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Overriding Royalty Interests: Advanced Calculations

Reservation structures, unitization, and burden tracking

What an overriding royalty is

An overriding royalty interest (ORRI) is carved out of the working interest, the leasehold estate, not out of the minerals.
Like a royalty it is free of drilling and operating costs, but unlike a landowner's royalty or a non-participating royalty, it lives
only for the term of the lease it burdens. When that lease terminates, the override ordinarily ends with it. That single fact
drives most of the advanced math: an override is always tied to a specific leasehold, a specific working interest, and a
specific set of burdens. (For the broader interest types, see the Mineral & Royalty Interest Types reference.)

The interest formulas

Every decimal in a unit is built from the same pieces: the interest rate, the working or mineral interest, and the share of the
unit the tract represents. The tract participation factor (TPF) is the tract acres divided by the unit acres.

Interest Formula

Landowner royalty (RI) Royalty rate x mineral interest x TPF

Overriding royalty (ORRI) Override rate x working interest x mineral interest x TPF
Gross working interest (GWI) Working interest x mineral interest x TPF

Net revenue interest (NRI) (1 - burdens) x working interest x mineral interest x TPF

Burdens are everything taken off the top before the working interest gets paid: the landowner royalty plus every override
and other lease burden. So NRI factor = 1 — (royalty + all overrides). TPF = tract acres + unit acres; for a 320-acre tract in
a 640-acre unit, TPF = 0.5.

How an override rate is set

The hard part of an override is rarely the multiplication. It is reading how the reservation defines the rate, because that is
what changes lease to lease.

Reservation How the rate is set Watch for
Flat rate A fixed percentage, for example 2%, The simplest case, and the
independent of the lease royalty. one where shortcut math
is safe.
Sliding scale by royalty The rate steps with the lease's royalty, for Read the tiers exactly. The
example 3% where the royalty is 18.75% or same reservation gives
less, 2% from 18.75% to 22.5%, and none different rates on different

above 22.5%. leases.



Reservation How the rate is set Watch for

Stated rate less and except any burdens Areservation such as “a 25% ORRI, less “Any burdens” sweeps in
and except any burdens” delivers the the royalty and every prior
difference between the stated rate and override, not just the
everything already burdening the lease, royalty. Never let the result
figured lease by lease. The reservation | go below zero.

now see most often.

Proportionately reduced The rate is reduced to the assignor's Reduce to the assignor's
working interest, whatever fraction that working interest, not the
happens to be, so a 3% reserved against a mineral interest.

50% interest is really 1.5% and against a
2% interest is really 0.06%.

“Less and except any burdens” overrides

Of all the override reservations | am asked to figure, this one has become the favorite by a wide margin, and | do not
expect that to change any time soon. It reads something like “a 25% overriding royalty, less and except any burdens.” It
does not reserve a flat 25%. It reserves whatever is left of that 25% after you take out the burdens already sitting on the
leasehold, so the real override moves from one lease to the next as those burdens change. On a lightly burdened lease it
can come out to twelve or thirteen percent, and on a heavily burdened one it can come out to almost nothing.

The words that matter are “any burdens.” They are meant to be broad, and they do not just mean the landowner royalty.
They pull in the royalty and every prior override and anything else burdening that lease, so a lease that is already carrying
a heavy royalty or an earlier override has less room left, and sometimes none at all. When | work one of these | read it as
twenty-five percent minus everything that comes ahead of me rather than twenty-five percent minus the royalty. Forgetting
an earlier override in that stack is the easiest way to figure one of these too high.

A couple of habits keep it right. | work it against each lease by itself and never against a blended or unit-wide royalty,
because blending washes out the very differences the reservation depends on. And | never let the result drop below zero.
If the burdens already add up to the stated rate or more, there is nothing left to reserve and the override is zero. It does not
go negative, and you do not make up the shortfall out of the royalty.

Scenario. Zeus owns the working interest across three leases and assigns it to Poseidon, reserving “a 25% overriding
royalty, less and except any burdens.” Each lease already carries its own burdens, so the override Zeus keeps lands on a
different number every time:

Existing burdens on the lease 25% less any burdens Reserved override
1/8 royalty (12.5%) 0.250 - 0.125 12.5%
3/16 royalty (18.75%), plus a 2% prior 0.250 - 0.2075 4.25%

override = 20.75%

1/4 royalty (25%) 0.250 - 0.250 0% (nothing left to give)

The middle row is the one worth slowing down on. That 2% prior override is a burden the same as the royalty is, so it
comes out of the 25% right along with it. If you dropped it, you would carry the override at 6.25% instead of 4.25%, and the
unit would not foot. That is why | list out every burden on a lease before | start subtracting, instead of stopping at the
royalty that happens to catch my eye first.



Watch for “proportionately reduced”

The wording here can change an override more than any of the numbers around it. When someone assigns a working
interest and reserves an override, the reservation either says the override is proportionately reduced to the assignor's
interest, or it says nothing about it at all. That one difference is what tells you whether to scale the rate down to the
assignor's working interest, and it is easy to miss, because it comes down to language the instrument may simply leave
out.

