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Minutes:

Senator Stanley Lyson, Chairman of the Senate Natural Resources Committee brought the
committee to order.

All members of the committee were present except Senator Ben Tollefson.

Senator Lyson opened the hearing on SB 2367 relating to annual recertification of stripper
well status under the oil extraction tax; to provide an effective date.

Senator Tracy Potter from District 35, sponsor of the SB 2367 introduced the bill (See
attachment # 1.)

Senator Lyson asked for testimony in opposition of SB 2367.

Senator Lyson announced he distributed to the committee written testimony from Richard
Broschat of Broschat Engineering and Management Services opposing SB 2367 (See
attachment #2).

Ron Ness, President of the North Dakota Petroleum testified in opposition of SB 2367 (See
attachment # 3)

Senator Lyson asked if he knew why there was no other testimony in support of SB 2367.

Ron Ness responded the legislative process is about ideas.
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Jeff Herman a regional land manager for Petro-Hunt, LLC testified in opposition to SB 2367
stating they operate a number of marginal stripper wells and they are barely economical but
the tax does keep them alive in an effort to improve production.

Senator Constance Triplett asked if the testifier could attest to the fiscal note.

Jeff Herman commented he thought the fiscal note was estimated high, but thought perhaps
that the number of wells was anticipated to go over the current limit to go up to 11 %2 %.
Senator Triplett stated if that is the assumption and the bill was passed, the stripper wells
would no longer be defined as stripper wells, so the tax on them would increase so would
these wells then be closed down.

Jeff Herman agreed that this would most likely happen when a well would increase production
from 30 gallons to 40 gallons and would then no longer be considered stripper wells and the
tax would increase to 11 72 %.

Lynn Helms, Director of the Department of the Mineral Resources testified in opposition to SB
2367 stating he has great concern regarding section 3 of the bill because the June production
numbers are not due into their office until August 1. The way section 3 is written they would
only have 14 days to process those numbers to identify all the wells in the state that still qualify
as stripper wells. That information would then be turned over to the tax department and it
would be impossible to accomplish. If the bill was amended to change the dates or the agency
would have to contract the job in order to crunch the numbers in time to meet the deadline. If
the bill is passed they would like to offer an amendment for better management.

Senator Lyson questioned the fiscai note.

Lynn Helms stated the head of the department had not reviewed the fiscal note but they
would be happy to provide information to Legislative Council, but there will certainly be a cost

associated with this bill and estimate $50,000.00 per biennium for the outside contract.
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Senator Constance Triplett asked again if the agency was consulted about the assumptions
developing the fiscal note and about the accuracy of the numbers.

Lynn Helms responded they were not consulted and the numbers came from the tax
department and believes the assumption made was that half of the stripper wells would no
longer be stripper wells, so the tax rate on them would double. The num‘ber is accurate based
on the ail price projections that the tax department is using for the governors revenue forecast.
The production numbers are provided to the tax department every month, so the numbers are
based on valid data.

Senator Joel Heitkamp commented the fiscal note is a moving target due to the fact that if the
stripper wells are declared to not be stripper wells, their taxes increases and they will then be
closed down resulting in less revenue than estimated.

Lynn Helms agreed that the fiscal note is based on an assumption that ali the stripper wells
would continue to produce no matter what was done with the tax rate and that haif of them
would no longer qualify so their tax rate would double. The truth is that a significant number of
wells would be abandoned. These wells would have an economic impact on the communities.
Robert Harms, President of the Northern alliance of Independent Producers testified in
opposition to SB 2367 (See attachment # 4).

Senator Lyson asked for neutral testimony of SB 2367.

Kevin Schatz of the North Dakota Tax Department testified in a neutral position of SB 2367
stating the tax department used the data submitted by the Industrial Commission for
production of the wells they certified.

Senator Triplett clarified the tax department locked at the production humbers and assumed
the tax has not impact one way or other in decision making and just multiply to create the

numbers.
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Kevin Schatz confirmed the tax department took the production data and looked at the statute
and based the fiscal note on those that qualified or not qualified for recertification.

Senator Lyson closed the hearing on SB 2367.

Senator Herbert Urlacher made a motion for a Do Not Pass of SB 2367.

Senator Triplett second the motion.

Senator Lyson asked for further discussion.

Senator Triplett commended maybe there needs to a new law as to how fiscal notes are
developed. She understands how the tax department is constrained to a formula that says if
this bill passes, then nothing else changes so this is what happens, but if a bill has a large
amount of fiscal impact more follow up needs to happen. Although no one can predict exactly
what will happen there should be some kind of assumption made. She further commented it is
criminal of the tax department to developing fiscal notes that are so unrealistic.

Senator Lyson commented almost everyone in the legislature has made that same remark.
Senator Heitkamp said not to disagree, but when assumptions are made on fiscal notes are
difficult to gage and can cause the most trouble.

A roll vote for a Do Not Pass of SB 2367 was taken indicating 6 Yeas, 0 Nays and 1 absent.

Senator Jim Pomeroy will carry SB 2367.



FISCAL NOTE

Requested by Legislative Council
01/23/2007

Bill/Resolution No.: SB 2367

1A. State fiscal effect: [dentify the stale fiscal effect and the fiscal effect on agency appropriations compared fo
funding levels and appropriations anticipated under current law.

2005-2007 Biennium 2007-2009 Biennium 2009-2011 Biennium
General |Other Funds| General |OtherFunds| General |Other Funds
Fund Fund Fund
Revenues $24,850,000
Expenditures
Appropriations
1B. County, city, and school district fiscal effect: Identify the fiscal effect on the appropriate political subdivision.
2005-2007 Biennium 2007-2009 Biennium 2009-2011 Biennium
School School School
Counties Cities Districts | Counties Cities Districts | Counties Cities Districts

2A. Bill and fiscal impact summary: Provide a brief summary of the measure, including description of the
provisions having fiscal impact (limited to 300 characters).

SB 2367 requires an annual determination of strippper well status for the purpose of the exemption from the oil
extraction tax, and removes the statutory reference to "stripper property".

B. Fiscal impact sections: Identify and provide a brief description of the sections of the measure which
have fiscal impact. include any assumptions and comments relevant to the analysis.

Section 1 of SB 2367 requires the annual classification of stripper status. Section 2 removes the definition of stripper
property. Section 3 sets out procedures relative to the re-classification of stripper wells.

Currently, approximately 26% of the state's oil production is classified as being produced from stripper wells or
stripper properties. Approximately one-half of that production is from wells that currently produce at a level in excess
of the statutory definitions of strippper wells. That production -- estimated at approximately 5.46 million barrels
annually -- would become subject to the oil extraction tax under the provisions of this bill.

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.

Removing the oil extraction tax exemption for non-qualifying stripper wells and properties would increase oil extraction
tax revenues by approximately $24.85 million in the 2007-09 biennium. This revenue would be distributed as follows:
60% to the permanent oil tax trust fund, 20% to the resources trust fund, and 20% accerding to Article X of the
Constitution.

B. Expenditures: Expiain the expenditure amounts. Provide detail, when appropriate, for each agency, line
item, and fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency
and fund affected. Explain the relationship between the amounts stiown for expenditures and
appropriations. Indicate whether the appropriation is also incfuded in the executive budget or relates to a
continuing appropriation.
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REPORT OF STANDING COMMITTEE (410) Module No: SR-23-2004
February 2, 2007 1:41 p.m. Carrier: Pomeroy

Insert LC:. Title:.

REPORT OF STANDING COMMITTEE
SB 2367: Natural Resources Committee (Sen. Lyson, Chairman) recommends DO NOT
PASS (6 YEAS, 0 NAYS, 1 ABSENT AND NOT VOTING). SB 2367 was placed on the
Eleventh order on the calendar.
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Testimony of Tracy Potter on SB 2367, Senate Natural Resources Committee

SB 2367 says that a well receiving tax exemptions as a “stripper well,” must actually be a
stripper well.

Stripper wells are marginal. They are classified by daily production and depth of the well. At less
than 6,000 feet, wells producing less than 10 barrels a day get an exemptton from the oil
extraction tax. It goes up to 15 barrels a day down to 10,000 feet and 30 barrels a day below that.

[ am far from expert on oil production - may suffer from delusions of adequacy - but if I say
anything incorrect, I’'m sure I can be corrected by the experts in the room]

Production from oil wells is not a constant thing. Naturally it can fall as a deposit is depleted, but
it can also rise for various natural or manmade reasons. According to the estimates contained in
the fiscal note, it has risen past the point of qualifying for the exemption for almost half of the
wells now receiving it. In July, 2006, there were 3.4 million barrels produced in North Dakota.
About 26% of wells are classified as strippers, and half of those wouldn’t have qualified based
on the standards of the Century Code.

In North Dakota they say, “Once a stripper, always a stripper.” This bill would end that by

requiring an annual review of production reported by the oil companies to the Oil and Gas

Division. The companies will not have to produce a single extra sheet of paper - the review
might require a half-time fte added to the state payroll.

Other oil-producing states not only monitor annually, but will adjust the tax rates quarterly or
monthly based on actual production. Some have price points, like $20 or 30 a barrel, where tax
incentives come off. But in North Dakota, once a stripper, always a stripper.

In contempiating this bill I considered putting a price point on, even as high as $50 a barrel,
where exemptions would come off. Clearly a well that is marginal at $15 a barrel is not so
marginal at $50 a barrel. In the end, however, the bill has a very narrow focus. All it does is say
that a well must actually gualify for an exemption to get one.

As to the fiscal note - that’s a lot of money. As you’ve all seen this Session, there are plenty of
places to put it. The oil industry is asking for tax cuts. Renewable energy projects require funds.
Pipelines, power lines, economic development. If the legislature in its wisdom chooses to lower
oil tax rates, if it chooses to build a pipeline or a refinery, if it chooses to provide tax incentives
to launch new exploration of the Bakken formation - there will be no shortage of uses for $24
million. But the purpose of this bill is not about producing revenue. It’s about a fair application
of law. Why should wells that don’t qualify get the same exemption as those that do? Why
should one well get an exemption while one producing less gets no exemption? I don’t mean
anything disparaging to the people receiving this unwarranted benefit - they have played by the
rules. What’s wrong here - are the rules. This bill corrects them.

/}#&b}ﬂmewf ﬂg’/
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501 E. Broadway, Suite 101 ~ John M. Broschat
PO. Box 399 AND MANAGEMENT SERVICES Prosidon
Williston, ND 58802-0309 .
701-572-8075 DRILLING, PRODUCTION AND RESERVOIR ENGINEERING Richard E. Broschal
A | PETROLEUM PROPERTY MANAGEMENT
January 26, 2007

Chairman Senator Stan Lyson and Committee
Members of Senate Natural Resources Committee:

Re: Senate B1ill 2367

Dear Sir or Madam:

My company 1s a small independent producer located in Williston. My
company 1s one of thousands of small independent oil producers in the
United States that operate stripper wells. Many of these wells were
purchased from major companies.

Raising taxes and requiring annual certification of stripper wells would
discourage companies like mine from investing in these wells to keep them

going. With small profit margins, small companies need certainty to
continue to operate.

I urge the Committee to vote nmo on this Bill so that we can continue
to operate these stripper wells to a. lower economic limit. Thank you.

Very truly yours,

%%Z%Q

Richard E. Broschat

cc: North Dakota Petroleum Council




WARD WILLISTON OIL COMPANY

Y/

January 29, 2007

Senator Stan Lyson

Chairman Senate Natural Resources Committee
600 East Boulevard Avenue

Bismarck, ND 58505-0001

Dear Chairman Senator Lyson and Committee Members,

We are opposed to bill SB-2367 being presented before the North Dakota Legislature and we would
appreciate your considering our position.

Ward Williston is an oil and gas producer and an oilfield service company with operations in the
Williston basin of North Dakota. At the present time we employ over 65 people in the state of North
Dakota.

Bill SB-2367 proposes increased taxes on stripper properties, which will make the majority of our wells
subject to plugging and abandonment. Over ninety-five percent of our production comes from stripper
wells. Each of these wells has higher than normal lifting costs and even at the current tax rate they are
close to being plugged and abandoned. T estimate that 95% of our service revenues from other
companies are generated from their stripper wells. If this bill passes many of their wells will be
plugged also and we will have to lay off employees.

I urge the Senate to defeat bill SB-2367. It will cause wells to be piugged, it will be the direct cause of
layoffs, it will make our country more dependent on imports, including countries that are our enemies,
and will result in less oil tax revenues to the state.

