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This report is a summary of the work of the seveeaiax credit study group which was
directed by HB-08-1084 to review the uses and berof the statutory tax credit.

Between 1980 and 1994 fifty-five agreements welsrstied for tax credits and forty
were approved, totaling $7.5 million. For a varief reasons there have been no formal
applications submitted since 1994.

The Severance Tax credit was originally enacteshttburage local governments and
mineral producers to embark on public improvemeatsy in the mineral project
development process. The statute provides thadtibations made by an energy/mineral
producer to finance local government infrastructtae be used to reduce future
severance tax liability of the taxpayer.

This report is the culmination of the work of thiady group and includes discussions
outlining the context and history of the creditrguectives from the energy industry and
local governments, deliberation of problems wité tlurrent statute, and
recommendations for its potential modernization.

After wide ranging dialogue, the parties generatiyee that because the existing impact
assistance grant and direct distribution prograave been significantly enhanced since
HB 08-1084 was initiatedhere isno need to change or modernize the statute to
increase its use.The use of the credit is possible but not probbklsause of the
problems identified in this report.

| would like to thank sincerely the participantsire severance tax study group and the
staff members at DOLA who contributed to this dffdihe contributors are listed in
Exhibit G.
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Introduction

House Bill 08-1084 directs the Departments of Ldd#irs (DOLA), Revenue, and Natural
Resources, along with the Energy Impact Assistéuabésory Committee, Colorado Municipal
League, Colorado Counties Inc., and other stakehng|do review the existing severance tax
credit statute and determine how to make betteofifee credit for major infrastructure needs of
communities impacted by the energy and mineralstrgiu The Bill further requires submission
of a final report to the Agriculture, Livestock,daNatural Resources Committee of the House of
Representatives and the Agriculture, Natural Ressuand Energy Committee of the Senate, or
any successor committees, no later than Januai308®, In order to thoroughly and accurately
examine the Severance Tax Credit, DOLA convenedélrierance tax credit study group.

The study group, comprised of government, industny other stakeholders, met six times from
June to December 2008 to receive and provide irdtom, and openly discuss perceived issues
related to the severance tax credit. DOLA fadsitethe meetings, which featured presentations
about the historical use of the credit, specifischfems encountered, and potential future uses of
the credit. Representatives from local governmerits previously utilized the tax credit tool
shared their experiences. The study group alsalpEaspectives from coal mining industry
representatives who reflected on the tax cred#&sin the 1980s. Oil and gas industry
stakeholders weighed in on current issues spdoifiicat industry.

Background

In 1980, the severance tax credit provision wasdrdatstatute along with a similar tax credit for
corporate income and property taxes. The sta@RS(39-29-107.5) provides for a credit against
severance tax liability for industry contributioioslocal government infrastructure costs.
Proposed credit contributions must be structureawritten agreement between the parties, and
the agreement must be approved by the executigetdirof the Department of Local Affairs.

The purpose of the severance tax credit statdtedacourage taxpayers (i.e., energy and mineral
developers) to make contributions to local govemmisi@rior to a mineral extraction project
development or expansion. The credit encourag&sagsumption by the mineral project
developers for some of the costs that local govermimincur in anticipation of a new or
expanding mineral development project. Importantig process of developing the credit
agreements enables local governments to build gratiips with mineral producers in the
planning and financing of needed public infrastuoet

The credit may be used in planning, design andtogeigon, or in expansion of public facilities.
Between 1980 and 1994, fifty-five credit agreemevise proposed to the Department of Local
Affairs. Of those fifty-five, forty were approvethtaling $7.5 million. Most of the forty credits
went toward infrastructure projects, (see Exhibit D

Current Tools Used to Address Impacts

DOLA Energy & Mineral Impact Assistance Program (Grants)

The purpose of the Energy and Mineral Impact Aaeist Program is to assist political
subdivisions that are socially and/or economicaiipacted by the development, processing, or
energy conversion of minerals and mineral fuelsnds come from the state severance tax on
energy and mineral production and from a portiothefstate's share of royalties paid to the



federal government for mining and drilling of miakr and mineral fuels on federally-owned
land. The program was created by the legislatud®i7.

To assist local governments with the public fagilind service improvements needed to
accommodate energy and mineral development, thegizaead Mineral Impact Assistance
Program provides technical assistance in finanaimdyplanning, grants and loans for local
government projects, direct distributions of fufimisgeneral local government operations and
review and approval of severance tax credit agre&gsne

Entities eligible to receive these technical aasist, grants, loans and credit agreements include
municipalities, counties, school districts, spediatricts and other political subdivisions andesta
agencies. The kinds of projects that are fundeldidie; but are not limited to, water and sewer
improvements, road improvements, construction/imgneents to recreation centers, senior
centers and other public facilities, public safetyidings and equipment and local government
planning.

The department is assisted by a twelve-member Eraard Mineral Impact Assistance Advisory
Committee, which meets three times each year tsidenapplications for grants and low-interest
loans. Seven members are appointed by the Goveriiour-year terms, while the remaining

five are state department executive directors @r ttesignees. Final funding decisions are made
by the executive director of DOLA.

To facilitate use of the grant program in the lam@ed more dynamic energy and mineral
development projects we have seen in recent yéersllocation of funds has been segmented
into three tiers with established evaluation cidtematch requirements and administrative
procedures to reflect the varied needs of locabgawents.

Tier | includes grant awards of up to $200,000e8enhgrant funds can be used for a variety of
public purposes including planning, engineering design studies, and capital projects requiring
a limited level of financial assistance.

Tier Il includes grant awards from $200,000 up 20080,000. This grant program is intended to
support a wide variety of community developmenfgxts to improve quality of life in
communities.

Finally, the Tier Ill category includes grant awafdom $2,000,000 to $10,000,000. This grant
program is intended to help political subdivisievith regional or multi-jurisdictional projects
intended to mitigate major impacts associated estbrgy/mineral industries (dependent upon
revenue availability). Tier Ill is expected to ingplemented summer of 2009. Tiers | and Il have
three grants cycles per year, while Tier Il has.on

Direct Distribution Program

In addition to the grants program, DOLA directlgtiibutes to eligible local governments
revenue derived from energy and mineral extractibmese revenues originate from State
Severance Tax receipts and Federal Mineral Leaséoous payments. DOLA receives fifty
percent of State Severance Tax funds, thirty pemiewhich go to Direct Distribution. Forty
percent of the state’s Federal Mineral Lease famdgorwarded to DOLA, fifty percent of which
go to Direct Distribution. A separate distributiohFederal Mineral Lease funds is reserved for
school districts. In total, 1.7 percent is manddte direct distribution to school districts.



Perspectives

Local Government Perspective

Ford Frick of the BBC consulting firm reprised g@mprehensive public facilities and services
needs study for Northwest Colorado titled the Nwest Colorado Socioeconomic Analysis and
Forecasts. The recently completed report was actetd in response to the surge in oil, gas,
shale, power plant and other energy developmeiptgroproposed and underway in that region.

Ongoing local government discussions throughoutiteetings of the study group focused on
large scale, risk, and multi-jurisdiction problethsy faced with public facilities and services
development required due to existing and propodsednal and energy projects.

A number of local government representatives nttatlimplementing the multi-jurisdictional

and regional planning and prioritization procedssiag discussed would be challenging when
multiple local governments and corporate partiesraquired to reach agreement about use of the
credit or other financing.

