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this in ordinary land acquisition.these is any
"income, and even in the absence of income.

accretion of fully deductible expenses,
_is sold to a caprich

eue

emThen the asset value is built up bya

oil firms,

that become

Now discovering & developing pay jones
oil

business of...sherfrock are the...ordin

of goods for they

yai ..

cue

There is

not incidentals,thefightinthe
TheA pay zones cue

ordinary

and finally

adovining

(23) & This punt is now subject to recoptime, however .

26

in

their inventory;(To be declared a "clealer

Arten1
deaus. in other1

is to love
real estate pre denied capital gamyk



t-Stephaes M.Harald has noted that "....sid & gou deforits would

seem to full in held(of arts with for nails tocategong

that in the ordivary course of business que regularly offered for
sale to customers")" 4.3).67.93), (24(C~+)

"

this cat

25
Wņ

4
In the withbrown leading Corn Products came, the

_*! !!!!!) , it was settled that the category of it
esset wasto be felterjrativ cenourly applied and the

excluimen brondhing withiriperetic , susce capital that mumi is cur
exception ." M Nulty, p.362).

d

since §1221. is an exan exception from the noured the

requirements of the Internal Revenue Code, the definition of

a capital assit must be ugrowly applied

p.291; M.Nulty p . 362,), andit qinerally is.
( M. IT`

www



privilegur. Oil firms do not have this

problem. Only timsker has actrieved

preference.
The

tuttop

a

FUSB found that/non - reporting of

seriously distorts the income.reserve. accku als

+ balance sheet of vit firme. They

ruled in... 19

must switch

(RRC).

from whicle

weight of...this factor.

This generated

We

comparable

27

that reports for 1.97 .
Rerewe Recognition Accomming

a volume of data

way guage gange
the



semmity analysis. I accountaut

istiremingly concerned about the distorted picture of

oil firms that has developed because they do not
(over)

uport inventory incremen, an other firms do... Accordingly

and the SEC moved to required

have

The FUSB a

Reserve Recognition Accounting (RRC), bequäumig

for(cond pandega unnadaning) wirk 1980 reports.
Here, revenue is recognized at the time

proved reserve are determined ,

cold

datu...on

opposed to

1980 reports contain a wealth of

have become

sc banically change
could it studied swolutionize the

oil firms, in the age of 0882.

444

28

the weight of this factor, which

way

new

we look at



the balance sheet of vil firmentry
for oid reserver! Capuralized investment is merely

symbolic, and independent reserve estimates the
needed to find that worthig +^^ Joomin, p.is).A

27

There is no w



3,18

betty

is proved reserves in

times the Net Income othervice uported.

$6.36

increase

1929

Here is

the increase wan

Oil.wo.

The value of proved

$19,26

of proved userver

2.01

litt le debt.

Net la come othermise uported, Tigen by

28
1

1

conventionally

as sample. The

1980 was $3.36 ,

The reported reserves
The increaser

or

reported

the market valuation of buty

10.43

at 12/31/80

Pupie py

timer

was

In

times the Toral Assen of all bunch

29

of Witty stoms Xit hasstraus

reserves are net of royalties
thewere joint

29

n

inally. 7.21), and about 3 tium
shares

the

AK)

(over)
ventss of findings,results

stew acquisitions and reft price likes; and the
according to Letty.

greatest of these was price hikes,& One could cuque



bearowners no corts, so a
or over 100%

À

25 % royalty
to for wingrepresent 50 % of netof net income

dollar of added value reported by betty, the lessés,
there is dollen not reported,agood fraction of

Royalty
could

enjoyed by a royalty
owner .



the details of. SEL.. reporting rules, particularly the

assumption of constam futime prices,

somewhat offset by

Fetty is careful to note that there estimates "Mould not.
as implyning

be construedin eving wayevry 30.
would sell the assen

e

((
2.62 4.2).

A up, a billion down, who knows ?

lear we me

a 10 % discount rate.

a

price at which betty

Another authority. which

myth

dealing with big , big money

larger
and the dotating part of and income, of oid

thereal
and income, of oil firms..

which is

But

a billion

but it is

is
challenging

the traditional invisibility of neurediireserved

Cul. State Rd. of Equalization.

appreciation

30

the

Ander Prop. (3
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NB

taken
assivvviin a

land values, for purposes al property

But

The Bourd's Rule 468 treat ww

a recognition -upon

be no

was ,l

fündungs
adds

"new construction", and also the increase of economicp (30

a

(umest
wew construction enter the rolls at market,a

of

-sale porting towards

muma multim, from higher price. (51,02). The(3)
They promilial wis want,boundfadife in there willhusprevimited.

