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Pugh Clauses

Contractual and statutory. Oklahoma and Texas. Horizontal and vertical, rolling and snapshot.

NEW TO OIL AND GAS LEASES? START HERE

A person who owns the minerals under a piece of land, the lessor, signs an oil and gas lease with a company that will drill, the
operator or lessee. The lease runs for a fixed number of years, called the primary term, often three or five. If the operator gets
a well producing before that term ends, the lease does not expire. It stays alive for as long as a well keeps producing, which
can run for decades. The catch is that one producing well can hold the entire leased tract, and every layer of rock under it,
each named layer being a formation, including the parts the operator never drilled. A Pugh clause is the tool that breaks that
grip. It lets the undrilled land, or the untapped deep layers, go back to the owner while the operator keeps only what it is
actually producing. Everything below is about how those clauses are written and how they work.

The one thing people get wrong

A Pugh clause breaks a lease into parts, so that production on one part does not hold the whole lease past the

primary term. Two leases can both say "Pugh clause" and behave in opposite ways. The version that matters most
in the field is not whether a lease has a Pugh clause, but whether it tests the acreage once or on a rolling basis. A
well going off production does not always release the acreage around it. You have to read the clause.

What a Pugh clause does

Without a Pugh clause, a single unit well, or a small pooled unit, can hold every acre and every depth the lease covers for
as long as that one well produces. The clause lets the undeveloped acreage, or the deeper formations, fall away and
return to the mineral owner. It is named for Lawrence G. Pugh, a Louisiana lawyer who wrote the first version in 1947. A
lessor wants one so a small amount of production cannot tie up a large lease. An operator resists it, or seeks the
narrowest version, because it forces continued drilling or a release.

The two directions

Type What it releases

Horizontal Pugh At the end of the primary term, the lease terminates as to all acreage outside the producing
(acreage) or pooled unit. The owner gets back the land that is not actually being developed, while the
unit acreage stays held.

Vertical Pugh The lease terminates as to depths or formations below, or outside of, the producing interval,
(depth) commonly everything deeper than a set distance below the deepest producing zone. The
owner gets back the deep rights that are not being produced.

Rolling versus snapshot, and the mistake people make

This is the part of a Pugh clause that gets read wrong the most. A snapshot Pugh, sometimes called a one-time Pugh,
tests the acreage at a single moment. That moment is usually the end of the primary term, or a set time after a
continuous-development program ends. Whatever is held or producing at that moment is retained. Whatever is not is
released, one time. After that snapshot passes, the Pugh clause does not run again. The retained acreage is then held the
way any lease is held, for as long as there is production in paying quantities, meaning production that earns more than it
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costs to run the well, under the lease's ordinary terms. That is not the same as held forever. If production on the retained
lands finally stops, and no savings clause (a provision that keeps a lease alive during a gap, such as a shut-in or
continuous-operations clause) carries the lease, it ends as to those lands too. The snapshot just means the acreage is not
re-tested and lopped off each time one well goes quiet.

A rolling Pugh, sometimes called a continuous Pugh, runs the test over and over. Each time operations or production stop
on a part of the lease after the primary term, that part can release at that time.

Texas leans snapshot. Texas courts generally presume a one-time test unless the lease clearly calls for repeated
evaluations, so in Texas you should read a Pugh clause as a snapshot unless the language plainly says the test repeats.

Here is what each one looks like in a lease. These are illustrative examples to show the shape, not forms to copy.

EXAMPLE: A SNAPSHOT CLAUSE

"At the end of the primary term, this lease shall terminate as to all lands not then included within a pooled unit, or
within a governmental proration or spacing unit assigned to a well then capable of producing in paying quantities,
and shall remain in force only as to the lands within such unit or units.”

One test, taken at the end of the primary term. The words that make it a snapshot are "at the end of the primary term" and "not then
included.” The retained units are then held the ordinary way, for as long as there is production.

EXAMPLE: A ROLLING CLAUSE

"After the primary term, this lease shall remain in force only as to each pooled or proration unit, and only for so
long as a well on that unit is producing in paying quantities or operations are conducted thereon with no cessation
of more than ninety (90) consecutive days. As to any such unit on which production and operations cease and are
not timely resumed, this lease shall automatically terminate as to the lands within that unit.”

