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On September 6. 1991. a Stale Director Review (SDR) request was timely 
filed by R&Stana Oil & Gas, Inc. (REStana) conc&rning a Lewistown 
District Offi~e (LOO} decision dated Au&ust 1.1991. In this decision. 
the LDO stated that the Madison formation underlying Federal lease

No. MTR-17022 was being drained by the HcK.ee 10. 1 well located in the

SW%SE%, sec. 9. T. 34 I. , R. 2 W. .Toole County, Montana. They

subsequently assessed RESt.ana compensatory royalties in the amount of

32.53 percent of the production of the McK.ee .0. 1 well, beginninc.

February I, 1989, and c-ontinuing unt.ilthe Federal lease is protected or

the McX.ee Do. 1 well ceases production .


REStana did not raise any ~eol~ic, engineering. ot' economic issues in 
their SDR t'equest and, consequently, we did not evaluat.e the technical 
li1erits of the case. REStana's objections to the assessment are 
sunJIlWrized in the final pal"agraph of their SDR request : 

REStana does not deny the stated fact that drainage to the above 
captioned Fed\0;r'al lands may be occurring, due to tile production of 
f\atural ~d8 ft'om the McKee #1, not' doelO it wish to do so. However. 
REStana does ti) deny having owned the lease during the period of 
alleged draina~e in accordance to the official re~ords contained in 
the otfic.e of the State of Montana Oil & Gas Cons~rvetion Coanission; 
(2) does deny having been advised fully end completely as to the 
extent of the ease and as to the degree the same had prog~essed; 
(3) does deny having been setved with notice as provided under 
43 (;~'R 310~.3(a) ; and, t4) does deny being, g~anted the right, 
priviler.e and benefit of "due process" by reason of (1) I (2) , and (3) 
above. 
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~ach ot [{EStaf1a's contentions at'e addressed as follows : 

1 RE~!:2!!ad-i~ nQ!:Q~ !:he lease durinK the entire period of drainage.

This assertiQn is correct in part. T'tle assessment period began on 
r'ebruary 1, 1989, while the assignnlent of the lease to REStana was not 
effective until Karch 1, 1991. HQwever, the drainage assessment periQd 
does not end until the lease is protected, relinquished, or the offending 
well is plus&ed. According to the Kontana Board of Oil and Gas 
Conservation, the HcXee No.1 wall had not been plu&&ed as of 
September ~, 1991, but was shut-in. If and when this wel! is placed 
back on production, REStana will be responsible £or the payment of any 

compensatory royalties due. 

REStana ha~ not been fully advi§ed a! ~o ~he !!tent o~ th!; dra!nge 

~. 

2. 

REStana states on page 1 of its SDR request that: 

.oAt the time F'ederal Lease 8-77022 was acquir~ by REStana, Hr. Henry 
Alker {the former lessee] advised REStana that be was in 
correspondence and working witb the BLH on a SJIIall matter involving 
the question of drainage by the 8cKee In well but that be expected to 
have the same resolved shortly. REStana bas not since heard from 
Hr. Alker regarding the matter and had supposed the same to be 
resolved. .. 

No do~umentation was provided confirming this statement and, even if it 
were, it would have no bearing on this decision. Had it chosen to do so 
REStana could have ~ontacled the BLM at any time to determ:lne the status 
of the dr-ainage demand against the lease. 

J. REStana did not receive notice per 43 CFR 316~.3(a). 

1'he LOO notified the lessee of record, Henry A. Alker, on October 25,1990, 
ot his duty to protect the lease from drainage, or provide evidence 

showing that paying protective well could not be drilled. Mr.Alker was 
given 60 days to respond to this let.ter. This response period was 
extended an additi.ot\Hl 60 days on January !i, 1991, to allow Mr. AlkeI' the 
opp{Jrtuni ty to pUrSIJe an dgrl.eln~nt to protect the lease. HoweveI" .nu 
such agreement was furmei.i, 011 March 1, lY91, le8se No. MTM-llO2~ was 
Qssigned to REStana puL'::;uant. to the following: 

..The tr-ansferor an~i It~ surety shall c.ontinue to be ['esponsible for-
the pet"toI1nanCe ot aii obligations under the lease y.lt!! a transfer 

of r-ec.oI.'d title 01.. of opet"atins rights (sublease) is approved by the 

authorized officer. ..After approval of the transfer of record title, 
the transfer~e-~<Li.ts sut-ety ~h~Ll be responsible tor~ 

perfonnance of all !~ae~obli~at!Qn~. .." (emphasis added). 

43 CFR 3106.7-2. 
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The LDO, on AUguBt 7, 1991, issued a decision letter to the lesyee of 
record. IEStana. statins that R8Stana vas beins aaae.-.d CQmpen8atory 
royalty. This letter was sent via certified mail 804 notified BBStana 0£ 
their appeal ri&hts concerning the decision. It also provided detailed 
procedures f or requestins .SDR . 

The regulations at parag~aph 3165.3 ( a) require that written notice be 
~e~ved by personal service or certif ied mail to tbe operating rights 
owner or operator, as appropriate. This was done for both the 
Oc~ober 25, 1990, and auau.t 7, 1991 lettera, and we. therefore. 
4et.e~ne that the notice pt"OVi8ions of paraa~h 3165.3(a) have been 
sati8fie4. 

ust.ana bas not been &ranted the ril.ht. .rlVilU8. and~etit gf 

"due W()ee88 ." 

.. 

~" 
TM drainas. caaefile indieates that the LOO -.-tIy fa.JjiMl 
applicable procedures aM re&Ulation8 c.oocemitl& t.1aept'OCu.1D& of tbi. 
case. Ratana ar&Ues tbat i t had not recei ved due proeea8 .owin& to the 
fact that it had n&t been a part.J' to earlier corr ce requiring 
protee.tiOll for the lease. However, by exeeutin& the ...l&BS81t, iEStana 
as:suared all lease ri&bta and re8ponsibilities inclu411'l tbe requir8el1t 
to respec.t exi8tin& lease obligations .P'urtber, when DSt;ana was liven 
the optiAXl t.Q appeal LOOt. decisiont i.e., "due pt"Oc.es8... it. exerc.ised 
its ri&bt to request 8D. aH . 

we conc-lude that the LOOt s decision of August. 1. 1991.. 414 not infringe 
on RKStana t 8 right to due process . 

The decision of the LDO 18 herein affirmed. Tbis Decision may be 
appealed to t.be Interior Board of Land Appeals. Office of the Sec.retary, 
in accordance with the re&Ulations containerl in 43 cn 4.400 and the 
enclosed form 1842-1 (Enclosure 1) .It an appeal i8 taken. a .otice of 
Appeal must be fi~ed in t.his office at the aforementioned address within 
30 days from r&Ceipt of this Decis ion .A copy of the 8otice of Appeal 
and of any stat~t of reasons, written argument.s, or briefs ~ be 
eerved on the Office of the Solicitor at the address sbown on 
Form 1642-1. It is also requested that a copy of any statement of 
reasons, written a~ents , or briefs be sent to this office .The 
appellant has the burden of showing that the decision appealed from is in 
error. 

/s/ Thomas P. Lonnie 
Thomas P. Lonnie 
Deputy State Director 
Division of Mineral Resources 

1 Attachment 
I-Form 1842-1 (1 p) 

toto: 

WO(610). LS. Bm. 501 

Lewistown DO 
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