Local governments provided a number of presentatoomtheir specific experience with the tax
credit. For example, Delta County conducted adanglti-jurisdictional severance tax credit
process in the 1980’s with the coal mines that vbeiag developed in neighboring Gunnison
County. The planning coordination and prioritinatprocess developed at that time survives to
this day.

A number of counties noted that their needs faarfmal assistance are ongoing and do not fit the
“new and expanded” criteria specified in the crethttute. While their mineral activity appears

to have peaked, the need for ongoing public fgdiitprovements and repairs, such as roads and
bridges, continues. To address these large imficste costs, local governments have attempted
to pass mill levy ballot measures which have nenb&iccessful. The severance tax credit could
be very useful in these situations, by bringing llarge corporate partner to support and advocate
for the projects. The credit could also help ir\dhting some economic development project
costs in such jurisdictions with mature energy @ctg that do not have a diversified local
economy.

Another consideration is the perception that ush@fredit is not based on a competitive
process: each proposal credit agreement is coesiadaly on its own merits, rather than in
competition with other grant applications. Histatly, this has been considered a positive by
local governments.

A continual concern expressed by local governmisritsat if the use of the severance tax credit
were increased significantly, revenue to both theegance Direct Distribution and the Grant
Program would be negatively impacted. They exge$se view that these regularly
administered impact assistance programs provide stoategic use of funds to local
governments.



Industry Perspective

Representatives from the energy development ingoffiered comments from their perspective
as well. A major barrier to using the credit is fact that the market has changed. Today, a
majority of local impacts is generated by the oill@as industry. The tax credit statute does not
behoove itself to this currently predominant indyst

The severance tax credit statute was written im@when coal and metals mining reigned. The
structure of the statute worked well for the mingagporations by its design: single, large
operations whose long-term employees typicallydesiin those impacted communities.

Unlike the coal mining corporations, the oil and gievelopers find the credit agreement process
hard to implement. The complex mineral ownersiigh &xpayer structure, along with properties
and rights ownership transfers create complicatigkdded to that is the diffuse nature of well-
service employment ranging over hundreds of sqonless. These and other part and parcel
industry circumstances make it difficult to strueta proposal.

Both the mining and oil/gas industry representatistated that the use of the severance credit is
an opportunity to partner with local governmentsrdrastructure improvements that would
benefit both. Industry benefits are realized wbemmunities near industry operations improve
their facilities and services as a result of a svee tax credit project. Communities benefit
from local jobs creation and infrastructure impnmests.

One major concern stated by the industry is besgyhbt in the middle of a competition or
argument between local governments over projedifignchoices. In the past, industry waited
for a consensus between local governments beftirggand making a financial investment
through the use of the tax credit.

Industry representatives stated that the infragiragrojects needed in the oil and gas
development areas are substantial, and often joukdictional. As such, the credit option

should be structured to meet these larger strategids. Further, the industry believes severance
tax credit agreements should be structured fooregiprojects, planning and priorities rather

than the local, one-on-one arrangements shown st prr credit projects.

The original intent of the credit was to split firdal risk between local governments and
industry. However, industry representatives ini¢hat they do not want additional risk beyond
that already put forth with energy developmentdustry wants assurance that the credit will be
used against their severance tax liability.

Finally, some industry representatives noted thagrgthe increasing size of impact grants, the
need for the severance tax credit has waned. Themperceived difference between the credit
and impact grants.



Problems with the Current Statute (C.R.S. 39-29-10%)

A number of components in the existing statuteusdear or obsolete. To encourage use of this
statute for local government facility costs, thibofiwing language needs to be clarified and
simplified:

1. Clarify confusing language on timirajnd amounts of new and increased production
prevents use of the credit.

2. Remove confusing and conflicting language in rafeegto units of local government.

3. Add the Department of Revenue as a formal partiigaeview of a contribution
agreement.

4. Make specific provision for verification of conttbon amounts and values after the fact.
5. Remove the extra definition of mineral productibattis confusing and unnecessary.
6. Reorganize the description of contribution-for-étedjreements into a single section.

7. Define the taxpayer party to a credit agreemeatnmanner which facilitates use of the
credit statute by the oil and gas industry.

8. Remove the risk to the Department of Natural Resmifrom the exercise of the tax
credit.

Recommendation and Conclusion

The study group’s initial analysis favored clarnifgilanguage and otherwise modernizing the
statute in order to encourage its use by the dilgas industry (see Exhibit A). However,
acknowledging the significant enhancement of thstiexy grant and direct distribution tools led
the group to conclude that therenisz need to modernize and change the statutéther notable
considerations include the concern of a decreadiént distribution and grants in the event the
credit was more utilized. Impacted jurisdictiohsther, would face stiffer competition for
grants. The study group concluded that the prapdse Il grant program will benefit the
mineral, oil and gas industry as well as local gowgents in a much simpler way. The current
proposal to use the Tier Il grant program seemeerflexible and does not requires a statutory
change. Finally, the Tier Ill grant program ug&za major strength of the tax credit by
incorporating the tax credit strategy of requiringlti-jurisdictional collaboration and solution
prioritization.




Exhibit A

Severance Tax credit Statute Modernization



Proposed Severance Tax credit Statute ModernizatioBill

Purpose of the Statute

The purpose of the severance tax credit statuteaacourage taxpayers to make contributions to
local governments prior to a mineral extractionj@cbdevelopment or expansion. It encourages
risk assumption by the mineral project developersbme of the costs that local governments
incur in anticipation of a new or expanding minetavelopment project. This is done by
allowing contributions to local government infrastiure projects to be claimed as a credit
against future severance tax liability.

The following pages discuss each proposed statotmagge.

PROPOSED STATUTORY CHANGE #1:
Specification of New and Increased Amounts and Timg —

» Clarifying confusing language on timing and amouwftaew and increased
production prevents use of the credit.

a. The language in the statute regarding the isgpoti the severance period and the portion of the
taxpayer’s total liability is unclear. For an op@a just beginning, it is understood that the
contribution must occur “prior to first severandesoch minerals”. The amount of the
contribution is currently one half of the total eeance liability from the new operation over 10
years.

b. With exploratory and evaluation production (“sence”) likely in the early phase of a project,
it is not clear anyone would qualify under thiswtard. The liability should be above some
baseline of severance tax liability against whioh ¢redit can be claimed.

c. The “increased severance” operation sectiohettatute, under which most credit proposals
would be made, only requires that the contributiomsnade “to assist in solving the impact
problems” caused by the expanded operation. Thetstdoes not specify a timer for the
contribution relative to the increased production.

d. In addition, the statute defines “increased potion” as that “for which increased severance
occurs subsequent to June 30, 1980”. This wouldrgaist about every producer in the state.

e. The action being measured for “new” and “inceeldss described as “severance”. This is
taken to mean physical extraction of severancebtaxainerals. It is sometimes confused with
sale of such minerals, or a change in value ofyxtidn severance tax base due to product price
increases, or changes in net severance tax liabiifferentiating the many factors that can lead
to an increase in severance tax liability, pardyl between price changes, production quantity
or quality changes is not easily done.

Solution:

1. Combine the two current definitions, “new opier®’ and “expanded operation”, into one
where the base period is defined as the averageas®we tax net payments of the taxpayer in the
five corporate tax years prior to the date of thpraved contribution agreement.

