty owed

to the Lessor hereunder and not paid in kind at the election of the Lessor shall be paid to the L essor in the following
manner:
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Payment of royalty on production of oil shall be due and must be received by the Lessor on or
before the 65th day after the month of production; ( )

b. Payment of royalty on production of gas and natural gas plant liquids shall be due and must be
received by the Lessor on or before the 95th day after the month of production; ( )

C. All royalty payments must be completed in the form and manner approved by the Department,
including but not limited to, the gross amount and disposition of al oil, gas, and natural gas plant liquids produced
and the market value of the ail, gas, and natural gas plant liquids;

d. Lessee must maintain, and make available to the Lessor upon request, copies of al documents,
records or reports confirming the gross production, disposition and market value including gas meter readings,
pipeline receipts, gas line receipts and other checks or memoranda of the amount produced and put into pipelines,
tanks, or pools and gas lines or gas storage, and any other reports or records which the Lessor may require to verify
the gross production, disposition and market value; and ( )

e Each royalty payment shall be accompanied by a check stub, schedule, summary or other
remittance advice showing, by the assigned L essor |ease number, the amount of royalty being paid on each lease.

(]

865 04. Overriding Royalty. All assignments of overriding royalty without a working interest made
directly by the lessee ‘and not included with an assignment of lease shall be filed with the Department in Boise with
the reeording processing fee within ninety (90) days from the date of execution; provided that it shall be the lessee’s
responsibility and not the Department’ s to FeeeFel QI’OCGSS such assgnments by th| rd partla Any assgnment WhICh
creatmges an overr|d|ng royalty, a5

6 exceeds the royaltv prewously
pavable to the staIe by greater than five percent ( 5%), shaII be deemed aV|oIat|on of the terms of the lease unless such
an assignment expressly provides that the obligation to pay such excess overriding royalty shall be suspended when
the average production of oil per well per day, averaged on amonthly basis, isfifteen (15) barrels or less.

Qo8 )

(BREAK IN CONTINUITY OF SECTIONS)

051. DILIGENT EXPLORATION REQUIRED.

The lessee shall perform diligent exploration during the entire term of a lease. Diligent exploration means that the
lessee shall provide continuing efforts as a reasonably prudent operator toward achieving production, including,
W|thout I|m|tat|0n performl ng geolog|ca| and geophyscal surveys and/or the drilling of a test well. Fe-qualifyas
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0586. WATER RIGHTS.

The lessee shall comply with all state laws and rules regulating the appropriation of water rights. No water rights
developed or obtained by the lessee in conjunction with operations under a lease shall be sold, assigned or otherwise
transferred without written approval of the director. Upon surrender, termination or expiration of the lease, the lessee
shall take al actions required by the director to assign to the Board all water rights, including applications and
permits, subject to applicable laws regarding the transfer or assignment of permits to appropriate water.  (10-11-88)

057. -- 059. (RESERVED)

(BREAK IN CONTINUITY OF SECTIONS)

06el. -- 069. (RESERVED)

(BREAK IN CONTINUITY OF SECTIONS)

071. TERMINATION - CANCELLATION OF LEASE.

01. Cause. Except as otherwise provided in these rules, the director may terminate the lease for any
substantial violation of these rules, the lease, or the rules of the commission, ninety (90) days after notice of the
violation has been given to lessee by personal service or by certified mail to the lessee, unless: (10-11-88)

a. The violation has been corrected; or (10-11-88)
b. The violation is one that cannot be corrected within the notice period and the lessee has in good
faith commenced within the notice period to correct the violation and proceeds diligently to complete corrective
action within a time period set by the director. If sent by certified mail, such notice shall be deemed served upon
mailing. (10-11-88)

02. Failure to Pay Rental.

Fan lure to pay rent on or before the due date shaII result m

the termination of the L ease without notice or opportunity to cure. Timeis of the essence for payment of rent and it is
amaterial term of the L ease.

03. Surrender After Termination. Upon the expiration or termination of the lease, the lessee shall
quietly and peaceably surrender possession of the premises to the state. Thereafter, lessee’s obligations under these
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rules that have accrued prior to the date of expiration or termination shall continue in full force and effect. (10-11-88)

04. Other Wells. Default by the lessee in the performance of any of the conditions or provisions of the
lease concerning a well or wells on any legal subdivision of the leasehold shall not affect the right of the lessee to
continue the possession or operation of any other well or wells, situated upon any other legal subdivision of the
leasehold. The term “legal subdivision” as herein used shall mean a subdivision as established by the United States
land survey that most nearly approximates in size the area alocated to one well under any approved well spacing
program; provided that if no special program has been approved, “legal subdivision” shall mean the parcel upon
which such well islocated, but in any event not less than forty (40) acres surrounding such well. Where such adefault
involving one (1) or more wells resultsin cancellation, and the lessee has other wells on the lease not in default, such
cancellation shall result in the division of the defaulting acreage from the lease and resultant reduction in the size of
the lease held by the lessee. (10-11-88)