Sincerely,

Thomas W. Cunnington
CEO

9926 Hwy 83, PO Box 172 » Westhope, North Dakota 58793
(701) 245-6479 - FAX: (701) 245-6416
www.wardwilliston.com
“The Bustness of Oil Since 1952”



January 30, 2007

Mr.'Ron Ness

Executive Director

North Dakota Petroleum Council
Box 1395

Bismarck, ND 58502

RE: Proposed Legislation Regarding
Severance (Extraction) Tax Incentive For
Incremental Secondary Qil Recovery

Dear Ron;

Luff Exploration Company would like to comment on proposed legislation to eliminate
the severance (extraction) tax incentives on incremental sacondary oil recovery. ... .

Secondary recovery projects are very caplital intensive, and take time to bear fruit, often
requiring the short term deferment (or loss, if it does not work) of existing production
when wells are converted to injection. Producers have to spend significant amounts of
capital, make painful converslons of some oll wells to water injection wells, and hope for
success. One important economic factor that makes this process a bit more tolerable
has been the saecondary recovery tax incentive for the incremental oil, which Is not
subject to oil price triggers. Secondary recovery is a prudent way of getting more oil
from existing domestic fislds, and it optimizes the prudent development of the state’s
natural resources. It also reduces the amount of foreign oil imported. States and thelr
citizens should be doing everything possible to encourage this technology. It would be
tragic and unjust to change the rules after oll and gas companies have spent significant
capital and taken field-wide risk on secondary recovery projects. itis hard (and in some
cases impossible) to “undo” a secondary recovery project afier it is underway.

Additionally, the severanca (extraction) tax incentive for incremental secondary recovery
oil applies (in North Dakota) to royalty owners as well. Therefore, landowners and their
families with minerals under all of the secondary recovery projects in North Dakota
would be economically impacted if the incentive were eliminated.

Very Truly Yours,
Luff Exploration Company

Richard D. George, P.E.
Manager of Engineering

1580 LINCOLN STREET « SUITE 850 » DENVER, COLORADO » 80203 » 303.851.2468 » FAX 303.861.2481



P.O. BOX 7168 » BILLINGS, MT 59103
550 N, 31st 8T, SUITE 500 » BILLINGS, MT 59101
PHONE: (406) 245-6248 » FAX: (406} 245-9106

T ETROLEUM

CORFPORATIORN

A Subsidiary of
St. Mary Land & Exploration Co.

Mr. Ron Ness - Director Date: 1/29/07
North Dakota Petroleum Council

P.O. Box 1395

Bismarck, ND 58502

Re: SB-2367
Dear Ron,

Nance Petroleum Corporation strongly opposes the proposed stripper tax law changes
intended by SB-2367. We offer to the NDPC the following arguments:

Stripper “units” status —vs- individual well stripper status

Horizontal dritlling within a unit has proven to be a tremendous opportunity for the state,
for mineral owners, and for oil companies. Units allow long laterals and optimum well

. placement. Drillling activity will more likely occur in units particularly where the tax
climate is favorable. If that happens to be in ND, fine. If not, the drilling dollars go
elsewhere.

We are presently budgeting for 4 such wells in ND in 1% & 2™ qtr 2007, to be drilled on
the condition that the units are certified as and/or remain qualified stripper units. We
have not been previously able to justify that drilling.

Stripper wells — Re-qualifying yearly

Weils do not incline, unless they are advantageously affected by a waterflood; or
improved by a workover/reentry drilling. These events involve the oil company risking
money, to try to improve production. If the production increase does happen, the state
receives its 5% tax revenue on a higher volume. If the production increase doesn't
happen, the oil company shoulders the burden for its investment efforts. The state
should support that investment effort, because investment equates to both jobs and tax
revenues.

Respectfully itted,

Eric R. Percy

Operations Manager — ND
. Nance Petroleum Corp.



From: Jeff Vickers [mailto:JeffV@geoi.net]
Sent: Monday, January 29, 2007 2:15 PM
Cc: ronness@ndoil.org; slyson@nd.gov
Subject: Re: Stripper Tax

o

Thank you for your message John, and yes Ron had sent me notice on this one which is a BAD one and
| have been intending to reply and | can schedule to talk to Stan also. This is a real kick in the ASS to the
very few E&P companies that will even mess with troublesome stripper wells and the LAST thing we
need is a bunch of costly administrative burden wiping out the only small advantage stripper wells have. If
there are any land owner associations we can loop-in the should be vehemently opposed to this bill. One
"talking point” | don't think | have seen yet is the COST of constant re-certifications, both to operators and
to ND through the NDIC? In the shallowest 10 BOPD case, let us assume that a well becomes stripper at
10 BOPD and is plugged at 4 BOPD? Average "stripper life" then is 7 BOPD or 2500 BO per year. 100%
value at the wellhead with current $40 per Bbl net to WTl is $100,000. At 15% royalty average each
portion of tax is as follows:

Mineral owner 5% - $750 for year

Mineral owner 11.5% - $1725 for the year
Operator 5% - $4250 for the year
Operator 11.5% - $9775 for the year

In this example the difference in the operators taxes are a meaningful $5525 luring the operator to
continue production a few more precious years, however now state law would require us to make time
consuming (hence costly) re-certifications to maintain the favorable tax status???7? With the administrative
load that almost all operators have today they are going to be very leery about spending $3000 dollars
worth of administrative time to recertify for a $5500 tax advantage. The costs don't end there either as

ome group of State employees, presumably with the NDIC is going to have to administer all these
ecertification's for what ever number of stripper wells there are currently in ND now. If that cost was $2500
then what has society gained, we tax $5500 per year less, then the operator spends $3000 to gain each
recertification and the State spends $2500 to monitor each. Sounds like a lose,, lose situation to me.
Some might contend that less stripper properties will be approved and that might be true, but the bad end
to that is that operators will cease to bother with all the administrative and operational hassles associated
with them and more wells will just be plugged. Keep in mind lower taxes on stripper wells are their ONLY
advantage, everything else is disadvantages, high maintenance cost of old surface equipment, little gas for
treating oil on the lease, expensive wintertime operations, frequent repairs due to old downhole equipment,
high incrementai energy (electricity) costs to lift very small volumes, etc. etc. etc. My overall summary
point with picking on the tax rate of stripper wells and my example above is that it is counter-productive due
to the wells very nature. it might be considered similar to making weilfare recipients pay taxes on the
meager proceeds they are given to live on.

One more point might be that the average stripper well produces as a stripper at only the extreme end of
its life and that stripper production is only a tiny fraction of its total recovery. Personally my guess is that
stripper production represents something less than 10% of an average wells total recovery? (Any better
number for that from sources other than me Ron?) Stripper designations and rules were adopted decades
ago by Federal and State jurisdictions just to preserve as many old wells as possible without clobbering
them with taxes and administrative burdens. Now when we need stripper production more than ever, and
when State coffers are brimming with funds from newer highly productive wells............. now........ now we
want fo slam stripper wells with more tax that would only provide a petty amount of funds to the State but

Jeff Vickers.




Independent Producers
P.O. Box 397 » Westhope, ND 58793 » 701-245-6143 » Fax 701-245-6149

Senator Stan Lyson
Senate Natural Resources Comrnittee

RE:  Senate Bill 2367

Dear Senator Lyson,

My name is Allen Boettcher. Along with my wife, Jackie, we manage Ballantyne Qil, which
owns and operates about 110 wells across the northern tier of North Dakota from Bottineau
through Burke Counties. We operate out of Westhope, ND and we are a local ND oil company,
small though itis. Almost all of the wells we own and operate are stripper well properties and are
exempted from the 6.5% extraction tax. Historically, most of these stripper wells have been
economically marginal, and the only thing that has kept most from being plugged and abandoned,
has been the stripper well exemption. Many of these wells were operated at a loss for months or
years, waiting for oil prices to increase, in the hope that they would eventuaily make money.

Senate Bill 2367 wil] require that all stripper wells be re-certified each year. This process is quite
involved and would require a considerable amount of effort to gather production data, fill out
forms, wait for the NDIC Oil and Gas Division verification, and then wait for a final OK on the
exemption from the ND Tax Department. This would be very burdensome for our small
operation and would require several man-hours per well to re-certify each well. More
importantly, it is a disincentive for an aperator to make large investments in forming a unit for
secondary recovery operations, increase production on marginal wells and then have that tax or

encourages operators to establish units and invest capital to extract additional reserves. Requiring
annual recertifications will take away that incentive and result in marginal wells being plugged
and abandoned before unitization. '

In the past, the extraction tax exemption has given small operators like us a chance to improve
well production. In this business, like farming, everything we do to try and improve production is
a gamble. The extraction tax exemption helped to lessen the rigk by allowing us to recoup faster, -
the cost of a work over (overhaul), deeper drill, or horizontal sidetrack, in the hope of improving
production, These operations have become very costly. Without this added incentive, most
stripper wells would be produced until they are no longer economic, and then plugged. The
stripper well exemption, increases the revenue stream to the operator, the royalty owners, and
ultimately results in more taxes paid to the state, because a stripper well has had a prolonged life.

Please consider my request fora no vote on this bill.
Sincerely Yours,

Allen Boettcher




. From: Russell Evitt Il [r2d2@doubleee.com]
Sent: Friday, January 26, 2007 5:17 PM
To: Lyson, Stanley
Subject: SB-2367 - Disapprove

Dear Senator Lyson,

Greetings from Williston! As to the above referenced bill - we wish to inform you of our

disapproval.
What is funding a lot of the states w mdfall ? Oil revenues izght?
Let us not be hasty then to further burden oil companies with paper work for alr eadl'
marginal vet pr oductive properties.
One would much rather have them producing creating revenue as opposed to Not.
Also. this bill would send a message of alienation to the oil companies who work in this
State. .

i We have finally got something going in this oil patch, let us not be looking for ways to stop
the progression.

‘ Thank you, Sincerely,

] . Russell Evitt 1]
Double (EE) Service, Inc.

‘ r2d2@doublece.com

, Page | of | :

. Lyson, Stanley :

1800-932-8803
i
|
|

1/29/2007
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From: Robert Johnson [ndgecl@btinet.net]

Sent: Saturday, January 27, 2007 12:22 PM
.[ o: Lyson, Stanley

Cc: Ron Ness

Subject: SB-2367

Dear Senator Lyson,

I am concerned about the annual re-certification of ND stripper wells in order to exempt
the well from paying the o0il extraction tax. This would be very time consuming for small
operators who would have toc spend considerable amounts of time and effort to gather the
data, and fill out the forms every year in order to gualify for the tax.

One of the benefits of this bill in the past, has been the encouragement offered by the
exemption, to try to improve well performance by re-working, deepening, or drilling
herizeontally, a marginal well. The decrease in the tax, helped to lessen the risk, by
providing a faster pay back on the work performed, increasing revenues to the operator and
royalty owners, and eventually increasing tax revenues to the state, because a stripper
well was saved from being plugged and abandoned. Re-certification would destroy any
incentive to try to increase production.

The high crude oil prices over the last couple of years have been a godsend to our
industry, but at the same time costs have skyrocketed. Small operators need this
excemption to preserve stripper wells by offsetting the high cost of workovers, etc.
I would hope that your committee would give this bill a do not pass recommendation.

Thanks for your consideration,

obert Post Johnson
onsulting Geologist




Lyson, Stanley

From: Gaylon Baker [gaylon@starkdev.com]
Sent:  Monday, January 28, 2007 9:54 AM
To: Lyson, Stanley

Cc: ronness@ndoil.org

Subject: SB2367

Honorabte Senator Lyson,

I would like to urge a No vote on SB 2367. Effectively increasing the tax on “stripper” welis now could have a
drastic negative effect in the long run for North Dakota. The oil surge will not last forever, and when it does we
will need stripper well production to support our tax base as it is structured now.

Thank you for your consideration,

Gaylon Baker

Executive Vice President

Stark Development Corporation

Dickinson, ND

(701} 225-5897

1/29/2007
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Ron Ness .
President 120 N, 3rd Street » Suite 225 « P.O. Box 395 « Bismarck, ND 585021305
NORTH DAKOTA Marsha Reimnitz Phone: 701-223-6380 » Fax: 701-222-0006 + Email: ndpc@ndoil.org
PETROLEU Office Manager
C O U N C 1 1
Senate Bill 2367

Senate Natural Resources Committee
February 2, 2007

Chairman Lyson and Members of the Committee, my name is Ron Ness. [ am President of the
North Dakota Petroleum Council. The North Dakota Petroleum Council represents 130 companies
involved in all aspects of the oil and gas industry including oil and gas production, refining, pipeline,
transportation, mineral leasing, consulting, legal work, and oil field service activities in North Dakota,
South Dakota, and the Rocky Mountain Region. Petroleum Council members produced 80% of the
nearly 36 million barrels of oil produced in North Dakota in 2006. I appear before you today in

opposition to Senate Bill 2367.