10



2. The 10-year estimation period and severanbditiaagainst which the credit can be claimed
should start with the tax year following the dat¢he application for credit. The taxpayer’s
estimate of their expanded severance tax lialslityuld also become a formal part of the credit
agreement for review by the Department of Locabkff and the Department of Revenue. This
estimate would not impact the eventual right toneleredit by the taxpayer.

Pro/Cons:

With oil and gas development operations, the baoalifluid nature of the development is very
difficult to specify as an operation under the eatrstatute and inhibits, if not prohibits, use of
the credit by this large industry.

This decoupling of the taxpayer credit from a speanineral extraction operation bothered
many of the stakeholders because of the possilfigythe credit contribution in one community
would reduce the severance payments of the taxfraygedifferent region.

PROPOSED STATUTORY CHANGE #2:
Provide a more Specific Definition of the Local Gogrnment Partner authorized to enter
into a credit Agreement

* Conflicting language on the unit of local governingmecification is confusing.

1. The “unit of local government” phrase is pairmedny times in the statute with “or local units
of government locally impacted”. This later phrasepecifically defined in statute as “units of
local government in the geographic area whereieesmployees of the operation . . .
determined on the basis of residence as reportadciordance with section 39-29-110(21)(d)”".

This restriction was plainly intended to confinegdutions to an area on the basis of data rather
than supporter’s assertions or agency discrefidre use of the statutory employee residence
reports is somewhat illogical, since the contribaittredit agreement must be made prior to
severance by an operation. Therefore there wilbeany employee residents to qualify a
geographical area under the definition.

2. The statute specifies that “each contributioallde based on an agreement between or on
behalf of the taxpayer and a unit of local governtr@ local unit of government locally
impacted.” The phrase “on behalf of” may onlyplyo the taxpayer, indicating that a
contribution could be made by an agreement sigrigdarthird party not the taxpayer. It could
also apply to the “local government” indicatingttbae local government can enter into a credit
agreement for other local governments.

While the opportunity for multiple taxpayer androultiple local government agreements
appears beneficial in theory, the practicalitieswth a contract are more than can be specified in
this statute. Multi-party severance tax creditgpams can be orchestrated as a package of two
party credit agreements. This was done in DeltanGoin the 1980’s.

This attempt to tie the local government to therapens through statutory definitions and data
requirements misses the fundamental point of ingpaittey arespeculative, dynamic and

subjective. It also misses the critical point of the statd &écal government response to impacts:
cooperative public facility andservice development. The review of the proposed credit agreement
by the Department of Local Affairs and the Enengypéct Assistance Advisory Committee is the
place to put the decision as to which local govesmis are being impacted and which would best
serve to mitigate the impacts.
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Solution:
» The restrictive definition of impacted local goverents on the basis of the employee
residence reports should be repealed.
* The term “on behalf of” should be deleted.

Pro/Cons:
This simplifies the statute which makes it moreeasible and attractive to industry.

The proposed solution would prohibit multi-juristion tax credit agreements, which have been
discussed as part of an effort to get very larfragtructure projects funded.

PROPOSED STATORY CHANGE #3:
Make the Department of Revenue a Formal Party to Raew

* The Department of Revenue is currently not a forpaaty to the review of a
contribution agreement, and should be.

The contribution agreement contains a number afgsi®f information that the Department of
Revenue will need in the evaluation and approval ofedit claim by a severance tax payer.

Solution:

The Department of Revenue should be encouragearticipate in the development phase of
these credit agreements and also mafdenaal party to the advisory reviealong with the
Energy Impact Assistance Advisory Committee.

Pro/Cons:
There was unanimous agreement that this is a gead |

The Department of Revenue indicated that they woaketl to review the possible staff cost fiscal
impact of this new responsibility.

PROPOSED STATUTORY CHANGE #4:
Post contribution evaluation and verification

* No provision is made for verification of contriboiti amounts and values after the
fact.

There is no provision in statute for evaluation aadfication of the contributions specified in the
approved credit contribution agreement.

Solution:
This should be added as a requirement for taxpayetocal government record keeping and an
invitation to audit by the Department of Revenue.

Pro/Cons:

There was unanimous agreement that this is a glead The Department of Revenue indicated
that they would need to review the possible sta$t éiscal impact of this new responsibility.
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PROPOSED STATUTORY CHANGE #5:
Added definition of minerals confusing and redundanwith specification of taxable
minerals at the beginning of the statute.

» Extra definition of mineral production is not nesasy

Discussion

“(4) For the purposes of this section, mineralsnoreral fuels shall include, but not be limited to,
oil shale, crude oil, natural gas, and oil and"galis section is redundant, confusing and
unnecessary for implementation of this statutee ddre definition is severance tax liability,
which is contained in the body of the severancestatutes.

Solution: Repeal this section of the statute.

Pro/Cons:
There was unanimous agreement that this is a glezd |

PROPOSED STATUTORY CHANGE #6:
Clarify the components of the contribution agreemen

» Description of contribution-for credit agreemergtglisorganized in statute which
seems to increase confusion and lack of use datheredit.

Discussion

The various components of the contribution agreéntka parties, the amounts, the amount
limits, the required stipulations, are spread thimut the statute. These should be better
organized into a list so that the parties can barabn the required elements of an agreement.

Solution
Break up long statutory sections with contributitafinitions, add-ons and limits into a sub
section list. Relocate some components to this lis

Pro/Cons:
There was unanimous agreement that this is a glead |

PROPOSED STATUTORY CHANGE #7:
Definition of Operation

» Lack of sufficient clarity on (who in the oil an@g industry) can claim the credit makes
it difficult to use.

1. The credit allowed in statute is issued agaaserance taxes imposed on an “operation” with
new or increased production. This definition isdigo set the timing of events and to set a
baseline for increased severance liabilities agaih&h the credit can be claimed. However, the
process for claiming a tax credit is not clearl§imkd, making it difficult for operators to

navigate their way in proceeding to use the credit.

2. Severance taxes are imposed on “taxpayers’mdyphave many “operations”. Therefore,

this credit statute implies that a separate caiicuiaf the operation severance tax liability is
required by the taxpayer, and verified by the Dapant of Revenue. With oil and gas, the
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aggregation of a range of severance tax deductiodsredits over multiple “operations” may
make such a distinction quite difficult.

3. The credit statute calls for the taxpayer tditpate” the total new or increased severance
liability in the “first ten years of severance fr@n . . . operation” in order to set the maximum
amount of credits allowed. But, C.R.S. 39-29-108¢€8juires the Department of Revenue to
divert all of the taxpayer’s future severance tayments to the trust fund until the 50% of
payments that were denied to the trust fund bykhiening of the credit have been made up.
This refunding provision contains no separatiothefseverance tax payments by “operation”,
implying that all the taxpayers’ severance liailg in play.

4. The end of the statute mentions that “a taxpslyall be entitled to credit against its severance
liability in an amount equal to the total of allntobutions made and certified as eligible for
credit”. This provision also does not contain te@straint “from or for an operation”.

Conclusion: All of this leaves the Department of Revenue #edtaxpayer with some ambiguity
as to the amounts that can be claimed as credith@ndabilities against which they can be
claimed. Severance liability information is regattin aggregate by taxpayers, many of which
cover multiple counties and “operations”. The drethtute implicitly requires that a new
calculation be made of severance liability for $eparate “operation” for which the contribution
was made and the credit agreement was established.

