Approved __April 22, 1983
Date
MINUTES OF THE _SENATE  COMMITTEE ON __ASSESSMENT AND TAXATION
The meeting was called to order by __Chairman Paul "Bud" Burke at
Chairperson
_11:00 am./pxx on LEBRUARY 22 1983in room 313-S _ of the Capitol.

All members were presentexsepk

Committee staff present: Wayne Morris, Research Dept.
Tom Severn, Research Dept.
Don Hayward, Revisor's Office

Conferees appearing before the committee:
Ben Neill, Governor's Office
Bryan Whitehead, BRAC
Charles Johns, KNEA
Ivan Wyatt, Kansas Farmers Union
Senator Steineger
Dick Smith, KIOGA
Dick Randall, Petroleum Inc.
Jim Cast, Peat, Marwick, Mitchell & Co.
Rob Dietterich
Pete McGill
Don Bowman, Bowman 0il Co.
Paul Tleener, KFB

The chairman recognized Ben Neill, special counsel to the Governor on sever-
ance tax. Mr. Neill presented a summary on the distribution of the severance
tax burden for SB 67. He referred to a chart showing that most of the
severance tax would be paid by non-Kansans. He said the price oil he used
was the same as was used in the fiscal note for SB 67. (Attachment #1)

Attachment #2 was an analysis updating research on the constitutionality
of exempting royalty owners from the tax.

Attachment #3 deals with credits against the severance tax, particularly
with SB 171 and SB 267 provisions of allowing a credit against any potential
severance tax liability.

Appearing as proponents of the severance tax bills were:

Bryan Whitehead, BRAC, said the thousands of taxpayers he represents are
not going to support any tax increase until we have a severance tax in
Kansas. (Attachment #4). Charles Johns, KNEA, said KNEA feels a severance
tax is a way to assure equitable distribution of the tax burden with those
individuals and industries who can best afford to pay, assuming their fair
share. (Attachment #5)

Ivan Wyatt, Kansas Farmers Union, pointed out how much of the state's

added revenue needs would be shifted to the farmer, the landowner and the
homeowner - onto the state's working middle class - in order to establish a
severance tax on the oil industry at the level they have presented in their
bills. (Attachment #6)

The chairman recognized Senator Steineger, sponsor of SB 67, which imposes a
7% severance tax. He told the committee Kansas government faces its most
gsevere financial crisis in memory and the state doesn't have the revenue
needed to fix our roads, run our schools and operate state government.
(Attachment #7) He said the severance tax was the No. 1 issue in the election
and the people want a severance tax on oil and gas.

Appearing as opponents to the severance tax:

Dick Smith, President of KIOGA, told the committee the oil and gas industry is depressed
and the industry could be irreparably harmed by over-taxation and they won't be able to
replace or replenish it next year if we damage the industry this yvear. (Attachment #8)

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections. Page
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Dick Randall, Petroleum, Inc., said if a severance tax bill passes, his company will shift
its Kansas exploration budget money to other states and take their rigs to other states
to explore for gas and oil. (Attachment #9)

Jim Cast, Managing Partner, Peat, Marwick, Mitchell & Co., expressed concern about the
figures the proponents are using in the terms of the amount of cash that will flow to
new producers - $100 million to $150 million are gross overstatements of the numbers
that are going to be coming back. (Attachment #10)

Rob Dietterich, Ransom, a K-State graduate with a bachelor of science degree in geology
in 1982, said he has not been able to find a job as no positions are available for an
entry-level geologist. He said the general feeling of the oil companies and geologists
was that they were waiting to see if the severance tax passed before making employment
decisions. (Attachment #11)

Pete McGill, representing the Legislative Policy Group and appearing on behalf of county
officials in 27 producing counties in Western Kansas, said they were concerned about the
erosion of their tax base and opposed to a severance tax in any form.

Don Bowman, Oil Producer, Bowman Oil Co., said that while interest, business aircraft
and farm machinery were being exempted from tax, he feels he's being treated unfairly
at a time when rig activity is down and he is already paying high assessments. (Attach-
ment #12)

Paul Fleener, KFB, said their organization is opposed to all three bills and had developed
a brief statement of opposition. He said farmers and ranchers are large users of energy
and believe the cost of this tax will be passed on. Also, they fear the erosion of the
local tax base.

The chairman noted that we are out of time at this point and will make time available
to Senator Steineger and an equal amount of time for the opponents.

The chairman recognized Senator Chaney who explained a request he made to the Director of
Property Valuation asking for property tax statements of members of the committee. He
said there is nothing maliciocus in his request - it is a matter of research and curiosity,
and this is public information. This saves him the problem of going to the various counties
and researching information. He said he wants the members to understand that he is not
accusing anyone of anything and is surprised that not one of you has asked why he was
requesting this information. He said his intention is to understand the motivation and
background and self interest of the committee members. He said Phil Martin said he would
give out this information and copies could be distributed to the committee merbers. He
said that he was sorry his motives were misunderstood and that he could not help what

the "news media'" gave out.

The chairman adjourned the meeting at 12:20 p.m. The next meeting of the committee
will be at 11:00 a.m., February 23.
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Attachment
#1
SUMMARY 2/22/83
DISTRIBUTION OF SEVERANCE TAX BURDEN
FOR S.B. 67
Index——-Page 1 - Distribution of oil and gas to producers and explanation of
income tax exportation.
Page 2 - Distribution to Kansas Residents vs. Non-Kansas Residents
on Gas.
Page 3 - Summary of Distribution and Allocation between Kansas

Producers and Consumers vs. Non—-Kansas Consumers and
Producers and income tax exportation.

Page 4 - TFootnotes.
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Page 1

SENATE BILL 67

All Producers would pay $96.9 million which is deductible on their federal
and state income taxes. Assuming a federal rate of 35% and a state rate of
6.75%, the following shows federal and state income taxes.

Federal - $96.9 million x .35 $33.915 million
State - $96.9 million x .0675 6.651
Total income taxes $40.456 million K

Of the $96.9 million o0il severance taxes paid by producers, $40.5 million

would be "exported” to taxes leaving $56.4 million tax burden to be
distributed.

It is estimated that 65% would be borne by Kansas producers, 35% by non-
Kansas producers and none borne by consumers 1); or, $36.7 million by

Kansas producers, $19.7 million by non—Kansas producers and nothing by
consumers.

0f the total of $26.0 million in natural gas severance taxes, it is assumed

that 80% of that total or $20.8 million is interstate, of which, 79% would
be exported and 21% would be borne by Kansas consumers.

The remaining 20% or $5.2 million which is assumed to be intrastate, would
be split 50% or $2.6 million to Kansas consumers and 50% or $2.6 million to
producers. (This producers” $2.6 million would be further split, 23% to
Kansas producers and 77% to out—of-state producers).

The $2.6 million paid by all producers would be deductible on federal and
state income tax returns. Assuming a federal rate of 357 and a state rate
of 6.75%, the following shows federal and state income taxes.

Federal — $2.6 million x .35
State - $2.6 million x .0675
Total income taxes

$ .91 million
.176
$1.086 million

Subtracting the $1.1 million ("exported” to income taxes) from the $2.6
million paid by producers, leaves $1.5 million to be borme by producers.

TWL:d/1076/SB67C
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DISTRIBUTION OF TAX RURDEN

SENATE BILL 67

Page 2

2-22-83

NATURAL GAS SEVERANCE TAX ONLY

ASSUMPTIONS*

Interstate is
_%>80% of Total?

]

79% 1is
r%>ExEorted3>
16.432

520.8 | [21%
by Ks.

is Borne 1

TAX BURDEN BORNE BY:

NON-KANSANS KANSANS
5 16.432

$ 4.368

Consumers3

Gas Severance Tax
$26.0

$4.368

50% to.

77% Out of

5

State Producers

Intrastate is] $2.6

* See Gerking Report, ''Incidence of a Mineral Severance Tax:

r>ProducersI

20% of Total2{ -1.1

$5.2 , $1.6
50% to

Kansas

Consumers;

$2.6

TOTAL

% of Total Severance

Tax

n

|

$1.155
$1.1 To Taxes
3% in

\
I

$ 1.155

E $ .345

Kansas)
$ .345

..
»

$ 2.6

v

e

i

$ 17.587 $ 7.313
67.6% 28.1%

The Case of Kansas'.

INCOME
TAXES

$ 1.1

$1.1
4.2%
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February 22, 1983
SUMMARY OF DISTRIBUTION OF TAX BURDEN FOR S. B. 67
DISTRIBUTION
($MILLIONS)
PRODUCER CONSUMER TOTAL
Exported 4 EXported
to to
Kansas Non-Kansas Inc. Tax Kansas Non-Kansas Kansas Non-Kansas Inc. Tax TOTAL
JIL $ 36.7 $ 19.7 $ 40.5 - - $ 36.7 $ 19.7 $ 40.5 $ 96.9
CAS .3 1.2 1.1 ¢ 7.0 ¢ 16.4 =3 17.6 1.1 $ 26.0
JTALS § 37.0 $ 20.9 $ 41.6 $ 7.0 $ 16.4 $ 44.0 $ 37.3 $41.6 $122.9
SUMMARY
AMT. % OF TOTAL
Non-Kansas Producers § 20.9 17.0 %
Consumers 16.4 135.3
Subtotal $ 37.3 30.3 %
Kansas Producers -§ 37.0 30.1 %
Consumers 7.0% 5. 7%
Subtotal § 44.0 35.8 %
Income Tax Exported § //;ZT;\ & 353.9 %
 e—— -

TOTAL $ 122 .9 100.0 %

*NOTE: Only 21.24% of this is residential consumption. See Natural
Gas Production § Consumption, 1979, DOE, EIA, January 1981.



FOOTNOTES

See "Incidence of & Mineral Severance Tax: The Case of
Kansas', by Shelby D. Gerking, William E. Morgan and

2)
3)
4)

5)

John H. Mutti, page 45.

See Gerking Study,
See Gerking Study,
See Gerking Study,

See Gerking Study,

page

page

29.

30.

35.

35.
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CONSTITUTIONALITY OF THE MINERAL PRODUCTION
TAX ACT'SROYALTY INTEREST EXEMPTION

This analysis will discuss the constitutional propriety of House Bill No.
2267's exemption of royalty owners from the mineral production tax. House Bill
No. 2267 (hereinafter referred to as "Mincral Production Tax Act” or "the Proposed
Act") imposes a mineral production tax upon the privilege of severing oil, gas
or coal from the earth or water in the State of Kansas. The tax is to be borne
ratably by all producers. The proposed Act specifically exempts a royalty owner's
interest from the mineral production tax. House Bill No. 2267, Section 2, subsection
(a).

Questions concerning the proposed Act's royalty interest exemption have
focused upon both federal and state constitutional provisions. Article 11, Section
1 of the Kansas Constitution states, in part:

The Legislature shall provide for a uniform and equal
rate of assessment...

The Kansas Supreme Court has construed this section to apply exclusively

to property or ad valorem taxes. In City of Newton v. Atchinson, 31 Kan. 151

(1883), the Court states:

There is no inhibition, express or implied, in our constitu-
tion, on the power of the Legislature to levy and collect
license taxes... It has been contended that Section 1,
Article 11 creates an implied inhibition and this because
it reads "the Legislature shall provide for a uniform and
equal rate of assessment and taxation". But that section
obviously refers to property, and not to license taxes.

Id. at 154-55.

As. 2
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The Court cites an Ohio decision, Baker v. City of Cincinnati, 11 Ohio

St. 540, for the proposition that "(a) license cannot be regarded as property...An
express direction to impose a tax on all property by a uniform rule does not necessarily
exclude {axation upon that which is not property, or cover the whole ground included
within the limits of the taxing power." 31 Kan. at 155-56.

A privilege tax is an excise tax in the nature of a franchise tax. Pac. Mut.

Life Inc. Co. v. Hobbs, 152 Kan. 230, 233, 103 P.2d 154 (1940). The Kansas Supreme

Court in Callaway v. City of Overland Park, 211 Kan. 646, 508 P.2d (1973), discusses

the broad conceptual framework of the term "excise tax":

The term "excise tax" has come to mean and include
practically any tax which is not an ad valorem tax. An
ad valorem tax is a tax imposed upon the basis of the
value of the vehicle or thing taxed. An excise taxis a
tax imposed on the performance of an act, the engaging
in an occupation or the enjoyment of a privilege. In our
own case the term "excise tax" has been used in referring
to occupation taxes ( Produce Co. v. City of Wichita,
112 Kan. 28, 209 Pac. 667), franchise of privilege taxes

( Pacific Mutual Life Ins. Co. v. Hobbs, 152 Kan. 230,
103 P.2d 854) and license fees { Duff v. Garden City, 122
Kan. 390, 251 Pac. 1091). 211 Kan. at 65].

An overwhelming number of state courts have held a mineral production
or privilege tax is an excise tax, as opposed to an ad valorem or property tax.

Floyd v. Miller Lumber Co., 160 Ark. 17, 254 S.W. 450 (1923); Calif. Comp. v.

State, 141 Colo. 288, 348 P.2d 382 (1959); ldaho Gold Dredging Co. v. Balderston,

78 P.2d 105 (Ida. 1938); Gulf Refining Co. v. Stone, 197 Miss. 713, 21 So. 2d 19

(1945); Norum v. Ohio Oil Co., 83 Mont. 353, 272 Pac. 534 (1928); Mid-Northern

Qil Co. v. Walker, 65 Mont. 414, 211 Pac. 353 (1922); Flynn, Welch & Yates, Inc.

v. State Tax Comm., 38 N.M. 131, 28 P.2d 889 (1934); Apache Gas Products Corp.

v. Okla. Tax Comm., 509 P.2d 109 (Okla. 1973); Texas Co. v. Stephens, 100 Tex.

628, 163 S.W. 481 (1907).
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Since mineral production or privilege taxes impose a tax upon the privilege
or act of severing minerals from the earth or water, the tax is not within the
perview of a state constitutional requirement of uniformity of taxation. Apache

Gas Products Corp. v. Okla. Tax Comm., supra; Norum v. Ohio Qil Co., supra;

Floyd v. Miller Lumber Co., supra; Texas Co. v. Stephens, supra.

