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INTRODUCTION

Experts agree that new fossil fuel development is incompatible with the world goal of limiting
global warming to 1.5 degrees Celsius.' However, the United States continues to plan future
fossil fuel development, most of which will occur in the Permian Basin, a shale basin 250 miles
wide and 300 miles long covering much of West Texas and southeastern New Mexico.” Oil and
gas production in this region is projected to almost double by 2030.? In fact, the area is on
track to account for nearly half of all U.S. crude oil production in 2023.*

Though the Permian has been drilled for oil and gas for more than 100 years, new technologies such as horizontal drilling

and hydraulic fracturing have propelled rapid growth in extraction over the past decade.” For local communities, this growth
means an increase in water pollution and air pollution from rigs and gas flaring. And for the planet, more fossil fuel extraction
in the Permian means an increase in climate-warming emissions from fossil fuels. In fact, a 2022 report by the Environmental
Defense Fund and CarbonTracker detected dozens of methane “super emitters” in the region.’ These third-party assessments

have found that actual emissions are much higher than those reported by industry to relevant government authorities.”

DUYN @
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Despite the need to curb growth in fossil fuel production, factors such as outdated tax giveaways and government grants to

the oil and gas sector as well as low liability caps incentivize further development and extraction. So too do special regulatory
exemptions for the oil and gas sector. These public subsidies (even those with a relatively small fiscal impact in a particular
year) artificially distort the market and attract private investment that would otherwise flow to industries that are less of a
threat to the planet and its people. These subsidies place an unfair burden on the shoulders of taxpayers already impacted by
the effects of fossil fuel-charged climate change and pollution. And they direct taxpayer monies to an industry that already has
sufficient capital to fund its own work, clean up its own messes, and reap substantial profits.?

To prevent full climate catastrophe and curb further environmental injustice, it is essential to stop the flow of public subsidies
to oil and gas company operations, especially in the Permian Basin. This money should be redirected to true public priorities
such as ensuring a just transition for workers in the oil and gas sector to climate-friendly industries.

This white paper offers a qualitative inventory of the federal and state subsidies that currently support Permian oil and gas,
along with our top-line findings from conducting this review. The pervasiveness of these subsidies through all stages of the oil
and gas supply chain—from exploration to extraction to refinement to transport to site closure—is striking and should serve
as a call to federal and state policymakers to immediately end these outdated giveaways. We also catalog the many approaches
by which government policies subsidize the industry, with important gaps in transparency that make assessing both the scale
and the impact of those subsidies much more difficult.

METHODOLOGY

This qualitative inventory maps subsidies to oil and gas development, extraction, transport, and refining/conversion that benefit the Permian
Basin. The analysis includes federal and state subsidies in Texas and New Mexico that reduce the cost of business or reduce investment risk
for oil and gas companies. ldentified subsidies fall into several main categories: tax expenditures, direct government spending, regulatory
exemptions, and the transfer of risk from the private to the public sector.

Not every policy listed pertains exclusively to oil and gas. Some benefit extractive mineral industries more generally, though they still
disadvantage non-fossil fuel energy technologies such as wind and solar and demand-side management options that reduce carbon emissions.
Other policies may be applicable to multiple economic sectors, such as the Chapter 403 tax credits in Texas. Often such general policies are
structured or deployed in ways that are particularly supportive of the dominant industries in a region. Where the financial scale of a program

is large and fossil fuels make up a significant industry in the state, we reviewed these more general policies to assess the degree to which
financial support is flowing to the fossil fuel sector.

Information on subsidies was gathered from state and federal budget and tax expenditure documents, published research, special studies, the
trade press, and legislative reviews. Relevant data were not equally available for all subsidies, and we note areas where improved information
would be particularly valuable.

A lack of centralized data collection led us to exclude municipal-level subsidies in this inventory unless linked to federal or state policies. (This
deficiency is a critical area for further study.) Also important but not covered in this document are the significant externalized costs created by
the fossil fuel industry, such as health impacts from pollution, property damage from climate disasters, and the impact to tourism, ecosystems,
agriculture, and other sectors from the fossil fuel supply chain.
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TOP-LINE FINDINGS

Taxpayer subsidies distort the market for oil and gas produced in the Permian. Our survey of subsidies that benefit
the fossil fuel supply chain in the Permian Basin found 57 individual federal and state giveaways of public resources and
special exemptions. Seen together in one list for the first time, this inventory demonstrates the extent to which taxpayers are
propping up this polluting industry.

