DEDUCTIONS FROM

HESS BAKKEN INVESTMENTS
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AFFILIATED AGREEMENTS
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“Other
Deduction” as| Taxes as % of

a % of Gross | Gross Royalty | Deductions % Source-IRS

1099

2005 : 5.620 1099
2006 0.000 7.190 1099
2007 0.000 9.920 1099
2008 0.000 9.200 1099
2009 5.790 3.290 9.080 1099
2010 2.666 9.054 11.720 1099
2011 2.217 8.908 11.125 1099
2012 1.845 10.161 12.006 1099
2013 2.451 9.463 11.915 1099
2014 2.615 10.301 12.917 1099
2015 20.675 /7.039 27.714 1099
2016 35.533 6.533 42.066 1099
2017 37.480 5.832 43.312 1099
2018 29.895 6.437 36.332 1099
2019 34.800 6.420 41.220 1099

Monthly statements
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14522601

E009173711

5/25/2019

100004

BEAVER L

42019

114.84

65.5159

7523.85

-601.51

-666.5

6255.84

0.002232

RI 01

16.79

-1.34

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

114.71

65.5237

7516.22

-600.93

-665.78

6249.51

0.001954

RI 01

14.69

-1.17

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

114.71

65.5237

7516.22

-600.93

-665.78

6249.51

0.000279

RI 02

2.1

-0.17

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

115.82

65.5196

7588.48

-606.7

-672.17

6309.61

0.001955

RI 01

14.83

-1.19

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

115.82

65.5196

7588.48

-606.7

-672.17

6309.61

0.000279

RI 02

2.12

-0.17

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

116.38

65.5235

7625.63

-609.66

-675.51

6340.46

0.001463

RI 01

11.16

-0.89

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

116.38

65.5235

7625.63

-609.66

-675.51

6340.46

0.000209

RI 02

1.59

-0.12

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

102.27

65.5239

6701.13

-535.74

-593.63

5571.76

0.001831

RI01

12.27

-0.98

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

102.27

65.5239

6701.13

-535.74

-593.63

5571.76

0.000262

RI 02

1.75

-0.14

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

31.57

65.5496

2069.4

-165.44

-183.31

1720.65

0.000987

RI 01

2.04

-0.16

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

31.57

65.5496

2069.4

-165.44

-183.31

1720.65

0.000141

RI 02

0.29

-0.02

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

0.08

63.75

5.1

-0.42

-0.43

4.25

0.003662

RI 01

0.02

0

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

3.26

65.4479

213.36

-17.05

-18.9

177.41

0.001953

RI01

0.42

-0.03

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

3.26

65.4479

213.36

-17.05

-18.9

177.41

0.000279

RI 02

0.06

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

0.4

65.45

26.18

-2.1

-2.32

21.76

0.001953

RI 01

0.05

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

0.4

65.45

26.18

-2.1

-2.32

21.76

0.000279

RI 02

0.01

14522601

E009173711

5/25/2019

100004

BEAVER L

42019

0.07

60.2857

4.22

-0.33

-0.34

3.55

0.007813

RI 01

0.03

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

0.04

0

0

-37.7

-13218.1

-13255.8

0.002232

RI01

0

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

4160.05

0.5687

2365.84

0

-145.8

2220.04

0.002232

RI 01

5.28

14522601

E009173711

5/25/2019

100004

BEAVER L

102014

0

0

-103.19

-412.52

-515.71

0.002232

RI 01

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

0.04

0

-37.66

-13204.7

-13242.4

0.000279

RI 02

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

0.04

0

-37.66

-13204.7

-13242.4

0.001954

RI 01

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

4155.83

2363.44

0

-145.65

2217.79

0.001954

RI 01

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

4155.83

2363.44

0

-145.65

2217.79

0.000279

RI 02

14522601

E009173711

5/25/2019

100004

BEAVER L

102014

0

0

-412.1

-515.19

0.000279

RI 02

14522601

E009173711

5/25/2019

100004

BEAVER L

102014

0

0

-412.1

-515.19

0.001954

RI01

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

0.04

0

-13331.7

-13369.7

0.001955

RI 01

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

4195.78

2386.16

0

-147.05

2239.11

0.001955

RI 01

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

4195.78

2386.16

0

-147.05

2239.11

0.000279

RI 02

14522601

E009173711

5/25/2019

100004

BEAVER L

102014

0

0

-104.08

-416.06

-520.14

0.001955

RI 01

14522601

E009173711

5/25/2019

100004

BEAVER L

102014

0

0

-104.08

-416.06

-520.14

0.000279

RI 02

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

