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SUMMARY

The Thirteenth Court of Appeals of Texas held that the oil and gas leases established a royalty
valuation point at the wells, despite addendum provisions allocating post-production costs. The court
concluded that the trial court improperly instructed the jury to value royalties at a downstream
Houston Ship Channel location, reversed the judgment awarding approximately $15.8 million in
damages, and remanded for further proceedings.
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PROCEDURAL POSTURE Appellants appealed from a final judgment entered after the trial court
granted appellees' motion for summary judgment on the interpretation
of two oil and gas leases and a jury subsequently determined damages.

STANDARD OF REVIEW The interpretation of a mineral lease, the grant of summary judgment,
and whether a jury charge misstated the law are reviewed de novo. A
judgment is reversed for charge error when the error was harmful
because it probably caused the rendition of an improper verdict.

PRECEDENTIAL VALUE Published Texas Court of Appeals memorandum opinion
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QUESTIONS PRESENTED

1. Whether the oil and gas leases established the royalty valuation point at the wells as of the day the oil
was run to the pipeline or storage tanks.

2. Whether the addendum provisions concerning market value, royalty percentages, and post-production
costs superseded or rendered ambiguous the form provision establishing the valuation point.

3. Whether the trial court's summary judgment findings and jury charge improperly permitted damages to
be calculated using a downstream market value.

4. Whether the jury-charge error was harmful.

HOLDINGS

1. The leases establish the royalty fraction, yardstick, and valuation point as the average posted market
price of one-fifth of the oil at the wells as of the day it is run to the pipeline or storage tanks.

2. The addendum's post-production-cost provision supersedes the corresponding cost language in the form
provision but does not change the well valuation point; at that valuation point, the provision is
surplusage because no post-production costs are incurred at the well.

3. The trial court's summary judgment findings and jury charge improperly construed the leases by
permitting damages based on downstream market value, and the error was harmful because it probably
caused the rendition of an improper judgment.

KEY QUOTATIONS

“The lease establishes the royalty fraction, yardstick, and valuation point: “the average posted market price
of such 1/5th part of such oil at the wells as of the day it is run to the pipe[]line or storage tanks.”” (11)

“The trial court’s summary judgment findings and jury charge improperly construed the leases.” (13)

“Because the trial court’s charge allowed the jury to assess damages based on the price at the Houston Ship
Channel—a valuation point where the crude oil has incurred all post-production costs and is the most
valuable according to the parties—we find the error was harmful in that it probably caused the rendition of an
improper judgment.” (13)

FACTUAL BACKGROUND

Appellees and appellants' predecessors-in-interest entered two substantially identical oil and gas leases covering
approximately 110 wells on more than 3,700 acres in DeWitt County. The leases contained a form royalty
provision referring to the average posted market price of one-fifth of the oil at the wells as of the day it was run



to the pipeline or storage tanks, along with addendum provisions addressing royalty percentages, post-
production costs, and the lessor's right to take oil in kind. Appellees alleged that appellants underpaid royalties,
and the trial court instructed the damages jury to use market value at a downstream Houston Ship Channel
location rather than the lease's specified well valuation point.

PROCEDURAL HISTORY

Appellees sued appellants for allegedly underpaying royalties under two substantially identical oil and gas
leases. The trial court granted summary judgment for appellees, ruling that the royalty was not valued at the
well, that the royalty formula was one-fifth of market value on the day of sale, and that appellants breached the
leases by using another formula. After a jury awarded damages, the trial court entered a final judgment awarding
appellees $15,800,937 in combined actual damages. The court of appeals reversed and remanded.

DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

Remanded for further proceedings consistent with the opinion.
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