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FIELDWIDE UNITIZATION 

 Following model codes drafted by the IOGCC, almost all states have enacted 
laws providing for unitization of all or part of a field to provide for enhanced 
recovery operations. In Oklahoma, for example, unitization is addressed in 52 O.S. 
287.1, et seq. Unitization in Alabama is addressed in Sections 9-17-80 through 9-17-
88 of the Code of Alabama (1975). 

Unitization is defined as an effort to consolidate all, or a high percentage of 
the royalty and working interests in a pool to permit the planning and development 
of a pool. Summers, Oil and Gas, § 951. 

 In order to understand fully the process of unitization, a discussion of the 
development of the field from the time of drilling the first well through primary 
operations and unit operations is necessary. 

PRIMARY OPERATIONS 

 An operator commences an exploration program by drilling an exploratory 
well in the operator’s area of interest. The exploratory well or wildcat well is drilled 
in accordance with the statewide rules and regulations promulgated by the 
Commission. If the operator is successful, then additional wells will be drilled and 
tested to determine the nature and extent of the oil and gas field. 

 Before wells are produced on a permanent basis, an operator petitions the 
Commission at a public hearing for the establishment of the field and the adoption of 
Special Field Rules for the field. A “field” is defined to be “[t]he general area which is 
underlain or appears to be underlain by at least one pool, and such term shall 
include the underground reservoir or reservoirs containing crude oil or natural gas 
or both.” Code of Alabama § 9-17-1 (5) (1975). The Special Field Rules define the 
field boundaries and establish various rules that govern all wells drilled in the field, 
including rules governing well spacing and production allowables. The Special Field 
Rules for spacing define the spacing or production units for wells in the field. A 
spacing or production unit is defined in all states to be “the area in a pool that may 
be drained efficiently and economically by one well.” IOGCC Model Oil and Gas 
Conservation Act. 

 The spacing for the wells in the field is often a governmental section or a 
division thereof, containing 40, 160, 320, or 640 acres. Under primary operations, 
wells in the field being produced as new field development wells are being drilled 
according to the Special Field Rules. During primary operations, mineral interest 
owners receive production revenues, including royalties, from the oil and gas 
produced from the well on the unit based on each owner’s proportionate interest in 
the unit. 
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UNIT OPERATIONS FOR ENHANCED OR SECONDARY RECOVERY 

 After wells in a field have produced under primary operations for a length of 
time, they will cease to produce at a commercial rate unless enhanced recovery 
operations are initiated. In order to increase the ultimate production from the field, 
the operator of the wells must, therefore, initiate unit operations to maintain 
reservoir pressures throughout the field. Unitization of the field is a prerequisite for 
initiating enhanced recovery operations. 

 The primary purposes of unitization or unit operations are to prevent the 
drilling of unnecessary wells and to increase the ultimate recovery of oil and gas, 
thereby preventing waste and promoting conservation of the oil and gas resources 
and protecting the coequal and correlative rights of the mineral interest owners. 
Unitization provides for the efficient and economic operation of the fieldwide unit in 
order to achieve maximum recovery of oil and gas. The unitization is effected by the 
combining or pooling of separate tracts of lands frequently having different 
ownership in order to operate an entire reservoir as a single unit. 

 The effect of eliminating the individual drainage units and the placing of the 
mineral interest owners from each of the units into a single fieldwide unit is to alter 
the amount of production revenues that each mineral interest owner receives. Upon 
issuance of an order by a conservation agency providing for unit operation, mineral 
interest owners in the field will cease to receive production revenues based on oil 
and gas produced from the well on an individual unit and begin receiving revenues 
based on their proportionate share or interest from all the wells on the tracts in the 
field unit as determined by an allocation formula approved by the Commission. 

 At the time of unitization, the field is usually developed and the boundaries 
of the field are usually well defined, and abundant geological, engineering, and 
production data have been accumulated by utilizing well data collected since the 
field was established. A single fieldwide unit allows each mineral interest owner in 
the field to share in the total production from all wells in the field. 

