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The Hon_or’able

THE HONORABLE DALE STEAGER,
West Virginia State Tax Commissioner,

THE HONORABLE SCOTT LEMLEY,

‘Assessor of Wetzel County, and

THE COUNTY COMMISSION OF WETZEL COUNTY,
Sitting as a Board of Assessment Appeals,

Respondents.

COMPLAINT OF PETITIONER SWN PRODUCTION COMPANY, LLC

I. INTRODUCTION

SWN Production Company, LLC ("SWNY) 1S a producer' of oil and natural gas

throughout the state of West Virginia, with 56 Marcellus wells located inr Wetzel County.

Those wells are appraised by the West Virginia Departmént of Revenue, State Tax
Department, Property Tax Division (the “Tax Department” or “State”) based on a mass appraisal
system, state-wide. Certain va_._riables are used by the State to value producing oil and natural gas

wells, including, notably for this Brief, operating expensés. Spe’ciﬁéally, the Tax Depértment

taxpayers regarding operating expenses for their wells, and based on that, the Tax Department

determines the operating expense variables used in its mass appraisal system. The amount of

periodically circulates a survey by which it solicits data from oil and natural gaé producing

AN
A d;ﬁ}:;’
%, o
G Tay A
IN THE CIRCUIT COURT OF WETZEL COUNTY, WEST VIRGINIAE (o 7, >, &7
A /:f & p
&’: < ,:f N i e L
SWN PRODUCTION COMPANY, LLC, ' <y 5;‘ )
. b
Petitioner, .é/ |
| . | | | | 'j 'L?h
| . P
v. . - Civil Action No. 18-C- A\



operating experises applied to a well using the mass appraisal system is based on a percentage of
the well’s gross receipts not to exceed a maximum amount, and the percentage and maximum
vary by the type of well (typical or conventional, Marcellus, etc.). The operating expense

calculations are included in a natural resources “valuation variables” document that the Tax

Department releases annually.

In addition to the valuation variables docﬁinent, the Tax Départment releases an annual
administrative notice that lists the percentages and maximum amounts for operating expense
calculations. In prior years, the Tax Department invited taxpayers tb' submit actual opéréting
expenses that exceed the percentages and maximum amounts listed in the valuation variables
document. The 2016 and 2017 administrative notices, unlike administrative notices; from 2000
| through 2015, however, did not include language that invites taxpéyers to subi_nﬁ actuall
- expenses, despite no changes to the West Virginia Code or the Tax Department’s Legislative
Rule that governs thé valuation of producing natural gas wells. The same administrative notice
indicates thaf for Marcellus horizontal wells, the allotted maximum operating éxpenée will vary
between $5,750 and $175,000 depending upon the percentage of gas versus oil recéip;[s involved.

In this .matter, SWN evaluated its actual operating expenses fo'r calendar year 2015, and
determined that for Marcellus wells in the county, the amount of operating expenses that it was
incurring significantly exceeded the percentages and maximum amounts set by the State.l For
property tax purposes, the operating expense data from calendar year 2015 1s used io value the
wells for tax year 2017.

'S"WN,. like many mineral producers, reported its operatin'g' expenses fo .the | Tax
Department on a state-wide Basis for the Tax Department’s review and comparison _:[0 variables
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published for tax year 2017. For 2015, SWN’s averége opefatipg eXpense per Weli wﬁs 56.4% of |
revenue, or $765,283, which includes all operating expenses, necessary to get the gas to the point
of sale including lease operating expensés, gathering, compression and transpbrtaﬁon expcnées -
and processing expenses. ‘

