M SSI SSI PPl LEQ SLATURE REGULAR SESSI ON 2004

By:

Representatives Reeves, Smith (39th), To: Ql, Gas and Qther

Robi nson (84th), Taylor, Moore, Staples, Mnerals; Ways and Means
Reynol ds, Mbak, Scott

OCO~NOUITRAWNE

HOUSE BI LL NO. 1062
(As Sent to Governor)

AN ACT TO AMEND SECTI ONS 27-25-701 AND 27-25-703, M SSI SS| PP
CODE OF 1972, TO CONTI NUE THE EXCLUSI ON OF CARBON DI OXI DE FROM THE
DEFI NI TION OF THE TERM "GAS" | N THE LAW PROVI DI NG FOR THE TAXATI ON
OF SEVERED GAS; TO PROVI DE THAT ANY WELL VWH CH BEG NS COMMERCI AL
PRODUCTI ON OF OCCLUDED NATURAL GAS FROM COAL SEAMS ON OR AFTER
JULY 1, 2004, AND BEFORE JULY 1, 2007, SHALL BE TAXED AT THE RATE
OF 3% OF THE GRCSS VALUE OF THE OCCLUDED NATURAL GAS FROM COAL
SEAMS AT THE PO NT OF PRODUCTI ON FOR A PERI OD OF 5 YEARS BEG NNI NG
ON THE DATE OF THE FI RST SALE OF PRODUCTI ON FROM SUCH WVELL; TO
AMEND SECTI ON 27-25-721, M SSI SSI PPl CODE OF 1972, TO CONTI NUE THE
AD VALOREM TAX EXEMPTI ON FOR CARBON DI OXI DE AND CARBON DI OXI DE
PRODUCTI ON EQUI PMENT; AND FOR RELATED PURPOSES.

BE I T ENACTED BY THE LEGQ SLATURE OF THE STATE OF M SSI SSI PPI

SECTION 1. Section 27-25-701, M ssissippi Code of 1972, is
amended as foll ows:

* x %

27-25-701. \Wenever used in this article, the follow ng
words and terns shall have the definition and neaning ascribed to
themin this section, unless the intention to give a nore limted
meaning i s disclosed by the context:

(a) "Tax comm ssion” neans the Tax Conmm ssion of the
State of M ssissippi.

(b) "Comm ssioner” neans the Chairman of the State Tax
Conmmi ssi on.

(c) "Annual" neans the cal endar year or the taxpayer's
fiscal year when perm ssion is obtained fromthe conmm ssioner to
use a fiscal year as a tax period in lieu of a cal endar year.

(d) "Value" means the sale price, or nmarket val ue, at
the nouth of the well. [If the gas is exchanged for sonething
ot her than cash, or if there is no sale at the tine of severance,
or if the relation between the buyer and the seller is such that

the consideration paid, if any, is not indicative of the true
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val ue or market price, then the comm ssioner shall determ ne the
val ue of the gas subject to tax, considering the sale price for
cash of gas of like quality in the sanme or nearest gas-producing
field.

(e) "Taxpayer" neans any person |liable for the tax
i nposed by this article.

(f) "@Gas" neans natural and casi nghead gas and any gas
or vapor taken from bel ow the surface of the soil or water in this
state, regardl ess of whether produced froma gas well or froma
wel | al so productive of oil or any other product; provided,
however, the term "gas" shall not include carbon dioxide.

(g) "Casinghead gas" neans any gas or vapor i ndi genous
to an oil stratum and produced from such stratumw th oil.

(h) "Severed" neans the extraction or wthdraw ng by
any nmeans what soever, from below the surface of the soil or water,
of any gas.

(i) "Person" neans any natural person, firm
copartnership, joint venture, association, corporation, estate,
trust, or any other group, or conbination acting as a unit, and
the plural as well as the singular nunber.

