INSTITUTION, STATUTES, AND CONCEPTS



s Product

its first appearance in Wyoming Constitution

which gold, silver and other precious

il or other valuable deposit, is or may be

e surface improvements, and in lieu of
eof, as may be prescribed by law;

e taxed in proportion to the value

s, on the gross pro
e product of all mines s




of the Gross Product

ining claims from which gold, silver and other
a, saline, coal, mineral oil or other valuable
oduced shall be taxed in addition to the
in lieu of taxes on the lands, on the
be prescribed by law; provided,
| be taxed in proportion to

s product thereof, as
e product of all mines
ue thereof.

)-14-101 (xv) “value of the gross product” means fair
et value as prescribed by W.S. 39-11-101, less any deductions
and exemption allowed by Wyoming law or rules;




air Market Value

1) “Fair market value” means the amount in cash
uivalent to cash, a well informed buyer is
uming neither party to the transaction is
ion, and assuming the property has
for a reasonable time...

rket value of mine products shall be determined by W.S 39-
), 39-14-203(b), 39-14-303(b), 39-14-403-(b), 39-14-503(b),
(b) and 39-14-703(b)

03 (b)(ii) The value of the gross product shall be the fair
alue of the product at the mouth of the mine where

, after the mining or production process is completed;




other states tax the estimated value of reserves
ground as a property tax

g only taxes a mineral once- when it is

4) Value of the Gross Product is to be Fair Market Value
where the mineral or valuable deposit is produced

after the mining or production process is complete (i.e.
Point of Valuation)



fferent Taxes
ts Tax (Ad Valorem)

ion from the Department of Revenue
f Changes in Valuations (NOVC)

severs the mineral from the ground

ame valuation data used for Gross Products



roducts Tax

a tax in lieu of tax on the land
facto property tax
only a County Applicable Tax

ucts tax is a creation of the Wyoming Constitution and
r the aforementioned constitutional constraints



rance lax

1s imposed for the privilege of severing or
valuable deposits

0 excise tax

lue of the Gross Product) but this is a statutory
requirement for severance taxes while it is a constitutional
 requirement for Gross Products taxes



1al Considerations

usively volume based assessment, not tied to
atic

)lume independent of value may also

tax not married at the hip to Gross Products - is purely



Valuation(POV)/ Mouth
of Mine

s own definition but in general all “solid
1g other than oil and gas this point is the

39-14-101 (a) (vi) “mouth of mine” means the point at which
eral is brought to the surface of the ground and is taken

e shaft pit or portal. For a surface mine this, this point

e top of the ramp where the road or conveying system
he pit. For an in situ mine, the point shall be the wellhead.

sas and Petroleum Oil have more specific definitions for
their respective points of valuation



POV Petroleum

-14-203 (b)(iii) The production process for crude
te is completed after extracting from the well,
reating, separating, injecting for enhanced
ivity which occurs before the outlet of
se automatic custody transfer

itial storage facili
) unit

Gas POV W.S. 39-14-203(b)(iv) The production process
al gas is completed after extracting from the well,

ing, separating, injecting and any other activity which
efore the outlet of the initial dehydrator. When no

: is performed, other than within a ,
the production process is completed at the inlet to the initial
related compressor, or

processing facility, whichever occurs first;



Arm’s-Length Sale

ona fide arm’s length sale” means a transaction
7alent to cash for specified property rights

e in a competitive market between a

d prudent buyer and seller with
onomic interes assuming neither party is acting

ndue compulsion or ¢




h Market or Sale’s
rice

m’s-Length Market or Sale’s Price means
ined in connection with a bona fie



uctions

OV to point of sale(s)

of mineral after the production process

on and processin
h transactions.

cts ideally would all be



Exemptions

axation

e United States, the state, counties, cities,

ts and municipal corporations, when used

ental purpose, and public libraries, lots
ed exclusively for religious worship,

rch parsonages, ch hools and public cemeteries, shall
xempt from taxation, uch other property as the

lature may by general law provide.

