Short Commercial about NARO

The ONLY national organization representmg, solely and without
compromise, oil and gas royalty w Q interests.

-,

A What does this statement mean?
A Who are we?



The ONLY national organization representing, solely and without

1 compromise, oil and gas royalty Q#rrﬁ interests.

A NARO was founded in 1980
Due to Windfall Profits Tax

A We have grown into an educational/advocacy
organization

Ab! wh KFa G662 alLlJ NI ac:é
The Association a 501 ¢ (6)
The NARO-Foundation a 501 c (3)



Direct Tax Increase for Royalty Owners

X The Depletion Tax allowance, part of
the law since the 1920s, will be taken
away from Royalty Owners under the
currently proposed budget



The ONLY national organization representmg solely and without

: compromise, oil and gas royalty wrrg‘ mtgmsts
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NARO State Chapters
Arkansas-NARO
NARO-Appalachia KY, OH, PA, TN, NY, WV

NARO-Rockies CO, MT, ND, NM, UT, WY
OK-NARO
NARO-Texas



The ONLY national organization representmg solely and without

~compromise, oil and gas royalty %rm m@g;gsts

Educational Opportunity for Mineral/Royalty Owners
Two days of seminars
2009 Was held in Las Vegas, NV October 1, 2, 3

2010 Will be in Pittsburgh, PA October 7, 8, 9




Mineral Management 101
Program Outline

A Ten Duties of Mineral Owners

A Four Major Events for Mineral Owners
I Ownership
I Leasing
I Division Orders
I The Royalty Check



10 Duties (Responsibilities) of Mineral Owners

1- KNOWWwhat you own

2-KNOWWwhat information you need and
where to get It

3- KNOWWwhat Is going on in your area of
Interest



10 Duties (Responsibilities) of Mineral Owners

4-KNOWWwhat the future impact the small print
In the oil and gas lease/division order will have
on your royalty payment

5-KNOWWwho has it (your lease, your well, your
production)



10 Duties (Responsibilities) of Mineral Owners

6-KNOWwhat questions to ask and to whom to
ask them

7-KNOWyour limits



10 Duties (Responsibilities) of Mineral Owners

8-KEERopies/originals of everything and
organize it

9-KNOWthat you must remain vigilant and DO
something

10-PLAN



Types of Ownership

A Non-Producing
I Mineral Ownership

A Producing
I Overriding Royalty Ownership
I Working Interest
I Royalty Ownership



Mineral Ownership

A Rights of Mineral Ownership

I Enter the land to explore, drill, produce and
otherwise carry on mining activities.

I Lease those ownership rights to another party.

I Ownership exists in perpetuity. EXCEPT Dormant

i¢CKS YAYSNIfa airid aAy LI
mineral owners cannot afford to drill a well.
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Working Interest (\WI)

Investors Iin the well who share the actual costs
Incurred in drilling, completing and producing

Production income Is distributed proportionately

Overriding Royalty Interest (ORRI)

Carved from the WI; non-cost bearing



Types of Ownership: Producing
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A Royalty Ownership/Interest (RI)
I Begins with Production
i Ends with Production
i 52 SIGNEEEEE N2 0 S 2§
hgySNE o0dzi AU dzadz f f &
| Is based on the fraction retained in the lease and
your ownership

I Gets you the checks in the malil



The ONLY national organization representing, solely and without

: compromise, oil and gas royalty Q#rm interests.
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Royalty Owners believe the system needs TRANSPARENCY
What do we mean in seeking transparency?
Why do we want a transparent natural gas system?

Who will benefit from a transparent natural gas system?



According to EIA in 2007 452,768 gas wells in the
U.S.

Most wells are in rural areas
Location of meters
Number of meters

Location of BTU sample

Location of price points

Where are Royalties and Taxes Paid?



SO WHAT?

Why Transparency?

If deductions are taken from royalty for transportation,
known as post production costs and RO asks for
2dzaUATFTAOIFIGAZ2Y 2N) ol aira



SO WHAT?

Most likely will be told by the producer that the
contract with the pipeline is confidential and
they cannot divulge



Some of the cases

A OK has collected millions from underpayments, price
manipulations and volume underreporting from at
least 15 companies

A CO has recouped $23 million in underpaid severance
tax

A WY has conducted audits since 1981 and has
collected millions

A AL found underpayment of royalty due the state
from leases on state lands



Some of the cases

At KNRdZAK O2dzNII OKIF f f Sy
collected:

$200 million in CO
$405? million in WV
$Tens of millions in OK
$2 + million in AR



Royalty Owners Bill of Rights

A 1. Royalty owners have the right to be paid according to all
terms contained in their lease contract and by law.

A 2. Royalty owners have the right to access information
possessed by the operator or payor in order to verify correct
payment according to their contract or by law.

A 3. Royalty owners have the right to seek redress if good faith
negotiations to correct violations of lease terms fail.

A 4. Royalty owners have the right to be heard in matters
regarding oil and gas energy policy, proposed legislation or
regulatory issues which would positively or adversely affect
their interests
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How Many Royalty Owners?

How many citizens are royalty owners, if you take our membership in each state as
a percentage of a total and then multiply by the estimated 8.5 million royalty
owners you get a rough idea of how many royalty owners live in each state.