Solution:

To encourage the taxpayers to make contributionggky projects, make the entity for which

the severance is being calculated the whole taxpayedits created from one operatsirould

be allowed against increased severance tax liabilithe taxpayer from any operation that incurs
severance tax liability. The “new or expandedrapion” would still be specified in the
contribution credit agreement for use by the Depant of Local Affairs in evaluation of the
appropriateness of the proposed credit, and ieshimates by the taxpayer of the 10 years of
severance liability. But this definition of “o@ion” would have no effect on the actual credit
claimed. The objective is simplicity and convemieffor the taxpayer.

Pro/Cons:

With oil and gas development operations the braatiflaid nature of the development makes it
very difficult to specify the specific severancabiility attributable to an operation. Therefores t
current statute and inhibits, if not prohibits, w$¢he credit by this large industry.

This decoupling of the taxpayer credit from a sfieanineral extraction operation bothered
many of the stakeholders because of the possilfigythe credit contribution in one community
would reduce the severance payments of the taxpaygedifferent region, and that the ability to
use the credit for any liability removed most df tiisk to the taxpayer.

PROPOSED STATUTORY CHANGE #8:
Restrict use of the credit to the portion distribuied to the Local Government Severance tax
Fund.

» Exercise of the tax credit puts the Department atiukbl Resources at some risk.
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Discussion

1. Under the current statute the claim of a crieglia severance taxpayer reduces the revenue
received by both the Local Fund side and the TFuad side of the severance tax distribution.

2. Following use of the credit, that taxpayer'gtier severance tax payments are diverted to the
Trust fund to make up for the losses to the Trustd=so that, in the end, the Local Fund bears

the full reduction from the use of the credit. §process requires an extra accounting process for
the Department of Revenue and a potential riskedlrust Fund that the future severance tax
payments might not cover the prior losses.

Solution:

Allow the exercise of the credit only against thecal Fund share of severance tax revenues.
This has the effect of limiting the exercise of tnedit to half of the net severance tax liabitify
the taxpayer in any payment made to the DepartofeRevenue.

* Increase clarity for industry calculation
* Remove the risk to DNR
» Adapt to any change in local share of severance tax

In its distributions to the state fund, the Depaminof Revenue would reduce the share to the
Local Government Severance Tax Fund by the amduheccredit claimed, and leave the Trust
Fund share whole. Repeal the refunding provisioso-29-108(3).

Pro/Cons:
This would reduce the available pace of creditnctaby a taxpayer which could be considered an
increase in effective taxation.

This proposal would simplify the financial calcudats involved in the credit and leave hold-
harmless the state share of severance tax revenues.
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Exhibit B:
Combined Statute Edits As Proposed Bill
Language
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Edit #2

Edit #1

COMBINED STATUTE EDITS AS PROPOSED BILL LANGUAGE

39-29- 102(4 5) REPEALED—De#nmens—EeeaLemet—gevemmerMeeauy—rmpaeted

(2)(b) There shall be allowed, as a credit agangfTHAT PORTION
SEVERANCE TAX INCOME FROM taxes imposed by this article on the severance of
minerals or mineral fueleND DISTRIBUTED TO THE LOCAL GOVERNMENT

SEVERANCE TAX FUND BY 39 29 108(2) C.R. Strem—er—feran—eperatren—\ﬁchreh-haean

an amount equal to the value of approved contrnhstby the taxpayer made to assrst in

solving the impact problems of units of local govaenterlecal-units-ef goverament
leeally impacted byAN increase irproduction-of-an-operatioMINERAL SEVERANCE.
Hfe) Fhereshallbe-allowedSUCH CONTRIBUTIONS SHALL BE MADE pursuant
to an agreement between the taxpayer and the uoitad government specified in
SUBPARAGRAPH (A) subparagraph (bf paragraph (a) of subsectrGZBI of this
section.as-a ey

mineral fuels,

(1)(c) There shall be allowed, pursuant to an@gent between or on behalf of the
taxpayer and the unit of local government specifreslibparagraph (1) of paragraph (a) of
subsection (2) of this section as a credit agangTHAT PORTION DISTRIBUTED TO
THE LOCAL GOVERNMENT SEVERANCE TAX FUND BY 39-29-10 8(2) C.R.S. OF
taxes imposed by this article on the severanceiénals or mineral fuels, in addition to any
amounts determined under paragraphs (a) and th)sofubsection (1) and subsection (2) of this
section, an amount equal to three-fourths of omegme per month times the amount of approved
contributions by a taxpayer for each month thatapgroved contribution precedes the month in
which said approved contribution is credited agaansxpayer's yearly severance tax liability.
Any amounts of approved contributions credited agjaa taxpayer's yearly severance tax liability
shall be applied to reduce the amount, if any ppiraved contributions not previously credited,
and the additional percentage provided in thisgrazh (c) shall apply solely to said reduced
amount of approved contributions.

(2)(a) Approved contributions, for the purpose wéls credits, shall include the
contribution of property or payment of money totsmf local government or local units
of government locally impacted, for use in plannimgluding financial, architectural,
and engineering services, construction, or expangigublic facilities, including but not
limited to county or municipal roads, schools, eation facilities, water facilities,
sewage facilities, police and fire protection feigs, and hospitals, which are deemed to
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be necessitated by the initiation of a new opemnabioincrease in production of an
existing operation.

[Relocated paragraph (1)(c)] (2)(a)(DIn addition, subject to the agreement
reached pursuant to paragraph (c) of subsectioof thjs section, approved
contributions may also include any loss sustainerebson of the sale of any bonds by
the taxpayer who purchased such bonds, the prooéedsch bonds are used in the
planning, construction, or expansion of any sudblipdacilities by a unit of local
government or local unit of government locally irofeal, and any loss by reason of the
default on loans made by a taxpayer or satisfactf@anguaranty obligation of the
taxpayer arising out of the issuance of such bontisther or not such bonds are
purchased by the taxpayer. Such losses shall bexaggpcontributions as of the date of
the making of a loan, the date of issuance of tralb, or the date of entering into the
guaranty obligation; except that, for purposesefdadditional credit allowed pursuant to
paragraph (c) of subsection (1) of this sectioa,dhte of the approved contribution shall
be the date of default on any such loan, the dditese on any such bond, or the date of
satisfaction of any such guaranty obligation.

[New paragraph break] (2)(a)(ll) There shall be allowed, pursuant to an
agreement between the taxpayer and the unit of ¢mseernment specified in
subparagraph (I) of paragraph (a) of subsectionf(#)is section as a credit against
THAT PORTION DISTRIBUTED TO THE LOCAL GOVERNMENT
SEVERANCE TAX FUND BY 39-29-108(2) C.R.S. ORaxes imposed by this article
on the severance of minerals or mineral fuelsdufiteon, subject to the agreement
reached pursuant to paragraph (c) of subsectioof {hjs section, approved
contributions may also include any loss sustainecebson of the sale of any bonds by
the taxpayer who purchased such bonds, the proo¢edsch bonds are used in the
planning, construction, or expansion of any sudblipdacilities by a unit of local
government or local unit of government locally irofgadl, and any loss by reason of the
default on loans made by a taxpayer or satisfacti@nguaranty obligation of the
taxpayer arising out of the issuance of such bontisther or not such bonds are
purchased by the taxpayer. Such losses shall beagpcontributions as of the date of
the making of a loan, the date of issuance of tralb, or the date of entering into the
guaranty obligation; except that, for purposesefadditional credit allowed pursuant to
paragraph (c) of subsection (1) of this sectioa,dhate of the approved contribution shall
be the date of default on any such loan, the dditese on any such bond, or the date of
satisfaction of any such guaranty obligation.