Board

public outury;
totally

byusiõu

tuc assessment.

accrest recognizuig

since exemption for oil

mintunded by-prodent of Pray, 13,

comeowners! revolt. "
Shadow

33
The(studow)of Eismer v...Macomber,I

(1100), hangs

inscome

as

ovu
any

before sale.

the

?

discussion

But



}

the application of this care

Hii't Is are capital asset "

16 the latter, then other water

he
1

the

a

onitif

apply,

sincreased inventory is routinely incremain is

recognized added to taxable income.

present
me wrists in

I insumit, the appropriate stance,

weatmunt is a

hauge

other land.is

cost from ordinary

and he cam

in come,

production basis.

the new basis is

em

a gros loophole incleed. (arn)
treating this as aapecations (over)^

Another advantage that oid enjoys

that the burger

ar

begin right away.

basis is only.

can

whether resea

inventory.
and

only deductible

of this

then

upon

deduct the

32

cort depletion ;

a muit-of

With other land, of comme,

resule ; and



matter

Bruun case 1

because of the learning anpart the(1940), deter

a

34

leashing

as

In the att som erlime Brunn care 4 us 4!! ( i ),ZA

the count held that income in kind is income,
even though real estate. Just . Conquers repeated

Bruun by adding §109, so it could legislate that
income in Kind is realizedKind is realized upon discovery.If santh this in Haut wiggertsand mindIseems stocking suggestion

sary iptays how conditioned,we are by entrenched

privilege, endors for anything less is preferential movedwor
-preferentiat towards sente utile ecould a huidth +5 {

unem del vent incase which thee TT

furnity herwin. strony rational fo

I



then from a capital gain.
inflating the

isan duiting route to converting ordinary

to capital guim; the buyci's ordinary

lug

price of oil leaves, bow

35
(and), but it is the basic

reduced by the seller's capital guim , albeit with a

There have been oncauional press reports of abuse

abusive, and we would have

om tax shutter underting

written of at all

concept

any. in come is

on theotherhand,

in come

that is

not to asserme

a pour opinion of

can

33

that

aul heavily
wilken fullythe posibilities ,were willeen fully exploited by brilliant

winds that might otherwise be mefilling clmployed in mrefuelperisuite.
a lost advantage that oil leaver enjoy

over other land is that they

Other land is not

be

AC



depreciable (except illicitly by allocating part of it to
tux

a
depreciable building on it.) of

of oil has a vationale, i

consumed

from other land,

vationale,in the the land is

plupically;

The other half is that

ere

story.& Oilpay your naturally

they resemble other land, and thus they

real terms

But Hit Thus it differs

But that is only half the

Mimited & scence : Ihusaue

course the depletion1

74

appreciate in over time and quierate

Theat

ALL
value rycrements

compital gaints routively and manively,
in atto and in time liked the '70s, semnationally . (over)

exemption of

depresiability

örler
Capital guins privileges to dining "inneanned incrementsa

in some small
way compensated by

ability Privileges to oil suffersuffer.no such

20



The exhaustion of old reserver makes it all the more

ones will appreciate.cutum that un tapped



penalty.

It is putraps largely to wie capit will the

capital genim quivileges that this the highly vertically

integrated oil firms have become disintegrated. ut

the exploration end .
oil firm are well positioned to use the

capital gamis privilegu because the vertical

they have become vertically disintegrated at the

to a highfrout, an exploration and exploring has to a

serable deque been separated from production.
avicable

a mall share of the finds spentOnly

looking for oil +

Independents are

35

gus is spent by majon .

said to account for 88 %.



NB.

of well completions now,
Drilling pentruchips 1/ued. {26 publicly in

37
1981
and subcontraction are also involved in

Laufe firms in turn,

36
700) Oil +too)

and an estimated $64, piùately.Subsidiaria

also involved in fairlyfairly (ovin')
acquire proved properties.

Betty, for excumple, sport 5890 of its 1980

acquisitions budget

thum 73% of its 1979 budget. £p.
Aque.) They spent more
tipt.)

on either exploration

acquisitions rising at
39

1978-801

proved properties, and mor
38

m

This is us

acquisitions

jiu

-0

not to

development, with

a much facter pace,

also acquire improved leases for

36

1900 Cann.

way.Heythey

than

do not

have, noted
We will Atten.



complicated ways.
farmning

Celtic Sea to

out
A

three blocks of

a

Then, Manathion Oil is

group
led

}

row acreage in the

by Texas Gas, which

will staight out acquire half- interent in(314)drilled .

any
block



a vast acreage

sellen

in 1981

to be a

for...

seems

learelidda

anet, all of which would creating guins from^

in create,

Was

(40
new high barer for bugun.[Fute.One seller

x

Occidental. Perīd mum,

sold for over $200 m its 119⁰ interest in the

Beta Field of San Pedro , an interest acquived

$ 11.9 m in 1995.

a

regular
tomeetmeestTV VYTV

De control of natural.

