Special points of
interest:

e QOil and gas industry critical
part of Kansas economy.

e Fundamental challenges face
policymakers and industry.

e QOil and gas producers need
policies that enhance access
to capital.
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addressing critical issues.
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After many decades
of productive stewardship,
oil and natural gas resources
continue to play an im-
portant part of the liveli-
hoods of Kansans. In 2023,
the Kansas oil and gas indus-
try generated over $2.3 bil-
lion in output, put tens of
thousands of people across
Kansas to work, and pumped
hundreds of millions of dol-
lars into the state’s econo-
my. The industry supports
100,000 jobs, S3 billion in
family income, and $1.4 bil-
lion in state/local tax reve-
nue. The industry is an im-
portant element of the Kan-

sas economy today and will
be a critical part of the econ-
omy going forward.

The United States is
the leading oil producing
nation in the world - ac-
counting for 15% of the
world’s total oil production.
Thirty-two U.S. states pro-
duce oil and natural gas.
Kansas ranks as the 11th
largest oil producing state
and 14th largest natural gas
producing state. Over 2,200
licensed oil/gas operators
produced nearly 28 million
barrels of oil and 143 billion
cubic feet of natural gas in
Kansas in 2023.

Kansas Oil & Natural Gas
Energy for the Future!

Oil and natural gas
are an integral part of our
society making our high
standard of living possible.
Today, an estimated 6,000
products are produced from
petroleum. The Kansas oil
and gas industry helps the
Kansas economy and makes
significant positive contribu-
tions to our way of life!

Challenges Face Policymakers and the Kansas Oil & Gas Industry

The latest (2023) world

Lawmakers should nation needs. We should

Challenges Face 1 energy outlooks from the EIA avoid energy policies driven abandon the stale mindset of
Policymakers

and others project total global by a zero-sum game philoso- last century’s thinking that

Oil & Gas Industr 2 . .
T;XaﬁonAnansisy energy demand expanding by Phy for energy that says we increased oil and gas produc-

23% by 2045. All forms of ener- must have less fossil fuels so tion and achieving climate

Kansas Energy 5 .
Outlook gy will be needed to support We can have more of some- goals are not compatible.

ey Energy lssues 6 energy demand growth. Renew- thing else. All t?o often, pro- The American people
able energy sources will see the Posals to establish some kind want, expect, and deserve
largest growth leading to a share  Of green standard really have  gocteqd leaders who will place
of over 11.7% of the energy mix Much more to do with raising | p.t's pest for our state and
by 2045. Oil and natural gas are revenue than helping the en- \.ios economy and energy
expected to retain the largest vironment. Rational, data- f,4re ahove partisan ideology
share accounting for roughly driven, common-sense energy and political posturing. We

54% of the energy mix in 2045. policy is what our state and | .qq real energy solutions!
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Kansas Oil & Gas Industry Taxation Analysis

The Kansas oil and gas industry
contributed over $186 million to the State
In addition,
$7.5 million in fees were collected from

of Kansas in taxes in 2023.

the industry. These tax dollars and fee
collections come from oil and gas produc-
ers and royalty owners. We are happy to
pay our fair share but also believe we are
a highly taxed industry. Calendar year
2023 saw the oil and gas industry pay
nearly $48 million in severance taxes and
over $137 million in ad valorem taxes.

According to production data
provided by the Kansas Department of
Revenue, oil production in Kansas has
fallen 8 of the last 10 years. Natural gas
production in Kansas declined by a Com-
pound Annual Decline Rate (CADR) of
6.8% over the last 10 years. Qil produc-
tion in Kansas has decreased by a CADR of
4.8% over the same period.

Kansas production held steady in
2023 despite lower prices. The strong
U.S. dollar, China lockdowns, continued
Strategic Petroleum Reserve in the U.S.,
and high interest rates in 2023 curbed oil
demand and kept oil prices lower than
2022. As aresult, the Kansas Department
of Revenue reports that Kansas collected
nearly 43% less oil and gas severance tax

receipts and oil and gas ad valorem tax

receipts in calendar year (CY) 2023 than
CY 2022. Market conditions in 2023 re-
sulted in Kansas collecting about $36.3
million less in

Discounted Cash Flow Analysis

The discounted cash flow analysis
evaluates the impact of taxes on the eco-

oil and gas
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70% below CY 2014 collections and ad
valorem tax receipts remain nearly 48%
below CY 2014 ad valorem tax collections.