AK 13,600 AL 33,150 AR 255,000 AZ 144,500 CA 510,000 CO 654,500 CT 17,000
DC 17,000 DE 2,550 FL 161,500 GA 85,000 HI 8,330 IA 33,150 ID 35,700

IL 76,500 IN 27,200 KS147,900 KY 11,050 LA 125,800 MA 30,600 MD 35,700
ME 5,525 MI 44,200 MN 47,600 MO 110,500 MS 39,100 MT 47,600 NC 67,150
ND 24,650 NE 19,550 NH 13,600 NJ47,600 NM 161,000 NV 44,200 NY 127,500
OH 30,600 OK 1,691,500 OR 51,000 PA 119,000 RI 5,525 SC 22,100 SD 5,525

TN 59,500 TX 2,975,000 UT 39,100 VA 85,000 VT 2,550 WA 39,100 WI 39,100
WV 19,550 WY 30,600

Total nationwide: 8,440,755.



Snap shot of Montana

A We estimate there are 40,000-50,000 individual
royalty owners in Montana.

A With additional family members who are not
listed but receive income

A And the thousands of tribal members that benefit
from royalty income through their tribe

A Montana has a significant percentage of the f
allrasSQa L2LMz | UA2Yy 0SY
production



Montana

n 2008 Montana had 31,552,407 barrels of oll
oroduced, 119,571,834mcf of natural gas
produced which paid $332,876,000 in taxes to
the state and local governments. Making a
few assumptions and using averages we can
calculate the royalty paid on Montana
production to be $585,691,554 for oil and
$956,574,672 for natural gas. These are
dollars to Montana residents who spend and
Invest in their lives in Montana.




What else can the production do for
you?

Al SGQa al1sS 2271

| State Is enjoying the development of the Bakken
Shale with possibly 3-5 Billion Barrels of
recoverable oll reserves

I Also North Dakota Is where.. . . ..

l.j



North Dakota

A North Dakota has shown its continuing
commitment to encourage the development of
Its natural resources in various ways, including its
passage of horizontal drilling incentives, tertiary
CO, tax incentives, $4 million for oil and gas
research, the North Dakota Legacy fund, Sales Tax
exemptions for gas pipelines, tax exemptions to
capture flared gas for electrical generation,
substantially increasing funding for its oil counties
and its oil Iimpact fund, etc



North Dakota

A Oil and gas revenues beyond 71 million dollars
shall go into its Permanent Oil Tax Trust Fund
(POTF/or/POTTF)

Ab5Qa 2Af |yR 3Fa&a GlIE N
ability to lessen the tax burden on its citizens and
businesses across the board.

A Aside from funding K-12 education with oil and
gas tax revenues, the state can also boast having
the best unemployment numbers in the country,
4.4%



North Dakota

A The POTF is composed in such a way that it is
examined every two years (AKA Biennium). A
tentative budget status report for the 2009-
2011 Biennium puts the amount that will go
to the POTF at $435,000,000. Thatis IN
EXCESS of the 71 million in oil and gas revenue
that goes to the general fund by default.



North Dakota

A Oil and gas revenue in ND has recently enabled
the passage of across the board tax relief, which
was Issued via North Dakota Senate Bill 2199
ACKS fIF g aGUNIYAaAFTSNBR bPHC
permanent oll tax trust fund to the general fund
for property tax relief and provides for $80
million in individual income tax rate reductions

and $20 million in corporate income tax rate
reductions




As summarized by the North Dakota
Cl NYSNXa ! ya

Ad ¢ KS -laagd®tax relief includes property tax relief
through a reduction of 75 mills in the average property tax
rate for property owners. The bill also creates a cap of 110
mills in exchange for the state allocation. The allocation
equates to a reduction of 15-18% and puts away over $295
million for the next biennium for property tax relief®d €

GXAYRADGARdAzZEf AyO2YS (lFE NF
relief was added to the final bill. The individual income tax
relief reduces the rates from 2.1 to 1.84 in the lowest
bracket and 5.54 to 4.86 in the highest bracket. The bill
reduces the number of corporate income tax brackets from
five to three, and reduces the lowest rate .5 percent; from
HOC (2 HOM LISNDODSY (i ®¢



North Dakota

A The way the POTF pie is sliced up may be a
source of contention for some; but regardless
2F 2ySQa O2y Of dza A 2y a
reinvest this revenue into the state, the fact
remains that it would not exist to begin with
GSNBE AU y2U F2N GKS F
energy resources.



Environmental Concerns

A Contaminate drinking water?
A Contaminate surface waters?
A Air pollution?

A Waste disposal?

A Surface disturbance including: roads, bridges
etc.

A Noise pollution?
A Other?



Fossil fuels provide 84% of U.S
Energy

Source Energy Information Administration
Total = 99.305 Quadrillion Btu Total = 7.301 Quadrillion Btu

Petroleum
3I7T%

Nuclear _ Solar Energy
Electric Power 1%

9% Hydroelectric

34%

Geothermal Energy
Renewable 5oL,
Energy
T% .
Biomass
53%

Wind Energy
MNatural Gas 79

24%




The ONLY national organization representing, solely and without

compromise, oil and gas royalty q‘r m

Web site with current NARO information

WWW.Naro-us.org