The number of state oil and gas subsidies exceeds federal subsidies. While the extent of fossil fuel subsidies at the
federal level has received significant attention in the media and among policymakers, widespread and often longstanding
oil and gas subsidies at the state level have received less focus. Our report shows that there is a substantial number of state
subsidies, which can be very large. Both federal and state subsidies should be eliminated.

Nearly three-quarters of subsidies support exploration and production. Approximately 70 percent of the subsidies we
identified support finding new wells and pumping oil and gas from them. These types of subsidies are particularly harmful to
efforts to combat fossil fuel-driven climate change and local pollution, as they can lock in decades of pumping fossil fuels from
the wells they help create.

Just a handful of state subsidies cost billions of dollars in Texas and hundreds of millions in New Mexico. If eliminated, the
funds could be redirected to true public priorities such as establishing “just transition” programs for industry workers or
supporting education, health care, and other concerns.

FIGURE |

MAPPING THE PERMIAN BASIN
OIL & GAS SUBSIDIES

Subsidies are given at every
stage in the Permian Basin

We found a total of 57 subsidy-relevant policies throughout various
stages of the oil & gas supply chain in the Permian Basin from 2010-2031.

Refining,
Research & Exploration & Conversion & Asset
Development Production Export Transport Retirement

1

The number of state subsidies exceeds that
of federal subsidies in the Permian

In the Permian Basin, 46% of the subsidy-relevant policies are
at the federal level and 54% are at the state level.

26 Federal 31 State
Policies Policies
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MAJOR PUBLIC SUBSIDIES: EXAMPLES AT THE STATE AND FEDERAL LEVELS

Below is a description of just a few of the federal and state subsidies that benefit the fossil fuel industry in the Permian Basin
that our survey identified. As noted, these subsidies reach into the billions of dollars per year and divert significant resources
from true public priorities.

Intangible Drilling Costs (IDCs) (Federal): Enshrined in the federal tax code for more than a century, this provision
allows both independent and integrated oil and gas companies (those that cover all stages of oil exploration, production,
transport, refining, and marketing) to deduct much of the cost of drilling a well in the year the cost is incurred, whereas

in most other industries these costs must be deducted over the productive life of the asset. For independent oil and gas
producers, all “intangible costs” can be written off immediately; for integrated producers, 70 percent of IDCs can be written
off immediately, with the remainder written off over five years. Costs eligible for deductions are those with no salvage value,
such as hiring labor to conduct surveys for potential drill sites and clearing the ground on which a well will be built. In the
oil and gas industry, intangible costs typically make up 60 to 80 percent of the cost of drilling a well.” The 2024 Budget of the
U.S. Government estimated that removing this subsidy would save U.S. taxpayers $8.5 billion between 2024 and 2033."°

Excess of Percentage over Cost Depletion (Federal): This provision allows independent oil and gas producers to reduce
the taxable gross income of a well by 15 percent for a portion of their production. Unlike standard cost depletion, total
deductions under percentage depletion can exceed the total investment in the property. Further, revenue losses are higher
during periods of high oil and gas prices, which is also when industry profits are the highest. Created in 1926, when the
uncertainty over how long a well would pump oil was much greater, this federal tax giveaway is one of the largest oil and gas
subsidies in the nation. The 2024 Budget of the U.S. Government estimated that it will cost U.S. taxpayers approximately
$13.9 billion between 2024 and 2033." Unlike most subsidies to renewable energy, this provision is a permanent part of the
federal tax code, with no expiration date.

Texas High Cost Well Subsidy (Texas): The subsidy offers a reduced severance tax rate for high-cost wells for 10 years,
or until the well accumulates tax savings that total 50 percent of its drilling and completion costs.!”” The Texas Railroad
Commission defines high-cost natural gas as natural gas that is produced from a well deeper than 15,000 feet using certain
types of production methods.” There is no requirement that wells be unprofitable in order to receive this benefit. A recent
report to the legislature suggests that this subsidy will cost Texas taxpayers approximately $6.9 billion between 2023 and
2028.1

Natural Gas Transportation and Processing Deduction (New Mexico): New Mexico’s Oil and Gas Emergency School
Tax was imposed in 1959 for the “privilege of engaging in the business of severing oil, natural gas or liquid hydrocarbons, and
carbon dioxide from New Mexico soil.”"® The rate for natural gas is 4 percent, but to offset risks of fossil fuel exploration the
state has allowed deductions to this tax for the cost of “reasonable expenses” either to process natural gas so it is ready for
sale or to truck oil to the first place of market.'® In both of these cases, however, there is an incentive for producers to inflate
processing and transport costs since this reduces the extraction taxes and royalties due. New Mexico allows more extensive
cost deductions from the taxable base than many other oil and gas producing states.”” Between 2018 and 2022 this provision
cost state taxpayers $268 million.