IL

natural gas.

for years ;

There are the guiis to expect

the nuclear alternative is

But there

chumuig " of appreciatest

which

is probably commig i

alwad

42 ne
nearly dead;

and the W.PT is hetedited to self-destruct in
Mogrammed

31

three brancher now inaft
and the presunt completion of Washingtonprisim



V

NO

and

F

1

1

ti
inWestwington
thre

long time.
-H

1

ane

||

lesser firms and

the data qu

1

to
Royalty

Habready been relieved of WAT (69),t
(41) New Arctic (over)

120 mmjor
oil.WPT on

under leave
!

more pro-oil them estary

new oil reduced 120

firms with

are well positioned to gain from all this.

u ..

I

188 million acres

for

capital gains for oil is

I

a

i

owevers and stripper have

in a

localtrusts, pustuentips estates, institutions . governments

acreage

and so on doubtles swell that figue much of we und

We never will, but it is clear that

Long low in

the shadow of percentage depletion, it should now be

spotlighted, As Stephen the toward predicted in 1962, (our)

laye matter.

38

Fifty

thousand individuals, familia,

50

42
Jol



ereeree

F

productionction is totally exempt

e

41A

}

1
liminating percentage depletion would have little

effect
on it oil in comes unless capital gains, which

is "a close substitute forpercentive depletion, "
were modified too. tp.:)} 43

Į



H

Į

||funds to

mainly tax- exempt, when they appreciate..
bigin by navet.fighting While this is

H

3. laturat

The
Qu

A

Interest is always expensed, even though bomoved.
like leaseholds

go

+++

savent general
all lundowne ,

for

loopholesatit is of greater consequence in oil became

the nature of the
an old oil is belaunted.as

acquire " capital." assets, whose

mejor

taxable income .
Junto xpon i./W

a

develop leaseholds.

whose gain are

assets is to

preference involved in deducting interest is

39

is to appreciate in situ 7

compounded became bonowing

of realizing toode guins in cash who recognizing anny
HE In contient, pity the poor working ( over)

This is a wage worken by contracty

good head of theme preturite income (von).
Borrowed funds are also used to explore t.

The alteam in tatute proved developed

appreciated
leaseholds

way....on #1#his a



girl. She reports
and cument in comme

pays

a
big Munk of supposed in come which the 1

han't receiveda because it was withheld forCh

FICU.
same

!

||

rights are not

!

tuxes...

$ some other pension with holdings have the
effect. But punion rights

appreciated leavetrous me.
are not bankable,

to the worker gett
a tax and no cash; the oil firm get cash and no
rux.

Ar



1

7

1. increased in value,

ť property,imay then be sold as capital going witha
+

the interent expused Ialong with most of the

pricipal )

i

C. Invisible loopholes

several loophobes bare achieved anhave

they

even in
go virtually unrecognized,

Sunviable indicibiliting to perfect .They band in with-
background of.)assumption ofarutudes innditioned -

by the interests of a dominant group in

-be panoodlepra

18the reform literaturs, reglam ,tuve inséinety. Yet

are in plain right. It is rather a trick_

40

It is rather.

is to



1

1

|

group,

11 beneficiarice me likely

Tregard them an

1.

of intellectual camouflage. Theyblendin with a

background of accumptions_tevilored to the attitudes

50& dominant and"incape notice. Even the

unaware of them, but.
the natural order of things .

not so much by sleuthingThey may.
imply by taking thought,

be exposed..

1

F

It is

Leasehold abandonment.
In the nature of exploration, what

that proverseveral leases are taken for each

productives

like 4/5

a

41

ai..

are...culled out and then

screening process something

out and then abandoned.



¦

reasonable person

of the 4 calls as part of the cost of acquiring..

The industrythe one producer, and this is

u

+T

position when explaining

producing learn.
scores of billions

got soute

-1.,$ 6
feux millifi

construe the cost

the high returns on the
in a 1965 auction

At Prudluse Bayof the lucky winnen

leuses cortin

would construe

tood worth of oil on

+justifying this on the by the costs of acquionig
and sifting through other
tarvitietty leaseholds, which were abandoned.}

millions, y, and reams have been written

Now if the cost of abandoned leaveholch is
ruul

part of the cost of acquiring producing over..a

they it should be treated. The same, Fax-wile.

oilya

42

Mun

But



H

the instead, abundon muunabandonment

H

only out.outday capitalized in the assific payin

ene ex

that for the specific leme that produces.
defarte

Thus some 80 % of the cost ofA

is expensed at an early clate

walks of life linistcost is
is mul

Abandon ment isA

expensed.

