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Honorable Ken Hechler e O
Secretary of State . . - CERET
State Capitel, Suite 157-K e
West Virginia 25305 &3

Charleston,

Dear Mr. Hechler:
On March 13, 1984, we filed in the State Register two

copies of promulgated legislative rules regarding the

appraisal cf property for pericdic statewide reappraisals
These regulations are

. for ad valorem property tax purposes.
cited as W. Va. Leg. Reg. 11-13, Series 1A (effective April
1984) . These regulations were filed pursuant o the

12,

authority cf West Virginia Ccde § 64-2-11(a) (11) which was
added by Committee Substitute for Senate Bill No. 423 which
took effect on March 10, 1984,

The abeve regulations regquired that on or before
April 20 of each year, certain informaticn be filed in the

State Register relating to certain factors to be considered
More

in the wvaluation of oil and natural gas properties.
the subject matter of the attachments and its

specifically,

relationship to the promulgated regulations may be described
as follows:

0il Producing Property Report ~ Multiplier
Variables. _ -

For use in the wvaluation of producing oil

I.

1.
propertiss as defined in § 11.05{(4) (1}, page
34 of the regulations.

2. This information is provided pursuant to

regulations set forth in § 11.05(b), on pages
33 and 34.




Honorable XKen Hechler
Page Two .
April 30, 1887

ITI. ©Natural Gas Producing Proparty Report -
Multiplier Variables.

1. For_use in the valuation of preoducing natural
gas properties as defined in § 11.06(d) (1),
page 56 of the regulations.

2. This information is provided pursuant to
regulations set forth in § 11.06(b}, on pages
55 and 56.

ITII. Assigned 0il and Natural Gas Reserves Report.

i. For use in the valuation of assigned o0il and
natural gas reserve properties as defined in
§ 11.05(d) (2), on page 34, and § 11.06(d) (2),
on page 56 of the regulations,

2. This information is provided pursuant to
regulations set forth in § 11.05(k}), on pages
33 and 34, and § 11.06(k), on pagss 35 and
56, '

The State Tax Department will accept written public
comments on these reports until May 30, 1987, and will
consider -these reports and the public comments when it
issues the final reports. These final reports will be
issued on or before July 1, 1987.

We note that under the regulations cited [§ 11.05(b),
11.05(g}, 11.06({b), 11.06(g)}, the Tax Commissioner is
required to annually conduct a review of oil and natural gas
agreements transacted pricr to the appraisal date. These
reports include transacticonal information for the vears
1984, 1985, 1986 and 1987. This additional lease data is
being filed to inform the property owners that upon
implementation of the reappraisal updates in values which
reflect more recent transactions will be considered.

Very truly yours,

Cary
State Tax Co ssioner

MEC/sbs

Enclosure
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I. 0il Producing Property Report - Multiplier Variables

In compliance with W. Va. Leg. Reg. 11-134, Series 1A
§ 11.05(b), page 33 (1984), this report contains the
multiplier variables which are to be considered for the
valuation of the 0il reserves for oil producing property.

Multiplier

The multiplier serves to combine mathematically the
effects of the average daily production rate, average
industry market price of oil, average industry well
operating expense, working and royalty interest, flush and
settled production, average Production decline rate and a
capitalization rate. This multiplier will not be constant
for all coil producing properties. The multipliers are to be
used for oil preoducing properties.,

Separate multipliers are derived for each cf the
following twelve (l2) categories:

i, Working interest in settled production for average

daily production between 0 and .730 barrels per day of

cil,

2. Working interest in settled productien for average

daily producticon of between .7531 and 2,000 barrels per

dav.

3. Working interest in settled production for average

daily production of more than 2.000 barrels per day.

4. Working interest in flush production for average

daily productiocon of between 0 and .730 barrels per day.




5. Working interest in flush production for average

daily production of between .731 and 2,000 barrels per

day.

6. Working interest in flush production for average

daily production cf over 2.000 barrels per day.

7. Rovalty interest in settled production for average

daily production between 0 and .730 barrels per day.

8. Royalty interest in settled production for average o

daily production between .73531 and 2.000 barrels per

day.

9. Royalty interest in setiled production for average

daily producticon in excess of 2,000 barrels per dav,

10. Royalty interest in flush production for average

daily production between 0 and .750 barrels per day.

11. Royalty interest in flush production of average

daily production of between .751 and 2,000 barrels per

day.

12. Rovalty interest in flush prcduction for average

daily preoduction of 2,000 barrels per day.

