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SEVERANCE TAXES IN U.S. REVIEWED

North Carolina would become the thirty-first state to assess a
tax on mineral extraction 1f the General Assembly passes a severance
tax, said the North Carolina Center for Public Policy Research this
week. These findings were published 1in the latest 1ssue of the Center's
magazine, N.C. Insight.

A spokesperson for the Center stated "North Carolina will become
a major mining state 1n two areas -- phosphate and peat. Because
companlies like Texasgulf Chemicals Company and the N.C. Phosphate
Corporation will be extracting nonrenewable resources from the state
in ever-increasing amounts, the legislature should seriously consider
either a severance tax or removal of the state i1ncome tax depletion
allowance for oil, gas, and mineral royalties."”

The Hunt administration submitted proposals for these mining
tax options on the next-to-last day of the January~-July legislative
session. Both can be considered 1in the October session that begins

next Monday.

A severance tax 1s an excilise levy on the privilege of extracting
nonrenewable resources -- such as o1l, gas, metals or timber -- from

the ground. The depletion allowance repeal proposal would affect any
corporation that extracts o0il, e€®as, or minerals anywhere in the world

but sells part of 1t i1in North Carolina. Those corporations pay state
income taxes, and 1f eligible for a federal depletion allowance, also
recelve a state depletion allowance on what 1s sold in North Carolina.
Thus, the depletion allowance acts as a device by which oil, gas, and
mineral producers are exempt from paying the full tax that 1s standard
for most corporations. Repeal of the allowance would 1ncrease corporate

tax payments.

The N.C. Center reviewed the advantages and disadvantages of both
tax proposals. They found that the severance tax would raise the most
revenue but 1s opposed by Texasgulf Chemicals and by the N.C. Aggregates
Associliation, a sand, gravel, and crushed stone trade association.

The Hunt administration also seemed to favor the depletion allowance

repeal approach in interviews.

The Center found that North Carolina already has a modest severance
tax on timber. However, this tax 1s not even mentioned i1n the lé4-page
description of state and local taxes published by the Department of
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Revenue for out-of-state businesses. The tax produced $1.29 million
in 1980.

North Carolina and Georgia also have on thelr tax books a kind
of severance tax on oll and gas, in an effort to pay for administration
of conservation laws. But since no oil or gas has ever been extracted
in those states, these severance taxes are the only ones in the U.S.
that produce no revenue.
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ICanservation purposes only. Since there is no oil
a1 vas mined in Georpia there is no income.,
Sesterces Columns 1-6 are March, 1978 data. lrom
Commerce Clearing House, Inc. State Tax Guide:
Al States. New York, Chicago and Washington,
1967 (with updated supplements to March 1978).
Column 7 s trom U.S. Burcau ot the Census, . Srre
fauv Collections in 1979, as reported in The Book
of the Stares 198051, The Council of State
Governments, 1980




