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5703-9-63 Oil and Gas Industry.

(A)

(1) For the purposes of Chapters 5739 and 5741 and this rule, all purchases of
tangible personal property are taxable, except those in which the purpose of
the consumer is to use or consume the thing transferred directly in the
production of crude oil and natural gas for sale. This means that a person who
buys tangible personal property and directly uses or consumes it in the
production of crude oil and natural gas for sale does not have to pay sales or
use tax on the thing purchased.

(2) “Production” means operations and tangible personal property directly used to:
expose and evaluate an underground reservoir that may contain hydrocarbon
resources; prepare the wellbore for production; and lift and control all
substances yielded by the reservoir to the surface of the earth.

(3) Additionally, this rule applies to persons engaged directly in rendering services
in the exploration for and production of crude oil and natural gas for others.
To that end, persons engaged in rendering the exploration or production
services can take advantage of this exemption if the person directly uses or
consumes the item in the production of crude oil and natural gas for sale.

(B) Any term not defined below has the same meaning as in Chapters 5739. or 5741. of
the Revised Code. For purposes of this rule, the following definitions apply:

(1) “Acidizing” includes acid fracturing, matric acidizing, and acid washing.

(2) “Artificial lift system” includes the process used on oil and gas wells to increase
pressure within the reservoir and to encourage oil or gas to the surface,
including beam pumping, hydraulic pumping, electric submersible pumping,
and gas lift injection.

(3) “Casing” means a steel pipe placed in an oil or gas well as drilling progresses to
prevent the wall of the hole from caving in during drilling, to prevent seepage
of fluids, and to provide a means of extracting oil or gas if the well is
productive.

(4) “Completing a well” includes the steps taken to transform a drilled well into a
producing one. The steps of completion may include casing, cementing,
perforating, gravel packing and installing a production tree.

(5) “Drilling” means the use of a rig for exposing the underground reservoir.

(6) “Drilling byproducts” includes wastewater, fracking brine, fracking water, and
natural gas. These fluids can flow back from the well bore during the drilling
or fracturing process and may be recirculated downhole.
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(7) “Downhole” includes equipment, materials, or processes that are used inside the
well.

(8) “Expose and evaluate” includes drilling activities used in the search for a viable
well that will produce crude oil or natural gas.

(9) “Float” means a valve that is used to prevent backflow during a drilling
operation in an oil field.

(10) “Hydraulic fracturing” means the use of fluid and material to create or restore
small fractures in a formation in order to stimulate production from new and
existing crude oil and natural gas wells.

(11) “Hydrocarbon gas” means a combustible organic gas containing only one
carbon and one hydrogen. Hydrocarbon gas includes, but is not limited to,
propane, compressed natural gas, liquified petroleum gas, methane, or any
chemically similar gas, but does not include gasoline or diesel fuel.

(12) “Hydrocarbon resource” includes a resource that contains hydrocarbon
molecules, such as a fossil fuel resource, natural gas, oil, or coal.

(13) “Lift and control” includes all methods used to raise oil or gas to the surface
after a well ceases to flow; techniques used to control and manage the
unexpected release of natural gas or crude oil pressure; and operations that
monitor the pressure throughout the drilling process.

(14) “Mud logging” means recording information derived from the examination
and analysis of formation cuttings made by the bit and of mud circulated out
of a borehole.

(15) “Perforation” means a hole made in the casing, cement, and formation through
which formation fluids enter a wellbore.

(16) “Permanent Access Road” means any permanent road used as primary ingress
and egress to the wellhead, tank battery, and related equipment used in the
production of a well.

(17) “Prepare the wellbore” includes the drilling of initial conductor pipe (or casing
to support the surface formations) or surface holes, and placement of the
conductor strings and pipes.

(18) “Pressure pumping equipment” includes equipment used in the propagation of
fractures through layers of rock using pressurized fracturing fluid and
pumping the cement into the wellbore to complete the well.

(19) “Reservoir stimulation” includes hydraulic fracturing and acidizing.
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(20) “Subsurface Wellbore” means a wellbore created below the surface of the
ground.

(21) “Temporary Impoundment” means all water, sediment, slurry, or other liquid
or semi-liquid holding structures and depressions, either naturally formed or
artificially built, that will not remain as part of the land use after the
exploration for or production of crude oil or natural gas.

(22) “Tubular” means any type of oil or gas field pipe, such as drill pipe, drill
collars, pup joints, casing, production tubing, and pipeline.

(23) “Underground reservoirs” means the stratum and subsurface area that are used
or are to be used for or in connection with the underground storage of oil or
natural gas, not including pools.

(24) “Wellbore” means a hole that is drilled to aid in the exploration and recovery
of natural resources including crude oil or natural gas.

(25) “Wellbore pathway” means the manmade trail created to access underground
reservoirs at surface level.