The components on which the multipliers are based are
listed belcow, accompanied by an explanation of their

derivation.

(A} Deemed Average Daily Producticon Rate - This value

ig predetermined in the regulations (§ 11.05(e) (7} as

fcllows:




Clagsification ~ Deemed ADP Rate
(a) .0 - _.750 ADP - . 750 ADP
(b) .751 - 2.000 ADP 1.500 ADP
{c) 2.000+ - 4,000 ADP

(B) Average Industry Market Price - This component is

determined through a review of the price paid per
barrel for West Virginia crude c¢il by the primary
purchasers of West Virginia crude oil on July 1, 1987,
In conjunction with the regulations, (see

§ 11.05(e) (4), this greoss price is to be adjusted for
Federal wWindfall Profits tax and West Virginia Business
and Occupation Tax. The preliminary results of the
review of these guestionnaires is that $15.00 per
barrel is the average gross industry market price for
oil.

(C) Average Industryv Well Operating Expsnse - This

compenent is determined thrcocugh a review of responses
to a guestionnaire distributed by the West Virginia. Tax
Departmernit to 116 oil and natural gas producers and
associlaticns in West Virginia. (Sample guestionnaire
is attached as Exhibit I.) Information was requested
regarding the average annual operating expenses for a
"typical" West Virginia o©il well given July 1, 1987
economic conditions. The preliminary results of the
review of these gquestionnaires toc be used in the

development of the multipliers are as follows:




Average Industry Well

Category ) Operating Expense

0-.750 $3,300/year

.750-2.000 $4,400/vear

2.001 + $5,800/year

Flush Wells $6,400/yvear , -

(D) Capitalization Rate - The capitalization rate is . .-

develcoped as a summation of its three components:
discount, recapture, and property tax.

(1) Discount rate - In estimating the discount

compeonent, consideration was given to three (3)

generally accepted approaches. These are: {1)

Market comparison, (2) Summation technigue, and

(3) Bands of investment.

Data used in developing these discount approaches
is ‘accemplished by giving attention to the following
items:
~==- Research and review of willing-buver, willing-seller
sales of oil and gas operaticns that have taken place a
in West Virginia.

-—- Review of the Federal Reserve Statistical Release
for the period July, 1%83 to July, 1986, with special
attention given to the auction rates for %0-day
Treasury Bills, 6-month Treasury Bills and l-year
Treasury Bills, . — .

~= Review of a guestionnaire sent to West Virginia
lending institutions which were identified as having

been involved in offering £financial services to mineral

—d-



industries in West Virginia and/or the Appalachian
area, (Sample questionnaire is attached as Exhibit
IX.) The gquestionnaire included responses for the
following  topics:

—== Intearest rates and factors invelved in

financing active operations for various types of

mineral properties including oil and gas for 1984,

1985, and 1586,

-- Interést rates involved in financial

acguisition of various tvpes of mineral reserve

properties for 1984, 1985, and 198285,

-- Eguity-capital requirements for financing

active operations and for acguisiticn of reserves,

-~ Allowances for second-mortgage possibilities

for equity-capital reguirements,.

-- Management charges.

In determining the discount rate, the summation
approach was found to be the only applicable method.
The market comparison apprcach was not used because : _—
there was an insufficient number of producing c¢il and
natural gas property sales to statistically support
conclusions for typical return of and return on
investments. The bands of investment technigue was not
used because the information received from
questionnaires concerning eguity capital reguirements
was insufficient to support typical financing

conclusions.



subco

The summation technigue is composed of Zour
mponents, as discussed below.

(a) Safe Rate -~ 390-day Treasury Bills [For further
discussions of the determination of the Safe Rate,
see W, Va. Leg. Reg, 11~1A, Series 1A

§ 11.05(e) (8) (A), page 41 (13984).]

83-84 . 84-85 85-86
July 9.123% 10.184% 7.088%
Engust o 9.400 16,3510 7.163
September 9.130 10,405 7.078
October - © 8,714 S.872 7.190
November 8,830 8.665 7.203
December -~ 9.003 8.096 7.060C
January 'B.914 7.775 7.045
February 08,113 : 8.218 7.025
March 9.505 8.565 6.540
April .9.678 o 7.970 5.993
May 9.960 7.488 £.145
June 9.938 7.008 6.166
Fiscal Year Average - {83-84) = 93,27%

(84-85) = 8.75%

(85-88) = 6,81%

Although a three-year period for 90-day
Treasury Bills was reviewed, only the most recent
fiscal year data will be used. This is done so
that the capitalization rate components will be
consigtent with the other variables which are
based on the most recent fiscal year data and with
the wvaluation formula's use ¢f one year of
production information.

