
Appendix 1, Page 1

(I.B.20)
H-31OS-1 -COOPERATIVE CONSERVATION PROVISIONS

IBLA Order 86-1267 on Extensions Due Segregated Leases

(June 27, 1988)

United State. Department of the Interior

OFFICE OF HEARINGS AND APPEALS
INTERIOR BOARD OP LAND APPEALS

4015 Wi18on Boulevard
ARLINGTON, VIRGINIA 22203

JUNE 27, 1988

IBLA 66-1267

BPC, INC. , §.t Al...

BARLOW & HAUN, INC. , §.t Al.

W-89848,tt ti.

Oil and Gas

Reversed

QBP.EB

On April 23, 1986, the Wyoming State Office, Bureau of Land Management
(BLM), is.ued a deci.ion amending previou. deci.ions dated October 19,
1984, concerning lease. .egregated from lease. committed to the Culp Draw
(Shannon "B" Sand) unit. The October 19, 1984, deci.ion. had ruled that
che .egregated lea.e. would nQ.t continue in effect for .0 long a. oil or
';a. wa. produced on the unitized ba.e lea... BLM'. April 23 decision found
'chat th. term of eight of the nonunitized segregated oil and gas lea.e.
~~ continue so long a. oil or ga. i. produced in paying quantitie. from
che a..ociated unitized ba.e lease lands. 11

On May 27, 1986, HPC, Inc., ~ Al., 11 filed a notice of appeal of
BLM'. d.ci.ion of April 23, 1986, because when reconsidering the effect of
s.gr.gacion, BLM had failed to find that six nonunitized segregated lea.e.
';iould also be held by production. lL

On April 29, 1986, Barlow , Haun, Inc. (B'H), owners of overriding
royalty interest. in the .am. .ix nonunitized lease. not addre.sed in BLM's
~pril 23 deci.ion wrote to BLM to prote.t it. failure to rule that these
lea... were al.o being held by production. In response, on May 8, 1986,
BLM is.ued a deci.ion .pecifically ruling that the.. six lea.e. were ~
being held by production associated with other leases. B&H and others
appealed from this decision, !L and by order dated July 16, 1986, the
appeals were consolidated.

lL The eiqht seqreqated leases addressed by the Apr. 23, 1986, amendment
are as follows: W-8985O, W-89851, W-89852, W-89853. W-89854, W-89856,
W-89859, and W-89862.
~ Davis Oil Company, Sun Exploration and Production Company, and Convest
Production Company are parties included in HPC's appeal,
1! The.e leases are: W-89848, W-89849, W-89858, W-89863, W-89864, and
W-89865.
iL B&H'. notice of appeal includes as other appellants: HPC, Davis Oil
Company, Sun Exploration and Production Company, Convest Production
Company, Phillips Petroleum Company, and Petro-Search Nominee Partnership

Company.
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AlttnJgh this a~al OJncerns the te~ of ooly six leases, these
leases arose out of a series of events involving the formatioo, OJntrac-
tion, an:i termirlatial of several unit areas. Tre partial a:mnitlrent of
leases tJ) the various unit areas resulted in the segregatioo of those
leases s4~veral t~ during treir history , so that a:x1Sideration of this
appeal u1volves the history of a number of leases in additioo to the six
at issue here. These leases developed from a oomman pattern, however, and
eac."1 lease falls within a distinct groop. Thus, tl1e issues ill this ~l
ca:. ~ ~)5t easily ~erstc.:xi by restating tl1e history of ~ leases in
a ~neri(: manner .

Priclr to 1981, lease ~. 1 was camlitte:l to Unit. A ard was extended
be:r'Ond its priJra.ry teIl11 by unit production. Effective July 1, 1981, Unit
A contracted, ~ a ~rtion of lease No.1 was eliJninated frat the unit
area. ~ As ~11ants ~int wt, this partial elillli11atia\ had 00 effect
on the tenure of the lease, nor did it effect any ~atia\ of the lease.
~ ~itor's ~inion, 1'1-36592 (Jan. 21,1960): ~, Marat1a1 Oil CO.,
78 IBLA 1,02 (1983).