[NEW paragraph break](2)(a)(lll) In no event shall the total amount of approved
contributions by a taxpayer exceed-fifty-percenthefiNCREASED PORTION OF
SEVERANCE TAX INCOME DISTRIBUTED TO THE LOCAL GOVER NMENT
SEVERANCE TAX FUND OF severance-taxtiabiitF ROM TAXABLE MINERAL
SEVERANCE ABOVE THE AVERAGE SEVERANCE TAX LIABILITY IN THE PRIOR
FIVE YEARS which the taxpayer anticipates will be incurredioly the-firstten years of

severanchOLLOWING SUCH CONTRIBUTIONS #em—aq-new—eperanen—er—ﬁ#y—pereenfeof
: 3 A g the

pursuant to paragraph (c) of subsectron (1) ofghidion.
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Edit #3

Edit #5

Edit #4

[NEW paragraph break] (3)(a)(l) In order for an approved contribution to
qualify for credit, the following requirements shiaé fulfilled:

[New paragraph numbering] (3)(a)(I1)(A) Each contribution shall be based on
an agreement between-er-on-behalfhaf taxpayer and a unit of local government or
local unit of government locally impacted, specityithe need for such contribution and
its nature, value or amount, and purpAdD A STATEMENT OF THE
TAXPAYERS ESTIMATE REQUIRED BY SECTION (2)(a)(Ill) ;

(3)(a)(1(B) Each contribution must be acted upon for credit, #mapproved, a
certificate of eligibility issued, within ninety ga after joint submission by the taxpayer
and the unit of local government, or local unigovernment locally impacted, by the
executive director of the department of local affaipon the recommendation of the
energy impact assistance advisory committee crdpteegction 34-63-102 (5) (b),
C.R.S.,AND THE EXECUTIVE DIRECTOR OF THE DEPARTMENT OF
REVENUE, and failure to act upon the eligibility withinidaninety days shall be
deemed as approval and certification of the coatidin; and

(3)(@)(IN(C) Certification of eligibility for credit of a contsution of a specified
value or amount must be transmitted by the exeeuwirector of the department of local
affairs to the executive director of the departnaevenue, the unit of local
government or local unit of government locally imfeal, and the taxpayer.

[RENUMBER section (3)]£3)(4) A taxpayer shall be entitled to credit against its
severance tax liability in an amount equal to titaltof all contributions made and
certified as eligible for credit plus the amourdfcalated pursuant to paragraph (c) of
subsection (1) of this section. The taxpayer maintkuch credit by submitting with the
annual declarations and returns required by se@%29-112 the certifications of
eligibility for such credit or evidence regardingesned certification, and in the case of
losses sustained by reason of the sale of any lmndbased by the taxpayer, by reason
of satisfaction of a guaranty obligation of thegayer arising out of the issuance of
bonds, or by reason of loans made by the taxpayatence of such losses. The amount
of credit available in any one taxable year, instgdcarry-overs, shall not exceed the
taxpayer's severance tax liability in such yeary Arcess shall be carried over and shall
be available as a credit in the next succeedinggegears subject to the same annual
limitation.

39-29-107.5(4) REPEALED

[INEW Section] 39-29-107.5(5) UPON SUBMISSI® OF A CLAIM FOR CREDIT
AGAINST SEVERANCE TAX LIABILITY BY A TAXPAYER THE
DEPARTMENT OF REVENUE WILL:

(a) EVALUATE THE HISTORY OF SEVERANCE TAX PAYMENTS BY
THE TAXPAYER AND DETERMINE THE ACTUAL PORTION OF TH E NET
SEVERANCE TAX LAIBILITY THAT IS AN INCREASE OVER TH E BASIS AS
DEFINED IN THE TAXPAYER'S ESTIMATES MADE UNDER SECT ION

()@,
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Edit #8

(b) CONFIR WITH THE LOCAL GOVERNMENT PARTY TO THE
CREDIT AGREEMENT TO VERIFY THAT THE CONTRIBUTIONS H AVE
BEEN PROPERLY CONDUCTED, AND,

(c) REPORT TO THE DEPARTMENT OF LOCAL AFFAIRS ON TH IS
EXERCISE OF A CREDIT IN A FASHION WHICH DOES NOT DI SCLOSE
CONFIDENTIAL TAXPAYER INFORMATION.

kkkkkkkkkkkkkkkkkhkkhkkkkkkkkk
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Exhibit C:
Severance Tax credit Overview Presentation -
July 15, 2008
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7/15/2008

Severance Tax Credit Overview

= The current Colorado severance tax
statute provides for the use of a credit
against severance tax liability.

= For use in planning, design and
construction, or expansion of public
facilities due to impacts of new or
expanded production.

"CRS 39-29-107.5

7/15/2008

Purpose of Severance Tax Credit

Provide risk sharing in "front-end finance."

Build a partnership between the mineral
producers and local governments.

Ensure use of funds supports intentions of the
statute.

Repayment to the Severance Tax Trust Fund
cash "borrowed" in the claim of approved
severance tax credits by the taxpayer.

22



History of the Colorado Severance
Tax Credit

= |n 1980, the tax credit tool established in statute.

= From 1980-1994, 55 tax credit financing
proposals submitted to DOLA.

= Forty of the tax credit requests approved, totaling
$7.5 million.

= Majority of tax credits were used for
infrastructure.

7/15/2008 4

Most of the Credit Contributions
Were for Infrastructure

Colorade Severance Tax Credits Approved

Sewer /_'u'k'a'ﬂﬁ'
Schools 14 e P
7% _‘\\ : | o

Bdrin
- 7%

Rnai=ANmains L
GRG0
a8 __ Cconler
E%

- . _Hosptzl
_ 7 ) 5%
PLblicSafaty " Farks&Rec
2% 9%
71512008 5
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History of Severance Tax Credit Agreements Sumbitted

[ PROJECT NAME DATE | APPLICANT Foprove [ TAXPAYER TVYPE

T Pionesrs Hosptal 1880 | Rio Blanco County 40,000 NA Hospital
2| Canon Ciy School 1880 | Fremont School District 3300.000 | Amoco Cyprus
3| Meeker Water Tank 1881 | Town of Mesker 3165000 Na Water
4 | MeekerFoad 1081 | Town of Mesker 50 NA RoadstDrsins
5| Meeker School Site 1081 | Mesker School Distnct 500,000 NA Schools
8 | Weld County Foad 1081 | Weld County 50 NA RoadsiDrains
7| Yampa Town Hall 1881 | Town of Yampa 50 NA Admin & Shop
8 | Meeker Recreation 1881 | Town of Mesker 50 NA ParksiRec
9 | RileBypass 1881 | Garfield County 50 Na RoadsiDrains
10 | Crawford Water Meters 1082 | Town of Crawford S47500 | ARCOWestElk Cosl Mine  Water
11 | Parachute Land 1082 | Town of Parachute $136,000 NA Admin & Shop
12 | Paonia High School Site 1082 | Delta School Dist. 50 S76450 NA Schools
13| Pionesrs Hospial Planning 1862 | Rio Blanco County $30,000 | Morthem Coal Mine Hospital
14| Paonia Town Hal 1882 | Town of Pacnia $157.000 | ARCOWestElk Coal Mine  Admin & Shop

