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Understanding 

Gas & Oil Tax 

Reporting 

Including IRS 1099 

Forms



What is IRS Form 1099? 

IRS requires Form 1099-Misc to be filed when in the course of your trade or 

business, you have paid the following during the year: 

• $10 in Royalties (Box 2)

• At least $600 in 

• Rents (Box 1)

• Services performed by someone who is not your employee (1099-

NEC)

• Other income payments (Box 3)

• Payments to an Attorney (Box 10)

Due to the IRS and the Recipient by January 31st









Box 1 –RENTS 

 Paid-up Lease Bonus Payments 

 Temporary Workspace Payments 

 Temporary Access Payments 

 Short Term ROWs and Easements 

 Delay Rentals

 Shut-in Payments 

 Income taxed as Ordinary Income 



Box 2 – ROYALTIES 

 Royalties are reported as GROSS 

 Will not equal your royalty checks received if you have a 
Lease that allows deductions

 Or the Producer is taking deductions anyway 

 Compare your 1099 with your royalty check statements

 Some producer royalty 1099s will have the deduction 
information on or with the 1099

 Knowing if you have deductions from your gross royalty is 
important

Producer deductions are tax deductible 
expenses 





Box 3 – OTHER INCOME 

 Well Pad or Spud fee

 Crops

 Timber 

 Seismic Income

 Roads 

 Easement and Right of Way (ROW) Payments 

 Damages

 Payment for damage to property = recovery of capital

 Payment for use of property = ordinary income

 Payment for lost profits = ordinary income

 Prepaid Damages are Ordinary Income 

 Does this mean I should report the income on Schedule 1, Line 8 – Other Income 

on my federal tax return? 



What is wrong with Reporting the Income on 

Schedule 1, Line 8? 

IRS Form 1099-Misc Box 3 says Other Income 

Schedule 1, Line 8 of IRS Form 1040 says Other Income 

Other Income = Other Income 

Or does it? 



Client Example

 Client received a 1099-Misc with an amount in Box 3 Other Income for $100,000.   

 We obtained all the documentation and had a discussion with the client about property basis.  

 $97,000 of the $100,000 was determined to be 

 Timber Sales

 Permanent Pipeline ROW

 Permanent Road ROW 

 All of the above Qualify for Long-Term Capital Gains. 

 The client also had basis in this property to help offset some of these amounts. 

 The other $3,000 was determined to be taxed as Ordinary Income (temp workspace). 

Conclusion:  The difference in reporting as Other Income and Reporting based on the facts and 

documentation was almost $25,000. 



Ordinary Income vs Capital Gain 
What is the difference? 

 Ordinary Income 

 Taxed at your marginal tax rate 

 2022 federal tax rates are 

 10, 12, 22, 24, 32, 35 and 37 percent

 Capital Gain Income 

 Taxed at capital gain tax rates 

 2022 capital gain rates are 

 10% and 12% 0%

 22% and above 15%

 $459,750/517,200 + 20%

 Income subject to Net Investment Income Tax of 3.8% if AGI is

 Single > $200,000

 MFJ > $250,000



What is Property Basis? 
 Purchase Price 

 Improvements increase Basis 

 Depreciation, depletion and casualty losses decrease Basis 

 Inherited Property:  Fair Market Value (FMV)

 Appraised as of the Decedent’s Death 

 Basis allocated to a Permanent ROW that was granted 

 You inherit 10ac appraised at $10,000 = $1,000 per acre basis 

 50’ ROW for 1000’ = 50,000 sq ft / 43,560 = 1.15 acre ROW

 Basis is $1,000 per acre

 I can use $1,150 basis against the amount I received for the ROW 

 Paid $20,000 then $18,850 is taxable ($20,000 less $1,150 = $18,850)

 Remaining Basis is $8,850  ($10,000 - $1,150)

 Actual Damages can be offset against Basis 

 Timber Damage $2,850

 Taxable Timber Damage is -0- (you can offset the income by basis)

 Remaining Basis is now $6,000 ($8,850 less $2,850)

 Basis can’t be reduced below -0-

 Must keep accurate records of all items that affect basis 





Why does the Reported Tax Form matter?

 IRS matching program can create issues when filed tax returns do not match the IRS 

computers

 Mismatched filed returns and filed forms on the IRS computers create a IRS CP2000 

Notice 

 What happens if you receive this Notice? 

 Don’t panic

 If your return was prepared correctly and you can support the filing you will need to 

send correspondence to the IRS with supporting documentation to clear up the matter

 Here is where we filed the amounts

 Here is why we filed it that way

 And here is the supporting documentation for the where and why

 Did your preparer ask for all your documents related to the payments you received? 



Pipeline ROW 

Example



Taxpayer received  

(2) Tax Reporting 

Forms 

1099-S $6,202.50 

1099-Misc Box 3 $15,356.50

Total $21,559.00

$30/ft ROW for 827’ x 25% Interest = $6,202.50

Other $70/ft was negotiated as Damages 

Damages, Crop, Timber and Temp Workspace all 

reported as Other Income 



Where do we report payments on our tax return? 