Thé goal of the State’s calculation is to determine the value of thé reserveé using a
projected net income calculation for the wells. The producer provides revenue and well
formation data to the Tax Department and the Tax Department assigns the operating expense
allowance. SWN reports its revenue, for taxation purposes, at the point of sale, which 1s at the
tailgate of a Mark West processing plant after the natural gas has béen gathéred, coﬁipressed,
transported and processed. Allowed operating expenses should reflect the eXpenses incurred to
get this gas to the i)oint of sale. Under tﬁe current system; all taxpayel_fs _é_re assigned the same
operating expense allowance regardless of this point ot sale. If two produce;'s have the same
product'ion/reserves but one sells at the wellhead and the other. sells to a market further éwéy |
(with the producer that sells the gas further away reporting higher revenues, but receiving the
same operating exﬁense allowance), thé reserves of the producér'whd 'sells- .t;:) a further market are
valued substantially higher, which undermines the goal of the State’s calculation. |

“For tax year 2017, the Tax Department calculates operating ekpe;hses at the lesser 0ot 20%
- of gross receipts or $175,000 for Marcellus wells (the “maximum amount” of $175,000 of
operating expenses per Marcellus well will be referred to alternatively -throﬁghout' this complaint
as the “maximum amount” or “cap”). This cap unduly restricts the amount of operating exp-enses
that should be allowed for each Well, and the imposition of a “cap” is not supported By the Tax
Department’s legislative rule regarding the valuation of producing oil _and' natural gas 151_‘0perties. .
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The legislative rule, instead,- requires thaf the Tax Department use “average annual industry
operating expenses per well” in valuing producing wells, and does not authorize the Tax
Department to “cap” operating expenses- at a certain amount. In sum, thé Tax IDepartment
incorrectly and unfairly ignored the 1actua1 operating expenses and instead relied on the
maximum calculations found iﬁ its valuation yariables document and administrative notice. Ey |
failing to consider SWN’s actual operating expenses, the Tax Department overvalued SWN’s
wells and did not assess them at their true and actual value. -

Additionally, the Tax Department overvalued SWN’s Wetzel County wells by employing
a- “weighting” methodology fqr wells that produced both o1l and natural gas that signiﬁcanﬂy
decreé.sed";he amount of operating expenses that were allowed for the entire well, rather than
. applyiﬁg the operating expenses allowed for the oil production iand the operaﬁng expenses
allowed for the gas production separately. This weighting methodblogy also factored into the
Tax Department’s overvaluation of SWN’s wells, leading to the wells not being assessed af their
true and actual value.

Oﬁ October 6, 2017, SWN protested the Tax Departrrient’s valuation (és adoﬁted by the
Wetzel County Assessor) to the Wetzel County Commission sitting as the Wetzel County Board

of Assessment Appeals (the “Board”). SWN presented clear and convincing evidence that the |

- - Tax Department failed to consider SWN’s actual operating expenses in determining the valuation

for the wells assessed for Wetzel County. SWN presented a complete analysis of its actual
operating expenses from the state and local tax firm Altus Group US, Inc. (“Altus”), supported
by testimony from an Altus Director, Kirsten Evé_ns, that correctly applies the approach to arrive

at allowable operating expenses. SWN also proved by clear and convincing evidence that the
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State erroneously calculated average operating expenses at the lesser of 20% of gross receipts or

$175,000. SWN demonstrated that its actual operating expenses, and the operating expenses of ..
other WVONGA. members, {véré far in excess of the Tax Department’s allowances. .SWN’S -
actual ope.rating expenses per well are 56.4% of gross receipts or $765,283, on average. SWN
also demonstrated that the Tax Department had improperly weighted 'the operating expenses
associated with oil produced by Marcellus wells with the opergting éxpenses associated with
natural gas ‘produc'ed by Marcellus wells, and the Tax Department conceded that _SWN was 1 |
correct on this point, but only agreed to fix thge' issue 1n sﬁbseqﬁent tax years. ;i“he Board,
however, made no adjustment to the Tax Department’s valuation.

SWN timely petitioned the Court for appeal of the Board’s decision. As explained
below, the Tax Department has abused its' discretion by failing tb consider SWN’s actual and ‘
allowable operating expenses 1in a manner contrary té the statutes, regulations and official
releases from theiTax Depaﬁment governing valuation of personal property. Moreover, the Tax
Department has failed to support its valuation ﬁith substantial evideﬁce. SWN, on the other
hand, presenteci clear and convincing evidence for its allowable _operating expensés to be used in

valuing its wells for tax year 2017.