The relative tax burden on the
Kansas oil and gas industry can be illus-
trated in three ways: marginal tax rate,
discounted cash flow analysis, and aver-
age effective tax rate.

Marginal Tax Rate

The marginal tax rate for the
Kansas oil and gas industry is a measure
of the taxes paid on an increase/decrease
in the marginal price of oil and natural gas
expressed as a percentage of revenues.
The marginal tax rate
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nomics of specific investments. For oil
and gas, the analysis is helpful in gauging
the effect of taxes on new exploration and
production investments. Discounted cash
flow analyses on several Kansas explora-
tion and development projects using cur-
rent economic characteristics indicate the
impact of Kansas severance and ad val-
orem taxes alone is to generally reduce

rates of returns by 25%-35%.

Impact of Oil Price on Tax Collections

Oil prices recovered significantly
from the extreme depressed levels in
2020 as the world reopened after the pan-
demic. The dollar also strengthened as

inflation rose, forcing the Federal Reserve

to raise interest rates rapidly. Subse-
quently, oil prices declined in 2023, de-
spite a weakening U.S. dollar. In 2020,

Kansas crude oil prices averaged $29.79/
bbl. In 2021 and 2022, Kansas crude oil
prices averaged $57.77/bbl. and $84.63/
bbl. respectively, In 2023, Kansas crude
oil prices averaged $67.85/bbl.
has shown that significant and sustained

History

drops in oil prices significantly reduces oil
and gas severance and ad valorem tax
collections.
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Average Effective Tax Rate

The average effective tax rate fo-
cuses on the total taxes paid in relation to
total taxable value. The Kansas oil and gas
industry’s 2023 effective tax rate was 16%.
Different state tax systems greatly impact
the average tax rate for the oil and gas in-
dustry. For example, the Oklahoma oil and
gas industry pays a 7% severance tax and ad
valorem taxes on equipment only, not re-
serves. In contrast, the Kansas oil and gas
industry pays a 4.33% severance tax as well
as ad valorem taxes on equipment AND
reserves resulting in double-taxation of oil
and gas reserves that leads to a higher aver-
age tax rate than Oklahoma.

the U.S. A barrel of WTI crude oil gener-
ates more products, like gasoline, than
other crude oils. Kansas common crude
oil is a lesser quality oil generating less
products per barrel than WTI and, as a
result, is priced about $10-$11/bbl. less

than WTI.

The U.S. Energy Information
Administration (EIA) reports that in 2023
wind provided 10.3% of U.S. electricity
generation, solar provided 3.4%, natural
gas provided 40%, and coal provided
20%.

While the U.S. and Kansas econ-
omies continue to recover, significant
concerns exist including high inflation,

U.S. monetary

2013 - 2023

Kansas Oil & Gas Effective Tax Rate

policy, volatility

in energy mar-

kets, U.S. trade
and foreign poli-

Tax Rate 12%
8%
4%
0%

2013

2015

2017

2019
Calendar Year

24% A cies, demand,
20% and more. Un-
Effective 16% certainty re-

mains as elevat-
ed levels of in-

flation are fore-

cast to largely

2021 2023

offset relatively
strong nominal

Oil & Natural Gas Prices

The crude oil market is a global oli-
gopolistic market. Kansas oil and gas pro-
ducers are price takers, not price makers, in

this oligopolistic market.

Crude oil prices received by Kansas
oil producers are a result of several factors.
The New York Mercantile Exchange (NYMEX)
The
price is based on global supply/demand fac-
tors. West Texas Intermediate (WTI) is the
benchmark price for crude oil produced in

price is set daily by an open auction.

growth over the
next year. U.S. GDP increased by 6.3% in
2023. Kansas Gross State Product (GSP)
increased by 6.4% in 2023. Both U.S.
GDP and Kansas GSP is projected to
grow by 4.7% in 2024.

