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Mineral Management 101
_|_

m Ten Duties of Mineral Owners

m Four Major Events for Mineral Owners
— Ownership
— Leasing
— Division Orders
— The Check

10 Duties (Responsibilities) of
Mineral Owners

1- KNOW what you own

2-KNOW what information you need
and where to get it

3- KNOW what is going on in your area
of interest




10 Duties (Responsibilities) of
Mineral Owners

4-KNOW what the future impact the
small print in the oil and gas
lease/division order will have on your
royalty payment

5-KNOW who has it

10 Duties (Responsibilities) of
Mineral Owners

+

6-KNOW what questions to ask and to
whom to ask them

7-KNOW your limits




10 Duties (Responsibilities) of
Mineral Owners

8-KEEP copies/originals of everything
and organize it

9-DO something

10-PLAN

#1 Duty of Royalty
Owners

Know what you own.

Hint: “I own minerals and royalties” is NOT the
correct answer.




4 Major Mineral Owner

Events

sOWNERSHIP
m Leasing

m Division Orders
m The Check

4 Major Events:
Ownership

Components of Ownership

m Legal Description

= Number (amount) of Mineral
Acres Owned

= Type of Ownership




Legal Descriptions

ARKANSAS

TOWNSHIPS
Sth Principal Meridian




Legal Descriptions

EXAMPLE 1
UNITED STATES RECTANGULAR SURVEY SYSTE

Township 2 North

Township 1 North

Township 1 South

Township 2 South

A Township
contains

36 Sections




Legal Descriptions

Legal Descriptions

One
Section
Contains
640
acres




Legal Descriptions

‘ 2640 ft

North Half (N/2)
320 acres

$

South Half (S/2)
320 acres

B0 ft. (one mile)

Legal Descriptions




Legal Descriptions

2,640 ft

Northeast
Quarter (NE)

160 acres

36
SE/4

160 acres

Legal Descriptions

N/ZNW 80 acres

2,840 ft

Northeast
Quarter (NE)

SWNW SENW

40 acres 40 acres

160 acres

SW

36
SE/4

160 acres

5.28

0 ft. (one mile)

10



Legal Descriptions

L

20 Acres

W
W1k | S 102, NE 174, NW 1/4
5 of Section 38,
‘ G&SRBAM
GaSRBAM 160 Acres

NE 1/4 of Section 36, T1N, R1W,
40 Acres 40 Acres G&SRB&M

SW 1/4, NW 1/4 of | SE 1/4, NW 1/4 of
Section 36, TIN, Section 36, TIN,
R1W, GASRB&M R1W, G&SRB&M

36

5280 ft. (one mile}

SW 1/4 of Section 36, T1IN, R1W, SE 1/4 of Section 36, T1N, R1W,
G&SRBEM GASRB&M

5.280 ft. (one mile)

Number of Mineral Acres
Owned

m If described as “all of the mineral interest”
in SE/4 SW/4 Section 11-Township 2 North,
Range 8 West then you own

NECIEES

(Section 11 consists of
640 acres =40)
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Undivided Ownership

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

m Document will read: “"An undivided >
interest under the SW SW of 11-2N-
8W.”

Undivided Ownership

m Section 11 = 640 acres

m SW/4 SW/4 of Sec. 11 = 640/16=40
acres

m Undivided V2 interest in 40 acres=

20 acres owned
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Types of Ownership

m Mineral Ownership

m Overriding Royalty Ownership
m Working Interest

m Royalty Ownership

Types of Ownership:

Non-Producing

m Mineral Ownership

The ownership of the minerals in place
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Types of Ownership:

Production Interests

o Working Interest
@ Overriding Interest
@ Royalty Interest

Types of Ownership:

Producing

m Working Interest (WI)

Investors in the well who share the actual
costs incurred in drilling and completing

Production income is distributed
proportionately

—Overriding Royalty Interest (ORRI)
Carved from the WI; non-cost bearing
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Types of Ownership:

Producing

m Royalty Ownership/Interest (RI)
— Begins with Production
— Ends with Production

— Does not have to be owned by the
“Mineral Owner” but it usually is

—Is based on the fraction retained in the
lease and your ownership

— Gets you the checks in the mail

Types of Ownership:

Production Interests

0O Working Interest
m Overriding Interest

m Royalty Interest
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Any Questions? Any Questions?

o n 2
% iy 3 “{s‘
Any Questions?

