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Oil & Gas and Family Law – Understanding Your Ownership 
Interests and Rights 
 
1. Introduction 
2. Oil & Gas Reserves as Marital Property 
3. Ownership Interests Related to Reserves 

· Working Interest 
· Royalty Interest  
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· Other Interest Payments  
v Bonus Payments  
v Delay Rentals  

4. Valuation 
· Reserve Reports 
· Key Classification of Reserves  
v Proved Reserves 
v Probable Reserves 
v Possible Reserves  

· Methods of Valuation 
v Income Approach 
v Market Approach  
v Asset Approach  

5. Other Factors 
· Goodwill  
· Covenant Not to Compete  

6. Conclusion 
 
UPCOMING:  May 03: Laura Burney, “Floating” v. “Fixed” Non-Participating 

 Royalty Problem (Hysaw v. Dawkins case) 
Jun 01: Keith Franklin, Using Adverse Possession to Clean 
  Up Your Title Mess  
Jul 05: Trey Scott, To Be Announced  
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OIL & GAS & FAMILY LAW

UNDERSTANDING YOUR 
OWNERSHIP INTERESTS AND 

RIGHTS



IN TEXAS,
•Interests in O&G categorized as personal property
interest upon “production and severance”

• Upon dissolution of a marriage, courts look at
following to determine whether interests in
O&G producing property is community or
separate property:
• Date of inception of title;

• What funds were used; and

• Other basic marital property factors.

OIL & GAS RESERVES AS 
MARITAL PROPERTY



OIL & GAS RESERVES AS MARITAL 
PROPERTY

 Income generated during marriage belongs to
community estate

 Income = all rents and revenues produced
from use of community estate

 In an O&G lease, “lessee” will render
consideration to “lessor” for right to evaluate
and drill.

 Consideration not equivalent to a rent for
the time spent on the land

Instead, a fee paid for purchase of O&G
extracted from property



OIL & GAS RESERVES AS MARITAL 
PROPERTY

 Sale of O&G is actual sale of realty, so
payments received through royalties is separate
property of spouse who owns interest in the
land
 If mineral producing land is considered separate property,

profits from sale of O&G will remain a spouse’s separate
estate

 If lease is acquired during marriage, through use of
community funds or through exchange of community
property, new lease will become part of community estate



•INTERESTS IN O&G RESERVES CLASSIFIED INTO
TWO PRIMARY CATEGORIES:

• Working interests

• Royalty interests
•TWO SUBSETS OF WORKING INTERESTS:

• Operating interests

• Non-operating interests

OWNERSHIP INTERESTS 
RELATED TO RESERVES



OWNERSHIP INTERESTS RELATED TO 
RESERVES

 Interests in reserves either community property
or separate property depending on: date of
inception of interest and an evaluation of
other factors

 EXAMPLE: Husband owns a royalty interest in
O&G producing property. This property will
remain part of his separate estate throughout
the marriage, unless:

He uses community funds to modify property
in any way



OWNERSHIP INTERESTS RELATED TO 
RESERVES – WORKING INTEREST

 Working interest – operating interest that provides
owner with exclusive right to drill, produce, and
exploit minerals

 Share in profits after deducting:

Royalty interest payments,

Lease-operating expenses,

Severance, and

Ad valorem taxes and capital expenditures
associated with property

 Working interest is interest in real property

 Working interest produces profits to holder of
this interest



OWNERSHIP INTERESTS RELATED TO 
RESERVES – WORKING INTEREST

 If working interest acquired post-marriage

 Profits constitute income from “toil, talent, industry
or other productive faculty” of one spouse

 Therefore, part of community estate

 “Lessee” typically holds this interest, which is acquired
through execution of mineral lease, and bears burden of
all operating expenses

 Operating/Non-Operating working interest

 Operating – responsible for physical operation of O&G
wells

 Typically referred to as controlling or majority
interest

 Exclusive right to control exploration and
production process



OWNERSHIP INTERESTS RELATED TO 
RESERVES – WORKING INTEREST

 Non-operating – not involved in production
operations

Act more as consultants to operating
interest holder in planning and production
decisions

Bears some production and drilling costs



OWNERSHIP INTERESTS RELATED TO 
RESERVES – ROYALTY INTEREST

 Royalty Interest – right to receive share of gross
production of minerals produced under mineral lease,
free of production costs

 Landowner or “lessor” who owns property and
conveys working interest to “lessee” typically holds
such interests

 Passive in nature – no requirement to share in drilling
or production costs

 Receives periodic payments pursuant to lease
agreement without bearing burden of operating
expenses

 Payment of RI takes preference over all other payments
from lease revenue

 Typically1/4 -1/8 of gross revenue



OWNERSHIP INTERESTS RELATED TO 
RESERVES – ROYALTY INTEREST

 If RI acquired prior to marriage
 Payments received through O&G lease remain

separate property

 RI not categorized as income or rents
 Because means through which royalty owner is

compensated for extraction or wasting away of
property

 Royalty received from production on one
spouse’s separate property will remain
separate, unless:
 Clear and convincing evidence that production of