Abandoned Oil and Gas Wells (Federal, Texas, and New Mexico): Many thousands of dormant or unproductive oil and
gas wells dot the landscape of the Permian Basin. Without proper plugging, these wells can pollute the surrounding land,
air, and water with leaked toxins, including uncontrolled methane. Despite state and federal requirements that fossil fuel
companies properly shut down their wells when production
is completed, many declare bankruptcy instead and shift the
cost of cleanup to taxpayers. Requirements to hold bonds that
would prevent such cost shifting in the event of bankruptcy
are far too low at both the federal and state levels. Although
Texas does not release bond coverage ratios on existing

wells, surety bonds in New Mexico have a face value of less
than 1 percent of estimated closure liabilities, suggesting

that the public will end up footing a large portion of the
cleanup bill."”® The estimated cost to plug and abandon all
currently operating wells in New Mexico and Texas could
reach $110 billion."
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COST OF SELECT PERMIAN SUBSIDIES

The full cost of subsidies that flow to the Permian are not tabulated by the federal, Texas, or New Mexico governments, making
it impossible to gather comprehensive cost data. However, recently released state reports on a limited number of subsidies

point to the enormous burden that oil and gas subsidies place on taxpayers.

TEXAS

A February 2023 report to the Texas Legislature found that just three of the state’s oil and gas subsidies cost taxpayers
approximately $1.4 billion in 2023 alone (see Table 1). To put the cost of these subsidies in perspective, that $1.4 billion
could have doubled the amount of state financial aid for higher education in 2023. Over the next five years, these subsidies will
total approximately $6.6 billion (about $222 for every person in the state).

TABLE I: TEXAS TAX EXPENDITURES ON SELECTED FOSSIL FUEL SUBSIDIES (FY2023-2028)%

Expenditure by Fiscal Year (in millions of dollars)
2023 2024 2025 2026 2027 2028 Total
Qualification of oil from new or expanded 49.3 45.0 40.7 36.5 32.4 28.7 232.6
enhanced oil recovery for special tax rate
0Oil and gas from wells previously inactive 6.8 4.7 39 3.5 3.l 2.7 6.9
Reduced tax rate for high-cost natural gas 1,370.5 982.9 974.1 1,000.9 985.5 1,008.0 6,321.9
Total 1,426.0 1,032.6 1,018.7 1,040.9 1,021 1,039.4 6,579.2

NEW MEXICO

The New Mexico Taxation and Revenue Department estimated that just three state oil and gas subsidies cost taxpayers

approximately $86 million in 2022 alone (see Table 2). In comparison, an additional $86 million in state funding in one year

would cover more than half the funding for tuition-free college through the New Mexico Opportunity Scholarship.

TABLE 2: NEW MEXICO TAX EXPENDITURES ON SELECT FOSSIL FUEL SUBSIDIES (2018-2022)”

Expenditure by Year in dollars

2018 2019 2020 2021 2022 Total

Natural Gas Processing Deduction from Qil and Gas Emergency 12,319,000 15,044,000 21,355,000 25,799,000 38,953,000 113,470,000
School Tax

0il Transportation Deduction from Oil and Gas Emergency 875,000 1,686,000 2,108,000 2,260,000 3,288,000 10,217,000
School Tax

Natural Gas Transportation Deduction from Qil and Gas 22,782,000 27,958,000 27,938,000 32,244,000 44,053,000 | 154,975,000
Emergency School Tax

Total 35,976,000 44,688,000 51,401,000 60,303,000 86,294,000 | 278,662,000
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IDENTIFIED FEDERAL AND STATE PERMIAN SUBSIDIES

Tables 3, 4, 5, and 6 provide our lists of identified fossil fuel subsidies that benefit the oil and gas supply chain in the Permian

Basin. Subsidies include federal regulatory exemptions that reduce costs, federal tax giveaways, and subsidies at the state

level in New Mexico and Texas.

TABLE 3: FEDERAL PERMIAN OIL AND GAS DEVELOPMENT REGULATORY EXEMPTION SUBSIDIES

Production Stage

Policy

Support Type

Description

Exploration and
Production

Free flaring exemption

Regulatory exemption

Federal law exempts from royalty payments oil and gas used for on-site
operations on federal lands or lost through flaring and venting.?

Exploration and
Production

Clean Water Act
exemptions

Regulatory exemption

0Oil and gas operations are exempt from important permitting and pollution
control requirements of the Clean Water Act, including the stormwater runoff
permit requirement. This exemption means that sediment—dirt and organic
materials created by erosion and washed off oil and gas facilities, including
new well pads and accompanying roads—is exempt from the Clean Water
Act.?

