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INTRODUCED BY &

BY REQUEST QOF THE DEPARTMENT OF REVENUE

A BILL FOR AN ACT ENTITLEDR: “AN ACT TO CLARIFY THE TAXATION
OF OIL AND NATURAL GAS BY DELETING OBSQLETE REFERENCES TO
INTERIM PRODUCTION; AMENDING SECTIONS 15-23-601, 15-23-602,
15-23-603, 15-23-607, 15-23-613, 15-23-621, 15-36-101,
20-9-141, 20-9-331, 20-5-333, AND 20-10-144, MCA; AND

PROVIDING AN IMMEDIATE EFFECTIVE DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Ssection 15-23-601, MCA, is amended to read:
"15-23-601. Definitions. As used in this part, the

following definitions apply:

(1) "Excise tax" means the windfall profit tax on
domestic crude oil imposed by Title I ¢f the federal Crude
0il Windfall Profit Tax Act of 1980, as enacted or as
amended.

t23~-%Intarim--productiont--means—-the-—-production———of
naturat--gasy--petroteamr-or-other-crude-er-minerat-oii-frem
any-weltt-that«

tay--has-not-produced-neturat-gas;-petroteumy-—-or--cther
crude---ot--minerelt-—-oit--during--the--5--years--immediately

preceding-the-first-month-of-rnterim-productions-and
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tbhy--began-interim-production-afeer-June-3f;--19857--and
befere-Aprit-is-1987<

t34(2) The term "new production” means the production
of natural gas, petroleum, or other crude or mineral oil
from any well:

{a) that has not produced natural gas, petroleum, or
other crude or mineral oil during the 5 years immediately
preceding the first month of qualified new production; and

{b) on which the notification reguired in 15-36-121(2)
was given.

t43{3) The terms "operator" and "preoducer" mean any
persocn who engages in the business of drilling for,
extracting, or producing any natural gas, petroleum, or
other crude or mineral oil.

+5¥{4) The term "well"” includes each single well or
group of wells, jiacluding dry wells, in one field or
production unit and under the control of one operator or

producer."
Section 2. section 15-23-602, MCA, is amended to read:
"15-23-602. Statement of sales proceeds on tnterim
production-amd new production. (1) As provided in subsection
{2), each operator or producer of imtesim-preduction-or new
production of natural gas, petroleum, or other crude or
mineral oil skali make out and deliver to the department of

revenue a statement of the gross sales proceeds of interim

.. INTRODUCED BILL
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preduetien-or new production of natural gas, petroleum, or
ather crude or mineral oil Erom each well owned or worked by
the person. The gross sales proceeds must be determined by
multiplying the units of production sold from the well times
the royalty unit value of that productiop at the well. The
atatement must be in the form prescribed by the department
and must be verified by the cath of the cperator oOr producer
or the manager, superintendent, agent, president, or
vice-president of the corporation, association, or
partnership. The statement must show the following:

(a} the name and address of the operator, together with
a list in duplicate of the names and addresses of any
persons owning ar claiming any royalty interest in the
production from the well or the proceeds derived from the
sale of the production, ané the amount paid or yielded as
royalty to each of those persons during the period covered
by the statement;

{b) the description and location of the well;

{c} the number of cubic feet of natural gas, barrels of
petroleum or other crude or mineral oil sold from the well
during the period covered by the statement: and

{d) the gross sales proceeds in dollars and cents or,
in the case of sales between parties not acting at arm's
length, the greater of the gross sales proceeds from or the

tair market value of the products sold.
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(2) Each operator having :nter:im--preoduction--or new
production as defined in 19-23-601 shall, on or before the
last day of the months of October, January, April, and July.
make out and deliver to the department of revenue a
statement of the gross sales proceeds of the interim
productien-or new production from each well owned or worked
by the person during the preceding calendar quarter. The
statement must be in the form prescribed by the department
and verified as provided in subsection (1). The statement
must show the information required in subsections (1l)({a)
through (1)(d)."

Section 3. section 15-23-603, MCA, is amended to read:

*15-23-603. Net proceeds -- how computed. (1) As
provided in subsection (2), the department of revenue shall
calculate and compute from the returns the gross sales
proceeds of the product yielded from the well for the year
covered by the statement and shall calculate the net
proceeds of the well yielded to the producer, which net
proceeds are determined by subtracting from the gross sales
proceeds of the well all royalty paid in cash by the
operator or producer and the gross wvalue of all royalty
apportioned 1in kind by the operator or producer determined
by using as the value of a barrel of oil or a cubic foot of
gas the average selling price for the calendar year of a

barrel of oil or a cubic¢ foot of gas from the well out of
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which the royalty was paid.

{2} For ineterim--proaduction--or new production, net
proceeds are the equivalent of the gross sales proceeds,
without deduction for excise taxes, of the product yielded
from the well for the guarter covered by the statement,
except that in computing the total number of barrels of
petroleum and other mineral or crude oil or cubic feet of
natural gas produced, there must be deducted so much of the
product as is used in the operation of the well from which
the petroleum or other mineral or crude oil or natural gas
is produced for pumping the petroleum or other mineral or
crude oil or natural gas from the well to a tank or
pipeline.

{3) In the statement of sales proceeds required under
15-~23-602 for lease or unitized areas from which tnterim--er
new producticn and other production have been sold, the
number of barrels cf imtertm-and new production of oil or
cubic feet of imterim—--or new production of gas must be
segregated from and stated separately £rom the number of
barrels of other production of oil or cubic feet of other
preduction of gas.

(4) In calculating the deduction Eor money expended for
necessary chemical supplies needed and used in a tertiary
recovery project approved by the department of revenue, as

provided in 15-36-i01, the department shall require that the
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necessary chemical supplies, which include but are not
iimited to carbon dioxide supplies, be amortized over a
l10-year period beginning with the year in which the money
was expended.”

Section 4. Section 15-23-607, MCA, is amended to read:

"15-23-607. County assessors to compute taxes. (1)
Immediately after the board of county commissioners has
fixed tax levies on the second Monday in August, the county
assessor shall, subject to the provisions of 15-23-612,
compute the taxes on net proceeds, as provided in subsection
{2) of this section, and royalty assessments and shall
deliver the book to the county treasurer on or before
September 15. The county treasurer shall proceed to give
full notice of the assessments to the operator and shall
collect the taxes as provided by law.

{2) For +interim--productien--or new production, as
defined 1in 15-23-601, the county assessor may not levy or
assess any mills against the value of the interim-production
er new production, but shall instead levy a tax as follows:

fa) for +nterim--productisn—-of new production of
petroleum or other mineral or crude o0il, 7% of net proceeds,
as described in 15-23-603(2); or

{b) for tnterim-production-or new producticn of natural
gas, 12% of net proceeds, as described in 15-23-603(2).

(3) The amount of tax levied in subsections (2)(a) and

—6_
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(2){b), divided by the appropriate tax rate and multiplied
by 60%, must be treated as taxable value for county bonding
purposes.

{4} The taxable value of net proceeds for the purpose
of computing guaranteed tax base aid for schools is the
amount of tax received by a district in the previous year
divided by the number of mills levied by the district in the
previous year, multiplied by 1,000. This amount must be
added to the district, county, and statewide taxable value
when computing guaranteed tax base aid under 20-9-368.

(S) The operator or producer is liable for the payment
of the taxes that, except as provided in 15-16-121, are
payable by and must be collected from the operators in the
same manner and under the same penalties as provided for the
collection of taxes upon net proceeds of mines. However, the
operator may at his option withhold from the proceeds of
royalty interest, either in kind or in money, an estimated
amount of the tax to be paid by him upon the royalty or
royalty interest. After the withholding, any deviation
between the estimated tax and the actual tax may be
accounted for by adjusting subsequent withholdings from the
proceeds of royalty interests."

Section 5. Section 15-23-613, MCA, is amended to read:

"15-23-613. Disposition of tnterim-production--and new

production taxes. The <county treasurer shall credit all
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taxes on inkerim-predoctien-and new production, as provided
for in 15-23-607, in the relative proportions required by
the levies for state, county, school district, and municipal
purposes in the same manner as property taxes were
distributed in the year preceding the budget year."

Section B. Ssection 15-23-621, MCA, is amended to read:

*15-23-621. Allocation of new production. (1) If a
lease has production that does not qualify for new or
interim production and a producing well is completed on the
lease after December 31, 1986, the allccation of the new
production must be based on the average daily productien per
well. The average daily production per well must be
determined by dividing the total production for the gquarter
by the number of well production days for the guarter.