On ~ly 26, 1983, a pJrtion of lease ~. 1 oot within tl\e par..icl~t-
i1I9 area of Unit A was cannitted to a rle'-' unit, Unit B. fJ1 Pursuant to
30 U.S.C. S 226(j) (1982) ,lease ~. 1 was segregated into two leases.
nle tX>rtic>n ~tted to Unit B retaiIled the designation as lease ~. 1,
~ ti1e p:)rtion that renained in Unit A was designated lease ~. 2. 71
The tern 1'or lease ~. 1 was for the life of prOOuctioo 00 lease ~. 2,
~t rot lE'ss than 2 years. ~ Anne Guver LeNis, 68 I.D. 180 (1961) .

Unit B termir.ated on July 1, 1983, wi~ut prOOuctioo a: drilling. At
ti\is tiJIe, lease ~. 2 was still o:mnitted to Unit A, bJt lease ~. 1 was
o:mnitted to 00 unit and oontained 00 prOOucirq wells. The effect of this
event on the term of lease ~. 1 is discussed later .

Effective August 1, 1984, Unit" teI1llinated. c.t tM saae date, Unit C
was fo~ ~ leases ~. 1 ard ~. 2 were CX:ImIitt~ in ~ w Unit c. y
W1"eI1 a p:>rtial of lease ~. 1 was cx:mnitted to Unit C, it was seqregata!
~) ~ lt~ses. See 30 U.S.C. S 226(j) (1982) .'n1e ~ within Unit C
retained i1:s desi~on as lease No. 1, aOO the r¥XIunitiz~ ~rtia\ was
desj.gnated as lease ~. 3. 2/ Similarly, lease No.2 was segregat~ u~
partial <XJI1IIitJlent w Unit c. 'n1e part within unit C retaiIe1 its desig-
natia\ as Jlease ~. 2, ard tl1e ra1IJnitized ~rtiCXl was designat~ lease
~. 4. !..Q/ BIM held that leases No.3 aOO No.4 ~ld oot ~ ~ by
prOOuction fran the unitized leases : BIM held that these leases were only

~ Lease Nb. 1 oorresponds to leases ~026664l, ~0266642, and W-40634.
Unit A correspords to the CUlp Draw II Unit for leases W-O26664l and
~0266642, and the Heldt Draw Unit for lease W-40634.
V Unit B oorre5iX>nds to tl1e Bra}U[an Unit.
II Lease No.2 oorresponds to leases W-85359, ~85360, and W-8536l.
y Unit C l:xJrresponds to tl1e CUlp Draw (Shanmn -B- Sam) Unit.
?/ Lease N). 3 oorresponds to leases W-89848, ~89849, and W-84850.
!2/ ]~e N). 4 oorresponds to leases W-89863, ~89864, and W-89865.
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extend~ Ilntil August 1, 1986, an:i so long thereafter as they produce on
~ir o.m.

The leases CX)rres~OOinq to lease No.4 are governed by 0Jr decisia1s
in ~~, 90 IBlA 388 (1986), and WeJ<Pro Co., 90 IBlA 394 (1986). In
these decisions, we held that if a prOOuci~ unit terminates after the (;r)n-
clusion of tl1e priIra.ry tem of the parent lease ard a ~rtion of the lands
in the pa-rent lease are simult.an~sly camlitted to a secoOO prOOucinq unit,
tb! tem of ti1e ronunitized lease without production shall !:e for so lo~ as
oi.l or g~; is produced in payi~ quantities on the unitized lease, but oot
le!;s than 2 years, aro so lo~ thereafter as oil or gas is produred in pay-
~1 quant:ities on the ronunitizOO lease. In this case, because of the ter-
lIIil1ation of Unit A after tl1e priJra:r:y tem of lease !Ik). 2 am siJlU1taneous
o:mnitJTe111: of a portion of lard within lease ~. 2 to Unit C, lease No.4
~lld haV1! a term CX)eXtensive with lease ~. 2 under ~ ard ~, wt
00 less tJ'Ian 2 years, am so lo~ thereafter as oil or gas is produ~ on
leclse !Ik). 4. A1tl1algh ~ aOO ~ were overruled in Celsius Energy
Co. , 99 nllA 53, 94 I.D. 394 (1987) , the Board /!Bde its action prospective
Oiij~y. Th\ls, this ~al (;r)ntinues to be governOO by ~ ard ~, so
WI' s decisial DnJSt !:e reversed wi th respect to tiX:>se leases CX)rresponding
to lease ~b. 4: W-89863, W-89864, aOO W-89865.