Ongoing concerns about global
economic conditions and geopolitical
conflicts increase uncertainty in oil mar-
kets.
expected to be lower than global oil de-

In 2024, global oil production is

mand putting upward pressure on oil
prices. EIA projects Kansas crude oil
prices to average about $78/bbl in 2024.

Conclusions

Tax analyses indicate that Kansas
taxes on oil and gas production are high
relative to other states examined, and are
especially high considering the characteris-
tics of the Kansas resource relative to most
other states evaluated. Kansas oil and gas
producers are taxed five times on each bar-
rel of oil or Mcf of natural gas produced
(severance tax, property tax on equipment,
property tax on reserves, state income tax,
and federal income tax). Kansas oil and gas
producers pay considerably higher taxes as
a percentage of revenue than most other
oil and natural gas producing states.

While the oil and gas severance
tax provides an important source of reve-
nue for the State of Kansas, the volatile
nature of markets makes it risky to depend
on the revenue from year to year.

The ad valorem tax structure has
several features which are detrimental to
the state’s oil and gas industry and hinders
economic growth in the State of Kansas. Ad
valorem taxes are levied based on ability to
produce rather than actual production,
resulting in very high taxes relative to reve-
nues for some wells. In addition, ad val-
orem taxes vary county by county based on
variations in local mill levies. The current
tax policy of levying ad valorem taxes on
reserves contradicts good engineering prac-
tices. Good engineering practices suggest
slow development of oil and gas reserves to
more thoroughly drain oil and gas reser-
voirs. Ad valorem tax policy encourages
producers to produce oil and gas reserves
as quickly as possible to avoid double-
taxation. Finally, ad valorem taxes encour-
age premature abandonment of oil and gas
wells by applying a minimum tax to non-
producing marginal wells, thus creating an
incentive to plug and abandon such wells.

Perhaps tax structure revisions are needed.
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Policy Recommendations

Kansas oil and gas produc-
ers need policies that enhance ac-
cess to capital to develop and main-

tain  produc-
EVERY NEW oI Ton-  These
small busi-

AND GAS nesses do not

PROJECT IS LIKE | have the sub-

A NEW SMALL Stantial addi-
tional re-

BUSINESS
sources  pos-
START-UP. sessed by
many  major
integrated and/or public traded

companies. Independent oil and gas
producers generate capital through
their production, not by tapping
equity markets or other corporate
measures.  Consequently, tax re-
forms that allow oil and gas produc-
ers to retain more of their revenues
to reinvest directly translates into
new resources and economic devel-
opment for Kansas. Historically,
independent oil and gas producers
reinvest more than 100% of their
cash flow into new projects. Every
new oil and gas project is like a new
small business start-up. Perhaps
restructuring severance and ad val-
orem tax structures would promote
more economic growth for Kansas

and more energy for our nation.

The Kansas oil and gas in-
dustry contributed nearly $190 mil-
lion to the State of Kansas in taxes
and fees in 2023, over $327 million
in 2022, and nearly $170 million in
2021. We are happy to contribute
our fair share but we are a highly
taxed industry. Perhaps restructur-

ing the current severance tax struc-
ture could preserve the absolute tax
dollars received by the State of Kan-
sas while providing the incentives
needed by oil and gas producers to
expand oil and gas development and
create significant economic growth
for Kansas. The current severance
tax structure as defined in K.S.A. 79-
4217 imposes an 8% tax rate on the
gross value of all oil and gas severed
K.S.A. 79-
4219 provides for a property tax
credit in the amount of 3.67% for ad
valorem taxes paid. Therefore, the

from the earth or water.

effective severance tax on oil and
gas severed from the earth or water
in Kansas is 4.33%.

Kansas oil production has
declined 8 of the last 10 years and
has fallen by more than 43% since
2014. For 2024, uncertainty in mac-
roeconomic conditions could signifi-
cantly affect energy markets.

