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TAX/SEVERANCE TAX
Suspends the severance taxes levied on oil, natural gas, distillate, and condensate
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Present law imposes a severance tax rate on oil and natural gas produced in the state. Most oil is taxed at a full rate of
12.5% of value, and most gas is taxed at a full rate based on prices in a prior annual period: currently set at 12.5¢/mcf for
FY20 and 9.34¢/mcf for FY21. Wells producing less than the full-rate volumes are taxed at lower rates tied to the full-rate.
Proposed concurrent resolution suspends severance taxes levied on oil, natural gas, distillate, and condensate from the date
of adoption of this resolution through the 60th day after final adjournment of the 2021 regular legislative session.
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EXPENDITURE EXPLANATION

The Department will incur relatively minor costs in FY21 and FY22 ($51,000/year) of IT staff time to modify the tax
processing system to incorporate the suspension and then reinstatement of the tax. Such costs are typically absorbed by the
Dept. initially, but become a component of budget funding as legislative changes accumulate.

REVENUE EXPLANATION

Based on the current official REC forecasts of mineral revenue (adopted May 11, 2020), $212 million of severance taxes
from oil and gas production are anticipated during FY21, and $358 million during FY22. A simplified approach to the effects
of this resolution utilizes the monthly average severance tax receipts expected in FY21 and FY22 ($17.6 million and $29.8
million, respectively). Assuming the resolution suspends tax on production in the months of June 2020 through August 2021,
there will be revenue losses of some $212 million in FY21 (12 months of production June’20 - May’21 paid with a two month
lag), and some $90 million in FY22 (3 months of production June’21 - Aug’21 paid with a two month lag).
These revenue
losses would be shared with local parish governments through the constitutional parish severance tax allocation. Parish
severance tax allocation losses are estimated at $17 million in FY21, and $7 million in FY22. The balance of the total
severance tax revenue loss and the parish severance tax allocation loss is a state general fund severance tax loss of $194
million in FY21, and $82 million in FY22.
Since production on state lands and waterbottoms pays severance tax as well, and state royalty receipts are adjusted for
their share of the severance tax, the bill’s severance tax suspension results in a relatively small gain in state royalty
receipts, shared with parish governments through the constitutional parish royalty allocation (10% of royalties attributable
to production within each parish). State general fund royalty gains are estimated at some $1.6 million in FY21, and
$660,000 in FY22. Parish royalty allocation gains are estimated at some $160,000 in FY21, and $66,000 in FY22. The net
effect to the state general fund and the dedicated parish allocations is shown in the table above.
However, specific estimates of state general fund loss and dedicated parish allocation losses provided in the table above are
highly uncertain at this time because the resolution’s effect occurs during a period of unprecedented volatility of uncertain
duration in the world oil market as a result of global demand weakness from the Covid-19 virus pandemic, and a global
supply glut resulting from a market share competition between Saudi Arabia and Russia. Total state mineral revenue receipts
and constitutional parish allocations will be substantially impacted by these events for the foreseeable future. However, the
bill can only result in a significant loss of state severance tax receipts and parish allocation amounts from what would
otherwise be the case. The estimates above reflect the current forecasts of this uncertain event.
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