OIL INDUSTRY FACTS:
+ North Dakota ranks 9" among the nation’s oil producing states
« North Dakota produces 113,000 barrels of oil per day
+ There are currently 42 rigs drilling new wells
+ Industry produced 36 million barrels of oil last year
+ Currently, there are more than 3,600 producing oil wells in the state
» Average production per well is about 30 barrels per day
* 160 oil companies own and operate wells in North Dakota
+ Industry has added an estimated 2,500 jobs in the past 30 months

OIL AND GAS INDUSTRY TAX REVENUES:
+ $152 million in 2005 in oil and gas production taxes
* A 63% increase in oil tax revenues from 2004
« 3rd largest source of revenue to the general fund behind sales and income taxes
*  $102 million to Permanent Qil Tax Trust Fund through December 31, 2006
*  $167 million in oil tax collection in fiscal year 2006



The Governor’s budget projects that the oil and gas industry will pay more than $600 million in
oil and gas production taxes in this and the next biennium. Does SB 2367 help sustain this incredible
economic growth and help expand our state’s oil production to 150,000 or 200,000 barrels of oil
per day? No. SB 2367 places an additional tax burden on a segment of the state’s oil industry that is
important to the stability of industry and helps provide jobs during the peaks and valleys that the oil
industry experiences. Stripper properties, or marginal wells, are a foundation for the domestic oil
industry. Marginal oil wells represent 17% of our domestic oil production. These wells are generally
owned by small independent operators who have purchased them from large operators and these
operators take the risk of trying to increase production of these wells. This risk has to have a financial
incentive in order to keep these wells active and continue to invest in new technology or production
techniques that increase their production. Oil industry investment is always driven by price and
economics. North Dakota competes with the rest of the nation and the world to attract investment. In
the last several years, the state’s oil patch has become a hotbed in the United States for interest and
investment and our economy is certainly seeing the benefits. Bills such as SB 2367 do not encourage
investment.

Reasons why stripper wells are taxed at fixed rates:

¢ Producers need certainty to justify maintaining production from stripper wells.

¢ Capital expenditures on low rate wells are very risky. Decline rates for wells are very steep,
so0 increase in rate is not long-lasting. To encourage operators to enhance production (via
stimulation, work over, or re-entry), maintaining the 5% - 6.25% tax on strippers is beneficial
to the state,

e There is a sound business case for the stripper wells. Production from these wells contributes
greatly to North Dakota's tax surplus, Maintaining activity level is essential.

e It takes nearly as many employees to run a small well as a large well.

2 ®Page




Other states marginal well numbers dwarf North Dakota’s.

. State # of Marginal Wells  Annual Production Average Daily Production
North Dakota 1,416 2,217,706 barrels (bbls)  4.29 barrels of o1l per day (bopd)
Montana 2,424 1,947,855 bbls 2.2 (bopd)

Wyoming 12,357 8,281,804 bbls 1.84 (bopd)
Oklahoma 46,798 39,381,486 bbls 2.3 (bopd)

2005 Marginal Qil Well Survey (Source: Interstate Oil and Gas Compact Commission)

Comments from a North Dakota producer:

Stripper “units” status vs individual well stripper status
“Horizontal drilling within a unit is a tremendous advantage for the state, the mineral owners, and

oil companies. Units allow long laterals and optimum well placement. Drilling activity will
occur in units where a predictable tax climate exists. If that happens to be in North Dakota, fine.
If not, the drilling $$ go elsewhere.”

Stripper wells — re-qualifying yearly:

“Wells do not incline, unless they are advantageously affected by a water flood, or improved by
work over/re-entry drilling. All of these events involve the oil company risking money to try to
improve production. If the production increase does happen, the state gets their 5% tax revenue
on a higher volume. If the production increase doesn’t happen, the oil company shoulders the
burden for its investment efforts. The state should support that investment effort, because that
equates to both jobs and tax revenues.”

SB 2367 is a step in the wrong direction. The industry is already paying too much in taxes to

maintain a healthy investment climate. We urge a Do Not Pass on SB 2367. 1 would be happy to answer

any questions.

3 ePage



Atbichment 13 4

Northern Alliance

.%INDEPENDENT PRODUCERS

PO Box 2422 + Bismarck, North Dakota 58502-2422 + Phone 701-224-5037 + Fax 701-224-5038 » email NProducers@aol.com

Natural Resources Committee
North Dakota Senate
February 2, 2007

Legislative Hearing  SB 2367 (Annual recertification of stripper well)

Mr. Chairman and members of the committee, my name is Robert Harms, I am president
of the Northern Alliance of Independent Producers, which is an oil and gas trade
association of independent oil producers operating in the Williston Basin. Today, the
Alliance represents over 40 independent producers operating in the Williston Basin and
who are responsible for 45% of the wells drilled in 2006 representing $900 million of

new investment in our state.

We oppose SB 2367, requiring annual recertification of “stripper wells”. The
legislation will help to eliminate an incentive that has kept hundreds of North Dakota
wells from being plugged and abandoned, but instead has kept them producing as part of
our production,

Stripper wells may receive a reduced tax rate of 4% rather than 6.5% (from
GROSS revenues), if certified by the Industrial Commission and filed with Tax
Commissioner, that the average daily production (iﬁ twelve month period)

10 bbls for depth of 6,000 feet or less

15 bbls between 6,000 and 10,000 depth

30 bbls of 10,000 feet and below. (Expanded from 20 to 30 bbls in 1995 session)

Do wsice of indapendens oil and gas producers in northern states NAIP TE




Bringing the total tax load to a marginal well to 9% on GROSS revenues.

Marginal well production represents 15.7% of oil production and 7.8% of gas production

in the US in 2005. Today they represent 17% of oil and 9% of gas production nationally.

In North Dakota we have approximately 1400 marginal wells that produce 2.2 million
bbls annually (about 6% of our production—based on 2005 figures.) (We would have to
INCREASE our imports by 7% to replace this American production.) One thing all oil
producing states face is the potential to loose, small, marginal wells with little production

(called stripper wells).

The theory behind the stripper well exeinptidn is that North Dakota recognized the need
and value of preserving the investment into existing well bores,
-designed to prolong production, encourage new investment in existing well bore
~designed to avoid the loss of well bore investment, abandonment of the resource
and loss revenue that results.
SB 2367 runs counter to that theory and the broader energy policy of encouraging new
investment and increasing domestic production of American energy resources. It will
discourage the operator from taking the risk of investing new money into an old well,
from which much of the resource has already been recovered (some time by previous
operators). So instead of encouraging him to take that risk, we will put one more
disincentive in front of the operator, knowing for certain his tax burden will goup 2.5%
whether the investment makes a profit or not. For these reasons we urge a DO NOT

PASS on SB 2367.
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ENERGY FACTS:

Qil production taxes are projected to be $238 million in 2007-2009 biennium.

For 2005-2007 North Dakota receive the following (as per most recent projections)

$263 million (general fund tax collections)

$ 10 million {estimate personal income tax on royalties, not included above).

$ 15 million (federal royaity income)

$ 79 million State Land Department oil revenues (not general fund)
For 2007-2009 North Dakota is projected to receive the following oil revenues:

$271 million (general fund tax collections)

$ 12 million (estimate personal income tax on royalties, not included above).

$ 13 million (federal royalty income)

$ 50 million (State Land Department estimate; March 06 estimated $28 million)
- US imports 60% of our oil; 97% of which is used for transportation.
- 1/3 of our annual trade deficit of $776 BILLION is imported oil.
- 1 billion people in India and 1.3 billion people in China now compete with the US for
world oil supplies.
- China has bought a significant portion Alberta tar sands that will be exported from

North America.
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The Interstate Oil and Gas Compact Commission is a multi-state government agency
that promortes the conservation and efficient recovery of our nation’s oil and natural gas
resources while protecting health, safety and the environment.

The IOGCC consists of the governors of 37 states (30 members and seven associate
states) that produce most of the oil and natural gas in the United States, as well as seven
international affiliates. Chartered by Congress in 1935, the organization is the oldest and
largest interstate compact in the nation.

The IOGCC assists states in balancing interests through sound regulatory practices. These
interests include: raximizing domestic oil and natural gas production, minimizing the
waste of irreplaceable natural resources, and protecting human and environmental health.

The IOGCC also provides an effective forum for government, industry, environmental-
ists and others to share information and viewpoints, allowing members to take a proactive
approach to emerging technologies and environmental issues. For more information visit
www.iogce.state.ok.us or call 405-525-3556.

About the Oklahoma Commission on Marginally

Producmo 0Oil and Gas W Tells
MM» ﬁcOleMam Commission MMMWOJIMMW%

'IheGld:homl Commission on Marginally ProduclngOil and GcsWdls is an Oklahoma
mmagency.ﬁmdedbythe oil and natural gas industry, with a purpose of protecting and
promoting Oklahoma production of crude oil and natural gas. The organization'’s purpose
is to serve the operator with its technology transfer programs; to serve the state by making
sure that its most vital resource is continuously produced and not prematurely aban-
doned; and to serve the public as an information source regarding the importance of the
industry in their lives and the state in which they live. For more information, visit www.

marginalwells.com.
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The information within these pages tells an exciting story about

one of America’s greatest treasures. Marginal, low volume wells

are the model of conservation and economic development,

contributing significantly to the lifestyles of all Americans.

The Interstate Oil and Gas Compact Commission has been
telling the story of these wells since the beginning of World

‘War II — a time when conservation could not have been more However, the wells’ influence stretches far beyond the oil and

important. Today, they continue to be critical suppliers of the  gas industry. Every dollar of marginal oil and gas production
nation’s energy. creates nearly $1.01 of economic activity. Additionally, nearly
10 jobs are dependent upon every $1 million of marginal oil
Although marginal wells are not glamorous and may receive and gas produced.
lictle attention, together they provide 17 percent of oil and 9
percent of natural gas produced onshore in this country. In fact, Marginal wells provide American energy to Americans and
without these wells the United States would have to increase stand as a testament to ingenuity and conservation. The cu-
imports by nearly 7 percent to make up for the shortage. mulative energy provided by these tiny producers touches the
lives of all Americans, providing tax revenue for states, jobs for
The increase in this year’s production numbers illustrates American families and energy security.
the increasing importance of these wells. Daily marginal gas |
production averaged its highest in 10 years. On the oil side, It is our hope that the numbers from this report tell this story
smaller producing states such as New York are also experiencing  and explain the role marginal wells continue to play in provid-

dramatic increases in production. ing for the country’s bright energy future.

Marginal wells are the model of conservation and economic develop-
ment, contributing significantly to the lifestyles of all Americans.



Research is key to the survival of marginal wells. Unfortunately,
the small, independent producers who operate these wells of-

tentimes do not have the means to conduct their own research.

Federal and state governments and universities play a crucial
role in research and development (R&D) for fossil energy.
Without continued funding of these R&D programs, new
methods for producing domestic energy will remain beyond
the reach of American energy producers.

.Jnfortunately, just when R&D is most needed, federal fund-
ing is being reduced. This year the U.S. House and Senate
Appropriations Committees eliminated the appropriation
for federally funded oil and natural gas R&D through the
U.S. Department of Energy’s Office of Fossil Energy. Such a
decision will deal a serious blow to the ability of our country,

particularly the small producer, to keep pace technologically.

In addition, the strategies of major multinational oil com-
panies direct much of their R&D dollars to resources that
reward shareholders. Independent producers cannot justify
large R&D expenditures, and 85 percent of wells in the
United States, including most marginal wells, are drilled by

those independent oil and gas companies.

Moreover, the shrinking major and multinational companies

have taken a toll on consortia funding for domestic univer-
sity research programs, thus reducing the number of active
companies able to fund academic programs by half. The result
is a continuing struggle for new funding mechanisms, which
has been compounded by shrinking federal petroleum R&D
funding in academia.

These factors and trends predict increasing difficulty for ad-
vancing R&D in the United States. For energy R&D, especially
oil and natural gas upstream R&D directed at the nation’s

domestic resources, the battle will be even more difficult.

Marginal oil and natural gas wells are an often overlooked,
but vitally important, segment of the domestic petroleum
industry. In the years ahead, R&D funding will be critical to
ensuring the producers of these wells have the tools neces-
sary to continue supplying much-needed domestic energy to

the nation.

More information about the current state of R&D can be
found in the 2006 IOGCC publication “Who Will Fund
America’s Energy Future.” To order a copy of the report, log

on to www.iogcc.state.ok.us.