4 Major Mineral Owner
Events

= Ownership

s LEASING
m Division Orders
m The Check
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4 Major Events:
Leasing

he Oil and Gas Lease is

m the basic instrument in oil and gas
development

m a legal instrument executed by a
mineral owner granting the exclusive
right to another to explore, drill and
produce oil and gas from a particular
piece of land

4 Major Events:
Leasing

Many printed forms are available but

THERE IS NO SUCH THING AS A

STANDARD LEASE FORM
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4 Major Events:
Leasing

VIRTUALLY ALL
LEASE TERMS ARE

NEGOTIABLE

4 Major Events:
Leasing

m Rights of Mineral Ownership

— Enter the land to explore, drill, produce
and otherwise carry on mining activities.

— Lease those ownership rights to another
party.

— Ownership exists in perpetuity.

— The minerals sit “in place” until

developed; most mineral owners cannot
afford to drill a well.
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The Oil and Gas Lease

m Cooperative agreement between Mineral Owners
—|5nd Producers

— The Mineral Owner grants the right to enter his
property to an oil and gas company for oil and gas
exploration.

— The grant is known as an “Oil and Gas Lease” where
the Mineral Owner receives:
m A certain amount of money (a “Bonus)
= Allows the Producer a certain amount of time to develop the
property
m Retains a certain percentage of the oil and gas that may or
may not come out of the ground (the “Royalty”-which is

usually 1/8 to %4 of the production proceeds based on
mineral ownership)

Lease Negotiations

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

are only a PORTION of

Lease Negotiations
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Negotiations

= The 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

Negotiations

m Retained Fraction (Royalty Rate)

If production is established

the Fraction agreed upon

will be the royalty rate paid on production

Example: Ownership 10 NMA
Retained Fraction 1/8

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




Negotiations
m Number of Years (Primary Term)

States the maximum period of time for
which the lessee can maintain the
lease rights WITHOUT drilling

Negotiations

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

are only a PORTION of

Lease Negotiations
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Taotal Depth

Granite YWash

Bertha Rogers #1-27
Center of SE/ SE/A

Section 27-10N-194

Washita County, Oklahoma
Spud date: 1172615972
Completed: 7i21/15974

31,441 Feet

Bertha Rogers #1-27
Center of SE/4 SEM

Section 27-10M-19%

Washita County, Oklahoma
Spud date 1172671972
Completed 711974
Last Production: July 1997
Plugging Date: Br2am3

13,000- 13,10 " (13,600)

31,441 Feet
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GROUND SURFACE|

Lease Clauses that can
Bite

“To pay Lessor for gas (including casinghead gas) and all
other substances covered hereby, a royalty of 1/8 of
the proceeds realized by Lessee from the sale thereof,
less a proportionate part of the compressing,
dehydrating, transporting, and marketing or otherwise

making such gas or other substances ready for sale or
use, said payments to be made monthly.”
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Lea$e
Clause$ to Protect

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

The Oil and Gas Lease

...INCLUDING ALL THAT FINE PRINT
is a NEGOTIATED AGREEMENT
upon which
your future Royalty Income depends
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Any Questions? Any Questions?

Any Questions?

Fui

A" 4 Major Mineral Owner Events
g

-
= Ownership

m Leasing
s DIVISION ORDERS
= The Check
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X 4 Major Events:

Hm Division Orders

—

m Issued by the Company AFTER
production is established

m States the decimal interest on which
you will be paid

m Is the link to information on your
check stub

4 Major Events:
Division Orders

NADOA
Model

Form Division
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« Model Form Division Orde
7 r
_'_

NADOA Madel Form Division Order {Adopted 9/95)
DIVISION ORDER

Date:

Property Number: Effective Date:
Property Name:

Operator:

County and State:

Property

Description:

Production: i Other:

Owmer Name OWNER NUMBER:
and Address:
Type of Interest:
Decimal Interest:

e

The undersigned centifies the ownership of their decimal interest in production or proceeds as described above payable by
(Payor).

(Company Name)

Payor shall be noui fiad, in ‘writing, of any change in ownership, decimal interest, or payment address. All such changes
shall be effective the first day of the month following receipt of such natice,

Payor is ized to pending ion of a title dispute or adverse claim asserted regarding the
interest in production claimed hu-um by the undersigned. The undersigned agrees to indernnify and reimbusse Payor any
amount attributable to an interest to which the undersigned is not entitled.

Payor may accrue proceeds until the total amount equals , OF pay whichever occurs first, or as
required by applicable state statute,

This Division Order docs not amend any lease or operating agreement between the undersi gned and the lessee or operator
or any other contracts for the purchase of oil or gas.

In addition lo the terms and conditions of this Division Order, the undersigned and Payor may have certain statutory
rights under the laws of the state in which the property is located.