{(2) The number of well production days for the quarter
is the sum of the number of completed wells on the first day
of the guarter times the number of days in the guarter plus
the number of days from the date of completion of any wells
during the gquarter to the end of the quarter. New production
for the Quarter must then be calculated by multiplying the
average daily production per well times the number of wells
completed after December 31, 1986, times the number of
production days attributed to those wells for the quarter.
The value of the production must be based on the average

price received for the production for the guarter.
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(3) Average daily production, well production days, and

average price must be calculated each quarter,"

Section 7. section 15-36-101, MCA, is amended to read:

"15-36-101. Definitions and rate of tax -- state
severance tax -- local government severance tax -
assegsment of nonworking interest owner —— exemption. (1)

Every person engaging in or carrying on the business of
producing petroleum, other mineral or crude oil, or natural
gas within this state or engaging in or carrying on the
business o©f owning, controlling, managing, leasing, or
operating within this state any well or welis from which any
merchantable or marketable petroleum, other mineral or crude
oil, or natural gas is extracted or produced shall, except
as provided in 15-36-121, each year when engaged in or
carrying on the business in this state pPay to the department
of revenue a state severance tax for the exclusive use and
benefit of the state of Montana plus a local government
severance tax in lieu of a tax on net proceeds for the
exclusive use and benefit of 1local government. Except as
provided in subsection {3), the state severance tax and the
local government severance tax are as follows:

(a) except as pravided in subsections {l)ytb)y, {l){c),
and (1)(d), a 5% state severance tax on the total gross
taxable value of all the petroleum and other mineral or

crude o0il produced by the person, plus the local government

~g-

10
11
12
i3
14
1s
186
17
18
1%
20
21
22
23
24

25

LC 0315,/01

severance tax of B.4% on the gross taxable value of all the
petroleum and other mineral or crude cil produced by the
person other than interim--productzon--and new production,
from each lease or unit; but ir determining the amount of
the state severance tax and local government severance tax,
there mﬁst be excluded from consideration all petroleum or
other crude or mineral oil produced and used by the person
during the year in connection with his operations in
prospecting for, developing, and producing the petroleum or
crude or mineral cil;

(tby a 2.65% state sewerance tax on the total gross
taxable wvalue of all natural gas produced by the person,
plus the local government severance tax of 15.25% on the
total gross taxable value of all natural gas produced by the
person other than tnterim-produnetten-sr new production, from
each lease or uni:t; Dbut in determining the amount of the
state severance tax and the local government severance tax,
there must be excluded from consideration all gas produced
and used by the person during the year in connection with
his operations in prospecting for, developing, and producing
the gas or petroleum or crude or mineral oil; and there must
also be excluded from consideration all gas, including
carbon dioxide gas, recycled or reinjected into the ground;

(c) a 2.5% state severance tax on the total gross

taxable value of the incremental petroleum and other mineral

-10-
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or crude oil produced by the person, plus the local
government severance tax of 5% on the total gross taxable
value of the incremental petroleum and other mineral or
crude 0il produced by the person other than ¢nterim
preduecetion—-and new production, from each lease or unit in a
tertiary recovery project after July 1, 1985. For purposes
of this section, a tertiary recovery project must meet the
following requirements:

(i} the project must be approved as a tertiary recovery
project by the department of revenue. The approval may be
extended only after notice and hearing in accordance with
Title 2, chapter 4.

(ii) the property to be affected by the project must be
adequately delineated according to the specifications
required by the department; and

(iii) the project must involve the application of one or
more tertiary recovery methods that can reasonably be
expected to result in an increase, determined by the
department to be significant in light of all the facts and
circumstances, in the amount of crude il which may
potentially be recovered. For purposes of this section,
tertiary recovery methods include but are not limited to:

(A) miscible fluid displacement;

{B) steam drive injection:

{C) micellar/emulsion Flooding;

-11-
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(D) in situ combustion;
{E) polymer augmented water flooding;
(F) cyclic steam injection;
{G) alkaline or caustic flooding;
(H} carbon dioxide water fliooding;
(I) immiscible carbon dioxide displacement; or

(J) any other method approved by the department as= a
tertiary recovery method.

(d} a 5% 1local government severance tax cn the tcial
gross taxable value of all petroleum and other mineral or
crude oil produced by the person other than interim-and -ew
production produced by a stripper well, as defined in
15-36-121.

(2) For purposes of this section, the term "incremen:tal
petroleum and other mineral or crude ¢il" means the am:z.unt
of oil, as determined by the department of revenue, to bz in
excess of what would have been produced by primary znd
secondary methods. The determination arrived at by the
department must be made only after notice and hearing and
shall specify through the 1life of a tertiary prosect,
calendar year by calendar year, the combined amoun: of
primary and secondary production that must be usei to
establish the incremental production from each lease or .nit
in a tertiary recovery project,

(3) (a) A local government severance tax is imposel on

-12-
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the gress value paid in cash or apportioned in kind to a
nonworking interest owner by the operator or producer of
extracted marketable petroleum, other mineral or crude oil,
or natural gas subject to local government severance taxes
imposed wunder this chapter. The local government severance
tax on nonworking interest owners 1is computed at the
following rates:

{i} 12.5% on the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted marketable petroleum and
other mineral or crude oil;

(ii) 15.25% aon the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted or marketable natural gas.

(b) The amounts paid or apporticoned in kind to
nonworking interest owners are exempt from the local
government severance taxes imposed under 15-36-121(2) and
under subsections (13}(a) through (l){d) of this section.

(4) Nothing in this part may be construed as requiring
laborers or employees hired or employed by any person to
drill any oil or natural gas well or to work in or about any
oil or natural gas well or prospect or explore for or do any
work for the purpose of develeping any petroleum, other
mineral or crude oil, or natural gas to pay the severance

tax, nor may work done or the drilling of a well or wells
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for the purpose of prospecting or exploring for petroleum,
other mineral or crude o©il, or natural gas or for the
purpese of developing them be considered to be the engaging
in or carrying on of the business. If, in the doing of any
work, in the drilling of any oil or natural gas well, or in
prospecting, exploring, or development work, any
merchantable or marketable petroleum, other mineral or crude
cil, or natural gas in excess of the quantity required by
the person for carrying on the cperation is produced
sufficient in quantity to Justify the marketing of the
petroleum, other mineral or crude oil, or natural gas, the
work, drilling, prospecting, exploring, or development work
is considered to be the engaging in and carrying on of the
business of producing petroleum, other mineral or crude oil,
or natural gas within this state within the meaning of this
section.

{5) Every person reguired to pay the state or local
government severance tax under this section shall pay the
tax in full for his own account and for the account of each
of the other owner or owners of the gross proceeds in wvalue
or in kind of all the marketable petroleum or other mineral
or crude o0il or natural gas extracted and produced,
including owner or owners of working interest, royalty
interest, overriding royalcy interest, carried working

interest, net roceeds interest, production payments, and
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all other interest or interests owned or carved ocut o©of the
total gross proceeds in value or in kind of the extracted
marketable petroleum or other mineral or crude o0il or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
exempt from taxation under this chapter. Unless otherwise
provided in a contract or lease, the pro rata share of any
royalty owner or owners will be deducted from any
settlements under the lease or leases or divisioen of
proceeds orders cr other contzacts.

(6) For purposes of this section, the following
definitions apply:

(a) "Gross taxable value" means the gross value of the
product as determined in 15-36-103 less the gross value paid
in cash or apporticned in kind to a nonworking interest
owner by the operator or producer of extracted marketable
petroleum, other mineral or crude o0il, or natural gas.

(b) ™"Nonworking interest owner" means any interest
owner who does not share in the development and operation
costs of the lease or unic.”

Section B. Section 20-9-141, MCA, is amended to read:

"20-9-141. Computation of general fund net levy
requirement by county superintendent. {1) The county
superintendent shall compute the levy requirement for each

district's general fund on the basis of the following
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procedure:

ta) Determine the funding required for the district's
final general fund budget less the amount established by the
schedules in 20-9-316 through 20-9-321 by totaling:

(i} the district's nonisolated school foundation
program requirement to be met by a district levy as provided
in 20~-9-301; and

{ii) any additional general fund budget amount adopted
by the trustees of the district under the provisions of
20-9-353, including any additional levies authorized by the
electors of the district.

