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Mineral Management 101Mineral Management 101

�� Ten Duties of Mineral OwnersTen Duties of Mineral Owners�� Ten Duties of Mineral OwnersTen Duties of Mineral Owners
�� Four Major Events for Mineral OwnersFour Major Events for Mineral Owners

–– OwnershipOwnership
–– LeasingLeasing
–– Division OrdersDivision Orders
–– The CheckThe Check

10 Duties (Responsibilities) of 10 Duties (Responsibilities) of 
Mineral OwnersMineral Owners

11-- KNOW KNOW what you ownwhat you own

22--KNOWKNOW what information you need what information you need 
and where to get itand where to get it

33-- KNOWKNOW what is going on in your area what is going on in your area 
of interestof interest
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10 Duties (Responsibilities) of 10 Duties (Responsibilities) of 
Mineral OwnersMineral Owners

44--KNOWKNOW what the future impact thewhat the future impact the44--KNOWKNOW what the future impact thewhat the future impact the
small print in the oil and gas small print in the oil and gas 
lease/division order will have on your lease/division order will have on your 
royalty paymentroyalty payment

55--KNOWKNOW who has itwho has it

10 Duties (Responsibilities) of 10 Duties (Responsibilities) of 
Mineral OwnersMineral Owners

66--KNOWKNOW what questions to ask and to what questions to ask and to 
whom to ask themwhom to ask them

77--KNOWKNOW your limitsyour limits77 KNOWKNOW your limitsyour limits
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10 Duties (Responsibilities) of 10 Duties (Responsibilities) of 
Mineral OwnersMineral Owners

88--KEEPKEEP copies/originals of everythingcopies/originals of everything88--KEEPKEEP copies/originals of everythingcopies/originals of everything
and organize itand organize it

99--DODO somethingsomething

1010--PLANPLAN

#1 Duty of Royalty #1 Duty of Royalty 
OwnersOwners

Know what you own.Know what you own.

Hint: “I own minerals and royalties” is NOT the 
correct answer.
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4 Major 4 Major MineralMineral OwnerOwner
EventsEvents

OWNERSHIPOWNERSHIP��OWNERSHIPOWNERSHIP
�� LeasingLeasing
��Division OrdersDivision Orders
��The CheckThe Check��The CheckThe Check

4 Major Events:4 Major Events:
OwnershipOwnership

Components of OwnershipComponents of Ownership

�� Legal Description Legal Description 
��Number (amount) of Mineral Number (amount) of Mineral 

A O dA O d

Components of OwnershipComponents of Ownership

Acres OwnedAcres Owned
��Type of OwnershipType of Ownership
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Legal DescriptionsLegal Descriptions
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Legal DescriptionsLegal Descriptions

Township 1 North

Township 2 North

______________

Township 1 South

Township 2 South

Legal DescriptionsLegal Descriptions

A Township 
contains 

36 Sections
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Legal DescriptionsLegal Descriptions

Legal DescriptionsLegal Descriptions

OneOneOneOne
SectionSection
ContainsContains

640640
acresacres



5/31/2010

9

Legal DescriptionsLegal Descriptions

Legal DescriptionsLegal Descriptions
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Legal DescriptionsLegal Descriptions

Legal DescriptionsLegal Descriptions
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Legal DescriptionsLegal Descriptions

Number of Mineral Acres Number of Mineral Acres 
OwnedOwned

�� If described as “all of the mineral interest”If described as “all of the mineral interest”�� If described as all of the mineral interestIf described as all of the mineral interest
in SEin SE/4/4 SWSW/4/4 Section 11Section 11--Township 2 North, Township 2 North, 

Range 8 West then you own Range 8 West then you own 4040
mineral acresmineral acres

(Section 11 consists of(Section 11 consists of
640 acres640 acres/4/4/4/4==4040))
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Undivided OwnershipUndivided Ownership

�� Own a portion usually expressed in aOwn a portion usually expressed in a�� Own a portion, usually expressed in aOwn a portion, usually expressed in a
fraction, under the entire described fraction, under the entire described 
propertyproperty——sometimes called an sometimes called an 
“undivided interest.”“undivided interest.”