Š

thria
Other buiten end individuelwww. vittion

even though the producing leaves are
sold.

inthe bain

a

land acquisition
are abunclouedleasehold

Birappointingto !.!.trition regularly,(a)
avoidance avenueFew other businen have this (over)Laven)ther

namen were depreciable;
better than a capital loss. It

an ordinary los deduction,

The

capital" asset when

unrecovered

good deal of mis

is ww.

capital allocated to the lease,
unrecovered capital is explorationthiss

this picking up
like allocated overhead.

and there isotherwise expened,ä

43

for abandonment low
is leasehold core plus cuy-

47

the leave, Echio p. 138), Morrof.
cost alloratul love

cellany
not

limit



NB

as in Baltimor

( Imust para.

1

Can you recently,

no

i even

open to
onjuch a scale

About Muma"because abandonment,
voutine in other businesses.

privilege, open to few.

where

(45)

buck of p

1

a
before

wholethis
thisgrove

We an

11
the reasons

were cited as the motive

the ranks that's

privilege is enjoyed by orchardists
off their early

abandonmentsasearly Minnings
and thus take off 3/4 of the capital cort

matma .V But on the

K

46

of
land

is not H

a comparabler 11

who write,
i

I

ranks that's for an extraordinary

One writs of the abundlowed theer
as the other grow

pro
into the space

rats, but,
thus operted,

Affretting appreciation is recognized. 46A

to the leaser, for exploration must be capitalized
until lease sun-under . One wew also pick up

6



There is
losses

no requirement to offset version fint against.
loss.

the gross
amount is an ordin any

capital gains:I There is no $3,000 timit, as under

$ 1211 for net capital losser.
48

with $ 1231. auct.as

no, constraints

beat on timing.

There is

As to timmig,

44

us recaptuve,

Fuxcan abandon at regulate this entirely for

advantage because no sale is involved. Alarmally unc

Purting it all together, the package of benefits

get capital gamis

one

__ is extraordinary : capital gains for winner, ordinerry lors

deduction for loren, no limits, no pooling,

too
They,

in limited

and ordinary loss, deductions.

One votuit comeciler To be

4334

no recaptime,

sure, §1231 assets enjoy apast of the same advantigay:
symall-tarte

when they rise,
when theywant and

But thong the



!

1

restrictions one much tights. The class of assets excludes

inventories held for sale to customers Coil deposits

are certernly that).. Fermin I lose one recognized on

net basis only, not.a
(49)

is recaptured

"loss "

grose
F

basis. depreciation

More fundamentally, the abandonement

and excess

comes at the front and it is1

No

the cost of acquiring assets, rather them a lossan

selling them.
other businesses would be to allow

capital and land costs.

Theverbanis

& the means that ifyou to take oura

first report all
difference.

a

really part of

1Itis The comparable provision in

80 % ofexpenning

45

one else makes out so well.

ordinary lou,
your quins as ordinary income, - you

quite

muut

a



1

1

foil firms.

1

The reform literatura neglum abandonment entively, so for

+I as I know. now harIt is a grom overnight, especially
acquisition has become the largest single out day of(m )44

_1_, tamering.
Corts of job seekerig

deductible, with minor exceptions. Ave-learning
Costs of unsuccenful pre-leaning

pexploraction to in contract, wheI.

1.Un succenfux JAA

here meam

Haud expissed, too.

effort is, of course,

effect.

on an area in which is finita

(McD., p.19).

are not generally...
Costs incurred (over)

infolowin by abundon muutin

45
46

fully
are fit luductible...

further pussaed it thi's HTpursacá

Administramme in vitrinat is allmented

The

funiter interest is acquired

fruit. If the

the sixcessful effort.

the"insuceunful"

But the only



gain from abundonments.
jew .vogaltice full to

(lusent, back w's p.43, where indicated) ||
On top of the benefits for lessees, wo lessons also

at this point time, expected
There is á formula for

deluting alessons cort basis by the amount of expected

royalties,and abandouchent reduces the diluting factor
ubduur as firsic a lens who bonmiswwto zew .