(b) Determine the money available for the reduction of
the property tax on the district for the general fund by
totaling:

(i) anticipated federal money received under the
provisions of Title I of Public Law 81-874 or other
anticipated federal money received in lieu of that federal
act;

{ii) anticipated tuition payments for out-of-district
pupils under the provisions of 20-5-303, 20-5-307, 20-5-312,
and 20-5-313;

(iii} general fund cash reappropriated, as established
under the provisions of 20-9-104;

(iv) anticipated or reappropriated state impact aid

received under the provisions of 20-9-304;

~-16-
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(v) anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-803,
61-3-504(2), 61-3-521, 61-3-537, and 67-3-204;

(vi) anticipated net proceeds taxes for énterim
mroduczien—and new production, as defined in 15-23-601:

{vii) anticipated revenue from local government
severance taxes as provided in 15-36-112;

(viii) anticipated revenue from coal gross proceeds
under 15-23-703;

(ix) anticipated interest to be earned or reappropriated
interest earned by the investment of general fund cash in
accordance with the provisions of 20-9-213(4);

(x) anticipated revenue from corporation license taxes
collected from financial institutions under the provisions
of 15-31-702; and

{xi) any other revenue anticipated by the trustees to be
received during the ensuing schocl fiscal year which may be
used to finance the general fund,

(c) Subtract the money avallable to reduce the property
tax regquired to finance the general fund that has been
determined in subsection {1){b) from the total requirement
determined in subsection (1)(a).

(2) The net general fund levy reguirement determined in
subsection {(L)le) must be reported to the county

commissioners on the second Monday of August by the county
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superintendent as the general fund levy requirement for the
district, and a levy must be made by the county
commlssioners in accordance with 20-9-142."

Section 9. section 20-9-331, MCaA, is amended to read:

"20-9-331. Basic county tax and other revenues for
county egqualization of the elementary district foundation
program. (1) The county commissioners of each county shall
levy an annual basic tax of 33 mills on the dollar of the
taxable wvalue of all taxable property within the county,
except for property subject tc a tax or fee under 23-2-517,
23-2-803, 61-3-504(2), 61-3-521, 61-3-537, and 67-3-204, for
the purpuses of local and state foundation program support.
The revenue coliected from this levy must be apportioned to
the support of the foundation programs of the elementary
school districts in the county and to the state special
revenue fund, state equalization aid account, in the
following manner:

{a) In order to determine the amcunt of revenue raised
by this levy which is retained by the county, the sum of the
estimated revenue identified in subsection (2) must be
subtracted from the total of the foundation programs of all
elementary districts of the county.

(b) If the basic levy prescribed by this section
produces more revenue than 1is required to finance the

difference det: rmined in subsection (l)(a), the county
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treasurer shall remit the surplus funds to the state
treasurer for deposit to the state special revenue fund,
state eqgualization aid account, immediately upon cccurrence
of a surplus balance and each subseguent month thereafter,
with any final remittance due no later than June 20 of the
fiscal year for which the levy has been set.

(c) If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsection
{2) is insufficient to fully fund the percentage determined
in 20-9-347(1)(b) and the county is eligible for an
apportionment of state egualization aid under the provisions
of 20-9-347(1)(cy, the county superintendent shall notify
the superintendent of public instruction of the deficiency.
The superintendent of public instructlion shall increase the
state equalization ald payments ta the districts in the
affected ccunty to offset the deficiency. A payment may not
be made under this subsection (c¢) that allows a district to
receive foundation program funding in excess of the
fcocundaticn program amount of the district.

{2} The revenue realized from the county's portion of
the levy prescribed by this section and the revenue from the
following sources must be used for the equalization of the
elementary district foundation programs of the county as
prescribed 1in 20-9-334, and a separate accounting must he

kept of the revenue by the county treasurer in accordance
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with 20-9-212(1)

(a) the portion of the federal Taylor Grazing Act funds
distributed to a county and designated for the common school
fund under the provisions of 17-3-222;

{b) the portion of the federal flood control act funds
distributed to a county and designated for expenditure for
the benefit of the county common schoocls under the
provisions of 17-3-232;

{c) all money paild into the county treasury as a result
cf fines for wviolations of law, except money paid to a
justice's court, and the use of which is not otherwise
specified by law;

{d}) any money remaining at the end of the immediately
preceding school fiscal year 1n the county treasurer's
accounts for the various sources of revenue established or
referred to in this section;

(e} any federal or state money distributed to the
county as payment in lieu of property taxation, including
federal forest reserve funds allocated under the provisions
of 17-3-213;

{f£) gross proceeds taxes from coal under 15-23-703;

{g) net proceeds taxes for ¢mterim-preduction——and new
production, as defined in 15-23-601, and local government
severance taxes on any other production occurring after

December 31, 1988; and
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;. anticipated revenue from property taxes and fees
impos=Z under 23-2-517, 23-2-803, 61-3-504(2), 61-3-521,
§1-3-337, ard 67-3-204."

Section 10. section 20-9-333, MCA, is amended to read:

*20-9-333, Basic special levy and other revenues for
coun-v equalization of high school district Ffoundation
preg-am. (1) The county commissicners of each county shall
levy an annual basiec special tax for high schools of 22
mills on the dellar of the taxable value of all taxable
props-ty within the county, except for property subject to a
tax -r fee under 23-2-517, 23-2-803, 51-3-504{2), 61-3-521,
61-3-237, and 67-3-204, for the purposes of local and state
fouriztion program support. The revenue collected from this
levy Tust be apportioned to the suppert of the foundation
prce-ams  of high school districts in the county and to the

stats special revenue fund, state equalization aid account,

in =~z following manner:
a}) In order to determine the amount of revenue raised
by t-ils levy which is retained by the county, the sum of the

estimzted revenue identified in subsection (2) must be
subz:racted from the sum of the county's high schocl tuition
obl:zation and the total of the foundation preograms of all
hics school districts of the county.

=) If the basic 1levy prescribed by this section

prci.ces more revenue than 1s reqguired to finance the
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difference determined in subsection (1l)(a), the county
treasurer shall remit the surplus funds to the state
treasurer for depcsit to the state special revenue fund,
state eqgualigation aid account, immediately upon occurrence
cof a surplus balance and each subseguent mcnth thereafter,
with any final remittance due no later than Jure 20 of the
fiscal year for which the levy has been set.

(¢} If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsection
(2) 1is imsufficient to fully fund the percentage detarmined
in 20-9-347(1)('b) and the county is eligible for an
apportionment of state equalization aid under the provisions
of 20-9-347(1)(c}, the county superintendent shall notify
the superintendent of public instructicn of the deficiency.
The superintencdent of public instruction shall increase the
state equalization aid payments to the districts in the
affected cournty to offset the deficiency. A payment may not
be made under this subsection (c) that allows a district to
receive foundation program  funding in excess o©f the
foundation program amount of the district.

{2) The revenue realized from the c¢ounty's portion of
the levy prescribed in this section and the revenue from the
following sources must be used for the egualization of the
high school district foundation programs of the county as

prescribed in 20-9-334, and a separate accounting must be
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kept of the revenue by the county treasurer in acccrdance
with 20-9-212(1):

() any money remaining at the end of the immediately
preceding school fiscal year in the county treasurer's
accounts for the various sources of revenue established in
this section;

(b) any federal or state money distributed to the
county as payment in lieu of property taxation. including
federal forest reserve funds allocated under the provisions
of 17-3-2113;

[c) gress proceeds taxes from coal under 15-23-703;

{d) net proceeds taxes for iaterim-preduction-and new
production, as defined in 15-23-601, and local government
severance taxes on any other production occurring after
December 31, 1988; and

(e) anticipated revenue from property taxes and f[ees
imposed wunder 23-2-517, 23-2-803, 61-3-504(2), 61-3-521,
61-3-537, and 67-3-204."

Section 11. Section 20-10-144, MCA, is amended to read:

"20-10-144. Computation of revenues and net tax levy
requirements for the transportation fund budget. Before the
fourth Monday of July and in accordance with 20-9-123, the
county superintendent shall compute the revenue available to
finance the transportation Eund budget of each district. The

county superintendent shall compute the revenue for each
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district on the following basis:

{1) The "schedule amount"” o©of the preliminary budget
expenditures that is derived from the rate schedules in
20-10-141 and 20-10-142 must be determined by adding the
following amounts:

{a) the sum of the maximum reimbursable expenditures
for all approved school bus routes maintained by the
district {to determine the maximum reimbursable expenditure,
multiply the applicable rate per bus mile by the total
number of miles to be traveled during the ensuing school
fiscal year on each bus route approved by the county
transportation committee and maintained by such district);
plus

(b} the total of all individual transportation per diem
reimbursement rates for the district as determined from the
contracts submitted by the district multiplied by the number
of pupil-instruction days scheduled fcr the ensuing school
attendance year; plus

(c) any estimated costs for supervised home study or
supervised correspondence study for the ensuing school
fiscal year; plus

{d) the amount budgeted on the preliminary budget for
the contingency amcount permitted in 20-10-143, except if the
amount exceeds 10% of the total of subsections (1)(a},

{1){b), and ([1l)(c} or $100, whichever 1is larger, the
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zntingency amount on the preliminary budget must be reduced
=z the 1limitation amount and used in this determination of
=~e schedule amount.

