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Current law imposes a severance tax on the production from stripper wells (no more than 10 barrels of oil per producing
day) of 3.125% of the value of the oil when severed. This tax is exempted in any month when the average value is less than
$20 per barrel.

Proposed law will exempt the tax on oil produced from stripper wells in any month when the average value is less than $35
per barrel.

The Department of Revenue will incur staff costs associated with modifications to the tax processing system to incorporate
the new price threshold in this bill. These costs for programing and testing are typically estimated as a few thousand dollars
of staff time. Additional staff time costs associated with handling issues with taxpayers resulting from this change will also
likely be incurred if the monthly price of oil approximates the price threshold.

The current exemption was enacted by Act 2 of 1994, resulting in intermittent months of tax exemption from FY95 through
FY99. Since then, oil prices have generally exceeded $20/bbl and these wells have been subject to the stripper rate of
3.125% of value (1/4 the tax of full-rate production). Over the last four fiscal years (FY17-FY20), these wells have been
producing approximately 4 million barrels of oil per year, and being exempted from approximately $20.6 million of severance
tax per year (3.7 million barrels and $18.8 million in FY20) relative to the full-rate tax of 12.5% of value.

Oil prices are currently more than the $35/bbl threshold proposed by the bill (currently in the $60/bbl to $65/bbl range), and
are currently expected to exceed that price threshold throughout the fiscal note horizon. Thus, the bill is not expected to
exempt these wells from their current level of tax payment, some $3.9 million per year.
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