Special Clauses!




Fui

=\ Model Form Division Order
7"

_I_

Owner(s) Signature(s):

‘Owner(s) Tax 1.0, Number(s):

Owmer Daytime Telephone #:
Owner FAX Telephone #:

Federal Law requires you to furnish your Social Security or Taxpayer [dentification Number.
Failure to comply will result in 28% tax withholding and will mot be refundable by Pa

P, -

P . Interest Verification:
it The Decimal Interest
_'_

-

r

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

m Royalty retained from the Oil & Gas Lease
— Aka: Fractional Retained Royalty

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

Decimal Interest

X 3/16 = .0234375 RI
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Any Questions? Any Questions?

5
=
%’. 5 Naturd
Any Questions?

BEW 4 Major Mineral Owner
Events

= Ownership
m Leasing
m Division Orders

s THE CHECK
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4 Major Event
The Check

. Royally Accaunt

3408 _ , ck _ k Da u
EAYE! ILLE AR 727031004 Owner No, Check No, Check Date Net Amount
@ 79) 684-BTTT ERRERRE] 11122213 087252008
Prad e 0 Inte rest °mm_ | Netnformation ]
Date  Product  Inerest  Type Prike Volume Gross  Prod Tax Other Net Amount Volume Groas Prod Tax Code Olher  Code MNet Amount
Proj 12MS6THOA MeGee Well #1-1 ARKANSAS | FAULK

00002925 Rey. Int 0.6 000 0.00 22893 128.93

GAS 00002925 Rey.imt 5806 433299 2518734 0 2328488

Total Net for Property 1234567804 McGes Well #1-1 1.7 T8

Satement of Ol & Gas Payments
fo

r
Royalty Gwner

Property 3334567894 Walker Well #2-2 ST/ County: ARKANSAS | FAULKNER
0106 GAS  D.00DZ8Z5 Roy. Inl 0.00 000 0.00 0.00 205824 205024 X ooe 000

0706 GAS 00002925 Rey. Int 5E06 3095632 226.100.39 1683451 0 20934579 . 6616 492 SV
Total Net for Property 3334567094 Walker Well #2-2 6645 492

Property 1893457804 Srith Well #2-3:H ST/ County: ARKANSAS | FAULKNER
0706 GAS 00008566 Roy. Ini B776 2686222 140.224.98 X 0 148.147.99 X B2a4n
0706 00005566 Roy. int 0.00 0.00 o <230.96 000
0706 D.ODDSSEE Rey. Int 000 -100162 0.00 578536 577334 a0
07-06 DODDSSEE Rey. I 0.00 000 0.00 123303 -1.23303 o0

DODDSSES Rey. Int 0.00 0.00 0.00 .00 1050644 1090644 . o0
g GAS 0.00D55E6 Roy. Int 0.00 000 0.00 32309 332609 0.00
Total Mot for Property 189345789 Smith Well ¥2-3:H . 8248 046 RIRE)

perty 4373894754 Plummer Well #1:2-H ST/ ARKANSAS | VAN BUREN
GAT  0.0002116 Roy. Inl E776 4287688 247.667.48 0 247.520.86 X 8239 000
GAS  0.0002116 Rey.Inl 0. 0.00 0.00 T . a0 000
GAT  0.0002116 Roy.Int 0.00 -2586.15 ! 3078 1482208 - : -0, a.00 144
GAS  D.ODD2116 Rey. Int 0.00 0.00 . 201854 -2 o0 (2]
GAS  0.0002116 Rey.int 0.00 0.00 ! .00 1822272 - 3 . a0 46
GAS  0.000211 Roy. Int 0.00 0.00 1 . 657401 . 0.00 118

Total Netfor Property 4328064258 Plummer Well #1-2-H . 5239 . (3]

Chesapeake

1 e
Operating, Inc. : STATE 0 coTy Gam  LEGAL Sk SeCTN 27
— ot Ta A
s o e om
e w14
pasteliu
s 3
o wrn
e
vouso
S e
e coran

888888388888 888¢8

24800 00173611
LEASE TOTAL

CWHER TOTAL

INTEREST TYFES (| FRODUCT CODE (FC)

2GAS
1oL

GHECK TOTAL




Mineral Management 101

= YOUR FILES

— Evidence of Title (Ownership)
— Leases and Offers

— Division Orders

— Correspondence

Mational
Association

Rovalt
DW:.II‘I £ rl.:u
-

; L
s Natursh

The only national organization representing,
solely and without compromise,
oil and gas royalty owner interests.
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