(2) The schedule amount determined in subsection (1) or
ne total preliminary transportation fund budget, whichever
ts smaller, is divided by 3 and the resulting one-third
zmcunt 1s used to determine the available state and county
revenue to be budgeted on the following basis:

(a) the resulting one-third amount 1is the budgeted
z=tate transportation reimbursement, except that the state
cransportation reimbursement for the transportation of
special educatlion pupils under the provisions of 20-7~442
nust be two-thirds of the schedule amount attributed to the
transportation of special education pupils;

(b) the resulting cone-third amount, except as provided
Ior  joint elementary districts in subsection {2)(e). is the
c.dgeted county transportation reimbursement for elementary
Zistricts and must be financed by the basic county tax under
~he provisions of 20-9-334;

(c) the resulting one-third amount multiplied by 2 is
the budgeted county transportation reimbursement amcunt for
~igh s8chcol distriects financed under the provisions of
subsection {5}, except as provided for Jjoint high school
Zistricts in subsection (2)(e), and except that the county

sransportation reimbursement for the transportation of
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special education pupils under the provisions of 20-7-442
must be one-third of the schedule amount attributed to the
transportation of special education pupils;

{(d) when the district has a sufficient amount of cash
for reappropriation and other sources of district revenue,
as determined in subsection (3}, to reduce the total
district obligation for financing to zero, any remaining
amount of district revenue and cash reappropriated must be
used to reduce the county financing obligation in subsection
{2)(b) or (2)(¢) and, if the county financing obligations
are reduced to =zero, to reduce the state financial
obligation in subsection {2)(a); and

(e} the county revenue requirement for a joing
district, after the application ¢f any distriet money under
subsection (2y(dy, rust be prorated to each county
incorporated by the joint district in the same proportion as
the ANS of tnhe joint discrict is distributed by pupil
residence in each county.

(3) The total of the money available for the reduction
of property tax on the district for the transportation fund
must be determined by totaling:

(a)y anticipated federal mceney received under the
provisions of Title I o©of Pubiic Law 81-874 c<r cther
anticipated federa! money received in lieu of that federal

ackt; plus
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tb) anticipated payments from other districts for
providing school bus transportation services for the
district; plus

(c) anticipated payments Erom a parent or gquardian for
providing school bus transportation services for his child;
plus

{d) anticipated or reappropriated interest to be earned
by the investment of transportatioen fund cash in accordance
with the provisions of 20-%-213(4); plus

(e) anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-8013,
61-3-504(2), 61-3~-521, 61-3-537, and 67-3-204; plus

(£} gross proceeds taxes from cocal under 15-23-703;
plus

{g} net proceeds taxes for interim-production-and new
production, as defined in 15-23-601, and 1local government
severance taxes on any other production occurring after
December 31, 1988; plus

{h) any other revenue anticipated by the trustees to be
earned during the ensuing school fiscal year which may be
used to finance the transportation fund; plus

{i} any cash available for reappropriation as
determined by subtracting the amount of the end-of-the-year
cash balance earmarked as the transportation fund cash

r2sorie  for the ensuling school fiscal year by the trustees
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from the end-of-the-year cash balance in the transportation
fund. The cash reserve may not be more than 20% of the final
transportation fund budget for the ensuing school fiscal
year and is for the purpose of paying transportation fund
warrants issued by the district under the final
transportation fund budget.

{4) The district lewvy requirement for each district's
transportation fund must be computed by:

(a) subtracting the schedule amount calculated in
subsection (1) from the total preliminary transportation
budget amount anrd, for an elementary district, adding the
difference to the districr obligation to finance one-third
of the schedule amount as determined in subseciion (2); and

{b) subtracting the amount of money available to reduce
the property tax on the district, as determined in
subsection (3), from the amount determined in subsection
{4)({a).

(%) The county levy requirement Eor the financing of
the county transportation reimbursement to high school
districts is computed by adding all requirements for all the
high school districts of the county, including the county's
obligation for reimbursements in Jjoint  high school
districts.

(6) Ths transportation fund levy reguirements

determined in subsectiorn {4) for eac Jizurvict and in
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subsection {5) for the county must be reported to the county
commissioners on the second Monday of August by the county
superintendent as the rransportation Eund ievy requirements
for the district and for the county, and the levies must be
made by the county commissioners in accordance with
20-9-142."

NEW SECTION. Section 12. Effective date. {This act] is

effective on passage and approval.

-End-
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APPROVED BY COMMITTEE
ON TAXATION

SENATE BILL NO. B6
INTRODUCED BY ECK

BY REQUEST OF THE DEPARTMENT OF REVENUE

A BILL FOR AN ACT ENTITLED: "AN ACT TO CLARIFY THE TAXATION
OF OIL AND NATURAL GAS BY DELETING OBSOLETE REFERENCES TO

INTERIM PRODUCTION; CLARIFYING THE ALLOCATION OF NEW

PRODUCTION: AMENDING SECTIONS 15-23-601, 15-23-602,

15-23-603, 15-23-607, 15-23-613, 15-23-621, 15-36-101,
20-9-141, 20-9-331, 20-9-333, AND 20-10-144, MCaA; AND

PROVIDING AN IMMEDIATE EFFECTIVE DATE."

BPE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-23-601, MCA, is amended to read:
*15-23~-601, Definitions. As used in this part, the

following definitions apply:

{1) "Excise tax" means the windfall profit tax on
domestic crude oil imposed by Title I of the federal Crude
0il Windfall Profit Tax Act of 1980, as enacted or as
amended.

t2y--F¥nterim-—-productiont-—--means-—the--preduction--of
naturat-gasy-petroteum;-or-other-crude-or minerat--art--from
any-vweli-thats

taY--has--nat--produeed-naturai-gas;-petroteams-or—other

erude--pr--minerai-~opit--during—-the--5--yeara---immedtately
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preceding-the-first-month-of-interim-productisons;—and
tby-—began--interim-——production-after-June-36;7-1985+-and
hefore-aprii-++-1983+

3412} The term "new production” means the production
of natural gas, petroleum, or other crude or mineral oil
from any well:

(a) that has not produced natural gas, petroleum, or
other crude or mineral o0il during the 5 years immediately
preceding the first month of qualified new productien; and

{b) on which the notification required in 15-36-121(2)
was given.

t4¥(3) The terms "operator" and “producer" mean any
person who engages in the business of drilling for,
extracting, or producing any natural gas, petroleum, or
other crude or mineral oil.

t53({4) The term "well” includes each single well or
group of wells, 1including dry wells, in one Ffield or
production unit and under the control of one operator or

producer.”

Section 2. Secticn 15-23-602, MCA, is amended to read:

"15-23-p02. Statement of sales proceeds on interim
preduction-and new production. (1) as provided in subsection
(2}, each operator or producer of ¢meerim-production-er new
production of natural gas, petroleur, or other c¢rude or

mineral ©i1 shall make out and deliver to the department of

SECOND READING
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revenue a statement of the gross sales proceeds of interim
preduction--or new production of natural gas, petroleum, or
other crude or mineral oil from each well cowned or worked by
the person. The gross sales proceeds must be determined by
multiplying the units of production sold frem the well times
the royalty unit value of that production at the well. The
statement must be in the form prescribed by the department
and must be verified by the oath of the operator or producer
or the manager, superintendent, agent, president, or
vice-president of the corporation, association, or
partnership. The statement must show the following:

{a} the name and address of the operatocr, together with
a list in duplicate of the names and addresses of any
persons owning or claiming any royalty interest in the
production from the well or the proceeds derived from the
sale of the production, and the amcunt paid or yielded as
royalty to each of those persons during the period covered
by the statement;

(b} the description and location of the well;

{c) the number of cubic feet of natural gas, barrels of
petroleum or other crude or mineral oil scld from the well
during the period covered by the statement; and

{d} the gross sales proceeds in dollars and cents or,
in the case of sales between parties not acting at arm's

length, the greater of the gross sales proceeds from or the
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fair market value of the products sold.

{(2) Each operator having <nterim--production—--or new
production as defined in 15-23-601 shall, on or before the
last day of the months of October, January, April, and July,
make out and deliver to the department of revenue a
statement of the gross sales proceeds of the énterim
produekion-—or new production from each well owned or worked
by the person during the preceding calendar quarter. The
statement must be in the form prescribed by the department
and verified as provided in subsection (1). The statement
must show the information required in subsections (1)(a)
through (1)(d)."