(b) Risk Rate ~ interest differential between loan

rates and 90-day Treasury Bills. [For further




(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9}
(10)
(11)
(12)
(13)
(14)
(15)
(16}
(17)
(18)
{19)
{20)
(21)
(22)
(23)
(24)
(25)
(26)
(27)

(28) ..

(29)
(30)
{31)

discussions of the determination of the Risk Rate,

see W. Va. Leg. Reg, 11-1A, Series 1A

§ 11.05(e) (6) (A), page 41 (1984).]

1984 1985 : 1986
12% o - - 11.5% 9.5%
152 " 13% 12.5%
Prime + 2.5% Prime + 2.25% Prime + 2.25%
11% to 15% . 8.5% to 13% 8.5% to 12%
Prime + 2% Prime + 2% Prime + 2%
14% } 13.25% -
l4g T 13% 12.5%
12% 12.5% 10.5% . _
15% 15% . 14% B :
15% to 16% ' 12% to 13% - 10% to 12% -
13% 12¢% 11%
13% to 18% ) - 13% to 18% 10% to 18%
14% ) 14% 14%
10.5% to 12% . 8.5% to 11% 7.5% to 10% -
i5% S 15% 13% -
Prime + 1% - 3% _.Prime + 1% - 3% Prime + 1% - 3%
13% 12% - 11%
14% 7 13.5% . 13%
18% ' - . - 16% 15%
18% ~.16% 15%
10.5% to 12% 8.5% to 1l% 7.5% to 10%
12% ' 11 10%
13.25% : . 12% Prime + 1% - 3%
133 13% - - 128
- Chase + 2.5% Chase + 1.5%
14% i _ 12% , 10.25%
- 12% 10.5%
14% 143 _ 14%
13.5% - 11.75% Prime + 2%
12% - T 11% 9.5%
14% } , - 11% 10.5%

Although a three-year period of locan rates
and prime rates was reviewed, only the most recent
annual data will be used. This is done so that
the capitalization rate components will be
consistent with the other variables which are
based on the most recent annual data, and with the
valuation formula's use of one-year production

information.



83-84 34=85 85-86
July 9,29% 10.58% 7.16%
August - - 9.53 10.63 : 7.35
September © 9,19 10.51 : 7.27
October g.90 10.05 7.32
November o 8.89 g.588 7.26
December 9,14 g.36 7.09
January g.086 8.03 : 7.13
February 8.13 8.34 7.08
March 9.58 8.92 6.60
April 9.83 8.31 6,07
May 10.31 _ 7.75 , 6,16
June 10,55 - 7.16 6.28
TFiscal Year Average - (83-84) = 9,450%
(84~83) = 8.971%
(85-86) = §6.898%
l-Year Treasury Bills
83-84 84-85 _ - 85-86
July 9.36% .. 10.99% o T 7.09%
August. . 5.77 ' 16.79 7.60
September = S.64 10.84 7.36
October , C8.13 10.32 7.42
November 9.03 8.45 7.33
December 9.186 8,38 7.06
January ) 9.04 8.38 7.31
February 8.24 8.46 7.19
March 9.68 ' '9.24 6.61
April . 8.86 8,44 : 5,94
May 10.64 7.94 6.17
June 10.92 - 7.18 6.59
Fiscal Year Average - ({83-84}) = .9,623%
(84-83) = 9.202%
{85-88) = 6.973%

(c¢) Non-Liguidityv Rate - interest differential

between %0-day Treasury Bill rates and é-month or
cne=year Treasury Bill rates which reflect time
necessary to sell active properties. [For further
discussions cof the determination of the
Non-Liguidity Rate, see W. Va. Leg. Reg. 11-12,
Series 12 § 11.05(e) (6) (RA), page 40 (1984).]

6-month Treasury Billg




Although a three-year period for é-month and
l-vear Treasury Bills was reviewed, only the most
recent fiscal year data will be used, This is
done so that the capitalization rate components
will be consistent with the other variables which
are based on the most recent fiscal vear data, and
with the valuaticn formula's use of one-year
production information,

(d) Management Rate - charges for management of

investment portfolics (from guestionnaire).

Rates: {l) 5% of gross income

Year S

1985-86

(2) $5/81,000 of principal

(2) Recapture Rate - The standard mid-year life

present worth of cne takle (compound interest
premise) has a built-in factor for recapture.
Inclusion of a recapture component in the
capitalization rate is therefore not appropriate.