The Kansas Supreme Court has long recognized the Legislature's inherent

power to levy excise, license and privilege taxes. In Pacific Mutual Life Insurance

Company v. Hobbs, 152 Kan. 230, 103 P.2d 845 (1940), the Court stated:

The legislature has power to levy and collect an excise
or license tax on any business or occupation. ( City of
Newton v. Atchison, 31 Kan. 151, | Pac. 288).

The tax is on the privilege of doing business in the state;
the tax if fixed at a percentage of premiums received
during the preceding year. The payment of the tax follows
the exercise of the privilege.. The method selected appears
to be both equitable and convenient. Id. at 236.

Similarly, the Court has recognized that excise, license and privilege taxes
are not within the perview of Article 11, Section I of the Kansas Constitution.

In City of Chanute v. The State Commission of Revenue and Taxation, 156 Kan.

538, 134 P.2d 672 (1943), the Court stated:

The sales tax and the compensating use tax are not taxes
imposed by assessment and taxation of property within
the purview of Article 11, Section 1, of the constitution
nor under the general property taxation statutes. They
are declared by the pertinent statute to be an excise tax
(G.S. 1941 Supp. 79~3703), to which the constitutional
and statutory exemptions from taxation in favor of cities
do not apply. Id. at 534.

In State v. State Comm. of Revenue, 163 Kan. 240, 181 P.2d 532 (1947),

the Court discussed the legislature's sovereign capacity to levy such taxes:

It is argued that the statutes in question create an illegal,
unjust and unequal burden on various classes of taxpayers
in certain enumerated particulars, in violation of that
portion of Section I, Article 11, of our constitution....
This point was considered and decided adversely to the
contention of plaintiff in State, ex rel. v. Barton County
Comm'rs., 142 Kan. 624, 51 P.2d 33, where it was said:
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"This provision of our Constitution applies exclusively

to taxation of property. ( City of Newton v. Atchison,
3] Kan. 151, | Pac. 188.) The motor—vehicle fuel tax

is not a tax on property. The act providing for it 'creates
no property tax, but is a personal liability upon dealers.’

( State, ex rel. v. Snell, 127 Kan. 859, 860, 275 Pac. 209.)
The same question has been considered by other courts
where the constitutional provisions were similar to our
own, and the same conclusion reached in the following
cases: (Citing cases.)"

Persons who use gasoline as a motor fuel for nonhighway
uses are required to pay the tax, while others who use
coal, diesel oil, alcohol, or other motor fuels for such
purpose do not pay the tax. It may be a sufficient answer
to this contention that the constitution (Art. 11, Sec.

10) specifically authorizes the legislature to tax gasoline.
We point out, however, that this constitutional provision
was not necessary in order to give the legislature that
authority. The state, in its sovereign capacity, has power,
through its legislature, to levy excise taxes for revenue
purposes, and in fact our legislature had done so before
this constitutional amendment was adopted. One may
inquire if this is true, why the amendment was submitted
to and adopted by the people.

Perhaps the reason was that many of our citizens had
questioned previous legislative acts levying such a tax,
and that it was done to quiet any feeling of that kind.
But, irrespective of the reason for it, it must be inter-
preted in harmony with not only other provisions of the
constitution, but with the fundamental, inherent power
of the state. This legislative power arises from the fact
that our government is one of the people, who act through
their legislatures in enacting laws, the only restriction
being that the people so acting cannot exercise powers
which have been granted to the federal government by
the adoption of the federal constitution or limited by

our state constitution. Section 10, Article 11, is a recog-
nition of an existing power. The legislature needed no
grant of such power it had previously exercised, and it

is not a limitation of legislative power. The only limita-
tion placed upon the legislature with respect to taxes

to raise money for highway purposes is in Section 9, Article
11, where it is specifically provided that no property tax
shall be levied nor bonds issued for that purpose. 163
Kan. at 248-49.



In view of the foregoing authorities, it does not appear that it should make
any difference whether a tax is called an excise, license, privilege, occupation,
gross production, or severance tax so long as it is not a property tax within the
limitations of Article 11, Section | of the Kansas Constitution. The Kansas Supreme
Court has held that the legislature has the inherent power to levy such taxes in
the absence of a constitutional limitation.

The undeniable conclusion is that the Mineral Production Tax Act and any
exemptions thereunder are not subject to Article 11, Section 1 of the Kansas
Constitution.

The sole constitutional limitation upon the State's power to levy excise
or privilege taxes, or to make exemptions thereunder, arises from the equal pro-
tection clause of the Fourteenth Amendment to the United States Constitution.

The United States Supreme Court, in Barwise v. Sheppard, 299 U.S. 33 (1936),

impliedly recognizes the State's power under the equal protection clause of the
Fourteenth Amendment to modify or alter tax classifications in a reasonable
manner. The Court, addressing a challenge by royalty interest holders to an amended
Texas production tax statute which extended the tax to royalty interests, stated:

Without question the State has power to lay an excise

on the production of oil. Here it is laid...on those having

a direct and beneficial interest in the oil produced and

is apportioned between them according to their interests...

It is true that the law in force when the lease was made

and for some years thereafter laid a production tax on

the lessee alone...(b)ut the State's power .in the matter

was in no way circumscribed by the earlier law. That

law was subject to change at any time through a further

exertion of the taxing power. Id. at 40-4].

In this discussion, the Court is addressing due process clause ramifications

in relation to the lessor-lessee contract. However, the Court necessarily recognizes

the Legislature's right to "further exert" its taxing power.
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The issue of whether the lessor's royalty interest can be exempted from
a mineral production tax was specifically addressed by the Montana Supreme Court

in Norum v. Ohio Oil Co., 83 Mont. 353, 272 Pac. 534 (1928). The Court upheld

the Montana mineral production tax statute which exempted royalty interest
holders from production tax liability. The Court pointed to the Legislature's broad
and discretionary taxing power to support its decision:

The Legislature has seen fit to exact the tax from the
operator, producing oil from the lands, rather than the
owner of the land...although the owner is benefited by

the production. This was entirely within its province.

In the imposition of a license tax, the lawmakers are not
required to tax all occupations equally or uniformly under
...our Constitution, they may tax all, or select for taxation
certain classes, and leave others untaxed. And in the

Act under consideration, the Legislature has seen fit to
impose the tax solely upon the operator. Id. at 536.

Although Norum precedes the United States Supreme Court decision in

Barwise v. Shepard, supra, the two cases are not inconsistent. Barwise recognizes

the legislative perogative to tax royalty interest holders "at any time through
a further extension of the taxing power." 299 U.S. at 40-41. Barwise does not
mandate such an extension. Norum recognizes the legislative right to limit such
an extension, and to enact the tax from operators alone.

States are given wide constitutional leeway in making classifications and
drawing lines which in their judgment produce reasonable systems of taxation.

In Lehnhausen v. Lake Shore Auto Parts, 410 U.S. 356 (1973), the United States

Supreme Court upheld the right of the State of lllinois to exempt taxation of
individual personal property while taxing corporate personal property, stating:

The States have a very wide discretion in the laying of
their taxes. When dealing with their proper domestic
concerns...the States have the attribute of sovereign
powers in devising their fiscal systems to ensure revenue
and foster their local interests of course, the States, in
the exercise of their taxing power, are subject to the
requirements of the Equal Protection Clause of the Four-
teenth Amendment. But that clause imposes no iron rule
of equality...The State may imposc different specific
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taxes upon different trades and professions and may vary

the rate of excise upon various products, It is not required
to report to close distinctions or to maintain a precise,
scientific uniformity with reference to composition, use

or value. Id. at 360. (Citing Allied Stores of Ohio v. Bowers,
358 U.S. 522.)

Mining, like manufacturing, is a local business, subject to local regulation

and taxation. Oliver Iron Mining Co. v. Lore, 262 U.S. 172 (1923).

The Kansas Supreme Court has stated that if the tax is an excise, "the
legislature may make a classification if it be natural and not arbitrary or capricious

and treats all persons in the same class in the same way." Stevens Enterprises,

Inc. v. State Comim., 179 Kan. 696, 704, 298 P.2d 326 (1956). (construing the state

sales tax act) The same constitutional standard will be applied to the royalty
interest exemption under the ’Mineral Production Tax Act.
Conclusion
Based upon the aforementioned authority the royalty interest holder exemption
from the Mineral Production Tax Act is a valid and constitutional exercise of

the Legislature's taxing power.
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KENT FRIZZELL

f - STATE OF KANSAS : Attormey oo
/ i l A O/ﬁce o/ f/ze ./4h‘orney genera/

v
— State Capitol Bldg. (913) 296-2215 Topeka, Kansas 66612

June 5, 1969

Mr. Richard W. Ryan
Assistant Director
Legislative Council
State House

Dear Mr. Ryan:

This is 1in reply to your request that we review the
1954 opinion of Attorney General Harold R. Fatzer
relative to the constitutionality of a severance
tax on oil and gas products.

We have studied the opilnion and agree with his
conclusion stated therein. We are unable to find
any recent case which would alter that conclusion.

However, we would again emphasize that a severance
tax act could not exempt the equipment and other
property used in the production of oil and gas from
ad valorem taxes. A copy of our opinion to that
effect dated February 12, 1969, is enclosed.

Very truly yours,

KENT FRIZZE
Attorney General

LC:rh
Enec.
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" Pebruary 12, 1969

-

The Honorable F. D. Gaines - o | '
House of Representatives . .

Topeka, Kansas

Dear Representative Gaines:

You have asked whether the legislature may enact an oil and
gas severance tax in lieu of the ad valorem taxes presently
assessed against oil and gas production ccmpanies = primarily,
we assume, on wellhead eqpipment and other related personal

- property. }

B ‘-
In order to accomplish the above result it would be necessary
to first exempt the affected property from ad valorem taxation,
and then formally enact a severance tax law. 4

The initial problem encountered in the proposition concerns
the exemption of selected personal property from ad valorem
taxes, Article 11, Section 1, of the State Constitution

provides: ‘

. "The legislature shall provide for a
‘uniform and equal rate of assessment and
taxation, except that mineral products,
L money, mortgages, notes and other evidence
+ . 0f debt may be! classified and taxed uniformly
' as to class as the legislature shall provide.
All property used exclusively for state, county, o
municipal, literary, educational, scientific, P
religious, benevolent and charitable purposes, e
and all household goods and personal effecta not
used for the production of income, shall be ex-
“empted from taXation.'

Clearly, the foregoing proviaion providea no conatitutional
basis for exempting personal property of oil and gas production
companies. The question |therefore becomes whether or not tho

' legislature may itself provide for such axemption.




It is generally recognized in Kansas that the legislature may
exempt property from taxation in addition to what is exempted
by the Constitution. Alpha Tau Omeqa v. Douqlas County Com—
nissioners, 136 Kan. 675b However, the rule running through
the cases on this subject is that attempts of the legislature
to extend an exemption beyond that provided in the Constitution
must be intended to accomplish d\publi purpose or have a
beneficial aim or be intended to promote the public welfare in
“some substantial manner.. Francis v. AT&SF_Raillroad Company,
13 Kan. 303; Sumner County v, Wellington, 66 Kan. 590; Wheeler v,
Yieightman, 96 Kan. 50; Gunkle v. Killingsworth, 118 Kan. 154,
\ , .
In the Wheeler case, supra, which dealt with a statute pro- ,
- viding for a registration fce on real estate mortgages in lieu’
- of other taxation, the following language was used, which is
- deemed pertinent to the present questions
: | -
"No one could éuccessfully contend that all
personal property in the state may be exemnpted
from taxation or that all property belonging
to corporations or to a clinss of corporations
may be exempted from taxation. To do so would
manifest and violate the rule of uniformity
and equality,”| o .

i

-

- It was the general appliéation and effect of the foregoing
. pPrinciples that necessitated both the 1924 amendment to

~ Article 11, section 1, to allow classification of mineral
products, money. notes and other intangibles; and the 1964
- amendment, to exempt houschold goods and persconal effects
not used for the product%on of income. :

By virtue of the foregoing authorities, I seriously doubt ,
whether a statute exempting certain specified pexrsonal property
belonging to certain specified corporations, &. e. the well= =~
head equipment and other personal property of oil and gas ,;;/7.“'
- production companies, would meet the “"public purpose" tests - - /([f;
cutlined above; consequently, it is my opinion that a cone- R
stitutional amendment would be required. |

. !
I£ such an amendment were adopted, however, it appears that
there would be no appreciable difficulty in eventually o
- achieving the :esglts you deaire. A severance tax is not o

b
B
oy
3
i
i
i



necessarily unconstitutlonal per se. A 1957 law providing forx
such a tax was struck down due to a defect in the title and
drafting of the bill, but the basic constitutional question
underlying the tax was never actually decided. It would seen,
however, that given a properly ‘and carefully drawn law, such
a tax would ba pemiasible. N A )

- e e . verY truly yours,

L / . KENT FRIZZELL -
S Y .- Attorney General

BY?.t

‘ Asaistant M:tornay General




STATE OF KANEAS /

e OFFICE OF ATTORNEY GENERAL
I _ : TCPEKA

September 13, 1954,

Mr. Camden Strain,
Assistant Director,
Research Department,
Legislative Council,
BUILDING

.

Dear Mr. Strain:

This will acknowledge the request of your office,
acting for the Kansas Legislative Council's committee on
education, for an opinion as to the constitutionality of a
severance or gross production tax. The three questions posed
in your letter are as follows: : ’

"1, Could a severance tax be imposed on the
production of minerals, such as gas and
0il, exempting such production and lease-
holds, from ad valorem taxation gas, for
example, in Alabama and Michigan

2. Could the exemption from ad valorem taxation
be extended to the equipment and other
personal property used in production (like. .
Mississippi and Oklahoma)? Lo

Is there any constitutional objection to -
imposing a gross production tax in addition
to all other existing taxes or fees (similar
to Arkansas and Texas)?"