1I. FACTUAL BACKGROUND
A. SWN’s Property.
SWN owns 56 Mafcellus Wells in Wetzel County. (Certified Tfanscript of October 6,
2017 Hearing before the Wetzel Couilty Béard of Assessment Appeals, See E;chibit A,‘ p. 6

(hereinafter “Hr’g Tr.”]). SWN pays significant taxes to Wetzel County for its oil and gas wells.
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B. SWN’s 2015 Operating Expenses.

Kirsten Evans of Altus testified that the Tax Department’s operating expense sﬁrvey that
was provided to Marcellus well o1l _and gas producers in 2014 was essentially a carryover of the
survey that had been used for conventional well producers in prior years and included line items
selely focused on traditional lease operating expenses that are incufred in “lifting” the oil and
natural gas out of the ground..(Hr’g Tr. pp. 31:9-34:17; Hr’g Tir. Exh. 7). Th‘e 2014 survey
included no line items 1f0r gathering and compression, transportation, or processing costs, which
. are necessary to get the gas to the market. (Hr’g Tr. pp. 31:9-34:17; Hr’g Tr. Exh. 7)..1 “The Tax- |
Department’s original calculation of a $150,000 cap with an operating expense percentage of

* The Tax Department circulated a new survey in

20% was based on this inadequate survey.
2017 in order to fix the deficiencies associated with the 2014 survey; however, the Tax
Department did not amend the $175,000 cap figure following the receipt of ubdated survey
information from Marcellus producers (Hr’g Tr. pp.34: 18-35- 8; Hr’g Tr. Exh. 8). Tellingly, the

Tax Department refuses to provide Marcellus producers with details regardmg how the $175 ,OOO |
calculation was made, and offered no cogent testimony betore the Board imn regards to the
calculation, (Hr’g Trl. pp.105:2-106:19, 113:2-23). It is clear that the State’s cap of $175,000 in
operating expenses was borne out of the faulty 2014 survey, and does not truly represent the
everage operating expenses for the industry, as shown by the operating expense _informatidn
previded by the West‘ Virginia O1l and Gas Association (“WVONG‘ %) _in public ,Lco_mmentis

‘submitted by that group in 2016 and 2017 and by SWN’s operating expense percentage of 56.4%

' SWN had not entered the West Virginia market at the time of the 2014 survey and did not submit a
survey in 2014. (Hr’g Tr. pp.34:13-17). |

* The Tax Department increased the $150,000 cap used from 2014-16 to $175 000 for tax year 2017.
6 - |
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for fax year 2017 with an average of $765,383 bf expenses per well. (Hr’g Tr. pp. 28:1;-1-17,
38:15-21, 40:14-41‘:10, 43:20-44:3, Hr’g Tr. Exhibits 6, 11A and 12A-12B. -

Furtherniore, the Tax Department does not attempt to differentiate betw¢6n different
business models 1n 1ts survey, administrative notice, or the legislative rule. As a result, cgrtain
producers are penalized through an understated amount of operating expenses. As required by
the State Tax HDepartment, SWN reports its gross receipts based on the point olf sale’,.and the
allowed operating expenses should reflect the expenses incurred to get the gas to the point of
sale. Requiring gross receipts to be reported based on the poilit of sale, while not recdgniziqg the
substantial expenses incurred to get the gas to tﬁe point of sale, results in ovewaluation of the
prodﬁced natural gas.

SWN submitted proot of its _aqtual operating expenses from 2015 to the Tax Department
and the Bdard for cdﬁsideration for tax year 2017. (See -Hr"g Tr. pp'.13-52,_ 74-83, ‘Hr’_g TIr.
Exhibits 3, 4, 6, 7, 9A-9E, 14, 17A, 18). SWN’s average operating costs for Marcellus wells 18
- approximately 56.4% éf gross receipts, or $765,283. (Hr’g Tr. at D. 28514-17, 3'8:1'5;-21,. Hr’ g Tr
Exh. 6). Ultimately, neither the Tax Departmenf nor the Board adjusted the operating expenses
used to valuel SWN’-S wells Wetzel County for tax year 2017.