Now is the time to consider
restructuring the severance and ad
valorem tax system to maintain ab-
solute tax dollars received by the
State while providing producers in-
centives to expand economic
growth. Perhaps amending K.S.A. 79
-4219 to increase the property tax
credit from 3.67% to 4.5% is in line.
A property tax credit of 4.5% would
make the effective severance tax
rate 3.5% and allow producers to
retain more of their revenues to
reinvest into projects that generate
economic growth for Kansas. Any
decrease in absolute tax revenues to
the State of Kansas would be miti-
economic

gated by increased

growth.

A different approach might
consider addressing the ad valorem
tax structure directly. Kansas is one
of the few states that assess ad val-
Other
states assess ad valorem taxes on

orem taxes on reserves.
equipment only. Empirical evidence
suggests assessing ad valorem taxes
on reserves causes outside oil and
gas investors to devalue Kansas
properties by 25%-30% greatly re-
ducing outside investment capital.

Perhaps Kansas could re-
structure ad valorem taxes to elimi-
nate the double-taxation of re-
serves. By assessing ad valorem tax-
es on equipment only, reserves
would be taxed only once through
the severance tax structure. A small
increase in the severance tax rate
from the effective 4.33% could make
up the difference between total tax-
es collected under the current ad
valorem tax system of assessing
equipment and reserves and the
proposed ad valorem system of as-
sessing only equipment. By elimi-
nating ad valorem taxes on reserves,
counties and companies will be able
to greatly

costs. The severance tax receipts to

reduce administrative

the State’s general revenue fund
could then be allocated as seen fit
back to the counties. Such a design
would eliminate the need for coun-
ties to perform oil and gas property
appraisals and greatly reduce com-
plaints, all of which saves the State,
counties, and companies time, mon-
ey, and resources.
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Small independent oil and
gas producers account for 92% of
the oil and 63% of the natural gas
produced in Kansas. Nationally,
small independent producers drill
95% of domestic wells. Nationally,
small independent producers’ em-
ployees paid $30.7 billion in income
taxes (federal and state), sales tax,
and excise tax last year. The entire
direct/indirect/induced economics
of small independent producers gen-
erated $131 billion of federal and
state taxes last year, a figure that
will increase to $189 billion by 2025.
Every S1 million of capital expendi-
tures (capex) for independents re-
sult in $1.1 million of total taxes gen-
erated along with the creation of 39
total jobs. Every $1 million of capex
for independents result in $2.4 mil-
lion of direct and $5.1 million of
overall contribution to GDP.

The average Kansas oil well
produces 2 barrels of oil per day and
the average Kansas natural gas well
produces 23 Mcf of natural gas per
day. Marginal wells account for
nearly 80% of the total wells in the
U.S. and are responsible for about
20% of total oil and gas production
domestically. Every S1 million gen-
erated by marginal well production
generates $2 million in economic
activity elsewhere in the economy.

Studies show that the im-
pact of losing marginal well produc-
tion would cost the U.S. economy
$184.5 billion, 178,000 jobs, and
$115 billion in earned labor income
per year. The livelihood of the small
business sector of the oil and gas
industry and that of nearly 10 million
royalty owners nationwide is based
on marginal well production.

The
show

studies

U.S. Energy Consumption by Source
Energy Information Administration AEO 2023
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ports more than 11.3 million jobs
nationwide. In Kansas, the oil and
gas industry supports over 100,000
jobs and $3 billion in family income.

As the public debate focus-
es on how to move to a vibrant en-
ergy future, we must recognize that
oil and gas will continue to serve as
the principal component of our
economy for many years to come.
The Energy Information Administra-
tion (EIA) reports that oil and gas
supplied 69% of our nation’s energy
in 2023. By 2050, the U.S. Depart-
ment of Energy (DOE) estimates that
fossil fuels will supply 66% of U.S.
energy needs with oil and gas ac-
counting for roughly 50% of U.S.
energy needs.

