
 
 

LEASE CLAUSES FOR THE MODIFIED LYNCH FORM 

Clause 1. Grant of Leased Premises 

(a) Description of Leased Substances – Coalbed Methane. 

Lessor grants, leases and lets exclusively to Lessee any and all rights it has to all of the coal seam 
gas, including, but not limited to, coalbed methane gas, coalbed gas, methane gas, gob gas, 
occluded natural gas in any formation, or other naturally occurring gases contained in or 
associated with any coal seam, and all communicating zones, and all associated natural gas and 
other hydrocarbons originating or produced from coal seam to coal seam (collectively referred to 
in this Lease as coal seam gas or “gas”), underlying lands located in ________ County, identified 
on Exhibit A to this Lease. 

(b) Description of Premises – Limited Depth.   

The Frio formation as identified between the depths of ___ feet and ___ feet subsea in the 
electric log of the Wyocatter No. 1 well located 467 feet FSL and 467 feet FWL, Section 1, ABC 
Survey, A-34, Potter County, Texas.1 

Clause 2. Ancillary Rights 

(a) Reservation of Rights by Lessor.   

Lessor expressly reserves the full enjoyment and use of the leased premises and all rights with 
respect to the surface and subsurface thereof for any and all purposes except those granted and to 
the extent granted to Lessee hereby.  Without limiting the foregoing, Lessor expressly reserves 
the right to explore by any method, to drill and mine for, and to produce, treat, store and 
transport any and all minerals, or portion thereof, not covered by this Lease; to construct canals, 
roads, ditches, ponds, levees, dams, fences, buildings, pipelines, telephone and power lines, and 
other facilities, structures and improvements in connection with its exploration for and/or 
production of all minerals not covered by this Lease and to use any canal or road constructed by 
Lessee hereunder.  All of the rights retained by Lessor and the rights granted the Lessee herein 
shall be exercised in such manner that neither shall unduly interfere with the operations of the 
other upon the leased premises.   

(b) Reservation of Rights – Broader Form.2 

Lessor excepts from this lease the following: 

(i) The right to construct any structure or other improvements, at any 
location selected by Lessor, anywhere on the leased premises.  If, prior to Lessee 
commencing operations at a location, Lessor commences construction of a structure or 
other improvement on the leased premises, Lessee will not locate any equipment, nor 
conduct any operations within 300 feet of the proposed structure or improvement. 

(ii) The right to raise livestock on the leased premises.  If Lessor is 
currently using or elects in the future to use all or any part of the leased premises to raise 
livestock, Lessee will construct the necessary fence, gates and cattleguards, and fence all 
drill sites, pits, tanks, and other drilling or production facilities on the leased premises, 
and otherwise accommodate Lessor’s use of the leased premises for raising livestock. 

(iii) The right to initiate or continue irrigation and agricultural activities 
on the leased premises.  If Lessor decides to conduct agricultural activities on the leased 
premises, to include irrigation and recognized soil conservation practices, Lessee will 
accommodate Lessor’s agricultural use of the leased premises. 

                                                 
1 Allen D. Cummings, “Rights, Obligations and Problems of Depth-Sevred Mineral and 

Leasehold Ownership,” 49 Rocky Mt.Min.L. Inst. 26-1, 26-10 (2003). 
2 Based upon a provision prepared by David Pierce.  See David E. Pierce, “Incorporating 

a Century of Oil and Gas Jurisprudence Into the ‘Modern’ Oil and Gas Lease,” 33 Washburn L.J. 
786 (1994). 
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(iv) The right to use the surface and subsurface of the leased land as 
may be reasonably necessary to explore for, extract, and market minerals from the leased 
premises, to the extent such minerals are not covered by this lease or to the extent such 
minerals, including oil and gas, revert to Lessor pursuant to the terms of this lease. 

All of the rights retained by Lessor and the rights granted the Lessee herein shall be exercised in 
such manner that neither shall unduly interfere with the operations of the other upon the leased 
premises. 

(c) Reservation of Reciprocal Rights for Depth Severed Lease. 