RerD funding is critical to ensuring the prodﬁccrs of marginal wells have the
tools necessary to continue supplying much-needed domestic energy to the nation.
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Whatis Mar ginal OL

Marginal oil is produced from wells that operate on the lower

edge of profitability. Generally speaking, low-volume “stripper”
wells — defined by the IOGCC as those wells producing 10 bar-
rels of oil per day or less — fall into this category. The IOGCC
has monitored the status of marginal wells in the United States
since the 1940s.

Why all the concern about such small-volume wells? While
each individual well contributes only a small amount of oil
(2.2 barrels a day, on average), there are 401,072 of these wells

.n the United States. Combined, these marginal wells produced
more than 321 million barrels of oil in 2005.

Plugged/Abandoned Wells

Many states have programs that allow a well to temporarily

| stop production. These “idle” wells are not included in the have not been plugged, and whose owners are either insolvent
abandoned well category of this report; only wells that have or cannot be located.
| been permanently plugged are included in the IOGCC's defi-

nition. Also not included in this study’s abandoned well figures  For more information about idled and orphaned wells, contact

are “orphaned” wells. These are wells that are not producing, the IOGCC.

A marginal oil well produces 10 barrels or less of oil per day.



U.S. Marginal Oil Well Data - Past 10 Years

Year Number of
Marginal Oil
Wells

1996 428,842
1997 420,674
1998 406,380
1999 410,680
2000 411,629
2001 403,459
2002 402,072
2003 393,463
2004 397,362
2005 401,072
330,000,000

;.g 325,000,000

:-é 320,000,000

.§ 315,000,000

rE 310,000,000

)

S 305,000,000
300,000,000

1996

Marginal Oil Average Daily il Wells
Production ~  Production Per Plugged/
(bbls) ~ 'Well (bbls) Abandoned
323,468,274 2.06 16,674
323,487,914 2.11 15,172
316,870,286 2.14 13,912
315,514,283 2.10 11,227
325,947,181 2.16 10,718
316,099,192 2.15 12,234
323,776,606 2.21 13,635
313,748,001 218 14,300
310,922,122 2.14 11,977
321,761,570 220 11,058
Marginal Oil Production
1996 - 2005

1997

1998 1999 2000 2001

Year

2002 2003 2004 2005




The term “secondary recovery” encompasses a variety of tech- pressure has diminished over time, decreasing the flow of oil.

niques designed to increase oil recovery from an existing well. ~ Secondary recovery techniques permit the injection of a sub-
Pressure in an underground formation pushes oil upward, al- stance, such as water or gas, into the formation. This increases

lowing it to be extracted. In older wells and mature fields, this the pressure and encourages the oil to flow more easily.

Secondary Recovery of Marginal

Oil as of January 1, 2006
State Estimated Secondary Oil ~ Percent of Total
Produced from Marginal ~ Marginal Production

. Wells (Mbbls) from Secondary

Alabama 797 ki i i AT

Akansas 475 e M

ool 0L e g

odie = 797 Le s is0e

Kansas 13,838/ 1oy N AT

Ketitucky ~ 1,361 oy 69.5

Nebraska 1,031 - 64.5

New Mexico 5,695 40.5

New York 19 o 90

Ohio 48 ‘ 1.0

Oklahoma 19,344 49.2

South Dakota 35 64.8

Utah 906 56.0

. West Virginia 195 15.0




i Staterakigs

Number of Production from  Oil Wells Average Daily
Marginal Marginal Oil Wells Plugged and  Production Other States
Oil Wells (bbls) Abandoned  per Well
1 Texas Texas Texas South Dakota
2 Oklahoma Oklahoma California Arizona
3  Kansas California Kansas North Dakota
4 Ohio Kansas Oklahoma Utah
5  California Louisiana Louisiana Alabama
6  Louisiana New Mexico llinois California
7  Kentucky Hlinois New Mexico ~ Michigan Olc:alz;m
8  Pennsylvania ~ Wyoming Ohio Colorado
. 9 Tilinois Oilirsds Wyoming gy Percent of Total Marginal Oil
10 New Mexico  Ohio Kentucky Nebraska Well Production in Survey
11  Wyoming Pennsylvania Pennsylvania ~ New Mexico States (bbls)
12 West Virginia  Arkansas Colorado Oklahoma
13 Colorado Michigan New York Arkansas
14 Indiana North Dakota Arkansas Tennessee
15 Arkansas Kentucky Montana Montana
16 New York Montana Michigan Louisiana
17 Montana Utah Mississippi Wyoming
18 Michigan Nebraska Utah Kansas
19 Mississippi Indiana West Virginia  Illinois
20 Nebraska West Virginia North Dakota  Mississippi
21 North Dakota  Alabama Indiana Virginia
22 Utah Mississippi Nebraska Indiana
23 Alabama Tennessee Tennessee Pennsylvania
24  Missouri New York Missouri Missouri
25 'Tennessee Missouri Virginia Ohio
26  South Dakota  South Dakota South Dakota ~ West Virginia
27 Arizona Arizona Alabama Kentucky
.8 Virginia Virginia Arizona New York




Marginal Oil Well Survey:

State Number of Production from Oil Wells Average Daily
Marginal Oil Marginal Oil Wells  Plugged and Production Per
Wells (bbls) Abandoned Well
Alabama 665 911,785 1 3.76
Arizona 17 31,432 0 5.07
Arkansas 4,000 3,317,410 55 2.27
California 26,444 35,563,813 2,410 3.68
Colorado 5,982 7,001,499 105 3.21
[llinois 16,407 * 8,461,222 * 547 * 1.42
Indiana 5,364 1,594,296 22 0.81
Kansas 38,692 25,827,950 2,207 1.83
Kentucky 19,012 1,958,015 178 0.28
| Louisiana 20,041 14,152,725 618 * 1.93
. Michigan 2,011* 2,657,497 52 3.62
Mississippi 1,858 895,452 40 1.32
Missouiri 495 85,406 7 0.47
Montana 2,424 1,947,855 54 2.20
Nebraska 1,478 1,598,224 19 2.96
New Mexico 14,069 14,065,576 349 2.74
New York 2,553 211,292 70 0.23
North Dakota 1,416 2,217,706 25 4.29
Ohio 28,828 4,840,874 298 0.46
Oklahoma 46,798 39,318,486 1,015 2.30
Pennsylvania 16,662 * 3,652,770 * 171 % 0.60
South Dakota 27 54,169 2 5.50
Tennessee 290 235,127 157 2.22
Texas 124,116 139,959,142 4,722 3.09
Utah 1,163 1,618,810 37 3.81
Virginia 3 1,233 4 1.13
West Virginia 7,900 1,300,000 31 0.45
Wyoming 12.357 8,281,804 211 1.84
. Totals 401,072 321,761,570 13,265 2.20
* Estimated




State

Alabama
Arizona
Arkansas
California
Colorado
Illinois
Indiana
Kansas
Kentucky
Louisiana
Michigan
Mississippi
Missouri
Montana
Nebraska
New Mexico
New York
North Dakota
Ohio
Oklahoma
Pennsylvania
South Dakota
Tennessee
Texas

Utah
Virginia
West Virginia
Wyoming
Totals

* Estimated

Total 2005 Oil
Production

(Mbbls)
5,159
50
6,338
255,676
22,918
8,889 *
1,594
33,592
2,454
51,479
5,448 *
17,917
85
32,870
2,413
54,179
211
35,672
5,652
60,939
3,653 *
1,469
327
346,351
16,658
26
1,300 *
51,626
1,024,945 **

Marginal Oil Well Reserves (Mbbls)
Primary Secondary ~ Total
995 1,035 2,030
154 0 154
37,265 31,745 69,010
69,395 62,286 131,681
17,396 13,669 31,065
12,736 13,151 25,887
8,824 8,512 17,336
59,107 56,789 115,896
11,708 17,563 29,271
59,949 58,761 118,710
13,157 9,908 23,065
10,861 10,026 20,887
1,342 1,263 2,605
29,673 34,834 64,507
2,568 4,672 7,240
22,560 19,216 41,776
1,205 117 1,322
24,361 23,500 47,861
34,187 113 34,300
86,472 93,678 180,150
8,483 11,715 20,198
180 173 353

194 135 329
495,958 532,634 1,028,592
1,618 3,141 4,759
40 38 78
3,548 3,244 6,792
75,000 100,000 175,000
1,088,936 1,111,918 2,200,854

** Total represents only oil production from states with stripper wells.
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State

Alabama
Arizona
Arkansas
California
Colorado
Illinois
Indiana
Kansas
Kentucky
Louisiana
Michigan
Mississippi
Missouri
Montana
Nebraska
New Mexico
New York
North Dakota
Ohio
Oklahoma
Pennsylvania
South Dakota
Tennessee
Texas

Utah
Virginia
West Virginia
Wyoming
Totals

* Estimated

2002
Number of Production
Marginal from Marginal
Wells Wells (bbls)
639 1,054,118
17 25,942
3,362 3,316,454
24,420 35,133,050
5,384 4,646,241
17,466 * 10,220,000 *
. 4,956 2,021,618
33,317 25,178,007
19,462 2,077,228
20,891 16,126,868
3,428 1,849,850
442 490,784
364 90,919
2,274 1,830,438
1,451 1,765,208
13,379 13,175,602
2,758 ' 183,095
1,384 2,110,860
28,850 4,904,815
56,673 47,070,879
15,470 * 2,233,000 *
22 34,574
424 241,036
124,551 129,017,097
1,049 1,449,051
13 5,764
8,210 1,250,000
11,416 8,596,694
402,072 316,099,192

Number of

Marginal
Wells

- 632

18
3,615
25,089
5,334
17,154 *
5,049
32,883
19,272
20,722
2,578
437

489
2,291
1,423
13,577
2,763
1,394
28,911
48,657
15,758 *
24
385*
123,402
1,051

i

8,200
12,348
393,463

Production

from Marginal
Wells (bbls)
1,152,351
23,303
3,302,376
36,015,129
5,442,974
10,600,000 *
1,864,883
25,103,681
1,942,879
15,567,256
2,500,500
604,800
86,133
1,830,410
1,651,923
13,693,595

- 152,967

2,288,191

43,703,475
2,466,000 *
51,461
270,827
128,058,395
1,418,563
2,502
1,400,000 *
7,856,791
313,748,001
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State

Alabama
Arizona
Arkansas
California
Colorado
Illinois
Indiana
Kansas
Kentucky
Louisiana
Michigan
Mississippi
Missouri
Montana
Nebraska
New Mexico
New York
North Dakota
Ohio
Oklahoma
Pennsylvania
South Dakota
Tennessee
Texas

Utah
Virginia
West Virginia
Wyoming
Totals

* Estimated

Number of Production
Marginal from Marginal
Wells Wells (bbls)
669 1,141,127
17 23,746
3,948 3,620,354
25,622 34,955,831
5,605 6,316,308
16,751 * 10,040,292 *
5,004 1,729,606
38,363 25,493,168
19:129 2,005,480
20,576 14,136,304
2,306 3,055,339
478 678,566
487 88,053
2,335 1,879,426
1,450 1,654,195
13,882 13,990,201
2,759 171,760 """
1,392 2,205,309
28,918 4,868,915
48,250 41,427,782
16,061 * 3,669,959 *
20 35,452
390 261,984
121,490 126,260,710
1,111 1,523,025
6 1,974
8,000 1,200,000
12,343 8,487,256
397,362 310,922,122

2004

2005
Number of Production
Marginal from Marginal
Wells ‘Wells (bbls)
665 911,785
17 31,432 l
4,000 3,317,410 Production Increase
26,444 35,563,813 B 5ot ion Decriuse
5,982 7,001,499
16,407 * 8,461,222 _| No Marginal Oil Production
5,364 1,594,296
38,692 25,827,950 Marginal Oil Production
19,012 1,958,015 Comparison: 2004 v 2005
20,041 14,152,725
2,011* 2,657,497
1,858 895,452
495 85,406
2,424 1,947,855
1,478 1,598,224
14,069 14,065,576
2,595 211,292
1,416 2,217,706
28,828 4,840,874
46,798 39,318,486
16,662 * 3,652,770
27 54,169
290 235,127
124,116 139,959,142
1,163 1,618,810
3 1,233
7,900 1,300,000
12,357 8,281,804
401,072 321,761,570

11
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Marginal gas is natural gas produced from a well that operates

e

on the lower edge of profitability. Generally speaking, these are
low-volume “stripper” gas wells — defined by the IOGCC as a
natural gas well that produces 60 thousand cubic feet (Mcf)

per day or less.

Marginal gas wells represent more than 9 percent of the total
natural gas produced onshore in the lower 48 states.

The table on the following page indicates the status of marginal
gas production over the past 10 years.

The number of gas wells in the marginal category has steadily
increased during the past decade. Total production from mar-
ginal gas wells also has steadily increased, with daily produc-
tion averaging its highest in 10 years.