Section 3. section 15-23-603, MCA, is amended tc read:

*15-23-603. Net proceeds -- how computed. (1) As
provided in subsection (2), the department of revenue shall
calculate and compute from the returns the gross sales
proceeds of the product yielded from the well for the year
covered by the statement and shall calculate the net
proceeds of the well yielded to the producer, which net
proceeds are determined by subtracting from the gross sales
proceeds of the well all royalty paid in ecash by the
operator or producer and the gross value of all royalty
apportioned in kind by the operator or producer determined
by wusing as the value of a barrel of oil or a cubic foot of

gas the average selling price for the calendar year of a
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barrel of o©il or a cubic foot of gas from the well out of
which the royalty was paid.

(2) For interim--production—--or new production, net
proceeds are the equivalent of the gross sales proceeds,
without deduction for excise taxes, of the product yielded
from the well for the guarter covered by the statement,
except that in computing the total number of barrels of
petrcleum and cther mineral or crude oil or cubic feet of
natural gas produced, there must be deducted sc much of the
product as is used in the operation of the well from which
the petroleum or other mineral or crude oil or natural gas
is produced for pumping the petroleum or other mineral or
crude o©0il or natural gas from the well to a tank or
pipeline.

{3) In the statement of sales proceeds required under
15-23-602 for lease or unitized areas from which interim-er
new production and other production have been sold, the
number of barrels of tnterim-and new production of oil or
cubic feet of imkerim-o¢ new production of gas must be
segregated from and stated separately f{rom the number of
barrels of other production of oil or cubic feet of other
production of gas.

(4) In calculating the deduction for money expended for
necessary chemical supplies needed and used in a tertiary

recovery project approved by the department of revenue, as
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provided in 15-36-101, the department shall require that the
necessary chemical supplies, which include but are not
limited to carbon dioxide supplies, be amortized over a
10-year period beginning with the year in which the money
was expended.”

Section 4. section 15-23-607, MCA, is amended to read:

"15-23-607. County assesscrs to coRrpute taxes. {1)
Immediately after the board of county commissioners has
fixed tax levies on the second Monday in August., the county
assessor shall, subject to the provisions of 15-23-612,
compute the taxes on net proceeds, as provided in subsection
{2y of this section, and royalty assessments and shall
deliver the book to the county ¢treasurer on or before
September 15. The county treasurer shall proceed to give
full notice of the assessments to the operator and shall
collect the taxes as provided by law.

(2} For intertm--praddetion--or new production, as
defined in 15-23-601, the county assessor may not levy or
assess any mills against the value of the tneerim-production
or new production, but shall instead levy a tax as fecllows:

{ay for interim---preduction--or new production of
petroleum or other mineral or crude oil, 7% of net proceeds,
as described in 15-23-603(2); or

(b} for interim-produection-or new prcduction of natural

gas, 12% of net proceeds, as described in 15-23-603(2).
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{(3) The amount of tax levied in subsections {2)({a) and
(2){b), divided by the appropriate tax rate and multiplied
by 60%, must be treated as taxable value for county bonding
purposes.

{4) The taxable value of net proceeds for the purpose
of computing guaranteed tax base aid for schools is the
amount o©of tax received by a district in the previous year
divided by the number of mills levied by the district in the
previous year, multiplied by 1,000. This amount must be
added to the district, county, and statewide taxable value
when computing guaranteed tax base aid under 20-9-368.

(5) The operator or producer is liable for the payment
of the taxes that, except as provided in 15-16-121, are
payable by and must be collected from the operaters 1in the
same manner and under the same penalties as provided for the

collection of taxes upon net proceeds of mines, However, the

operator may at his option withhold from the proceeds of -

royalty interest, either in kind or in money, an estimated
amount o©f the tax to be paid by him upon the royalty or
royalty interest, After the withholding, any deviation
between the estimated .tax and the actual tax may be
accounted for by adjusting subseguent withholdings from the
proceeds of royalty interests."

Section B. Section 15-23-8613, MCA, is amended to read:

"15-23-613. Disposition of interim-produaction-and new
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production taxes. The county treasurer shall credit all
taxes on interim-produetion-amd new production, as provided
for in 15-23-607, in the relative proportions required by
the levies for state, county, school districk, and municipal
purposes in the same manner as property taxes were
distributed in the year preceding the budget year.”

Section 6. Section 15-23-621, MCA, is amended to read:

“15-23-§21, Allocation of new preoduction. {1y If a
lease has production that does not qualify for new or
interim production and a-preducing-weli-is-compieted-on--the

iemase--aftar~-Deacember--3+7--19686 HAS NEW PRODUCTION, the

allocation of the new production must be based on the
average daily production per well. The average daily
production per well must be determined by dividing the total
production for the gquarter by the number of well production
days for the guarter.

(2) The number of well production days for the guarter
is the sum of the number of completed wells on the first day
of the quarter times the number of days in the quarter plus
the number of days from the date of completion of any wells
during the guarter to the end of the guarter. New production
for the quarter must then be calculated by muitiplying the
average dalily production per well times the number of wells

ecompleted-after-December~3%7-396867 PRODUCING NEW PRODUCTION

times the number of production days attributed to those
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wells for the quarter. The value of the production must be
based on the average price received for the production for
the quarter. ’

(3) Average daily production, well production days, and

average price must be calculated each gquarter."

Section 7. Section 15-36-101, MCA, is amended to read:

"15-36-101. Definitions and rate of tax -- state
severance tax - local government severance tax -—-
assessment of nonworking interest owner -- exemption. {1}

Every person engaging in or carrying on the business of
producing petroleum, other mineral or crude o©il, or natural
gas within this state or engaging in or carrying on the
business of owniné, controlling, managing, leasing, or
operating within this state any well or wells from which any
merchantable or marketable petroleum, other mineral or crude
oil, or natural gas is extracted or produced shall, except
as provided in 15-36-121, each vyear when engaged in or
carrying on the business in this state pay to the department
of revenue a state severance tax for the exclusive wuse and
benefit of the state of Montana plus a local government
severance tax in lieu of a tax on net proceeds for the
exclusive use and benefit of local government. Except as
provided in subsection {3), the state severance tax and the
local government severance tax are as follows:

{a) except as provided in subsections {(1)(b}, (1){c),

-9- SB 86
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and (l1)(d), a 5% state severance tax on the total gross
taxable wvalue of all the petroleum and other mineral or
crude oil produced by the person, plus the local government
severance tax of 8.4% on the gross taxable value of all the
petroleum and other mineral or crude o©il produced by the
person other than #nterim--produection-and new production,
from each lease or unit; but in determining the amount of
the state severance tax and local government severance tax,
there must be excluded from consideration all petroleum or
other c¢rude or mineral oil preduced and used by the person
during the year 1in connection with his operations in
prospecting for, developing, and producing the petroleum or
crude or mineral oil;

{b) a 2.65% state severance tax on the total gross
taxable value of all natural gas produced by the person,
plus the local government severance tax of 15.25% on the
total gross taxable value of all natural gas produced by the
person other than tnterim-preduction-or new production, from
each lease or unit; but in determining the amount of the
state severance tax and the local government severance tax.
there must be excluded from consideration all gas produced
and used by the person during the year in connection with
his operations in prospecting for, developing, and producing
the gas or petroleum or crude or mineral oil; and there must

also be excluded from consideration all gas, including
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carbon dioxide gas, recycled or reinjected into the ground;

{(c) a 2.5% state severance tax on the total gross
taxable value of the incremental petroleum and other mineral
or crude oil produced by the person, plus the 1local
government severance tax of 5% on the total gross taxable
value of the incremental petroleum and other mineral or
crude o0il produced by the person other than tneerim
preduction--and new production, from each lease or unit in a
tertiary recovery project after July 1, 1985, For purposes
of this section, a tertiary recovery project must meet the
following requirements:

(i) the project must be approved as a tertiary recovery
project by the department of revenue. The approval may be
extended only after notice and hearing in accordance with
Title 2, chapter 4.

{(ii) the property to be affected by the project must be
adequately delineated according to the specifications
required by the department; and

{iii) the project must involve the application of one or
more tertiary recovery methods that can reasonably be
expected to result in an increase, determined by the
department to be significant in light of all the facts and
circumstances, in the amount of c¢rude o0il which may
potentially be recovered. For purposes of this section,

tertiary recovery methods include but are not limited to:
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(A) miscible fluid displacement;

{B) steam drive injection;

(C} micellar/emulsion flooding;

(D} in situ combustion;

(E) polymer augmented water flooding:

(F) cyclic steam injection;

(G} alkaline or caustic floocding;

(H) carbon dioxide water flooding;

(I) immiscible carbon dioxide displacement; or

{(J) any other method approved by the department as a
tertiary recovery method.