ldings

to Governmental Entities

ily defined
etric
s New production, Renewed production (examples)
s Severance Tax Rate Reduction

o $.60 and $.30 coal



produced w e taxed, not reserves in place

onstitution also states
as prescribed by law.

value of the gross product will be

s prescribe fair market value to be determined using arms-
sales transactions at the POV

ransportation and/or processing occur after the point of

n, arm’s-length processing and transportation transactions
will be used to deduct from the fair market value to determine
assessed /taxable value

= Exemptions as prescribed by the constitution and statutes
determine what portion of the produced mineral will not be taxed



ould Possibly Go Wrong?

arely sold at the point of

that is different from the production and/or
~ sales volume

= These scenarios require additional statutory
guidance



Valuing Minerals

raisal techniques

arable Sales

tionate Profits
ed Netback (non-arms-length)

ildup



< (Arms-length)

ales price) X (Volume) -
tions = Taxable Value

uctions

s’-length processing and /or Arm’s length
portation expense is deductible



omparable Value

ises when the producer of the
orts and/or processes its own

hat this producer
es other parties for transportation
rocessing in similar situations

try to find similar situations

 the producer is being charged

- base upon arm’s-length transportation or
processing agreements



arable Sales

les methodology is invoked
nly non-arms-length sales at

les occur be the POV in an

gth scenario



Proportionate Profits

on arms-length transportation
ng situations exist



ortionate Profits Method

“direct” mining costs divided by all
ts including transportation and

irect cost ratio (DCR)

umes every dollar of direct cost contributes
lly to the profit of the project

Iply the sales revenue (less taxes &
1es) by the DCR . This simulates a
ction as if arms-length processing and
ortation contracts exist.

e Production taxes are added back in but not the
Federal, State, or Tribal Royalties. This allows
for exempt production.

\




Didgram of Taxation Components

ining Direct Processing

A
V .
Processing
Pit Transportation P ot i LR
TransBertatlon
a I

® o
B

N
Mouth of Mine
(POV)

Note: In addition to the noted functions, reclamation currently being undertaken is also a direct mining
expense.



ithematically

DMC |+ (PT+PR)
DMC+DPC

-Production Taxes
=Exempt Royalties
rivate Royalties
C=Mining plus In-Pit Transportation Costs

‘=Processing plus Out of Pit Transportation
Costs

TV=Taxable Value




$102,000,000
$12.000.000

Mine "A"

$300,000,000
$35,000,000
$1,500,000
$55.000,000
208,500,000

$138,000,
$16,000,000

$114,000,000

~ $155,000,000

73.5484%
153,348,387.10

$154,000,000

PPV Calculation

Mileage ratio of in pit coal road
to out of pit coal road

|Tra_r§p0rtati0n of $40 million times the in pit %

$191,000,000 <+—— | Mining+Processing+Transportation |

80.6283% *—
$168,109,947.64

[ $35,000,000 $35,000,000
Add: ~ $1,500,000 $1,500,000
Add: Pro $55,000,000 $55,000,000

$244 848,387 $259,609,948

Total Tax Due $29,381,806

$31.153.194 <+

Direct Mining Costs X Total Direct Costs

Taxable Value times severance and
ad valorem tax rates of 6% each




Viodified Netback (Non-arm’s
length)

ations are performed, one is the

netback in certain conditions can result in a
ive assessed value... therefore PPM

blishes a floor value in those instances
* Used only for Producers that process and/or

transport their own gas and no comparable
processing and/or transportation contracts exist



AL/ "Modified” Netback

(All Post POV Expenses)

1Total Revenue
2Labor Expense
3Fuel Expense

4 Electrical Expense

5Supplies
6 Maintenance

7Maintenance Equipment

8 Warehouse

8 Environmental

9lnsurance
10Royalties

11Total Direct Expenses
12Indirects =10% of Direct Expenses

13Gross Investment

14 Rate of Return

15 Return on Investment

16 Taxable Value = 1-11-12-15

($22,500,000.00)

$50,305,000.00

$125,000,000
($3,000,000)
($5,000,000)
($8,000,000)
($3,750,000)
($5,800,000)
($4,150,000)
($1,250,000)
($500,000)
($7,500,000)
($8,500,000)
($47,450,000)
($4,745,000)

$225,000,000
10.00%



ost Buildup

1s basically the counterpart to

penses in prior to the point of
ion are added together to determine
ue of the produced mineral.

tutory reference to this method, only
i rules as a recognized appraisal
technique.