Document will read: “An undivided ½Document will read: “An undivided ½�� Document will read: “An undivided ½Document will read: “An undivided ½
interest under the SW SW of 11interest under the SW SW of 11--2N2N--
8W.”8W.”

Undivided OwnershipUndivided Ownership

�� Section 11 = 640 acresSection 11 = 640 acres�� Section 11 = 640 acresSection 11 = 640 acres
�� SW/4 SW/4 of Sec. 11 = 640/16=40 SW/4 SW/4 of Sec. 11 = 640/16=40 

acresacres
�� Undivided ½ interest in 40 acres=Undivided ½ interest in 40 acres=

20 acres owned20 acres owned
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Types of OwnershipTypes of Ownership

�� Mineral OwnershipMineral Ownership
�� Overriding Royalty OwnershipOverriding Royalty Ownership
�� Working InterestWorking Interest
�� Royalty OwnershipRoyalty Ownership

Types of Ownership: Types of Ownership: 
NonNon--ProducingProducing

�� Mineral OwnershipMineral Ownership�� Mineral OwnershipMineral Ownership

The ownership of the minerals in placeThe ownership of the minerals in place
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Types of Ownership: Types of Ownership: 
Production InterestsProduction Interests

Working Interest
Overriding Interest
Royalty InterestRoyalty Interest

Types of Ownership: Types of Ownership: 
ProducingProducing

�� Working Interest (WI)Working Interest (WI)�� Working Interest (WI)Working Interest (WI)
Investors in the well who share the actual Investors in the well who share the actual 

costs incurred in drilling and completingcosts incurred in drilling and completing
Production income is distributed Production income is distributed 

proportionatelyproportionately

–– Overriding Royalty Interest (ORRI)Overriding Royalty Interest (ORRI)
Carved from the WI; nonCarved from the WI; non--cost bearingcost bearing
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Types of Ownership:  Types of Ownership:  
ProducingProducing

�� Royalty Ownership/Interest (RI)Royalty Ownership/Interest (RI)�� Royalty Ownership/Interest (RI)Royalty Ownership/Interest (RI)
–– Begins with ProductionBegins with Production
–– Ends with ProductionEnds with Production
–– Does not have to be owned by the Does not have to be owned by the 

“Mineral Owner” but it usually is“Mineral Owner” but it usually is
–– Is based on the fraction retained in the Is based on the fraction retained in the 

lease and your ownershiplease and your ownership
–– Gets you the checks in the mailGets you the checks in the mail

Types of Ownership: Types of Ownership: 
Production InterestsProduction Interests

Working Interest
Overriding Interest
Royalty InterestRoyalty Interest



5/31/2010

16

Any Questions?Any Questions? Any Questions?

Any Questions?

Any Questions?

Any Questions?

4 Major Mineral Owner 4 Major Mineral Owner 
EventsEvents

OwnershipOwnership��OwnershipOwnership

��LEASINGLEASING
��Division OrdersDivision Orders
��The CheckThe Check��The CheckThe Check
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The Oil and Gas Lease is

4 Major Events:4 Major Events:
LeasingLeasing

�� the basic instrument in oil and gas the basic instrument in oil and gas 
developmentdevelopment

�� a legal instrument executed by a a legal instrument executed by a 
mineral owner granting the exclusive mineral owner granting the exclusive 

The Oil and Gas Lease is

g gg g
right to another to explore, drill and right to another to explore, drill and 
produce oil and gas from a particular produce oil and gas from a particular 
piece of landpiece of land

4 Major Events:4 Major Events:
LeasingLeasing

Many printed forms are available butMany printed forms are available but

THERE IS NO SUCH THING AS A THERE IS NO SUCH THING AS A 

STANDARD LEASE FORMSTANDARD LEASE FORM
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VIRTUALLY ALL

4 Major Events:4 Major Events:
LeasingLeasing

VIRTUALLY ALL
LEASE TERMS ARE 

NEGOTIABLE

�� Rights of Mineral OwnershipRights of Mineral Ownership

4 Major Events:4 Major Events:
LeasingLeasing

�� Rights of Mineral OwnershipRights of Mineral Ownership
–– Enter the land to explore, drill, produce Enter the land to explore, drill, produce 

and otherwise carry on mining activities.and otherwise carry on mining activities.
–– Lease those ownership rights to another Lease those ownership rights to another 

party.party.
O hi i i iO hi i i i–– Ownership exists in perpetuity.Ownership exists in perpetuity.