£ | Craig Golf Course 1882 | Moffat Courtty 330,000 | ColoWyo Coal Mine Parks&Rec
16| Hotchkiss StreetsDranage 1962 | Town of Hotchkiss 572000 | ARCO WestElk Coal Mine  Roads&Drains
17 | Delta County Jail 1082 | Defta Courty 3155000 | ARCOWestElk Coal Mine  FublicSaisty
12 | Rout County Road #33 1083 | Foust County 3956000 | Twentyhile Coal Mine RoadstDrsins
19 | Mofiat Courty Goff Course 1083 | Mofiat County $30,000 | Emgire Coal Mine ParksERec
20| Loudy-Simpson Park 1883 | Moffat Courty $58000 | Emgire Coal Mine Parks&Rec
21 | CraigMofat Co. Library 10683 | Moffat County 530,000 | Enmgire Coal Mine Admin & Shop
22 Delta Schoal District 1884 | Defta School Dist. 50 380,190 | ARCOWestElk Goal Mine  Schools
23 | Crawford Town Shop 1984 | Town of Crawford 532080 | ARCO West Elk Coal Mine  Admin & Shop
24| Hotchicss Water 1083 | Town of Hotchiiss F158.040 | ARCOWestElk Coal Mine  Water
25 | Paonia Infrasiructurs 1084 | Town of Paonia $106700 | ARCOWestElk Coal Mine  Admin & Shop
26 Somerset Sewsr 1884 | Gunnison County S05000 | ARCOWestElk Coal Mine  Sewer
27 | Craig Recreation Faclities 1885 | City of Craig $180,000 | Empire Coal Mine Parks&Rec
28| Craig Recreation Facites 1885 | City of Craig 3250.000 | ColoWyo Coal Mine Parks&Rec
20 | Yampa Valley Golf Course 1085 | Moffat County 364,330 | Empire Coal Mine FarksiRec
30 | Craig Hospeal Imps 1985 | Moftat County $9,500 | ColoWyo Coal Mine Hospital
31| MeekerMamtenance Shop 1085 | Town of Mesker S75.000 | ColoWyo Coal Mine Admin & Shop
32 | Rout County Road #33 1885 | FRoutt County 3734222 | Twentyhile Coal Mine RoadsiDrains
32| Craig Drainage 1885 | City of Craig $350.000 | ColoWyo Coal Mine RoadsiDrains
34 | Meeker Water 1885 | Town of Mesker $180.000 | CoioWyo Coal Mine Water
35| Meeker Hosptal 1885 | Fio Blanco County 330000 | ColoWyo Coal Mine Admin & Shop
36 | Meeker Town Park 1085 | East Rio Blanco Rec Dist 50 NA FarksiRec
37 | Moffat CoHospital Equip 1085 | Moffat Courtty 50 NA Hospital
32 | Meeker Drainage 1085 | Town of Mesker $380,000 | ColoWyo Coal Mine RoadsiDrains
30| Craig Dmainage 1087 | City of Craig 50 NA RoadsiDrains
40 | Craig Drainage 1867 | City of Craig $250,000 | ColoWWyo Coal Mine RoadsiDrains
41 | Moffat Memcrial Hospital 1067 | Moftat County 50 NA Hospital
42 | Yampa Valley Gof Cowrse 1067 | Moftat County 50 NA FarisiRec
43| Craig Reservor 1087 | City of Craig 3215500 NA Water
44| Meeker Industrial Park 1087 | Town of Mecker $350,000 | ColoWWyo Coal Mine EnonDev
5| Charfuels Study 1088 | Moffat Courty 525,000 | ColoWyo Coal Mine EnonDev
48 | Craig Resenvor 1088 | City of Craig $250.000 NA Water
47 | Rangely Water 1888 | Town of Rangely 50 NA Water
42 | Rio Blanco Pioneer Hosp. 1882 | Rio Blanco County 50 Na Hospital
48 | Moffat Hospital Tax 1082 | Moftat Courty 3300,000 | Emgire Coal Mine Hosgital
50 | Meeker Arport imps. 1082 | Fio Blanco County 3375000 | CoioWWyo Coal Mine Admin & Shop
51 | Craig Water Diversion 1800 | City of Craig 50 NA Water
52 | Moffat Hospital 1880 | Moffat Courty HA Hospital
52 | Yampa River Diversion 1800 | City of Craig $250,000 NA Water
54| Rangely Downtown Devel. 1880 | Town of Rangely 3250.000 Na Admin & Shop

7/15/2008 55 Craig Wastswater Lagoon 1884 City of Craig ColoWyo Coal Mine

Severance Tax Revenues in the 1980’s
Were Quite Different from Today

State Total Severance Tax Revenue
by Mineral Type in the 1980's
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Severance Tax Credit Process:
Four Categories

7/15/2008

Step 12: Repayment To the Trust Fund

A multi year calculation of the cash flow of severance tax
credit. The chart below shows a hypothetical $10 million
credit approved in fiscal year 2008.

Severance Tax Credit Sequence of Events

$15,000,000
$12,500,000
$10,000,000 -
$7,500,000 -
$5,000,000 -
$2,500,000 -
$0 |
-$2,500,000
-$5,000,000

FYOE  FYO7 FYD9 FY11  FY13  FY15  FY17  FY19
Fiscal Year

O Contribution Credit Outstanding g DoLA Deduction
B Trust Fund Deduction O Trust refund
m Inflator Credit Outstanding

7/15/2008
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DOLA Tax Credit Evaluation Policy

The focus of the review is on the five
items required in the agreement:

= \Who?
= Why?
What?
How Much?

When?

7/15/2008 10

Who Is Applying for the Tax Credit?

= |s the local government properly identified and authorized?

= |s the taxpayer's corporate identity defined properly to
confine use of the tax credit to severance tax liabilities from
the specified operations?

= Have other jurisdictions affected by the taxpayer's
operations been considered?

= Has the contribution been reviewed locally and prioritized
against pending impact grant applications from the area?

7/15/2008 1

26



Why is the Local Government
Requesting Approval of the Tax Credit?

= Have the jurisdiction and related local government
entities considered the full agenda of need due to
the taxpayer's operations?

» |s the type of community facility improvement
supported by the contribution a relative priority
over other types of heeded improvements?

7/15/2008 12

What Financing Agreement Has
Been Proposed?

» Has the taxpayer and local jurisdiction reached a
solid agreement on the specifics of the
contribution?

= Does the written agreement clearly define the
contribution to assure verification of the outcome
in future years when credit is claimed?

7/15/2008 13
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|
How Much Is the Requested Tax Credit?

= |s the potential dollar credit a deduction from
severance tax revenue an appropriate scale
relative to the need and purpose?

= What portion of the taxpayer's severance tax
payments does the credit absorb?

= After the credit agreement, is there sufficient
severance liability after the credit is claimed to
Ir:epady’?the lost revenue to the Severance Tax Trust
und”

7/15/2008 14

When Will the Project Tax Credit
Contribution Occur?

» |s the contribution contingent on other events and
actions?

» Are the parties clear about the agreement and that
the contribution will occur?

7/15/2008 15
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|
Severance Tax In the State Budget

= Budget Forecasting with Tax Credit

= [mpact of Tax Credit use on Direct
Distribution and Grant Program

= Severance Tax is not TABOR exempt

/15/2008 16
Step 12: Repayment To the Trust Fund

A multi year calculation of the cash flow of severance tax
credit. The chart below shows a hypothetical $10 million
credit approved in fiscal year 2008.