)

The pertinent Kansas constitutilonal provision is Article 11,
Section 1, the {irst sentence thereof: o

"The legislature shall provide for a uniform and equal
rate of assessment and taxation, except that mineral
products, money, mortgages, notes and other evidence:
of debt may be classified and taxed uniformly as to
class as the legislature shall provide."

The words "except that mineral products, money, mortgages,
notes and other evidence of debt may be classified and taxed
uniforrliy as to class as the legisla*u shall provide" were
added in 1024 Apparently there can i L ttle question that
the term “mineral products 1z broad enough to include oill and
gas. {(Roth v. Huszr, 147 Kan. 433, 76 P, 24 071)

In Voran v, Jrl.h 2, 120 Kan, 3503, 284 P. 807, the
Supsrame Court, “n Jiscussix tne 1924 amerdment, scid:
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"The only classification authorized or tolerated by
this constitutional provision is that of property,

and it makes no difference by whom it may be owned,
whether by individual, merchant, manufacturer, banking
institution or other corporation. Every classification
is now limited to property, and only four kinds of
property, viz., mineral products, money, mortgages,
notes and other evidence of debt." .

In Citizens Bank of Galena v. The Tax Commission of
the State of Kansas, 132 Kan. 5, 294 P. 940, the Supreme Court
held that the mortgage reglstration act was constitutlonal.
During the course of the opinion it was stated:

"The contention is that the law violates the
constitutional requirement of uniform taxation of
classes, in that the law discriminates against
unrecorded real-estate mortgages, mortgages on
personal property, and mortgages on land and personal
property in other states held by resildents of this
state. The contention 1s unsound.

"The plain reading of the amended statute 1s that
mineral products may be classified by placing oll

in one class, coal in another, and lead and zinc

in another; and so on with other classifiable things,
- including mortgages.

Article 11, Section 1, has been held by the Kansas
Supreme Court to apply exclusively to property taxes. (Citx of
Newton v. Atchison, 31 Kan. 151, 1 P. 288 The old mortgage
registration tax was deemed a tax on property. (Wheeler v,
Weightman, 96 Kan. 50, 149 P. 977.) Certain language in
Voran v. Wright, supra, indicates that the constitutional
amendment was also intended to apply only to property taxes.
Most simllar constitutional provisions in other states have
been construed to apply only to property taxes. As willl be
noted from the decisions from other states, the severance or
gross production tax has, with few exceptions, been interpreted
to be a license or occupation tax and not a property tax.

In Idaho Gold Dredging Co. v. Balderston (Idaho)
78 P, 24 105, it was said: .

"tAccording to the weight of authority a tax lmposed
on persons engaged 1n severing from the soil natural
resources, such as timber, oil, natural gas, ore, or
the like, based on the quantity or the value of the
product thus severed, 1s velld. Such a tax is deemed
a privlilege or occupatlon tax, a proper exercise of
the power to impose such taxes, and not within con-
stitutlional requircments relating to the imposition of
property taxes,'" (p. 112)
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_ See also Group No. 1 Oil Corporation v. Sheppard
(Texas) 89 S. W. 2471021, and Floyd v. Miller Lumber Co., (Ark)

254 S, W, 450.

May the Kansas Leglslature levy a license or occupation
tax on a production of mineral products including oll and gas?
The Kansas Supreme Court has apparently drawn a distinction
between a license and an occupation tax. In Duff v. The City
of Garden City, 122 Kan. 390, 251 P. 1091, the Court said:

-

"p pegulation charge is one exacted for a privilege
or as a condition precedent to the carrying on of
the business and is an exerclse of the police power,
while an occupation tax is imposed under the power

of taxation." (p. 393)

In City of Newton v. Atchison, 31 Kan. 151, 1 P. 288,
the court said:

"ITn the absence of any inhibition, express or implied,
in the constitution, the legislature has power,

either directly to levy and collect license taxes

on any business or occupation, or to delegate 1like
authority to a municipal corporatlon.

"geection 1 of Article 11 applies excluslvely to
taxation of property, and does not refer to license
taxes; nelther does it implledly prohibit the
collection of such taxes." (Syl. 1 and 2.)

Insofar as a distinction between a property and a license tax
is concerned, the Court held:

UPhat . a tax which 1s in its terms a license tax upon
merchants 1s graduated by the average amount of stock,
and is thus proportioned in the same manner as the
ordinary property tax, does not change 1ts character,
or transform it from a license to a property tax, or
make 1t in any illegal sense double taxation.”

(syl. 6)

Tn Pacific Mutual Life Insurance Company v, Hobbs,
152 Kan. 230, 103 P. 2d b4, the Court stated: :

"Phe legislature has power to levy and collect an
exclse or license tax on any business or occupation.

(City of Newton v. Atchison, 31 Kan. 151, 1 Pac, 288)

“The tax 1s on the privilege cf doing business in

the state; the tax is fixed at a percentage of

premiums received during the preceding year. The
payment of the tax follows the exercise of the privilege
The method selecied appears to be both equitable and

~ 2

convenic nt." (p. 233)



In City of Chanute v. The State Commission of Revenue and

Taxation, 150 Kan. 530, 134 P. 2d 672, the Court concluded:

-

"The sales tax and the compensating use tax are not
taxes imposed by assessment and taxation of property
within the purview of article 11, section 1, of the
constitution nor under the general property taxation
statutes. They are declared by the pertinent statute
to be an excise tax (G. S. 1941 Supp. 79-3703), to
which the constitutional and statutory exemptions
from taxation in favor of cities do not apply.

(p. 543)

In State, ex rel. v. State Commission of Revenue and Taxation,
163 Kan. 250, 181 P. 2d 532, the Court stated:

"It is argued that the statutes in question create
an illegal, unjust and unequal burden on various
classes of taxpayers in certaln enumerated partic-
ulars, in violation of that portion of sectlon 1,
article 11, of our constitution, which reads: 'The

.legislature shall provide for a uniform and equal

rate of assessment and taxation, . . ." This point

was considered and decided adversely to the contentlon
of plaintiff in State, ex rel. v. Barton County

Comm'rs, 142 Kan. 62K, 51 P. 2d 33, where it was sald:

“17his provision of our Constitution applles ex-
clusively to taxation of property. (City of Newton

v. Atchison, 31 Kan. 151, 1 Pac. 288.7 The motor-
vehicle fuel tax is not a tax on property. The

act providing for it 'creates no property tax, but 1s
a personal liabllity upon dealers.' State, ex rel.

v. Snell, 127 Kan. 859, 860, 275 Pac. 209.) The same
question has been considered by other courts where the
constitutlonal provisions were similar to our own, and
the same conclusion reached in the followlng cases:'
(Citing cases.)" (p. 248) '

"(a) Persons who use gasoline as a motor fvel for non-
highway uses are required to pay the tax, while others
who use coal, diesel oil, alcohol, or other motor fuels
for such purpose do not pay the tax. It may be a
sufficient answer to this contention that the consti-
tution (art. 11, sec. 10) specifically authorizes

the legislature to tax gasoline. Ve point out, however,
that this constitutional provision was not necessary
in order to give the lecislacure that authority.

The state, in its sovereign capacity, has power,
through its legislature, to levy exclise taxes for
revenue purposes, and in {act our lepislature had

done so befrore this constitutional amendment wes
adopted.  One may inouire il chis is true, wWhy the
amendment was submitted to and adopfted by the people,
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Perhaps the reason was that many of our citizens
Fad questioned previous legislative acts levying
such a tax, and that it was done to quiet any
Teeling of that kind. Bub, irrespective of the
reason for it, it must be interpreted in harmony
with not only other provisions of the constitution,
but with the fundamental, inherent power of the
State. This legisliative power arises Irom the fact
tThat our government i1s one of the people, who act
Through thelr legislatures in enacting laws, the
only restriction being that the people so acting
cannot eXercise powers which have been granted to
The federal government by the adoption of the
Tederal constitution or limited by our state
constitution. Section 10, arficle 11, is a
recognition of an existing power. The legislature
needed no grant of such power i1t had previously
exercised, and it is not a limitation of legis-
JTative power. The only limitation placed upon the
legislature with respect to taxes to raise money
for highway purposes 1s in section 9, article 11,
where it is specifically provided that no property
tax shall be levied nor bonds issued for that
purpose. (p. 249) (Emphasis supplied)

Actually, in view of the foregoing authorities, it
does not appear that it should make any difference whether a
tax is called an excise, license, privilege, occupation,
gross production, or severance tax so long as 1t 1s not a
property tax within the limitations of Article 11, Section 1
of the Kansas Constitution. The Kansas Supreme Court has held
that the legislature has the 1lnherent power to levy a license
tax in the absence of a constitutional limitation. In other
states there is often express constitutional authority granted
to levy excise or license taxes, but, as pointed out in State
ex rel, v. State Commission of Revenue and Taxation, supra,
such provisions, at least in Kansas, merely recognize an
existing power.

Turning specifically to the three questlons raised
in your letter, you mentlon Alabama and Michigan as having
exempted the minerals subjected to the gross production tax
from other taxes. The ‘Alabama tax is termed a privileze tax
on oil and gas production. However, the Alabama Supreme Court
has construed the constitutional provisions (Sections 211 and 217)
providing for taxation "in exact proportion to the valus of such
property” and for taxation "at the same rate" as permitting
the creatlon of classes, the only limitation being that the tax
be uniform within the class, The constiiutional provisions have
been Ivrther construed not to prohibit the exzmption of property

frou ad valorzm taxation., (In Re Opinions of the Justices,
.. . -~ - ‘v . . . " &) v

175 So. HC0.  In Stote v, Alabama Power Co., 48 So. 2d 445))

e Lot loon severance tax is called a cpecific tax which is

onlivoadooal by ohrd, 10, See, B of the NMichirsan Constitution,



Art. 10, Sec. 3 authorizes the exemption of property which
i1s subject to a specific tax. :

It is our opinion that a severance or gross pro-
duction tax could be imposed as 1t has been in Alabama and
Michigan with an exemption from ad valorem taxation. (Citizens
Bank of Galena v. Tax Commission, supra.} There is a possibility
that if the amendment to Art. 11, Sec. 1, was construed to
apply only to property taxes and the severance or gross pro-
duction tax was deemed a privilege or license tax, an argument
-could be made that Art. 11, Sec. 1, permits only a higher or
lower ad valorem property tax rate and does not permit the
complete exemption of mineral products from property taxation
and the substitution of a license or privilege tax. However,
1t would appear that the power fto classify would include the
power to exempt completely from a property tax and to substitute
a license or privilege tax so long as the tax was uniform within

the class.

Can the exemption from ad valorem taxation be extended
to the equipment and other personal property used in production
similar to the plan followed in Milssissippi and Oklahoma. The
Mississippil constitution, Article 4, Section 112, contains a
provision which is similar to that found in the Kansas Constitution,
Article 11, Sectlion 1, to-wit:

"Taxation shall be uniform and equal throughout
the state." =

The Misslssippi privilege tax which exempts all producing oil
equipment from ad valorem taxes was construed by the Mississippl
Supreme Court in Gulf Refining Co. v. Stone, 21 So. 24 19. One
of the contentions was that the above mentioned exemption of
producing oil equlipment violated the aforementioned provision of
the Missilssippl Constitution. The Court concluded:

"There 1s no present statute by which an ad
valorem tax could be enforced agalnst oll as
separate property until it has reached a resting
place of apprecilable permanency in a storage
tank, and we can think of no practicable plan

by which 1t could be reached by the ad valorem
process prior to that time; and, as already
mentioned, only a part of the product of the
well ever comes to a permanent rest in a storage
tank, and none has been so stored in this State.
Constitutional and statutory provisions do not
require to be done that which is impossible or
thoroughly impracticable, Becyd v. Coleman, 145
Miss. Lljg, 453, 111 So. 500, which is another
vay of saying that what i1s impessible or thoroughly
Impracticable is not within a constitutional or
statutory requirement,”
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"And for the same reason 1t follows that
questions of ad valorem exemptlons and several
others of the interesting matters discussed

in the argument, are not here material.”

(p. 21)

It is somewhat doubtful 1f the reasoning of the Mississippi
Court as to the exemption of the producing oil equipment in
the face of the constitutional provision would be followed in
Kansas.

Oklahoma has a gross production tax which has been
construed by the Supreme Court of Oklahoma as a property tax.
Wolverine 0il Co. Gross Production Tax, 154 P, 362. Under

the Oklahoma law, the State Board of Equalization has the

power to adjust the gross production tax so that it is equal

to what the ad valorem tax rate would have been in lieu thereof.
(58 Ok. Stat. Ann. Sec. 821) The gross production tax can
never exceed the equivalent ad valorem tax rate on the leases,
the operating equipment and oil and gas produced.

Apparently, the peculiar provisions of the Oklahoma
statute and the construction thereof as a property tax by the
Oklahoma Supreme Court was designed to circumvent certain United
States Supreme Court declsions holding that a privilege or
occupational tax on a lessee of Indian oill lands would be an
unconstitutional burden on an instrumentality of the federal
government. It is also worthy of note that the United States
Supreme Court did not go along with the Oklzhoma Supreme Court's
construction of the gross production tax. (Gillespie v. Okla.,
257 U. S. 501, 42 38, Ct. 171, 66 L. Ed, 338) The Oklahoma
Supreme Court gave up in Atchlison, Topeka and Santa Fe Railroad
Co. v. McCurdy, 207 Pac., 321. The history of the Oklahoma gross
production tax from 1908 until 1948 is reviewed in Oklahoma Tax
Commission v. Texas Co., 335 U. S. 342, 69 S. Ct. 561, 93 L. Ed.
721, in which case the United States Supreme Court reversed
several previous opinions and held that lessees of Indian lands
were llable for a state privilege or occupation tax and were
not exempt therefrom by reason of being a federal instrumentality.

