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THE ROYALTY CLAUSE 
& TEXAS DECISIONS
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� The Chesapeake Trio
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�Burlington v. Texas Crude
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��Bluestone v. Randle

��Modern Custom Royalty Clauses
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�Devon v. Sheppard
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ROYALTY AUDIT ISSUES

Downstream Comminglingg g

Condensate Shrinkageg

Lease/Plant Fuel

Flaring/Ventingg g

Lost & Unaccounted for (LUF)

T&F Fees

Skim Oil, etc.

POST 
PRODUCTION
COSTS

1000 Acres, Alamo County
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Lessee was deducting transportation costs incurred from the wellhead to the Lessee was deducting transportation LeL
point of sale from royalty payments

LLease:

�� royalty based on “market value at the well”

�� “no deductions” clause

Held:d:  

�� Without comparable sales, “market value” may be determined by “netting back” � WithoW
post

tho
stst-

comparable sales, market value  may be determined by neut couho
tt-production costs incurred between wellhead and point of sale 

�� The term “market value at the well” entitled lessee to make reasonable posttst-� market value The term mT
production deductions 

at the welllue 
s s in order to

well
toto

 entitled lessee to make reasonable posstlwell
oo arrive at a price reflecting value “at the well”

�� Because royalty was valued “at the well,” the “no deductions” clause was a merely � Because royaltB
“surplusage”

Lessee was deducting transportation costLLL

Heritage v. NationsBank 
he wellhts incurred from thts incu

(Tex. 1996)

“There are any number of ways the parties could have provided 
that the lessee was to bear all costs of marketing the gas. . .

If they had intended that the royalty owners would receive royalty 
based on the market value at the point of delivery or sale, they 

could have said so. 

If they had intended that in addition to the payment of market 
value at the well, the lessee would pay all post-production costs, 

they could have said so.”

Justice Owens Concurrence*

PR
EV

IEW



Find the full text of this and thousands of other resources from leading experts in dozens of
legal practice areas in the UT Law CLE eLibrary (utcle.org/elibrary)

Title search: Royalty Updates and Issues

Also available as part of the eCourse
2025 Ernest E. Smith Oil, Gas, and Mineral Law eConference

First appeared as part of the conference materials for the
51st Annual Ernest E. Smith Oil, Gas and Mineral Law Institute session
"Royalty Updates and Issues"

http://utcle.org/elibrary
http://utcle.org/ecourses/OC10442