–– The minerals sit “in place” until The minerals sit “in place” until 
developed; most mineral owners cannot developed; most mineral owners cannot 
afford to drill a well.afford to drill a well.
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The Oil and Gas LeaseThe Oil and Gas Lease
�� Cooperative agreement between Mineral Owners Cooperative agreement between Mineral Owners 

and Producersand Producers
–– The Mineral Owner grants the right to enter his The Mineral Owner grants the right to enter his 

property to an oil and gas company for oil and gas property to an oil and gas company for oil and gas 
exploration.exploration.

–– The grant is known as an “Oil and Gas Lease” where The grant is known as an “Oil and Gas Lease” where 
the Mineral Owner receives:the Mineral Owner receives:
�� A certain amount of money (a “Bonus)A certain amount of money (a “Bonus)
�� Allows the Producer a certain amount of time to develop the Allows the Producer a certain amount of time to develop the 

propertyproperty
�� Retains a certain percentage of the oil and gas that may or Retains a certain percentage of the oil and gas that may or 

may not come out of the ground (the “Royalty”may not come out of the ground (the “Royalty”--which is which is 
usually 1/8 to ¼ of the production proceeds based on usually 1/8 to ¼ of the production proceeds based on 
mineral ownership)mineral ownership)

Lease NegotiationsLease Negotiations

�� The Lease BonusThe Lease Bonus�� The Lease BonusThe Lease Bonus
�� Retained Fraction (Royalty Rate) Retained Fraction (Royalty Rate) 
�� Number of Years (Primary Term)Number of Years (Primary Term)

l O O fl O O fare only a PORTION ofare only a PORTION of

Lease  NegotiationsLease  Negotiations
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NegotiationsNegotiations

�� The Lease BonusThe Lease Bonus�� The Lease BonusThe Lease Bonus
Paid by the Lessee at the time the lease is executed

Usually is calculated on a per acre basis

Usually is paid by separate draft or check

Is not recited in the lease

Example:  Ownership = 10 NMA

Lease Bonus = $50 per acre

Total Bonus Paid = $500

NegotiationsNegotiations

�� Retained Fraction (Royalty Rate)Retained Fraction (Royalty Rate)�� Retained Fraction (Royalty Rate)Retained Fraction (Royalty Rate)
If production is established

the Fraction agreed upon 

will be the royalty rate paid on production

Example: Ownership 10 NMAExample: Ownership = 10 NMA
Retained Fraction = 1/8

10 NMA
80 acre spacing unit x   1/8 = .0015625 RI
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NegotiationsNegotiations

�� Number of Years (Primary Term)Number of Years (Primary Term)�� Number of Years (Primary Term)Number of Years (Primary Term)

States the maximum period of time for States the maximum period of time for 
which the lessee can maintain the which the lessee can maintain the 

lease rights WITHOUT drillinglease rights WITHOUT drillinglease rights WITHOUT drillinglease rights WITHOUT drilling

NegotiationsNegotiations

�� The Lease BonusThe Lease Bonus�� The Lease BonusThe Lease Bonus
�� Retained Fraction (Royalty Rate) Retained Fraction (Royalty Rate) 
�� Number of Years (Primary Term)Number of Years (Primary Term)

are only a PORTION ofare only a PORTION ofare only a PORTION ofare only a PORTION of

Lease  NegotiationsLease  Negotiations
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Lease Clauses that can Lease Clauses that can 
BiteBite

“To pay Lessor for gas (including casinghead gas) and all “To pay Lessor for gas (including casinghead gas) and all 
other substances covered hereby, a royalty of 1/8 of other substances covered hereby, a royalty of 1/8 of 
the proceeds realized by Lessee from the sale thereof, the proceeds realized by Lessee from the sale thereof, 
less a proportionate part of the compressing, less a proportionate part of the compressing, 
dehydrating, transporting, and marketing or otherwise dehydrating, transporting, and marketing or otherwise 
making such gas or other substances ready for sale or making such gas or other substances ready for sale or 
useuse, said payments to be made monthly.”, said payments to be made monthly.”, p y y, p y y
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Lea$eLea$e
Clause$ to ProtectClause$ to Protect