Exploration and
Production

0Oil and gas exemption
from Comprehensive
Response, Compensation
and Liability Act
(Superfund)

Regulatory exemption

The Superfund law allows regulators and private parties to pursue polluters
to recoup cleanup funds.?* Substances that occur naturally in oil and gas are
exempted from the law and associated liability.

Exploration and
Production

0Oil and gas exploration
and production exemption
from Emergency Planning
and Right to Know Act

Regulatory exemption

Although associated with hundreds of chemical additives that can harm
health, oil and gas exploration and production facilities do not have to report
the release of certain dangerous chemicals into the environment.

Exploration and
Production

Fracking exemption from
Safe Drinking Water Act

Regulatory exemption

While many toxic chemicals are used during fracking, pollution produced
by this technology is exempted from the Safe Drinking Water Act’s pollution
control measures unless diesel is used in the fracking process.?

Exploration and
Production

Clean Air Act loopholes

Regulatory exemption

This seminal environmental law allows most oil and gas wells and much other
fossil fuel infrastructure to avoid hazardous pollution controls. The act also
entirely exempts the industry from requirements to control hydrogen sulfide,
a powerful toxic chemical released from gas wells and produced during the oil
refining process.?

Exploration and
Production

Limited liahility for oil
spills?”

Regulatory exemption

Federal statute limits liability for oil spill removal costs to $726 million.?

Exploration and
Production

Regulatory exemptions for
solid waste disposal

Regulatory exemption

Solid wastes from oil and gas production are exempted from the Resource
Conservation and Recovery Act.?

Exploration and
Production

lllegal methane venting

Regulatory exemption

lllegal methane emissions on Permian production sites escape severance
taxes and royalty charges.*

Exploration and
Production

Exemption from fees for
lost gas

Regulatory exemption

The Inflation Reduction Act instituted fees on lost methane. However,
analysis by the Congressional Research Service suggests that the law

exempts between 76 percent and 84 percent of emissions from any charge.”

Transportation

Inadequate safety
standards for rail
transport of oil

Regulatory exemption

Current law includes inadequate standards to prevent spills or other
accidents when transporting oil by rail. Stronger standards will phase in by
2025.
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TABLE 4: ADDITIONAL FEDERAL PERMIAN OIL AND GAS DEVELOPMENT SUBSIDIES

Production Stage

Policy

Support Type

Description

Research and
Development

Fossil energy
and carbon management
grants

Direct expenditure

Federal law mandates grants for fossil energy and carbon capture, utilization,
and storage research. The gulf region is targeted to be—by far—the largest
CO, injection site in the country.*

Exploration and
Production

Below-market royalty
rates

Cost of access

The royalty rate for federal onshore production was well below market, set
at 12.5 percent since the 1920s. This was administratively increased for new
leases to 18.75 percent in 2022 before being set at 16.66 percent for at least
the next 10 years under the Inflation Reduction Act in 2022, a rate below
that in place in many oil and gas producing states.® Because 50 percent of
New Mexico Permian production occurs on federal land, this subsidy is more
significant in New Mexico than in Texas.

Exploration and
Production

Expensing of intangible
drilling costs

Tax expenditure

Federal law allows the inmediate deduction of most costs associated with
developing an oil or gas well. In contrast, other industries require costs to
bring an investment into production to be capitalized and amortized over the
useful life of the investment.*

Exploration and
Production

Excess of percentage over
cost depletion

Tax expenditure

This provision in the federal tax code allows deductions equal to 15 percent
of the gross revenue of the oil and gas extracted from a well on a portion of
production. This subsidy can exceed the value of the initial investment in the
well and rises with higher prices, when profits are also largest.%

Exploration and
Production

Rapid amortization of
geological and geophysical
expenses

Tax expenditure

The federal tax code allows independent oil and gas producers to deduct
geological and geophysical expenses over two years and integrated
producers to do so over seven years, instead of recovering these costs over
the lifetime of the well.%®

Exploration and
Production

Accelerated depreciation
of natural gas distribution
lines

Tax expenditure

U.S. law allows faster than typical depreciation for natural gas distribution
lines. Depreciation is calculated over 15 years rather than their actual service
life.>” This applies to some existing lines; new projects are no longer eligible.