 Entire ROW and Damages are reported on Form 8949 or Form 4797

 Form 8949 for capital asset property  

 Form 4797 is for trade or business property 

 Can be offset by Basis if applicable 

 Crop Damage 

 Report on Schedule F if operating a Farm 

Schedule F income Subject to self-employment (SE) taxes

 Report as Other Income if not in a Farming Operation 

 Timber Payments – same reporting as ROW 

 Temporary Workspace – treated as Rental Income on Schedule E



Basis Myths and Incorrect Reporting 

 Landman told me that Damages are Not Taxable 

 IRS and the Tax Code say otherwise – Landman just wants a signature 

 Damages are Not Taxable so I am not reporting it on my return

 If it shows somewhere on a 1099 you will have an IRS Notice in your future

 I will deduct the amount of Damages as an Expense

 Damages are not valid expenses and not a proper deduction –

you didn’t have an expenditure or payout 

 If you did and you are getting a reimbursement – then they can be offset

 I will deduct the Damages as Basis against the Total amount received

 You need to have Actual Determinable Basis and keep that Basis calculation 

in your records



What is Depletion? 

• Depletion, like depreciation, is a form of cost recovery. 

• Just as the owner of a business asset is allowed to recover the cost 

of an asset over its useful life, a mineral owner is allowed to recover 

the cost of mineral property. 

• Depletion is taken over the period of time that the mineral is being 

extracted.

• Two forms of depletion are allowed: 

• Cost Depletion 

• Percentage Depletion. 

• The taxpayer is required to use the method which will result in the 

greatest deduction.



Percentage Depletion 

• Rate is 15%

• The amount of the deduction allowable under percentage 

depletion is not limited by the basis of the property. 

• Calculated on the Gross Royalties 

• Limits

• 100% of your taxable income from the property 

figured without the deduction for depletion

• 65% of your taxable income from all sources, figured 

without the depletion allowance



Eligible Gas & Oil Expenses on Schedule E

 Lease negotiation fees

 Legal and CPA fees 

 Travel 

 Real estate taxes

 Save for future RE Tax Bills – WV is two-years behind on 
assessment

 2022 tax assessment is based on 2020 calendar year production 

 NARO Membership – NARO conference fees

 Expenses deducted from royalty payments by Lessee

 Depletion 



Schedule E – Royalties 

How do I report 

Royalties and Eligible 

Expenses on my 

federal tax return? 



Producer Form 1099-Misc Royalties  

Deductions State

Antero Resources yes yes YTD info on royalty checks – starting putting deductions on 1099 in 2021

Ascent Resources yes yes 

Big Sand Drilling NO NO

Chevron yes yes on the back of the 1099

CHK yes yes

CNX yes NO real small print on the front of 1099

Concord Energy LLC NO NO

Condevco, Inc NO NO 

Eclipse Resources yes  NO

Encino Energy yes NO

Energy Corporation NO yes NET Royalties on the 1099 

EQT Production yes yes on the back of the 1099

EQT (old Rice) NO yes YTD info on royalty checks 

Equinor yes yes started in 2019 - formerly StatOil 

Gulfport NO yes No for 2018, but Yes in 2017

Gulport Appalachia yes yes 

Noble yes yes YTD info on royalty checks

Patchwork Energy NO NO NET Royalties on the 1099 

Perkins Oil & Gas NO       NO

Range Resources yes yes

Reno Oil & Gas NO NO

Rice Energy NO yes YTD info on royalty checks only 

Stone Energy yes yes

SWN yes yes 

Triad Hunter yes, BUT NO Deductions on 2019 only include Aug-Dec checks (now Montage Resources) 

Tug Hill yes yes

XTO Energy yes yes 



Source Income

 What is Source Income? 

 Income derived from Property located in a State

Gas Leases

Royalty Income 

Pipeline related Income 

Sales of Property including Mineral Interests

 Where is it taxable?

 Taxable to the State where the Property is Located  

Regardless of your residency 

 Example: Ohio resident receives a gas lease bonus on property located 

in WV = Taxable to WV and reportable on a WV non-resident tax return 



Ohio Tax Issues  

Ohio Business Income Deduction

Allowed a deduction up to first $250,000 for business income 
reported on IRS 1040 Schedules C, E and F 

 Income over $250,000 taxed at a flat tax rate of 3%

Ohio Commercial Activity Tax (CAT)

Taxable Gross Receipts over $150,000 subject to Ohio CAT Tax 
including 

Gross Rents, Lease Bonuses and Royalties from real property 
located in Ohio

CAT tax is $150 per year for receipts $1 million and less 



What if I don’t receive a 1099 Form? 

 Damages 

 Sold Minerals 

 Never received in the Mail 

 Did the IRS receive the 1099? 

 Penalties for Not Reporting 

Accuracy Related Penalty – If IRS adjusts return resulting in a tax 
increase

Penalty is 20% or 40% of the increase in tax

 Interest due from the return due date 

Accuracy Related Penalty also applies to taking the new 20% Qualified 
Business Deduction and not being eligible 



Do I need to issue a Form 1099? 

Trade or Business 

Farmer

Business Owner 

Joint property/mineral owner and I am the primary SS#

Penalty for not filing a 1099 to the IRS and not sending to 

the Recipient is 

$1,080 per 1099 not filed 

No Maximum penalty 

Five (5) 1099s should have been filed equals a $5,400 

penalty 



Your Taxes 

Should be 

Prepared by

a 

Qualified CPA 



QUESTIONS ?????
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