ļ

A gets

five tracts to get one producer, *****.com.deduct 80 %

of his cost on the four abandonments, however luye the royalties-thesichpropicity forpurchase wordgenerating be

search thecleans"} tto Fö
buy, trouble

added to in basis, watsxpomen; aird of theme only of
one wou'n veney have worsie

daviet stablelead the business purpose ofa trip.
Established businesses face Letter when recting

property to expand they can givewally didunt al

ud

often

the costs? test.A

Cexpected on the produca



.....

2.
Scouting.

jexpensed or

Exp a laye share of explanation.
or vir

virtually

e

M ..

capitalized , and then dulucted upon
52

exploration projectwar on the property...

Technically the cost is

abendoring

lease is taken, and we may

AU

Fiii)

"More preleasing exploration passer over vaut properties before
Most

surmice that

The

_̂. cost i).

46A

+
most is soon deducted , under the favorable

treatment of abandonment.
allocated to

the

53
Awell, when seeking property to expand (Los)

...), (q.A.,i b

portion that is

produris lease in either deducted

on abandon have survinder, or under cost depletion

Max Other established businesses
may fave

but not



1

I routinely,
guserally ext_capitalize cost of succenful_search,
forget the costs of

Umuccenful search is a personal expense-
Workers

hseeking jobs- Costs ofjob-search telah dis

on such a reale.....New businesses wutmust

Chicago

"called "vrescomplayerint"); are,
search

deductible oil trenting gets a

www.

ecoviomisis attribute most of when wait to be.-
with small exceptions, not

much better break

semch ; even. though conservative econourists....ow

Man jobbing. tooin hope than Chirappartiend
what others call theproblem of

w attribute mort,unemployment to the
ofILM

cost of

pobstacles to job -search, will join.
I the backmones,

1

46B

IA ve

_and

1

to redness1



that cost tr
specific

+

}
www

such a

As citiPa

L

cort atta-bruted to leanedachlo siquieatt_biguient

Expurning of early routing foraus

texpening...

ovatlays that build

|i
in time, and therefore much weightier than

the simple numbers reved,

that this w
ör

this so that which are

conviviot be expened is then

tucable income results....

upp

# Capitalized contoin

cost depletionn

47

too,
Other business succeed in

assent,ismo

bugiat explicitly,so

seale,por so many for decades before

Substantial sums are involved.
but the simple wanting one

is away up front

really capical...

but not on

supe rivena

tq

JUNT

ine Their recovered Aerogle übernionnant,



E

Beismologyak

used in
exploring

is the second lungestA..i's user of computer,

after the federal government, and growing fact, for

# three-dimensional inaquing of the underground, and

interpreting date from Laundrut, Seosat, Magsut
(59)

Strant Exploration ranks after leaseet al. acquisition,
majo

Third largest out days...

fost..

Ieu interesting addition to this providere

11 that capital assen acquired for exploration&

have not discovered how

addy

development and production expense

of oil firms,

H

H also expensable.

I have writt

1

many steps back k

the
presibitation

one of the

are

tear may carry

Fascinating

this but

of

48

couse.

is.

there
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1

N3

H
Post. Leasing exploration

and day holes

leaveholds .
+
Hi and recovered through abandonment or

meaus

production.
written off before production beguès.

alone

have cited...

expenned, even on_che on productive

other
My holes are an integral part of lease ( over)

post leaming exploration is capitalized

-finally

But overall, the longer share of exploration

drilling mainly

3. Fild nie- Immputed incomeuse .

49

Leaseholds gesterate substantial inpreted income.
land

Most imputed in come is all industries escapes tuxation.

What is peculiar to oid is the vast area.
-HF

H
188. million.

we.

and the information monopoly

uns today

20
acver held by to finsfür

at the



nähtänanga

inimprovement, an noted above, ciod it ottiva

Normally, much things must
Ainchiries wont be capitalized for the turn

of the leave,

IN

-||

1

1

1

1
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1

lease lines.

The exclus 19 The Wing

oil

may

heeps

+

A

rights to drill.
usually

and25%ally

& So - called day holes, (all expensable & non - recaptunable)

at the lease adje, grüning the dritter who

"..Tight"bra" (recret) hole

be

_secreto

u

data needed to bid

Information gamed is proprietary, thigh
"not even shared with the landowner, e.g. the U.S. Savunment.

lease

on

the crown jewels.)

giver exclusive

are expensable, and they

the adjacent tract

#valuable product (or sometimes by-product) is
extra security

taxable income. The couts of guarding these valuable

are treated like.

inonopoly of

(56)

50

This

line.freet a related by produce wayprodati

Exploration date may also lead to finding

3

not



:

INB

IND

other valuable winerals

copper_in Wiscamin

portion
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