As with marginal oil wells, “abandoned” natural gas wells are
those that have been permanently plugged. Significantly, the

total number of pluggings in 2005 increased for the fifth con-

secutive year, while demand for natural gas continues to rise.

A marginal gas well produces 60 Mcf or less of natural gas per day.

12



the data

U.S. Marginal Gas Well Data - Past 10 Years

Year Numberof  Marginal Gas Pluggings/ Average Daily
Marginal Gas  Production - Abandonments Production Per
1996 168,702 986,676,219 4,671 16.0
1997 189,756 1,042,153,002 4,661 15.0
1998 199,745 1,104,683,975 4,203 15.2
1999 207,766 1,138,979,506 3,546 15.3
2000 223,222 1,258,726,664 3,534 15.4
2001 234,507 1,353,516,378 3,600 15.8
. 2002 245,961 1,418,273,779 3,870 15.8
2003 260,563 1,478,105,524 3,883 15.5
2004 271,856 1,539,960,495 4,129 15.5
2005 288,898 1,760,063,552 4,517 16.7

Marginal Natural Gas Production

\g- 1,400,000,000
1,200,000,000
1,000,000,000
800,000,000
600,000,000
400,000,000
200,000,000
0

:
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Year
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Other
37%

Percent of Total Marginal Gas
Production in Survey States

(Mcf)

14

o 00 N NV W N e

B NN RN N NN L T I e S f—

Number of
Marginal Gas
Wells

Pennsylvania
West Virginia
Texas

Ohio
Wyoming
Oklahoma

Kentucky
Kansas

New Mexico

Louisiana
Colorado
Michigan
New York
Montana

Alabama

Arkansas
Indiana
Utah
Mississippi
Illinois
California
Tennessee
Virginia
Nebraska
North Dakota
South Dakota
Maryland
Arizona

Production

from Marginal

Wells (Mcf)

Texas
Kansas

West Virginia

Oklahoma
N
New Mexico
Wyoming
Colorado
Kentucky
Michigan

" Bhio

Louisiana

~ Montana

Alabama
Arka
Utah

 New York

Mississippi
California
Virginia
Indiana
Tennessee

‘Nebraska

North Dakota
South Dakota
Illinois
Maryland

Arizona

Total Natural
Gas Production
(MMcf)

Texas
Wyoming
Oklahoma
Colorado
New Mexico
Louisiana
Kansas
Alabama
Utah

West Virginia

Michigan

- Mississippi

Pennsylvania
Kentucky
Montana
Virginia
California
Ohio

New York
North Dakota
Indiana
Tennessee
Nebraska
South Dakota
Illinois
Arizona
Maryland

Avg. Daily
Production
Per Well

Michigan
Virginia
Alabama
Utah
Colorado
Oklahoma

New Mexico

Arkansas
Arizona
California

 Texas

Sbﬁth Dakota

Mississippi

Tennessee
Nebraska
Montana
North Dakota
Maryland

- Kentucky

‘West Virginia
Louisiana
Wyoming
Pennsylvania
Ohio

Kansas

New York
Indiana
Illinois




State

Alabama
Arizona
Arkansas
California
Colorado
Illinois
Indiana
Kansas
Kentucky
Louisiana
Maryland
Michigan
Mississippi
Montana
Nebraska
New Mexico
New York
North Dakota
Ohio
Oklahoma
Pennsylvania
South Dakota
Tennessee
Texas
Utah
Virginia
West Virginia
Wyoming
otals

* Estimated

Number of

Marginal Wells

2,620 **
2

2,114
S27
8,861
551
2,110
15,120
16,618
10,035
7

6,003
1,226
4,162
108
10,858
5,607
68
33,355
18,706
46,654 *
50

315
37,396
1,419
285
40,900
23,221
288,898

** Includes narural gas from coal seams

Production from
Marginal Gas Wells

(Mcf)

26,757,739 **
17,212
18,707,824
4,428,540
88,788,233
184,000
3,134,583
283,712,000
82,323,314
42,130,824 *
36,468
77,388,412
9,486,746
27,426,557
720,360
97,358,159
9,896,329
401,057
68,267,000
169,439,950
151,651,000 *
399,891
2,200,000
302,083,547
14,429,074
3,651,691
186,000,000
89,043,042
1,760,063,552

Gas Wells

Plugged and
Abandoned

3 D

21
86
101
10

172
58
k. T

84
19
105

272

5

3

520
392
149 *
0
10*
1,438
36
40*
277
359
4,517

Avg. Daily
Production Per
Well (Mcf)

28.0
23.6
24.2
23.0
27.5
0.9

4.1

541

13.6
11.5
14.2
353
21.2
18.1
18.3
24.6
4.8

16.2
5.6

24.8
8.9

21.9
19.1
22.1
27.9
35.1
12.5
10.5
16.7

Total 2005 Gas
Production
(MMcf)

318,954
233
181,695
87,599
1,509,194
347
3,135
380,316
92,623
1,184,330
36
176,429
174,470
91,628
939
1,353,776
54,595
14,543
84,135
1,605,654
168,501 *
446
2,200
5,120,528
280,296
88,893
203,500 *
1,821,365
15,000,360 *

* This figure represents only states with marginal natural gas production; does not include production figures

Jrom states without marginal natural gas production.
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State Number of
Marginal Wells
Alabama 1,696 **
Arizona 4
Arkansas 1,719
California 446
Colorado 6,701
Illinois 172
Indiana 1,545
Kansas 10,437
Kentucky 16,010
Louisiana 9,595
Maryland 6
Michigan 4,100
Mississippi - 260
Montana 3,533
Nebraska 929
New Mexico 9,232
New York 5,442
North Dakota 55
Ohio 33,345
Oklahoma 17,676 **
Pennsylvania 40,830 *
South Dakota 56
Tennessee 401
Texas 32,200
Utah 929
Virginia 127
West Virginia 37,528
Wyoming 11,817 **
Totals 245,961
* Estimated
** Includes natural gas from coal seams

Production

from Marginal
Wells (Mcf)
18,139,406 **
3,387
15,574,407
3,506,947
60,945,434
184,860
1,309,120
124,877,543
78,444,980
40,835,950
13,446
55,623,429
2,718,961
25,286,348
750,809
81,059,390
10,637,283
449,971
75,993,000
153,207,218 **
131,800,000 *
396,482
1,586,127
258,983,600
9,359,853
1,807,834
208,775,000 *
56,002,994 **
1,418,273,779

193"
1

1,847 *
468
7,342
209
2,291
9,906
16,139
9,772

7

4,950
387
3,754
99
9,616
5723 .
67
33,367
20,321 **
42,437
56
310*
33,312
1,099
150
38,240
16,762 **
260,563

Production

from Marginal
Wells (Mcf)
20,885,970 **
1,177
16,252,825
3,855,523
73,077,507
184,860
1,464,372
118,418,079
77,865,801
40,329,957 *
34,943
66,782,258
4,477,027
26,158,548
833,513
84,488,076
11,518,289
762,017 **
75,109,000 *
178,200,970 **
133,455,545 *
415,523
1,411,060
268,891,683
11,928,457
2,042,666 **
188,000,000 *
71,259,878 **
1,478,105,524



™ marginal gas production_

2004
State Number of Production
Marginal Wells from Marginal
Wells (Mcf)
Alabama 2,194 ** 22,895,790 **
Arizona 2 10,987
Arkansas 1.913* 16,923,448
California 490 4,247,011
Colorado 7,780 79,619,265
1llinois 409 184,000
Indiana 2,386 3,401,445
Kansas 8,169 101,394,727
. Kentucky 16,495 83,777,212
Louisiana 9,784 44,477,263 *
Maryland 7 33,391
Michigan 5,396 70,864,267
Mississippi 548 6,345,386
Montana 3,926 26,484,418
Nebraska 102 782,502
New Mexico 10,142 91,910,687
New York 5,710 10,261,189
North Dakota 58 300,815
Ohio 33,404 72,539,000
Oklahoma 23,845 ** 203,812,145 **
Pennsylvania 43,906 * 136,394,002 *
South Dakota 57 455,296
Tennessee 270 1,936,268
Texas 35,240 284,361,426
Utah 1;225 12,854,032
Virginia 228 3,050,649
West Virginia 38,500 185,000,000
Wyoming 19,670 ** 75,643,874 **
Totals 271,856 1,539,960,495
@ .
** Includes natural gas from coal seams

2005
Number of Production from
Marginal Marginal
Wells Wells (Mcf)
12,620 ** 26,757,739 **
2 17,212
2,114 18,707,824
527 4,428,540
8,861 88,788,233
551 184,000
2,110 3,134,583
15,120 283,712,000
16,618 82,323,314
10,035 42,130,824 *
7 36,468
6,003 77,388,412

1,226 9,486,746
4,162 27,426,557
108 720,360
10,858 97,358,159
5,607 9,896,329
68 401,057
33,355 68,267,000
18,706 ** 169,439,950 **
46,654 * 151,651,000 *
50 399,891
315 2,200,000
37,396 302,083,547
1,419 14,429,074
285 3,651,691
40,900 186,000,000
23,221 ** 89,043,042 **
288,898 1,760,063,552
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By Dan Olds. Ryder Scotr Petroleum Consultant

The United States public is concerned about world oil
markets in a manner reminiscent of the oil embargo of
the 1970s. The cost of gasoline and natural gas for home
heating are constant reminders of how our economy is
dependent on hydrocarbon fuels to make our lifestyle
possible. Further, there are concerns regarding our future
energy security. More people are becoming aware of how
the United States competes for oil supplies in a world
market against countries such as China and India, where

demand continues to rise.

.l'l\c United States is dependent on imports from foreign
countries, and some of those countries aren't friendly or
are having oil problems of their own. Historically, the
United States has received a large portion of its oil imports
from Venezuela, but their president has made it clear that,
for political reasons, he'd like to sell that oil to someone
else. Mexico is another big source of our oil imports, but
there are concerns that their largest offshore fields are
declining at a rapid rate. Bolivia is not a factor for U.S. oil
imports but their government has effectively nationalized
the oil and gas industry. Russia continues to move in a
direction that may effectively accomplish the same thing.
Although not a significant producer, Chad is not satis-
fied with the contracts they made to attract oil companies
to their country; now they want to re-negotiate the deal.
Iran does not export oil to the United States but their ac-
tions are impacting the world oil market. Closer to home,
roduction from Alaska’s North Slope has been cut drasti-

P
.ally while repairs are being made to aging infrastructure.
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Last year's hurricane damage to facilities in the Gulf of
Mexico is still being repaired.

This type of political uncertainty, the disruptions to
infrastructure and continued strong demand have all
combined to drive oil prices, and hence gasoline prices,
to record levels. Economists may argue that the prices
have not kept pace with inflation and that in real terms,
prices were higher back in the 1970s. But regardless of
whether the price of gasoline is considered in real dollars
or nominal dollars, the fact remains that $50 will not fill
up the tank of most cars, and $50 is still a lot of money

to most people.

Oil is not the only issue. The United States has long
been producing more natural gas than oil. While oil

is primarily a transportation fuel, natural gas provides
a lot of home heat and electricity. The high cost of
natural gas has greatly increased winter heating bills

in some parts of the country. In electric generation
markets, natural gas is used for peak demand, since gas
fired generators can be brought on line quickly to meet
demands from air conditioning on hot days. Sum-
mertime electricity brownouts and high gasoline prices
have reminded people not to take the conveniences of

modern life for granted.

The United States imported 72 percent of its crude oil
needs in 2005 — over 13 million barrels per day. Imports

have been steadily rising for years and the recent high
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prices haven't seemed to change this trend. There are
no near-term solutions to this dependence on imported
crude, so it is important that we preserve and encourage

the domestic production that we have.

Domestic oil production is about 5.1 million barrels per
day. Of that, production from low rate wells, termed
marginal wells, is more than 881 thousand barrels per
day, accounting for more than 17 percent of domestic oil
production. Using 2005’s average wellhead oil price of
$50.26 per barrel, that is $16 billion that was not spent

.on imports.

The United States also imports natural gas, although
not nearly at the volume of crude oil. However, like oil,
natural gas imports are rising and forecasts for contin-
ued strong demand dictate that the level of imports will

continue to rise.

Historically, imports of natural gas were limited to vol-
umes transported by pipeline from Canada and Mexico
with small amounts arriving in tankers as liquefied
natural gas (LNG). However, there are plans for several
new LNG receiving facilities in various places around
the country, and it is expected that LNG will become an

important part of our energy supply.