The test runs on each unit, again and again. The words that make it rolling are "as to each unit," "for so long as," and the automatic per-
unit termination “as to the lands within that unit."

THE MISTAKE IN THE FIELD

Say a lease covers three separate units, with one well on each, and all three are producing at the end of the primary term.
Two years later, two of the wells quit and one keeps producing. People see a Pugh clause, see two wells down, and treat
those two units as released. Under a snapshot Pugh that already ran its test, that is wrong. All three units were held when the
snapshot ran, so all three stay held, and the two that later quit do not fall off. It would take the last producing well stopping to
end the lease and release those units and lands, because the snapshot ran once and will not run again. Under a rolling Pugh
the same facts could release the two idle units, because that clause tests each unit again when it goes quiet. You cannot tell
which from the word "Pugh." Read the clause closely.
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Snapshot (one-time) Rolling (continuous)

When the test runs Once, at a set moment: the end of the Again and again, each time operations or
primary term, or a set time after continuous production stop after the primary term.
development ends.

What is retained Whatever is held or producing at that one Only what is producing or being operated at
moment. any given later time.
A retained well later stops  The acreage stays held so long as the lease That acreage can release when the well
is still producing. The lease's ordinary terms stops.
govern, and the Pugh does not lop it off
again.
Texas default Presumed, unless the lease clearly calls for Must be written clearly to get this result.

repeated tests.

Two quick examples show how the same facts can land in opposite places.

A snapshot clause in action

THE CLAUSE THAT DOES THIS

"... at the end of the primary term, terminate as to all lands not then included within a unit for a well then
producing ..."

A lease covers three separate units, with one well on each, and the primary term has just ended. The lease has a
snapshot Pugh, so its test runs one time, at the end of the primary term, and then it is spent. All three wells were
producing on that date, so all three units were retained when the snapshot ran. Two of the wells quit the next year.
Those two units do not release, because the snapshot already happened and does not run a second time.

Here is why they stay held. Once the cut was made, the three retained units fold back together as one leased block,
and the ordinary habendum, the lease's "so long as there is production” clause, now holds that whole block on the
strength of any producing well in it. So the one well still running holds all three units, the two idle ones included. It
would take that last well stopping, with no new production or operations started inside the lease's cessation window,
to end the lease and release all three units and their lands. Until then the two idle wells change nothing, and they
matter later only through that ordinary cessation clause rather than the Pugh.

Result: all three units stay held for as long as any one well keeps the lease producing. Two wells going quiet after the
snapshot release nothing by themselves. Only the last well stopping ends the lease and lets those units and lands go.
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A rolling clause in action

THE CLAUSE THAT DOES THIS

"... as to each unit, for so long as a well on that unit is producing, otherwise terminate as to the lands within
that unit ..."

Same three units, one well on each, and the same two wells quitting, but this lease has a rolling Pugh that tests
each unit on its own, at any time after the primary term. When the two wells stop and are not restored in time, those
two units release at that point, without waiting on the last well. The unit with the producing well stays held. There is
no single snapshot that locked them all in, so each unit stands or falls on its own production.

Result: the two idle units release and the producing unit stays. Same facts as the snapshot example, opposite outcome.
The clause language, not the word "Pugh," decides it, and in Texas the snapshot reading is the default.

Rolling is not one magic phrase. It shows up in different wordings, and the tell is always language that keeps the test
running through the secondary term. Here are two more you will run into, with the trigger words underlined.

OTHER ROLLING CLAUSES YOU WILL SEE

"This lease shall terminate as to any portion of the leased premises not included in a producing or spacing unit
whenever production ceases from such unit, or whenever operations are discontinued for more than ninety (90)
consecutive days. Lessee shall release such non-producing acreage upon cessation, and this lease shall continue in
force only as to those portions of the leased premises from which oil or gas is currently being produced in
paying quantities."

A version tied to proration units: "At any time during the secondary term, if a well's proration unit is reduced or if
production from a unit stops, this lease shall automatically terminate as to the acreage associated with that unit,
and lessee shall promptly release it to lessor."