Exploration and
Production

Enhanced oil recovery
credit

Tax expenditure

This provision provides a credit of 15 percent off qualified costs for enhanced
oil recovery used on U.S. wells. It phases out at higher oil prices.*®

Exploration and
Production

Marginal well credit

Tax expenditure

This provision provides a credit for crude oil and natural gas from low-
producing wells.3®

Exploration and
Production

Exclusion from corporate
income taxes for publicly
traded partnerships with
certain energy-related
activities

Tax expenditure

This exclusion allows publicly traded oil and gas partnerships to pass income
directly to investors, paying no corporate income tax. Most other industries
have long been restricted from doing s0.%°

Exploration and
Production

Use of Opportunity Zone
tax benefits for Permian oil
and gas

Tax expenditure

These designations—some of which occur in the Permian Basin—defer
capital gains taxes on certain investments in particular “disadvantaged”
regions, eliminate these taxes after 10 years, and may reduce risk and
increase cash flow for some Permian oil and gas companies.*

Refining, Conversion,

and Export

Subsidized credit for LNG
export facilities

Credit

Under the Make More in America Initiative, the Export-Import Bank may
authorize up to nearly $190,000 in project loan and loan guarantee funding
for each job-year created, up to a maximum of 80 percent of the project
cost. While not focused solely on the oil and gas industries, U.S. LNG export
projects, heavily linked to Permian gas, are eligible for the first time.*?

Asset Retirement

Federal funding of oil and
gas well plugging and
abandonment

Direct expenditure

This practice uses taxpayer dollars to fund plugging of abandoned oil and gas
wells that should be covered by well operators and owners, or in the case of
defunct operators, via surety bonds and state orphan well funds funded by
industry fees. The Bipartisan Infrastructure Law is expected to send $344
million in funds to Texas for well closures and $44 million to New Mexico.*

Mixed

Net operating loss carry-
forwards

Tax expenditure

0Oil and gas operators have been able to claim refunds on a higher tax rate
than what was actually paid due to their ability to retroactively claim net
operating losses (NOLs) going back up to five years. While applicable
economy-wide, the oil and gas industry has been substantially more likely to
use the NOL credit than other sectors and actively lobbied for this and other
tax breaks.* Benefits are estimated in the billions.*S
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TABLE 4: ADDITIONAL FEDERAL PERMIAN OIL AND GAS DEVELOPMENT SUBSIDIES

Production Stage Policy Support Type Description
Mixed Reduced tax rate on Tax expenditure This provision reduces the tax rate on private equity, hedge, or venture
private equity carried funding structures that are often used to fund oil and gas investments.*®
interest Analysis of the 10 largest U.S. private equity firms found that 80 percent of
their energy investments between 2010 and 2020 went to fossil energy rather
than renewables.*
Mixed Last in/first out (LIFO) Tax expenditure This method allows companies to artificially deflate their profits for tax

accounting

purposes, and thus escape paying their full tax bill in a given year. While
allowed in the United States, LIFO is prohibited under International Financial
Reporting Standards because it can distort financial reports, including
understating taxable income. The value of LIFO has surged in recent years
with a combination of higher oil prices and inflation. The Tax Policy Center
notes that “the petroleum industry is by far the largest beneficiary, although
its share of LIFO reserves fluctuates with oil prices.”*®

TABLE 5: NEW MEXICO PERMIAN OIL AND GAS SUBSIDIES

Production Stage

Policy

Support Type

Description

Exploration and
Production

Regulatory exemptions for
solid waste disposal

Regulatory exemption

Solid wastes from oil and gas production are exempted from the New Mexico
Hazardous Waste Act.*®

Exploration and
Production

Natural gas exemption
from oil and gas severance
tax

Tax expenditure

This provision exempts gas from wells in which production is restored from
severance tax for the first 10 years after production is restored. The law
applies when prices are less than $24/barrel, which has not occurred in the
last six years.®

Exploration and
Production

0Oil and liquid hydrocarbon
exemption from oil and gas
severance tax

Tax expenditure

This loophole exempts oil from wells in which production is restored from
severance tax for the first [0 years after production is restored. It applies only
when prices are less than $24/barrel, which has not occurred in the last six
years.”

Exploration and
Production

Reduced oil and gas
Emergency School Tax
rate on natural gas from
stripper wells

Tax expenditure

This provision reduces the oil and gas Emergency School Tax by half when the
price of natural gas or oil is low ($1.15-81.35/MCF or $15-$18/barrel). It has
not applied in the last 10 years due to higher natural gas and oil prices.