It matters because of how the two cases behave. When the reservation is proportionately reduced, the override shrinks to
the assignor's working interest, whether that is half or only a couple of percent, so the burden on the lease stays in line
with the interest the assignor actually held. An override that is silent does not shrink at all. It attaches at its full stated rate
no matter how small the working interest behind it was, and that can load a lease far more heavily than either side had in
mind.

Scenario. Odysseus owns 50% of the working interest, assigns it to Perseus, and reserves “a 3% overriding royalty.”
Whether Odysseus keeps 1.5% or the full 3% turns entirely on whether the reservation says it is proportionately reduced:

Language in the instrument Effective override

“a 3% ORRI, proportionately reduced to the 3% x 50% = 1.5%
assignor's interest”

“a 3% ORRI,” silent on proportionate commonly the full 3%, not scaled to the 50%
reduction

So | read the exact words every time, and when a reduction does apply, | take it against the assignor's working interest and
never the mineral interest. A silent reservation is usually read at its full stated rate, which is a good deal heavier on the
lease than a proportionately reduced one would be. When the language is not there and the number comes out looking too
high, | treat that as a reason to go back and confirm what the parties intended, not a reason to quietly add a reduction the
deed does not contain. If they really did mean to reduce it, that gets cleaned up with a corrected or clarifying instrument
they both sign, rather than an assumption made on the division-order side.

Unitizing the interests

In a pooled unit, scale every interest to the unit by the tract participation factor and by the mineral interest the lease
actually covers, then add up each owner's pieces across every lease and tract they touch.

Scenario. Prometheus owns 50% of the working interest under a lease covering 100% of the minerals in the S/2 (320
acres) of a 640-acre unit, at a 1/8 royalty with no override. TPF = 320 + 640 = 0.5.

Figure Calculation Result
Unitized working interest 0.50 WI x 1.00 MI x 0.5 TPF 0.2500000
NRI factor 1 - 0.125 royalty 0.875
Unitized net revenue interest 0.875 % 0.50 x 1.00 x 0.5 0.2187500

Prove the unit. Across the whole unit, every revenue interest, meaning royalties plus overrides plus net working interests,
must total 1.000000, and every working interest on the expense side must total 1.000000. If either column does not foot to
one, a decimal is wrong.



The “quick and dirty” trap

When someone conveys a working interest and reserves an override, it is tempting to estimate the override from a single
blended net revenue interest: take the fraction of Wl conveyed against the current NRI and back out the difference.
Whether that shortcut is safe depends entirely on how the override rate is defined.

Does the
Reservation type shortcut Why

work?

Flat rate, proportionately reduced Yes The reserved rate does not depend on the existing
burdens, so a single blended figure is fine.

Less and except any burdens No Each lease can carry a different royalty, so the “less
burdens” amount and the resulting NRI differ lease by
lease. A blended NRI smears those differences and gives
the wrong number.

Scenario. Zeus again reserves “25% less and except any burdens,” this time across two leases in the same unit. On the
lease at a 1/8 royalty his override comes to 12.5%; on the lease at a 1/4 royalty it floors to 0%. A single blended estimate
cannot produce that split, it would hand back one averaged rate on both. Run each lease separately and add the pieces.

Burden groups: who actually pays the override

An override burdens the working interest it was carved from. When that working interest is later assigned, the override
follows and reduces whoever now holds that WI. In an area of mutual interest or a chain of letter agreements, several
overrides can stack, each burdening a different working interest owner.

A burden group is the bookkeeping that assigns each override to the working interest owner or owners whose revenue
actually carries it. For every override, track two things: the working interest it burdens, and each current WI owner's share
of that burden. Done right, the net revenue interests fall out correctly and the unit still foots to one.

Washout: an override can disappear

Because an override is tied to the term of its lease, it is extinguished if that lease is released, expires, or is surrendered,
and a fresh lease on the same land generally starts free of it. That loss is called a washout. An override survives into a new
or renewed lease only if the assignment that created it carried an extension and renewal clause or an anti-washout
provision. When you see an override, confirm whether it was written to survive, and whether the lease it rode on is still
alive.

Notes for division-order and title work

Read the reservation first Confirm what the override is carved from and exactly how its rate is set
before you set any decimal. The structure, not the arithmetic, is where
errors hide.

Work “less burdens” lease by lease Never blend royalties. Compute the override against each lease's actual

burdens, and floor every result at zero.



Check for “proportionately reduced” Only scale the override down to the assignor's working interest if the
instrument says so. If it is silent, the override generally stands at its full
stated rate. Do not add a reduction the deed does not contain, and reduce
to the assignor's working interest, never the mineral interest.

Foot the unit Revenue interests and working interests each total 1.000000. If they do
not, find the decimal that is off before you pay anyone.

Check whether it washed out An override dies with its lease unless an extension and renewal or anti-
washout clause carried it forward. Confirm the lease is still in effect.

This reference is prepared for use by landmen and division-order analysts as a working field tool. It is not legal advice and does
not substitute for the advice of qualified oil and gas counsel or a review of the actual instruments. Override language, tract
participation, and unit terms turn on the exact wording of each assignment, lease, and unit agreement. Confirm every decimal
against the instruments and the governing agreement, and refer complex or disputed matters to a licensed attorney in the state
involved.
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