The underlined words are what make each one rolling. "Whenever," "at any time," "if production stops," and "currently being produced"
all describe a test that keeps running, so acreage can fall off any time a unit goes quiet, not just once. The day count is a negotiated
blank, commonly sixty, ninety, or one hundred twenty days. A snapshot clause instead ties the test to one moment, usually with "at the
end of the primary term" and "not then included," and does not run again.

Oklahoma has a statutory Pugh clause

Oklahoma is one of the few states that writes a horizontal Pugh clause into the statute, so it applies even when the lease
itself has none. Under 52 O.S. § 87.1(b), where the Corporation Commission has created a drilling and spacing unit of
160 acres or more, no leasehold interest outside that spacing unit may be held by production from the unit for more than
90 days beyond the end of the primary term. The outside acreage releases by operation of law. The provision has been in
force since May 25, 1977, when it took effect under an emergency clause. It works like a snapshot tied to the end of the
primary term, not a rolling test.

(
WHERE THE 90 DAYS COMES FROM

The 90 days is written directly into the statute. It is not from a continuous-drilling clause and it does not depend on anything in
the lease. The statute gives the operator a short 90-day cushion after the primary term ends. Once that window passes, the
acreage outside the 160-acre-or-larger spacing unit releases on its own, whether or not the operator keeps drilling and
whether or not anyone files a release. "By operation of law" just means it happens automatically because the statute says so,
not because someone signed a document.
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The statutory Pugh clause Detail

Where it comes from 52 O.S. § 87.1(b). Added by Laws 1977, ch. 76, 8 1, emergency effective May 25, 1977.
What it releases Leasehold acreage outside the spacing unit.
The trigger A spacing unit of 160 acres or more, held by production from that unit, past 90 days

beyond the primary term.

What it does not do It does not release acreage inside the unit, does not sever depths, and does not reach
spacing units smaller than 160 acres. It only bites after the primary term ends.

These examples use a three-section lease. A section is 640 acres, so three sections is about 1,920 acres.

EXAMPLE: A CONTRACTUAL ACREAGE PUGH CLAUSE

"At the end of the primary term, this lease shall terminate as to all lands lying outside the pooled unit or the spacing
unit for each well then producing, and shall remain in force only as to the lands within such unit or units."

This is the kind of clause the 80-acre example needs, because the Oklahoma statute does not reach a unit that small. In the 160-acre
example the statute does the same job even if the lease says nothing.

An 80-acre unit: the statute does not reach it

The operator drills one well and it holds an 80-acre unit. Because 80 acres is under the 160-acre threshold, the
Oklahoma statute does nothing here. If the lease has its own Pugh clause, the outside acreage releases at the end
of the primary term and the lease keeps only the 80-acre unit. If the lease has no Pugh clause, that single well can
hold all 1,920 acres. Texas reaches the same point by a different road: with no statute at all, only a lease clause can
release the outside acreage.

Result: under 160 acres the statute does not apply. Release happens only if the lease carries its own Pugh clause. Held
80 acres, released 1,840, if it does.

A 160-acre unit: the statute releases the rest

Same three-section lease, but the one well holds a 160-acre unit. Now the statute applies. Under § 87.1(b), the
acreage outside the 160-acre unit releases by operation of law 90 days after the primary term ends, even if the
lease has no Pugh clause of its own. The lease keeps the 160-acre unit and the other 1,760 acres return to the
owner. In Texas there is still no statute, so a Texas lease would need an express Pugh clause to reach the same
result.

Result: in Oklahoma the statute releases 1,760 acres and holds 160, on its own, 90 days after the primary term. In
Texas the lease must do it.