(j) "Producer" neans any person owni ng, controlling,
managi ng or | easing any oil or gas property, or oil or gas well,
and any person who produces in any nmanner any gas by taking it
fromthe earth or water in this state, and shall include any
person owning any royalty or other interest in any gas or its
val ue, whet her produced by him or by sonme other person on his
behal f, either by | ease contract or otherw se.

(k) "Engaging in business" neans any act or acts
engaged in (personal or corporate) by producers, or parties at
interest, the result of which gas is severed fromthe soil or
wat er, for storage, transport or nmanufacture, or by which there is
an exchange of noney, or goods, or thing of value, for gas which

has been or is in process of being severed fromthe soil or water.
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(I') "Production" neans the total gross anount of gas
produced, including all royalty or other interest; that is, the
anount for the purpose of the tax inposed by this article shall be
nmeasured or determ ned by neter readi ngs show ng one hundred
percent (100% of the full volune expressed in cubic feet at a
standard base and flow ng tenperature of sixty (60) degrees
Fahrenheit and at the absolute pressure at which the gas is sold
and purchased; correction to be made for pressure according to
Boyle's law, and for specific gravity according to the gravity at
which the gas is sold and purchased or if not so specified,
according to test nmade by the bal ance net hod.

(m "Gathering systenmt neans the pipelines,
conpressors, punps, regulators, separators, dehydrators, neters,
metering installations and all other property used in gathering
gas fromthe well fromwhich it is produced if such properties are
owned by other than the operator, and all such properties, if
owned by the operator, beyond the first netering installation that
IS nearest the well.

(n) "Discovery well" neans any well producing gas from
a single pool in which a well has not been previously produced in
payi ng quantities after testing.

(o) "Devel opnent wells" neans all gas producing wells
ot her than discovery wells and replacenent wells.

(p) "Replacenent well" nmeans a well drilled on a
drilling and/or production unit to replace another well which is
drilled in the sane unit and conpleted in the sanme pool.

(gq) "Three-dinensional seismc" nmeans data which is
regul arly organized in three (3) orthogonal directions and thus
suitable for interpretation with a three-di nensional software
package on an interactive work station.

(r) "Two-year inactive well" nmeans any oil or gas well
certified by the State G| and Gas Board as havi ng not produced

oil or gas in nore than a total of thirty (30) days during a
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twel ve (12) consecutive nonth period in the two (2) years before
the date of certification
* ok
SECTION 2. Section 27-25-703, M ssissippi Code of 1972, is
amended as foll ows:
* ok
27-25-703. (1) Except as otherw se provided herein, there
is hereby levied, to be collected hereafter, as provided herein,
annual privilege taxes upon every person engagi ng or continuing
within this state in the business of producing, or severing gas,
as defined herein, frombelowthe soil or water for sale,
transport, storage, profit or for comrercial use. The anpunt of
such tax shall be neasured by the value of the gas produced and
shall be levied and assessed at a rate of six percent (6% of the
val ue thereof at the point of production, except as otherw se
provided in subsection (4) of this section.
(2) The tax is hereby levied upon the entire production in
this state, regardless of the place of sale or to whom sold or by
whom used, or the fact that the delivery may be nade to points

outside the state, but not |evied upon that gas, lawfully injected

into the earth for cycling, repressuring, lifting or enhancing the
recovery of oil, nor upon gas lawfully vented or flared in
connection wth the production of oil, nor upon gas condensed into

| i qui ds on which the oil severance tax of six percent (6% is
pai d; save and except, however, if any gas so injected into the
earth is sold for such purposes, then the gas so sold shall not be
excluded in conputing the tax. The tax shall accrue at the tine
the gas is produced or severed fromthe soil or water, and inits
natural, unrefined or unmanufactured state.

(3) Natural gas and condensate produced fromany wells for
which drilling is comrenced after March 15, 1987, and before July

1, 1990, shall be exenpt fromthe tax |levied under this section
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for a period of two (2) years beginning on the date of first sale
of production fromsuch wells.