- C. - The .Tax Department’s Calculation of SWN’S Operating Expeﬁses.

‘ The Tax Department prepares annual natural resource property valuation variables for
appraising oil and gas. Further, the Tax Department makes determination of tho‘se valuation
variables pursuaﬁt to Series 1J of Title 110, a legislative rule 10f the Tak_ rD_epa'rtment,

| promulgated pursuant to W. Va. Code §§ 11-1C-5(b), 11-1C-5a, and 11-1C-10(d). In order to
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determine the amount of SWN’s operating eXpenses, and, in turn, the value of SWN’s o1l and gas
wells, the Tax Department further is governed by Administrative Notices.
| 'In._the past, the Tax Department included a statement in its Administrative Notices

indicating‘ that it was willihg to consider-actual operating expenses if a taxpayer thought that the
value of their wells was overstated. (Hr’g Ir. af pp. 25:8-26:1, Hr. Tr. Exh 5C). In 2016, the
Tax Department decided that it would no longer consider actual operéfing expenses, despif[e.ﬁo g
pilange in the law. (Hr’g Tr. ﬁt pp. 26:2-5; Hr. Tr. Exh. SA).

The State calculates the allowed operating expenses at the lesser of 20% of gross receipts,
or $175,000, for Marcellus Wells. (Hr’g Tr. Exh. 10B). SWN’s operating expenses for .
Marcellus ﬁrells are on averaée $765,283. Due to the State‘;‘s failure to take into dcpoﬁnt— SWN’s " -
actual operating expenses, the value of SWN’s wells is significantly overstated. The State
. _valuedl SWN’S wells 1n Wetzél Coﬁnty at $163.9 million, whereas SWN, u.lsing‘ the Stafe’s mass
appraisal model and SWN’S actual operating expenses, appraised them at $73.9 million. (Hr’'g
Tr. at pp. 51 ;20-52:17; Hr"g Tr. Exh 1) * l o -

SWN timely noticed the Wetzel County Commission with its Notice of Protest on
February 15, 2017, and ﬁpdated the amount of overvaluation of its wells with a létter dated'
September 22, 2017. .(Hr’g Tr. Exh. 1). The Wetzel County Commiésio‘n, sitting as _the Wetzel
County Board Qf _Assé‘ss'm-e‘nt +Appé§11§, held .;a hearing on October 0, 2017 N -

At the hearing, +the Téx Department offered no credible evidenée as the basis for its
refusal to accept SWN’s calculation of its operating expenses, except to argue that the State’é

current procedures are in accordance with the legislative rules and the law, and that the Tax
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Department did not have sufficient “backup data” regarding SWN’s actual expensés, despitelthe '
abundahlce Qf documeﬁﬁétion SWN presented. (Hr’g Ir. at pp. 98-115).:
D. . SWN’s Expert Analysis and Testimony. . '

SWN’s expért, Altus, a leading independent state and loéél tax firm, by Director Kil;sten
Evans, testified before the Board on October 6, 2017, and showed thé,t a correct é.ppliqation of
the allowable operating éxpepses demonstrated that the Tax Department had erred by faﬂing to
~ allow the operating expenses documented by SWN. (See Hr’. g Tr. pp. 13-52). Detailed éharts and
documentation of actual operating expenses, with numbers 'Spédiﬁc to .Wetzel County, were also

submitted to the Board: (See Hr’g Tr. Exhibits 3, 4, 6, 7, 9A-9E, 14, 1.‘.7A, 18).