(3} Property Tax Rate ~ The property tax component - _

will be derived by multiplying the assessment rate
by the statewide average of the tax rates on Class
III property. {§ 11.05(e} (3))

Average statewide Class IITI Levy Rate for

properties in West Virginia are:

Levy Rate ) S Assess/App. Rate = Propertv Tax Rate
2.45% X 60% = 1.470%



(2) Average Industrv Producticn Decline Rate -

This variable will be determined through a rsview
of responses to a guestionnaire distributed by the
West Virginia Tax Department to 116 oil and
natural gas producers and asgociations in West
Virginia., (Sample guestionnaire is attached as
Exhibit I.} Information was reguested regarding
the expected average producticn decline rate for a
"typical" West Virginia c¢il well as of July 1,
1987. The preliminary results of the review of
these guesticonnaires to be used in the develcpment

of the multipliers are as follows:

Settled
Average Industry
Categorvy Production Decline Rate
0.-.750 5.0% per year
.751=-2.,000 : - . 6.5% per vyear
2.000 + 9.0% per vyear
Flush
Average Industry
Category Production Decline Rate
Year 1 34% per vyear
Year 2 . 20% per vyear

(f) Percentage Interest in the 0il - The ownership

of the o0il is usually divided as a result of a
lease or other arrangement. To determine the
correct apportionment of ownership in the oil, a

study of leases throughout the State of West

-10-




Virginia was conducted. The actual lease boock,
page numbers, lessors, lessees and rovalty
interest are included in the assigned oil and
natural gas reserve report. The Tax Department is
of the opinicn that the typical lease arrangement
allocates the ownership of the oil and gas to be

produced as follows:

Royalty Interest 1/8
Working Interest = 7/8

(g) Multipliers - The multipliers will result from

an income analysis performed for each category
using the variables discussed in this report, as
modified by a preponderance of public comment on

thae same.
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. II. Natural Gasg Property Report -~ Multiplier Variables
In compliance with W. Va. Leg. Reg., 1l1-1a, Series 12

§ 11.06(b), page 55 (1984), this report contains the

multiplier variables which are to be used for the valuation
of the natural gas reserves for natural gas producing
propertyv.

Multiplier

The nmultiplier serves toc cembine mathematically the
effects of the average production rate, average industry
market price cof natural gas, average industry well operatingj'
expense, working and rovalty interest, £lush and settled
production, average production decline rate and a
capitalization rate, This multiplier will not be constant

. for all natural gas producing properties. The multipliers
are to be used for natural gas producing properties.

Separate multipliers are dexived for each of the

following four {4) categories:

1. Working interest in settled production
2. Working interest in flush production
3. Royalty interest in settled production
4. Royalty interest in flush production

The compeonents on which the multipliers are based are
listed below, accompanied by an explanation of their
derivation.

{(A) Average Production Rate - This value is determined -

through a review of responses toc a guestionnaire
. distributed by the West Virginia Tax Department to 116. -

0il and gas producers and asscciations in West

-12-




Virginia. (Sample guesticnnaire is attached as
Exhibit I.) Information was regquested concerning the
average annual production of & "typical West Virginia
gas well given July 1, 1987 econcmic conditions. The
preliminary results of the review of these
guestionnaires is that 8600 MCFs is the average
producticon rate for year one of the economic analysis.,

{(B) Average Industry Market Price - This component is

determined through a review of responses to a
questionnalre distributed by the West Virginia Tax
Department to 116 oil and gas producers and
associations in West Virginia. (Sample cuestionnaire
is enclosed.) Informaticn was reguested concerning the
average market price received for natural gas at the
well head. The preliminary results of the review of
these guestionnaires to ke used in the development of
the multipliers is that $2.23 per MCF is the average
industry market price for gas.

(C) Average Industry Well Operating Expense - This

component is determined through a review of responses
to a guestionnaire distributed by the West Virginia Tax
Department to 116 ©il and natural gas producers and
associations in West Virginia. (Sample. guesticnnaire
is attached to Exhikit I.} Information was reguested
regarding the average annual operating expenses for a
"typical" West Virginia natural gas well given July 1,

1887 economic conditions. The preliminary results of

-13-




the review of these questionnaires to ke used in the

development of the multipliers is that $3,400 per year
shall be the average industry well operating expenses.

(D) Capitalization Rate - The capitalization rate is

developed as a summation of its three components:
discount, recapture, and property tax.