By 2045, world energy de-
mand is projected to increase by 23%,
and 54% of that demand will be sup-
plied by oil and natural gas. Oil and
natural gas are expected to remain
the primary energy sources through
2045. Coal is expected to see global
market share shrink. Solar/wind are
expected to grow briskly in the coming
decades reaching nearly 12% of the
global energy mix by 2045. Most wind
and solar installations are not cost-
effective on the open market, necessi-
tating subsidies. As long as subsidies
exist, taxpayers have to support indus-
tries that are not economically viable
on their own. Funding underperform-
ing assets often comes at the cost of
starving productive assets.
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As the U.S.
grapple with high inflation, market

continues to

volatility, and economic pessimism,
American families continue to see

costs of im-
goods
and services rise.

portant

AMERICA LEADS

THE WORLD IN This
means a family
ENVIRONMENTAL
budget that
QUALITY
needs to account
for keeping the
lights on, the
family fed, keeping the family

healthy, and providing for their chil-
dren's future has only seen price re-
lief from lowered energy costs while
critical needs in other areas have
risen dramatically. We understand
the need to provide reliable, afforda-
ble energy to

consumers to

14%
emissions increased nearly 24%.

while global energy-related

Additionally, according to
EPA, American oil and natural gas
producers have reduced methane
emissions (1990-2017) by 14% while
increasing natural gas production by
51% and oil production 80% over
that same time frame.

The
mation Administration

latest Energy Infor-
(EIA) data
(2021) show natural gas is responsi-
ble for 2.8 billion metric tons of CO,
since 2005.
That represents 61% of overall pow-

emission reductions
er sector reductions during that time
frame and 57% more than reduc-
tions attributable to renewable en-

ergy sources. America is a world

leader in clean air and water.

e Assuring a predictable and cost
effective regulatory system that
recognizes the diversity of oil
and natural gas production, in-
cluding large versus small wells
and large versus small business-
es.

e Recognize in energy and eco-

nomic policy that oil and natural
energy
sources for the foreseeable fu-

gas will be essential
ture, that American oil and natu-
ral gas production is more envi-
ronmentally sound than most
foreign sources, that reliance of
foreign sources of energy will
undermine the American econo-
my and any agenda to improve
its environment, and that oil and
natural gas provide a more real-

istic option than overre-

liance on perceived

Eliminating fossil fuels won't put a dent in climate change.

ensure economic
stability. We
have also heard
the concerns of
Americans relat-
ed to ensuring
we protect the
environment and
mitigate environ-
mental impact as
2) Lifewowereo
we produce en-

ergy in the U.S.

Emissions - Over the last 50 years,
the six major pollutants regulated by
the EPA have fallen 77% while the
U.S. economy grew 285% and its
population grew by 60%.

From 2005 to 2019, total
U.S. energy-related CO, emissions fell

2020

Global temperatures would decrease less than two-tenths
of a degree by 2100.

0.139°

temperature difference
under the Green New Deal

>~
rd

2100

When looking at environ-
mental policies needed going for-
ward, we highlight the following:

e Assuring adequate access to
capital by having sound tax and
banking practices rather than
using tax and financial policies
to cripple American oil and nat-
ural gas production

clean energy sources.

e Technology within
industry often moves
faster than the regulato-
ry systems within gov-
ernment. Providing reg-
with
tools to allow for more

ulatory agencies

rapid deployment of
new technologies which
are more accurate and
is an

cost-effective important

policy change to consider.

State and federal policymak-
ers should advance a pro-American
energy agenda that embraces Ameri-
can energy independence so we
don’t beg untrustworthy foreign gov-
ernments for energy that we could
easily produce ourselves.
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The Kansas oil and gas in-
dustry is a $2.4 billion industry that
that supports more than 100,000
jobs, over $3 billion in family in-
come, and over $1.4 billion is state
and local taxes.

Over 1,330 permits to drill
oil/ gas wells were issued by the
Kansas Corporation Commission
(KCC) in 2023.

duced nearly 28 million barrels of oil

The industry pro-

and 143 billion cubic feet of natural
gasin 2023. Nearly 84% of the value
of the Kansas oil and gas industry
came from oil production and 16%
came from natural gas production.

The Kansas oil and gas in-
dustry directly employs an average
of 13,800 people paid $940 million
per year - an average salary of nearly
$60,000 per year. In areas where oil
and gas are found, the industry rep-
resents a quarter of the jobs in some
counties and 60%-70% of the prop-
erty tax. Add in every Kansas job
touched by the oil and gas industry,
and the number of employees swell
to over 100,000, payroll to $3 billion
and taxes to $1.4 billion.

