
TAX REFORM’S IMPACT ON THE  
OIL & GAS INDUSTRY
On December 22, Congress passed the conference version of the tax reform bill, “An Act to Provide for Reconciliation 
Pursuant to Titles II and V of the Concurrent Resolution on the Budget for Fiscal Year 2018,” marking the largest 
change to U.S. tax policy since the 1980’s.

With most of the provisions set to go into effect in the New Year, it’s important that the oil and gas industry review the changes that 
occurred during the conference process to understand the impact to their companies.

TACKLING TAX REFORM: 5 INITIAL STEPS OIL AND GAS COMPANIES CAN TAKE NOW

1.	� Assess impact. Tax professionals will likely need to review the bill text manually, measure their company’s specific circumstances 
against it to assess the impact of each provision, as well as the holistic effect on their company’s bottom line.

2.	� Assemble a team. While the heaviest burden may fall on accountants, companies and their finance teams will have an important role 
to play to gather all the necessary data.

3.	� Dig into the data. Assessing the impact of tax reform requires a substantial amount of data to be readily available. Companies need to 
move from modeling the impact of tax reform to focus on data collection and computations as soon as possible.

4.	� Establish priorities. When considering what to undertake first, focus on the areas that could have the greatest impact on your 
company. For multinational oil and gas companies, landmark provisions include: international tax changes, changes that could 
influence entity choice (reduced corporate tax rates and lower taxes on pass-through business income), and the elimination of net 
operating loss (NOL) carrybacks.

5.	� Initiate tax reform conversations with your tax advisor. Tax reform of this magnitude is the biggest change we’ve seen in a 
generation, and will require intense focus to understand not only how the changes apply at a federal level, but also the navigate the 
ripple effect this is likely to have on state taxation as well.
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Key Provisions for the Oil & Gas Industry
To help executives navigate the key provisions affecting the energy industry, we’ve summarized top considerations and implications below.

PROVISION SUMMARY OF CHANGES
IMPLICATIONS FOR OIL AND GAS 
COMPANIES

Reduce the 
Corporate 
Tax Rate

Reduces the top corporate tax rate from 35 to 21 percent.

Effective date: Taxable years after Dec. 31, 2017.

Industry View: Positive

What’s at stake: A reduction in the corporate tax rate is 
a huge win for oil and gas companies overall—especially 
since the major tax benefits the industry enjoys under the 
current tax regime have been left largely intact.

Lower Taxes on 
Pass-Through 
Business Income

Raises the deduction available to pass-through filers to 
20 percent.

Effective date: Taxable years after Dec. 31, 2017.

Industry View: Positive

What’s at stake: Major tax savings for oil and gas 
companies structured as partnerships-including Master 
Limited Partnerships (MLPs)-and reduced tax liability for 
joint ventures.

Repeal the 
Corporate 
Alternative 
Minimum Tax 
(AMT)

Conforming to the repeal of the corporate AMT, the bill 
also repeals the election to accelerate AMT credits in lieu 
of bonus depreciation.

Effective date: Taxable years after Dec. 31, 2017.

Industry View: Positive

What’s at stake: Keeping the corporate AMT would have 
made it difficult for businesses to reduce their effective 
corporate tax rate lower than 21 percent.

Eliminate Ability 
to Carryback Net 
Operating Losses 
(NOL)

Eliminates taxpayers’ abilities to carryback NOL, and will 
limit the use of NOLs to 80 percent of taxable income. 
NOLs will no longer have an expiration period.

Effective date: The elimination of carrybacks is effective 
in taxable years after December 31, 2017. The current 
100-percent allowance is phased down by 20 percent per 
year beginning in 2023.

Industry View: Negative

What’s at stake: This is potentially the most damaging 
aspect of the bill to the oil and gas industry. Costs 
incurred in one year will not be able to offset 100 percent 
of taxable income in the next year. This will require 
additional planning around intangible drilling costs (IDC) 
deductions versus capitalization over longer horizon.

Limit 1031 “Like 
Kind” Exchanges 
to Real Property

Eliminates the exemption for like-kind exchanges except 
for real property.

Effective date: Taxable years after Dec. 31, 2017.

An exception is provided if the property in the exchange 
is disposed of or received by the taxpayer on or before 
Dec. 31, 2017.

Industry View: Negative

What’s at stake: While the IRS treats oil and gas 
properties as “real property,” the tax break no longer 
applies to other assets like machinery and equipment. 