(4) (a) Any well which begins comercial production of
occl uded natural gas fromcoal seans on or after March 20, 1990,
and before July 1, 1993, shall be taxed at the rate of three and
one-hal f percent (3-1/2% of the gross value of the occluded
natural gas fromcoal seans at the point of production for a

period of five (5) years after such well begins production.

(b) Any well which begins comrercial production of

occl uded natural gas fromcoal seans on or after July 1, 2004, and

before July 1, 2007, shall be taxed at the rate of three percent

(399 of the gross value of the occluded natural gas from coal

seans at the point of production for a period of five (5) years

begi nning on the date of the first sale of production from such

well .
(5 (a) Natural gas produced fromdiscovery wells for which
drilling or re-entry comenced on or after April 1, 1994, but
before July 1, 1999, shall be exenpt fromthe tax |evied under
this section for a period of five (5) years beginning on the
earlier of one (1) year fromconpletion of the well or the date of
first sale fromsuch well, provided that the average nonthly sal es
price of such gas does not exceed Three Dollars and Fifty Cents
($3.50) per one thousand (1,000) cubic feet. The exenption for
nat ural gas produced from di scovery wells as described in this
paragraph (a) shall be repealed fromand after July 1, 2003,
provi ded that any such production for which a permt was granted
by the board before July 1, 2003, shall be exenpt for an entire
period of five (5) years, notwithstanding that the repeal of this
provi sion has becone effective. Natural gas produced from
devel opnent wells or replacenent wells drilled in connection with
di scovery wells for which drilling commenced on or after January

1, 1994, shall be assessed at a rate of three percent (3% of the

val ue thereof at the point of production for a period of three (3)
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years. The reduced rate of assessnent of natural gas produced
from devel opnment wells or replacenent wells as described in this
paragraph (a) shall be repealed fromand after January 1, 2003,
provi ded that any such production for which drilling comenced
before January 1, 2003, shall be assessed at the reduced rate for
an entire period of three (3) years, notw thstanding that the
repeal of this provision has becone effective.

(b) Natural gas produced fromdiscovery wells for which
drilling or re-entry comenced on or after July 1, 1999, shall be
assessed at a rate of three percent (3% of the value thereof at
the point of production for a period of five (5) years begi nning
on the earlier of one (1) year fromconpletion of the well or the
date of first sale fromsuch well, provided that the average
nonthly sales price of such gas does not exceed Two Dol |l ars and
Fifty Cents (%$2.50) per one thousand (1,000) cubic feet. The
reduced rate of assessnent of natural gas produced from di scovery
wells as described in this paragraph (b) shall be repealed from
and after July 1, 2003, provided that any such production for
which a permt was granted by the board before July 1, 2003, shal
be assessed at the reduced rate for an entire period of five (5)
years, notw thstanding that the repeal of this provision has
becone effective. Natural gas produced from devel opnent wells or
repl acenent wells drilled in connection with discovery wells for
which drilling commenced on or after July 1, 1999, shall be
assessed at a rate of three percent (3% of the value thereof at
the point of production for a period of three (3) years. The
reduced rate of assessnent of natural gas produced from
devel opnent wells or replacenent wells as described in this
paragraph (b) shall be repealed fromand after January 1, 2003,
provi ded that any such production for which drilling conmenced
before January 1, 2003, shall be assessed at the reduced rate for
an entire period of three (3) years, notw thstanding that the

repeal of this provision has becone effective.
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(6) (a) Gas produced froma devel opnent well for which
drilling comenced on or after April 1, 1994, but before July 1,
1999, and for which three-di nensional seismc was utilized in
connection wth the drilling of such well, shall be assessed at a
rate of three percent (3% of the value of the gas at the point of
production for a period of five (5) years, provided that the
average nonthly sales price of such gas does not exceed Three
Dollars and Fifty Cents ($3.50) per one thousand (1,000) cubic
feet. The reduced rate of assessnent of gas produced froma
devel opnent well as described in this subsection and for which
t hree-di nensional seismc was utilized shall be repealed from and
after July 1, 2003, provided that any such production for which a
permt was granted by the board before July 1, 2003, shall be
assessed at the reduced rate for an entire period of five (5)
years, notw thstanding that the repeal of this provision has
becone effective.