Lessor reserves the right to explore, develop, produce and market Oil and Gas Substances related 
to formations below the base of the ____ formation identified in the description of the leased 
premises described above together with the rights of ingress and egress to and from the leased 
premises or lands pooled or unitized therewith as may be reasonably necessary to conduct such 
operations, including without limitation, geophysical operations, the drilling of wells, and the 
construction and use of roads, canals, pipelines, tanks, water wells, disposal wells, injection 
wells, pits, electric and telephone lines, power stations and other facilities deemed necessary by 
Lessor to explore, discover, produce, store, treat, and transport Oil and Gas Substances.  This 
reservation of rights shall specifically include the right to penetrate and drill through the shallow 
formations.  All of the rights retained by Lessor and the rights granted the Lessee herein shall be 
exercised in such manner that neither shall unduly interfere with the operations of the other upon 
the leased premises. 

Clause 3. Term of Lease – Definitions of Paying Quantities 

Production in paying quantities shall be determined under the terms of this lease by the following 
two factors:  (1) whether the production yields a profit after deducting operating and marketing 
costs and (2) whether a prudent operator would continue, for profit and not speculation, to 
operate the well as it has been operated.   

Clause 4. Operations 

(a) Definition of Operations – Short Form. 

As used herein, Operations shall mean any activity conducted on or off the leased premises that 
is reasonably calculated to obtain or restore production.3 

(b) Dewatering Royalty Clause.   

If after the primary term one or  more wells on the leased premises or lands pooled or unitized 
therewith are producing water in anticipation of obtaining production of gas in paying quantities, 
such well or wells shall nevertheless be deemed to be producing in paying quantities for the 
purpose of maintaining this lease.  If for a period of 90 consecutive days such well or wells are 
dewatering and any production sold therefrom, if any, is not in paying quantities, then Lessee 
shall pay an aggregate shut-in royalty of one dollar per acre then covered by this lease.  The 
payment shall be made to Lessor, on or before the first anniversary date of the lease following 
the end of the 90-day period and thereafter on or before each anniversary while the well or wells 
are dewatering; provided that if this lease is otherwise being maintained by the payment of 
rentals or by operations, or if production is being sold by Lessee from another well or wells on 
the leased premises or lands pooled or unitized therewith, no dewatering royalty shall be due 
until the first anniversary date of the lease following the end of the 90-day period after the end of 
the rental period or the cessation of such operations or production, as the case may be.  Lessee’s 
failure to properly pay dewatering royalty shall render Lessee liable for the amount due, but shall 
not operate to terminate this lease. 

                                                 
3 Used in Lynch Lease Forms.  Thomas W. Lynch, “The Perfect Oil and Gas Lease (“An 

Oxymoron”),” 40 Rocky Mt.Min.L. Inst. 3-1 (1994) 
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Clause 6. Royalty 

(a) Fixed Limit on Deductions.   

6. Royalty Payment.  For all Oil and Gas Substances that are physically produced from the 
leased premises, or lands pooled, unitized or communitized therewith, and sold, Lessor shall 
receive as its royalty _____% of the sales proceeds actually received by Lessee or, if applicable, 
its affiliate, as a result of the first sale of the affected production to an unaffiliated party, less this 
same percentage share of all Post Production Costs and this same percentage share of all 
production, severance and ad valorem taxes; provided however, the Lessor’s share of Post 
Production Costs shall never be greater than  ___% of Lessor’s share of the sales proceeds 
actually received by Lessee or, if applicable, its affiliate, as a result of the first sale of the 
affected production to an unaffiliated party.  As used in this provision, Post Production Costs 
shall mean all costs actually incurred by Lessee or its affiliate and all losses of produced volumes 
whether by use as fuel, line loss, flaring, venting or otherwise from and after the wellhead to the 
point of sale.  These costs include without limitation, all costs of gathering, marketing, 
compression, dehydration, transportation, removal of liquid or gaseous substances or impurities 
from the affected production, and any other treatment or processing required by the first 
unaffiliated party who purchases the affected production.  For royalty calculation purposes, 
Lessee shall never be required to adjust the sales proceeds to account for the purchaser’s costs or 
charges downstream of the point of sale. 

Lessee or its affiliate shall have the right to construct, maintain and operate any facilities 
providing some or all of the services identified as Post Production Costs.  If this occurs, the 
actual costs of such facilities shall be included in the Post Production Costs as a per barrel or per 
mcf charge, as appropriate, calculated by spreading the construction, maintenance and operating 
costs for such facilities over the reasonably estimated total production volumes attributable to the 
well or wells using such facilities. 