0.04

-38.21

-13396.9

-13435.1

0.001463

RI 01

14522601

E009173711

5/25/2019

100004

BEAVER L

32019

0.04

0

-38.21

-13396.9

-13435.1

0.000209

RI 02
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14522601

E009173711

5/25/2019

100004

BEAVER L

32019

4216.32

2397.84

0

-147.77

2250.07

0.001463

RI 01




ROYALTY STATEMENT OVERVIEW

$2.34/MCF

lease .
Lease ~ lease Gross Lease  Lease Other Dishurse- Interest
Product TX Price , Net
Volume Value  Taxes  Deductions ments  Type
Value
100Total Crude 117,268.35 7683,870.67 -680,644.59 5,800 BBLS
203 Total Gas 29,576.35 88,985.31 -20,914.95 0,710 MCF
204 Total Gas 263,381.21 183,609.41 -3,21,632.22 -12.990 MCF
300Total Condensate 2,750.64 180,226.91 -15,964.73 -5.800 BBLS
400Total PlantProduct ~ 3,995,189.98 2,036,063.94 -144,435.15 0,036 GALS

50

Price paid per MCF §2.34




- Stable and growing cash flows supported by long-term,
fee-based contracts.

Our commercial agreements with Hess provide us with an atftractive
and stable cash flow base with significant opportunities to grow our

business. Our long-term, fee-based commercial contracts with Hess, /
a high-quality commercial counterparty, provide substantially all of

our revenues. They are based on broad Bakken production
dedications with minimum volume commitments, annual inflation
escalators and fee recalculation mechanisms, all of which are
intended to provide us with cash flow stability and growth, as well as
downside risk protection.




HOW TO MAKE DEDUCTIONS
FROM THE ROYALTY STREAM FOR
POST-PRODUCTION EXPENSES

Minimizing Liabiltty While Improving p -

the Company's Bottomn Line

By _’l'fn r|'lr'n K. Hr.uwrl. C{’L

Ieilie il el govs roducing companies are requined
o ey e s -of producing haued and geeous hy-
drorcarbema, many ol and gas leases ser out cermin

couts that should be shared between lessom {mineral rghts
cwners who bemsed thedr band v odl companies) wnd Jessees
{ehie odl comipraites thar bought the slhis w explore, deill for
and produge oil und gas).

Dt jmsnren of The Limutmam (Mo dune (989, May/une
1998, Jimmiary Febeaaey IO s orhaers) have Gesriinad neicles
exploring the lagil basis for making deducrions for postpro
duction expenses and taxes, The mdvemarion in these orricles
s usehial fore bavedenen to gaim knondedioe aboms the sdmdicaton
i the states thot influenee this anes, However on
las i serse ol whir dtems mny be deduocied under the appdic
cahle case law, the question remabns s to bow o wiek with his
etnployer or chent foscnually implesnent such Jeduceions.

Mt ol and gas lesses cumrently in fosce have o provision
thar suys the lessee puys all mves on producing peoperties;
then the kessee reimburses ivelf for the lessor's oyaley share
lequal to the woyaley pereentagel of sisch b payinents. Most
compandes use pccounting softwone thor mclades one or mone
“alars” for inpurting ad valosen maes {local county property
taxes, nlsa called *sehoal tax on producing minerals o
el o st severnnce taxes. Ard virmuntly
Hly wllow the lessee m dediugt the lessar’s
royalry share of those wxes from the rovaley stream. Many

Howover, deperuding on b unlicarion wnd seatute low
i stare, the lanpieage o the leases and the ciromemnees of
production, there may be many ather items thar may legelly
anul propesly be dedocted. This arscle lists steps that may
b fellonwe] o firar fin
andd then implement sach addinoaal dec

Te possible
ETICNS i A faly,

November Diawisbe 2

copstatent and defensible manner I i recommend
el that you perform o study on vour m lve proper-
ties to disterming fensibality,

There ape seven segs i Ainding our how much your com-
pany can benefit by deducing for post-producrion expenses.
Once this work is done and the decisinn is made w procesd.
implementatiom can follow,

Feasibility Study

Review applicable cise baw ard uld g table fior the stabe o
states |mowhich yeur propenties are located. This mble preseris
applicalde rdings. in s brief form dee Tabe Ab This s o fstof
rudings fior Caltiornia. You may need toendise the aid of an ex-
perienced ool and ga atterney ro determing from adjedicaton

wand acarate bow, o aryd whine (e ze deducrble inowour s,

Barvizw the company's chinrt of secoumts and match line
irems with deducribile expevses frée Tiohle A). Use Takle Boag
o -k el be guicled by your indings from Table A Some
“direct” costs {exampler metering coses) may be for o particu-
lig liemsie bl onthier “spressdable™ cosew fexmmplie: won plant
ving several properties) are spread among several leases