Severance Tax Credit Sequence of Events

$15,000,000
$12,500,000
$10,000,000
$7.500,000
$5.000.,000
$2,500,000
50
-$2,500,000
-$5,000,000

FY05 FYO7 FYD9 FY11 FY13 FY15 FY17 FY19
Fiscal Year

O Contribution Credit Qutstanding DoLA Deduction
O Trust Fund Deduction D Trust refund
B Inflator Credit Outstanding
7/15/2008 17
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TABOR Constraints

= Potential Impact of Tabor and Tax
Credit Changes - “Net revenue gain”

7/15/2008 18

DOLA Tier lll Grants Program

Large community projects funding option

= Multi-million dollar
= Multi-year

= Multi-jurisdictional

7/15/2008 20
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7/15/2008

Study Group Potential Options

Use “Tier 3” grants/loan program for the large local
government projects and continue the low emphasis on
the severance tax credit.

Use the existing statute without new legislation and
promote use of the severance credit through marketing
and policy.

Recommend modest statutory changes to modernize
the current statute.

Recommend major modification of the current statute.
Create a new severance tax credit statute.

Establish new finance options for large local
government projects.

21
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Exhibit D:
History of the Colorado Severance Tax credit

32



History of the Colorado Severance Tax Credit

Beginning in 1980, the impact assistance crediipron was put into statute. From 1980
to 1994, fifty-five credit agreements were propotethe Department of Local Affairs.
Of those fifty-five, forty were approved, totaligg.5 million. Most of the forty credits

went toward infrastructure projects.

Colorado Severance Tax Credits Approved

Sewer Water
17%

Schools
7%

Admin
17%

Roads&Drains

38%
EconDev

T 5%

Hospital
5%

PublicSafety Parks&Rec
2% 8%
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History of Severance Tax Credit Agreements Submitted

PROJECT NAME | DATE ] APPLICANT | Approve | TAXPAYER [ TYPE
1 Pioneers Hospital 1980 Rio Blanco County $40,000 NA Hospital
2 Canon City School 1980 Fremont School District $300,000 | Amoco Cyprus Schools
3 Meeker Water Tank 1981 Town of Meeker $165,000 NA Water
4 Meeker Road 1981 Town of Meeker $0 NA Roads&Drains
5 Meeker School Site 1981 Meeker School District $90,000 NA Schools
6 Weld County Road 1981 Weld County $0 NA Roads&Drains
7 Yampa Town Hall 1981 Town of Yampa $0 NA Admin & Shop
8 Meeker Recreation 1981 Town of Meeker $0 NA Parks&Rec
9 | Rifle Bypass 1981 Garfield County $0 NA Roads&Drains
10 | Crawford Water Meters 1982 Town of Crawford $47 520 | ARCO West Elk Coal Mine  Water
11 | Parachute Land 1982 Town of Parachute $136,000 NA Admin & Shop
12 | Paonia High School Site 1982 Delta School Dist. 50 $76,450 NA Schools
13 | Pianeers Hospital Planning 1982 Rio Blanco County $30,000 | Northern Coal Mine Hospital
14 | Paonia Town Hall 1983 Town of Paonia $157,000 | ARCO West Elk Coal Mine ~ Admin & Shop
15 | Craig Golf Course 1982 Moffat County $30,000 | ColoWyo Coal Mine Parks&Rec
16 | Hotchkiss Streets/Drainage 1982 Town of Hotchkiss $73,000 | ARCO West Elk Coal Mine  Roads&Drains
17 | Delta County Jail 1982 Delta County $155,000 | ARCO West Elk Coal Mine  PublicSafety
18 | Routt County Road #33 1983 Routt County $956,000 | TwentyMile Coal Mine Roads&Drains
19 | Moffat County Golf Course 1983 Moffat County $30,000 | Empire Coal Mine Parks&Rec
20 | Loudy-Simpson Park 1983 Moffat County $58,000 | Empire Coal Mine Parks&Rec
21 | Craig/Moffat Co. Library 1983 Moffat County $30,000 | Empire Coal Mine Admin & Shop
22 | Delta School District 1984 Delta School Dist. 50 $80,190 | ARCO West Elk Coal Mine  Schools
23 | Crawford Town Shop 1984 Town of Crawford $32,080 | ARCO West Elk Coal Mine ~ Admin & Shop
24 | Hotchkiss Water 1984 Town of Hotchkiss $158,940 | ARCO West Elk Coal Mine ~ Water
25 | Paonia Infrastructure 1984 Town of Paonia $196,790 | ARCO West Elk Coal Mine  Admin & Shop
26 | Somerset Sewer 1984 Gunnison County $95 000 | ARCO West Elk Coal Mine ~ Sewer
27 | Graig Recreation Facilities 1985 City of Craig $180,000 | Empire Goal Mine Parks&Rec
28 | Craig Recreation Facilities 1985 City of Craig $250,000 @ ColoWyo Coal Mine Parks&Rec
29 | Yampa Valley Golf Course 1985 Moffat County $64,330 | Empire Coal Mine Parks&Rec
30 | Craig Hospital Imps 1985 Moffat County $9,500 | ColoWyo Coal Mine Hospital
31 | Meeker Maintenance Shop 1985 Town of Meeker $75,000 | ColoWyo Coal Mine Admin & Shop
32 | Routt County Road #33 1985 Routt County $734 222 | TwentyMile Coal Mine Roadsé&Drains
33 | Craig Drainage 1986 City of Craig $350,000 | ColoWyo Coal Mine Roadsé&Drains
34 | Meeker Water 1986 Town of Meeker $190,000 = ColoWyo Coal Mine Water
35 | Meeker Hospital 1986 Rio Blanco County $30,000 | ColoWyo Coal Mine Admin & Shop
36 | Meeker Town Park 1986 East Rio Blanco Rec. Dist. $0 NA Parks&Rec
37 | Moffat Co Hospital Equip 1986 Moffat County $0 NA Hospital
38 | Meeker Drainage 1986 Town of Meeker $3B80,000 = ColoWyo Coal Mine Roads&Drains
39 | Craig Drainage 1987 City of Craig $0 NA Roads&Drains
40 | Craig Drainage 1987 City of Craig $250,000 | ColoWyo Coal Mine Roads&Drains
41 | Moffat Memorial Hospital 1987 Moffat County $0 NA Hospital
42 | Yampa Valley Golf Course 1987 Moffat County $0 NA Parks&Rec
43 | Craig Reservoir 1987 City of Craig $215,500 NA Water
44 | Meeker Industrial Park 1987 Town of Meeker $350,000 | ColoWyo Coal Mine EconDev
45 | Charfuels Study 1988 Moffat County $25,000 | ColoWyo Coal Mine EconDev
46 | Craig Reservoir 1988 City of Craig $250,000 NA Water
47 | Rangely Water 1988 Town of Rangely 50 NA Water
48 | Rio Blanco Pioneer Hosp. 1989 Rio Blanco County 50 NA Hospital
49 | Moffat Hospital Tax 1989 Moffat County $300,000 | Empire Coal Mine Hospital
50 | Meeker Airport Imps. 1989 Rio Blanco County $375,000 @ ColoWyo Coal Mine Admin & Shop
51 | Craig Water Diversion 1990 City of Craig $0 NA Water
52 | Moffat Hospital 1990 Moffat County NA Hospital
53 | Yampa River Diversion 1990 City of Craig $250,000 NA Water
54 | Rangely Downtown Devel. 1990 Town of Rangely $250,000 NA Admin & Shop
55 Craig Wastewater Lagoon 1994 City of Craig ColoWyo Coal Mine Sewer
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Exhibit E:
Legislative Council Economic Forecast
Presentation - July 15, 2008
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History and Forecast of Severance Taxes in Colorado
(June 2008, Legislative Council Staff Forecast)

Severance taxes Severance Tax Collections ($000)
grew from $32 400,000
ml”lon to $234 350 000 Histony ¢ Faorecast
million from 2003 400000 X
— 2006. ' o
250,000 /
200,000 VAR
Severance taxes are / o\
) 150,000 ¥
very responsive to | v
changing energy ' A/
: 50,000 LN
prices. P — ~
2882838232888 8:¢¢%

Budget Issues Related to Severance
Taxes

Severance taxes are counted as TABOR revenue and account for a growing share of
TABOR revenue.