The statute is narrow, so a negotiated Pugh clause still does real work. It can reach spacing units smaller than 160 acres,
sever deep rights that the statute never touches, and set a tighter release than the 90-day statutory window. On acreage that
is not in a 160-acre-or-larger unit, the statutory clause offers no help at all.
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Texas has no statutory Pugh clause

Texas does not provide a statutory Pugh clause. If a Texas lease has a pooling clause and the operator pools even a
small part of the tract into a producing unit, production from that unit can hold the entire lease past the primary term. The
only reliable way to sever undeveloped acreage or deep rights in Texas is to negotiate a Pugh clause into the lease.
Because Texas has no statute, whether the clause is snapshot or rolling is decided entirely by the words on the page, and
the Texas default reading is snapshot. Texas landowners often pair a Pugh clause with a continuous-development or
retained-acreage clause to force ongoing drilling or a release.

Statutory Pugh, state by state

The statutory picture changes by state. Most states leave the Pugh question entirely to the lease. Oklahoma is the main
exception. State-lands and federal leases add their own rules on top. Here is how the states we work in compare.
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State Statutory Pugh for a private lease? What to do

Oklahoma Yes, but narrow. 52 O.S. § 87.1(b): Check the spacing unit size and the primary-term
acreage outside a 160-acre-or- date. For units under 160 acres, or for depths,
larger spacing unit releases 90 you still need a clause in the lease.

days after the primary term.

Texas No. The lease must carry a Pugh clause. Texas reads
it as a snapshot unless the language clearly
makes the test repeat.

New Mexico No, for fee (private) leases. The lease controls. New Mexico State Land
Office leases and federal leases carry their own
segregation rules (the lease splits into the part
inside a unit and the part outside), so on state or
federal acreage read the lease form and any unit
or communitization agreement (small tracts
combined so one well can hold them, much like
pooling).

Ohio No. The lease must carry a Pugh clause. Ohio's
pooling and unitization statutes (ORC 1509.27
and 1509.28) are a different thing and do not
release held acreage the way a Pugh clause

does.
Louisiana No broad statute, but it is where the The Louisiana Mineral Code governs how unit
Pugh clause was born in 1947. production maintains a lease, and Pugh clauses
are standard. Read the clause and the Code
together.
North Dakota No. The lease controls, but North Dakota courts have

leaned toward a rolling, continuing reading of
retained-acreage language, the opposite of
Texas. Do not assume snapshot in North Dakota.

Federal (BLM) leases, any state In effect, yes, by regulation. A federal lease committed in part to a unit or
communitization agreement segregates into
committed and uncommitted parts (the acreage
inside the unit and the acreage outside), which
works like a Pugh clause. See 43 CFR Part
3100.

Outside Oklahoma's narrow statute, assume that only a Pugh clause in the lease will release acreage or depths. On state and
federal lands, the lease form and the unit agreement may already do that work, so read them before you decide the acreage
is still held.

A dozen ways a depth clause is written

A vertical Pugh clause, also called a depth clause, releases the deep rights a well is not producing from. The catch is that
there is no single standard for where the cut falls. Two leases can both have a depth clause and cut in different places,
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and the exact reference point is what controls. These are formulations you will actually run into in Texas and Oklahoma

leases, grouped by where the cut lands.

The clause cuts at ...

What that means, and what to

watch

The base of the deepest producing formation

100 feet below the base of the deepest producing formation

The base of the deepest zone or horizon perforated

100 feet below the deepest perforation

The stratigraphic equivalent of the deepest depth drilled

The deepest depth actually drilled, the total depth

The deeper of the deepest depth drilled or the base of the producing formation

McCracken Land Services « mccrackenlandservices.com

Releases everything below the
bottom of the formation the well
produces from. Watch:
"formation" has no precise legal
definition, so Wolfcamp A versus
Wolfcamp B, or one member of a
formation versus another, can be
argued.

Adds a 100-foot cushion under
the producing formation. This is
the most common depth cut.
Watch: if a nearby instrument
uses a different cushion, the two
cuts do not line up.

Ties the cut to the perforations
(the holes shot in the casing
where the well produces), not the
geologic formation. Watch: the
deepest perforation and the base
of the formation are usually
different depths.

A perforation-based cushion
instead of a formation-based one.

Uses the correlative depth, the
depth of that same rock layer,
read from well logs across the
whole tract, rather than one
measured number. Watch: it
requires correlating logs, and the
depth shifts across the lease as
the beds dip.

