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For more than 20 years, the major exploration and
production (E&P) companies have been shifting their efforts
to areas outside the United States in search of higher yields.
While this may benefit these companies, it leaves the United
States vulnerable to energy price shocks or worse.

The United States is now importing 62% of its total oil
according to the American Petroleum Institute.  During the
1979 oil embargo and U.S. energy crises, we were only
importing 50% of our energy needs.  Nearly all of it is
imported through a single deep-water port in the Gulf of
Mexico.  Five Middle Eastern nations that the U.S.
government has branded as being sponsors of terrorism –
Iran, Iraq, Syria, Sudan, and Libya – together account for
about 8 million barrels per day of oil production, about 10%
of the worlds supply.  Domestic oil and natural gas is
needed for the security of our domestic economy and the
security of the nation itself.  To that end, any government
policy designed to stimulate domestic exploration and
production with a minimum fiscal impact enhances
homeland security.

Historically, the government has provided tax incentives in
order to direct capital to certain segments of the economy
that can benefit the country.

The United States government, unlike governments of
most other producing countries doesn’t get involved in the
exploration and production of oil and natural gas.  Instead,
it relies on individuals and independent oil and gas
producers for those operations and provides tax-
advantaged incentives to increase these activities.

The current U.S. tax policy of allowing individuals and
corporations to deduct intangible drilling costs and to
depreciate their wellhead equipment costs from ordinary
income, capital gains, IRA withdrawals or any taxable
event accomplishes this goal and has been effective since
the Tax Reform Act of 1986 was passed.

The individual investors and corporations that have
benefited from the policy (see charts 1-3 on page 2)
consist of investors that would have sought out other tax

advantaged investment opportunities, and companies that
would otherwise have explored internationally through non-
taxable subsidiaries.  Without such a policy, domestic
exploration and production would have been adversely
impacted and our national security and private industry
would have been exposed to greater risk by those that
seek to harm our national economy.

One new gas-fired power plant will become operational every
three days over the next two years, according to a new
assessment by Arlington, VA-based consulting firm Energy
Ventures Analysis Inc. (EVA).  More than 367,000 MW of
new gas-fired generation is either in operation, construction
or active development, a 7% increase over last quarter, EVA
said in its report, “Tracking the Boom of New Power Plants
in the U.S.”

“In 1998 the industry was looking to build 50,000 MW of
total capacity and there was debate over how much of that
would actually be built,” said A. Michael Schaal, senior
analyst with EVA.  “Today, over 60,000 MW has already been
built with another 300,000 MW under active development.”

EVA’s Tom Hewson said the huge gas price increase last
winter had little affect on gas-fired power plant planning or
development.  Since December there has been a continual
growth in new project announcements that has increased
the amount of new capacity expected to be built between
2001 and 2007 by 95,600 MW, EVA said.

The gas price increase did trigger a sudden flurry of new
coal-fired power plant announcements, but some of those
announcements have slowed as gas prices have declined
this year, said Hewson.  “We haven’t seen as many coal
plant announcements as we saw earlier in the year,” he
said.  The total of all coal-fired projects being tracked by
EVA currently totals more than 32,000 MW.
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These charts are a
sampling of the cash on
cash returns & after-tax
returns of a one quarter
unit investment in 3 of
Royale Energy’s Drilling
Projects, as independenlty
monitored by CK Cooper
& Company

Straight Pink Line = Amount
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Orange Line = Total Cash
on Cash Return

Yellow Line = After Tax
Return Based on the Highest
Federal Tax Bracket
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These charts do not reflect any tax savings
that may be realized from state income tax