If the reasonlng of the Oklahoma Supreme Court in

Wolverine 01l Co., supra, or of the Mississippi Supreme Court
in CGulf Refining Co. v. Stone, supra, were followed, 1t would
be posslble to extend the exemption from ad valorem taxation to
the equipment and other personal property used in production,
even in the face of Art., 11, Sec., 1 of the Kansas Constitution.
However, in view of the way that the Mississippi Supreme Court
passed over the question and the special situation in relation
to Indlan lands which existed in Oklahomz, 'and which the United
States Supreme Court refused to approve, it is our opinion that

the Kansas Supreme Court would be likely to strike dowm any



-8-

such exemption as unconstitutional and in violation of Art. 11,
Sec. 1.

Can a gross production tax be imposed 1n addition to
other existing taxes or fees similar to the system followed in
Arkansas and Texas? The Arkansas severance tax is deemed a
privilege or license tax. As pointed out by the Arkansas Supreme
Court in Floyd v. Miller Lumber Co., supra, there is a specific
provision in the Arkansas Constitution which permits the imposition
of special taxes upon privileges.

Article 8, Section 1 of the Texas Constitution,
provides in part: -

“Paxation shall be equal and uniform . . . The
legislature . . . may alsoc impose occupation taxes."

As previously noted, the Texas Supreme Court has held that the
gross production. tax is in effect an occupat*on tax. (Group No. 1
0il Corporation v. Sheppard, supra.)

In Idaho Gold Dredging Co. v. Balderston, supra, the
Court quoted with approval as follows:

"Under and subject to rules elsewhere discussed,
license, occupation, or privilege taxes may be
imposed on the business of mining. Statutes imposing
occupation or privilege taxes based upon the amount
of the product mined are valid notwithstanding they are
additional to ad valorem taxes on oll leases, or on
the land, or are In addition to other licensz taxes
paid by the same person in a related occupation . . .
The fact that such a tax 1s based on tonnage does not
make it a direct tax." (40 C. J. 114, §791) p. 113.
There is apparently little doubt that if the gross
production or severance tax 1s construed to be a privilege or
occcupation tax and not a property tax that its imposition in
addition to exlsting ad valorem taxes would not be in violation
of Article 11, Sect¢on 1, which only applies to pro erty.
In Appeal of Certalin Taxpayers of Dunkard Twp. ? 50 Atl. 24 39,

Court eaid:

"There is no merit in the contentlon that the
imposition of the tax 1s invalid because the coal
had already been taxed in place. Not only 1s double
taxation constitutionally permissible (Sece Puntureru
v. School District of Pittsburgh, 359 Pa. 595,

A. 24 42, opinion this day handed dovm) but h@re
there is no double taxation. The tax on the coal

in place is a property tax; the tax imposed by the
resolution under considcration is an excise tax on
the privilege or occupation of strip mining coal.

Hor 1is thrc involved any violation of the constitu-
tional vequirement of uniformalty; a classiflcation
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for tax purposes between anthracite and bituminous
coal has long since been held unobjectionable
(Heisler v. Thomas Colliery Co., 274 Pa. 448,
118 A. 394, 24 A.L.R. 1215), the difference between
the strip mining of coal and the similar mining or
quarrying of other substances as justifying tax
classification has also been Judicially approved
DuFour v. Malze, 358 Pa. 309, 319, 55 A. 2d 675,
80), and obviously there are proper grounds also
for tax classification between operators engaged
in deep mining and those engaged in strip mining
of coal." (p. 41)

Also, in McAdams 0il Co. (Calif.) 89 P. 2d 729,

the Court held that an occupation tax, in addition to an ad
valorem tax, was not double taxation.

In Oliver Iron Mining Company v. Lord, 262 U. S.

172, 43 S¢. Ct. K20, o7 L. Id. 929, decided by the U. S. Supreme
Court, 1t was held that there is no due process or equal
protectlon objection to an occupation tax because of any federal
constitutional provision.

b7 8. Ct.

"A tax upon the business of mining oré is an
occupation tax, although 1t is measured by the
value of the ore produced (Syl. 1)

"The state may, without violating the constltutional
provisions for equal protection of the laws or
uniformity of taxation, select for taxatlion those
engaged in one class of business, and exclude others,
if all similarly situated are brought within the
class, and all members of the class are dealt with
according to uniform rules. (p. 930) (sy1. 4)

In Swiss 0il Corporation v. Shanks, 273 U. S. 407,
393, 71 L. Ed. 709, 1t was held:

"A tax upon the production of crude oi}l is a
license and not a property tax, and therefore
its exaction, in addition to the ad valorem tax
upon the property, is not douvble taxation which
unconstitutionally deprives those from whom it
is exacted of the equal protection of the laws,.
(syl. 2)

"Double taxation upon 2all crude oil produced
within the state, which is not imposed upon
other classes of property, is not such an
arbitrary and unreasonable classification as
to render it invalid." (syi, 3)
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If the gross production or several tax were con-
strued to be a property tax, the 1924 amendment to Article 11,
Section 1 permits the classification of mineral products so
long.as that olassification is uniform within the class.
Apparently this permits the legislature to tax mineral products
at a higher or lower rate than other property.

What is a permissilible classification? VWhile this
question is not specifically raised in your letter, it might
be well to cite a few authorities. In In re Wolverine 0il
-Co., supra, the Oklahoma Supreme Court, in regard to the right
of the legislature to classify objects of taxation, said:

"Is the present act, levying one rate of tax on oll
and gas, and a lesser rate on ores bearing lead,
zinc, Jjack, gold, silver, copper, or asphalt, and
which omits a gross production tax on coal, in con-
flict with this rule? Clearly it is not. That
mining property or the business of mining may be
placed in a class by itself, and taxed by some
method pecullarly appropriate to that class, is a
valid exercise of a constitutional right on the

part of the legisiature, and needs the citation of
no authorities in its support. Equally well settled
i1s the rule that 1t 1s competent for the legislature
to arrange and divide the various subjects of taxation
into disfinct classes, provided the tax is uniform
upon all those belonging to the same class, and
upon which it operates." :

¥ * ¥ A ¥

"There are, in fact, many good reasons for making

the classification adopted by the legislature.

The nature and character of o0il and gas, their
relation one to the other in the natural state,

means of discovery, kind of labor cmployed, and

cost of production and marketing, furnish good and
sufficient reasons for the levy of a tax greater

in amount than a tax of a like character placed on
lead, zinc, and the other mineral ores named in the
act, Nor does the omission of coal from the imposition
of a production tax affect the statute. It should be
kept in mind that the tax is not on the property,
but, instead, upon the business or occupation.
Producers of o0il and gas in the state are not there-.-
fore arbitrarily discriminated acainst, contrary

to the uniformity clause of the Constitution, hy

the tax imposed upon the valu: of their pgross pro-
duction because it does not include the production

of all minerals, or because those which it does
1nclude wre not taxed at the sam: rate. " (p. 149)
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The United States Supreme'Court in Ohio 0il Co.
v. Conway, 281 U, S. 145, 50 S. Ct. 310, 74 L. =d. 775, held:

"5, A classification of subjects of taxation must
not be arbitrary, but must rest upon some ground of
difference having a fair and substantial relation
to the object of the legislation, so that all
persons similarly circumstances shall be treated

alike.

"6. No unreasonable classification is made by a
statute imposing a severance tax upon the production
of petroleum at rates varying according to the
gravity of the oil, where the gravity 1s generally
indicative of the gasolene content, which is the
chief element of value, and the factor of gravity

is resorted to in fixing prices, although there

are various gravity schedules of prices, and oils
broadly of the same sort may be sold at flat prices,
and in the case of oils especially sulted to the
manufacture of lubricating oil gravity is not the
criterion, but rather viscosity and sulphur content,
where such oils are of relatively low gravity,

the severance tax upon which is uniform, and although
producers of like oils in different localities may
obtain different prlces for their product.'

(Syl. 4, 5, and 6, p. T75)

See also Davis Welcome Mortgage Co. v. Haynes and
.» Citizens Bank of Galena v. The Tax Commission of the State of

Kansas, supra.

] A final point was that involved in Ohio 0Oil Co. v.
Vright, supra, where the Court said:

"In view of the limitation imposed by section 1

of Article IX of the state constitution, and our
determination that income 1s property, it is clear

the act in question has attempted to levy an

occupation or excise tax upon property which may

only be taxed by valuation under the constitutlon.

We are of the opinion, therefore, that the pro-

duction tax 1s invalld as against the royalty interests
retained by the lessor in an o0ll lease, or acquired

by assignment or other means." (p. 218)

However, in Barwise v. Sheppard, 299 U. S. 33, 57 S. Ct. 70,
81 Law Ed. 23, the United States Supreme Court held:

"1, A state statute lmposinz cn the production

of oll a tax measured by the extent of the pro-
ductlon, to be borne ratably by all interosted
partics, including royalty interests, is, though
denominated an occupation tax, in effect an excise
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tax, and therefore not an arbitrary fiat violating™
the due process clause of the Fourtcenth Amendment
as applied to lessors having a royalty interest,
not actively engaged in the production of oil. *
(Sy1. 1) -

"While operations under the lease are carried on

by the lessee and not by the lessors, they nevertheless
are carried on in virtue of the lease, that is to
say, under stipulations made between the lessors and
the lessee. The lease shows that the parties to

it are, in a very practical sense, committed to

and engaged in a common venture for their mutual
benefit. The lessors have put into the venture their
right to explore for and to extract the oil under
their lands, and the lesseec has put into-1t various
drilling and pumping appliances and much expense,
labor, and time. All that has been put in is devoted
to the common purpose of producing oil in which the
lessors and the lessee are to have stated interests.
It is this production that is taxed against the
lessors and the lessee according to their respective
interests.” (p. 26)

In Flynn v. State Tax Commission (N. Mex.) 28 P. 2d 889, the

Supreme Court said:

"Our minds do not reject the idea that the lessee
and the royalty owmer, considered as participating
in a joint enterprise, are both engaged in the
business of producing or severing oil, and that the
tax 1s therefore essentially occupational. Such

a view, however, 1s not indispensable to sustaining
the tax. Tor it may be considered occupational as
to the lessee, and another kind of tax as to the
royalty owner. Unless found as to one or the other
to be a tax upon tangible property, it need not be
levied ad valorem, and is an excise." (p. 892)

In conclusion, 1t is our opinion that a gross pro-

ductlon or severance tax would probably be constitutional if
levlied to the exclusion of property taxes or if levied in
addition to property taxes on mineral products. Ve do not
belleve that a provislon exempting the equipment and other
property used in production would be constitutional.

