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Oil & Gas in Ohio oocAR:

o Ohio well spot map shows significant development in three
of four Ohio quadrants.

o And, while geology dictates that eastern Ohio is dominant,
In modern times wells have been drilled in 79 of 88

° QilWells

© ComboWells
® GasWells

® DryWells
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Organic-rich shale

Prior to the late 1990s these shales were thought of principally as the source of oil
and gas that would then migrate slowly over time into “conventional” reservoirs.
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Ohio Play and Acreage Positions OOGAR:
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Acreage Positions

Company Net Acres

{Chesapeake (CHK)
Chevron (CVX) 623,000] |

Range Res. (RRC) 357,000-
] (CNXIHES JV 200,000 -
| Anadarko (APC) 200,000 ]
EVEP / Enervest 159,000
|Devon Energy (DVN) 110,000
|Hess (HES) 85,000

A 53900
' [Gulfport (GPOR) Wl
[PDC Energy (PETD) | _ 40,000
Magnum Hunter(MHR] 16,000
Carrizo (CRZO) 1,500l

g ExxonMobil (XOM) Unknown [l
[Shell (RDS-A) [Unknown| |
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Source: Company Data, modified Gulfport map, GHS Research
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U.S. NATURAL GAS PRODUCTION
1936 TO 2011
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U.S. NATURAL GAS PRICES
1976 TO MARCH 2012

12

Ohioans saved billions of
dollars due to lower
natural gas prices from
| increased production.

10

PRICE, $/MCF

O T 1 1 1 1 1
1976 1981 1986 1991 1996 2001 2006 2011

YEAR SOURCE: E.LA.
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PRICE, $/BBL
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COMPARISON

-e-\WTI CRUDE OIL SPOT PRICE (U.S.)
-o-BRENT CRUDE OIL SPOT PRICE (EUROPE)

Ohioans saved
billions of dollars due

to increased US oil
production.

2007 2008 2009 2010 2011 2012

YEAR SOURCE: E.I.A.



it make a difference? CII—‘PGM
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140 Crude Oil and Natural Gas Prices Have Diverged - IHS 14

100 //\\ \ /\// 10

80 8

60 pa) A .VJ M /N 6

© J\ |~/ A,
\Y

20 1 2

0 0

1998 2000 2002 2004 2006 2008 2010 2012 2014
=Crude Oil, WTI (Left scale, US$/barrel)
—Natural Gas, Henry Hub (Right scale, US$/million Btu)



What’s In It for Ohio? CXI—‘PGM

* Possibly 5 billion barrels of oil and 15 trillion cubic feet of
gas

» Natural gas trading at deep discount of 40:1
« Ohioans saving billions in energy costs

» 200,000 jobs

« $34 billion in investment

« Eastern Ohio economic rejuvenation

« To Date: $2.75 billion industrial investment (excluding
leasing, royalties and operations)

» Expansion of Proven Reserves — and that matters

Ohio Oil and Gas Association



What Proven Reserves May Produce OOGAT:
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[ Utica Shale (Ohio) Production
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S.B. 165 — Three Major Components CII—‘PGM
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Funding

Urban Drilling

Ohio Response



Taxes Paid by Oil and Gas Producers in Ohio

* Income
Personal and corporate (Subchapter S)
 Commercial Activity (CAT)
0.26% of gross receipts
« Sales
« Ad Valorem
¢ Severance
* Fuel Use



Natural Gas Well Costs CII%“QM

Ohio Oil and Gas Association

Proceeds Breakdown

B Working Interest (after Expenses &
Taxes)
B Royalty Interest (after Taxes)

B Taxes

O Well Cost




How Do Oil and Gas Profits Compare ooeaGh
tO Oth er Industrleso Ohio Oil and Gas Association

Third Quarter 2011 Earnings by Industry (cents of net income per dollar of sales)