05. Equipment Removal. Upon the expiration of the lease, or its earlier termination or surrender
pursuant to these rules, the lessee shall, within a period of ninety (90) days, remove from the premises all materials,
tools, appliances, machinery, structures; equipment subject to removal, but not removed within the ninety (90) day
period, or any extension that may be granted because of adverse climatic conditions during that period, shal, at the
option of the director, become property of the state of Idaho; or the director may cause the property to be removed at
the lessee’s expense. (10-11-88)

(BREAK IN CONTINUITY OF SECTIONS)

0861.--089.  (RESERVED)

(BREAK IN CONTINUITY OF SECTIONS)

(10-11-88)
01. Exploration Permit. One hundred dollars ($100) per linear mile or a minimum of one hundred
dollars ($100) per section. (10-11-88)

02. Nonrefundable Apphieatier Nomination Fee. i FeaH
The nomination fee shall be set by the Board at a minimum of two hundred and fifty dollars ($250.00) per Tract.
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053. ReeerdPracessing Fee. Reeerdingfeefive-doHars{$5) The processing fee shall be set by the Board
at a minimum of one hundred dollars ($100) per each document. {10-11-88)( )

06e4. Fee Adjustment. The Board may annually adjust these fees without formal rule-making
procedures. (10-11-88)
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PROPOSED RULE COST/BENEFIT ANALYSIS

Section 67-5223(3), Idaho Code, requires the preparation of an economic impact statement for all proposed rules
imposing or increasing fees or charges. This cost/benefit analysis, which must be filed with the proposed rule, must
include the reasonably estimated costs to the agency to implement the rule and the reasonably estimated costs to be
borne by citizens, or the private sector, or both.

Department or Agency: ldaho Department of Lands
Agency Contact: Mike Murphy Phone: (208) 334-0290

Date: September 8, 2016

IDAPA, Chapter and Title Number and Chapter Name:
IDAPA 20.03.16 - Rules Governing Oil and Gas Leasing on Idaho State Lands
Fee Rule Status: Proposed

Rulemaking Docket Number: 20-0316-1601

STATEMENT OF ECONOMIC IMPACT:

The proposed fee increases reflect cost recovery levels for administrative efforts on behalf of the Department of
Lands and are in line with other oil and gas producing states in the western United States. The existing fees are
at 1988 dollar levels. No implementation costs for these fee increases exist, except for the costs of the
rulemaking process.

The existing application/nomination fee for lease tracts is $25. The Department is proposing raising the
application/nomination fee to $250 per lease tract, which is the current application fee for all other leasing
applications on state endowment trust lands (as approved by the Land Board). If approved this would result in
a positive impact on Dedicated Fund (Earnings Reserve) revenues. The number of lease tracts nominated per
year has been highly variable during the last 10 years, the average being approximately 20-40 lease tracts per
year, with one year including more than 200.

The existing rental rate per acre for oil and gas leases is $1.00 per acre annually. The Department is proposing
raising the rental rate to $3.00 per acre annually, consistent with other western oil and gas producing states.
The Department is also proposing a minimum annual rental of $250.00 to avoid the issuance of leases with
unavoidably small acreages that would otherwise yield a rental rate that would cost more to administer than
the revenue returned. This increase in rent would result in a positive impact on Dedicated Fund (Earnings
Reserve) revenues. The Department currently leases approximately 70,000 acres for oil and gas. The increase
in revenue would slowly be realized as oil and gas leases carrying the $1.00 per acre rental rate expire over the
next 10 years, subjecting the leases to the new rental rate (if approved).

The existing administrative fee for assignments is $1.00 per document. The Department is proposing raising
the assignment fee to $100.00 in order to achieve cost recovery for processing. This increase in revenue would
result in a positive impact on Dedicated Fund (Earnings Reserve) revenues. Request for lease assignments
historically have been highly variable yet there have been only seven lease assignments over the last three
years.
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The existing rule language for shut-in oil and gas wells (wells suspended from production at the request of the
operator and subject to approval by the Director) does not identify a rental rate associated with the shut-in
period. The Department is proposing a doubling of the existing annual rental rate in the lease for the shut-in
fee which is consistent with other western oil and gas producing states and would provide revenue to the
endowed beneficiary that would otherwise be generated through royalty payments. This increase in revenue
would result in a positive impact on Dedicated Fund (Earnings Reserve) revenues.
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