(d) a 5% local government severance tax on the total
gross taxable value of all petroleum and cther mineral or
crude oil produced by the person other than imterim-and new
production produced by a stripper well, as defined in
is5-36-121.

{2) For purposes of this section, the term “"incremental
petroleum and other mineral or crude ©il" means the amount
of oil, as determined by the department of revenue, to be in
excess of what would have been produced by primary and
secondary methods. The determination arrived at by the
department must be made only after notice and hearing and
shall specify through the 1life of a tertiary project,
calendar year by calendar year, the combined amount of

primary and secondary production that must be used to
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establish the incremental production from each lease or unit
in a tertiary recovery project.

{3) (a) A local government severance tax is imposed on
the gross value paid in cash or apportioned in kind to a
nonworking interest owner by the operator or producer of
extracted marketable petroleum, other mineral or crude oil,
or natural gas subject to local government severance taxes
imposed under this chapter. The local government Severance
tax on nonworking interest owners is computed at the
following rates:

(i) 12.5% on the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted marketable petroleum and
other mineral or crude oil;

{ii) 15.25% on the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted or marketable natural gas.

{(b) The amounts paid or apportioned in kind to
ncnworking interest owners are exempt from the local
government severance taxes imposed under 15-36-121(2) and
under subsections (1)(a) through (1){(d) of this section.

{(4) Nothing in this part may be construed as requiring
laborers or employees hired or employed by any person to
drill any oil or natural gas well or to work in or about any

0il or natural gas well cor prospect or explore for or do any
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work for the purpose of developing any petroleum, other
mineral or crude oil, or natural gas to pay the severance
tax, nor may work done or the drilling of a well or wells
for the purpose of prospecting or exploring for petroleum,
other mineral or crude oil, or natural gas or for the
purpose of developing them be considered to be the engaging
in or carrying on of the business. If, in the doing of any
work, in the drilling of any oil or natural gas well, or in
prospecting, exploring, or development work, any
merchantable or marketable petroleum, other mineral or crude
oil, or natural gas in excess of the gquantity required by
the person for carrying on the operation 1is produced
sufficient in quantity to Jjustify the marketing of the
petroleum, other mineral or crude oil, or natural gas, the
waork, drilling, prospecting, exploring, or development work
is considered to be the engaging in and carrying on of the
business of producing petroleum, other mineral or crude oil,
or natural gas within thls state within the meaning cf this
section.

(5) Every person reguired to pay the state or local
government severance tax under this section shall pay the
tax in full for his own account and for the account of each
of the other owner or owners of the gross proceeds in value
or in kind of all the marketable petroleum or other mineral

or crude o©il or natural gas extracted and produced,
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including owner or owners of working interest, royalty
interest, overriding royalty interest, carried working
interest, net proceeds interest, production payments, and
all other interest or interests owned or carved out of the
total gross proceeds in value or in kind of the extracted
marketable petroleum or other mineral or crude o0il or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
exempt from taxation under this chapter. Unless otherwise
provided in a contract or lease, the pro rata share of any
royalty owner or owners will be deducted from any
settlements under tne lease or leases or divisicon of
proceeds orders or other contracts.

{6) Por purposes of this section, the following
definitions apply:

{a} “Gross taxable value" means the gross value of the
product as determined in 15-36-103 less the gross value paid
in cash or apportioned in kind to a nonworking interest
owner by the operator or producer of extracted marketable
petroleum, other mineral or crude oil, or natural gas.

{b} "Nonworking interest owner" means any interest
owner who does not share in the development and operation
costs of the lease or unitc.®

Section 8. Section 20-9-141, MCA, is amended to read:

*20-9-141, Computation of general fund net levy
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requirement by county superintendent. (1} The county
superintendent shall compute the levy requirement for each
district's general fund on the basis of the following
procedure:

{a} Determine the funding required for the district's
final general fund budget less the amount established by the
schedules in 20-%-316 through 20-9-321 by totaling:

(i) the district's nonisolated school foundation
program reguirement to be met by a district levy as provided
in 20-9-303; and

(ii) any additional general fund budget amount adopted
by the trustees of the district under the provisions of
20-9-353, including any additional levies authorized by the
electors of the district.

(b) Determine the money available for the reduction of
the property tax on the distriet for the general fund by
totaling:

(i} anticipated federal money received under the
provisions of Title I of Public Law 81-874 or other
anticipated federal money received in lieu of that federal
act;

(ii) anticipated tuition payments for out-of-district
pupils under the provisions of 20-5-303, 20-5-307, 20-5-312,
and 20-5-313;

(iii) general fund cash reappropriated, as established
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under the provisions of 20-9-104:

(iv) anticipated or reappropriated state impact aid
received under the provisions of 20-9-304;

(v) anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-8013,
61-3-504(2), 61-3-521, 61-3-537, and 67-3-204;

(vi) anticipated net proceeds taxes for tneeptm
production-and new production, as defined in 15-23-601;

(vii) anticipated revenue from local government
severance taxes as provided in 15-36-112;

{viii) anticipated revenue from coal gross proceeds
under 15-23-703;

(ix) anticipated interest to be earned or reappropriated
interest earned by the investment of general fund cash in
accordance with the provisions of 20-9-213(4);

(x) anticipated revenue from corporation license taxes
collected from financial institutions under the provisicns
of 15-31-702; and

(x1) any other revenue anticipated by the trustees to be
received during the ensuing school fiscal year which may be
used to finance the general fund.

{c) Subtract the money available to reduce the property
tax required to finance the general fund that has been
determined in subsection (1){b) from the total requirement

determined in subsection (1l)(a).
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(2) The net general fund levy requirement determined in
subsection (l}(¢) must be reported to the county
commissioners on the second Monday of August by the county
superintendent as the general fund levy requirement for the
district, and a levy must be made by the county
commissiconers in accordance with 20-9-142."

Section 9. section 20-9-331, MCA, is amended tc read:

"20-9-331. Basic county tax and other revenues for
county equalization of the elementary district foundation
program. {1) The county commissioners of each county shall
levy an annual basic tax of 33 mills on the dollar of the
taxable value of all taxable property within the county,
except for property subject to a tax or fee under 23-2-517,
23-2-803, 61-3-504(2), 61-3-521, 61-3-537, and 67-3-204, for
the purposes of local and state foundation program support.
The revenue collected from this levy must be apportioned to
the support of the foundation programs of the elementary
school districts in the county and to the state special
revenue fund, state equalization aid account, in the
following manner:

{(a)} In order to determine the amount of revenue raised
by this levy which is retained by the county, the sum of the
estimated revenue identified in subsection {2) must be
subtracted from the total of the foundation programs of all

elementdry districts of the county,
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{b) If the basic levy prescribed by this section
preduces more revenue than 1is required to finance the
difference determined in subsection (1l){a), the county
treasurer shall remit the surplus £funds to the state
treasurer for deposit to the state special revenue fund,
state equalization aid account, immediately upon occurrence
of a surplus balance and each subseguent month thereafter,
with any final remittance due no later than June 20 of the
fiscal year for which the levy has been set.

{(c) If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsection
{2) is insufficient teo fully fund the percentage decermined
in 20-9-347(1){b) and the county is eligible for an
apportionment of state equalization aid under the provisions
of 20-%-347(l)(c), the county superintendent shall notify
the superintendent of public instruction of the deficiency.
The superintendent of public instruction shall increase the
state equalizatiaon aid payments to the districts in the
affected county to offset the deficiency. A payment may not
be made under this subsection (c) that allows a district to
receive foundation program funding in excess of the
foundation program amount of the district.

{2) The revenue realized from the county's portion of
the levy prescribed by this section and the revenue from the

following sources must be used for the equalization of the
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elementary district foundation programs of the county as
prescribed in 20-9-334, and a separate accounting must be
kept of the revenue by the county treasurer in accordance
with 20-9-212(1}:

{a) the portion of the federal Taylor Grazing Act funds
distributed to a county and designated for the common school
fund under the provisions of 17-3-222;

(b) the portion of the federal flood control act £unds
distributed tc a county and designated for expenditure for
the benefit of the county common schools under the
provisions of 17-3-232;

{c) all money paid into the county treasury as a result
of fines for wviolations o©of law, except money paid to a
justice's court, and the use of which 1s not otherwise
specified by law;

{d¢) any money remaining at the end of the immediately
preceding school fiscal year in the county treasurer’'s
accounts for the various socurces of revenue established or
referred to in this section;

{(e) any federal or state money distributed to the
county as payment in lieu of property taxation, including
federal forest reserve funds allocated under the provisions
of 17-3-213;

(f) gross proceeds taxes from coal under 15-23-703;

(g) net proceeds taxes for interim-preduction—and new
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production, as defined in 15-23-601, and 1local government
severance taxes on any other production occurring after
becember 31, 1988; and

(h) anticipated revenue from property taxes and fees
imposed under 23-2-517, 23-2-803, 61-3-504(2), 61-3-521,
61-3-537, and 67-3-204."