Over
75 different Kansas Oil & Gas Industry Activity
Wells Permitted vs. Kansas Rig Count (2013-2023)
companies
could be in- 1200
volved in the| L 1000 ¢ -
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and develop-| @ 6% 2
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Kansas oil | = 200¢
0
well. - A 2022 0SSN eSS DN D DD
analysis indi- 3 o o o o o o T P o T P o
cated 100 Month
people are ===Drilling Permits Issues ===Kansas Rig Count
employed by

varying businesses in the drilling and
completion of one oil well in Ness
County, Kansas.

The Kansas oil and gas in-
dustry used 2023 as a recovery year.
Many Kansas producers refocused
capex high-grading and drilling only
the best prospects. Companies have
optimized operating cost structures
to achieve efficiency gains and be-
coming more specialized regarding
their core producing assets focusing
on the most resilient short-cycle
projects.

Labor market and service/
supply costs challenges continue to

plague
Kansas Oil & Gas Value produc-
2013 - 2023

ers.
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oil and gas industry. In addition, input
costs, inflation, and other factors have
significantly increased supply and service

costs.

Oil and gas activity in Kansas
during 2023 was robust. The industry
saw 33-49 drilling rigs running each

month.

As market conditions improved
in 2022 and 2023, oil and gas explora-
tion/production activity increased. As a
result, Kansas crude oil production stayed
flat in 2023 and natural gas production
declined by 9.2%.

For Kansas producers, improved
productivity and efficiency is less about
improved technology and more about
better application of existing technology.

The oil and gas industry has lived
through several downturns before, and
we know that patience, persistence, in-
sight, and innovation payoff. We move
forward together in 2024 to focus on
value reconstruction and prepare for
brighter days ahead.
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The challenges facing the oil and
gas industry have grown both in number

and complexity. KIOGA continues to lev-
erage our core competencies, namely in-
tellectual capital, volunteerism, and lead-

ership. These competencies set KIOGA

Kansas Independent 0il & Gas Association

apart from other oil and gas advocacy

VISIT US AT: groups and makes us the lead state and
WWW.KIOGA.ORG national advocate for the Kansas oil and
gas industry. Because of the efforts of

m S I e KIOGA members, voters and policymak-

Kanszs Independent i & Gas ssociation

ers in Kansas are learning that the oil and

Kansas Independent 0il & Gas Association

oin KIOGA

gas industry is working for them, the
economy, and the environment.

oday!

he leading advocate for Kansas independent oil

Kansas Independent Oil & Gas Association

al level, KIOGA works to create a  lenges facing the Kansas oil and

in 1937, the
Kansas Independent Oil & Gas
Association (KIOGA) is a non-

Founded

more stable and predictable po- Our non-partisan
litical

ment for our members. KIOGA is

gas industry.

and regulatory environ- approach provides a uniquely

profit member organization rep-
resenting oil and gas producers in
Kansas, as well as allied service/
supply companies. The purpose
of KIOGA is to serve as an advo-
cate to promote the exploration,
development, and production of
oil and natural gas in Kansas at all
local, state, and federal levels
through non-partisan, common-
sense solutions to challenges fac-
ing the oil and gas industry.

Through
gagement at the state and feder-

rigorous en-

committed to being a positive,
credible, and proactive voice for
industry, promoting respectful
dialogue and education to ad-
vance oil and gas interests at the

state and federal level.

KIOGA’s vision is simple -
to promote the development of
Kansas’s oil and natural gas re-
sources for the betterment of
society. We believe in seeking
common ground, through com-
mon sense solutions, to the chal-

powerful voice for our members
at the state and national level.

Today, KIOGA is nearly
3,000 members strong - making
KIOGA the lead state and nation-
al advocate for the Kansas oil and
gas industry. Please feel free to
contact KIOGA with any ques-
tions or comments at 800 SW
Jackson Street, Suite 1400, Tope-
ka, Kansas 66612, phone 785-232
-7772, or visit our website at
www.kioga.org.