Referendum C allows the state to retain all revenue received from FY 2005-06 to
FY 2009-10.

After FY 2009-10, Referendum C allows the state to retain an amount equal to the
highest amount of revenue received in the five-year time-out period, which grows by
inflation and population annually.

Severance taxes add to the base during the five-year time-out geriod. but could push
the state into a TABOR refund situation beyond FY 2009-10.

Severance tax credits reduce the size of the base during the five-year time-out period
and reduce the size of future TABOR refunds after FY 2009-10.

The Severance Tax Impact Assistance Credit raises questions concerning the
magnitude, timing, and claiming of those credits, which makes forecasting
severance taxes more difficult.




Exhibit F:
Brief Description of Why Severance Tax is
Variable
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Question: “ Why is the state severance tax revenue so variable?”

1) Severance tax is highly variable
on a monthly and annual basis. 100% A W

2) Severance tax is collected on the 75%
production of coal, metals, oil and

gas. 50%

3) Coal and metals provide less than 250 c)!
25% of the severance revenue and
are fairly stable.

| P=

0%

____
L]

and gas production which provides o
the bulk of state severance tax
revenue and is the source of the
large variability.

4) ltis the revenue from the value of oil ‘

-50% f f } |
1980 84 88 92 9 00 04 08
Annual Percent Change in Severance Tax Revenue

5) Severance tax revenue on oil and
gas starts with the the value of production. From this the taxpayer deducts any produciton
from small wells exempted from the severance tax. The taxpayer then deducts various
costs from the remaining wells to get the valuation back to the point of severance. These
two deductions combined total about 40% of production value. A 2 to 5% percentage tax
rate is applied to the remaining valuation to get the gross severance tax liability. Most
production is taxed at the 5% rate. Then the tax law provides for the subtraction of a large
credit for property tax payments to determine net revenue paid to the state. Since
property taxes in the rural production areas are often at the 50 mills or higher rates (5% of
value), these property tax credits are about the same size as the gross severance tax
liability. As a result, the property tax credit can frequently reduce the net severance tax
liability of a particular producer to zero.

6) The effective tax base for the 0&G Production Value, Property Assessed
oil and gas severance tax is Value and Tax Revenue. The Two Year LAG
not the gross value of
production. Rather, itis the $11.000
GAP between the gross
value of produciton and this
large credit.

§$1,200

$900

$600

Rev $M

7) As the value of oil and gas
production varies, the gross
severance tax liability moves
in concert. However, the
property tax payments by an ——
oil and gas producer are © % . o w0
based on the assessment of State Fiscal Year
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which is based on the value of production in the year before that. The interaction of this
two year LAG in the calculation of the property tax credit with the gross severance tax
calculation causes much of the high variability in net severance revenue.

8) This lag in the administration of property taxes produces a gap between the current
production value in a year (the black line) and the property taxes owed on production in
that same year (the blue line), which are based on production value two years prior.

10) The variability in net state Colorado Natural Gas Prices

severance tax revenue is s

triggered by the huge swings in 2 :15 l

the price of oil and gas. Gas is N ] |

now more than 80% of the P o | N an

combined oil and gas production $ 44 ] A W i

value subject to severance tax. * 52 M..,GA%A__M@G—
11)The net effect is to have wide 133333333333 :381%;%

swings in the effective severance
tax rate on the gross value of oil
and gas production.

—Colo Avg Price —Annual Average

Net Effective Severance Tax Rate

12) So, in the end we have a volatile tax rate on Oil & Gas (Sev Rev/ Total Value)

on a volatile tax base. This volatility is 3%
structurally built into the severance tax
law and into the extraction fuels markets.
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Exhibit G:
Participants in the Study Group
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Study Group Participants

Energy Industry:

Kevin Knobl, Freeport-McMoRan

Jamee Allen, Freeport-McMoRan

Rich Atkinson, Rio Tinto Energy/Colorado Mining Assation

Jim Cole and Garin Bray Vorthmann, Colorado Oil &3GAssociation
Stan Dempsey, Colorado Petroleum Association

Stephen Flaherty, Noble Energy

Dianna Orf, Colorado Mining Association

Pam Roth, Williams Energy Company

Jim Schroeder, Mesa Energy Partners

General Public:
Connie Grider, Colorado Legislative Services, LLC
Finance:

Douglas Houston, George K. Baum
Andrew Harper, George K. Baum

Local Government:

Mike Braaten, City of Rifle

Kevin Brommer, Colorado Municipal League

Carla Distell, La Plata County

Justin Clifton, Energy Impact Committee/Town Managayfield
Aron Diaz, Associated Governments of Northwestesto2ado
Charles Griego, Energy Impact Committee/City Coly#damosa
Stephen Loshbaugh, Energy Impact Committee, Mayoekigle
Rob Masden, Energy Impact Committee/Weld County Cissioner
Carl Miller, Energy Impact Committee

Ken Parsons, Colorado Counties, Inc. /Rio Blancor®@pCommissioner
Chris Mendez, Colorado Counties, Inc.

Tim Sarmo, Town of Palisade

Bill Cordone, Las Animas County

Sharon Day, Town of Meeker

Susan Hansen, Delta County

Jesse Smith, Garfield/Montrose Counties

State Agencies:

Susan Kirkpatrick, Colorado Department of Localahfé
Bruce Eisenhower, Colorado Department of Local idfa
Tony Hernandez, Colorado Department of Local Affair
Becky Dorward, Colorado Department of Local Affairs
Don Sandoval, Colorado Department of Local Affairs
Steve Colby, Colorado Department of Local Affairs
Cynthia Thayer, Colorado Department of Local Affair
Scott Olene, Colorado Department of Local Affairs

Keela Riker, Colorado Department of Local Affairs

Linda Rice, Colorado Department of Local Affairs
Jonathan Marks, Colorado Department of Local Affairs
Jennifer FinchColorado Department of Transportation
Melissa Nelson, Colorado Department of Transpomatio
Herman Stockinger, Colorado Department of Transpiort
Heidi Van Huysen, Colorado Department of Naturasdreces
Mike King, Colorado Department of Natural Resources
Rebecca Swanson, Governor’s Policy Office

Esther Van Maurik, Colorado General Assembly Letjigd _egal Services
Todd Herreid, Economist, Colorado General Asserhblyislative Council
Jaime Gomez, Colorado Housing and Finance Authority
Kirk Weber, Colorado Department of Education

Tim Weber, Colorado Department of Revenue
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