Section 10. section 20-9-333, MCA, is amended to read:

®"20-9-333. Basic special levy and other revenues for
county equalization of high school district £foundation
program, (1) The county commissioners of each county shall
levy an annual basic special tax for high schools of 22
mills on the dollar of the taxable value of all taxable
property within the county, except for property subject to a
tax or fee under 23-2-517, 23-2-803, 61-3-504(2), 61-3-521,
61-3-537, and 67-3-204, for the purposes of local and state
foundation program support. The revenue collected from this
levy must be apportioned to the support of the foundation
programs of high school districts in the county and to the
state special revenue fund, state equalization aid account.,
in the following manner:

{a) 1In order to determine the amount of revenue raised
by this levy which is retained by the county, the sum of the
estimated revenue identified in subsection (2} must be
subtracted from the sum of the county's high school tuition

obligation and the total of the foundation programs ol all
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high school districts of the county.

{b) If the basic levy prescribed by this section
produces more revenue than is required to finance the
difference determined in subsection (1}(a), the county
treasurer shall remit the gurplus funds to the state
treasurer for deposit to the state special revenue fund,
state egualization aid account, immediately upon occurrence
of a surplus balance and each subseguent month thereafter,
with any final remittance due nc later than June 20 of the
fiscal year for which the levy has been set.

{c) If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsection
(2} is insufficient to fully fund the percentage determined
in 20-9-347(1){bk)} and the county is eligible for an
apportionment of state equalization aid under the provisions
of 20-9-347(1)(c), the county superintendent shall notify
the superintendent of public instruction of the deficiency.
The superintendent of public instruction shall increase the
state equalization aid payments to the districts in the
affected county to cffset the deficiency. A payment may not
be made under this subsection (c) that allows a district to
receive foundation program £funding in excess of the
foundation program amount of the district.

(2) The revenue realized from the county's portion of

the levy prescribed in this section and the revenue from the
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Eollcwing sources must be used fcr the equalization of the
high school district foundation programs of the county as
prescribed in 20-9-334, and a separate accounting must be
kept of the revenue by the county treasurer in accordance
with 20-9-212(1}:

(a} any money remaining at the end of the immediately
preceding school fiscal vyear in the county treasurer's
accounts for the various sources of revenue established in
this section;

(b} any federal or state money distributed to the
county as payment in lieu of property taxation, including
teaeral torest reserve funds allocated under the provisions
of 17-3-213;

(c) grass proceeds taxes from coal under 15-23-703;

(d} net proceeds taxes for interim-production-—and new
production, as defined in 15-23-601, and local government
severance taxes on any other productien occurring after
December 31, 198B8; and

{e) anticipated vrevenue from property taxes and fees
imposed under 23-2-517, 23-2-803, 61-3-504(2), 61-3-521,
61-3-537, and 67-3-204."

Section 11. secticn 20-10-144, MCA, is amended to read:

"20-10-144. Computation of revenues and net tax levy
requirements for the transportation fund budget. Before the

fourth Monday of July and in accordance with 20-9-123, the

~-23- SB 86

10
11
12
13
14
15

16

18
19
20
21
22
23
24

25

SB 0086/02

county superintendent shall compute the revenue available to
finance the transportation fund budget of each district. The
county superintendent shall compute the revenue for each
district on the following basis:

{1) The *“schedule amcunt" of the preliminary budget
expenditures that is derived from the rate schedules in
20-10-141 and 20-10-142 must be determined by adding the
following amounts:

{ay the sum of the maximum reimbursable expenditures
for all approved school bus routes maintained by the
district (to determine the maximum reimbursable expenditure,
multiply the applicable rate per bus mile by the total
number of miles to be traveled during the ensuing school
fiscal year on each bus route approved by the county
transportation committee and maintained by such district);
plus

{b) the total of all individual transportation per diem
reimbursement rates for the district as determined from the
contracts submitted by the district multiplied by the number
of pupil-instruction days scheduled for the ensuing school
attendance year; plus

(¢) any estimated costs for supervised home study or
supervised correspondence study for the ensuing school
fiscal year; plus

{d} the amount budgeted on the preliminary budget for
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the contingency amount permitted in 20-10-143, except if the
amount exceeds 10% of the total of subsections (l)(a),
{1){b), and ({l){c) or §$100, whichever 1is larger, the
contingency amcunt on the preliminary budget must be reduced
to the limitation amount and used in this determinaticon of
the schedule amount.

{2) The schedule amount determined in subsection (1) or
the total preliminary transportation fund budget, whichever
is smaller, is divided by 3 and the resulting one-third
amount is used to determine the available state and county
revenue to be budgeted on the following basis:

(a) the resulting one-third amount 1is the budgeted
state transportation reimbursement, except that the state
transportation reimbursement for the transportation of
special education pupils under the provisions of 20-7-442
must be two-thirds of the schedule amount attributed to the
transportation of special education pupils;

{b) the resulting one-third amount, except as provided
for joint elementary districts in subsection (2)(e), is the
budgeted county transportation reimbursement for elementary
districts and must be financed by the basic county tax under

the provisions of 20-9-334;

(c) the resulting one-third amount multiplied by 2 is.

the budgeted county transportation reimbursement amount for

high school districts financed under the provisions of
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subsection ({5), except as provided for joint high school
districts in subsecticn (2)(e), and except that the county
transportation reimbursement for the transportation of
special education pupils under the provisions of 20-7-442
must be one-third of the schedule amount attributed to the
transportation of special education pupils;

{d) when the district has a sufficient amount of cash
for reappropriation and other sources of district revenue,
as determined in subsection (3), to¢ reduce the total
district obligation for financing to zZero, any remaining
amount of district revenue and cash reappropriated must be
used to reduce the county financing obligation in subsection
{2)(b) or (2)(c) and, if the county financing obligations
are reduced te zero, to reduce the state financial
obligation in subsection (2){(a); and

{e) the county revenue requirement for a joint
district, after the application ¢f any district money under
subsection (2}(d), must be prorated to each county
incorporated by the joint district in the same proportion as
the ANB of the Joint district is distributed by pupil
residence in each county.

(3) The total of the money available for the reduction
of property tax on the district for the transportation fund
must be determined by totaling:

{a) anticipated federal money received under the
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provisions of Title I of Public Law 81-874 or other
anticipated federal money received in lieu of that federal
act; plus

(b) anticipated payments from other districts for
providing school bus transportatiocn services for the
district; plus

{¢) anticipated payments from a parent or guardian for
providing school bus transportation services for his child;
plus

(d) anticipated or reappropriated interest to be earned
by the investment of transportation fund cash in accordance
with the provisions of 20-9-213(4); paus

(e) anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-803,
61-3-504(2), 61-3-521, 61-3-537, and 67-3-204; plus

(E) gross proceeds taxes from cecal under 15-23-703;
plus

{g) net proceeds taxes for interim-preductien--and new
production, as defined in 15-23-601, and local government
severance taxes on any other production occurring after
December 31, 1988; plus

{h) any other revenue anticipated by the trustees to be
earned during the ensuing school fiscal year which may be
used to finance the tramsportation fund; plus

(i) any cash available for reappropriation as
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determined by subtracting the amount of the end-of-the-year
cash balance earmarked as the transportation fund cash
reserve for the ensuing school fiscal year by the trustees
from the end-of-the-year cash balance in the transportation
fund. The cash reserve may not be more than 20% of the final
transportation fund budget for the ensuing schocl fiscal
year and 1is for the purpose of paying transportation fund
warrants issued by the district under the final
transportation fund budget.

{4) The district levy requirement for each district's
transportation fund must be computed by:

{a} subtracting the schedule amount calculated in
subsection (1) from the total preliminary transportation
budget amount and, for an elementary district, adding the
difference to the district obligation to finance one-third
of the schedule amount as determined in subsection (2); and

{b) subtracting the amount of money available to reduce
the property tax on the district, as determined in
subsection (3), from the amount determined in subsecticn
(4)(a).

(5) The county levy requirement for the financing of
the c¢ounty transportation reimbursement to high school
districts is computed by adding all reguirements for all the
high schoocl districts of the county, including the county's

obligation for reimbursements in joint high school
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districts,

(&) The transportation fund levy requirements
determined in subsection {4} for each distriet and in
subsection (5) for the county must be reported to the county
commissioners on the second Monday of August by the county
superintendent as the transportation fund levy requirements
for the district and for the county, and the levies must be
made by the county commissioners in accordance with
20-9-142."