THZ: T

If we can be of any further assistance, please advise,

Very truly yours,
2RI 7/ j"
YRy RN I ¥
AUIA NGV 0 Az
IAROLD R. FATZER
Attorney Ceneral




~~~~~~~~~~ OBSERVATIONS REGARDING AD VALOREM TAX Attachment #3
~ BEN NEILL

- CREDITS AGAINST SEVERANCE TAX February o 1983

S. B. 171 and 267 allow a credit against any potential severance tax
liability. S. B. 171 allows "an amount equal to 1/12 of 80% of all ad valorem
taxes paid during the preceding calendar year'"... S. B. 267 allows '"an amount
equal to the full amount of all ad valorem taxes actually paid by such taxpayer..."

S. B. 267 further provides that the producer shall notify the purchaser
(who is the party ordinarily withholding and remitting the tax to the state) of
"the full amount of ad valorem taxes paid." The purchaser is then to reduce the
monthily amount of severance tax withheld by 1/12 of the producers total ad valorem tax
previously paid.

Observations------ --

1. What if a producer sells to more than one purchaser? How is the

ad valorem set off to be calculated? How can multiple claims for
the same ad valorem tax paid be prevented?

2. How are ad valorem taxes paid 6n Wells that are exempt from the

severance tax to be treated? As the bill is currently wfitten,
the producer would have an ad valorem tax set off against severance
tax liability on non—exempf production. ‘

3. Is it proper to permit a credit for ad valorem taxes paid on oil
and gas equipment? The bill now provides such a credit. Not
providing the credit however, would necessitate a major change in
the way ad valorem tax values are currently computed.

4. Calculating and accounting féf the credit on a per well or per
lease basis will be a massive bookkeeping problem for purchasers.

The law does not now require it. However, in order to tie the

credit to the severance tax liability and avoid the use of multiple

credits for the same ad valorem tax paid and to eliminate credits

allowed for severance-tax-exempt production as well as to rebate

properly to counties their proportionate share of the mineral

production refund fund, such per well or per lease accounting will

be necessary. ]

5. The bill contemplates a credit for ad valorem taxes actually paid
during the preéeding year. Though in itself this is not a particularly
difficult problem it is worth noting that it will ordinarily result
in mixing a portion of two years' tax liability in the credit (2nd
half taxes paid in June and 1st half taxes paid in December). There is

also potential for a producer on_a_one_shot _basis to get, in effect, a

credit for 1% years ad valorem tax liability if he were to pay all ad

valorem taxes in December after having paid second half taxes in June.

Aetr. 3
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Thank you, Mr. Chairman, and Senators, my name is Bryan
Whitehead and I am the Kansas Legislative Director and a regional
representative for the Brotherboadof Railway and Airline Clerks
union representing over eight thouwsand active and retired employes
of the transportation industry in Kansas.

I am also representing the Kansas Legislative Department of
the United Transportation Union which has over seven thousand
members residing in Kansas. And, I am also authorized to repre-
sent the Kansas Legislative Committee of the National Association
of Retired and Veteran Railroad Employes which has over three
thousand members residing in the major railroad terminal cities

of Kansase

Today, I will also testify on behalf of the Kansas State
Federation of Labor, AFL-CIO, whose affiliate members total over
seventy thousand wage-earner taxpayers residing in Kansas.

We rise, Mr. Chairman, in support of enactment of an oil
and gas severance tax in Kansas,

There are some alarming warning signs in the Kansas economy
and as a "child of the depression” I am running scared! When I
testified in support of the severance tax before the Senate Ways
and Means Committee last year, the President of the Senate criti-
cized me severely for "using scare tactics". But, I must submit
again, Mr. Chairman, that it®s time to get scared when a depression
level of 73,000 Kansans are unemployed! Our general revenue def-
jeits are a direct result of these unfortunate citizens paying no
jncome taxes and very little retail sales tax., Moreover, payment
of their property taxes will ultimately become impossible if this
depression continues.

Every member of the Legislature knows that, effective July 1st,
the Kansas taxpayer is going to have to pay a five cent increase
in the federal gasoline tax, It is also common knowledge that the
amended federal tax code has repealed the total annual gasoline
tax as a deduction for tax purposes. Given these facts, %% g
difficult to understand why an increase in the Kansas gasoline
tax would even be considered at such an inappropriate time.



In my view, Kansas should have enacted a severance tax twenty
years ago. Gove John Anderson and the 1963 Session of the legis-
lature knew that Kansas general revenue was declining and all the
experts were projecting deficits,

1964 was a Budget Session year and it was also an election
year. Congressman Bill Avery made a momentous decision to give
up his seat in Congress and to run in an eight-man Republican
primary for governor which he won.

The 1964 General Election produced some very unusual results
in Kansas, Lyndon Johnson carried our state defeating Barry
Goldwater by 77,449 votes (464,028 to 386,579). And, Bill Avery
defeated Harry Wiles by 32,403 votes (432,667 to 400,264) in a
vietory which was viewed by many as an upset but there was a tax
omen present, Late in the campaign, Mr. Wiles received statewide
publicity for a reported failure to pay his Stafford county
property taxes and many believed it cost him the election.

In the Legislature, the Republicans lost eight seats but
retained an €1 to 44 majority in the House. In the Senate, the
Republicans lost five seats retaining a 27 to 13 majority.

Governor Avery knew the die was cast and that he must increase
Kansas general revenue. To 4o so, he presented a tax "mix" package
of increases to the 1965 Session of the Legislature which was en-
acted and included: a one per cent increase in all state income
tax brackets; a one per cent increase in the retail sales tax (to
3%); a one-and-one—half per cent increase in the retail liquor
sales tax (to 4%); a two cent increase in the cigarette tax (to 8¢):
and, effective Jan. 1, 1966, employers were required to withhold
Kansas income tax from wages of Kansas employes computed at 15%
of the federal income tax withheld.

Although I had been active in Kansas politics for almost
twenty years, in 1965 I had only three Session's experience as a
Lobbyist. But, I can remember wondering if Gov. Avery's advi
were committing him to political suicide and the question was

-~ " o
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raiseds "wWhy not a severance tax?"
Eighteen years ago, in my annual report to members of my union,
I summed up the events of the 1965 Session of the Legislature as

follows:
T



"We were all impressed with Governor Avery's power

to influence the enactment of his tax program. While
jt is true that the Governor will have to live with

his tax increases politically in 1966, the effects

of this will remain to be seen.,” .

And, indeed it was seen. In the 1966 General Election, al-
most 700,000 Kansans voted in an unusually high turnout for a non-
presidential year, and Robert Docking defeated Gov. Avery by
75,705 votes (380,030 to 304,325). And, the Republicans lost
four more seats in the House of Representatives,

They say "history repeats itself"” and it is obvious that much
of the legislative scenario today is strikingly similar to that of
1965, Of course, there are some differences; but, add the severance
tax and gasoline tax issues and remove the tax witholding issue and
the plot is about the same.

Most importantly, in my view, many tax incidence studies have
been made and published to establish the impact in Kansas. And,
the impact is squarely on the middle-income, wage-earner, taxpayer
who bears the highest ratio of taxation to income in our state!

Mr., Chairman, and Senators, can you imagine the number of
fiseal crisis that would have been averted if the Legislature had

enacted a severance tax twenty years ago?

One philosophical comment, Mr. Chairman, if 0il & Gas logic~
ally belongs to Kansas counties for taxation then it also as logic-
ally belongs to the state, to the nation, and, as in Canada, to

the peorple,

I recently heard an =lderly widow testify at a public utility
hearing that her Social Security eheck would not cover her utility
costs, food and medicine. She was afraid she was going to have to
risk giving up her medication or to choose between freezing to

death or starving to death!

®
*

Gentlemen, I submit that society will simply not continu
tolerate the increasing number of such indictments against cur

ce

)]

[

system, Ultimately, by whatever means necessary, utility serv
are going to belong to the people of our natigm: and the profit-
takers are going to be removed from the market place!

_3-



I will close, Mr. Chairman, by assuring the Committee that
the fiousands of taxpayers I represent here today are not going to
support any tax increase until we have a severance tax in Kansas.

L}

And, I want to particularly emphasize, that until retail
grocery sales of food for human consumption is exempted from the
retail sales tax we will never support an increase in the tax!

You have been saturated with testimony by proponents and

opponents of the severance tax,

are known, and the jury is your constituency.

The evidence

isi'¥n, stheifaects
We respectfully

urgeyou to recommend enactment of a severance tax in Kansas.

The opportunity to presént our testimony
versial and important subject is appreciated.

on this most contro-
If I have failed

to make our position clear, Mr. Chairman, or raised any questions,

I will certainly try to respond.

Thank you.,.

BRYAN K. WHITEHEAD,

Kansas Legislative Director,

Bro. of Railway & Airline Clerks



Attachment #5

i 3AS-NATIONAL EDUCATION ASSOCIATION / 715 W. 10TH STREET / TOPEKA, KANSAS 6

O\

Testimony
F_W\Eiiéi:éig‘w Serate Assessment and Taxation Committee
Senate Bills 67, 171, 267
& February 21, 1983

Mr. Chairman and Meambers of the Cammittee:

My name is Charles W. Johns, representing the Kansas-National BEducation Association. We have
long had as one of our Continuing Resolutions on Tax Reform a position supporting fairness in
taxation for revenue to finance quality public education and other services. There must be

a method that would prevent excessive reliance on property or any other single tax source.

There must be a way to assure equitable distribution of the tax burden with those individuals
and industries who can best afford to pay, assuming their fair share.

We feel that a severance tax meets these criteria.

We are not in favor of a tax that places an ineqguitable burden on one industry and puts it

in a disadvantageous position. We do not feel the severance tax does that.

It is more important now than ever before to have a broad tax base to adeguately provide
quality education in Kansas. Schools have recently experienced a 4% cut in their budgets
which had been praomised by the state. The farm machinery exemption will cause same
property tax levies in the state to increase 15 mills plus, thereby discouraging local
school districts fram levying their maximum budget authority. There is no current provision
to fully fund special_education classes which are mandated programs. The bill passed out
of the House Education Cammittee last week would result in a 40 million dollar plus property
tax increase, and it doesn't even begin to address the needs of schools or teachers'
salaries. And, finally, federal cutbacks are creating an additional state and local strain

on needed educational funding.

We, as a proponent of the severance tax, state that we do definitely require additional
revenue and that now is the time for the people of the state of Kansas to receive some

benefit fram these oil and gas deposits.

Noted educator Ernest Boyer speaking at Yale University a year ago stated, "The teaching

profession is caught in a vicious cycle, spiraling downward, rewards are few, morale is low,

(continued)