Altus explained that bﬁf artificially capping operating expenses at $175,000, which is not
permitted by the legislative mle, the State is grossly overvaluing the fair market value of SWN’s
wells. (Hr’g Tr. at pp. 14:14-18, -17:15-17, 28:21-22, 38:5-8, 101:20—162:6). ‘The State also does 1
not take into account SWN’é point-of-sale, and the operating expenses incurred to 'get the gas
downstream 1;0 market. (Hr’g Tr. at p. 45:24-49:3; Hr. Tr. Exh. 16). '

Ms. Evans also testified that the Tax Department’s application of a ‘“weighting
methodolbgy” to Marcellus wells that produce both oil and natural gas lead t6 an ovéﬁaluation_
of SWN’s wells 1n Wétzel County. (See Hr’g Tr. 17:3-20:17, Hr’g Tf. Exh 4A—4F). Ms. Evéns
explained that Tax Department’s weighting'methodology leads to a l(jwer damount (;f operating
expense for a well just because o1l happens td be produced by a well, and that the p_rOper.
methodology would be to apply o.pergting expense separately to the oil revenue and the natural:
gas revenue. (See Hr’g Tr. 17:3—20-17, Hr’g Tr.- Exh. 4A-4F). A_dditionally!., Coéy (Z;oriﬁier,
senior accountant for SWN, testified that he had raised the weighting issue w'ith' the - Tax
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Dei)artment in July of 2017, and that the Té.x Department had agreed to begin applying operating
expenses separately to oil and natural gas beginning with tax year 2018? but the Tax Department
did not r_na:,ke the change for téx yeér 2617. (See Hr’g Tr. 26:10-27:1, 41:11-15, 82:5-83:17, Hr’g
'fr._ E);:h. 5B). The issue was first brought to the attention of the Tax Department- by WVONGA
pursuant to public comments submitted to the Tax Department in July of 2016, but the Tax.
Department did not amend the methodology tor tax year 2017. (See Hr’g Ir. 41:1 1-15; 115:11-
23, Hr’g Tr, Exh. 11A). The weighting issue represents approximatélj $2.5 million of the $9.0°

million of overvaluation for SWN’s Wetzel County wells for tax year 2017. _(See Hr’g Tr. 20:5.- ,

15, 51:20-52:17, Hr'g Tr. Exh. 4F).

E.  SWN’s Protest to the Wetzel County Board of Assessment Appeals.

On February 15, 2017, SWN submitted to the Wetzel County Assessor and the Wetzel
County Commission sitting as the Board of Assessment Appeals an A}ﬁplication for Review of
Property Assessment with regard to its gas wells, and SWN-appeared on thober 6, 2017, by
counsel, before the Board. (See W. Va. Code § 11-3-24). SWN hired a third-party couft reporter
to produce a certified transcript of the hearing at which it and the Tax Department presented
evidence. Exhibits introduced at the hearing and provided to the Board will be transmitted to the
Court within thirty (30) ‘days, as provided by West Virgima Code § 11-3-25. The original
_ transcript of the proceeding was attached tb SWN’s Petition as Exhibit A. (See: W. Va. 'Cod'ei' '
§ 58-3-4.). SWN requested that Petitioner’s Exhibit 18 be kept under seal by the Wetzel County

Clerk, and the Board granted the request. (See Hr’g Tr. 85:5-86:6).
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By an Order received following the October 6, 2017 hearing, the Board 'de'termined'to_r
" make no adjustment to the State Tax Departmen;c’s valuation of SWN’s gas wells f;)r the 2017
tax year. (See Ex. B to SWN’s Petition). SWN timely petitioned this Court for relief from the
Board’s erroneous.d_etermination within thirty (30) days of service of the Order, which occurred
on March 2, 2018. (See W. Va. Code § 11-3-25).

- . - III. ANALYSIS l

A. Appliéable Legal Standards.

All property in the State of West Virginia 1s required to “be assessed annually at its true
and ‘actual value . ...” W. Va. Code § 11-3-1. The West Virginia State Tax Commissioner is
charged w1th deterrnining “the fair market value of all natural resom;c_e i)r_Operty,'in the State” and
then providing the values to céunty assessors to use in assessing the property. W. Va. Code 8
11-1C-10(d).

