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   Gas Masters of America, Inc.

4150-C Old Sterlington Rd.   

Monroe, La. 71203   

Phone: 318-345-345-0

Fax: 318-345-4937

shiloh.secretary@bellsouth.net
July 28, 2016
Louisiana Tax Commission 

5420 Corporate Blvd., Suite 107

Baton Rouge, LA 70896

(225) 925-7830

RE: 
Ad Valorem Taxes – 2017
Dear Parish Assessors and Louisiana Tax Commission,

We are responding to changes in the Louisiana Tax Commission 2017 Rules & Regulations proposed by the Louisiana Assessor’s Association (LAA) for Section 9 – Oil & Gas Properties.  There are several areas in their proposal we wish to address.  We reference each area based on the paragraph number for the specific items and the change proposed by the LAA.

1.  Section 905.  Reporting Procedures

B.  Surface Equipment


2.  Property Class #2 – Oil & Gas Equipment – major items of oil and gas equipment are shown as a schedule item (materials only) in Table 907.C-1.  Installation cost, for either each item or the facility as a whole, should be reported separately on LAT 12 – ATTACHMENT B.  Installation cost, if not reported as current, should be trended to current using the trend factors as shown in Table 907.C-3, and depreciated using the percent good factors as shown in Table 907.C-4.  Maximum trending and floor depreciation factors are shown in each table.  Installation cost, if not provided by the taxpayer, may be separately estimated and added as appropriate by the Assessor.

Comments:  Every Tax Commission in prior years has believed and stated the Surface Equipment costs shown in Table 907.C-1 are installed costs for each item.  They were not just “material” costs as stated by the LAA.  For those items that are not listed in Table 907.C-1, it is common practice to report those items, showing current new costs, and depreciated accordingly.

Installation costs will be difficult, if not impossible, for operators to provide on older wells and facilities.  The majority of these properties are not owned by the original operators and those costs would not be available to the current operator.

Through the end of 2015, there have been 249,475 wells completed in Louisiana which does not include those with a 900000 or higher serial number.  Of those 249,475 wells, 234,779, or 94%, were completed in 2006 or earlier.  These are wells that are 10 years old or older.  221,595 wells or 89% are at least 20 years old.

It is possible the operator could provide installation costs on recently completed wells but that would not be reflective of the costs for all wells.  Equipment placed on a well is specific to that well and is purchased accordingly.  There are no “generic costs” that can be applied to every well or facility.

Equipment costs for oil & gas properties including facilities are not carried on a depreciation schedule as is other types of personal property.  The operator MAY have a total allocated equipment value on a depreciation schedule but it will certainly not be a detailed list of the equipment.

Installation costs for facilities in older fields would be impossible to determine particularly if the field has had several operators over a 50 to 60 year span.  Although current costs for steel or concrete platforms decks can be estimated, those estimated costs would cover only the platform or deck.  It would not include any equipment and no facilities are alike relative to the equipment installed on the platforms or decks.   The previous Tax Commission delayed the implementation of their rule requiring the age of equipment be provided because they agreed the task of gathering this information was going to be a difficult task.  The requirement to provide installation costs as proposed by the Assessor’s would require a much greater time and tremendous effort by the operators to comply.  The enormity of a project such as this cannot be exaggerated.  
Table 907.A-1, Table 907.A-2, and Table 907.A-3 – Oil, Gas and Associated Wells


The LAA proposes the costs used in these three wells reflect 100% of the costs to drill and equip a well.  The debate on the appropriate percentage of the costs to use has been the subject of much debate for close to 30 years.  We will not address that issue in our comments.  However, we would draw attention to the current 2016 schedules compared to the LAA proposed schedules.

 The average depth of a well in the Monroe Gas Field falls in the 1,250 -2,499 foot depth range or the 2,500-3,749 foot depth range.  

The current cost/foot for a gas well in the lower range of 1,250-2,499 is $96.60 per foot.  The LAA proposal would increase the cost/foot to $158.31 per foot.   This increase is almost two (2) times the current schedule. 

The current cost/foot for a well in the higher range of 2,500-3,479 foot depth range is $63.97 per foot.  The LAA proposal would increase the cost/foot to $147.77 per foot.   This increase is over two (2) times the current schedule.