Pharmaceuticals and Medicines I 22.2
Computer and Peripheral Equipment I 218
Beverage and Tobacco Products [ 20,1
Chemicals 1.1
Electrical Equipment, Appliances, and Components [ 12.6
All Manufacturing [ 5 2
Aerospace Products and Parts [ 8.9
Apparel and Leather Products Iy 8.7
Machinery I 8.7
Furniture and Related Products [ 6.8
Oil and Natural Gas [ 6.7
Motor Vehicles and Parts [ 6.6
Paper [N 6.0
Plastics and Rubber Products [N 5.3
Textile Mills and Textile Product Mills [N 3.9
Iron, Steel, and Ferroalloys [N 2.2
Food [N1.9

0.0 5.0 10.0 15.0 200 250

Sources: Based on company filings with the federal government as reported by U.S. Census Bureau and Standard & Poor’s Research Insight.

Source: American Petroleum Institute
(API)




Projected Increase in Tax Revenue from

Utica Shale Production

Kleinhenz & Associates analyzed expected tax
revenue from oil and gas production in the Utica
shale formation in Ohio and estimated the
potential increase at the current tax rates.

Conclusion: Utica shale development is
projected to result in a $1.05 billion increase in
tax revenue for state and local governments
beginning in 2015.

*$32 million from additional severance taxes will
fund the state’ s oil and gas regulatory agency

*$638 million in additional CAT, income and sales
taxes will go to Ohio’ s general fund

*$129 million will flow to local governments; $50
million to their general funds

*$255 million in additional income-tax revenue will
go to municipalities’ general funds

ooGAR:

Ohio Oil and Gas Association

State

2010 Additional 2015
Collections: All  Collections due

Percent Growth in
Tax Collections
due to Utica

Type of Tax Ohio Firms to Utica Development
(millions) (millions)
CAT $1,342 $43 3%
Income $7,887 $380 5%
Sales $7,254 $215 3%
Severance* S11 $32 291%
Total $16,494 $670 4%
*Ohio oil and gas industry paid approx $3 million of Severance tax in 2010.
County
Percent Growth in
Additional 2015 Tax Collections

2010 Collections due due to Utica

Type of Tax Collections* to Utica Development
(millions) (millions)
Sales Paid by All Ohio Industries $3,151 $50 2%
Ad Valorem Paid by Oil and Gas Industry S6 $79 1300%
Total $3,159 $129 4%
*Based upon all 88 Ohio counties. Actual collections will vary by county.
Municipal
Percent Growth in
2008 Additional 2015 Tax Collections

Collections: All  Collections due

due to Utica

Type of Tax Ohio Industries to Utica Development
(millions) (millions)
Income $4,165 $255 6%
Total All Sources
Total Tax Revenues $23,818 51,054 4%




Severance Tax oocAR:
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* Previously, operators paid a severance tax of 10 cents per
barrel of oll or 2.5 cents per thousand cubic feet (MCF) of
natural gas produced by a well

- Under Senate Bill 165, operators are now charged
20 cents per barrel of oil and 3 cents MCF of natural gas
through a regulatory, cost-recovery assessment that
operates like the severance tax (Ohio Revised Code
Section 1509.50)



Ohio’s Severance Tax Compared to

Neighboring States

Per MCF of Natural Gas
. Per Barrel of Crude Oil

Michigan

D -

Pennsylvania

O -

Illinois

0.1%

West
Virginia

"Historically, a credit for severance
taxes paid against other taxes owed.

0r 1%, depending which is greater.

iEquates to 1% at today's price

4Equates to 0.2% at today's price.

54 15% discount for gathering costs or
actual costs, whichever is greater.

ooGAR:
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« In addition to a severance tax, Ohio's oil and gas
producers pay income, commercial activity, sales
and ad valorem (property) taxes.

» West Virginia and Michigan, which have higher
severance-tax rates than Ohio, have both
experienced decreased oil and gas drilling during
the past five years. (Note: Both states have
shale plays)

= Pennsylvania, which has no severance tax, has
experienced a 600 percent increase in drilling
activity during the same five years.




