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Y IN THE UNITED STATES DISTRICT COURT |
FOR THE NORTHERN DISTRICT OF TEXAS ! M2 10"
DALLAS DIVISION ’ "
EXXON MOBIL CORPORATION, § ¢ ; o~
§ -~ ——— —_
Plaintiff, § - i
§
V. §  Civil Action No. 3:00-CV-0815-M
§
UNITED STATES OF AMERICA, §
§
Defendant. §

FINDINGS OF FACT AND CONCLUSIONS OF LAW

This case was tried from July 8, 2002 - July 16, 2002, and argued on July 25, 2002.
Having heard and considered the evidence and the arguments of counsel, the Court makes these

Proposed Findings of Fact and Conclusions of Law:

FINDINGS OF FACT

1. This is an action brought under Internal Revenue Code (“Code”) sections 6532
and 7422! for the refund of federal income taxes (plus interest) that Exxon Corporation
(“Exxon”)* paid for the tax year ending December 31, 1976. The issue is the proper
determination of Exxon’s depletion deduction with respect to natural gas it produced from 442
properties in East Texas and along the Texas Gulf Coast, and sold after processing or

transportation under twenty long-term contracts. This suit is one of many filed by Exxon in

I All references to the Internal Revenue Code (26 U.S.C.) and Treasury Regulations (26 C.F.R.) are to
the versions in effect for the taxable year 1976, unless stated otherwise.

On November 30, 1999, Exxon Corporation merged with Mobil Corporation. This case concerns the
activities of Exxon Corporation, Exxon Company, U.S.A., and its predecessor, Humble Oil & Refining
Company. The entity now known as ExxonMobil, and all of the predecessor entities, will be collectively
referred to herein as “Exxon.”
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which it challenges the treatment by the Internal Revenue Service of its percentage depletion
deduction. The first year litigated by Exxon was 1974. See Exxon Corporation v. United States,
33 Fed. Cl. 250 (1995), rev'd, 88 F.3d 968 (Fed. Cir. 1996) (“Exxon I'’). Exxon also litigated
1975 in the Court of Federal Claims. See Exxon Corporation v. United States, 45 Fed. CI. 581,
aff'd in part and rev'd in part, 244 F.3d 1341 (Fed. Cir. 2001) (“Exxon II”’). Exxon filed suit for
its 1979 tax year in the United States Tax Court. See Exxon Corporation v. Commissioner, 102
T.C. 721 (1994). The 1980-90 tax years are docketed in the Tax Court. After this suit was tried,
Exxon filed suit over 1977 and 1978 in this Court.

2. One of the principal issues in this case, as in Exxon I and Exxon 11, is the
determination of Exxon’s ‘“‘gross income from the property” under Code section 613 for each of
the 442 properties. Gross income from the property is defined principally by regulation. Treas.
Reg. § 1.613-3(a) provides that if “gas is not sold on the premises but is manufactured or
converted into a refined product prior to sale, or is transported from the premises prior to sale,
the gross income from the property shall be assumed to be equivalent to the representative
market or field price [the “RMFP”] of the . . . gas before conversion or transportation.” Exxon
sold the gas produced from the 442 properties after transporting it off the premises and, in most
cases, after it was processed, thus requiring the calculation of an RMFP to compute Exxon’s
depletable gross income from the property.

3. In Exxon I, the Federal Circuit held “that the RMFP of gas is calculated as the
weighted average price of wellhead sales of comparable gas in the taxpayer’s market area.”
Exxon I, 88 F.3d at 976; see also Exxon II, 244 F.3d at 1344, quoting, with approval, the RMFP

definition in Exxon 1.






































































