Mineral Taxation in
Wyoming

ablished that minerals will be taxed in

e ad valorem (gross products) tax
oduction

@,

 levied on minera

g this initial stage, the state levied its own mills
e the counties

9 the statewide severance tax was enacted and
nade distinct from the ad valorem tax

h the late 80’s the statutes provided that the
- DOR use recognized appraisal techniques when
dealing with sales not occurring at the POV



iIstory (Cont.)

Tax Division was formed
epartment of Audit was formed including

s industries from a spective than had previously
osed

vigorously resisted the Department’s application of
appraisal techniques

slature passed numerous laws in this timeframe removing
discretion relative to valuation and adopted specific
tatutes according to mineral type



J91-Present

statutes resulted in a new type of

: e about implementation of
1 methodologies rather than the selection of
lologies by the DOI

ortionate profits definitions
1t of Valuation

Additional consideration

[m]

Lease bonus payments

[m]

Reclamation accruals

[m]

Additional consideration to be included in sales value



resent (cont.)

ofits Method definitions

sportation related compressor
1tions

= Exemption calculations
= Taxability of helium



actor set in statutes in in 2003 @32.5%



19 Mineral Valuation
Environment

there were 71 Mineral Valuation
BOE Docket waiting for a hearing.

neral tax related opinions and 1 more is on the
ot to be heard.

while through litigation we have much more
ion on how to apply the existing statutes,

‘= This makes it difficult to determine the proper value in
the first instance (certification).



given group change over time
ithin a single mineral group

e processing or transportation contract can contain both
'on(non—deductibl? and post POV (deductible) expenses.
has to be allocate

Calculation of Exemptions
1 Allocations to wells

@ Operator & TIK Reporting
@ Lease Fuel Exemption



2etroleum Issues(Cont.)

bs means a lot of opportunity for error

ithin major Petroleum companies are responsible for
on. No one individual controls how it all works
 book revenue. Contract personnel handle

C ees, production personnel report volumes and

ax departments of ndle gross products reporting but not severance.
RALIZATION of critic owledge

gs going forward

porting (exemption piece) incongruous with Tax reporting. Royalties
ed on a lease basis while tax is reported on a group basis

s properties are routinely sold

duction reported under existing groups for the first few months to avoid
nd later reallocated to new groups

of natural gas markets, nominations
Takes vs entitlements
Gas balancing

. Pool pricing

@ 3 years to amend, reconcile, audit

@  ALL Result in NOVC’s (Notice of Valuation Changes)




oal Issues

islative control have had impacts on Coal

based Issues
rtionate Profits Method is complex

ions of expenses

ge in the DCR on $500,000,000 in taxable value can cost
,000 in tax and interest on a “judgement call”

| ing uses PPM to value coal
= New Producers to Wyoming have difficulties initially

= Change in accounting systems impacts allocations because costs are
grouped differently

= Change in accounting personnel with new / different allocation ideas




Administrative Issues with
s0mMplex Valuation Structure

f limitations -Distribution-

10n Issues

uent taxpayers
pays for back taxes?

gage holders have precedence



1 to taxpayers of all their mineral progerties
processed the Gross Products (GP) returns

25t of the year following the year of

eturns are to be processed and values issued to the respective
ities “Annually, on or before June 1, or as soon thereafter...”

eral Values are added to local and state assessed properties for
ounties to set their next budget

= 40,000+ properties to be certified. Overwhelming majority of
returns are processed within one month of the April 25t filing date

= Cursory electronic tolerance checks are performed (price ranges,
deduction percentages, transportation and processing rates, etc.)