O&G involved use of communal talent or
resources



OWNERSHIP INTERESTS RELATED TO 
RESERVES – OTHER INTEREST 

PAYMENTS

 Bonus payments

 Monetary consideration given by lessee to lessor for
executing O&G lease

 Amount paid depends on size and duration of lease and
success of production in surrounding area

 Bonus lease paid for the use of property for drilling
and production of O&G and is divisible upon divorce

 Bonus payments would remain separate property, so
long as produced from separate property
 Differ from royalty because bonus paid up front, regardless

if production actually occurs

 Bonus paid by lessee to secure right in deferring operations
until lessee begins drilling or terminates lease



OWNERSHIP INTERESTS RELATED TO 
RESERVES – OTHER INTEREST 

PAYMENTS

 Delay Rentals
 Payment accrues by lapse of time and additional

time used to utilize land in search of O&G
 Do not exhaust substance of the land since simply

payments rendered for time spent on property
 Not characterized as a sale of any sort

 Not contingent on actual production of minerals

 Falls under the “rent” category for community
property
 Considered personal property of the community

estate

 Not necessarily paid to begin production or
extraction but paid to ensure no operation will
proceed without consent of party rendering
payment



OWNERSHIP INTERESTS RELATED TO 
RESERVES – VALUATION

 Valuation of O&G reserves likely designated
to an expert

 Requires appraiser to first value properties
on which entity is drilling for minerals
 Value of properties then factored into final evaluation

of Exploration and Production firm with other
variables
 Can include:
 Goodwill; or
 Covenant not to complete.

 Three methods for valuation:
 Income approach
 Market approach
 Asset approach



RESERVE REPORTS

 Starting point for O&G interest valuation

 Composed by petroleum engineers
through estimation of classification and
quantity of reserves that can be
recovered over time

 Addresses variety of issues:
 Quantity and nature of hydrocarbons in the

ground;

 How quickly hydrocarbons can be recovered;

 What percentage of hydrocarbons can be
recovered;

 Estimated cost of recovery; and

 Present value of the net cash flow using various



RESERVE REPORTS

 Prepared for SEC, banking or financing,
merger and acquisitions or other related
valuation

 Not a determination of fair market value
 Provides base data that qualified valuation expert

will use in calculating fair market value of O&G
interests

 Fair market value = amount that would be paid in
cash by willing buyer who desires to buy, but is not
required to buy, to willing seller who desires to
sell, but it under no necessity of selling

 Opinion of engineer creating report
regarding probable production value of a
given reserve



KEY CLASSIFICATION OF RESERVES

 Reserve reports classify reserves as follows:

 Proved reserves

 Probable reserves

 Possible reserves

 Proved reserves

 Backed by geological and engineering data indicating – with
reasonable certainty – that they are recoverable today or in
near future

 Classified into three categories:

 Proved developed producing

 Proved developed non producing

 Proved undeveloped

 Proved developed producing (PDP) = wells completed and
reserves are currently being produced

 Regularly generate cash and provide pressure and
production data that is generally accurate



KEY CLASSIFICATION OF RESERVES

 Proved developed not producing (PDNP) = wells that contain
identified reserves, but well is not producing for some
extrinsic reason

 Causes for nonproducing:

 Decrease in market demand that renders wells
economically unviable to produce

 Issues with mechanical devices that make production
impossible

 Less risky than new well because known to contain O&G
reserves that will eventually produce once extrinsic
issues are resolved



KEY CLASSIFICATION OF RESERVES

 Proved Undeveloped = wells are new locations that still
require drilling and completion of well in order to recover
value

 Most risky investment out of “proved” reserves

 Not certain to produce sufficient volume to cover 
investment of drilling and completion

 Generally not counted until certain to be funded and 
completed in near term

 Probable reserves – unproved, yet data suggest more likely
than not recoverable

 Possible reserves – unproved, yet data suggesting less likely
recoverable than probable reserves

 Also referred to as “exploratory”



METHODS OF VALUATION 

 Income approach – converts reserve
report to fair market value by evaluation
of anticipated economic benefits stemming
from particular well

 Market approach – applies comparable
transaction metrics from similarly
situated companies to subject Exploration
and Production firm’s O&G producing
properties

 Asset Approach – focuses on calculating
a liquidation value of an entity’s assets



OTHER FACTORS

 Good will – that intangible asset arising as result of name,
reputation, customer loyalty, location, products and similar
factors not separately identified

 Types : Commercial and personal

 Personal – value individual professional brings to entity

 Separate property of professional

 Commercial – attributable to success of entity

 Assessed as part of community estate

 Covenant not to compete – promise, usually in sale-of-business,
partnership, or employment contract, not to engage in same
type of business for stated time in same market as buyer,
partner, or employer

 Essential to valuation of O&G companies because appraiser
must account for absence of party who will no longer be
part of firm’s operation

 Companies implement in effort to protect commercial
goodwill of firm by insuring continued patronage



CONCLUSION
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