As with oil wells, there are also marginal gas wells.
Natural gas production is not as mature as oil, but still
marginal gas production provided about 4.8 billion
cubic feet per day last year, more than 9 percent of U.S.

production.

The purpose of this report is to examine the economic
impact that marginal oil and gas has in the United
States. Not only is this production an important part

of the energy supply and energy security of the United
States, but the economic impact is material. It is also
significant thar a significant portion of this economic
activity benefits rural America. Royalties from the pro-
duction go to farmers and landowners, and local labor is

necessary to maintain these wells.

This report focuses on the marginal oil and gas activity
in 11 survey states. The original survey states for this re-
port were based on the top producers of oil, with Alaska
excluded because although it is a top oil producing state,
there is essentially no marginal production there. When
marginal gas statistics became available some years ago,
the same survey states were used for consistency. Eco-
nomic results for these states have been extrapolated to
represent the economic impact of marginal production

in the entire United States.

In 2005, marginal wells produced 17 percent of domestic oil and

9 percent of natural gas.
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Using data from the IOGCC’s 2006 Marginal Well Re-
port, Table 1 shows that the 11 survey states have more
than 73 percent of the 401,072 total reported marginal
oil wells in the United States. These wells produced

| more than 89 percent of marginal oil well production.
Oil wells in the survey states averaged 2.7 barrels of oil
per day (BOPD), better than the overall national average
of 2.2 BOPD.

In 2005, 13,265 oil wells were plugged and aban-
doned, which is a substantial increase over last year’s
.otal of 11,977 oil wells plugged. With oil prices at
such high levels, the increase in well abandonments
is unexpected. One possible explanation is that well
operators are using their cash flow to cover deferred

abandonment obligations.

Looking at the marginal gas wells, Table 1 shows the 11
survey states have about 44 percent of the total 288,898
marginal gas wells in the United States. The total num-
ber of marginal gas wells in the United States again
increased significantly from last year by 17,042 wells,

whereas the number of marginal oil wells increased by
only 3,710 wells.

Our original 11 survey states were based on the largest
producers of marginal oil, which excluded the Appala-
chian states from consideration. The Appalachian Basin

accounts for about 50 percent of the marginal gas well
count and nearly 29 percent of the marginal gas pro-
duced. These percentages are down slightly from last year,
as operators in other states are finding it economical to

maintain production in wells with higher operating costs.

In order to preserve the comparability of this report, the
marginal gas wells use the same survey states as the oil
wells, as any error that may be introduced is not thought
to be materially significant due to the higher relative
value of marginal oil to marginal gas production.

Marginal gas wells produced 1,760 billion cubic feet
(Bcf) in 2005, more than 4.8 Bcf per day. Each well
averaged 16.7 thousand cubic feet per day (MCFD).

Of the total marginal gas wells, the same percentage as
last year, 1.5 percent or 4,517 wells were plugged and
abandoned in 2005. Given the higher prices for both oil
and gas, and the growing maturity of gas production, the
changes in marginal well counts and plugging activity

are in line with expectations.

Otl wcils in survey states averaged 2.7 barrels of oil per day (BOPD)
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Table 1: Marginal Wells Cumulative Impact on U.S. Economy

11 Marginal Oil

1.2 Marginal Gas

1.3 Marginal
Oiler Gas

Wyoming
Subtotal
All Others

3

26,444
5,982
38,692
20,041
1,858
14,069
1,416
46,798
124,116
1,163
12,357
292,936

527
8,861
15,120
10,035
1,226
10,858
68
18,706
37,396
1,419
23,221
127,437
161,461

108,136

7,001,499
25,827,950
14,152,725
895,452
14,065,576
2,217,706
39,318,486
139,959,142
1,618,810
8,281,804
288,902,963

32,858,607

4,428,540
88,788,233
283,712,000
42,130,824
9,486,746
97,358,159
401,057
169,439,950
302,083,547
14,429,074
89,043,042

1,101,301,172

658,762,380

14,950

35,563,813

1,015
4,722
37

211
11,739

1,526

86
101

333
19
272

392
1,438

359
3211
1,306

3.68

32
1.83

193

1.32
2.74
4.29
2.30
3.09
3.81
1.84
270

0.83

23.0

275
514

115
212
246
16.2
24.8
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Wellhead prices shown in Table 2 are derived from data
gathered directly from the various state agencies and
the U.S. Department of Energy’s Energy Information
Administration (EIA).

These statistics show the weighted average wellhead price
was $51.14 per barrel of oil, versus 2004’s average of
$37.83 per barrel. The average price for gas was $7.51
per Mcf, versus 2004’s average of $5.41 per Mcf.

In this year’s report, state-by-state wellhead oil prices
.ﬂere available from the EIA, but not for natural gas.

Table 2: 2005 Wellhead Prices

California $10,826,658 229,963

Colorado $1,127,156 20,117 $56.03
Kansas $1,796,445 33,635 $53.41
Louisiana $3.935.355 72,823 $54.04
Mississippi $868,443 17,516 $49.58
New Mexico $3,202,263 60,603 $52.84
North Dakota $1,819,891 34,744 $52.38
Oklahoma $3,352,247 61,543 $54.47
Texas $20,250,872 385,144 $52.58
Utah $855,691 15,852 $53.98
Wyoming $2,322,567 50,900 $45.63
Subtotal $50.357,587 982,840 $51.24
All Others $4,297,298 85,992 $49.97
Total U.S. * $54,654,885 1,068,832 $51.14

* Excludes Alaska and Federal Offshore production.
22

$47.08

Estimates for state gas prices were determined using the

ratio of state to national prices observed from the EIA’s
2004 data and applied to the EIA’s 2005 nationwide
wellhead gas price estimate of $7.51.

Production from Alaska and Federal Offshore areas
(OCS) were excluded from the analysis since there is

essentially no marginal production from these areas and

the large volume of their production tends to skew the
data. This accounts for the difference in total U.S. price
as shown in this report, $7.44, and the EIA nationwide
wellhead price.

 $2,445,680 319620  $7.65
$7,748235 1,098,115 $7.06
$2,444,367 365,361 $6.69
$10,456,608 1,295,470 $8.07
$1,228,454 155,587 $7.90
$10,828,185 1,608,726 $6.73
$405,609 52,268 $7.76
$12,549,526 1,678,692 $7.48
$41,324,951 5,233,914 $7.90
$2,140,318 301,599 $7.10
$11,062,807 1,646,897 $6.72
$102,634740 13756249  $7.46
$4,713,784 667,248 $7.06
$107,348,524 14,423,497  $7.44




The values from Tables 1 and 2, Tables 3A and 3B show
the gross value associated with marginal wells. Assum-
ing the average marginal well producing rates for each
state, Table 3A shows the oil and gas wells plugged and
abandoned in the survey states during 2005 would have
produced oil and gas valued at $810.5 million. The total
value of oil and gas lost due to abandonments during
2005 for all states was $883.4 million.

It should be noted that, by attributing the average pro-
duction rates of existing wells to abandoned wells, the

.actual productivity of abandoned wells may be slightly
overstated. While no data was found to estimate the av-
erage production rates at the time of abandonment, the
IOGCC and U.S. DOE estimate the range is between
one and two BOPD, and the equivalent rate of 10 to 20
MCEFD is assumed for gas wells.

To illustrate the overall economic impact on the U.S.
economy, Table 3B assumes the abandonment of all
marginal wells. This shows a theoretical loss value of $23
billion for the survey states or $29.5 billion for the total
United States in 2005.

If the marginal oil and gas production represented in
Table 3B were indeed lost to the United States, this

would represent more than 8.8 million barrels of oil
and 4.8 Bcf of gas each day. Using the weighted aver-
age wellhead prices for marginal production, the daily
amount that would have to be spent on imports would
be $81 million.

In 2005, American Petroleum Institute (API) statis-
tics show that we imported 4.8 billion barrels of crude
oil and products. If the oil production from marginal
wells active in 2005 did not exist, imports would have
increased 6.7 percent to make up for the shortage. EIA
statistics show that 2005’s total marketed gas produc-
tion was 19,145 Bcf. (Note: this figure includes federal
offshore gas production.)

Marginal gas wells contributed 9.2 percent of the total
production. EIA statistics also show the total of 2005
natural gas imports was 4,326 Bcf, an amount equal to
22.6 percent of natural gas production. If marginal gas
wells did not exist, imports to make up the shortage
would bring the level up to 31.8 percent of production.

If oil production from marginal wells active in 2005 did not exist,
imports would have increased 6.7 percent to make up for the shortage.
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In 2005, the
United States
lost more than
$883 million in
revenue from
marginal wells

left abandoned.

24

Table 3A: Effect of 2005 Abandonments

26444 35563813 : A
B 5,982 7001499 105 321
Louisiana ~ © 20041 14152725 618 L
Misisippi 1858 895452 40 e G
New Mexico 14,069 14,065,576 349 274
North Dakota 1,416 2,217,706 LB 429
Oklahoma 46,798 39,318,486 1,015 2.30
Texas 124,116 139,959,142 4722 3.09
Utah 118 1,618,810 37 3.81
Wyoming 12,357 8,281,804 2 1.84
Subtotal 292936 288,902,963 11,739 270
108,136 32,858,607 1,526 083
LT A

$47.08 8152593019
SRl AR e
F Ve T D R A R AR
Cossa0d 0 Tspsmae

D TR L

$52.84 $18,436,672

$52.38 $2,050,908

$54.47 . $46,450,769

Texas 5,324,753 $52.58 $279,975,523

Utah 51,501 $53.98 $2,780,038

Wyoming 141,415 $45.63 $6,452,750

Subtotal 12,051,488 $51.24 $617,479.803

AllOthers 604,053 $49.97 $30,186,498

TolUS.* 12655541  $5L14 $647,143,004



California 527
Colorado 8,861
Kansas 15,120
Louisiana 10,035
Mississippi 1,226
New Mexico 10,858
North Dakota 68
Oklahoma 18,706
Texas 37,396
Urh 1,419
Wyoming 23,221
Subtotal 127,437
All Others 161,461

Total U.S, * 393

Colorado 1,012,032
Kansas 3227412
Louisiana 1,398,063
Mississippi 147,021
New Mexico 2,438,886
North Dakota 17,694
Oklahoma 3,550,757
Texas 11,616,112
Utzh 366,065
Wyoming 1,376,618
Subtotal 25,873,344
All Others 5,876,503
Total US. * 31,749,847

Subtotal 420373

All Others 269,597
Total US. * 689,970

* Excludes Alaska and Federal Offshore production

4,428,540
88,788,233
283,712,000
42,130,824
9,486,746
97,358,159
401,057
169,439,950
302,083,547
14,429,074
89,043,042
1,101,301,172
658,762,380
1,760,063,552

8765

$7.06
$6.69
$8.07
$7.90

%673
$7.76
$7.48

$7.90
$7.10
$6.72
$7.46
$7.06
$7.44

14,950

2,832
17,782

$236,301,860

$810,519,629

3 A.2: Natural Gas

86 23.02

101 27.45
172 51.41
333 11.50
19 21.20
272 [ :104.57
3 ' 16.16
392 24.82
1,438 22.13
36 27.86
359 10.51
321 23.68
1,306 11.18

. 4,517 16.69

$5,529,859
$7,140,835
$21,502,281
$11,284,707
-51!1__60’32;.5 Wi
$16415912
$137,306
$26,544,664
$91,716,310
$2,597,808
$9,247,246
$193,039,827
$41,514,645

¥ 3A3:Oiler Gas

§

$71,701,143
$883,444,864
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If all marginal

wells were

. abandoned in
2005, the United
States would

have lost more

than $29.5

billion in

revenue.
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Towal US. *

25,827,950
14,152,725

14,065,576
2217706
39,318,486
139,959,142

1,618,810

8,281,804

288,902,963
32,858,607
321,761,570

$52.58
. $53.98

14,065,576
2,217,706
39,318,486

139,959,142

1,618,810

8,281,804
288,902,963

$45.63
$51.24

$49.97
$51.14

35,563,813
7,001,499
s
e TGIRRTR i
895452

Table 3B: Effect of Hypothetical
Abandonment of All Marginal Wells

26,444
UHIBR...