Correlation Between Drilling Activity and
Severance Tax in MIl, PA and WV CII?QM

DRILLING ACTIVITY OVER THE LAST 5 YEARS
MICHIGAN, WEST VIRGINIA, AND PENNSYLVANIA

120

PA HAS NO SEVERANCE TAX
BOTH MI & WV HAVE HIGH SEVERANCE TAXES

100

80

60 -

40 +

| Ml Wy HPA

NUMBER OF RIGS RUNNING

Source: Baker Hughes



Arkansas Drilling Activity Before and After CXIB’GM
Severance TaX Ohio Oil and Gas Association

ARKANSAS DRILLING ACTIVITY
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Texas Severance Tax oocAR:
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AP RAILROAD CoMMIsSSION 0/ TEXAS

‘ Contact Us ‘ Log In ‘ FAQ's ‘ Links

Home > Programs, Services & Assistance > Oil & Gas Programs > Texas Severance Tax Incentives: Past and Present

About | Compliance | Data | Doing Business | Education & Training | Safety | Public Awareness | Environmental | Forms, Maps & More |

Meetings, Hearings, Orders & Rules | Licenses & Permits | Programs | Industries | Kidsworld | Online License Payments |

Texas Severance Tax Incentives: Past and Present

The reduction or elimination of state severance taxes provides an economic incentive to operators to undertake activities that produce oil and gas
resources that otherwise might remain unrecovered. Texas recognized back in the late 1980’s that incentives to increase the state's oil and gas
production were extremely valuable. Economic studies have shown that for each dollar invested in the oil and gas industry and for each dollar of
preduction, there is a positive effect on the state’s economy.

Prior to the oil and gas bust that began in the mid-1980s, the oil and gas sector was among the strongest in the Texas economy. In the late-1980s and
early 1990s, the poor health of the industry was reflected in the poor health of the state’s economy. The incentive programs are targeted to help
strengthen the economy by encouraging investment in exploration and production and to maximize responsible development and efficient recovery of
the state’s valuable natural resources.

By providing exemptions from or reductions of the severance tax on oil and gas production, these incentive programs in effect lower the cost of
production. For marginal operations, in particular, these incentives might mean the difference between shutting in a well, keeping a well in production, or
bringing a well back into production. For others, the incentives are factored into decisions of drilling or not drilling a well, initiating an enhanced recovery
project, or servicing a well to increase its production.

Texas incentive programs have been so successful that other states have used them as models. Severance tax incentives continue to be needed in

the future to encourage production and expansion of oil and gas operations, and sustain a vital segment of the state’s economy.

Source:
http://www.rrc.state.tx.us/programs/og/severancetax.php



Proposed Severance Tax CII%“QM
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COMMERCIAL ACTIVITY TAX VS.
PROPOSED SEVERANCE TAX

The proposed severance tax
is 16 times higher than the
Commercial Activity Tax for
Ohio businesses.

1,600%

| 0.26% )

@ C.A.T. Tax B Proposed Severance Tax



Impact of Increased Severance Tax OOGAT:
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- With an average profit margin of
only 6-7% — an additional 1% tax 70
on gross receipts (severance tax) =
10% income tax increase 60 -

« Severance tax is paid despite the 50 -

profitability of a well
40

N Severance
« Damage the state’s competitive 30

- : | Tax
advantage, resulting in companies
taking business to other states or 20 - ® [ncome
abroad Tax
10 - l
D }

* Reduction in drilling activity would
result in increased energy costs,
decreased tax revenue and loss of 1% 2% 3% 4%
job opportunities for all Ohioans



Ohio can have an income-tax decrease CXIB‘GM
Wlthout Jeopard|2|ng |nveStment Ohio Oil and Gas Association

The Kleinhenz study estimates tax revenue will be $1.05
billion beginning in the year 2015 under the existing tax
structure. The Kasich administration’s proposed severance-
tax increase might generate more than $500 million at some
future date.

Best Solution for Ohioans:

Use increased revenue generated under the existing tax
system to fund income-tax cuts greater than those
offered by the Kasich administration without risking
Ohio’s economic opportunity.