Pursuant to this resp_oﬁsibility to value produqing mineral property and reserves, _the_ Tax1_ |
Commissi’oner promﬁlgated Title 110, Series 1] of the West Virginia Code of Sfate RuIes, State
Tax Delﬁartment Legislative Rule for Valuation of Producing and Reserve Oil & Natural Gas for
Ad Vﬁlorem Property Tax Purposes, which explains the mechanisms to be utilized in valuing
taxable propefty.

To determine the fair market valué of producing oil and natural gas property, the Tax

Department applies “a yield capitalization model to the net receipts (gross receipts less royalties

paid less operating expenses) for the working interest. . ..” W. Va. Code R. § 110-1J-4.1. The

> Elsewhere in Brief, the Tax Commissioner is variously referred to as the Tax Department or -

simply the State. All terms retfer to the same entity.
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methodology set forth in § 110-1J-4.1 is reflected in Tax Department’s 2017 Administrative
Notice, in which the Tax Commissioner states that the Tax Department primarily relies upon the
Income approdch 1n valuing p_roducing o1l and gas property..

The Tax Department should consider actual 'Operating- expeﬁsés to off-sé:t' the presulﬁed
valuation of expenses for each well. According to the Tax Department’s legislative rule, the Tax
- Commuissioner considers “operating expenses” to be “the “ordinary expenses which are directly -
related to the maintenance of production of natural gas and/or oil. These expenses do not include
extraqfdinary expenses, depreciation, ad valbrem‘ taxes, capital expénditu:res, or 'éXpendiﬁlres
relating to V‘ehicles or other tangible personal property not permanenﬂy‘used 1n the pfodu‘c_tior‘l of
natural gas or o1l.” W. Va. Code R. § 110—1J-3.16l. Based on the testimony of SWN"S expert,
Kirsten Evans from Altus, its senior accountant, Cody Cormier and the documents submitted to
the Taxl Department and the Board, the operating expenses submitted By SWN are ‘t'hose
. contemplatcd-in Sectioﬁ 3.16. -

SWN’s burden before the Board was to show by clear and convincing evidence that the
Tax Department’s valuation (and, hence, the County’s assessmént) of its gas wéll operating
expenses was erroneous. Syl. pts. 5-6, Stone Brooke, 224 W. Va. 691, 688 S.E.2d 300.- -On .
appeal to this Court, the Court relies on the record developed before the Board and determines

whether the challenged property valuation i1s sﬁi)ported by substantial evidence.® See W. Va.

Code § 58-3-4; syl. pts. 1-2, Stone Brooke, 224 W. Va. 691, 688 S.E.2d 300.

; Furthermore, “[pJursuant to In Re Pocahontas Land Co., 172 W. Va. 53, 61, 303 S.E.2d 691,699
(1983), once a taxpayer makes a showing that tax appraisals are erroneous, the Assessor is.then bound by
law to rebut the taxpayer’s evidence.” Mountain Am., LLC v. Huffinan, 224 W. Va. 669, 786 n.23, 687

S.E.2d 768, 785 n.23 (2009). While the Court in In Re Pocahontas Land Co. suggested that a county
assessor could meet that burden by introducing the State Tax Department’s valuation, in this case, SWN
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. In this case, the Tax Department failed to apply the demonstrated actual operating
expenses supplied by SWN in both infoﬁnal and_ formal testimony. . Accérdingly, SWN now
p‘etitions this Court to find (1) that the Boafd incorrectly made no cﬁanges to the Tax
Department”s valuation, (2) that the State’s “cap” of $175,000 in opefating expeﬁses be feméved, _
and (3) that the value of SWN’s Wetzel County oil and gas wells for the 2017 tax year be set at
$73,911,129, based on the_ value calculated by applying SWN’s average operating expense' of
56.4% by SWN’s gross receipts, and by applying operating expenses to oil receipts and gas
recelpts based on a combined amount of operating expenses for the oil and gas_., réthér thé.n by
calculating a weighted average for the oil and natural gas operating expenses.

B. The Tax Department Failed to Consider the Actual Operating Expenses. of SWN’s

- Qil and Gas Wells and, Thus, Failed to Correctly Value that Property; SWN, on the
Other Hand, Introduced Clear Evidence of the Allowable Operating Expenses.