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The best teachers are bziling out and the supply of good recruits is drying up.'" This has
just recently been confirmed in Kansas by an Emporia State University study. Boyer goes on
to say, "Today's crisis is greater than the one confronted 25 years ago yet the response

today is to reduce support for education.”

In closing, let me say we have not attempted to elaborate on all the perceived and real
technicalities inherent in a subject such as this. Statistics as you know can represent
various viewpoints. What we have attempted to accamplish in this presentation is a real

need to look at current and future educaticnal funding.

I would like to express my appreciation to you for listening to our feelings on this issue.
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FeBruarY 21, 1983

STATEMENT
BY
[van W, WyaTT, PRESIDENT
BEFORE THE
SENATE ASSESSMENT AND TAXATION COMMITTEE
ON THE

SEVERANCE [AX
(SB-67, SB-171, SB-267)

MR. CHAIRMAN, MEMBERS OF THE (OMMITTEE:

[ am Ivan WyaTT, PRESIDENT oF THE Kansas FARMERS UNION.

LAST YEAR THE SEVERANCE TAX DEBATE CENTERED AROUND WHETHER OR NOT THE STATE
NEEDED AN ADDED TAX SOURCE OR NOT.

APPARENTLY, THIS YEAR IT HAS BEEN RESOLVED; THERE IS A NEED FOR A SEVERANCE
TAX.

LAST YEAR THE MOTTO WAS NO NEW TAX.” |

IHIS YEAR WE ARE HEARING OF MANY “NEW TAX” PROPOSALS, NO DOUBT AIMED AT
KEEPING THE SEVERANCE TAX ON OIL AND GAS AT A VERY MINIMUM.

HISTORY HAS SPOKEN LOUD AND CLEAR. NEW FEDERALISM HAS CAUSED A MAJOR SHIFT
OF GOVERNMENTAL RESPONSIBILITY AND COST FROM THE FEDERAL LEVEL TO THE STATE LEVEL.

DURING THIS SAME PERIOD OF TIME, WE HAVE SEEN MAJOR CUTS IN THE LEVEL OF
FEDERAL TAXATION OF THE HIGHER INCOME TAX BRACKETS, CORPORATIONS, BUSINESSESS
AND THE OIL INDUSTRY,

[T NOW REMAINS TO BE RESOLVED; WITH THE SHIFT OF THE ADDED TAX BURDEN FROM
THE FEDERAL LEVEL TO THE STATE LEVEL, COUPLED WITH HIGH UNEMPLOYMENT, AND
DISASTERLY LOW FARM INCOME CAUSING A MAJOR SHORTFALL IN STATE REVENUES. THE
QUESTION HAS TO BE, WILL WE NOW TURN TO THE SEVERANCE TAX, A TAX BASED ON THE
VALUE OF PRODUCTION,TOANINDUSTRY THAT HAS BENEFITTED FROM RECENT FAVORABLE
FEDERAL TAX LEGISLATION, OR WILL WE CONTINUE TO ADD MORE AND MORE OF THE TAX

Mk &
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BURDEN ONTO THOSE SOURCES THAT ARE SUFFERING MOST GRIEVOUSLY FROM THE RECESSION?
WILL WE CONTINUE TO ADD MORE AND MORE OF THE TAX BURDEN ONTO THOSE SOURCES, TAXES
THAT MUST BE PAID REGARDLESS OF GENERATED INCOME, OR ABILITY TO PAY? SHALL WE
INCREASE THE SALES TAX, OR YET ANOTHER 2¢ OR 3¢ INCREASE IN THE ROAD FUELS TAX,
OR INCREASE THE PROPERTY TAX ON THE HOMES OF THE UNEMPLOYED, OR THE ELDERLY AND
POOR ALIKE?

ARE WE TO DO ALL THIS TO PROTECT THE OIL INDUSTRY FROM SHARING IN THE NEW
ADDED RESPONSIBILITIES OF THE STATE, BROUGHT ON BY THE “MEW FEDERALISM AND
RECESSION?"

LAST YEAR THE MOTTO WAS “NO NEW TAX.” THIS YEAR WE ARE HEARING OF MANY NEW
TAX PROPOSALS, MOST AIMED AT KEEPING THE SEVERANCE TAX ON KANSAS MINERALS AT A
VERY MINIMUM.

L AST YEAR THE ARGUMENT AGAINST THE SEVERANCE [AX WAS MADE THAT A SEVERANCE
TAX WOULD INCREASE THE COST OF FUELS, FERTILIZERS, ETC. TO FARMERS. FIGURES THEN
INDICATED THAT A 57 SEVERANCE TAX MIGHT HAVE RAISED FERTILIZER PRICES LESS THAN
8/10 OF A PERCENT, YET THIS YEAR A NEW ADD-ON TAX HAS BEEN SUGGESTED FOR NOT ONLY
FERTILIZERS, BUT HERBICIDES, SEED, PESTICIDES, AND OTHER AGRICULTURAL INPUTS THAT
couLD ADD SOME $300 MILLION OR MORE TO THE FARMERS COST OF OPERATION.

A ROAD FUELS TAX INCREASE HAS BEEN SUGGESTED TO STAVE OFF A SEVERANCE TAX.

A TAX INCREASE TO BE ADDED ONTO THE ALREADY INCREASED FEDERAL ROAD FUEL AND USE
TAX. A TAX FARMERS PAY DOUBLE; AS THE OLD SAYING GOES, FARMERS BUY RETAIL AND
SELL WHOLESALE AND PAY THE FREIGHT BOTH WAYS,

OTHERS HAVE SUGGESTED CUTS IN EDUCATION TO STAVE OFF A SEVERANCE TAX, OR TO
SHIFT AN EVEN GREATER BURDEN OF THE COST ONTO THE HOMEOWNER AND FARMER.

To SACRIFICE QUALITY EDUCATION FOR OUR YOUNG PEOPLE FOR EVEN A SHORT TIME
IS TOO MUCH TO ASK. BECAUSE ONCE A CHILD IS SHORT CHANGED DURING THEIR EDUCATIONAL
PROCESS THERE IS NO WAY THAT LOSS CAN BE RECLAIMED. [EDUCATION IS NOT LIKE A

BRIDGE OR HIGHWAY PROJECT THAT CAN BE DELAYED A YEAR OR TWO.
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| RECALL HOW THIS NATION WENT INTO A CRASH PROGRAM OF CATCH-UP IN EDUCATION
AFTER THE RUSSIANS LAUNCHED THEIR “SPUTNIK,” BUT NOW WE APPEAR TO BE RELAPSING
INTO THAT SAME PRE-SPUTNIK SITUATION OF A LACK OF CONCERN OF THE EDUCATION OF
OUR YOUTH AS A VALUABLE ASSET TO BE DEVELOPED FOR THIS NATION'S FUTURE AND
SECURITY.,

] RECALL LAST YEAR HOW IT WAS POINTED OUT BY SOME AGRICULTURAL GROUPS; THEY
OPPOSED THE SEVERANCE TAX BECAUSE AS THEY CLAIMED IT WOULD CAUSE A SIGNIFICANT
INCREASE IN FERTILIZER COSTS. HOWEVER, AT ABOUT THE SAME TIME THEIR SISTER
ORGANIZATION IN OKLAHOMA WAS SUPPORTING THE DEREGULATION OF NATURAL GAS PRICES
BECAUSE, AS THEY CLAIMED, IT WOULD BE GOOD FOR FARMERS BECAUSE, AS THEY RATIONALIZED,
NATURAL GAS PRICES WOULD GO UP, FERTILIZER PRICES WOULD GO UP, FARMERS WOULD THEN
USE LESS FERTILIZER; CONSEQUENTLY, THEY WOULD RAISE LESS GRAIN. [HEREBY, CAUSING
THE PRICE OF GRAIN TO GO UP AND FARMERS WOULD MAKE MORE MONEY.

] THINK THERE ARE PROBABLY BETTER AND MORE EFFECTIVE WAYS TO CONTROL EXCESS
PRODUCTION OF GRAIN,

[HE POINT IS, THERE ARE MANY INCONSISTENCIES IN THE ARGUMENTS IN OPPOSITION
TO AN ADEQUATE SEVERANCE TAX TO OFFSET THE SHORTFALL OF STATE REVENUES CAUSED BY
HIGH UNEMPLOYMENT, LOW FARM PRICES AND THE ADDED RESPONSIBILITIES OF STATE AND
LOCAL GOVERNMENT.

WE CONTINUALLY HEAR THE LEADERSHIP IN BOTH HOUSES,WHO HAVE OPPOSED THE
SEVERANCE TAX, SAY THEY ARE GOING TO MAKE MAJOR TAX CUTS, BUT MOST OF THESE CUTS
WOULD SIMPLY BE A SHIFT OF RESPONSIBILITY FOR THE COLLECTION OF TAXES FROM THE
STATE TO LOCAL UNITS OF GOVERNMENT, MUCH LIKE THE SHIFT OF FEDERAL RESPONSIBILITIES
TO THE STATE GOVERNMENTS,

IN CONCLUSION, THE QUESTION | ASK OF THE OPPONENTS OF THE SEVERANCE TAX:

HOW MUCH OF THE STATES ADDED REVENUE NEEDS SHOULD BE SHIFTED TO THE FARMER, THE
LANDOWNER, THE HOMEOWNER? IN OTHER WORDS, HOW MUCH OF THE SHIFT SHOULD BE MADE
ONTO THE STATE'S WORKING MIDDLE CLASS IN ORDER TO ESTABLISH A SEVERANCE TAX ON

THE OIL INDUSTRY AT THE LEVEL THEY HAVE PRESENTED IN THEIR BILLS?
#
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REMARKS BY SENATE MINORITY LEADER JACK STEINEGER

SENATE ASSESSMENT AND TAXATION COMMITTEE
FEBRUARY 22, 1983

AGAIN THIS YEAR, I APPRECIATE THE OPPORTUNITY TO APPEAR
IN SUPPORT OF THE LONG-OVERDUE SEVERANCE TAX FOR KANSAS.
BY NOW, I’'M SURE THAT EACH OF YOU HAS BECOME VERY KNOWLEDGABLE
ON SEVERANCE TAXES---AND THERE’S NO NEED TO RECITE EVERY FACT
IN THE LONG LIST OF FACTS WHICH SUPPORT THE TAX. WE ALL KNOW
THE FACTS, AND THEY HAVEN'T CHANGED APPRECIABLY SINCE LAST YEAR.

IT'S STILL TRUE THAT FEWER THAN THREE THOUSAND OIL AND
GAS PRODUCERS CONTINUE TO ENJOY REVENUES EXCEEDING TWO AND A
HALF BILLION DOLLARS.

THE PRICE OF OIL, WHILE DOWN FROM ALL-TIME RECORD LEVELS,
CONTINUES TO BE GOOD. (CURRENT PRICE: $29/BARREL)

1982 WAS A RECORD YEAR FOR DRILLING IN KANSAS, WITH MORE
THAN EIGHT THOUSAND FOUR HUNDRED WELLS COMPLETED. IT'S ALSO
INTERESTING TO NOTE THAT THE AVERAGE INITIAL PRODUCTION IN 1982
WAS THIRTY BARRELS A DAY, UP FROM TWENTY-THREE BARRELS IN 1981
AND TWENTY-ONE BARRELS IN 1980,

I SHOULD NOTE, ALSO, THAT ALTHOUGH PRODUCTION OF KANSAS
GAS FELL IN 1982, THE AVERAGE PRICE OF GAS INCREASED FROM
FROM NINETY-SIX CENTS PER MCF TO A DOLLAR EIGHTEEN.
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ALTHOUGH TOTAL REVENUES FOR KANSAS OIL AND GAS FELL LAST
YEAR, I THINK WE SHOULD BE MINDFUL THAT MOST OF THE DECLINE
FLOWED DIRECTLY FROM REDUCED PRODUCTION OF NATURAL GAS. IN FACT,
IF PRODUCTION HAD HELD STEADY LAST YEAR AND NOT BEEN CURTAILED
BY THE “TAKE OR PAY” BUSINESS PRACTICES OF GAS PIPELINE COMPANIES,
OIL AND GAS REVENUES FOR 1982 WOULD BE WITHIN A FEW MILLION
DOLLARS OF THE 1981 TOTAL.

SO HERE WE STAND ON FEBRUARY 22, 1983, HOLDING HEARINGS
FOR THE THIRD CONSECUTIVE YEAR ON THE SEVERANCE TAX. OIL AND
GAS LOBBYISTS HAVE AGAIN FLOCKED TO THE STATEHOUSE TO SING THEIR
SONGS OF WOE.,

LET’S LOOK AT THE OIL LOBBY’S 1983 LITANY OF COMPLAINTS.

*** PREMATURE PLUGGING OF WELLS.

*** DIMINISHED DRILLING PROGRAMS.

*** LESS PRODUCTION AND LESS INCOME TO COUNTIES,

*** FEWER JOBS.

*** LESS INCOME AND SALES TAXES.

*** INCREASED MIGRATION TO OTHER STATES.

I WAS A LITTLE PUZZLED BY THE LAST COMPLAINT UNTIL I READ
THE TOPEKA CAPITAL-JOURNAL TWO WEEKS AGO. AS THE LOBBYIST PUT
IT THERE, AND I QUOTE, "WELL, THE OIL AND GAS INDUSTRY IS AN
INDUSTRY ON WHEELS..” 1 GUESS THEY MUST JUST BE PLANNING TO
LEAVE THE STATE.
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LET ME GIVE YOU ANOTHER EXAMPLE OF A TYPICAL OIL
INDUSTRY POSITION, AGAIN, I QUOTE: “ANY INCREASE IN TAXATION
ON OIL AND GAS WILL PLACE (THE STATE) AT A DISADVANTAGE AND
IN THE LONG TERM GENERATE LESS TAX DOLLARS. SUCH A REDUCTION
WOULD BE ACCOMPANIED BY LOWERED INCOME FOR ROYALTY OWNERS, LESS
JOBS. . .AND A SAG IN THE ECONOMY.”

DON’T MISUNDERSTAND ME. 1 THINK THIS KIND OF TALK HAS
BEEN VERY SUCCESSFUL STRATEGY FOR OIL AND GAS PRODUCERS IN N
KANSAS AND ELSEWHERE.  IN FACT, IN THE LAST TWO YEARS IN KANSAS,
OIL AND GAS INTERESTS HAVE AVOIDED MORE THAN FOUR HUNDRED MILLION
DOLLARS IN PROPOSED SEVERANCE TAXES. THE PROBLEM--AND WE ALL
KNOW IT--IS THAT EVERY DOLLAR THAT ISN'T pap BY OHE TAXPAYER
IS A DOLLAR THAT MUST BE MADE UP BY SOME OTHER TAXPAYER.
AND THAT’S USUALLY THE TAXPAYER WHO DOESN’T HAVE A BATTALION
OF WELL-PAID LOBBYISTS IN THIS STATEHOUSE.

AND THIS ISH'T THE FULL STORY, I HAVEN'T MENTIONED THE
NINETY TO ONE HUNDRED MILLION DOLLARS HANDED BACK TO KANSAS
INDEPENDENT OIL PRODUCERS BY THE REAGAN ADMINISTRATION IN THE
FOPM OF REDUCED FEDERAL WINDFALL PROFITS TAXES. ALL IN ALL,
IT'S CRYSTAL CLEAR THAT OIL AND GAS PRODUCERS HAVE DONE A
FIRST-RATE JOB OF MAKING SURE THEIR TAXES AREN'T RAISED. IN
FACT, THEY’VE EVEN GOTTEN THEM LOWERED.
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AS 1 MENTIONED EARLIER, MOST THINGS HAVEN'T CHANGED
APPRECIABLY SINCE LAST YEAR. TWO THINGS HAVE CHANGED, HOWEVER.,

FIRST, KANSAS GOVERNMENT NOW FACES IT’S MOST SEVERE
FINANCIAL CRISIS IN MEMORY. WE SIMPLY DON‘T HAVE THE REVENUE
NEEDED TO FIX OUR ROADS, RUN OUR SCHOOLS AND OPERATE STATE
GOVERNMENT,

SECOND, A GOVERNOR’S ELECTION WAS HELD LAST NOVEMBER.
AND, AS WE ALL KNOW, THE SEVERANCE TAX WAS THE NUMBER ONE I1SSUE
IN THAT CAMPAIGN., OWE CANDIDATE STRONGLY FAVORED A SEVERANCE
TAX, THE OTHER STRONGLY OPPOSED A SEVERANCE TAX AND PROPOSED,
INSTEAD, THAT Wt INCREASE KANSAS GASOLINE TAXES.

THE 1SSUE WAS CLEARLY DRAWN, AND WHEN THE VOTES WERE COUNTED,
THE PEOPLE OF KANSAS HAD SPOKEN LOUD AND CLEAR BY A CLEAR
MAJORITY. THE PEOPLE WANT A SEVERANCE TAX ON OIL AND GAS---
NOT A GASOLINE TAX,

FRANKLY, EVERN KANSAS OIL AND GAS PRODUCERS ARE NOW CONCEDING---
PRIVATELY---WHAT EVERY MEMBER OF THIS LEGISLATURE ALREADY
KNOWS: THE 1983 LEGISLATURE WILL PASS A SEVERANCE TAX. THE
ONLY REAL QUESTION REMAINING---AND IT‘S A QUESTION THIS COMMITTEE
MUST ANSWER---1S WHAT KIND OF SEVERANCE TAX WILL BE PASSED.
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ON ONE SIDE STANDS THE OIL AND GAS LOBBY. THEY WANT
TO RAISE ABSOLUTELY THE FEWEST DOLLARS POSSIBLE AND SHIFT
THE TAX TO OTHER TAXPAYERS. HOW MANY SPECIAL INTEREST PROVISIONS
CAN THEY STICK IN THE BILL? HOW LOW CAN THEY HOLD THE TAX
RATE? THOSE ARE THE TARGETS OF THEIR CAMPAIGN.

ON THE OTHER SIDE STANDS THE GOVERNOR, A NUMBER OF LEGISLATORS--
BOTH REPUBLICAN AND DEMOCRAT---WHO FAVOR A SEVERANCE TAX, AND A
MAJORITY OF THE PEOPLE. WE’RE TRYING, FIRST, TO MAKE SURE ANY
SEVERANCE TAX PASSED IS CONSTITUTIONAL. WE DON'T WANT A REPEAT
PERFORMANCE OF THE 1957 SEVERANCE TAX WHICH WAS HELD UNCONSTITUTION
ON A TECHNICALITY.

SECOND, WE WANT A TAX WHICH WILL RAISE A FAIR AND
ADEQUATE AMOUNT OF MONEY.

AND, THIRD, WE WANT A TAX WHICH PROTECTS THE PEOPLE OF
KANSAS FROM BEINS USED AS SACRIFICIAL LAMBS AT THE ALTAR OF
THE OIL AND GAS INDUSTRY,

THE CHOICES FOR THIS COMMITTEE ARE CLEAR, AND YOUR
RESPONSIBILITIES ARE GREAT. THE TIME FOR LISTENING TO
ANT1-SEVERANCE TAY RHETORIC 1S PAST.  1'M SURE WE ALL
REMEMBER THE STATEMENTS LAST YEAR THAT KANSAS WASN'T FACING
A FINANCIAL SQUEEZE AND NO NEV TAXES WERE NEEDED. THE TRUTH
OF THOSE STATEMENTS 1S NOW SELF EVIDENT,
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MOST EVERYONE NOW AGREES THAT THE STATE NEEDS SOMEWHERE
IN THE NEIGHBORHOOD OF A HUNDRED AND FORTY TO A HUNDRED AND
