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THE ROYALTY CLAUSE
& TEXAS DECISIONS

» Heritage v. NationsBank
* The Chesapeake Trio
» Burlington v. Texas Crude
» Bluestone v. Randle
* Modern Custom Royalty Clauses
» Devon v. Sheppard
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Heritage v. NationsBank (Tex. 1996)

» Lessee was deducting transportation costs incurred from the wellhead to the
point of sale from royalty payments

Lease:
* royalty based on “market value at the well”

* “no deductions” clause

* Without comparable sales, “market value” may be determined by “netting back”
post-production costs incurred between wellhead and point of sale

* The term “market value at the well” entitled lessee to make reasonable post-
production deductions in order to arrive at a price reflecting value “at the well”

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

Justice Owens Concurrence*

“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 tothe payment of market
value at the well, the lessee would pay all post-production costs,

they could have said so.”
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