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VEMORANDUM AND ORDER

I n Sept enber 1989, R&KDrilling Conpany ("R&K") fileda notion
for adequate protectioninwhichit allegedthat, as the operator of
oil wells inwhichthe debtors held fractional workinginterests, it
was entitledto rei nbursenent of operating expenses attributabletothe
debt ors' interests and so shoul d be af f orded adequat e prot ecti on as a
condition of its continued operationof thewells for the benefit of
the estate. At hearingon R&K s notion, thetrustee and R &K agr eed
that R& Kwoul d be granted an adm ni strati ve expense cl ai magai nst t he
proceeds of the debtors' oil interests for the anobunt of operating
expenses t hat had accrued sincethe filing of the debtors' petitionsin
bankruptcy. The parties did not settle, but left for resol ution by the

Court, the issue of whether R&Kisentitledto be paidinterest on



its claim
for adm nistrative expenses.

In arguing that it should be allowed interest on its
adm ni strative cl ai mfor post-petition operating expenses, R&Knotes
that its right torei nbursenent for operating expenses i s based on the
I1linois Ol and Gas Lien Act (O Lien Act), which entitles the
operator of anoil and gas well toalienfor expensesincurredinthe
operationof thewell. Seelll.Rev.Stat., ch. 82, {71, et seq. (1987).
Section 2 of the G| Lien Act specifically provides for the all owance
of interest onthe anmount of thelien.! R& K asserts that since it
woul d be entitledtointerest onalienclaimfor operating expenses
under the O| Lien Act, it should likew se be paidinterest onits
adm ni strative claim which represents the operating expenses to which
it would be entitled under the Act.

R&K sright tointerest onits adm nistrative expense cl ai mnust

be det erm ned under state |l aw, as the underlying right to paynent of a

1Section 2 provides in relevant part:

Any person who shall, under contract with the
owner of any land or |easehold for oil or gas
pur poses, ...performlabor or furnish

mat eri al s, machinery, equi pnent, tools, or oi
well...supplies, used or enployed...in the...
operating...of any oil or gas well upon such

| and or | easehold, ...shall be entitled to a

lien under this Act for the amount due him for
such material, machinery, equipnment, supplies,
or labor, and interest fromthe date same was
due.

I1l.Rev.Stat., ch. 82, 172 (1987)(enphasi s added).



cl ai mi n a bankrupt cy case depends on whet her the claimant is entitled

to relief under substantive |local |aw. Matter of Mandal ay Shores

Cooperative Housing Ass'n., 54 B.R 632 (Bankr. MD. Fla. 1984). In

Il1linois, it iswell establishedthat interest on anounts dueis not
recoverabl e unless thereis a statute or agreenent providing for such

interest. City of Springfieldv. Allphin, 82 111. 2d 571, 413 N. E. 2d

394 (1980). No agreenent for the paynent of interest has been asserted
inthe present case. R&Khowever, cites section 2 of the G| Lien
Act as statutory authority for the all owance of interest on its
adm ni strative claim

Wil e section 2 of the G| Lien Act does permt interest onalien
acqui red under that Act, it isinapplicabletothis case because R&K
di d not obtainan oil and gas |ien as providedinthe Act. Section 8
of the G| Lien Act setsforththe filing procedures for fixing and
securinganoil andgaslieninorder toenjoy the benefits of the Act.
Seelll.Rev. Stat., ch. 82, {78: personclaimngalienunder section 2
must filew ththe county recorder a statenment detailingthe amount of
the lien, the name of t he owner of the | and or | easehol d, t he name and
address of the clai mant, and a description of the | and or | easehol d.
Absent conpliance withthe Act, R&K can clai mno |i en under the Act
and, accordi ngly, cannot i nvoke t he provisi ons of section 2 all ow ng
i nterest on amounts subject to suchlien. Thetrustee and R&Kin
t hi s case reached an agreenent that t he operati ng expenses attri butabl e
tothe debtors' oil interests woul d be accorded adm ni strative expense
priority inthe paynment of clai ns agai nst the debtors' estates. Wile

R &K s adm ni strati ve expense cl ai mrepresents operati ng expenses for
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which R & K could have acquired a lien under state |aw, the
adm ni strati ve expense cl ai mderives, not fromthe provisions of the
Ol Lien Act, but fromthe parties' agreenent. R&Ktherefore, cannot
| ook tothat Act as statutory authority for the all owance of i nterest
onitsclaim Inthe absence of a statute or agreenent providing for
interest on R&K s admnistrative expenseclaim R&Kisnot entitled
to such interest under the Illinois rule governing all owance of

interest. See City of Sprinagfield v. Allphin.

R &K additionally cites cases dealing with interest on post-
petitiontax clainstosupport its contentionthat it should be paid
interest onits adnm nistrative claimfor post-petition operating

expenses. The cited cases, Nicholas v. United States, 384 U. S. 678, 86

S.Ct. 1674, 16 L. Ed. 2d 853 (1966); Mark Ant hony Construction, Inc.,

886 F.2d 1101 (9th G r. 1989); andlnre Stainless Processing Co., 98

B.R 913 (Bankr. N.D. I'll. 1989), are distingui shabl e fromthe present
case inthat they deal with the specific issue of whether interest on
post-petition tax clains may be accorded adm nistrative expense
priority under the rel evant bankruptcy provisions.?

By contrast, the questionintheinstant caseis whether R&Kis
entitledtointerest onits adm nistrative expense cl ai minthe absence

of statutory or contractual authority. Unlike tax clains, onwhich

2The Nichol as court exam ned section 64(a), the adm nistrative
priority provision of the fornmer Bankruptcy Act (11 U S.C. 8104(a)
(1964)), to find that the government could claim as a first priority
debt, interest on taxes that were due but unpaid during pendency of a
Chapter 11 case. The courts in Stainless Processing and Mark Anthony
i kewi se found, under 8503(b)(1)(C) of the Bankruptcy Code (11 U S.C.
8503(b)(1)(C)) that interest on post-petition tax debts could be
accorded adm nistrative expense priority.
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i nterest accrues pursuant to statute, R&K' s cl ai mfor post-petition
operati ng expenses i s not aninterestbearing debt. Wilethe parties
have agreed to gi ve this cl ai madm ni strative expense priority, there
isnobasisonwhichtofindthat R&Kisentitledtointerest onthis
claim

I T IS ORDERED, therefore, that the claimof R & K for

interest on its adm nistrative expense claimis DENIED.

/sl Kenneth J. Meyers
U. S. BANKRUPTCY JUDGE

ENTERED: January 30, 1990