FIFTY MILLION NEW DOLLARS THIS YEAR.

WHAT DOES THAT MEAN FOR THIS COMMITTEE?

FIRST, IT MEANS THAT IF THE COMMITTEE CHOOSES NOT TO
TAX NATURAL GAS LIQUIDS--AS PROPOSED BY THE GOVERNOR--EITHER
THE SEVERANCE TAX RATE MUST BE INCREASED OR THE EXEMPTIONS
REDUCED.

THE ONLY ALTERNATIVE IS TO RAISE SOME OTHER NON-OIL OR NON-GAS
GENERAL TAX---AND A GENERAL TAX INCREASE 1S SIMPLY UNACCEPTABLE TO THE
PUBLIC AND A MAJORITY OF THE LEGISLATORS WHO ARE REPRESENTING THE
PEOPLE IN THIS LEGISLATURE.

I, ALONG WITH MANY OTHER LEGISLATORS, WILL NOT BE WILLING TO
TALK ABOUT RAISING THE PEOPLE’S SALES TAXES---OR THE PEOPLE’S
GASOLINE TAXES---OR THE PEOPLE'S PROPERTY TAXES.

THERE’S ONE OTHER FACTOR YOU MUST CONSIDER, T0O. 1IF THIS
LEGISLATURE IS UNWILLING TO FOLLOW THE GOVERNOR'S PROPOSAL TO
USE FIFTY MILLION DOLLARS IN FREEWAY FUNDS RESTING UNUSED IN
KANSAS BANKS, EVEN FURTHER REVENUES MUST BE FOUND.
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AS THIS COMMITTEE DELIBERATES ON THE MOST IMPORTANT
ISSUE OF THIS SESSION, THE SEVERANCE TAX, I BELIEVE YOU SHOULD
BE EVER MINDFUL OF WHAT THE PEOPLE OF KANSAS EXPECT.

THEY EXPECT US TO PROVIDE ADEQUATE FUNDING FOR LOCAL
SCHOOLS TO MAINTAIN QUALITY EDUCATION WITHOUT PROPERTY TAXES
SHOOTING THROUGH THE ROOF.

THEY EXPECT US TO PROVIDE ADEQUATE FUNDING TO FIX OUR
ROADS AND HIGHWAYS WITHOUT ADDING ANOTHER TWO OR THREE CENTS
IN GASOLINE TAXES ON TOP OF THE NICKEL ALREADY IMPOSED BY THE
REAGAN ADMINISTRATION.

THEY EXPECT US TO PASS THE SEVERANCE TAX, AT AN ADEQUATE
RATE, AND PLUG THE BIGGEST LOOPHOLE IN THE KANSAS TAX SYSTEM.

ONE THING IS ABSOLUTELY CERTAIN. THE PEOPLE OF KANSAS
WON'T SIT STILL FOR A GENERAL TAX INCREASE DESIGNED TO PROTECT
THE OIL AND GAS INDUSTRY. LIKEWISE, MANY OF US IN THE LEGISLATURE
WILL FIGHT TO THE BITTER END TO MAKE SURE THE PEOPLE’'S TAXES
ARE NOT RAISED SO THAT OIL AND GAS TAXES CAN BE HELD DOWN.

THE VOTERS IN 1982 SPOKE, AND THOSE SAME VOTERS WILL SPEAK
AGAIN IN 1984 IF THIS LEGISLATURE FAILS OR NEGLECTS TO REPRESENT
THE WILL OF THE PEOPLE. AND THE WILL OF THE PEOPLE IS A FAIR
AND ADEQUATE SEVERANCE TAX.

THANK YOU VERY MUCH.
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v Richard D. Smith
President of the Kansas Independent 0il and Gas Association

My name is Dick Smith, and I am president of the Kansas Independent 0il and
Gas Association. Thank you for this opportunity to testify. I will try to cover
several points very quickly.

First, the oil and gas industry is falling deeper into recession. The two

graphs on the first page of the handout will illustrate the situation. The one on

the left shows the decline in the price of oil since 1980. That was the year that

recent legislatures first seriously considered a severance tax. The price was

$39.00 then, and it has since fallen to $29.00, with the latest dollar down post-

ing being made last week. Also, last Sunday there was a $5.50 drop in the price

of Nigerian oil which is of a similar quality to Kansas crudes, and that will add

downward pressure on our price. Further, at this time, there is more oil available

in the world than ever before, and the market for it is weak. Therefore, the

continuation of the downward trend in prices seems to be inevitable.
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HIGHEST POSTED PRICES FOR ACTIVE ROTARY RIGS IN KANSAS

KANSAS _ CRUDE; oiL

The graph on the right shows the number of active rotary rigs operating in
Kansas. These are our large drilling machines, and this does not count the small
truck mounted rotaries in southeastern Kansas. About a year ago we had 224 rigs
running in Kansas. Today there are 105 of those rigs down and out of work. That

is a full 47% of our drilling fleet, and it means that at least 1300 men who were
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actively working on those rigs are unemployed. That does not count the numerous
cat drivers, truck drivers, bookkeepers and others who have also been laid off be-
cause they are associated with the drilling business. By the way, one of those
rigs is mine. It has been down for 8 months. We bought it two years ago, and we
still pay principal and interest on it each month.

Kansas production is declining too. Gas production has dropped by 33% in one
year, and oil production, which was our one bright spot because it had increased
following the active drilling pace during the past few years, is now also on the
decline. Kansas oil production was 199,000 barrels a day in November, and it has
now dropped to 196,000 bbls/day. Continued decline is inevitable because we are
drilling fewer and fewer wells.

In short, our industry is in a serious recession, certainly one of the hardest
hit industries in the state, with high unemployment, numerous bankruptcies and'
drilling and production revenues down.

This is hardly the time to be adding to the tax burden of an industry that is
already, more than adequately taxed. Last year, the o0il and gas industry paid $118
million in property taxes alone. That is more than 11% of all of the ad valorem
taxes paid in the state. Further, we paid another $100 million in sales, income
and other taxes. Our ad valorem taxes alone amount to 4% of gross revenues on an
average, and that percentage will rise as we assume our share of the shift in taxes
from exempted farm machinery.

I understand that testimony was given yesterday to the effect that the exemption
from the windfall profits taxes for stripper o0il would partially offset the severance
tax. If you will look back to the o0il price graph you will see that the Economic
Recovery Tax Act (ERTA) (which included the stripper exemption) was passed in August
of 1981. At that time, the exemption would have equalled about a $3.00/bbl. benefit
for less than 1/2 of Kansas o0il production. Since that time, the price of oil has
fallen twice that much, so any benefit has long since disappeared. If in fact there
was any windfall, then why are half of our rotary rigs lying idle?

It is difficult for us to understand the punitive tax rates which are proposed
by the various bills before the committee. Total tax on oil and gas in the governor's

bill would be at least 117 when—the ad valorem tax we already pay is considered.

7%% is also high when you consider that we are a state that produces marginal oil.
More than 90% of our wells are stripper wells, those that produce less than 10 barrels
per day. Stripper production is taxed very carefully in many other producing states
because they recognize the marginal character of the production and the economic loss
that would occur should these wells be overtaxed and cause abandonment. For instance,

Louisiana, the third largest producing state in the country, taxes stripper at only



3 1/8%, Nebraska a 2% severance tax and Colorado has no severance tax at all on
stripper.

Further, we recognize that the state needs money, but we wonder why we are
being called on to fund all, or virtually all, of the deficit. Surely we aren't
responsible for the shortfall. What has happened to the plan to spread the burden
with sales, income and gasoline taxes? The needs of education and highways are the
responsibility of all Kansans, not just the oil and gas industry.

I wonder if the proponents have considered where we might be at this time
next year if our industry is damaged with a tax. O0il production could easily drop
another 10,000 barrels daily. It did just that on the average for 12 years running
in the 1960's and early 70's because we did then, just what we are doing now. We
drastically cut our drilling. What about our gas production which dropped 33% last
year, and if you think that was just an odd year, you're wrong. The 3 previous
years it dropped an average of 10% per year. What about drilling? Certainly we
can't expect a resurgence in drilling when higher taxes have put us at a disadvantage
with other states where there are better opportunities to find good wells, far better
than our marginal production. Where will we be politically? No one ever mentions,
anymore, the myth of property tax relief provided by a severance tax. Income from a
severance tax will only help to cover the deficit, much less add to the funds for
schoolé and highways like Kansans have been promised.

Finally, we have been hearing a lot about a mandate for a severance tax. But,
I don't think any governor, senator or state representative was ever sent to Topeka
with a mandate to permanently damage an industry, put good pebple out of work and
lay waste to the future of the economy of our state. Kansas needs the oil and gas
industry, it's our second largest. We won't be able to repair it or replace it
next year if we cripple it with taxes. For the good of our state, I hope you will

oppose all of the severance tax bills before you now.
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Mr. Chairman and members of the Committee, I am Dick Randall, General Counsel for
Petroleum, Inc., and Chairman of the KIOGA Legislative Committee. I am opposed to all
pending severance tax bills.

February 22, 1933

STATEMENT

A11 owners of Kansas oil and gas leases now pay a "severance type" ad valorem tax to the
counties. This is a fair tax based on price, production volumes, and operating costs.

A1l oil and gas leases are reassessed each year by those counties. Total ad valorem taxes
paid by our industry soared seven fold from $17.3 million in 1973 to $117.5 million in 1982.

The Kansas "severance type" ad valorem tax is more scientific and less regressive than a
straight percentage severance tax. California and Kansas tax oil and gas properties by
similar ad valorem tax formulas. It is no accident that they are the only two states in
the nation which have actually increased daily crude oil production in the past ten years.

The Kansas crude oil price has declined from $39 to $29 in less than two years, for a price
drop of over 25%. The price of North Sea, Nigerian and Saudia Arabian oil has dropped
from $5 to $7 per barrel in the past week. It is inevitable that the price of Kansas crude
0il @eeee will decline further within a matter of days or weeks.

The Kansas oil industry is in a severe cash flow crunch at current prices. Rigs are down,
drilling budgets are being slashed and numbers of employees are being reduced. Some Kansas
operators are already insolvent and are facing possible bankruptcy. Kansas is a stripper
well state and camnot be realistically compared to larger well states for taxation.

Kansas natural gas production and reserves continue to decline and profits are shrinking.
Kansas gas prices are the lowest in the nation, but long term markets are being lost to
competative fuels, which may never be regained. Many recent gas discoveries are small
wells and will be short lived. ‘ :

Most Kansas gas wells are already paying more than 6% of gross revenues in property taxes.
Some are paying more than 10% and cannot absorb higher taxes. A severance tax will auto-
matically increase consumer gas. prices where contracts allow full or partial tax reimburse-

ment.

My company, Petroleum, Inc., operates in 13 states and in Canada. If a severance tax bill
passes, Petroleum, Inc. will shift its Kansas exploration budget money to other states, and
will not explore here. We shifted our drilling budget out of this state in the early
sixties, and our Kansas oil production declined from 4600 BOPD in 1962 to 1400 BOPD in 1980.
We are back up to 1700 BOPD now by increased drilling.

In 1982 Petroleum Inc. participated in drilling 52 wells in Kansas. However, our annual
drilling budget is flexible and can be shifted quickly to other states in which we operate.
If a severance tax bill is passed, our decision is that Petroleum, Inc. will not drill any

more exploratory oil or gas wells in Kansas.

Any fair severance tax bill must give credit for current taxes paid by the oil and gas
industry. Any fair severance tax must also include royalty owners who do not pay costs of
operation. To exclude royalty owners and to call the tax a "severance" tax or a ''gross
production" tax, would ensure a legal attack on its constitutionality in the courts.

Kansas camnot afford to penalize its oil and gas industry with an "additional" severance tax.
I urge you to vote "No" on the severance tax bills pending before this Committee.

Thank you.

Y/ WA
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Peat, Marwick,Mitchell &Co. Wichita, Kansas 67202