Exploration and
Production

Reduced severance tax
rate for enhanced oil
recovery, well workovers

Tax expenditure

This reduction applies to enhanced oil recovery projects when oil prices are
less than $28/barrel; and to well workovers when oil prices are less than $24/
barrel; or when natural gas prices are lower than $1.15 MCF. It has not applied
in the last 10 years due to higher oil and gas prices.%

Exploration and
Production

Free flaring

Regulatory exemption

This exemption from royalty payments applies to oil and gas used for on-site
operations on federal lands or lost through flaring and venting.®

Exploration and
Production

Natural gas processing
deduction from Oil and
Gas Emergency School Tax

Tax expenditure

This provision allows the deduction of costs to process natural gas.> Similar
deductions for other oil taxes define the tax base as the sale price, whereas
for this tax, the base is defined at the point of severing, so it is viewed as a
tax expenditure. Incentives to inflate costs exist for both categories.

Transportation

Natural gas transportation
deduction from Qil and
Gas Emergency School Tax

Tax expenditure

This provision allows a deduction from the Oil and Gas Emergency School Tax
for the “reasonable” expense of transporting natural gas from the production
unit to the market point at which prices are determined.® Similar deductions
for other oil taxes define the tax base as the sale price, whereas the base

for this tax is defined at the point of severing, and it is thus viewed as a tax
expenditure.®® Incentives to inflate costs exist for both categories.

Transportation

Trucking cost deduction
from Qil and Gas
Emergency School Tax

Tax expenditure

This provision allows a deduction from the Oil and Gas Emergency School Tax
for the “reasonable” expense of transporting any product from the production
unit to the market point at which prices are determined.”” In practice, the law
applies only to oil, since natural gas moves by pipeline.
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TABLE 5: NEW MEXICO PERMIAN OIL AND GAS SUBSIDIES

Production Stage

Policy

Support Type

Description

Asset Retirement

Insufficient bonding,
existing well stock

Risk transfer

This practice increases the risk that the cost of plugging abandoned oil and
gas wells in the event of bankruptcy will be transferred to the public, due
to inadequate third-party bonding requirements and financial weakness or
bankruptcy of the owner(s).%®

Asset Retirement

Insufficient bonding, new
wells

Risk transfer

These insufficient requirements create similar risks as those for under-
bonding on existing wells. However, correcting shortfalls on new wells
through updated policies remains possible.>®

TABLE 6: TEXAS PERMIAN OIL AND GAS SUBSIDIES

Production Stage

Policy

Support Type

Description

Exploration and
Production

Free flaring

Regulatory exemption

Natural gas that is lawfully vented or flared is exempt from severance tax
even though the resource is used up just as it would be in a sale. Baseline
rules allow free flaring during the first 10 days of well production, though the
period is frequently increased, extending both the resource waste and the
loss of associated royalties to the resource owners.°

Exploration and
Production

Enhanced oil recovery
incentive

Tax expenditure

This provision makes oil produced from a new or expanded enhanced oil
recovery project eligible for a reduced tax rate.®

Exploration and
Production

Enhanced oil recovery
using anthropogenic
carbon dioxide incentive

Tax expenditure

This law allows a tax rate reduction for enhanced oil recovery projects that
use carbon dioxide from certain sources and sequester it in the geographic
confines of the state following the oil recovery process.5?

Exploration and
Production

Texas High Cost Well
Subsidy

Tax expenditure

This subsidy reduces severance tax for certain high-cost natural gas wells for
10 years or until tax savings reach 50 percent of the cost of drilling the well.5

Exploration and
Production

Incentive to market
previously flared or vented
casinghead gas

Tax expenditure

This incentive exempts from severance tax gas that collects in the space between
the casing and tubing of a well, where it had previously been released into the air
or flared.®

Exploration and
Production

Severance tax exemption,
two-year inactive well

Tax expenditure

Texas law provides a five-year severance tax exemption for hydrocarbons
produced from a well that had previously been inactive for two years.®®

Exploration and
Production

Severance tax relief for
marginal gas wells

Tax expenditure

This provision offers a tax credit that ranges from 25 percent to 100 percent
for marginal gas wells when natural gas prices are low.%

Exploration and
Production

Severance tax relief for
marginal oil wells

Tax expenditure

Texas law provides a tax credit that ranges from 25 percent to 100 percent for
marginal oil wells when oil prices are low. It excludes wells receiving other tax
incentives and any credits to casinghead gas and condensate production.®’

Exploration and
Production

Enhanced Efficiency
Equipment Severance Tax
Credit

Tax expenditure

This provision offers severance tax credits to marginal wells that use energy
reduction equipment (10 percent reduction minimum to qualify).5®

Exploration and
Production

Limited sales and
use tax exemption for
hydrocarbon-related
mining

Tax expenditure

This provision exempts gas and electricity used for hydrocarbon mining in
Texas from state sales taxes.5®

Exploration and
Production

Funding of Texas Railroad
Commission (TRRC)

