The mission of the Tax Committee is to facilitate among members information exchanges and discussions in the arena of oil and gas taxation.

Current Development 

Federal tax matters: 

· On January 12, 2004, the 8th Circuit Court of Appeals, in Clajon Gas Co., L.P. vs. Commissioner (2004-1 USTC ¶50,123), reversed the Tax Court’s decision.  The Court of Appeals held that natural gas gathering lines should be classified under Asset Class 13.2 instead of Asset Class 46.0 pursuant to Rev. Proc. 87-56.  Therefore, the taxpayer can depreciated its gathering lines over a seven-year period instead of a fifteen-year period.

· On March 5, 2004, the IRS issued Revenue Procedure 2004-19 (2004-10 IRB 563).  Rev. Proc. 2004-19 provides an elective safe harbor that the owner of an oil and gas property may use in determining the property’s recoverable reserves for purposes of computing cost depletion under IRC Section 611.  If a taxpayer makes an election, then, to compute cost depletion:  (1) the total recoverable units under §1.611-2(c)(1) that each of the taxpayer’s domestic oil and gas producing properties is estimated to contain as of a specific date will be treated as being equal to 105 percent of the property’s “proved reserves” (both developed and undeveloped) as defined in 17 C.F.R. section 210.4-10(a) of Regulation S-X, as of the date;  (2) the total recoverable units under §1.611-2(c)(2) that each of the taxpayer’s domestic oil and gas producing properties is estimated, on a revised basis, to contain as of a taxable year will be deemed to be equal to 105 percent of the property’s “proved reserves” (both developed and undeveloped) as defined in Regulation S-X, as of that taxable year.

The safe harbor is effective for tax years ending on or after March 8, 2004.

· On April 5, 2004, the IRS released an advance copy of Rev. Proc. 2004-27 providing guidance for certain owners of royalty interests – those who use the cash receipts and disbursements method of accounting – to claim the credit for producing fuel from a non-conventional source under section 29.

Rev. Proc. 2004-27 provides that these cash method owners of a royalty interest may claim the section 29 tax credit in the year (including a 2003 tax year) in which they receive the income from the sale of qualified fuel – rather than in a prior year in which the owner of the operating interest sold the qualified fuel.  It states that this practice is acceptable if the royalty interest owner has consistently followed the practice in all prior tax years in which it has claimed as section 29 tax credit.

This revenue procedure is effective for tax years ending after December 31, 1979.

State Tax Matters:

· For the state of Louisiana, the natural gas severance tax rate for the fiscal year beginning July 1, 2004 will increase to 20.8 cents/mcf.  This is an increase over the current level of 17.1 cents per mcf.  The severance tax rate is adjusted annually based on a rather complex formula involving the price of natural gas over the last 12 months.
· On March 12, 2004, the Louisiana House of Representative passed HBs 2 and 3.  HB 2 would exclude purchase of manufacturing machinery and equipment from the state sales and use tax utilizing a seven-year phase out schedule beginning in the 2005 fiscal year.  HB 3 would eliminate the tax on debt in the base of the corporate franchise tax, using a seven-year phase out schedule beginning in 2005. The two bills were among several specific tax issues that Governor Kathleen Blanco wanted to address in the special session she called.  The issues that are important to our industry are: (1) continue to suspend sales/use tax exemption on business' purchases of natural gas and utilities, (2) phase out of sales tax on machinery and equipment used in manufacturing, (3) phase out of the use of borrowed capital in the calculation of corporate franchise taxes, (4) increase the base amount of mineral revenues received by the state in the budget stabilization fund, (5) extend the date for new applications for tax credits/rebates for the Louisiana Quality Jobs Program, and (6) provide that tangible personal property shall not include other constructions permanently attached to the land for purposes of the state sales/use tax.