Limitations 
on Interest 
Deductibility

Revises Section 163(j) and expands its applicability to 
every business, including partnerships. Generally, caps 
deduction of interest expense to interest income plus 30 
percent of adjusted taxable income, which is computed 
without regard to deductions allowable for depreciation, 
amortization, or depletion. Disallowed interest is carried 
forward indefinitely. Contains a small business exception.

Effective date: Taxable years after December 31, 2017. 

Industry View: Negative

What’s at stake: Interest expense ceiling could be 
problematic to the highly leveraged E&P sector.

Repeal 
Section 199 

Repeals the section 199 domestic production deduction 
available for qualified production activities in the U.S.

Effective date: Taxable years after December 31, 2018. 

Industry View: Negative

What’s at stake: Oil and gas companies that previously 
claimed the section 199 deduction will no longer be able 
to reduce their tax rate by the benefit; however, this 
impact will likely be offset by the significant reduction in 
overall tax rates.
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PROVISION SUMMARY OF CHANGES
IMPLICATIONS FOR OIL AND GAS 
COMPANIES

Participation 
Exemption 
System

The participation exemption system generally provides a 
100% dividends received deduction for the foreign source 
portion of dividends received by U.S. shareholders that 
are C corporations (other than a RIC or REIT) from certain 
foreign subsidiaries.

Effective date: Applicable to distributions made after 
Dec. 31, 2017.

Industry View: Positive

What’s at stake: Significant tax savings for multinational 
companies over the long-term, but short-term “transition” 
taxes could be painful (see below). Domestic oil and gas 
companies will be largely unaffected.

Tax Existing 
Overseas Profits

U.S. shareholders of certain foreign corporations are 
required to include the foreign corporations deferred 
foreign earnings into taxable income. Earnings held in cash 
and cash equivalents subject to a 15.5% rate and an 8% 
rate applies to all other earnings.

Effective date: Effective for the last taxable year of a 
foreign corporation that begins before January 1, 2018, 
and with respect to U.S. shareholders, for the taxable years 
in which or with which such taxable years of the foreign 
corporation’s end.

Industry View: Neutral

What’s at stake: The one-time repatriation tax rate is 
relatively low, but may still come as an unexpected 
expenditure for companies with significant cash overseas.

Base Erosion 
Anti-Abuse Tax 
(BEAT)

Introduces a new base erosion minimum tax that applies 
to certain multinational groups that make certain types of 
cross-border payments to related foreign persons.

Effective date: Taxable years after Dec. 31, 2017.

Industry View: Negative

What’s at stake: Functioning like a global minimum tax, 
oil and gas companies owned by foreign entities or with 
significant foreign operations may be forced to pay the 
BEAT instead of the base rate less credits and deductions.

Modify 
Controlled 
Foreign 
Corporation 
(CFC) Subpart 
F rules

Eliminates the inclusion of foreign base company oil-
related income (FBCORI).

Effective date: Taxable years after Dec. 31, 2017.

Industry View: Positive

What’s at stake: Oil and gas companies will no longer 
need to track FBCORI.

BDO’S NATURAL RESOURCES INDUSTRY PRACTICE 

BDO’s Natural Resources industry practice provides assurance, tax and advisory services to emerging and 
established businesses in the United States and all over the world who are involved in both the traditional and 
alternative energy industries. Our clients often operate across borders either raising capital or making acquisitions 
abroad. Our extensive industry knowledge is supported by our international network of more than 1,500 offices in 
162 countries, allowing us to provide a consistently high level of service wherever our clients do business.

ABOUT BDO

BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance, tax, and advisory 
services to a wide range of publicly traded and privately held companies. For more than 100 years, BDO has 
provided quality service through the active involvement of experienced and committed professionals. The firm 
serves clients through more than 60 offices and over 550 independent alliance firm locations nationwide. As an 
independent Member Firm of BDO International Limited, BDO serves multi-national clients through a global 
network of 73,800 people working out of 1,500 offices across 162 countries.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK 
company limited by guarantee, and forms part of the international BDO network of independent member firms. 
BDO is the brand name for the BDO network and for each of the BDO Member Firms. For more information please 
visit: www.bdo.com.

Material discussed is meant to provide general information and should not be acted on without professional 
advice tailored to your firm’s individual needs.

© 2018 BDO USA, LLP. All rights reserved.

CONTACT

CLARK SACKSCHEWSKY
Tax Office Managing Principal & 
National Practice Leader
713-548-0899
csackschewsky@bdo.com
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People who know Natural Resources, know BDO.
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