
Oil & Gas Drilling Funds
What Are Oil and Gas Drilling Funds?

Oil and Gas Drilling Funds are investment vehicles that allow individuals to invest in the operational side of drilling for oil and gas
resources. The funds involve participation in drilling activities and offer potential returns based on the success of extracting these
resources.

How They Work  

Unlike ongoing mineral rights, these funds involve direct participation in drilling operations. Investors contribute capital to the
fund, which is then used for drilling activities. The funds aim to yield returns through the successful extraction of oil and gas. 

Tax Benefits 

Intangible Drilling Cost (IDC) Deductions:

 -   Investors can benefit from Intangible Drilling Costs, deducting a significant portion of their initial investment against       
     their taxable income in the first year of ownership in a Drilling Fund. 

 -   IDCs encompass a range of expenses associated with drilling operations, excluding the physical equipment costs. These 
     expenses can include expenses for labor, services, supplies, and other costs essential to the drilling process. 

 -   By deducting against one’s taxable income, investors can potentially substantially reduce their tax liability. By offsetting a
     significant portion of their initial investment through IDC deductions, investors can effectively lower their tax liability for
     that year, resulting in tax savings as well as enhancing the overall return on their investment.  

 -   For example, if an investor has a gross annual income of $200,000 and invests $100,000 in a Drilling Fund, it’s possible
     that they can deduct up to 60% of their investment against their earned income. In this case, the investor can deduct 
     $60,000 from their gross income so that they are only paying taxes on an income of $140,000. 

Depletion Allowances

 -   Depletion is another tax benefit available to investors in drilling funds. It allows investors to deduct a portion of the 
     revenue generated from the sale of oil and gas as a way to account for the reduction in the value of the natural 
     resource reserves.

 -   This deduction recognizes the finite nature of these resources and can provide additional tax savings for investors. 

Summary

Step 1: Deduct – Investor invests and writes-off IDCs that will occur in the first year of the investment.

Step 2: Drill – The operator begins drilling for oil and/or gas resources.

Step 3: Distribute – After deducting IDCs and other expenses, any remaining revenue from the well(s) are distributed to investors.

Step 4: Deploy – After a certain amount of time in the fund, the sponsor will create liquidity for investors in the fund. 
             This timeline will vary from sponsor to sponsor. Some hold periods may be as long as 10 or 15 years while some 
             may be as short as 3 to 5 years. 



Important Disclosures
The contents of this communication: (i) do not constitute an offer of securities or a solicitation of an offer to buy securities, (ii) offers can be made
only by the confidential Private Placement Memorandum (the “PPM”) which is available upon request, (iii) do not and cannot replace the PPM and
is qualified in its entirety by the PPM, and (iv) may not be relied upon in making an investment decision related to any investment offering by an
issuer, or any affiliate, or partner thereof ("Issuer"). All potential investors must read the PPM and no person may invest without acknowledging
receipt and complete review of the PPM. With respect to any “targeted” goals and performance levels outlined herein, these do not constitute a
promise of performance, nor is there any assurance that the investment objectives of any program will be attained. All investments carry the risk
of loss of some or all of the principal invested. These “targeted” factors are based upon reasonable assumptions more fully outlined in the
Offering Documents/ PPM for the respective offering. Consult the PPM for investment conditions, risk factors, minimum requirements, fees and
expenses and other pertinent information with respect to any investment. These investment opportunities have not been registered under the
Securities Act of 1933 and are being offered pursuant to an exemption therefrom and from applicable state securities laws. All offerings are
intended only for accredited investors unless otherwise specified. Past performance are no guarantee of future results. All information is subject
to change. You should always consult a tax professional prior to investing. Investment offerings and investment decisions may only be made on
the basis of a confidential private placement memorandum issued by Issuer, or one of its partner/issuers. Issuer does not warrant the accuracy
or completeness of the information contained herein. Thank you for your cooperation.

Securities offered through Emerson Equity LLC Member: FINRA/SIPC. Only available in states where Emerson Equity LLC is registered. Emerson
Equity LLC is not affiliated with any other entities identified in this communication. 
Real Estate Risk Disclosure: 
●There is no guarantee that any strategy will be successful or achieve investment objectives including, among other things, profits, distributions,
tax benefits, exit strategy, etc.; 
●Potential for property value loss – All real estate investments have the potential to lose value during the life of the investments; 
●Change of tax status – The income stream and depreciation schedule for any investment property may affect the property owner’s income
bracket and/or tax status. An unfavorable tax ruling may cancel deferral of capital gains and result in immediate tax liabilities; 
●Potential for foreclosure – All financed real estate investments have potential for foreclosure; 
●Illiquidity – These assets are commonly offered through private placement offerings and are illiquid securities. There is no secondary market
for these investments. 
●Reduction or Elimination of Monthly Cash Flow Distributions – Like any investment in real estate, if a property unexpectedly loses tenants or
sustains substantial damage, there is potential for suspension of cash flow distributions; 
●Impact of fees/expenses – Costs associated with the transaction may impact investors’ returns and may outweigh the tax benefits
●Stated tax benefits – Any stated tax benefits are not guaranteed and are subject to changes in the tax code. Speak to your tax professional
prior to investing. 

Oil and Gas Investment Risks
Private investments in oil and gas are high risk, including, but not limited to the following considerations:
Political Risk – Federal or local governments could enact regulations/legislation that could adversely affect the oil and gas industry, thereby
negatively affecting your investment.
·Geological Risk – Oil and gas production can be negatively affected by the difficulty of extraction and the possibility that the accessible
reserves in any deposit will be smaller  than estimated. There is no guarantee that any drilling operation will be successful. 
Supply, Demand, and Price Risk – A reduction in oil and gas prices, a decrease in demand, or 
  a surplus of available supply can reduce or even eliminate investment returns.
Cost Risk – Unexpected or increased operating expenses can reduce or even eliminate  investment returns. 
Dividend Cuts – Any dividend payments can be reduced or eliminated if the company is unable to earn enough revenue to fund the payments
to investors.
 Oil Spill Risk – In addition to the cost of repairs, clean up, potential fines, and potential litigation,  oil spills can negatively affect the reputation
of the company, all of which can reduce or  eliminate investment returns.

http://www.finra.org/
http://www.sipc.org/