While the State Tax Department has discretion to select the appraisél method that it
determines shoul_c_l provide the most accurate valuation of personal prOperty:, once it chooses a
method, it must correctly apply the metﬁod. -

For SWN’s Marcellus wells 1n Wefzel County, the Tax Department has not followed its
own rules régarding average industry operating expenses, as set forth‘ in SWN’s Exhibits and
testimony at the heéring betore the Board on October 6, 2017, and the Tax Department has,
therefore, failed to properly calculate the fair mark& value of SWN’s Marbellus wells. It is aiso |
- improper for the Tax Department to place a cap on operating expenses, another factor resulting
1n an ihﬂ_ated value for SWN’s Marcellus wells. As demonstrated at the hearing, the survey used

by the Tax Department to calculate average industry operating expenses for Marcellus wells was

showed that the State Tax Department’s valuation 1tself 1S incorrect, so it was incumbent on the State Tax
Department to rebut SWN’s evidence.
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poorly drafted é,_nd misleading and resulted in the Tax Department éalculating an operating
expense “cap” well below the amount of operating expenses actually required to operate a
Marcellus well. SWN avers that not only 1s a “cap” not supported by law, but that the Tax

44 29

Department also calcplatc_—:d a wildly 1maccurate ‘“cap.” As a result, SWN’s " wells were
overvalued.

| Additionélly, by caléulating the allowed operating expenses at the lesser of 20% of gross
receipts or $175,000, the Tax Department treats similarly situated tax payers- ditferently in
violétion of Unifed States Conétitution and the West Virginia Constitutioh:, as thc.a- “cap” of
$175,000 only advefsely affects_ tax payers that have wells with gross receipts over a certain
threshold.

C.- The Tax Department’s Methodology of Weighting Allowable Operating Expenses
for Oil and Natural Gas Together, Rather Than Applying Allowable Operating
Expenses to the Each of the Revenue Streams Separately for Wells That Produce
.Both Oil and Natural Gas, Results in Overvaluation of SWN’s Wells.

Finally, the Tax Department’s valuation of SWN’s wells did riot propeﬂy apply operating
~ expenses ‘to the o1l produced by 'Tthe Marcellué -well and the natural gas produced ,by the
Marcellus well. Thé Tax Deﬁa;'tment employed a “weighting” methodology thét significantly
decreased the amount of operating expenses that were allowed for the entire well,-rathe;‘ than
applying the operating expenses allowed for the oil production énd the operating expenses
allowed for the gas production separately. The Tax Department has acknowledged that if 1S
changing 1ts methodology fof téx year 2018 to reflect the suggestions received from WVONGA

and SWN; however, the Tax Department has indicated that it will not apply the changé to

SWN’s 2017 taxes.
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IV. CONCLUSION

WHEREF ORE,' SWN Production Company, LLC respecttully requests that the Céurt:

(1) Find that the Wetzel County Board of Assessment Appeé.ls inéorrectly ‘ﬁph‘eld thé
valuation of SWN’s Wetzel County gas wells by the West Virgiﬁi’a Department of Revenue,
State Tax Dt_epartment, Property Tax Division‘ tfor the 2017 tax year;

(ii) Fix the value of SWN’s Wetzel County gas wells for the 2017 tax year at
 $73 911,129, based on the value calculated by applymg SWN S 56.4% operatmg expense
percentage by SWN’s gross receipts and by separately calculating operating expenses for oil
receipts and natural gas receipts for Marcellus wells, rather than calculating a wéighted average
tfor these two separate revenue streams; and

(ii1)  Order such other relief as the Court deems appropriate.

'SWN PRODUCTION COMPANY, LLC

By Counsel

|73

CAe A, r1fﬁ Z (WVSB No. 8549)

John J. Meadows (WVSB No 9442)
- Steptoe & Johnson PLLC =~

Post Office Box 1588 | .

Charleston, West Virginia 25 326

Telephone (304) 353-8000

Facsimile (304) 353-8180
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