 One objective in unitization is to provide for the best allocation system for the 
equitable distribution of revenue, which is not possible at the time the field is 
created because less is known about the size and extent of the reservoir. Through 
the unitization process, potential inequities that exist in primary operations can be 
corrected, and the correlative rights of the mineral interest owners better protected. 
The determination of a fair and reasonable allocation formula for the distribution of 
revenues is the central and most controversial issue in the unitization hearing 
before the conservation agency. 

 The unitization of fields allows for the implementation of enhanced recovery 
operations. These operations include the unitization of energy sources, such as gas 
for injection into the reservoir in order to increase the ultimate production from the 
reservoir. In order for such injection operations to be successful, it is necessary to 
force the oil and gas in the reservoir toward wells where the oil and gas can be 
efficiently produced. H. Williams and C. Meyers, Oil and Gas Law, 276. This 
requires that the oil and gas migrate across ownership lines, and the creation of a 
fieldwide unit is necessary to protect correlative rights and to facilitate the 
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cooperation between mineral interest owners in order to increase the ultimate 
recovery from the reservoir through unit operations. 

 There are many benefits to unitization. All parties benefit from enhanced 
recovery1. Extraction by primary operation techniques generally recovers ten to 
thirty percent of the total oil and gas in place. Enhanced recovery methods will 
usually increase primary recovery by thirty to sixty percent and sometimes by over 
100 percent. All parties benefit because their income is stabilized, prolonged, and 
protected by participation in all the production from all wells in the field rather than 
reliance upon one well. This stabilization of production has the additional benefit to 
all parties of making the interest in the fieldwide unit a bankable asset of 
commodity. P. Martin, Pooling and Unitization, § 1.01. The state is a major 
beneficiary of the conservation of the oil and gas resources and the prevention of 
waste. See generally B. Kramer and P. Martin, The Law of Pooling and Unitization, 
§ 17.01-18.04; P. Martin and B. Kramer, Williams and C. Meyers Oil and Gas Law § 
912. 

To avoid confusion, it is important to distinguish the terms “pooling” and 
“unitization.” Although these terms are sometimes used interchangeably, “pooling” 
means bringing together small tracts in order to obtain a well permit under spacing 
rules for primary production, and “unitization” or “unit operations” means the joint 
operations of all or a portion of an entire reservoir.  

IOGCC MODEL UNITIZATION STATUTE 

 The IOGCC has adopted a Model Unitization Statute, which is reproduced in 
Exhibit B. The jurisdictional basis for a Commission’s order is Section A of the Model 
Unitization Statute: 

A. The oil and gas conservation agency shall issue an order requiring 
unit operations, if it finds that: 

1. Operation of the pool or any portion thereof is necessary to 
prevent waste, to increase the recovery of oil or gas, to avoid 
the drilling of unnecessary wells, and to protect the correlative 
rights of the owners of the oil and gas; 

2. The unit operation of the pool or any portion thereof is 
reasonably necessary in order to carry on pressure 
maintenance or re-pressuring, cycling, water flooding, any 
combination of these operations, or any other method of 
cooperative development and operation which increases the 
ultimate recovery of oil or gas; 

                                                 
1 Note that some states’ unitization statutes allow for unitization for purposes other than enhanced recovery 
operations. The Alabama statute provides that unit operations may be conducted “in order to increase the 
ultimate recovery by enhanced recovery methods or any other method of cooperative development and 
operation calculated to increase the recovery of oil or gas.” Ala Code § 9-17-81 (1975), as amended. This 
amendment clarified that unitization may be utilized during primary operations of oil and gas development. 
Unitization has been utilized for offshore exploration, coalbed gas operations, and horizontal drilling during 
primary operations. 
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3. The estimated cost of conducting the unit operation will not 
exceed the value of the estimated recovery of oil or gas. 

 Section B sets forth the provisions that are to be included within the Order of 
the Commission. The issues frequently contested are those related to unit area and 
the allocation formula. Section B-1 states: “The order issued by the oil and gas 
conservation agency shall be upon terms and conditions that are just and reasonable 
for unit operation and shall include: [a] description of the pool or portion thereof, to 
be so operated, termed the unit area.” 

UNIT AREA 

 The unit area is extremely important because only those tracts and interests 
included in the unit area will receive revenues from unit production. 