(1) Discount rate - In estimating the discount

compoenent, consideration was given to threse (3)
generally accepted approaches. These are: (1)
Market comparison, (2) Summation technigue, and

(3) Bands of investment.

Data used in develcping these discount apprcaches
was accomplished by giving attention to the fellowing
items:

-—- Research and review of willing-buyer, willing-seller
sales of oil and gas operaticns that have taken place
in West Virginia. .

-- Review of the Federal Reserve Statistical Release : H
for the pericd July, 1983 to July, 1986, with special

attention given tc the aucticon rates for 90-day

Treasury Bills, €-month Treasury Bills and l-vear

Treasury Bills.

-- Review of a questionnalre sent to West Virginia

lending institutions which were identified as having

been involved in offering financial services to mineral

industries in West Virginia and/or the Appalachian

area, (Sample guestionnaire is attached as Exhibit

-1 44—




II.) The guestionnaire included responses for the

following topics: : _ oo
~- Interest rates and factors invelved in
financing active operations for various types of
mineral properties including oil and gas for.

1984, 1985, and 1986.

—— Intéerest rates invelved in financial

acquisition of various types oI mineral reserve

properties for 1984, 1985, and 1986.

-- Eguity-capital regquirements for financing

active cperations and for acquisition of reserves,

-- Allowances for second-moritgage possibilities.

for eguity-capital reguirements.

-- Management charges.

In determining the discount rate, the summation
approach was found to be the. only arplicable methcd.
The market comparison approach was not used because
there was an insufficient number of producing oil and
natural gas property sales to statistically support
conclusions for typical return of and return on
investments. The bands of investment technigue was not
used because the information received from
questionnaires concerning eguity capital requirements
was insufficient to support typical financing
conclusions.

The summation technique is compesed of four

subcomponents, as discussed below,




July
August
September
October

November

December
January
February
March
April
May

June

(a) Safe Rate - 90-day Treasury Bills [For

further discussions of the determination of
the Safe Rate, see W, Va. Leg. Reg. 11-13,

Series 1A § 11.06(e) (7)(A), page €3 (1984).]

§3-84 84-85 7 85-86
9.123% 10.184% 7.088%
8.400 10.510 ’ 7.163
9.130 10.405 ) 7.078
8.714 8.872 ’ 7.180
8.830 8.665 7.203
9.003 _ 8.096 7.060
8.914 7.775 7.045
9.113 §.218 7.025
9,505 8.565 . 6,540
2.678 ) 7.870 ' 5.983
9.960 ' 7.488 6.145
9,938 7.008 5.166
Fiscal Year Average - (83-84) = 9.27%
(84-85) = 8.75%
(85-8€6) = '6.8l%.

Although a three-year pericd for S$0-day Treasury

Bills was

reviewed, only the most recent fiscal year

data will be used. This is done so that the

capitalization rate
the other variables

fiscal vear data,

cemponents will be consistent with
which are based on the most recent

and with the wvaluation formula's use

of cone-year production information.

{b)

Risk Rate - interest differential between loan

rates and 90-day Treasury Bills. [For further

discussions of the determination of the Risk Rate,

see W. Va. Leg. Reg. 1l1-1a, Series 12

§ 11.

06(e) (7)) (R), page €3 (1984).]
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(1)

{2)

(3}

(4)

(5}

(6)

(7)

(8)

{9)

{10)
(11}
(12}
(13)
(14)
(15)
(16)
{17)
(18)
{19)
(20)
(21}
(22)
(23)
(24)
(25)
(26)
(27)
{28)
(29}
(30)
(31)

1984 1985 1986
12% 11.5% 9,.5%
15% . 13% 12,.5%
Prime + 2.5% Prime + 2.25% Prime + 2,25%
11% to 15% $.5% to 13% 8.5% to 12%
Prime + 2% Prime + 2% Prime + 2%
14% 132.,25% -
14% 12% - 12.5%
12% 12.5% 10.5%
15% 15% 14%
15% to 16% 12¢ to 13% 10% to 12%
132 12% 11% . .
13% to 18% 13% to 18% 10% to 18%
14% 14% 14%
10.5% to 12% 8,5% to 11% 7.5% to 10%
15% . . 15% 13%
Prime + 1% - 3% Prime + 1% - 3% Prime + 1% - 3%
13% i2% 11g
14% 13.5% 13%
18% 16% 15%
18% . 16% 15%
106.5% to 12% 5.5% to 11% 7.5% to 10%
12% 11% 10%
13.25% 12% Prime + 1% = 3%
13% 13% 12%
- Chase + 2.5% Chase + 1.5%
14% 12% 10.25%
- C- - 12% 10.5%
14% 14% 14%
13.5% 11.75% Prime + 2%
12% 11% 8.5%
14% 11% 10.5%