Spreadable Eap
If the company has both direct-and allocared spressdable
experse, b eprendshest e the cxample shown in Tahle

(2 (aee paage 25). Spresdable expenses are costs incurmed at the

beld o regional level, which are spliz out {ullocated) 1o indi-
wvidual properries. For cxamgle, the relephone hill for the offiee
at which the momagsment Jor o groug of properties i done
might be alkicated out to ench of those properties i th sume

TS




Issue: Lost North Dakota Tax Dollars

ME. Diengma, CPA, MEBA
Arcredited Petroleum Accountant

10il and Gas Companies Use Master Limited Partnerships and Affiliate Agreements to
Divert Taxable Income away from Morth Dakota

. 0il and Gas Companies have split their operations into categories, such as
Production, Marketing, Gathering, Processing, Each "division” is often filed
as a separate business, frequently using the form of a Master Limited
Partnership,

The Master Limited Partnership is not taxed as a business in Morth Dakota,
The net income of the division is “passed through™ to the cwners of the
Master Limited Partnership. Each owner will repert their own share of the
net income,

0il and Gas Companies can use each of the separate divisions to reduce their
taxable income te North Daketa by raising postproduction costs (FPC's) paid
to divisions that have high expenses, like plants.

. The PPC’'s are deducted from the royalty owners.

Royalty owners will pay less tax because the FPC's are deducted from gross
royalties thereby reducing net rovalties recerved,

. The producton company will also pay less tax on the ol and gas income by
applying PPC's paid to affiliates.

Paotential Deollars Overlecked:

Scenario 1: Basicassumptions-annual loss [current price and production)
Producton per day= 1,200,000 barrels
Perbarrel price= $45
North Dakeota average lease= 1,8 royalty
Average PPC= 10% [one major prod. is over 35%)

1,200,000 x 45 X 0,125 x 0.10 x 365 days = $246,375,000 ND income tax exempt

Scenario 2: Basic assumptons-annwal loss [January 2020 price & production]
Production per day= 1,400,000 barrels
Per barrel price= 50
North Dakeota average lease= 1,8 royalty
Average PPC= 10% [one major prod. is over 35%)

1,400,000 x 60 x 0,125 x 0.10 x 385 days = $383,250,000 ND income tax exempt

The total pestproduction costs to rovalty owners (taken by the oil producers) for
one vear would be $383,250,000. Itappears that enly a ridiculously small amount
of ND State income tax is paid on this wealth generated from NI oil production.




Artached iz 3 graphic that provides a simplified picture of what the consequences are on
1,000,000 barrels of oil at 545 per barrel when a 55 PPC per barrel is charged. That
Equates to 5312,000 per day or 5113,880,000 per year in untaxed wealth at the current
production of 1,200,000 barrels per day and 55 PPC rates.

| belizve the 55 PPC per barrel is very consenvative.

The second KD 5tate Income Tax aweidance is due to the PPC's charged on produced
natural gas. That difference may be deduced by subtracting the dollars in red in the

previous paragraph from the previous dollars shown in red =arfier in this
correspandence.

Respactiully,
I

Bob skarphol
‘williston Basin Royalty Dwners Associstion (WBROA)




COMPANY A OWNS BOTH THE
PRODUCTION COMPANY AND
A MAJORITY OF THE MASTER LIMITED PARTNERSHIP{MLP)
Marginal Tax Rate Max is 5.2% (2019 rate)

Company A Produces a $45
Barrel of 0il, 1,000,000
barrels
Value = $45,000,000
Full Tax would be

$2,340,000
Company A MLP Charges $5 Company A pays Tax in North Dakota on the
for expense net of $40.00 per barrel, Value = $40,000,000
Taxed in Texas Tax is $2,080,000

Lost Tax Revenue=
$260,000 per million
barrels




Gas Plant Postproduction Charges (PPC’s)
(“Other Deductions")
An Actual Gas Plant PPC in May 2019
May 2019 PPC per MCF= $12.99 per MCF
250,000 MCF per day X $12.99 per MCF X 365 Days = $1,185,337,500

$1,185,337,500
Annual Postproduction Charges

Postproduction costs deducted from Private Royalty Owners and
Working Interest Royalty Owners

$1,185,337,500 X 1/8 lease = $148,167,187
$148,167,187
Annual PPC’s deducted from Royalty Owners
at just one plant of this size

How would you, as a Royalty Owner, spend these dollars if you received
them as opposed to being withheld from your check?

Help fix thiz problem for Royalty Owners, Join the Williston Basin Royaity Owners Assoclation
Join Today at
wbroa.com