Retains down to the bottom of the
hole even if production is
shallower. Watch: operators often
drill deeper than they produce, so
this holds more than the
producing interval.

A "greater of" formulation that
keeps the larger interval. Watch:
read which one wins; it is easy to
misread as the shallower.

Reference guide, not legal advice



The base of a named formation, such as the Mississippian, Woodford, or Wolfcamp

100 feet below the base of a named formation

A fixed subsurface depth, such as below 8,000 feet

The base of the producing formation as encountered in a named reference well

Rubberband retention (Texas)

Freestone Rider (Texas)

What each cut holds and releases

A fixed geologic marker,
regardless of what the well
actually produces. Watch: if the
well produces shallower, or the
formation is split or absent locally,
the marker and the production do
not match.

A named marker plus a cushion.
Common in Oklahoma around the
Mississippian and the Woodford.

A plain number. Watch: a number
and a geologic marker drift apart
across the tract as the beds dip,
so a depth that sits below a
formation on one side of the
lease can sit inside it on the
other.

Ties the cut to one specific well's
log, by name or APl number
(each well's unique ID). Watch:
you then have to correlate that
one well to the rest of the tract.

Retains to the deepest depth
drilled or produced, unit by unit,
so the cut can stretch deeper as
deeper wells are drilled. The cut
point moves over time.

A depth severance that only
applies once a pooled unit is
formed. No pooled unit, no
vertical severance.

The table is easier to see on one well. Say a well is completed in the Mississippian, the top of the Mississippian is at 9,000
feet and the base is at 9,600 feet, and the hole was drilled to a total depth of 12,000 feet. Below the Mississippian sit the

Woodford and deeper zones. Here is what the common cuts do to that well.

Cut at the base of the producing formation

The lease holds every depth from the surface down to the base of the Mississippian at 9,600 feet, within the unit.
Everything below 9,600 feet is released, including the Woodford and the open hole down to 12,000 feet, and those

deep rights go back to the mineral owner.

Held: surface to 9,600 ft. - Released: below 9,600 ft.
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Cut at 100 feet below the base

Same well, but the lease holds down to 9,700 feet, an extra 100 feet under the producing formation, and releases
everything below 9,700 feet. If a neighboring instrument cut at 9,600 feet instead, that 100-foot slice from 9,600 to
9,700 is the stray zone shown in the diagram below.

Held: surface to 9,700 ft. - Released: below 9,700 ft.

Cut at the deepest depth drilled

This one holds down to the bottom of the hole at 12,000 feet, even though the well only produces from the
Mississippian. The operator keeps the 2,400 feet from 9,600 to 12,000 that they are not producing from. A mineral
owner usually does not want this version, because it holds far more than the producing zone.

Held: surface to 12,000 ft, the total depth. - Released: nothing below, the hole went no deeper.

Cut at a fixed depth, below 10,000 feet

The lease holds surface to 10,000 feet and releases everything below. Because 10,000 is a number and not a rock
marker, it does not track the formation. On the far side of the lease, where the beds dip and the base of the
Mississippian sits at 9,800 feet, the same clause holds 200 feet less of the formation. The number and the formation
drift apart across the tract.

Held: surface to 10,000 ft. - Released: below 10,000 ft, but the line moves against the formation across the lease.

Horizontal, or acreage, Pugh clauses vary too, though less wildly. A few you will see:

The acreage clause holds ... What that means, and what to watch

Only the pooled or producing unit at the end of the primary term The plain acreage Pugh. Everything outside the
unit releases once, at the end of the term.

Only a governmental proration or spacing unit assignhed to a well Ties retained acreage to the regulatory unit.
Watch: Texas courts have split on whether this
means the acreage actually assigned on the
operator's filing or the size the field rules allow
(the special spacing rules a regulator sets for a
particular field). Same words, opposite results
(Endeavor v. Discovery; XOG v. Chesapeake).

A fixed-size unit around each well, such as 40, 160, or 640 acres A set unit centered on the well. Watch: the shape
and orientation of the unit can matter.

The proration unit plus a tolerance The unit plus a stated percentage, often ten
percent, to cover surveying slack.