Prime Rates {Range of Rates)

January 1984 = December 13584 - 15.5% to 20.5% .
January 1285 - December 1985 - 11.5% to 16.5% ’
January 1986 - December 1986 - 10.5% to 11.25%

Although a three<-year pericd of loan rates and
prime ratses was reviewed, only the most recent
annual data will be used. This is done so that the
capitalization rate components will be consistent
with the other variables which are based on the
most recent annual data, and with the valuation

formula's use of cone-vear production infocrmation.

17




(¢} Non-Liguidity Rate - interest differential

between 90-day Treasury Bill rates and é6-month or
one-year Treasury Bill rates which reflect time
necessary to sell active properties. {For further
discussions cf the determination of the
Non-Liguidity Rate, see W, Va. Leg. Reg. 11-13,
Series 1A § 11.06(e) (7) (A), page 62 (1884).]

6-month Treasury Bills

83-84 84=85 - 85-86
July ‘ 9.29% 10.58% 7.16%
August 8.53 ' ©10.65 7.35
September .18 10.51 7.27
Cctcber - - 8.90 10.05 7.32
November . g8.88 ; 8.99 7.286
Cecember 9.14 3.36 7.09
January , 9.0¢ 8.03 ' 7,13
February 2.13 8.34 7.08
March 9.58 8.92 - B6.60
April . _ 9.83 8.31 : 6.07
May 10.31 7.75 6.16
June 10.553 7.16 6.28
Fiscal Year Average = (82=-84}) = 9.450%
(g84-85) = 8,971%
(85-86) = 6.858%
l-Year Treasury Bills
33-84 84-85 85=-86
July T 9,36% 10.99% 7.09%
August 9,77 10.79 : 7.60
September 9.64 10.84 7.36
October , "9.13 10.32 7.42
November T 9,03 9.45 7.33
December 9.1%6 8.38 7.06
January 9.04 8.38 7.31
February 9.24 8.46 7.18
March 9.68 , 9,24 6.61
April 9.86 8.44 5.94
May 10.64 7.94 - £.17
June 10.92 7.18 . 6.59
Fiscal Year Average - (83-84) = 9,623%
(84-83) = 9.202%
(85-88) = &€.573%
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Although a three-year pericd for &-month and

l-year Treasury Bills was reviewed, onlv the most
recent fiscal year data will be uged. This is
done so that the capitalization rate components
will be consistent with the other variables which
are based on the most recent fiscal vear data, and
with the valuation formula's use of oné-~year
production information.

(d) Management Rate - charges for management of

investment portfolios {from guestionnaire).

Rates: (1) 5% of gross income

Year

1985-86

{2} $5/$1000 of principal

(2) Recapture Rate - The standard mid-year life

present worth of one table (compound interest

premise) has a bullt-in factor for recapture.

Inclusicn ¢f a recapture component in the

capitalization rate is therefore not appropriate, -

(3) Propertv Tax Rate - The property tax component

will be derived by multiplying the assessment rate
by the statewide average of the tax rates on Class
III property. (§ 11.08(e) (3)).

Average statewide Class III Levy Rate for

properties in West Virgiria are:

Levv Rate X . Assess/App. Rate = Property Tax Rate
2.43% X 50% = 1.470%

-]19—




(e} Average Industry Production Decline Rate -

This variabkle is determined through a review of
responses to a qguestionnaire distributed by the
West Virginia Tax Department to 116 oil and
natural gas producers and associlations in West
Virginia. {(Sample guestionnaire is attached as
Exhibit I.) Information was reguested regarding
the expected average prcduction decline rate for a
"typical®” West Virginia oil well as of July 1,
1987. The preliminary results of the review of
these questionnaires to be used in the development
of +he multipliiers is that six percent (&%) per
vear is the average industry production decline
réte for settled production. For flush
production, the average industry production
decline rate is thirty-three percent (33%) for
vear one and nineteen percent (18%) for year two.

(f) Percentage Interest in the Natural Gas - The

ownership of the natural gas is usually divided as
a result of a lease or other arrangement. To
determine the correct apportionment of cownership
in the natural gas, & study of leases throughout
the State of West Virginia was conducted. The
actual lease book, page numbers, lessors, lessees

and royalty interest are included in the assigned

-20-




0oil and natural gas reserve report.