(26) “Wellbore site” means the area occupied by the equipment or facilities
necessary for or incidental to the drilling, production, or plugging of a well.

(27) “Workover services” means the repair or stimulation of an existing production
well for the purpose of restoring, prolonging, or enhancing the production of
hydrocarbons.

(28) “Wireline evaluation” means a cabling technology service used to lower
equipment or measurement devices into the well for the purpose of reservoir
evaluation.

(C) In order to determine whether an item qualifies for an exemption, it is important to
review how the item is used and or consumed. Simply because an item is an
enumerated thing transferred under division (B)(42)(q) of section 5739.02 of the
Revised Code does not automatically mean that the item is directly used or
consumed in the production of crude oil and natural gas for sale. The following
items and examples are intended to illustrate different scenarios that are applicable
to an exemption analysis under this section.

(1) Services provided in the construction of permanent access roads; services
provided in the construction of the well site; and services provided in the
construction of temporary impoundments, when sold, are never considered
taxable transactions. To the extent an item is transferred in the use of these
services, the item may be directly used or consumed in the production of
crude oil and natural gas for sale.
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For example, Company B is in the business of selling crude oil and natural
gas. Company B hires Company A to clear a site, level and stabilize the site,
and create a pit for waste that will ultimately be disposed of after use in the
drilling process for Company B. Company A also constructs the well pad and
drills the wellbore. The fees charged by Company A for these services are not
taxable regardless of whether the services would have been considered
“directly used or consumed in the production of crude oil or natural gas”.
Additionally, any tangible personal property Company A utilizes in creating
the wellbore such as a drill or casing for the wellbore are considered exempt
because those items are directly used or consumed in the production of crude
oil and natural gas for sale.

In connection with Company A’s services for Company B, Company A
purchases stone for the foundation of the well pad from Company C. The
stone purchased by Company A from Company C is taxable. Company A is
the consumer of the stone and stone incorporated into a foundation of a well
pad is not directly used or consumed in the production of crude oil and
natural gas for sale.

Company A also provides for the seeding of the grass after these activities
described above are complete. Such service is considered a taxable service
pursuant to section 5739.01 of the Revised Code. A grass seeding service is
not directly used or consumed in the production of crude oil and natural gas
for sale so the service is not considered exempt pursuant to division (42)(g) of
section 5739.02 of the Revised Code.

(2) Equipment and rigging used for the specific purpose of creating with integrity a
wellbore pathway to underground reservoirs may be directly used or
consumed in the production of crude oil and natural gas for sale.

For example, well integrity begins with design and moves to properly
constructed wellbore pathways. A company utilizes computer software for
wellbore placement and to test the stress felt on the wellbore pathways. The
same company also uses cement on the wellbore pathway to ensure that the
groundwater is protected from the chemicals and product being removed from
the underground reservoir.

Here, the computer software utilized to determine placement is taxable
because drilling has not commenced and is therefore not directly used or
consumed in the production of crude oil or natural gas for sale. The computer
software used to test the stress felt on the wellbore pathways and the cement
that encases the wellbore pathway is exempt because it is directly used or
consumed in the production of oil and natural gas for sale by interacting with
a necessary function of the integrity of the wellbore pathway.
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(3) Drilling and workover services used to work within a subsurface wellbore are
never considered taxable transactions. To the extent tangible personal
property is directly used in providing such services and directly used or
consumed in the production of crude oil and natural gas for sale, the item is
exempt.

For example, Company B is in the business of selling crude oil and natural
gas. Company D provides the equipment and crew that drills a well and will
also workover a well when restricted flow begins. These activities take place
entirely within the wellbore. The fees charged for these services are not
taxable. Such services are not considered taxable services pursuant to section
5739.01 of the Revised Code regardless of whether the service would have
been considered “directly used or consumed in the production of crude oil or
natural gas”. Additionally, any rig Company D utilizes is considered exempt
because that rig is directly used or consumed in the production of crude oil
and natural gas for sale.

(4) Casing, tubulars, and float and centralizing equipment that are directly used or
consumed in the production of crude oil or natural gas for sale are exempt.

For example, a company installs a float collar to prevent over-displacement of
the cement and a float shoe to prevent cement from flowing back into the
casing after placement in the wellbore. The float collar and the float shoe are
exempt.

(5) To the extent production equipment is exempt under division (B)(42)(q) of
section 5739.02 of the Revised Code, the trailers to which production
equipment is attached are also exempt.

For example, a company leases a pumpjack on a trailer that is used to lift
liquid out of the wellbore, as well as electrical equipment on a trailer used to
light up operations in the evening. The pumpjack and corresponding trailer
are exempt because the pumpjack is used directly in the production of crude
oil or natural gas for sale. The lighting and corresponding trailer are taxable
because the lighting is not used directly in the production of crude oil or
natural gas for sale.

