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Good mowing. I want to thank Chairman Maher and this Committee for allowing

me to speak here today in support of HB 1391 . On behalf of land/mineral owners across
the Commonwealth, I thank Representatives Everett, Pickett, Baker, Major and Boback

for their dedication to this important legislation. My name is Jackie Root. I am here today

as President of the Pennsylvania Chapter of the National Association of Royalty Owners
(NANO PA.)

My husband Cliff and I own 400 acres in Tioga County. We operate a commercial

farm raising Hereford Cattle, Morgan Horses and crops. In 2000 a landman approached
us offering $2 per acre for a 20-year lease and a 12.5% royalty on production. Acer five
years of research, multiple offers, visits from 1 1 different landmen and intensive

networking with neighbors, we signed a lease and now host a producing Marcellus Shale
well on our farm. Early interest in the Shale development led me to NARO as an
educational and networking resource. I was a founding member of the PA Chapter. I am a

CertiHled Mineral Manager and provide consulting services to landowners in matters
related to oil and gas development.

plQration and production o.
Qtgcting, advancing and representin.

ywh education, adxocacv and

qtions, to government bodies and to

//ze PzzZ)//c. NARO PA has built a strong network of mineral owners to fulfill this mission
on the state level. Who owns oil and gas rights in Pennsylvania? That would include PA

residents flom every county including non producing counties, the state itself. the Game
Commission, municipalities, churches, schools, farmers, retirees, businesses and more.

Pennsylvania has a very long history of oil and gas production with a very short list

of basic legislation to ensure royalty owners are treated fairly in this complex business

environment. Shale development has added complexities that even oil and gas companies

are at times unprepared to address. The PA Oil and Gas Act of 1 979 was in place at the



onset of the Shale boon and it offered the only real protection for royalty owners. It

guaranteed a 1 2.5% royalty. It was so common for a landman to say "it doesn't matter
what the lease says about deductions, state law says the Lessee can't pay less than

12.5%". It was pretty clear that most, if not all, companies took those early leases

expecting to pay a minimum of 12.5% and based well economic calculations on a " 12.5%
royalty burden."

Royalty owners are not working interest owners. Today, Jim Souto presents

examples of deductions that reduce royalty percentages to a mere 3-6%. There are even
more extreme cases where the royalty statement shows a negative balance, not due to

prior over payments but due to "costs that exceed the price received. Exhibit A represents
a letter showing that gas is actually produced from a leasehold and the royalty owner is

receiving zero dollars. Chesapeake Energy has led the way in defying the Guaranteed

Minimum Royalty Act of 1979 and other companies have followed Chesapeake's lead.
Some companies continue to adhere to the law but we know that if the legislature does

not address this inconsistency with HB 1391 , the door will be wide open for continued
abuse. In March 2010 the Pennsylvania Supreme Court ruling of Kilmer v. Elexco stated
in a footnote: '' Me no/e //zaf //ze Genera/ ,4ssemb/y is //ze b/"anc/z ofgovernmenf bes/

suited to weight the public policies underlying the determination ofthe proper point of
royalty valuation in the deregulated gas industry.''

The January DEP unconventional well production report shows 9067 wells drilled.
6629 of those well are currently producing from which I estimate there could be over

80,000 royalty recipients. The total production reported was 416,245,006 mcf. 12.5% of
that with a price of $1 .50 would be $78,045,938 divided among the owners of oil and gas

rights in Pennsylvania. In just that one month the state income tax on that amount would

be $2,396,01 0 (not accounting for public lands.) How much of that is being reduced to
less than a 6% royalty or zero or even a negative? Who will pay tax on the lost revenue?

We believe the intent was clear in 1979 that Pennsylvania royalty owners should

not receive less than 12.5% and that the legislature should clearly define royalty to
prevent the then of our resources through creative accounting. Thank you again to

Chairman Maher and the Committee for allowing me this opportunity. I welcome your

questions.
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Exhibit "A ''

This correspondence to you is to offer our support for m 1 391 (Guaranteed
Minimum Royalty Act) which clarifies Act 60 of 1979 conceming the deduction of
post-production costs. We want to bring to your attention the direct and severe
impact that inordinately high post production costs are having on our 6
families. We jointly own the land and mineral rights for the Forba family farm in
Lemon Township, Wyoming County, PA. Chesapeake has sold over 5.3 billion
cubic feet of gas from under our farm and taken out over $912,000 in post
production costs 6om our royalties since production started in January 2014.

Starting for the April 201 5 production period until the present (Dec. 3 1 , 201 5), we
have received no royalties. Chesapeake told us that our production units were in a
state of ''negative revenue" with post production costs exceeding the value of the
gas. Chesapeake has sold about 2.25 billion cubic feet ofNG and taken all
royalties (about $290,000) during this time period. In addition, we estimate that
the negative revenue is approaching $130,000. We have no idea how long this
''negative revenue '' situation will continue. Not only do we feel we are being
treated unjustly by not receiving payment for the gas produced on our farm, we are
very concerned that Chesapeake will levy this ''negative revenue" balances against
us in the future. A Chesapeake Owner Involvement employee indicated to us that
they would not levy additional costs against us but we have no language in our
lease and know of no statutes that prevent gas companies from taking such an
action. We therefore, do not trust such a statement.

The Landman (Magnum Energy) that we signed the lease with in 2007 told us that
we were guaranteed a 12.5% royalty by a 1979 state law (Act 60 of 1979). He
actually used the 1 979 law to convince us to sign lease. Chesapeake however
litigated the 1 979 statute all the way to the Pennsylvania Supreme Court in order to
pay less than 12.5% to their leaseholders. We routinely receive less than 4%
royalty and, from April 201 5 to the present, we received 0% royalty from



Chesapeake. Chesapeake's ''negative royalty revenue" action only reinforces our
mistrust.

It should also be noted that the Commonwealth of Pennsylvania has lost over
$28,000 of revenue from our families alone because of these inordinately high post
production costs. Every month that goes by without the passage of HB 1 391 our
families and the state continue to lose revenue. The financial impact (both to our

personal income and the local and state economy) from Chesapeake's activities is
permanent since natural gas is a non-renewable resource, unlike a forest or
agricultural crops. We are only one of many families facing this low net royalty
rate (or negative revenue) caused by inordinately high post production costs levied
by the gas companies. We believe this problem is addressed in HB1391. We also
hope that the bill moves quickly so we can avoid expensive legal action. Feel free
to contact us if you need additional information about our specific situation or
would like the documentation for the numbers expressed

Russell & Jackie Forba