20,041
1858

14,069
1,416
46,798

124,116

1,163

$116,163,440
$2,141,677,932

~$7,359,051,686

$87,383,364
$377,898,717
$14,802,466,426
$1,642,050,659
$16,453,326,208

3.68

Jaa e
1990 Fu i
{32

274

429

3.81




3B.2: Natural Gas

California 527 4,428,540 527 23.02
Colorado - 8,861 88,788,233 8,861 27.45
Kansas 15120 283712000 15,120 - 5141
Louisiana 10,035 42,130,824 10,035 11.50
 Mississippi VAR08 SN eARe s 1ane 2120
: b L BRI R | R T
NorthDakow 68 401,057 68 16.16
Oklahoma 18706 169,439,950 18,706 24.82
Tews 37396 302,083,547 - 37.3% 2213
Ush 1419 14429074 1,419 27.86
Wyoming 23221 89,043,042 23,221 10.51
Subtotal 127437 1101,301,172 127,437 23,68
All Others 161461 658,762,380 161,461 1118
288,898 1,760,063,552 288,898 16.69

| $626,484,524

MRAES
¥ i
| e

T AONORT ST ; 2,2
169439950  $7.48 : $1,266,695,137
Texas - 302,083,547  $7.90 $2,385,134,299
Unah 14429074 $7.10 $102,396,935

Wyoming -« 89,043,042 . $672 ' $598,134,532

Subtotal  L,101,301,172  $7.46 $8,216,757.301
All Others 658,762,380  $7.06 $4,653,837,023

fe o g :

Towal US, * '1,760,063,552  $7.44 $13,099,474,008

S 3B3:0il & Gas

St 40373 4@ $23,019.223,727
AllOthers 269,597 269,597 $6.295,887,682
US.* 689,970 689,970 $29,552,800,216

Excludes Alaska and Federal Offshore production
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Until 2003, this report was based on RIMS II multi-
pliers provided by the Bureau of Economic Analysis
(BEA) for industry number 8.0000, Crude Petroleum
and Natural Gas. Since then, revised multipliers based
on the BEA’s 1997 national and 2001 regional ac-

counts are used.

The RIMS II multipliers based on this updated work
were first released in May 2004. The multipliers have
been re-categorized to Industry 211000, Oil and Gas
Extraction. A comparison of these new factors against
.he old shows the overall multiplication effect has on
average increased for output and earnings for all of the
survey states. However, the employment, while up on

average, is not up for all states.

The basic implication of these changes is the economic
activity generated by marginal well production has a
larger impact on the U.S. economy under the revised
multipliers, assuming no change in price levels. The

magnitude of that impact is dependent on the prices

received for the oil and gas.

The multipliers are shown in Table 4. The Final Demand

Multipliers shown in the first three columns represent

the total economic impact on the region relative to a
change in demand of the output, which, in this case, is
expressed as the value of marginal oil production.

The same oil and gas values can be used to determine
the total impact on earnings and employment for the
region. These final demand multipliers include out-
put, earnings and employment not only within the
crude petroleum and natural gas industry, but also
from secondary interrelated industries that are im-

pacted in the region.

Examples of these secondary sectors could be non-oil-
field equipment manufacturers, local retailers and health
care professionals that provide goods and services to both
the oil sector and other sectors. Please refer to the Ap-
pendix for a more complete discussion about RIMS.

The direct effect multipliers shown in the fourth and

fifth columns represent the total impact relative to a




direct change in household earnings or employment. between the industry specific multiplier and the final
They are used whenever changes in household earnings ~ demand multiplier. This relationship allows the calcula-
or employment are known. tion of earnings and employment multipliers for the

oil and gas industry alone (sixth and seventh columns),

As presented, they are not directly applicable for the without regard to the earnings and employment levels of
purposes of this study. However, they represent the ratio  any secondary industries.

Table 4: 2005 RIMS II Multipliers
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Tables SA and 5B show the economic impact of marginal
oil and gas production. Using the values determined
from Table 3A and the multipliers from Table 4, Table
5A shows the 17,782 marginal oil and gas wells plugged
and abandoned in 2005 resulted in a reduction of total
economic output of $1.77 billion, earnings reductions of

$368 million and lost employment of 8,604 jobs.

In 2005 the oil and gas industry alone lost $154 million

of earnings and 2,577 jobs to the marginal well abandon-

ments of the previous year.

Table 5B shows the economic impact of the theoretical
abandonment of all marginal oil and gas wells. Economic
output would decline by $58.2 billion, earnings would
decrease by $11.9 billion, and 291,808 jobs would be lost.
Within the oil and gas industry alone, $5.08 billion of
earnings and 88,855 jobs would be lost.

Table 5A: Economic Effects of 2005’s Abandonments

A1 Oil

i ST
. sL244801
 se0ss)

$1,305.654

sz 0.1754 $108.275 1,835
$12654 296 0.1756 29700  $5295 90
$271524 6321 01755 29700 $113570 1925



5A2 Natural Gas

0792 34506 S0991 19

L $5530 19891 04319 95 $10999  $2388
01708 18861  $1220 13

53
704 2067 0437 86 $14729  $3097 &

821592 788 141 $4z032  SBA79 305 0172 69618 3719 150
$11.285 8.8 $20675  $4094 100 01570 23275 “
s1161 93 $1863  s0352 11 01469  3.8365

st6416 100 82719 85724 165 0i7iz 37421
$0.137 110 $0239  $0049 2 01749 435305
$26.545 15 $54151  $11212 304 0.1768 31144
S 84 819125 $39750 774 04753 15675
B39 1890 0408 116 S0  S104 30 0168 37026
9247 17344 o.m: 7.9 $16038 $2998 73 01709 26753
| S193040 19897 04192 98 £384.093 $78.888 1,877 01735 27800
m.s:: ol 4192 98 ss2602  si7403 o7 0473 27800 :

5A3 Oil ¢ Gas

Subtotal $810.520 2.0097 04167 28 $1,628.894 $337.757 7,902 0.1749 2.9261 $141.759 2372
All D:hn * §71701 2.0007 0.4192 9.8 $143.455  $30.057 703 0.1743 2.8600 $12.498 205
Toul $883.445 2.0062 0.4163 9.7 | $1,772.349 $367.814 8,604 0.1746  2.9167 $154.256 2,577

.«b«d averages sed for RIMS 11 Mulsipliers: excludes Alaska, Federal Offshore production.
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Table 5B: Economic Effect of Hypothetical Abandonment of All
Marginal Wells

5B.1 Oil

1744

$1,266.695  2.0400
| $2385.134 20853
$102.397 1.8940

© $50B.135 | 17344
$8216757  1.9080
$4,653.837  1.9080

., $an2

$116.163 17441
 $2,141678  2.0400

$13,099.474 1.8747

04319
04337

2.5
8.6

141
7
93

100

1.0
115
8.4

11.6
7.9

10.1
101
10.0

$3330.438

$809.185

4 ‘1“5.‘273 :

$1,401214
$71.252
$1,231.004
$202.601
$4,369.023
$15,345.830
$165.504
$655.428

| 830266757

$33,624.258

$67.404
$1,292.250

| $3,694.865
. $623.035

$120.213

| $1,085.388

$5.428
$2,584.058
$4,973.721
$193.940
$1,037.405
$15,677.705
$8,879.521
$24,557.226

$723.149

$170.138
$522.544
$277.474
$13.474
$259.163
$41.099

- $904.645

$3,189.413
$35.111
$122.515
$6,258.724

5694259

$6,952.983

$14.636
$271.706
$719.005

$12337%6

$22.733
$228.506
$1.101
$535.052
$1,033.717
$41.143
$193.915
$3,184.891
$1,803.827
$4,988.718

15,947
3388
19,468
6,744

414

7,457
1,276
24,561
62,069
1,012
2,989
145,325
16,092
161,418

323
5410
26,787
2,999
698
6575
34
14,527
20,117
1,186
4,731
83,387
47,004
130,391

01792

0.1708
0.1722
0.1570
0.1469
0.1712
0.1749
0.1768
0.1753
0.1648
0.1709
0.1774

01774

0.1773

0.1792
0.1708
0.1722
0,1570
0.1469

04712

0.1749
0.1768
0.1753
0.1648
0.1709
0.1677
0.1677
0.1648

34506
1.8861

6.9618

3.8365

3.7421
4.5305
3.1144
1.5675
3.7026
2.6753
2.7600

27600

3.4506
1.8861
6.9618
23275
3.8365
3.7421
45305
3.1144
1.5675
3.7026
2.6753
3.3700
3.3700
3.3100

$300.025 5777
$67.007 740
$237.574 9,604
$120.108 1,780
$6.524 170
$127.21 2,781
$20.315 526
$378.608 6,670
$1,289.850 11,535
$14397 324
$64,583 1,011
$2626262 40919
$291300 4532
$2917.562 45,451

$6.072
$107.009
$326.895
$53.405
$11.006
$112.216
$0.544
$223.927
$418.052
$16.871
$102.222
$1,378.220
$780.448
$2,158.668

117
1,182
13,214
792
287
2,452
S
3,945
3,739
379
1,600
27,721
15,683
43,404




5B.3 Oil ¢» Gas

5944462 $9443615 228712 01740 29818  $A004482 68640
- $12,237.022  $2,498.086 63,096 01702 32109 $1,071.748 20215
$58,181.484 $11,941.701 291,808  0.1718  3.0067 $5,076230 88,855

* Weighted averages used for RIMS Il Multiplicrs; excludes Alaska, Federal Offihore production.

Abandonment of All Marginal Wells:
How would it affect you and the country?




severance and ad valorem fax

RIMS II multipliers do not take into consideration any
impact on state or local government. Therefore, the
economic impact predictions do not include any pay-
ments of state or local severance taxes or any local ad

valorem taxes.

Many states have reduced severance tax rates for wells
that qualify for stripper or marginal status under their
guidelines. For the purposes of this report, it was as-
sumed that all of the marginal production reported for a

Table 6: Production Taxes

}
sl
: it

given state would qualify for stripper/marginal status tax
reductions at the lowest level of status granted. No addi-
tional tax reductions for secondary or tertiary production
were assumed for the states that grant such reduction.

Several states have additional taxes levied on production
for the purpose of funding conservation, environmental
or maintenance related activities. These taxes have been
included in the severance tax calculations. Based on aver-
age oil and gas prices and marginal production from Table

$40,793
$737,012

. $7,131,393 68 $184,402

 $2,703,190 9 $58,196
$0 $0

~ $9,539,386 $212,511
$2,511,449 $32,285

$1,307,160

852,694,655 !
5 so it m

© $5,808,172 $102,545
| $484,087 o s5004
| $154,172,364 $3,342,133

e o
$9,633
$0
$13,893,905
$5,560
%0 i $0
$3,493,750 5,10 $13,710
$15,342,688 ' $261,982
| $661,356,664 $20,532,520




6, severance taxes collected for marginal production were
about $1.2 billion during 2005. Furthermore, the produc-
tion loss from marginal oil and gas well abandonments in
2005 would represent a $32.9 million loss in severance

taxes assuming average marginal production rates.

Ad valorem taxes are property taxes assessed by local
government entities, and a marginal well may be subject
to multiple overlapping taxing entities. As noted in prior

reports, a survey of ad valorem taxation approaches in ol

$0
$3,730
$149,663
82387

- $751,781
%0
%0
$267,447
$1,654,041

Annual Total 2005 Lost

| TexRewase
 $14,480,785

| $26,389,935

and gas producing states shows the tax assessment process
differs widely among the states and sometimes also within
a state, with corresponding varying tax rates. While we are
not aware of any published data that allows a reasonable
estimate for marginal well ad valorem tax expense, our ex-
perience suggests that the ad valorem tax expense is prob-
ably a value of similar magnitude to the severance taxes.

Note: Many states have different or multiple producion level cut-offs in determining mar-
ginal status. The rates shown below assume the lowest tax applicable to a marginal well
producing at the lowest production level cut-off. Source: wun.spee.org.
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Louisiana  $547,701

Maryland  —~ . $21,608

Michigan 1% $24,210,576 082,896

Mississippi 5 ] $4,541,653 147,021 44,844

Missouri i ! $0 0 $0 ) EER A

Montana 0.30% 6.11 27,426,557 $18,929,689 691,924 $464,884 $28,469,076  $677,395
Nebraska 1% 4.36 720,360 $125,656 0 $0 $2,637,105 $32,285
Nevada = 0.00 0 $0 0 $0 $0 $0

New Mexico = 6.73 97,358,159 $53,669,785 2,438,886 $1,344,463 $106,364,440  $2,651,623
New York “ 9.45 9,896,329 $0 8,825 $0 $0 E 30

North Dakota — 7.76 401,057 $30,962 17,694 $1,366 $5,839,134 $103,911
Ohio &y 9.01 68,267,000 $1,706,675 1,064,273 $26,607 $2,190,762  $31,611
Oklahoma  $0.0001 748 169,439,950 $91,155,659 3,550,757 $1,909,889 $245,328,023  $5,252,021
Oregon — 5.27 0 $0 0 $0 L] $0
Pennsylvania ~ — 0.00 151,651,000 %0 484,331 $0 $0 $0

South Dakota == 7.44 399,891 $140,932 0 $0 $270,981 $9,633
Tennessee s 9.34 2,200,000 $616,752 69,841 $19,579 $616,752 $19,579
Texas $0.0033 7.90 302,083,547 $179,891,917 11,616,112 $6,878,723 $545,088,006  $20,772,628
Utah 0.20% 7.10 14,429,074 $204,794 366,065 $5,196 $379,561 $10,756
Virginia i 0.00 3,651,691 $0 512,518 $0 $0 $0

West Virginia = 9.01 186,000,000 $83,757,133 1,259,707 $567,255 $87,250,883 $580,965
Wyoming 0.06% 6.72 89,043,042 $36,246,953 1,376,618 $560,383 $51,589,641 $822,365
Total - —_ 1,760,063,552 $539,498,212 31,749,847 $12,378,166 $1,200,854,876  $32,910,686
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conclusion

The results of this study serve to quantify the economic

impact of marginal oil and gas well production on the

U.S. economy.