 Tracts or portions of tracts may be included within the unit area as long as 
they contribute to unit production. In the decision by the Alabama Court of Civil 
Appeals in State Oil and Gas Board v. Anderson, 510 So. 2d 250 (Ala. Civ. App. 
1987), cert. denied 484 U.S. 955 (1987), the Court held that the unit area is not 
limited “to those areas of the field that have currently producing wells.” 

ALLOCATION OR PARTICIPATION FORMULA 

 One matter that presents great difficulty in the negotiation of the unit 
agreement is the allocation formula or participation formula. Frequently, the parties 
cannot agree on the allocation formula, and that issue is contested before the 
Commission. The allocation formula or participation formula, which is the method 
by which revenues derived from unit production is distributed, is a matter of crucial 
concern to royalty interest owners. There is no single method appropriate for all 
fields, and the allocation formulae that have been approved by the Commission and 
ratified by the parties vary substantially. Section B-3 of the IOGCC Model 
Unitization Statute states that a unitization order issued by the Commission shall 
include a “just and reasonable allocation to the separately owned tracts in the unit 
area of all oil and gas that is produced and saved from the unit area, being the 
production that is not used in the conduct of operations on the unit area or not 
unavoidably lost.” 

 The allocation formula, which is acceptable to the royalty interest owners and 
to other owners in the field, will vary, depending upon a number of factors. These 
factors include the development of the reservoir, geologic and reservoir 
characteristics, production history of the tracts, etc. A tract with greater reserves 
and greater productive capacity will be given more weight in the unit production 
than a tract with less reserves having minimum productive capacity.  

 In the event the parties cannot agree on the allocation formula, the issue 
must be resolved by the Commission. One of the principal duties of the Commission 
is to protect the correlative rights of all parties. Further, as stated above, the 
Commission is bound by the statutory language in Section B-3 of the IOGCC Model 
Unitization Statute to approve a formula. The IOGCC Model Unitization Statute 
addresses contributions that each tract is expected to make. In State Oil and Gas 
Board v. Anderson, 510 So. 2d 250 (Ala. Civ. App. 1987), the Court held that the 
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issue is not what a single well is expected to contribute but what each entire tract 
will contribute. Thus, the characteristics of a single well—production history, 
capacity, pore volume, etc.—are only some of the evidence relating to what the entire 
tract will contribute. 

 Consistent with the statute, the parties may propose and the Commission 
may approve a formula with more than one factor. In Gilmore v. Oil and Gas 
Conservation Commission, 642 P.2d 773 (Wyo. 1982), the Wyoming Supreme Court 
upheld an allocation formula containing eleven factors. In State Oil and Gas Board 
of Alabama v. Seaman Paper Company, the Alabama Supreme Court upheld a two-
factor allocation formula giving “two-thirds weight to Productive Acre Feet, and one-
third weight to production for the last six months of 1965.” 235 So. 2d at 870.  

 The Court in State Oil and Gas Board v. Anderson, upheld a formula 
containing two factors; sixty percent of the formula was based on pore volume, and 
forty percent of the formula was based upon productivity. Thus, the Commission has 
broad authority to establish an allocation formula. 

UNIT AGREEMENT 

 The unit agreement is the contract among the working interest owners, the 
royalty interest owners and any unleased mineral interest owners. The unit 
agreement must include all the provisions required by statute. Provisions in the unit 
agreement must be drafted to be entirely consistent with the applicable statutes. For 
example, C-2 of the IOGCC Model Unitization Statute states that the unit area may 
be extended with ratification by a certain percentage of working and royalty interest 
owners in the area to be added. Any provision to the contrary, such as a provision 
giving the parties in the present unit a “veto power” over any addition, would be 
inconsistent with the statute.  

 The unit agreement addresses the effect of the unitization of oil and gas 
rights on any leases or agreements previously executed by the parties.  

 The unit agreement normally will address the unit operator’s right to use 
unitized substances for unit operations. Generally, unit agreements provide for the 
use of such substances without a royalty obligation (where the substance is lost or 
consumed in operations). 

