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GATEWAY ROYALTY SOUNDS ALARM ON OHIO’S H.B. NO. 152 
 
CARROLLTON, OHIO (PR NEWSWIRE) – Gateway Royalty, which invests in oil 
and gas production by buying a portion of the mineral owner’s royalty interest, is 
sounding the alarm about an industry backed bill that would require unleased mineral 
owners to accept net proceeds royalties from the well operator. 

Ohio’s H.B. No. 152 seeks to amend R.C. section 1509.28, which provides for the 
mandatory pooling of unleased mineral owners in drilling units approved by the 
Chief of the Ohio Division of Oil and Gas Resources Management. Under the 
existing statute, an unleased mineral owner can choose to (1) participate in unit 
operations under lease terms negotiated with the unit operator, (2) participate under 
the terms of the unit order, or (3) elect to not participate and pay a nonconsenting 
penalty charge in an amount determined by Chief. 

H.B. No. 152, if enacted, “would fundamentally alter an unleased mineral 
owner’s options in ways that would greatly benefit the Unit Operator to the 
detriment of the mineral owner,” says Chris Oldham, Gateway Royalty’s 
president. The mineral owner’s first option (which is the default option if the 
mineral owner declines the other two) requires the mineral owner to accept a royalty 
of 1/8th of the net proceeds received by the operator. “Net proceeds” is defined in the 
bill as “proceeds on the sale of production less any and all taxes and fees levied on 
or as a result of production and less all post production costs incurred between the 
wellhead and the point of sale.” Based on some of the current operators’ cost 
deductions, a 12.5% royalty under a net lease is the equivalent of a 6.25% 
royalty interest or less. 

According to Oldham, an unleased mineral owner should be permitted to negotiate 
for a “gross proceeds/no deduct” royalty, as well as for a royalty percentage greater 
than 12.5%.  

Oldham says that many oil and gas leases are gross proceeds leases in which the 
royalty is a negotiated percentage of the gross sale price. Oldham says that this 
percentage was traditionally 12.5% (1/8th), but with the Utica shale boom the 
percentage is now “more often between 16 and 20 percent.” H.B. No. 152, Oldham 
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says, “removes the ability of an unleased mineral owner to negotiate for a gross 
proceeds royalty and for a royalty percentage above 12.5%.” 

The mineral owner’s first option (which is the default option under the Bill) requires 
the operator to pay the unleased mineral owner a bonus of 75% of the current market 
rate for a bonus payment per acre. This provision is also unacceptable because it 
does not represent fair market value, according to Oldham. He says that the per acre 
bonus should be “the average bonus paid for all acreage in the unit in primary term 
of the lease, excluding any acreage held by production.” 

The second option to unleased mineral owners under the Bill is to participate in the 
unit operations as a consenting party under the terms of the joint operating agreement 
(“JOA”) attached to the unit operation application. Oldham says this is not a viable 
option because very few mineral owners, if any, can take the risk and liability of a 
working interest owner, let alone have the financial ability to join in the drilling, 
completion and production operations of these Utica horizontal wells, which cost a 
minimum of $6.0 million to $8.0 million per well.   

The third option is to participate in the unit operations as a nonconsenting party 
under the terms of the JOA along with a 300% non-participation charge payable 
from the nonconsenting owner’s share of production. Oldham says the third option 
is not viable either because there is a high probability that the mineral owners’ 
interest will never pay out. Oldham says since neither the second nor third option is 
viable, the unleased mineral owners “will be stuck with the first option.” 

It is the forced deducts that rankles Oldham the most. “By forcing mineral owners 
to accept a net proceeds royalty, this Bill gives operators unfettered freedom to 
deduct post production costs,” says Oldham. These costs, he says, “are sometimes 
paid to midstream affiliates of the operator and are often grossly inflated.” 

Oldham says that, for federal tax reporting purposes, Gateway uploads into Integra 
oil and gas revenue accounting software all 8/8ths information on the monthly royalty 
statements Gateway receives from each operator on the wells in which Gateway 
owns a royalty interest. The 8/8ths information includes the amount of each product 
sold, the gross sale price, the post production costs by category and amount, the net 
sale price (the gross sale price less the post production costs), Gateway’s royalty 
decimal interest in the net, and the dollar amount of the royalty payment to Gateway.  

Utilizing the individual well information from the Integra oil and gas revenue 
accounting software, the following table summarizes certain information by 
operator on 1,466 producing wells in which the Gateway companies own a royalty 
interest and the operative lease is a net proceeds lease. All well information is from 
date of first production through March 31, 2021, except for the wells that Encino 
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acquired from Chesapeake in October 2018. When Chesapeake owned the wells, 
they did not disclose on the monthly royalty statements the types and amounts of 
post production costs they deducted from the gross price it was paid. In May of 2019, 
several months after it acquired the wells, Encino began to report all cost deductions 
on its royalty statements. The “Encino (CHK)” well information is through 
December 2020.   

The following table shows the wide variance among ten operators as to the 
percentage of the gross sales price they deduct in costs. The operators deduct on 
average 28% of the gross price. On the high end of the spectrum is EAP Ohio 
(Encino-CHK), which deducted an average of 57% of the gross sales price from 650 
wells with a high of 95%. On the low end of the spectrum are Rice and Equinor. 
Rice deducted an average of 13% of the sale price from 192 wells with a high of 
38%. Equinor deducted an average of 13% from 11 wells with a high of 20%. 