In 2005, total domestic production, including Alaska
and the federal offshore areas, was 1.87 billion barrels
of oil and 19.14 trillion cubic feet of gas. Marginal oil
production accounted for 322 million barrels or 17.2
percent of total oil. Marginal gas production accounted
for 1.76 Tcf or 9.2 percent of total gas production.

The use of RIMS II multipliers show that every dollar
of marginal oil and gas production creates an additional
$1.00618 of economic activity throughout the economy,
and that 9.7 jobs are dependent on every $1 million of
marginal oil and gas produced. Price levels for oil and
gas and foreign country political instability are such that
some companies that had focused their attention on
foreign ventures have either returned or are increasing
their activities in the United States. The large companies

have continued their merger and consolidation process.
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3 th' ;.ast 14 years states lost more thcm $22'"' .G;million in
stvmmcc taxes from abandoned marginal wells.

However, this will bring new opportunities for mar-
ginal production as the large companies optimize their
property holdings to pay for the merger activity and
sell the smaller, non-core assets. The high prices have
also spurred activity in areas and formations that are

low in productivity.

This year’s report saw the total number of marginal wells
to be up over 20,000 from last year. We should expect
the level of marginal wells to grow at a faster trend, not
only from natural production declines, but in recogni-
tion that producers are drilling more wells with less

initial productive capacity.

The cumulative impact of marginal production over the
14 years this economic report has been prepared is sum-
marized in Table 7 — 7.07 billion barrels of oil equiva-
lent production has been achieved from these marginal
producers. The lost output of the wells abandoned
during this time would have represented $9.7 billion of
economic activity and more than 50,000 jobs.




w

Table 7: Marginal Wells Cumulative Impact on U.S. Economy

7.1 Oil

7.2 Gas

7.3 Total
Oil e~ Gas

1992
1993

1994
1995
1996
1997
1998
1999

2000

2001
2002
2003
2004
2005

557.273
615.105
7,067.386

16,211
16,914

| 21,059

19,578
21,345
19,833
18,115
14,773
14,252
15,834
17,505
18,183
15,860
17,782
247,244

‘4.7'5

473
472

473

4.70
4.73
4.78
4.83
477
4.73
4.98

(6:1)
15.659
15.210
19.695
19.164
23.115
20.023
16.861
13.684
14.090
15.404
17.701
18.326
16.135
17.947
243.013

$416935
357.783

421.264
426.686
634.335
510.308
309.211
328.717
896.692
795.920
597.052
1,066.619
1,177.753
1,772.349

$9,711.623  $1,625.357 50,033

271.524
$1,169.893

$55.372

47.614
56.177
56.790
84.151
67.619
41.160
43.766
153.795
106.298
79.568
220.729
244.503
367.814

1,964

4616

3,177
3386
5112
5,558
8,604

. $10.443

10.101

% 12.185
- 11.828

18.548
13.859
9.120
8.939
22,997
13.064
14.448
19.278
23.971
32911
$221.692
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The U.S. Department of Commerce’s Bureau of Eco-
nomic Analysis prepares regional input-output mulei-
pliers that allow the estimation of the total economic
impact of the addition or removal of industries or proj-
ects 1o a given region. The IOGCC’s annual Marginal
Well Report uses these multipliers to investigate the
economic impact of marginal well production on 11
states and extrapolates those findings to determine the
economic impact of marginal oil and gas well abandon-
ments to both the overall economy and the oil and gas

industry specifically.

Recognizing the need for a basis of estimating the eco-
nomic impacts of projects and programs on a regional
basis, the Bureau of Economic Analysis developed RIMS
(Regional Industrial Multiplier Systems) in the mid-
1970s. Enhancements to RIMS in the mid-1980s led to
RIMS II (Regional Input-Output Modeling System).

RIMS 11 multipliers show the interdependence of
economic activity throughout a given region, where a
region comprises one or more counties. Multipliers are
provided for output, carnings and employment, consid-
ering final demand and direct effect. These multipliers
plus assumptions of projects or programs introductions
into a region can be used to calculate variables such

as the increase in the output value, i.e. gross receipts

or sales. Multipliers plus assumprions are also instru-

mental in calculating earnings income such as wages,

38

salaries or proprietor’s income less any contributions to

private pension funds, and employment levels for all

other industries in that region.

In some situations RIMS II multipliers have certain limi-
tations. For instance, the multipliers are best used when
total demand changes are relatively small compared to
the economy of the region under consideration. Interre-
lations with adjacent regions are another potential source
of error when the regions under consideration are small.
The multipliers do not consider the possible subsequent
incremental economic activity that may be associated
with economic impacts of considerable relative magni-
tude to a region, although if such activity can be pre-
dicted, the RIMS 11 mulipliers can be added for the
expected activity to show a cumularive effect. Demand
substitution can affect the RIMS 11 estimates, in that the
multipliers assume an adequate supply of resources and
labor exists within the region under study. The multipli-
ers are static in the sense that the changes predicted are
overall changes with no regard to the timing, The mul-
tipliers estimate short-term economic cffects that often
change over the long term. For example, multipliers may
overstate job losses in the long term, as displaced em-

ployees find new jobs.

Since RIMS II multipliers are limited to the private sec-
tor, they exclude the economic impacts on state and local

governments. For the proper consideration of economic




impact from marginal oil and gas production, state
severance taxes and local and ad valorem taxes must be

added to any estimates derived from RIMS II.

The U.S. Department of Commerce Bureau of Eco-
nomic Analysis was able to provide the RIMS II mul-
tipliers for the 12 largest oil producing states: Alaska,
California, Colorado, Kansas, Louisiana, Mississippi,
New Mexico, North Dakota, Oklahoma, Texas, Utah
and Wyoming. However, Alaska has no marginal well
production reported. Its inclusion in U.S. production
statistics can significantly skew the analysis results, due
to the large volume of North Slope production with its
corresponding low wellhead value. Therefore, Alaska

is excluded in the IOGCC analysis. The remaining

11 states used for this study (referred to as the “survey
states”) account for the majority of marginal oil and gas
production. Average values applied for the remaining

states reflece weighted averages.

The use of state level RIMS II multipliers is most ac-
curate when the economic activity is evenly distributed
across the state. This appears to be a reasonable as-
sumption for the majority of the states considered in
this study. In California, the oil and gas industry is not
evenly distributed and significant other economic acriv-
ity is present. These factors suggest that the potential for

error in the RIMS I1 estimate is greater for states such as

.Califomia, whereas accuracy should be better in scates

with more evenly geographically distributed production,

such as Louisiana.

Since the RIMS II multipliers used for this study are ag-
gregations of regional data at the state level, it is expected
that any errors introduced by the limitations previously
discussed will be minimized. While RIMS II does not
consider timing, many of the effects predicted in this
report are based on annual values. It would follow that
some portions of the predicted areas impacted, such as
annual severance tax collections, could be considered as

time dependent.

All previous editions of this report utilized RIMS 11
factors that were calculated from dara gathered in the
late 1980s. The U.S. Department of Commerce re-
leased updated RIMS II factors in April 2004, and these
updated factors were used in this report. The old factors
were aggregated into industry 8.000, Crude Petroleum
and Natural Gas. The new factors are grouped into In-
dustry 211000, Oil and Gas Extraction. The new factors
are generally higher than the old factors, showing that
the industry activity has a larger impact on the overall
economy that what would have been calculated using
the old factors. Because of the time interval between the
development of the multipliers and the possible changes
in the scope of what is encompassed in the industry
category, it cannot be determined to what extent the old

multipliers are directly comparable with the new.
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Mary people assisted in compiling information for this survey, and the Interstate Oil and Gas Compact Commission makes special
acknawledgment to the following:

Alabama
Richard P. Hamilton, petroleum engineer, Technical Operations and Groundwater Protection, State Oil and Gas Board

Arizona
Steven L. Rauzi, oil and gas administrator, Geological Survey, Tucson

Arkansas
Kristi Cate, Management Project Analyst, Qil and Gas Commission

Gary D. Looney, assistant director, Oil and Gas Commission

California
James T. Campion, Jr., technical services manager, Division of Oil, Gas, and Geothermal Resources, Department of Conservation

Colorado
‘Thom Kerr, Information Manager, Oil and Gas Conservation Commission, Denver

Hlinois
Al Clayborn, acting supervisor, Department of Natural Resources, Division of Oil and Gas

Doug Shutt, permit manager, Department of Natural Resources, Office of Mines and Minerals
Bryan G. Huff, Geologist, Geological Survey, Oil and Gas Section

Indiana
John A. Rupp, section head, Subsurface Geology, Indiana Geological Survey

James T. Cazee, Geological Survey

Kansas
Maurice L. Korphage, director, Oil and Gas Conservation Division, Corporation Commission

David P Williams, production supervisor, Oil and Gas Conservation Division, Corporation Commission
IHS Energy Group, Houston, Texas
Charles E. Bowlin, IOGCC

entucky
randon C. Nutrall, geologist, Petroleum and Stratigraphy Section, Geological Survey
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Louisiana
J. Breat Campbell, petroleum engineer manager, Office of Conservation

Chris Sandoz, division engineer, Office of Conservation

Maryland
C. Edmon Larrimore, program manager, Mining Programs, Department of the Environment

Melody Thrower, administrative specialist, Department of the Environment

Michigan
Larry E. Otganek, engineer, DEQ — Geological & Land Management Division

John T. King, supervisor, Engineering Section, Engineering and Service Quality Division, Public Service Commission
Patricia Poli, staff engineer, Public Service Commission, Gas Division

Mississippi
Walter Boone, supervisor, Stare Oil and Gas Board

Juanita Harper, production supervisor of statistical records, State Oil and Gas Board

Missouri
Jeffrey C. Jaquess R.G., geologist/hydrologist, Geological Survey Program, Department of Natural Resources, Rolla

Montana :
Thomas P. Richmond, administrater, and Jim Halvorson, Geologist, Board of Oil and Gas Conservation, Billings

Nebraska
William H. Sydow, director, Oil and Gas Conservation Commission, Sidney

New Mexico
Mark Fesmire, chairman, New Mexico Oil Conservation Commission

Jane Prouty, computer support technologist, Encrgy, Minerals, and Natural Resources Department

New York
Bradley J. Field, director, Division of Mineral Resources

Charles Gilchrist, chief, Leasing and Mining Section, Department of Environmental Conservation

North Dakota
Mark Bohrer, UIC manager/horizontal drilling manager, Oil and Gas Division, Industrial Commission
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Ohio
Mike Sponsler, chief, Division of Mineral Resources Management, Department of Natural Resources

Michael P McCormac, geologist, Division of Mineral Resources Management, Columbus

Olklahoma

Corporation Commission, Oklahoma City

Denise Bode, vice-chairman, Oklahoma Corporation Commission
IHS Energy Group

Kathy Hines, director, GEO Information Systems, Norman

Charles E. Bowlin, IOGCC

Pennsylvania
David J. English, chief, Enforcement Administration

Ruth M. Plant, Bureau of Oil and Gas Management, Department of Environmental Resources

South Dakota
Fred V. Steece, oil and gas supervisor, Department of Environment and Natural Resources

Gerald McGillivray, senior geologist, Department of Environment and Natural Resources

Tennessee
Gary Pinkerton, transportation assistant II, Department of Environment and Conservation, Division of Geology

Texas
Debbie LaHood, assistant director of permitting and production services
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Utals
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Vitginia
Bob Wilson, director, Division of Oil and Gas, Department of Mines, Minerals and Energy
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10GCC Contributors
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Charlie worked as direcror of technical services for the IOGCC beginning in 1970. In 1971 he took re-
sponsibiliry of assembling the data for the report and has been involved with its production each year since.

Lee began working for the IOGCC in 1954, serving as executive secretary to various Commission directors.
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