Oil and Gas -- A Window of Opportunity

HIGH FINANCIAL REWARDS, i.e., for example:
Exploration:  Better than 10 to 1 Return on Investment
Development Wells: Return of capital in less than 12 months 
Producing Wells: Greater than 20% Cash-on-cash
TAX BENEFITS 
Drilling is the very best tax advantaged investment (Newsweek). 
Congress gives tax breaks to individual investors that are not available to large companies.
100% tax deductible ... 65 to 80% can be written off in first year.
Up to 100% tax-free income.
 COMPETITION 
The big money has gone offshore and overseas, because there are too few easy-to-find big oil fields remaining onshore USA.
LEASES
The large oil companies are letting many on-shore leases expire.
DRILLING PROSPECT AVAILABILITY 
Large on-shore oil prospects have virtually disappeared,  The big companies are not interested in the small lucrative oil projects.
DEMAND / CONSUMPTION 
Petroleum demand has been doubling about every 10 years. (USA consumes over 25% of world’s petroleum).
U.S. oil stockpiles are at 27-year low (14 days of consumption).
China and India are tying up world oil reserves. 
OIL PRODUCTION TREND
USA oil output is at a 45 year low. 
Over two-thirds of domestic oil wells are classified as “Marginal” (Average production per well in the USA is 3 barrels per day.)
Imports are now over 70% (it was 30% before the oil embargo).
PRICE
Current price are low compared to 2009.   Projections are up. 
TECHNOLOGY 
New technology has improved recovery and reduced risk.
Some companies report 85% success on wildcat wells.
RISK
The average well in the U.S. is less risky than 10 years ago. 
Several projects have a probability of success better than 90%.
Prices could fall 50% and some projects would still be attractive.
ENVIRONMENT 
Many environmentalists endorse natural gas and biofuels.
GOVERNMENT 
Encourages domestic drilling with special tax breaks. 
Mandating natural gas and biofuels usage. 
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Tax Advantages of Oil and Gas Drilling

Congressional Incentives
Oil and natural gas from domestic reserves helps to make our country more energy self-sufficient by reducing dependence  on foreign imports.  Consequently, Congress has provided tax incentives to stimulate domestic natural gas and oil production financed by private sources.  Drilling projects offer many tax advantages, which greatly enhance the economics.  These incentives are not "tax loop holes" – they were placed in the tax code by congress to make oil and gas one of the best tax advantaged investments.

Intangible Drilling Cost Tax Deduction
The intangible expenditures of drilling (labor, chemicals, mud, grease, etc.) are usually about (65 % to 80%) of the cost of a well. These expenditures, called "Intangible Drilling Costs", are 100% deductible during the first year.  For example, a $100,000 investment would yield up to $80,000 in tax deductions during the first year of the venture. These deductions are available in the year the money was invested, even if the well does not start drilling until March 31 of the following year.  The cost of equipment “Tangible Drilling Cost” is also 100% tax deductible.  In the example above, the remaining tangible costs ($20,000) may be deducted as depreciation over a five-year period.  (See Section 263 of the Tax Code.)

Small Producers Tax Exemption
The Tax Code provides some special tax advantages for small companies and individuals.  This tax incentive, known as the "Percentage Depletion Allowance," is specifically intended to encourage participation in oil and gas drilling.  This tax benefit is not available to large oil companies and retail petroleum marketers.  The "Small Producers Exemption" allows 15% of the Gross Income (not Net Income) from an oil-and gas-producing property to be tax free.  It is possible for small investors to structure their investments so that 100% of their net income is tax-free.    (See Section 613A of the Tax Code.) 

Active vs. Passive Income
The Tax Act prohibits the offsetting of losses from Passive Activities (i.e., income from an apartment complex) against income from Active Activities (i.e., normal wages). The current Tax Code specifically states that a working interest in an oil and gas well is not a "Passive Activity”, therefore, drilling expenses can be directly offset against income from salaries, active stock trades, business income, etc.   (See Section 469©)(3) of the Tax Code).

Alternative Minimum Tax Exclusions
The Energy Policy Act gives Alternative Minimum Tax relief for independent oil and gas producers.

 The Energy Exchange does not give tax advice. 
Please consult with an experience oil and gas accountant.
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