This repeort cencludes

that the typical lease arrangement allocates the ownership

of the o0il and gas to
Royalty Interest
Working Interest

(g} Multipliers - The

an income analysis performed for each
using the variables discussed in this

modified by a preponderance of public

the same.

-21-
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multipliers are a result of

category
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ITI. Assigned 0il and Natural CGas Reserve Report

In compliance with the W. Va., Leg, Reg, 11-12, Series
1a § 11.05(b), page 33 (1984) and W. Va. Leg., Reg., 11-13,
Series 1A § 11.06{(b), page 55 (1984), this report contains
the informatiocn to be used for the valuation of assigned oil
and natural gas reserve property. 01l and natural gas
reserve property includes properties as defined in W. Va.
Leg. Reg. 11-1Aa, Series 1A § 11.05(d}{(2), page 34 {1984) and
W. Va. Leg. Reg, 11-1A, Series 1la § 11.06(4) (2), page 54§
{1984)., Since ©il and natural gas rights are almost
exclusively owned and leased in tandem, the valuations set
forth in this report shall apply to oil and natural gas
rights owned conjunctionally. When oil and naturzl gas
rights are owned separately from sach other, the wvaluations
set forth in this report shall apply teo individual cil

rights and individual natural gas rights.

22~




A, 0Oil and Natural Gas Lease Agreements

A review cof recorded oil and natural gas lease
agreements was performed in every county. The information
is submitted in the enclosed computer printcocut and includes
the fellowing information (when available) for each lease:
(1) region (as previously determined), (2) district, (3)
deed book, (4) page number, (5) lease date of record, (8)
lesscr, (7) lessee, (8) acreage, (9} lease term, (10) delay
rental (alsc called lease rate), (11) royvalty interest in

production, (12) shut-in rental, (13} storage rental.

B. Assigned 011 and Natural Gas Reserve Values

This value for each county ig determined by taking the
average delay rental {cr lease rate} for each county and
multiplying it by a multiplier representing the average
lease term.

The multiplier is determined by accessing an Inwood
mid-vear table ait the capitalization rate for the average
number 0f years of the lease term for each county. 2n
example calculation follows:

County X

Average delay rental $ 4.25/acre

Average lease term = 7 vrs.
Capitalizatioh rate = 15%
Myltiplier - = 4,48
Assigned 0Oil & Natural Ga

Reserve Value = $4.25 X 4,46 = $18,96

-23-




EXHIBIT I

OIL AND NATURAL GAS

CUESTIONNAIRE




ARCH A MOORE. JR.

State Tax Bepartment
of West Wirginia
MICHAEL E. CARYL

GCVERNOR Charleston 25305 OMMISSIONER
JOHN F LEABERRY
ASSISVANT COMMISSICNER

January 30, 1987
Dear 0il and Gas Producer:

This coffice is presently reviewing the information used
in our appraisal of o0il and gas properties. Regulations
regquire us to contact associations, officials, and
indivicduals who are knowledgeable with oil and gas
operations to secure information pertinent to ocur
procedures. This correspondence fulfills that duty.

Our appraisal of oil and gas producing prcperties
occurs through the use of an income approcach. Due tco the
lack of available resources to perform an income analysis on
individual wells, properties, or fields, we have instead
constructed a "typical" West Virginia well for a category of
production that is utilized on a mass appraisal basis. We
appreciateé the difficulties in stereotyping an cil or gas
well, but seek your knowledge of the oil and gas industry to
answer these guestions,

We request that vou complete the enclosed guesticnnaire.
This method of data collection makes our well profile as
scientific as possible with limited resources.

If you have any gquesticns concerning this reguest, or
if you wish additional guestionnaires, please contact Scott .
Burgess at (304) 348-3940. Completed questionnaires should
be returned by April 1, 1987 to:

State Tax Department

Property Tax Division

P. O. Drawer 2389

Charleston, West Virginia 25328
Attention: Scott Burgess

Thank you for your time and effort, We anticipate vour

response, ) .
Very truly yoyrs,
///4g’chael E! Cargéféiiiffiﬁ
State Tax Commissiocner
MEC/sbs

Enclosurs




QUESTICNNAIRE

NAME : Date:

POSITION:

ORGANIZATION:

OIL PROPERTIES

The following cuestions are based on a "tvpical" West
Virginia oil well in settled production and given July 1,
1987 economic conditions. The well has a low water-oil
ratio and is in primary production.

1. What would be the average annual operating expenses for
this well? (Dc not include any taxes or depletion
costs as part of the coperating expenses.)