NOV (Cont.)

tax system is referred to as a self

) the details of valuation for
individual property
ral tax valuation is unlike State Assessed

rty Tax where information is provided
the State uses appraisal techniques to

@ The Department of Audit’s function is to verify

the accuracy of the value ascribed to mineral
properties AFTER CERTIFICATION




(Notice of Valuation
Change)

low mineral property values to be
xpayer for three years from the
adline. W.S. 39-14-208 (b)(iii)
Statutes allow for the DOR to perform reviews and
partment of Audit to perform audits

or

hanges can have huge impacts on the counties’
eting and fiscal operations

I'he increase NOVC’s come with additional interest to
the producers



Joblems Created by Complex Taxation
Methodologies

pective (Interest)

ected on delinquent severance tax 2000
December 2014 activity

Uncertain cash flows
otice of Valuation



NOVC DATA

# NOVC Tax Dollars
Production Year Properties Value Change % of Total Value Changed (Approx.)

2003 7,038 $673,966,833 7.820% $87,615,688.29
2004 10,262 $1,021,578,289 9.390% $132,805,177.57
2005 10,628 $2,163,193,616 14.510% $281,215,170.08
2006 16,728 $1,335,830,299 9.160% $173,657,938.87
2007 16,544 $916,101,150 6.620% $119,093,149.50
2008 14,424 $1,132,646,240 5.500% $147,244,011.20
2009 22,448 $638,614,099 5.070% $83,019,832.87
2010 10,445 $284,892,435 1.840% $37,036,016.55
2011 2,504 $69,687,597 0.430% $9,059,387.61

2012 2,725 $54,210,334 0.400% $7,047,343.42




NOVC DATA (Cont.)

Production # NOVC
Year Properties Value Change  Net TV Change

2003 7,038 $673,966,833 $147,106,049
2004 10,262 $1,021,578,289 -$14,873,411
2005 10,628 $2,163,193,616 -$290,438,840

2006 16,728 $1,335,830,299 $49,688,861
2007 16,544 $916,101,150 $211,113,150
2008 14,424 $1,132,646,240 $329,303,270
2009 22,448 $638,614,099 $63,812,791
2010 10,445 $284,892,435 $9,197,885

2011 2,504 $69,687,597 -$3,622,785
2012 2,725 $54,210,334 $28,059,352




O11 NOVC Activity Since
September 2014

Productio Dateof  #of NOVC Absolute Value  Net Taxable
n Year NOVCData Properties Change Value Change

SEPTEMB
2011 ER 2014 2,504 $69,687,597 ($3,622,785)

MARCH
2011 2015 9,984 $176,552,857  ($11,665,383)



summary

ineral Taxation System Has Two
utually Compound Each Other’s

chanisms that while labelled
ality attempt to achieve
act Market Value”

tracts, relationships, production, processing,

sportation, and royalty scenarios are evaluated precisely
a case by case basis rather than broadly

spective and retroactive analyzing and
verification processes

o What comes in the front door looks different exiting the back
o Can’t we get it right the first time?



e Jax vs Gross Products
laX.Reporting and payment

having over $30,000 in yearly severance tax
e tax is reported and paid the 25t of the
month of production (January production

oroducts tax is reported February 25t of the year following
of production. The first payment (50%) of the gross

s tax is due November 10t of the year following the year
duction. The last half payment is due May 10t of the

rear following the year of production.
The greater time lag in gross products reporting to payment has

- created greater delinquency issues for the county than what the
DOR has experienced.



jholsresponsible for delinquent
gack taxes- current
r/operator of past?

means the State can collect from either party

ibility for back production taxes is not set forth

S tes

What is DOR policy

= Whomever is willing to pay the DOR will accept
payment



statutes Organization

ough 39-14-700"s addresses
als or mineral classes

Petrole
s Trona

Bentonite
Uranium
Sand and Gravel

5 39-14-700’s Other Valuable Deposits
B 39-14-800's Severance Tax Distribution Account



ithin Each Article
oal Example)

form counties of location, confidentiality

hods of valuation

oduction and circumstances where production is exempt
icense; permits
mpliance; collection procedures

ment requirements

elines, interest, penalties, liens

payer remedies
appeals, refunds, credits, escrow

39 14 110 Sttute of Limitations
39-14-111 Distribution