““Commencement of a well according to the terms of this Commencement of a well according to the terms of this 
lease will require that a drilling rig capable of drilling lease will require that a drilling rig capable of drilling 
to a total depth be on location and drilling on or before to a total depth be on location and drilling on or before 
expiration of the primary term, and that the drilling of expiration of the primary term, and that the drilling of 
said well be continued with due diligence until said well be continued with due diligence until 
completion.  Construction of a well location without completion.  Construction of a well location without 
actual drilling as detailed above will not be deemed actual drilling as detailed above will not be deemed 
commencement of a well.”commencement of a well.”

The Oil and Gas LeaseThe Oil and Gas Lease

……INCLUDING  ALL  THAT  FINE PRINTINCLUDING  ALL  THAT  FINE PRINT
is a NEGOTIATED AGREEMENT is a NEGOTIATED AGREEMENT 

upon which upon which 
your future Royalty Income dependsyour future Royalty Income dependsyour future Royalty Income dependsyour future Royalty Income depends
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Any Questions?Any Questions? Any Questions?

Any Questions?

Any Questions?

Any Questions?

4 Major Mineral Owner Events4 Major Mineral Owner Events

OwnershipOwnership��OwnershipOwnership
�� LeasingLeasing

��DIVISION ORDERSDIVISION ORDERS
��The CheckThe Check��The CheckThe Check
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4 Major Events:4 Major Events:
Division OrdersDivision Orders

�� Issued by the Company AFTERIssued by the Company AFTER�� Issued by the Company AFTERIssued by the Company AFTER
production is establishedproduction is established

�� States the decimal interest on which States the decimal interest on which 
you will be paidyou will be paid

�� Is the link to information on yourIs the link to information on yourIs the link to information on yourIs the link to information on your
check stubcheck stub

4 Major Events:4 Major Events:
Division OrdersDivision Orders

NADOA

Model

Form Division 

Order
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Model Form Division OrderModel Form Division Order

Model Form Division OrderModel Form Division Order
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Model Form Division OrderModel Form Division Order

Interest Verification:Interest Verification:
The Decimal InterestThe Decimal Interest

80/640 x 3/16 = .0234375 RI80/640 x 3/16 = .0234375 RI
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Components of a Decimal Components of a Decimal 
InterestInterest

�� Mineral acres ownedMineral acres owned�� Mineral acres ownedMineral acres owned
�� Drilling and Spacing Unit Size (in acres)Drilling and Spacing Unit Size (in acres)
�� Royalty retained from the Oil & Gas LeaseRoyalty retained from the Oil & Gas Lease

–– Aka: Fractional Retained RoyaltyAka: Fractional Retained Royalty

These components are not stagnant; they These components are not stagnant; they 
change from property to property.change from property to property.

Decimal InterestDecimal Interest

8080//640640 x 3/16 = .0234375 RIx 3/16 = .0234375 RI
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Any Questions?Any Questions? Any Questions?

Any Questions?

Any Questions?

Any Questions?

4 Major Mineral Owner 4 Major Mineral Owner 
EventsEvents

OwnershipOwnership��OwnershipOwnership
�� LeasingLeasing
��Division OrdersDivision Orders

��THE CHECKTHE CHECK��THE CHECKTHE CHECK
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4 Major Events:4 Major Events:
The CheckThe Check

4 Major Events:4 Major Events:
The CheckThe Check

ChesapeakeChesapeake

Operating, Inc.
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Mineral Management 101Mineral Management 101

�� YOUR FILESYOUR FILES�� YOUR FILESYOUR FILES
–– Evidence of Title (Ownership)Evidence of Title (Ownership)
–– Leases and OffersLeases and Offers
–– Division OrdersDivision Orders
–– CorrespondenceCorrespondence

The only national organization representing,y g p g,
solely and without compromise,                  

oil and gas royalty owner interests.