If the well produced:

.Cl to .75 bkbls.ocil per day $ per year

.76 to 2.0 bbls oil per dav $ per year

greater than 2,0 bbls 0il per dav $ per vear -
2. What would be the expected average production decline

rate during the remaining life cf this well?
If the well precduced:

.01 to .75 bkls oil per day % per year

.76 to 2,0 bbls 0il per dav % per year

greater than 2,0 bbkls oil per day , % per year

3. What would be the average market price received for a
barrel of cil at the wellhead for this well?
§ .

4, How many acres would this well drain over its life if

it were a.shallow well (less than 6,000 feet or not
reaching the Onadanga formation)?

acres

5. If this well was a new well in f£lush production (first
two years of production), what production decline rate :
would be anticipated for the first two years of production?

ist year ] 2nd vear ]




6. If this well was a new well in flush production, what

would be the average annual cperating expenses for this
well for the first two years?

3 per vear

NATURAL GAS PROPERTIES

The following guestions are hased on a "typical®” West
Virginia natural gas well in settled production and given
July 1, 1987 economic conditions.

1. What would be the average annual production for this
"tyvpical" gas well?

MCF
2. What would be the average annual coperating expenses for
this gas well? (Do nct include any taxes or depletion

costs as part of the operating expenses.,})

$ per year

3. What would be the average market price received for gas
at the wellhead for this well?

$ MCF

4, What would be the expected average producticn decline
rate during the remaining life of this well?

% per vear

5. How many acres would this well drain over its life if
it were a shallow well (less than 6,000 feet or not
reaching the Cnadanga formaticn)?

acres

6. If this well was a new well in flush production (first
twe years of production), what production decline rate
would be anticipated for the first two years?

l1st vear ' % Z2nd year %

ADDITIONAL COMMENTS




EXHIBIT IZ

CAPITALIZATICN RATE

QUESTIONNAIRE




State Tax Bepartment
of Mest Hirginia

ARCH A MQORE. JR. MICHAEL £. CARYL
GOVERNGN Chxrissten 25205 COMMISSIONER
JOHN F LEABERRY
January 2, 1987 ASSISTANT COMMISSIONER

T0 ALL BANKING INSTITUTIONS AND/CR
SAVINGS AND LCAN ASSOCIATICNS
STATE OF WEST VIRGINIA

Ladies and Gentlemen:

On March 10, 1984, the West Virginia Legislature passed
specific rules and regulations which describe the methodology
to be used in valuing natural resource properties for ad
valorem property tax purposes. In connection with these
rules and regulations, the West Virginia Tax Department is
required to conduct an annual survey of lending institutions
to gain information on the interest rates established on
loans for acguisition and/or development of natural resource
properties, Therefore, attached please find a guestionnaire
which has been developed to meet *thig reguirement.

Please note that your prompt and continued assistance
in completing this survey is appreciated. Should vou have
any guestions concerning this questionnaire, please contact
Mr, Mark Scott Burgess at {304) 348-3940. Also, completed
guestionnaires should be returned prior to March 1, 1987 to:

West Virginia Tax Department
Property Tax Divisicn

814 vVirginia Street, East
Charleston, West Virginia 25301
Attention: Mark Scott Burgess

Very truly yours,

7 .

State Tax Commissiofier

MEC/dhs

Enclosure




WEST VIRGINIA TAX DEPARTMENT
NATURAL RESOURCE FINANCING QUESTIONNAIRE
FOR . -

{(Name of Respondent)

1. During the three years (shown below), what range of interest rates did you
require on loans to assist campanies and/or individuals in financing mineral

operations?
Type of : § -
Mining Operation 1986 © 1985 1984
2., Coal % % %
B. 0il/Gas % % LI
C. Minor Minerals % 3 g

{Limestone, Shale,
Sandstone, etc.)

2. During the three vears (shown below), what range of interest rates did vou
require con loans to assist campanies and/or individuals in the acquisition of ,
reserve mineral properties?. ’

Type of , .
Reserve 1986 1985 1684

‘I' A, Ceoal % ; - %
B. 0il/Gas % % %
% % %

C. Minor Minerals o

3. In short, describe the components of the above mentioned rates?

4. What kind of equity capital (down payment) did you regquire for financing
mineral mining operaticons and/or financing acquisition of reserve mineral
properties? R E:

8., What investment management charge(s), 1f any, do vou require on mineral loans
(amount or vercentage)}? %

Person to contact regarding this cuestionnaire:

Name:

Title: _

Phone Number: - L . o

Date: e .
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