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Tax Issue Status 
 
Overview 
 
National debate over taxes continues to draw substantial attention partly due to political agendas 
targeting oil and natural gas production and partly due to the ongoing challenge of addressing the 
federal budget deficit.  These debates generally follow one of two paths -- proposals to eliminate tax 
provisions related to oil and natural gas production or proposal to reform the tax code by eliminating 
deductions in order to lower statutory rates.  While all oil and natural gas provisions are in play, the 
most prevalent targets are: drilling cost deductions, percentage depletion, the manufacturers' tax 
deduction and dual capacity taxpayer provisions.  Of these, the drilling cost deduction and percentage 
depletion provisions are primarily independent producer issues while the manufacturers' tax deduction 
and dual capacity taxpayer provisions are integrated company issues. 
 
Targeting Producer Tax Provisions 
 
Both the Obama Administration and Congressional Democrats have targeted producer tax provisions 
for repeal or modification.  The Obama Administration seeks action on several provisions (drilling costs, 
percentage depletion, passive loss exclusion, amortization of geological and geophysical costs, 
enhanced oil recovery tax credit, marginal well tax credit, tertiary injectant deduction, manufacturers' 
tax deduction and dual capacity taxpayer provisions) applied to all oil and natural gas companies.  
Congressional Democrats focus their attention on provisions as they apply to the five biggest integrated 
oil companies.  While at times the Obama Administration wraps its agenda around commitments to 
eliminate fossil fuel subsidies, more frequently, it and Congressional Democrats cast the oil tax issues 
as a counterpoint to reducing spending on entitlements affecting the poor or the aged.  In both cases 
the intent is playing to political bases and neither approach seems likely to pass in this Congress. 
 
Comprehensive Tax Reform 
 
The larger threat to oil and natural gas tax policy arises from efforts to develop comprehensive tax 
reform.  While the issue of developing such reform has been an agenda issue for the past several 
years, it has taken on new intensity as Republican use the agenda as a counter to efforts to impose 
targeted tax increases -- oil and gas taxes, millionaire taxes, corporate jet taxes and others.  In the rush 
to seek lower statutory tax rates, there is a broad -- yet inaccurate -- perception that lower rates can be 
easily achieved by eliminating various "loopholes" or "subsidies" while being revenue neutral.  In reality, 
it will require extensive reconstruction of the tax code eliminating most manufacturing related tax 
provisions -- accelerated depreciation and the manufacturers' tax deduction for all industries -- to obtain 
adequate revenue increases to offset the lower rates.  Along the path to this tax reform, oil and natural 
gas production tax provisions would also be included despite the impact representing only about one 
percent of the revenue offset needed.  
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However, for producers the loss of these deductions could be significant.  Using intangible drilling costs 
(IDC) as an example, under the Obama proposal to eliminate the IDC deduction the impact on 
independent producers would be roughly a 25 percent reduction in capital budgets.  In a tax reform 
proposal dropping the corporate tax rate to 25 percent, the impact would be in the range of a 20 
percent reduction in capital.Another aspect of tax reform that has not received much public attention 
involves the scope of its reform.  Much of the attention has been on corporate tax changes leaving the 
issue of individual tax filers open to uncertainty. 
 
While there has been pressure for the Select Committee on Deficit Reduction to include major tax 
changes, it seems unlikely.  Rather, a more disciplined approach will likely take place.  The Ways and 
Means Committee is developing legislation to revise foreign tax treatment, corporate taxes and 
individual taxes.  While these will likely be introduced separately, the Committee will join them at a 
future date.  The timeframe for action seems more targeted to the 113th Congress, but the Select 
Committee could press for action at an earlier date. 
 
IPAA Actions 
 
IPAA continues its contacts to key legislators including Congressional leadership, tax committee 
members, Select Committee members and supportive oil and natural gas state members.  These 
meetings focus on two issues:  explaining oil and natural gas tax  provisions as normal business 
deductions and assessing the level of support or opposition to the industry's provisions.  Most of these 
meetings discuss the drilling cost deduction and percentage depletion because these are the largest 
revenue provisions on the list of industry deductions. 
 
In presentations to these legislative offices, IPAA emphasizes who independent producers are, the role 
of independent producers in the industry and the economy (using the IHS study), the significant impact 
increased taxes will have on capital investment in one of the few expanding industries in the country -- 
both jobs and energy implications, the implications of proposals on industry's capital and the need to 
recognize that this diverse industry pays taxes both as corporations and as individuals.  Additionally, 
the meetings present the realities related to major tax reform will have on not only independent 
producers but American manufacturing and small businesses generally. 
 
IPAA will continue these advocacy efforts and expand them as the tax debate matures.  IPAA members 
need to maintain their efforts with their elected House and Senate members to explain the impact of tax 
policy changes.  The rush toward a tax code simplification can produce substantial adverse 
consequences. 
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