 

 

Average Highest 1/8th

Number 8/8ths % of % of deducted from

of Gross Gross Gross 8/8ths Royalty

Operator  Wells Revenue Revenue (1) Revenue (2)
Deducts Owners

EAP Ohio (Encino-CHK) 650 1,148,856,756$     57% 95% 658,583,269$      82,322,909$   

EAP Ohio (Encino-new) 28 177,031,912          49% 71% 86,962,806          10,870,350       

SWN (Triad) 3 5,658,520             44% 44% 2,497,763           312,220           

Ascent 140 2,696,295,551       40% 61% 1,069,656,849     133,707,106   

CNX 8 84,015,182            30% 38% 25,503,693          3,187,962        

Antero 22 478,511,903          26% 47% 125,522,398        15,690,300       

SWN (Eclipse) 47 679,103,555          26% 40% 173,972,341        21,746,543       

R E Gas Dev 40 398,145,995          26% 38% 102,930,795        12,866,349       

Gulfport 295 3,580,786,350       25% 50% 890,404,916        111,300,614   

XTO 30 421,697,694          24% 35% 101,109,055        12,638,632       

Equinor 11 121,430,364          13% 20% 16,815,301          2,101,913        

Rice (EQT) 192 3,466,619,918       13% 38% 459,152,337        57,394,042       

     TOTAL 1,466 13,258,153,700$ 28% 95% 3,713,111,523$ 464,138,940$ 

Overview of Post Production Deductions by Operator
on 1,466 producing Utica wells in which Gateway Royalty owns a royalty interest

Post Production Deductions (Deducts)

(1) This shows Deducts as a percentage of Gross Revenue per Operator and in Total.
    Average % of Gross Revenue = 8/8ths Deducts divided by 8/8ths Gross Revenue.
    In Total, the weighted average for Deducts as a percentage of Gross Revenue for all 1,466 wells is 28%.
(2) This shows the highest Deducts as a percentage of Gross Revenue, per Operator, which was for certain
    wells (not for all wells per Operator). As shown, EAP Ohio (Encino-CHK) had Deducts as high as 95% of Gross Revenue 
    on certain wells.
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From the 1,466 wells, the ten operators generated a total 8/8ths gross revenue of 
$13.26 billion with cost deducts of $464 million directly from the royalty owners’ 
1/8th royalties.  Since May 2019, EAP Ohio’s (Encino-CHK) 650 wells (all acquired 
from Chesapeake) have generated a total 8/8ths gross revenue of $1.15 billion, with 
cost deducts of $82 million directly from the 1/8th royalty owners. Gulfport’s 295 
wells have generated a total 8/8ths gross revenue of $3.58 billion, with cost deducts 
of $111 million directly from the 1/8th royalty owners. Ascent’s 140 wells have 
generated a total 8/8ths gross revenue, with cost deducts of $134 million directly from 
the 1/8th royalty owners. 

H.B. No. 152 would “strip mineral owners of any right to negotiate royalties,” 
Oldham says. “It is bad enough that an unleased mineral owner can be compelled 
to participate in a unit,” he says, “but it is insult to injury to require the owner to 
accept cost deducts that devalue the owners’ real property which in many cases has 
been owned by his or her family for several generations.” To Oldham, this is 
“essentially the confiscation of property.”  

Oldham says that most unleased mineral owners are completely unaware that an 
industry backed bill is in the works which, if enacted, would force them to accept 
cost deducts. He says that the number of such unleased mineral owners is vast, 
“given that only about 30% of the potential Utica play is presently producing, and 
drilling units are still being formed, which include many unleased mineral owners.” 
These unleased mineral owners, he says, “will be rightly appalled and angered when 
they learn that the serpent of forced deducts is laying quietly coiled in this bill.” 

“Imposing draconian costs on unleased mineral owners is unconscionable,” he says, 
and “runs roughshod over the landowners’ property interests.” Oldham believes that 
the forced deduct language should be deleted from the bill and replaced with a 
royalty equal to a negotiated percentage of the “the gross proceeds paid by the 
first unaffiliated third-party buyer in an arms-length transaction with no 
deduction of any costs.” 

Oldham has further criticism of the bill. It allows an operator to file an application 
for unit operation if it has leased 65% of the acres to be included in the proposed 
unit. According to Oldham, the operator should have 85% of the acreage under lease. 
“This will require the operator to negotiate with more landowners and will 
create a more accurate market value for calculating the royalty percentage and 
the amount of the bonus,” he says. 

“One of the very bad aspects of this bill,” says Oldham, “is that it arms 
operators with the weapon of forced deductions when they negotiate new leases. 
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This weakens the negotiating position of all unleased mineral owners in Ohio 
and will diminish the value of their mineral estate for generations to come.”    

Oldham urges every unleased mineral owner to contact their Representative 
immediately to prevent the bill from going forward as now written. 

Gateway Royalty (www.gatewayroyaltyllc.com), founded in 2012, is a mineral and 
royalty acquisition company based in Carrollton, Ohio. Gateway owns minerals and 
royalties in the Utica in the following counties located in southeastern Ohio: 
Belmont, Carroll, Columbiana, Guernsey, Harrison, Jefferson, Monroe and Noble. 

CONTACT  

Chris Oldham, President 
Email: info@gatewayroyaltyllc.com 
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