 Provisions allowing for the expansion of the unit area upon conditions 
consistent with the applicable statutes of the Commission normally are included in 
the unit agreement. The unit agreement will address the tract participation in the 
unit and the method of allocating production among the royalty interest owners and 
working interest owners. 

RATIFICATION 

 Under Section C-1 of the IOGCC Model Unitization Statute:  

An order requiring unit operation shall not become effective, unless 
and until a unitization agreement approved by the oil and gas 
conservation agency has been signed and approved or ratified in 
writing by the owners of at least ___ percent as costs are shared under 
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the terms of the allocation formula and by ___ percent of the royalty 
owners excluding the owners of overriding royalties, production 
payments, and any other interest carved out of the working interest in 
the unit area as revenues are distributed under the terms of the 
allocation formula. 

 

The percentages required for ratification vary from state to state. For example, 
Oklahoma requires sixty-three percent; West Virginia requires seventy-five percent; 
Montana requires eighty percent. 

 In the event the order of the Commission providing for unitization is ratified 
by the required percent of both the working interest owners and the royalty interest 
owners, the Commission will conduct a hearing and make a finding to that effect. 

EFFECT OF UNITIZATION UPON OIL AND GAS LEASES 

 The oil and gas lease is modified by the Unit Agreement. By virtue of 
unitization, the lessor becomes entitled to a royalty interest based upon the share of 
production attributable to him in the allocation formula, regardless whether the 
production is from wells drilled on his lands, on a spacing unit that includes his 
lands, or from other tracts in the unit.  

 Production from unit operations holds and maintains the lease after the 
expiration of the primary term of the lease. Further, unless the lease or the unit 
agreement contains a provision to the contrary, the production from unit operations 
holds and maintains the lease premises outside the unit area. However, the 
relationship between the lessor and the lessee remains governed and affected by the 
express and implied covenants in the lease. 

OTHER CASES ADDRESSING FIELDWIDE UNITIZATION 

ALLOCATION FORMULA; FACTORS INCLUDED IN FORMULA 

 In Gilmore v. Oil and Gas Conservation Commission, 642 P.2d 773 (Wyo. 
1982), the Wyoming Supreme Court upheld an allocation formula that contains 
eleven factors. The formula approved by the Commission had barely received the 
required ratification of seventy-five percent. The factors were “Useable Wells, First 
Six Months Production, Peak Rate, Wellbore Net Feet, Last Three Month’s 
Production, Last Six Month’s Production, Remaining Primary, Ultimate Primary, 
Developed Porosity Acre Feet, and Porosity Acre Feet.” Id. at 775. In upholding the 
formula, the Wyoming Supreme Court noted that waste would occur by delaying 
secondary recovery operations. Id. The Court stated that “We are faced with a 
delicate balancing problem between prevention of waste and correlative rights, but 
prevention of waste is of primary importance. The right to produce one’s fair share 
from the pool is limited by and subject to the practicalities of the situation and the 
ability to produce without waste.” Id. at 779. 
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DELEGATION; RATIFICATION 

 The case of State Oil & Gas Board of Alabama v. Seaman Paper Co., 285 Ala. 
725, 235 So. 2d 860 (1970) is an appeal of a unitization order. In affirming the order 
of unitization, the Alabama Supreme Court ruled on a number of issues. The Court 
rejected a claim that the Board had “left up to subordinates the responsibility of 
determining the allocations required to be made by law.” 285 Ala. at 736, 235 So. 2d 
at 869. The Supreme Court held that the Board had not delegated its responsibilities 
but had properly addressed the matters before the Board. The Court affirmed the 
Board’s allocation formula. In rejecting a claim that ratification had not been 
properly proved, the Court stated:  

If a fact to be proven requires an inspection and compilation of 
numerous and voluminous documents and if inspection and 
compilation by judge or jury at the trial is unreasonable, 
impracticable, or impossible; a qualified witness, e.g., an accountant, 
who has made an examination of such documents may state the result 
of his computations therefrom if, but only if, the mass of documents is 
made available to the opponent for inspection. 

285 Ala. at 744, 235 So. 2d at 877. 
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	Text2: The following pages are excerpted from a publication by the State Oil & Gas Board of Alabama, OGR 20.