If Lessee uses the Oil and Gas Substances (other than as fuel in connection with the production 
and sale thereof) in lieu of receiving sale proceeds, the price to be used under this provision  
shall be based upon arm's-length sale(s) to unaffiliated parties for the applicable month that are 
obtainable, comparable in terms of quality and quantity, and in closest proximity to the leased 
premises.  Such comparable arm's-length sales price shall be less any Post Production Costs 
applicable to the specific arms-length transaction that is utilized. 

Clause 14. Warranty of Title. 

(a) Limited Warranty. 

Lessor hereby warrants and agrees to defend title conveyed to Lessee hereunder by, through and 
under Lessor, but not otherwise, and agrees that Lessee at Lessee’s option may pay and 
discharge any taxes, mortgages or liens existing, levied or assessed on or against the leased 
premises. If Lessee exercises such option, Lessee shall be subrogated to the rights of the party to 
whom payment is made, and, in addition to its other rights, may reimburse itself out of any 
royalties or shut-in royalties otherwise payable to Lessor hereunder. In the event Lessee is made 
aware of any claim inconsistent with Lessor’s title, Lessee may suspend the payment of royalties 
and shut-in royalties hereunder, without interest, until Lessee has been furnished satisfactory 
evidence that such claim has been resolved. 

(b) Remedy for Breach or Title Failure. 

This lease is made and accepted without any covenant or title warranty of any kind whatsoever, 
and without recourse on the Lessor, but in the event that suit shall be successfully prosecuted 
against the Lessee, and recovery had against the Lessee, for Oil and Gas Substances taken from 
the leased premises, Lessor’s only obligation shall be to return to Lessee all funds received as 
consideration or bonus for execution of this lease and any royalty proceeds actually paid to the 
Lessor attributable to that portion of the leased premises the title to which shall have failed, less 
any amount equal to the taxes previously paid by Lessor in excess of its obligations; provided, 
however, that in no event shall Lessor be obligated to refund  to the Lessee any amount in excess 
of the direct loss sustained by Lessee as a result of such title failure.  Lessee, at its option, may 
pay and discharge any taxes, mortgages or liens existing, levied or assessed on or against the 
leased premises.  If Lessee exercises such option, Lessee shall be subrogated to the rights of the 
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party to whom payment is made, and, in addition to its other rights, may reimburse itself out of 
any royalties or shut-in royalties otherwise payable to Lessor hereunder. In the event Lessee is 
made aware of any claim inconsistent with Lessor’s title, Lessee may suspend the payment of 
royalties and shut-in royalties hereunder, without interest, until Lessee has been furnished 
satisfactory evidence that such claim has been resolved. 

Clause 14. Other Provisions 

(a) Rental Payment.4   

If on or before the first anniversary date hereof operations for the drilling of a well for oil or gas 
or other substances covered hereby have not been commenced on the leased premises or lands 
pooled or unitized therewith, or if there is no production in paying quantities from the leased 
premises or lands pooled or unitized therewith, then subject to Paragraph 5 this lease shall 
terminate as to both parties unless Lessee on or before that date pays or tenders to Lessor or to 
Lessor’s credit in     at      , or its successors, 
which shall be Lessor’s depository agent for receiving payments regardless of changes in the 
ownership of said land, the sum of $    as rental covering the privilege of deferring 
the commencement of operations for the drilling of a well for a period of twelve months from 
said anniversary date. In like manner and upon like payments or tenders, the commencement of 
operations for the drilling of a well may be further deferred for one or more twelve-month 
periods during the primary term of this lease. All payments or tenders may be made in currency, 
or by check or by draft, and such payments or tenders to Lessor or to the depository by deposit in 
the U.S. Mails on or before the rental due date in a stamped envelope addressed to the depository 
or to the Lessor at the last address known to Lessee shall constitute proper payment. If the 
depository should liquidate or be succeeded by another institution, or for any reason fail or refuse 
to accept rental payment hereunder, Lessee shall not be held in default for failure to make such 
payment until 60 days after Lessor has delivered to Lessee a proper recordable instrument 
naming another institution as depository agent to receive payments. If on or before any rental due 
date Lessee in good faith makes an erroneous rental payment by paying the wrong person or the 
wrong depository or the wrong amount, Lessee shall be unconditionally obligated to pay or 
tender proper rental for the period involved and this lease shall continue in effect as though such 
rental payment had been properly made, provided that proper rental shall be paid or tendered 
within 30 days after receipt by Lessee of written notice of the error from Lessor, accompanied by 
any documents and other evidence necessary to enable Lessee to make proper payment.  Lessee 
may pay or tender any rental at any time in advance of its due date to the Lessor then known to 
Lessee as provided in Paragraph ____ and such payment or tender shall bind all persons then or 
thereafter claiming any part of such rental. 