The c:i~tan~ are different with respect to the leases CX)rres~
in;r to leclse ~. 3. Unlike ciro.mlStances in ~ arxi ~, there was no
sinultanec)us eliJni!1atioo of the base lease ( lease ~. I) arxi its recarmit-
nerlt to a new unit. Lease ~. 1 was eliIrlinate:! fran Unit B IICre tl'Ian 1 year
bef'ore it was par+-,.ially camlitted to Unit C. Appellants r~ze that the
pri.or teI11Unation of Unit B a~s to be the critical fact oonc:erning the
dispositicr1 of these leases. A~I1ants state that ELM's "[dJecision SeelIS
to be ~sEd on the arM's vie'o/ that the segregate:! leases did oot retain
in:iefinitE! teI'lIS frcm the leases [ fran] which they ~re segregate:! because
~, ~, leases had * * * sarehaol lost their WefWte term status ~
~, Brahmcn unit [Unit B] termi.nate:!R (5tatelent of Reasons (~) at 8) .

A~J.lants, ccnterrl that ~ te.ImiIlatioo of Unit B, lease ~. 1
ret-ained t:he Wefinite term it had whet it was ~e a part of Unit B ( ~
at II) .In su~rt of this pr~ition, ap~llants cite Bass Enterprises
Prcductia1l Co., 47 I~ 53 (1980), in which the Board expressly erxJorsed the
ootion tha:t"'tile ~ "original termR Calld refer to an Wefi.nite pericxi.
In Coooco, 90 IBIA at 392, the Board specifically cited Bass in SUw>rt of
~!~;ition that the segregatioo of the lease does ~ IECe5sarily cause
~, resultant t'rIO leases to have i1rlependent terms. The practical effect of
this holdiIq was that a oonunitized lease CX)Uld be exterrle:i by prOOuctiat
frcm a unitized lease, even though all of the lard within the oonunitized
lease had been CO1t'letely eliminated fran a unit.

In ~~, ~, the Board reexamined this issue aro ccncluded tl"Iat
such a result was incoosistent with legislative intent in the enactIre.nt of
~: provisions whid1 set forth the lease terms upon termination of units,
eliminaticn of leases fran units, and segregation of leases UpJn partial
camliarent to units. We expressly fcx::used upon the erroneous ccnclusia1S
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Au.!INISI'RATIVE JU[X;E MULLr1I L'ONaJRRI~:

I concur with the conclusions of the majority in the order, but con-
tinue to t:e troubled by the manner in which this Board describes the events
that take place when a part of a lease is placed in a unit. The basis for
my concerT1 is the use of the term " segregated .H ~ thir".;s are not segre-

gated fr~ each other. o~ thir".; is segregated fran another .