(b) Gas produced froma devel opnment well for which
drilling comenced on or after July 1, 1999, and for which
t hree-di nensi onal seismc was utilized in connection with the
drilling of such well, shall be assessed at a rate of three
percent (3% of the value of the gas at the point of production
for a period of five (5) years, provided that the average nonthly
sal es price of such gas does not exceed Two Dollars and Fifty
Cents ($2.50) per one thousand (1,000) cubic feet. The reduced
rate of assessnent of gas produced froma devel opnent well as
described in this paragraph (b) and for which three-dinensional
seismc was utilized shall be repealed fromand after July 1,
2003, provided that any such production for which a permt was
granted by the board before July 1, 2003, shall be assessed at the
reduced rate for an entire period of five (5) years,
notw t hstandi ng that the repeal of this provision has becone

effecti ve.
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(7) (a) Natural gas produced before July 1, 1999, froma
two-year inactive well as defined in Section 27-25-701 shall be
exenpt fromthe taxes |levied under this section for a period of
three (3) years beginning on the date of first sale of production
fromsuch well, provided that the average nonthly sal es price of
such gas does not exceed Three Dollars and Fifty Cents ($3.50) per
one thousand (1,000) cubic feet. The exenption for natural gas
produced froman inactive well as described in this subsection
shall be repealed fromand after July 1, 2003, provided that any
such production which began before July 1, 2003, shall be exenpt
for an entire period of three (3) years, notw thstanding that the
repeal of this provision has becone effective.

(b) Natural gas produced on or after July 1, 1999, from
a two-year inactive well as defined in Section 27-25-701 shall be
exenpt fromthe taxes |levied under this section for a period of
three (3) years beginning on the date of first sale of production
fromsuch well, provided that the average nonthly sal es price of
such gas does not exceed Two Dollars and Fifty Cents ($2.50) per
one thousand (1,000) cubic feet. The exenption for natural gas
produced froman inactive well|l as described in this paragraph (b)
shall be repealed fromand after July 1, 2003, provided that any
such production which began before July 1, 2003, shall be exenpt
for an entire period of three (3) years, notw thstanding that the
repeal of this provision has becone effective.

(8 The State Ol and Gas Board shall have the excl usive
authority to determne the qualification of wells defined in
paragraphs (n) through (r) of Section 27-25-701.

SECTION 3. Section 27-25-721, M ssissippi Code of 1972, is
amended as foll ows:

27-25-721. Al gas and carbon di oxi de produced or under the

ground on producing properties within the State of M ssissippi and
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all producing gas or carbon di oxi de equi pnent, including wells,
connections, punps, derricks and ot her appurtenances actually
owned by and bel onging to the producer, and all leases in
production, including mneral rights in producing properties,
shall be exenpt fromall ad val oremtaxes now | evied or hereafter
| evied by the State of M ssissippi, or any other taxing district
within this state. This exenption shall not apply to drilling
equi pnent, including derricks, nmachinery, and other nmaterials
necessary to drilling, nor to gas or carbon di oxi de gathering
systens, nor to the surface of lands | eased for gas or carbon
di oxi de production or upon which gas or carbon di oxi de produci ng
properties are situated, but all such drilling equipnent,
gat hering systens, and | ands shall be assessed as are other
properties and shall be subject to ad valoremtax. However, no
addi tional assessnent shall be added to the surface val ue of such
| ands by reason of the presence of gas or carbon dioxide
t hereunder or its production therefrom The exenption herein
granted shall apply to all ad valoremtaxes levied in the year
1948 and each year thereafter.
* %k

SECTION 4. This act shall take effect and be in force from

and after its passage.
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conti nue exenption for carbon dioxide.