Direct expenditure

A substantial portion of TRRC funding comes from taxpayers rather than
through industry fees, though the commission provides regulatory oversight
to the oil and gas sector.”®

Exploration and
Production

Severance tax exemption
for oil and gas from
reactivated orphan wells

Tax expenditure

The reduction or elimination of state severance taxes provides an economic
incentive to operators to undertake activities that produce oil and gas
resources that otherwise might remain unrecovered—in this case from wells
that have been dormant for some time.”
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TABLE 6: TEXAS PERMIAN OIL AND GAS SUBSIDIES

Production Stage

Policy

Support Type

Description

Refining, Conversion, and
Export

Texas Energy Fund

Credit

Of the $I10 billion fund providing low-interest loans to increase grid reliability
in Texas, $7.2 billion is allocated for dispatchable power generation
infrastructure. While theoretically available to nuclear and coal, this is widely
understood to fund new natural gas plants.’ Utility-scale batteries are
dispatchable, but not eligible. Nor are other strategies on the demand side or
increased grid interconnects.

Transportation

Funding for county
transportation
infrastructure

Direct expenditure

This provision offers grants to counties to address road damage caused by
increased oil and gas extraction activity.”

Transportation

Uncompensated road
damage from heavy
fracking trucks

Liability

This practice transfers to taxpayers the cost of repairing road damage caused
by fracking trucks through inadequate user costs collected from tolls, fuel
taxes, heavy truck fees, or road user maintenance agreements.™

Transportation

Cost of goods subtraction
for certain pipeline entities

Tax expenditure

This method allows subtraction of some depreciation, operations, and
maintenance costs for taxable entities that provide pipeline transportation
services for others. Special deductions or exclusions can “promote certain
activities or behavior” in the economy and lower a firm’s overall franchise tax
bill.”™s

Asset Retirement

0Oil and gas well plugging

Direct expenditure

Spending to eliminate the hazard of abandoned oil and gas wells is
supported by severance tax revenues, though not at a level sufficient to clear
backlogged sites.”

Asset Retirement

Insufficient bonding,
existing well stock

Risk transfer

These insufficient requirements increase the risk that the cost of plugging
abandoned oil and gas wells in the event of bankruptcy will be transferred to
the public, due to inadequate third-party bonding requirements.” The Texas
Sunset Commission found that revenue from bonds covered just 15.9 percent
of the cost to plug wells in fiscal year 2015 and recommended an increase in
bonding amounts to 2.5 percent of the cleanup cost.”

Mixed Chapter 312 Property Tax expenditure Allows counties to temporarily reduce taxable value on real property. In
Redevelopment and Tax many cases, the real property is linked to oil and gas production or related
Abatement Act downstream industries reliant on large-scale fossil fuel feedstocks.”

Mixed Chapter 403 property tax | Tax expenditure Property tax credits aimed at job creation from new investments are awarded

exemption

to upstream oil and gas investments, refineries, gas processing, liquid
natural gas operations, manufacturers of extraction equipment, and chemical
plants reliant on fossil fuel feedstocks. These sectors received at least half
of the $10.8 billion in such tax credits through 2022 under the predecessor
tax exemption, Chapter 313, which expired in 2022.%° Chapter 313 allowed
eligibility for renewables and battery storage; the Chapter 403 replacement
does not.®
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RECOMMENDATIONS

Policymakers at the state and national levels must align public spending with our national goals to reduce greenhouse gas

emissions, protect taxpayers from abuse, and end market distortions that favor fossil fuel investments. Specifically, lawmakers
at the state and federal levels must end fossil fuel subsidies and ensure that the oil and gas industry is held responsible for the
currently externalized costs of its products and funds a substantial portion of transitioning local economies from overreliance
on fossil fuel production.

To achieve these ends, federal policymakers should:

Greatly improve measures to track and report fossil fuel subsidies and incentives of all types.

Eliminate tax credits, tax breaks, refunds, and other government funding and financial assistance for the fossil fuel industry
and major industrial users of fossil fuels.

Require the fossil fuel industry to pay for and mitigate currently externalized health, property destruction, and other costs
through financial and regulatory mechanisms such as bonding; reductions in emissions; and specialized funds to cover air,
water, and climate pollution impacts.

Remove all loopholes for the fossil fuel industry in environmental and other public interest laws and regulations.

Ensure stringent implementation and enforcement of environmental and public interest laws regarding fossil fuel industry
activities—including petrochemical refining and especially regarding health and other impacts on low-income, often BIPOC,
communities.

Ensure that the fossil fuel industry pays the costs of fairly and equitably transitioning communities and workers to a post-
fossil fuel economy.