Before any depreciation or economic factors are applied, the proposed costs for an average depth well in the Monroe Gas Field of 2,200 feet would increase to the costs shown below.

Current Schedule:  2,158’ x $96.60 = 208,463 cost (Depth used is actual well in Union Parish, Monroe Gas Field)

Proposed Schedule:  2,158’ x $147.77 = $318,887 cost
Table 907.B-2 – Serial Number to Percent Good Conversion Chart.
The LAA proposes increasing the percent good life from 20 to 23 years and raising the depreciation floor from 20% to 30% which is a 50% increase.  Using Gas Masters and Shiloh Creek, who combined operate over 1,000 wells in the Monroe Gas Field, these two companies only have ten active wells that are not at the 20% depreciation floor.  The proposed changes in the LAA proposal result in the following depreciated costs:

Current Schedule:  2,158 x $96.60 per foot = $208,463 cost x 0.20 depreciation = $42,504 depreciated cost.

Proposed Schedule:  2,158 x $147.77 per foot = $318,888 cost x 0.30 depreciation = $95,666 depreciated cost. 
Adjustments for Allowance of Economic Obsolescence
The average Monroe Gas Field well produces approximately 1 – 2 MCF per day.  Based on the current allowance for economic obsolescence the economic factor for a well producing at this rate is 12%.  The LAA is proposing an economic factor of 5%.

Current Schedule:  2,158 x $96.60 per foot = $208,463 cost x 0.20 depreciation = $42,504 depreciated cost x 0.12 economic factor = 5,100 calculated value x 0.15 assessment factor = 765.

Proposed Schedule:  2,158 x $147.77 per foot = $318,888 cost x 0.30 depreciation = $95,666 depreciated cost x 0.05 economic factor = 4,783 calculated value x 0.15 assessment factor = 717. 
Evidence consisting of two sales of Monroe Gas Field wells has previously been presented by Gas Masters and Shiloh Creek to the LTC.  The sales support an average price per well of $1,000 which includes the mineral value, equipment, and plugging liability.  Evidence has also been presented by three companies who plug and abandon wells in the Monroe Gas Field supporting the appraised value of the equipment to be in the range of $300, $675, and $800 per well.

Gas Masters currently operates 749 wells in Union Parish.   The market value assessed to those wells in 2015 is $870,884 or an average of $7,751 per well.

Shiloh Creek currently operates 46 wells in Union Parish.  The market value assessed to those wells in 2015 is $277,786 or an average of $6,039 per well

Gas Masters currently operates 92 wells in Ouachita Parish.  The market value assessed to those wells in 2015 is $604,667 or an average of $6,572 per well.

Shiloh Creek currently operates 69 wells in Ouachita Parish.  The market value assessed to those wells in 2015 is $420,666 or an average of $6,097 per well. 

Gas Masters currently operates 84 wells in Morehouse Parish.  The market value assessed to those wells in 2015 is $430,460 or an average of $5,125 per well.

Shiloh Creek currently operates 4 wells in Morehouse Parish.  The market value assessed to those wells in 2015 is 19,713 or $4,928 per well.

The average assessed value for all three parishes is $6,085 per well.  Based on the information provided documenting the appraised value of the equipment, the current LTC oil & gas schedules over assess the Monroe Gas Field wells by a factor of 8 (Eight) to 10 (Ten) times.

We are proposing a separate schedule for the Monroe Gas Field wells be developed and adopted by the Louisiana Tax Commission.   Utilizing the cost information provided to the LTC for all wells, we would propose those costs be reduced by a factor of 90%.  Example:  Table 907.A-1 currently has a cost per foot for a 2,158 foot well of $96.60 per foot.  This cost per foot would be reduced to $9.66 per foot.  A Table 907.A-4 – Monroe Gas Field would be developed and would only require two producing depth classifications.


1,250 – 2,499 and 2,500 – 3,749
Sincerely,
Kelly Lewis

Controller

Gas Masters of America, Inc
4150-C Old Sterlington Rd.   

Monroe, La. 71203   

Phone: 318-345-3450

Fax: 318-345-4937

gasmasterskelly@bellsouth.net
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