Note:  Rental must coordinated with other clauses in the Modified Lynch Form. 
 

(b) Payment Trustee.   

If at any time there are six or more parties entitled to receive payment of proceeds attributable to 
Lessor’s royalty or any other payments owed to Lessor under this lease, then Lessee may 
withhold payment until each of the Lessors entitled to such payment delivers to Lessee a 
recordable instrument designating a trustee to receive any payments due under the terms of this 
lease and execute all transfer or division order on behalf of all such interest owners and their 
successors and assigns.  Payments to the trustee shall be deemed to be payment to each of the 
parties entitled to such payment under the lease and Lessee shall not have any obligation or 
liability related to the distribution of the payment by the trustee. 

(c) Partial Termination Clause.   

Within 60 days following the end of the primary term and the completion of all continuous 
operations under paragraph 4 of the lease, Lessee shall (a) identify each well on the leased 
premises, or on lands pooled or unitized therewith, that is maintaining the lease in effect beyond 
the end of the primary term under the terms of the lease (the “Qualifying Lease Well”) and 
(b) Lessee shall execute a recordable release of this lease insofar as that lease covers that portion 
of the leased premises lying outside the boundaries of a drilling, spacing, producing, or proration 

                                                 
4 Thomas W. Lynch, “The Perfect Oil and Gas Lease (“An Oxymoron”),” 40 Rocky 

Mt.Min.L. Inst. 3-1 (1994). 
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unit established by any governmental authority covering the leased premises and affecting the 
Qualifying Lease Well.  If no governmental authority has established such a unit, then the unit 
shall be the 160-acre quarter section where the well is located for oil wells and the 640-acre 
section where the well is located for a gas well. 

(d) Free Gas Clause. 

Lessor shall have the right to use gas produced from any well located on the leased premises and 
not needed for operations for stoves and inside lights in a single principal residential dwelling 
located on the leased premises.  Lessor understands and recognizes that the gas delivered by the 
Lessee is production gas that is high pressure, explosive, flammable and odorless and does not 
meet pipeline quality standards.  Lessor agrees that any gas taken or used by Lessor will be at 
Lessor’s sole risk, cost, expense and responsibility.  Lessor hereby indemnifies and holds 
harmless Lessee, its successors and assigns, from any liability, loss, risk, expense, cost, damage 
to property or injury or death to any person or persons incurred or arising out of the taking or 
using of this gas even if caused by or attributable to the sole, joint or concurrent negligence of 
Lessee.   

(e) Extension. 

The consideration paid for this lease shall also constitute consideration for an option to the 
Lessee, its successors and assigns, to extend the initial  -year primary term for a second 
 -year  term.  This option may be exercised during the initial primary term by delivery of  
payment of an additional bonus of $  per mineral acre.  The bonus payment shall constitute 
notice to Lessor of exercise of the option.  In the event Lessee elects to exercise this option and 
makes the bonus payment provided for above then all terms of this lease shall remain in full 
force and effect as if the original primary term was           years except that the optional bonus 
payment shall be deemed to include the   year rental payment and no separate ___-year rental 
payment need be made. 

(f) Notice and Demand Clause. 

If Lessor considers that the express or implied covenants of this lease are not at any time being 
complied with, Lessor shall notify Lessee in writing of the facts relied upon as constituting a 
breach of any express or implied covenants or obligations of Lessee hereunder and Lessee, if in 
default, shall have sixty (60) days after receipt of such notice in which to commence compliance 
with its obligations hereunder.  Failure on the part of the Lessee to commence efforts to rectify 
any such breach, to exercise diligence to remedy any such breach shall cause this lease to 
terminate as to the portion thereof affected by such breach; provided that if the Lessee, in good 
faith, disputes any alleged grounds of breach set forth in such notice, Lessee may within the 60-
day period, file suit questioning whether it has in fact breached the express or implied covenants 
of this lease, thereby staying any forfeiture during the pendency of such action.   
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