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Proposed law reestablishes the severance tax preference granted to oil & gas wells that have been inactive for two or more
years, with a 50% tax rate reduction for a ten-year period (formerly 100% exempt for five-years). In addition, a new
reduction is added for wells designated as orphan wells for more than 60-months. These wells would be granted a 75% tax
rate reduction for a ten-year period. To qualify for these tax reductions, the well must produce from a similar producing
interval of the original well, and the application for certification must be made between July 1, 2018 and June 30, 2023. If
the Dept. of Revenue estimates that the severance taxes paid by these wells as a group will exceed $15 million in a fiscal
year, no more wells are to be certified into the program for the remainder of that fiscal year, but certifications may begin
again after the beginning of the next fiscal year.

The Dept. of Revenue will incur costs associated with designing, modifying, and testing the tax processing system. These
costs are typically estimated in the tens of thousands of dollars of staff time ($51,000 in this case). An assessment of the
cumulative need resulting from all legislation is made at the end of session which informs the budget request of the Dept. 
The Dept. of Natural Resources did not indicate any additional administrative costs on their part.

The current version of the program has essentially played out as virtually all participating wells and production having
received the current law five-year tax exemption. The bill would reestablish the program with a ten-year 50% tax reduction
for participating inactive wells/production, and a ten-year 75% tax reduction for participating orphan wells/production.

To the extent that inactive wells and orphaned wells are brought back into production in the absence of this bill, the bill can
only work to reduce state severance tax receipts from what they would otherwise be. However, discussions with DNR indicate 
that few such wells have been brought into production in recent years, and the oil & gas price outlook suggests that this
minimal baseline of activity is likely to be the norm for the foreseeable future. Thus, this new tax reduction program may
have only a minor negative effect on state tax receipts.

The bill only applies to wells that apply for certification as eligible during the period July 1, 2018 through June 30, 2023. The
earliest revenue losses might occur is late FY19, but most likely in FY20 and beyond.

Certification of wells into the program may be delayed somewhat, in any particular fiscal year, if severance taxes paid by
these wells appears likely to exceed $15 million in a year. However, certifications can then start up again in the next fiscal
year.

DNR indicates that there are over 3,500 orphan wells in the state and possibly 10,000 or more inactive wells. The state risk
exposure to a tax reduction program available to a large number of potential wells involves the possibility of significant price
increases, the advent of new technologies that significantly reduce production costs of these types of wells, and the shifting
of industry resources toward these types of wells and away from other full taxable production wells.
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