These reforms would help to substantially reduce subsidies to oil and gas companies in the Permian. Further, because the

region is so important nationally, the reforms would have the added benefit of reducing climate pollution and its local impacts

throughout the country.
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In addition to federal policy reforms, Texas and New Mexico state lawmakers should take steps to eliminate state subsidies.
In Texas, state policymakers should:

® End the high-cost natural gas tax exemption. Texas wells that extract gas at a depth of more than 15,000 feet enjoy a tax
savings for 10 years or until the well accumulates tax savings of 50 percent of the actual drilling and completion costs for
the well. Amounting to approximately $1 billion per year, this is by far the single largest oil and gas subsidy reported to the
Texas Legislature in 2023 and among the larger tax breaks across all sectors.

® Charge royalties on flared and vented gas. Methane is a potent greenhouse gas that frequently leaks from the ground during
oil extraction. Charging for these leaks will incentivize reduced waste and improved leak control.

= Eliminate the Chapter 403 program eligibility for fossil fuels. Chapter 403 of the Texas State Tax Code allows companies
to reduce the school property taxes levied on a newly constructed property. The predecessor provision, Chapter 313, was
frequently used by the fossil fuel industry, and Chapter 403 will be as well. Under current rules, eligible facilities receive
the tax benefit for 10 years.

® End the Affirmative Defense Loophole. This loophole allows polluters to avoid pollution penalties in almost every case
based on claims that the pollution releases are beyond the company’s control and are promptly reported to the Texas
Commission on Environmental Quality (TCEQ), the environmental agency for the state.* The U.S. Environmental
Protection Agency recognizes the importance of closing this loophole and has proposed doing so. Texas should drop all
opposition to this move.

® Allow broad public participation. The TCEQ does not allow residents who live more than a mile from a proposed facility to
challenge its environmental impact. This arbitrary restriction on public comment severely restricts the level of public input
considered in the planning of new fossil fuel facilities.

® Provide full transparency around fossil fuel subsidies. Current requirements for tax expenditure reporting in Texas (Stat
403.014) require reporting on “other” taxes, which include those on oil and gas, but these apply only if the tax generates
more than 5 percent of total state tax revenues from all sources. Further, unlike many states, Texas separates oil and
natural gas taxes and associated tax breaks into separate sections of the code, so each fuel singly must exceed 5 percent of
total tax revenues. The result is that even large tax losses can escape reporting, as has occurred in the past with the Texas
high-cost gas subsidy. Despite being the single largest tax break to oil and gas in 2019 with revenue losses of $627 million
(released under our formal public records request), this subsidy was not included in the state’s 2020 Tax Exemptions &
Incidence report. This reporting exemption should be eliminated.

® Strengthen enforcement of state air pollution laws. According to a 2023 report by the Environmental Integrity Project and
Environment Texas, state authorities required concrete cleanup actions in only 0.5 percent of illegal air pollution events
between 2016 and 2022.% This lax enforcement allows many industrial facilities, including gas plants in the Permian, to
avoid paying for strong pollution controls.

In New Mexico, state policymakers should:

® Require producers to pay royalties on all oil and gas extracted. Producers should have to pay for the resources they extract,
whether those resources make it to market or not. This includes any resource streams vented, lost due to leaks or spills,
flared, or consumed to power on-site processes to extract, process, or transport the fuel.

® Increase royalty rates for oil and gas development on state trust lands. Current royalty rates on this land are capped at 20
percent. Raising this cap to 25 percent would align the state’s royalty rates with those in nearby Texas.

B Increase requirements to hold sufficient bonds to clean up idled wells. According to separate assessments done by the New
Mexico State Center for Applied Research and Carbon Tracker, between $8.1 billion and $10.6 billion will be required to
cap and clean up all the wells on state and private lands alone should all current producers go bankrupt or simply walk
away.? To prevent and protect New Mexico taxpayers from this enormous potential burden, the state should substantially
increase minimum bonding requirements. This would help ensure that cleanup costs are covered if a fossil fuel company
goes bankrupt or abandons its wells. Bonding companies should also be evaluated to ensure that they are strong and able to
properly cover any losses that may occur.

= Eliminate fossil fuel subsidies currently enshrined in the New Mexico Tax Code. Subsidies such as the natural gas and oil
transportation and processing deduction funnel taxpayers’ resources to fossil fuel companies, despite the significant profits
already enjoyed by the industry.

® Increase auditing and formal monitoring of fossil fuel transportation and processing deductions. New Mexico allows more
extensive cost deductions from the taxable base than many other oil and gas states. These should be eliminated or, at
minimum, carefully audited and benchmarked against other states to prevent unnecessary losses in tax revenue to the state.
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