I recognize that, when interpreting a statute or regulation it is best
to use ti1e language of the statute or regulation to the fullest extent ~S-
sib,le. ~loever, in the attanpt to cast the facts using the teIIIS found in
the statute or regulation, me runs the risk of creat~ CX)nfusioo, rather
~n making a clear understardable stat~nt. !/

In order that my CX)ncern nay t:e urderstJ:x:xi, I will set forth 1!ri urxJer-
starxiing of ti1e Bureau of ~ Managarent ' s ( BUt I s) .a~lication .of the law
when a fX:Jrtion of an oil ~ gas lease is placed in a unit area. That ~r-
tion placeJ in the unit retains the original lease ni.m1ber , ~ the ~rtion
not unitized is assigned a new n\m1ber. This in mJst accurately character-
ized as -&egregatiIYj the ronunitized portion fran the base lease.- If BIJt,
the Solicitor's Office, ~ this Board were to cast the transactia'l in this
light, a g:ceat deal of CX)nfusion could re avoided. A few exaIIples will
illustrate my ~int.

'n\is I%der states : -The practical effect of this roldiI.; was that a
ronunitizeci lease Could be extended by production fran a unitize:i lease,
even though all of the land within the ronunitized lease had teen a:m-
pletelyeLiminate:i fran the unit.- It oould have teen written -[t]~ prac-
tic.1l effec:t of this roldiI.; was that a segregated lease CX)uld t:e ext~ed
by productlon fran a uni t , evel\ th~h it was not a part of the uni t. -

At ~!e 62 of Celsius Enerqy Co., 99 IBI.A 53, 94 I.D. 399 (1987), the
dec:lsion c:lted in the order, the author carefully fol~ the language in
the StatutI! ~ prior decisions, with the foll~ result:

In acx:ordance with ti1e cx:>nstructiCX1 set forth in Solici tor. s
~~, 63 I.D. 246 (1956) , the DepartlTent has ruled that pro-
ducti()n on one seqre-;ated lease can extend the term of the other
segr~Jate:! lease, but only if the segregation cx::curs when the base
is in an ext~e:! ter1I1 recause of prOOuction ~ rot in a fi~
term of years. Anne Guyer Leo..'is, 68 I.D. 180 (1961) ; ~ ~
~,tor' s Opinion, M-36758 (~. 25, 1968) ; ~ CoIX)CX), Inc. ,
80 Im~ 161, 91 I.D. 181 (1984) (because segregation occurre:! dur-
ing fj.xed teItn, prOOuction on the base lease did rot extend the
nonpr(~cing ronunitized segregate:! lease. )

~mJle a roJTect stat~t, if cast as I prcp:>se, we ~ld fim that prOOuc-
tion fran segregated lease can extem the term of a unitized lease ally if

!T'"ThIS-r!i especially true when the statutoIY l~ge is. itself, not tl1e
nIxJE!l of cJ.arity.
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it was SI~egated during an extende:i term of the rese lease. In the Conoco
case the segregation occurre:i during a fixed tem, aro unit prOOuction""did
rot ext~1d the tem of the segregate:i lease .

Why do I express this O)ncern? These cases are confusing enough with-
cut this additional factor. ?! Therefore, I deem the opportunity to encour-
age the \~e of less confusing language worth the time it has taken to draEt
this s~:ial concurrence, even though the majority has chosen to dis!X'Se of
this caSE! by order, rather than issuing a decision. "~ oonunitized tXJr-
tion is E!xterde:l for the term of the W1itize:l parent lease as that term
exists or, the date of segregation" could becxxte "the segregated lease is
exteOOe:l by the unitize:l lease if tM base lease is in it's exterded term
at the date of unitization." "The oonunitized segre:;ate:l ~rtion of the
lease" ~uld beDre "the segregate:l lease." "Unitize:! Segl'egate:l ~rtion
of the lease" ~uld becoire "unitize:l lease.w "Segregat~, oonunitize:l
leasesw would be "segregate:l leases. w

If, by encouraging the use of less confusing language, I have avoid~
one a~l fraIl a decision involving the term of a segregate:! lease, it will
be well ~Jrth the tinoe"

~~~~
Administrati ve J\xige

y In fact: this CX)nfusion may well have caused Sale of the prior a~ls
CX)nsidere:l by this Board .
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