316-267-8341

February 22, 1983

Senate Assessment Taxation Committee
State Capitol Building
Topeka, Kansas 66601

Gentlemen:

I am appearing today in opposition to the proposed Kansas severance tax

on oil and gas. I have previously spoken before this committee regarding
numerous technical complications in such legislation as well as my esti-
mates as to the potential impact of such a tax. Today I would like to
speak only to one issue. My concern is that the proponents of this legis-
lation have continually overstated what they feel to be the economic impact
of the windfall profit tax exemption for stripper oil which began as of
January 1, 1983. In my opinion, the $100 million figure being used by the
proponents is more accurately calculated as follows:

Estimated stripper production subject to

exemption $§ 1.09 billiom
1982 windfall tax on above (1) 95.0 milliomn

Less: estimated current refunds due teo
application of 90% net income limi-

tation - 25% (24.0 ) million
Total amount subject to exemption 71.00 million
Less: federal and state tax on reduced

withholding — estimated at 50% 35.5 million
Net cash flow to Kansas oil industry S 35.5 million

(1) Assumes $29.00 sales price and $20.50 adjusted base price.

The sales, adjusted base prices and net income limitation figures used in
the above calculations are representative of the typical oil and gas pro-
ducers which I represent. It is particularly important to recognize that
the reduced windfall profit tax withholding will not automatically flow
to the bottom line for Kansas producers. It is totally unrealistic to

/{aé /0
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assume that the $71,000,000 refund will not increase the total federal
and state tax liability of Kansas producers.

I would also like to make one further illustration to emphasize my belief
that Kansas oil and gas producers cannot afford this tax. Specifically,
the following calculation indicates that Kansas producers are now receiving
$3.40 per barrel less than they were receiving in December 1980. My calcu-
lations are as follows:

12/31/80 2/21/83
Sales price per barrel $ 39.00 $ 29.00
Windfall tax ((6.60) None
Net cash to producer 0§ 32.40 $ 25.00
Reduced cash to 1983 producer $ 3.40

In summary, I believe the proponents have grossly overstated the industry's
ability to pay this tax, specifically with respect to their estimate of the
cash that will be available to Kansas producers because of the removal of
the windfall profit tax on stripper oil beginning in 1983. Secondly, if
you do mnot feel that the tax was appropriate based on a net $32.40 per
barrel to the producer in 1980, how can you justify an increased tax bur-
den in 1983 when their actual cash flow is lower than it was in 19807

Thank you for this opportunity to present my views in opposition to the
proposed severance tax.

Very truly yours,
PEAT, MARWICK, MITCHELL & CO.
2 Lo
ames R. Cast, Partner

JRC:MLW
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Members of the Senate Assessment and Taxation Committee:

T am Rob Dietterich and I am from Ransom, Kansas. I graduated
from Kansas State University in December, 1982 with a bachelor of science
degree in geology. While still in my last semester of college I began
sending out resumes to companies both in and out of Xansas. These
resumes were sent to most of the major oil companies and to many smaller
independent companies., Approximately 100 letters and resumes were sent
to companies at this time. About 95% of the companies responded, and
all of these with rejection letters,

After graduation I moved home to Ransom where I am employed by my
father on his farm. In mid-January I began calling on geologists and
-0il companies in person, mainly in the Wichita area. I personally con-
tacted 80 companies. Most of the companies were very willing to help,
tut none had any positions available for an entry-level geologist. I
also contacted geologists and oil companies in Great Bend, Kansas and
received the same response there. The general feeling of the oil companies
and geologists was that they were waiting to see whether the severance
tax would be passed or not, before making any employment decisions. They
felt that if the severance tax was passed, the petroleum industry in
Kansas would be depressed even more than it is presently.

From my experience, I feel that geologists now and future geologists
graduating from universities in Kansas will have to go outside the state
to find employment. Passing the severaasce tax would mean that employ-
ment opportunities in Kansas, for geologists such as myself, would

deteriorate even more,

Robert J. Dietterich
R.R. #1

Ransom, Kansas 67572
(913) 731-2220

AL s, 7/



KANSAS OIL COMPANIES CONTACTED

Griggs 0il Inc.

Frontier 0il Company
Edmiston 0Oil Company
George R. Jones

Bankoff 0il Company
Falcon Exploration Company
Lario 0il and Gas Co,

Ram Petroleum Corp.

Koch Industries Inc.

Midco Drilling

Murfin Drilling Co.
Pickrell Drilling Co.
Gear Petroleum Company
F&M 01l Company

Mustang Drilling & Exploration Inc.
Assoclated Petroleum Inc.
Slawson 011 Company
Petroleum Inc.
Mid-Continent Energy Corp.
Abercrombie Drilling Inc.
K&E Drilling Inc.

Texas 0il and Gas Corp.
Woolsey Petroleum Corp.
Dunne=-Gardner Petroleum Inc.
Texas Energies

Vincent 0il Corp.

Beren Corp.s

American Energles Corp.
McCoy Petroleum Corp.

A&J 0il Company

Zenith Drilling Corp.
Penguin Petroleum

Stelbar 0il Corv.

Sage Drilling Co.
Pate-Dombaugh Petroleum
Viking Sexrvices

Banks 0il Co.

B&B Drilling Inc.
Bradley & Bradley
Sunburst Exploration Co.

Hummon 0il Company
Parrish Corp.

D.R. Lauck 0il Company
Aladdin Petroleum Corp.
Hellar Drilling Company
David P, Williams
Graham-Michaelis Coxp.
Foxfire Exploration Inc,
Galloway Driliing Inc.
Landmark Energy Corp.
Leben Drilliing Co.

A, Scott Ritchie

George Reed

Energy Exploration

Mid=-Continent Energy Corp.

Imperial 0il Company

Rains & Williamson 0il Company

Range 0il Co.

Brandt 0il Company
Rockwood Petroleum Co.
Zorger Petroleum Co.
Palomino Petroleum
Cities Service Company
Aylward Drilling Co.
Petroleum Energy Inc.
Maurice L. Brown Co.
Sanders 0il Co.
Bergman 0il Co.

Landes Exploration Co.
Geosearch

Hinkle 0il Co,

Martin 0il Company
Mull Drilling Co.
Robert D. Dougherty
Strata Drilling Co.
Roxana Corp.

Lewis 0. Chubb
Petro~Log Inc.
Brougher 0il Inc.
Energy Three Inc,



ROBERT J. DIETTERICH

Rural Route 1 '
Ransom, Kansas 67572
(913) 731-2220

OBJECTIVE
‘A position in the field of Exploration Geology.

EDUCATION

Bachelor of Science in Geology, Kensas State University, December 1982.
GPA: 3,75/4.0.

Attended Bethel College majoring in Geology, August 1978 to May 1980.
GPA: 3.75/4.0. ,

HONORS/ACTIVITIES

Sigma Gamma Epsilon, Geology Honarary
American Association of Petroleum Geologists
Kansas Honor Student

Semester Honors (4.0 GPA)

Music Achievement Scholarship

Class Valedictorian

Mid-Kansas Symphony Orchestra

Bethel Jazz 7 & 8

Williston Geology Club

Intramural Sports

WORK EXPERIENCE

August 1981-December 1981: Lab Assistant
Kansas State University - Manhattan, Kansas

Summers 1973-1982: Farm Laborer
John L. Dietterich_Farm - Ransom, Kansas

PERSONAL DATA

Birthdate: 9/30/60

Marital Status: Single

Health: Excellent

Languages: German (3 years)

Available for Employment: January 1983

REFERENCES

Dr. Claude W. Shenkel, Professor of Geology, 105 Thompson Hall,
Kansas State University, Manhattan, Kansas 66506 (913) 532-6724.

Dr. Henry V. Beck, Professor of Geology, 104 Thompson Hall, Kansas
State University, Manhattan, Kansas 66506 (913) 532-6724.

Mr. Les Wurm, Senior Engineer, Panhandle Eastern Pipeline Company,
3444 Broadway, Kansas City, Missouri 64111 (913) 888-3428.

-TRANSCRIPT AVAILABLE ON REQUEST-




Attachment #°°

#12

2

>
-_,_/_/.ﬁ&o_«u“mm >, Co 1T e —c _mem b cys

SN Vit c/ € 7/0’ Ve ‘7/0/'171 p) ,724;2/’ ARU e LooH o

(2

e Outewell e o

v ) tneKes 9 ’za rrc// in

‘/9"'/ A‘/JC/ ;jﬁ[)"‘@ gere./ S LyaFe v, /f

,_,I oS Ly o \sou Qan_ﬁaf //7/(“/6’,

_Q.Af/&,/]__D”T o Wl Fhe }’_( ﬁu&'ﬂ cr pa 7,

Cost A /50 oo VENal

e /ﬁ/w_./,_/‘_/__(_)/\//a,_/z_g.tﬁ_&/_ ,,-llu,d.us._c-_ G/ oS T

Kan gos wedl. 177 c«ufz‘e, Sure. Fhat

_ T woyld Jesk & 7/4 S ZE o/ffmuﬂ

(/&_«4 \A N \C;'(’/C7Vl(f’7__._

_-M@C_Dﬂ‘g;ﬂgﬁ,ﬁw 0// 7 § /27; D /774
_Or ) Which  sens s

L gey . 27 25

;p j/p W Ll s /f__v_gf,&u_(af_@_ M S IM D70 ”

ﬁe/v /?p‘"/\{/ 2/ g.>/; r/ W bend T /!1/;7’/
‘fm),' L«bd_QJ»S_ﬁm_ML‘A_&J/ﬂ} 7;4 Guersse . )9077’76/ g/)pojm ‘ASZ/l T_’_I_pff¢‘d*_/ N WLfL

QjQ{‘)\Def ‘f/{/§ 277 h;f 4b€ //v COrlo 7 o a2t !

-—%IS Se cm 61,1 e 1}’/7[77[_;2{*&)»/7 74;‘* ~J

/7//~u4s/J M»), M/J(M e m‘/g[u_p 7414@

—~He ﬁ;gmrw—s fé_g_ﬁ;j_ue (N . €,L"‘/0i\_
ﬂf‘yC£, /)-Q,f’ A&\{T{)’, _::ZZ— _p/\/a/ SO o

_7@0.5 2 F0 L prS 7 ,_,Ln_q (o7 b0 G Number
— __274.2[ Secses. - [Mﬁj ,(4%,,/ A YZ/ o 4. O._/_i/,,.

_ﬂljf_w//dé_‘// c’/r j_rc%jl “»&’;}V /‘i/!/ J !J 75__,//0 [oN) —

W.pufllcc/a____ara.uyj__‘ipo barre s & O/h}l

_éﬁ o410 %< &“AQ_‘S‘(/,‘L“u}/J*’\ e / oo
T xir ce St //ymzur/ Ctheise L7 574

_.a_,DL[ 5/4 56 .(,&.)Ll/j\ /’Vl/»;/\/e pround. jf'/u

*;//A_L_,dﬁ Ml 107&) em~:~f,
_é,j(yc«'f// w»_-_)[ %/44
I 1/ ovo 7A7vf 77

udﬁ;) LQ__)ID_.QD/L/.__Z;/J._/_J/MjﬁJV./ oA s T

21 Cudty ./x_gw/.@ o
foes e ) S priev. ~ME

ﬂZ’é_gQg o Ths

S 7/_;2,4'—5—2/ — W A C / 74/1&/ (o eV S D /l S o

) @?ﬁ/u_h“f/ '//V//“/%
_Such . _Zwlawa/

/ CAAINTL 7 ,//C//oug,

,/jJ/ Wb s/ L cend s

4&%_1@@4%&!&7/@@.£Lui IS Ao ud S el /4 jf@: '///? / “3' V\)_LJ—.‘__/"V_O Q/,;_C;__%“_Z% V=

o WesF% vnd Kiado < —Jeorl e 45// s/
W._g'_AJ_A_,_/(AHs A5 Some jWeTie vl Th 1 Te— o T

(WS K es [T mucih o e €X 40 €N 3.V
| % /ﬁ'j v Qd%g/{é LN S

WP T o sTIPP Y,

e /Oﬂj e/ __/lpgﬁn =
LL)_—’L/] 7% € }ai - \J//?afv"{ ~ /.7L’ 1S A L"/ ]

‘:ﬁ(/ O/ec uu/y\_/j //'/cl«c/\'\’{ ’)’/"‘/“ 7/56 ,

— ) .;//’70)'7 C a5t ’\,SA T e X1 S

»4124 /Z.



St

2 (¢’

. - _:é //Oual;,'f/ (23 (PAW=N k U ear /‘A‘(q /’pd /97 2-
s ) e r 2 [) e < f’ & o~ ’) Y exy / 2
cove { exernp 7o eosle Loe 4 10 0vv o8 Tl wadectTind ST, o0)

‘7468/ FZ/J nd / - [N /7-) 740
e 9 Qe s p o LSS LSS ) e T -th‘!A et Copne 740 1 hevnst
Y Z;lﬂez/< — Ahos 7"/»/@:»/‘ %»([,6 /h‘ﬂ/-. W ey

|
/-67‘, £ /ﬂc.gé,. /2 s /('CIi /070 o wn f"(/)Cuv\\‘J
Lo vosmd ot Tox| — T4 s crve d
A4 &Q.%A,SJQZ _0:,_/[,-_/925 s

_nssessed o Dy £ 40070y direefe .

) __f_()uyy }'J/, e / D/’_QJL_wQJ Jb§g$f€,d Q-\)d
l

T o T T : P_.gﬁm__u_{__.dq5¢ P bna g2 Lo / U&A,I}*/M_wdgr‘_éffoi,
e Loc B 1500 were <sS¥s®a a5 Lol eS
: ﬁ{/'ﬂ,m — — il A s W&I;OJ}%j orl,

H IA/%‘“’SMWI:/VC‘»{ &y pev<Tt7 J"j[;wm .
' ¥ Pl ch VN erly el bi.a/mg ex 2/1/Jff«__m,-

R #f\o 01 TE / — - l/{, . y/é-_zg//{ 1 -

' /
T Ao %4 7/ce/ 9 /M_jg w\]Lzﬁx‘-f? d VL2 ‘T/y —
- e R >/“ e ne i 5 LT . s

— gty s donins Sountic s

, s Ne SBewnF JEom ;/_u])__lm s A Scll
o o R T T :7L Fhe. _,meA_;//g/L/J 7 A d oy L ) 7//¢7;/ Cre o T

“'“_H.,ﬂd(u‘//uwc l‘ff«rjy,f QTQ ﬁ’vf a\ita//(/ AN Ve
P24
/

B ’ o ‘7/4 <7 € )/A oo S 427 u {_é_/ﬂ < L Ceowg .

T T e . Tt T T T T e y’ rv Q/ w (e % -8 m§/ f Lo / /S LA A
. T e ST T T _m_>/f;x_4,m ro- 7Lj s_+S <_.§_“g,{z7,@ < szjﬂ_a—»ﬁffd N

e ot e e+ - — -

Y A~ SN P VP



(=

f o ——

S

A/C", S\/\/pwc(’ o /(r

._.—bo'——--.— —_

Jeer oo

7‘3&’,,,5 L:.)A-?C/ &emfp%”:’f §M a'7€~ 5 > W Lo“f)

- i {— N ’ y -
gf uwa,,7.4 0‘ 18X 9.// S C 1":‘.‘5“7’/52 o2 D e/ /{(rl}(z & q\ﬂf""

L deot 5

m_\jjtuf 1S % DI/\Jj % 0 /764,//[) 2o [/( T €€ oy A/M S Lo '\,4/7 LS A{/?/JM %e/

S o5 O, )/ :Z:u'o,/hsy,,ﬂ

J// 22 d /1 f%.:gd.'_/m}/ 21 ) 7% e /M%J’pfx

nguﬁu/de// or b\)'{

€. ‘/AC// Ml/ .27 ,4/01/62,_5

ERV2V/AS e/ fere. |

7/5’ fj?ﬂ’b '7L5f2_ _rul [Df D// Gauswd '

-

‘ Imu.s - /DDK @/ff Mger(, wl» /e ))QAA/7_
| e /s d ee—s a2 /o_irmz/.vu‘a,,_'_.,

—‘7/,6(7 //7/q<oe/§7' 0/ 200 22 7 o/ /(W\Jf‘;‘-{ ! %/N/{ ,%L(/'\

-——Zlh(f/bf“/"“u/(o /) '/4e, o ld — i A

umfﬂ%ﬂOJQ/yJﬂ %6 /(M Sas 2o duce / - o _C:—Z;ﬁgﬁmwgg ~

——-ﬂ{/y.w_k,_\éﬁf__,l")%,g_éjﬁﬁoft (ucc,esff /

qu)/gﬁf&jyjp__s /S quuﬁ_zﬁ, S%ay /'*/,-f46,~m_

o /V)Azh/(C‘f’4 N & Ore 2,3441)/,5*22-_110(_/5&_7’2,

__ﬁfMATL e CcamO/ﬂlw//7// 7/43 Q/M%_*

S Aert /r Gt T e hi]e s S

(
¥

JE U — . J— —— . e e — i

//, Y L /07«/4 < S 7,/_.&@/1,”[ vd hern /70~’ Ve

/JJJMU LL‘“f// me A Azumgé«tv 07[ /*0‘6/ —Z /f/vo\d )

M“_ﬂﬁm ﬁfn//"_bﬁj /46/ (. /ﬂuje //a /478/*’7’52. L

pbe// o - /L,Sﬂoﬂ_fl 54/17(/ jL_UUU(J[ 74‘/4/ , L e

__._/L__g.].é.__%ﬁ (NS zZ. W enit 721 7L,// HAem 1S 710 Jon &
 Seme whine e o wann K=o
,{,Jf/b‘:ft///"’\.) L &N-f&)-?%?/!"é, /5 I/C’\/ //ja/t

i e P t

: e e S - —]