The units for wells drilled during a continuous development program Retained acreage grows with each well drilled on
time, and the rest releases when the program
ends.
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How a small difference makes a zone nobody intended

Here is the trap. Depth clauses in different instruments touching the same tract often cut at slightly different points, and
the thin interval between the two cuts ends up held under one instrument and released under the other. It is easy to miss,
because both instruments look like they cut "at the Mississippian.”

Surface

Mississippian

Lease A holds to the base

MoJaq 3 00T 03 SPloy g 8seaT]

_Bage of the Mississippian

stray 100-ft zone

0 ft below the base

Two instruments that both look like they cut “at the Mississippian.” Lease A lets go at the base; Lease B holds another 100 feet. The gold
sliver is held under B but released under A.

Say one instrument releases the deep rights from the surface to the base of the Mississippian, and a second instrument, a
neighboring lease, a prior depth-severed deed, or an assignment, releases from the surface to 100 feet below the base of
the Mississippian. The 100-foot interval from the base of the Mississippian down to 100 feet below it is now treated two
different ways. One instrument has let it go and the other still holds it. That sliver becomes a stray zone: leased to nobody,
leased to two parties at once, or owned by someone the drafters never had in mind. The same thing happens when one
clause says "base of the formation" and another says "deepest depth drilled,” or when one says "stratigraphic equivalent”
and another gives a fixed number, because those points fall at different depths.

IN TITLE WORK

Do not stop at noticing that each instrument has a depth clause. Compare the exact cut point of every instrument in the chain,
put them in the same terms, and map them against each other. The gaps and overlaps between them are where the surprises
live, and a 100-foot stray zone is the one people miss most.
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Notes for lease and title work

Read the lease first Check whether the lease has a Pugh clause and whether it is horizontal, vertical, or both.
The clause language controls over any rule of thumb.

Rolling or snapshot Decide whether the clause tests the acreage once or on a rolling basis. In Texas, assume
snapshot unless the lease clearly says the test repeats. A well going off production after the
test does not release snapshot acreage.

Oklahoma acreage For land held by a unit well, check the spacing unit size and the primary-term date. If the unit
is 160 acres or more, acreage outside it should have released 90 days after the primary term
under § 87.1(b), even with no clause in the lease.

Depths Neither the Oklahoma statute nor a horizontal Pugh clause releases deep rights. Look for a
separate vertical or depth clause if the deep formations are the question.

Texas acreage Assume undeveloped acreage and deep rights stay held unless the lease has an express
Pugh clause. Do not rely on any statute to release them.

Plain-English terms

Term What it means

Primary term The set number of years the lease is guaranteed, often three or five years. After it ends, the
lease only continues if it is being held, usually by production.

Held by production (HBP) A lease staying alive past the primary term because there is production in paying quantities,
or the operations the lease allows.

Paying quantities Production that makes money over operating costs. A well that only loses money may not
hold a lease.
Drilling and spacing unit An area the state sets for one well so wells are not drilled too close together. In Oklahoma

the Corporation Commission sets these. Common sizes are 40, 160, or 640 acres.

Pooled unit Separate tracts combined under the lease's pooling clause into one unit that a single well can
hold.
Proration unit The acreage assigned to a well for allowable (the volume it is permitted to produce) and

production purposes. You will see this term a lot in Texas.

By operation of law It happens automatically because a statute says so, with no document to sign and nothing to
file.
Habendum clause The lease clause that sets the primary term and keeps the lease alive as long as there is

production. A Pugh clause carves into what the habendum would otherwise hold.

Continuous development A drilling program where the operator keeps drilling wells with only short gaps between them.
Many leases require it to keep the undeveloped acreage.
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This reference is prepared for use by landmen and title professionals as a working field tool. It is not legal advice and does not
substitute for the advice of qualified oil and gas counsel. Doctrines and statutes change and turn on the exact language of each
instrument and the facts of each chain of title. The examples are simplified to show how a Pugh clause works and are not a prediction
about any particular lease. Confirm any conclusion against the current statutes and case law, and refer complex or disputed matters to
a licensed attorney in the state involved. Citations are to 52 O.S. § 87.1(b) and general oil and gas lease authority.
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