(6) Services provided to complete a well, including the services of cementing a well
casing are not considered taxable transactions. To the extent tangible personal
property is directly used in providing such services and directly used or
consumed in the production of crude oil and natural gas for sale, the item is
exempt.

For example, Company B is in the business of selling crude oil and natural
gas. Company G is hired to insert production tubing and safety valves to
complete the well. The fees charged for these services are not taxable. Such
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services are not considered taxable services pursuant to section 5739.01 of the
Revised Code regardless of whether the service would have been considered
“directly used or consumed in the production of crude oil or natural gas”.
Additionally, the tubing and safety valve Company G utilizes in its services
are considered exempt because those items are directly used or consumed in
the production of crude oil and natural gas for sale.

(7) Services provided to perform wireline evaluation, mud logging, and perforation
are not considered taxable transactions. To the extent tangible personal
property is directly used in providing such services and directly used or
consumed in the production of crude oil and natural gas for sale, the item is
exempt.

For example, Company B is in the business of selling crude oil and natural
gas. Company H is hired to lower equipment that will take a sample of the
mud within the wellbore for testing. The fees charged for these services are
not taxable. Such services are not considered taxable services pursuant to
section 5739.01 of the Revised Code regardless of whether the service would
have been considered “directly used or consumed in the production of crude
oil or natural gas”. Additionally, the cable used to lower the mud logging
equipment and the mud logger Company H utilizes in its services are exempt
because those items are directly used or consumed in the production of crude
oil and natural gas for sale.

(8) Services to perform reservoir stimulation, hydraulic fracturing, and acidizing
services are not considered taxable transactions. To the extent tangible
personal property is directly used in providing such services and directly used
or consumed in the production of crude oil and natural gas for sale, the item is
exempt.

For example, Company B is in the business of selling crude oil and natural
gas. Company J is hired to perform hydraulic fracturing and acidizing
services at the wellbore site. The fees charged for these services are exempt.
Such services are not considered taxable services pursuant to section 5739.01
of the Revised Code regardless of whether the service would have been
considered “directly used or consumed in the production of crude oil or
natural gas”. Additionally, the chemicals and equipment used to perform
hydraulic fracturing and acidizing services at the wellbore site are considered
exempt because those items are directly used or consumed in the production
of crude oil and natural gas for sale.

(9) All material pumped downhole during reservoir stimulation, hydraulic
fracturing, and acidizing are exempt.

(10) Pressure pumping equipment directly used or consumed in the production of
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crude oil and natural gas for sale is exempt.

For example, a company is in the business of selling crude oil and natural gas.
The company utilizes a frac pump that is paired with an engine used to power
the pump that stimulates the well. The frac pump is exempt because it is used
to pump the hydraulic fracking fluids into the well and is therefore directly
consumed in the production of crude oil or natural gas. The engine used to
power the pump is exempt because it functions in unison to create the
high-pressure injection that actual fractures the rock formation and frees the
crude oil and natural gas.

(11) Artificial lift systems equipment directly used or consumed in the production
of crude oil and natural gas for sale is exempt. These systems increase
pressure within the reservoir and encourage oil or natural gas to the surface.
These systems are exempt because they are directly used in the production of
crude oil and natural gas.

(12) Equipment used to separate, stabilize, and control hydrocarbon phases and
produce water at the wellhead and well site, when the equipment is directly
used or consumed in the production of crude oil and natural gas for sale, is
exempt.

For example, a company is in the business of selling crude oil and natural gas.
At the wellhead, the company utilizes a condensate stabilizer to reduce the
vapor’s pressure of natural gas for insertion into the storage tanks. The
condensate stabilizer is exempt.

(13) Tangible personal property directly used to control production equipment is
exempt.

For example, a company is in the business of selling crude oil and natural gas.
The company purchases a software package that programs and operates the
drilling rig. Additionally, the company purchases software that monitors the
level of fracking fluid that is distributed into the blenders. The software that
programs and operates the drilling rig is exempt as directly used in the
production of crude oil and natural gas. The equipment that monitors the
fracking fluid is used well before actual fracturing take place. Therefore, the
software that monitors the fracking fluid is taxable.

(D)

(1) In contrast to the items described herein, items that are statutorily not
considered things transferred are enumerated in division (B)(42)(q)(ii) of
section 5739.02 of the Revised Code.

(2) Unless another exemption exists for the items enumerated in division
(B)(42)(q)(ii) of section 5739.02 of the Revised Code or the entity utilizing or
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consuming such items, the items are taxable.

(E) The enumeration of certain tangible personal property in this rule is not intended to
be exhaustive. Any tangible personal property not enumerated in this rule is not
necessarily construed to be a "thing transferred" or not a “thing transferred” for the
purposes of the exemption discussed herein.
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