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The tax code as it relates to the oil and natural gas 

industry has been scrutinized more than most.  

Existing provisions have been honed since the 

early 1900s to ensure they achieve only the 

specific goals they are meant to, namely, 

providing access to capital for independent 

producers to re-invest funds into projects.  These 

provisions are a good example of a tax code 

working as it was designed.   

In his January 2011 State of the Union address, 

President Obama called on “Congress to eliminate 

the billions in taxpayer dollars we currently give to 

oil companies.” Sadly, this statement reflects a 

glaring disconnect and poor understanding of the 

oil and natural gas industry, and the vital role it 

plays in America’s economy. 

Oil and natural gas are a critical part of today’s energy mix, and will be just as important to tomorrow’s energy 

mix.  According to the EIA’s Annual Energy Outlook for 2011, oil and natural gas will still both be large 

factors in supplying electricity generation and transportation fuels through 2035.  That projection recognizes 

and includes the rapid increase in renewable sources of energy.  

Examining the statement that “billions of taxpayer dollars” are given to oil companies is a reflection of how 

political this debate has become in recent years.  Look no further than the conclusion reached in November 

2010 by The Tax Foundation, a nonpartisan educational organization, after the completion of an International 

Energy Agency (IEA) study to rank nations’ subsidies to fossil fuel consumption: 

“The United States offers little in the way of fossil fuel subsidies, compared to other nations, as 
the IEA reports…  The Administration should focus on making the U.S. more competitive for 
corporate activities instead of targeting energy firms for punitive tax treatment.” 

Why are there tax provisions for oil and natural gas production when it is an established industry?  
Like mining and agriculture, oil and natural gas production does not fit into broad-brush policy-making.  

These are complex industries that require constantly evolving technologies, in order to partner with an often 

unpredictable mother nature. Consequently, these industries require unique tax structures.  Tax provisions 

were designed to encourage continued capital investment, which is precisely what they do.  These are ordinary 

and necessary business expenses for independent producers, similar to what all businesses deduct.   

Why are they so critical to retain?  Certainty within the tax structure is critical for all American businesses, 

including independent producers.  A stable framework for investment is needed to continue accessing 

American resources while maintaining existing production.  The American people reap the benefits of oil and 

natural gas production in the forms of affordable energy, jobs, a substantial revenue stream to the federal 

treasury, and other contributions to a healthy economy. 

What are the consequences of raising taxes on independent producers?  Simply – less capital 

investment means fewer jobs, and less production of American resources.  The production industry alone 

employs nearly half a million workers and pays almost 50% higher than manufacturing jobs, according to 

2008 Bureau of Labor Statistics.  Additionally, loss in production directly impacts the federal government’s 

second largest source of revenue – taxes paid by the oil and natural gas industry.  The industry pays federal 

taxes at a rate of 48 percent, as well as substantial state and local taxes to drive those local communities. 

Top Tax Provisions for Independent Producers: 

Drilling Costs (IDCs) – These costs, similar to 

research and development, are funds spent with 

no certainty that the expenditure will result in a 

successful outcome. Generally, these equal 20-35 

percent of an independent producer’s budget. 

Percentage Depletion – A method to reflect the 

decreasing value of the resource as it is produced.  

All mineral resources are allowed to use this.  In 

the instance of oil and natural gas, it is limited to 

only independent producers and royalty owners 

who are allowed to use percentage depletion, and 

only on U.S. production.  


