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We were asked 
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a. Orphan Well Fund 
b. Alternative Oil and Gas Taxes in Other States 
c. Severance Tax on Timber and Pulpwood 

Below we provide a synopsis of these topics of discussion and summarize different viewpoints.  

1. Valuation of Oil and Natural Gas for Tax Purposes 
Severance tax for oil in Louisiana is 12.5 percent of the value of oil as it leaves the ground for most wells.5 These 

tax rates were established as of 1974. Prior to 1974, oil severance taxes were based on a volumetric charge that 

did not vary with changes in the price of oil. Natural gas, on the other hand, is taxed today on a volumetric basis 

but with the tax rate indexed to changes in the price of natural gas with the tax indexing being initiated in 1990. 

The tax rate averages about 4 percent of the value but fluctuates in the short run significantly with changes in the 

price of natural gas alongside lagged changes in the volumetric rate. The volumetric rate is updated once per year. 

Our starting point of discussions with stakeholders was on consistently valuing oil and natural gas for tax 

purposes; either as (a) the value of the oil/gas as sold on the market or (b) a volumetric rate indexed to an average 

market price (some have referred to an “objective standard price”). We found some interest for a volumetric rate 

indexed to a market price as opposed to taxing the value of the oil and gas at the wellhead. 

Potential Benefits of Volumetric Rate on Oil 
)$0+1$0(&02"#",3%&3"*$(4+%0$#5 Both industry and the Louisiana Department of Revenue (LDR) indicated that 

moving to a volumetric rate for oil severance tax could simplify the process of paying taxes and the auditing 

process. Currently, in order to audit a severance tax payment for natural gas, LDR simply has to audit the amount 

of natural gas sold and then multiply by the volumetric rate prevailing at the time of production. This process is 

relatively straightforward. LDR spends considerably more time auditing oil severance tax collections. This is 

because they have to verify both the quantity of oil sold &#0 the price. While the process of auditing the &2.+#3(

.6(."'(&#0(7&, produced is relatively straightforward, the process of auditing the 8%"1$ is more difficult. For this 

reason, it is suggested that setting a volumetric rate for oil production over a time period could decrease 

administrative burdens for the state and simultaneously could simplify the process of paying severance taxes for 

taxpayers. 

Potential Challenges of Volumetric Rate on Oil 
9"2$(-&75 There is inherently a time lag in setting the volumetric rate. Currently f
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<"66$%$#3"&'("28&13(.#(8%.0+1$%,(%$1$"*"#7(0"66$%$#3(8%"1$,5 Different producers receive different prices for their 

oil. For instance, it might be the case that producers closer to market hubs get a higher price for oil because there 

are less transportation costs. If the tax is volumetric, this could benefit some producers over others. We are 

currently looking into the extent of these differential prices across the producers. 

="'>1.#0$#,&3$,(2.%$(?$3$%.7$#.+,( 3?&#(7&,5 Different sulfur content and gravity can impact the price of oil 

significantly. 
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2. Differential Tax Rate for Oil and Natural Gas 
As previously mentioned, oil is taxed at approximately 12.5 percent of its value, while natural gas is taxed at 

approximately 4 percent. Thus, oil is taxed at over three times the rate of natural gas. This differential in tax rates 

was determined in the 1970s under very different market conditions with respect to federal policies on oil and gas 

pricing. This is not necessarily problematic per se, but it certainly opens up a discussion about the appropriateness 

of the policy in 2019 with fundamental changes in the oil and gas markets since the 1970s.  

After our analysis of the tax differentials, we have identified several potential distortions that taxing at 

very different rates can cause. Further, a survey of other states reveals that Louisiana is unique in taxing oil at 

approximately three times the rate of natural gas. In fact, our neighbor Texas taxes natural gas at a ?"7?$%(%&3$ 

than oil (4.6 percent of oil and 7.5 percent for natural gas).7  Most other states tax oil and natural gas at 

approximately the same rate. 

This would be a major change in oil and gas tax policy and would only be justified if there are major 

economic benefits to the state, but, it is appropriate to carefully explore such changes and to consider processes 

to implement such changes if the benefits are deemed sufficient.   

Louisiana has reduced rates for stripper and incapable oil wells. Stripper wells are defined as wells that 

are incapable of producing an average of more than ten barrels of oil per day during the entire taxable month. 

Incapable wells are incapable of producing an average of more than twenty-five barrels per day during the entire 

taxable month and which also produces at least fifty percent saltwater per day. On multiple well leases, all wells 

must meet the criteria to be able to qualify for the exemption. There is also a reduced gas severance rate for natural 

gas 
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 The second potential distortion comes from the Louisiana and Texas border. While Louisiana and Texas 

on average have historically had similar tax burdens on oil and gas companies,9 the way in which the taxes are 

implemented are very different. Louisiana taxes oil at 12.5 percent and natural gas at approximately 4 percent 
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is an artifact of history that has persisted to the present day. The exemption was never intended for production in 

shale geological formations.  

)$0+1$0( &02"#",3%&3"*$( 4+%0$#5 There are two administrative burdens associated with the horizontal drilling 

exemption. First, DNR must certify that the well is indeed a horizontal well and therefore qualifies for the 

exemption. Second, the exemption is currently for the first two years of production or until well payout, whichever 

occurs first. This creates a burden for both the producer who must provide evidence of when well payout occurred 

and the Department of Revenue that has to verify this is correct. Removing the horizontal drilling exemption 

would reduce administrative burden for all involved. 

Potential Challenges of Removing Favorable Tax Treatment of Horizontal Wells 
The most challenging aspect of a major change in horizontal drilling exemptions is that the state has been working 

with this exemption since 1994 and made some revisions to it in 2015.  Long-term decisions are being made by 

oil and gas producers. This challenge does not suggest that eliminating the horizontal exemption is impossible or 

not in the state’s long-term best interest, but it does suggest we have to be aware of any short-term challenges. 

4. Use of Oil and Gas Collections10 
Louisiana in 1991 created the Budget Stabilization Fund with the purpose of providing a cushion during a 

financial shortfall. Oil and gas revenues, including severance taxes, royalties, bonus payments and rentals, 

currently above $950 million goes to the Budget Stabilization Fund. There are limits to what can be taken from 

the Budget Stabilization Fund 
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