NEW SECTION. Section 12. Effective date. [This act] is

effective on passage and approval.

~End-
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SENATE BILL NO. 86
INTRODUCED BY ECK

BY REQUEST OF THE DEPARTMENT OF REVENUE

A BILL FOR AN ACT ENTITLED: "AN ACT TC CLARIFY THE TAXATION
QF 0OIL AND NATURAL GAS BY DELETING ORSOLETE REFERENCES TO

INTERIM PRODUCTION; CLARIFYING THE ALLOCATION OF NEW

PRODUCTION; AMENDING SECTIONS 15-23-601, 15-23-602,

15-23-603, 15-23-607, 15-23-613, 15-23-621, 15-36-101,
20-9-141, 20-9-331, 20-5-333, AND 20-10-144, MCA: AND

PROVIDING AN IMMEDIATE EFFECTIVE DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-23-601, MCA, is amended to read:
"15-23-601. Definitions. As used in this part, the

following definitions apply:

{1) “Excise tax" means the windfall profit tax on
domestic crude oil imposed by Title I of the federal Crude
0il Windfall Profit Tax Act of 1980, as enacted or as
amended.

$23--2interim-—-production®—--means--the--production--of
natural-gasr-petroteums-er-other-crude-or-minerat--sit--from
any~weti-thats

ta}--has--not--produced-naturat-gasr-petrolteums-or-other

eruyde——or-—minerat--ott--during——the--5--years---imme ‘tatety
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preceding-the-first-month-cf-interim-preduction;-and
tby--began——-interim--production-after-June-305-1585y~and
before-Apri}-17-198%%
t33¥(2) The term "new production" means the production
of natural gas, petroleum, or other crude or mineral oil
from any wells

+a¥ DRILLED AFTER JUNE 30, 1985, that has not produced

natural gas, petroleum, or other crude or mineral oil during
the 5 years immediately preceding the first month of
qualified new producticny-and

tby--on-—-whitch-the-notification-required-in-15-36-121t2}
was-given.

t43(3) The terms “operator" and "producer" mean any
person who engages in the business of drilling for,
extracting, or producing any natural gas, petroleum, or
other crude or mineral oil.

£5+(4;, The term "well” includes each single well or
group of wells, including dry wells, in one field or
production unit and under the contrel of one operator or

producer.”
Section 2. section 15-23-602, MCA, is amended to read:
"15-23-602. Statement of sales proceeds on tnterim
preduction-and new production. (1) As provided in subsection
{2), each operator or producer of interim-preduestion er new

production of natural gas, petroleum, or other crude or

THIRD READING
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mineral oil shall make out and deliver to the department of
revenue a statement of the gross sales proceeds of interim
produceion-or new production of natural gas, petroleum, or
other crude or mineral oil from each well owned or worked by
the person. The gross sales proceeds must be determined by
multiplying the units of production sold from the well times
the royalty unit value of that production at the well, The
statement must be in the form prescribed by the department
and must be verified by the cath of the operator or producer
or the manager, Ssuperintendent, agent, president, or
vice-president of the corporation, association, or
partnership. The statement must show the following:

(a) the name and address of the operator, together with
a list in duplicate of the names and addresses of any
persons cowning or claiming any royalty interest in the
production from the well or the proceeds derived from the
sale of the production, and the amount paid or yielded as
royalty to each of those persons during the pericd covered
by the statement;

(b) the description and location of the well;

{c) the number of cubic feet of natural gas, barrels of
petroleum or other crude or mineral oil scld from the well
during the period covered by the statement; and

(d) the gross sales proceeds in dollars and cents or,

in the case of sales between parties not acting at arm's
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length, the greater of the gross sales proceeds from or the
fair market value of the products sold.

(2) Each operator having tnterim--production--or new
production as defined in 15-23-601 shall, on or before the
last day of the months of October, January, April, and July,
make out and deliver to the department of revenue a
statement of the gross sales proceeds of the interim
production-or new production from each well owned or worked
by the person during the preceding calendar quarter. The
statement must be in the form prescribed by the department
and verified as provided in subsection (1). The statement
must show the information required in subsections (1l){a)
through {(1)(d)."

Section 3. Ssection 15-23-603, MCA, is amended to read:

"15-23-603. Net proceeds -- how computed. (1} As
provided in subsection (2), the department of revenue shall
calculate and compute from the returns the gross sales
proceeds of the product yielded from the well for the vyear
covered by the statement and shall calculate the net
proceeds of the well yielded to the producer, which net
proceeds are determined.by subtracting from the gross sales
proceeds of the well all royalty paid in cash by the
operator or producer and the gross wvalue of all royalty
apportioned in kind by the cperator or producer deétermined

by using as- the value of a barrel of oil or a cubic foot of
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gas the average selling price for the calendar year of a
barrel of 0il or a cubic foot of gas from the well out of
which the royalty was paid.

(2} For tinterim--produectien--o¢ new production, net
proceeds are the equivalent of the gross sales proceeds,
without deduction for excise taxes, of the product yielded
from the well for the gquarter covered by the statement,
except that in computing the total number of barrels of
petroleum and other mineral or crude 0il or cubic feet of
natural gas produced, there must be deducted so much of the
product as is used in the operation of the well from which
the petroleum or other mineral or crude cil or natural gas
is produced for pumping the petroleum or other mineral or
crude oil or natural gas from the well to a tank or
pipeline.

(3) In the statement of sales proceeds required under
15-23-602 for lease or unitized areas from which interim-—-ar
new production and other production have been sold, the
number of barrels of interim-and new production of o0il or
cubic feet of #interim--er new production of gas must be
segregated from and stated separately from the number of
barrels of other production of oil or cubic feet of other
production of gas.

(4) 1In calculating the deduction for money expended for

necessary chemical supplies needed and used in a tertiary
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recovery project approved by the department of revenue, as
provided in 15-36-101, the department shall reqguire that the
necessary chemical supplies, which include but are not
limited to carbon dioxide supplies, be amortized over a
i0-year period beginning with the year in which the money
was expended.”

Section 4. section 15-23-607, MCA, is amended to read:

"15-23-607. County assessors to compute taxes., (1)
Immediately after the board of county commissioners has
fixed tax levies on the second Monday in August, the county
assessor shall, subject to the provisions of 15-23-612,
compute the taxes on net proceeds, as provided in subsection
(2) of this section, and royalty assessments and shall
deliver the book to the county treasurer on or before
September 15. The county treasurer shall proceed to give
full notice of the assessments to the cperator and shall
collect the taxes as provided by law.

{2} For interim--preduetisn—-a¢ new production, as
defined in 15-23-601, the county assessor may not levy or
assess any mills against the value cof the interim-preduetion
or new production, but shall instead levy a tax as follows:

ta} for interim--preoduecion--er new production of
petroleum or other mineral or crude 0il, 7% of net proceeds,
as described in 15-23-603(2); or

{b) [or tnterim-preduction-or new production of natural
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gas, 12% of net proceeds, as described in 15-23-603(2).

{3) The amount of tax levied in subsections {2)(a) and
{2)(b), divided by the appropriate tax rate and multiplied
by 60%, must be treated as taxable value For county bonding
purposes.

(4) The taxable value of net proceeds for the purpose
of computing guaranteed tax base aid for schools is the
amount of tax received by a district in the previous year
divided by the number of mills levied by the district in the
previous year, multiplied by 1,000, This amount must be
added to the district, county, and statewide taxable value
when computing guaranteed tax base aid under 20-9-368.

{5) The operator or producer is liable for the payment
of the taxes that, except as provided in 15-16-121, are
payable by and must be collected from the operators in the
same manner and undeér the same penalties as provided for the
collection of taxes upon net proceeds of mines. However, the
operator may at his option withhold from the proceeds of
royalty interest, either in kind or in money, an estimated
amount of the tax to be paid by him upon the royalty or
royalty interest. After the withholding, any deviation
hetween the estimated tax and the actual tax may be
accounted for by adjusting subsequent withholdings from the

proceeds of royalty interests.”

Section 8. Section 15-23-613, MCA, is amended to read:
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"15-23-613. Disposition of interim-preduction--and new
production taxes. The county treasurer shall credit all
taxes on ineerim-prodnctien-and new production, as provided
for inm 15-23-607, in the relative proportions required by
the levies for state, county, school district, and municipal
purposes in the same manner as property taxes were
distributed in the year preceding the budget year."

Section B. section 15-23-621, MCA, is amended to read:

"]15-23-621. Allocation of new production. (1) If a
lease has production that does not qualify for new ar
interem production and a-produeing-weiit-is-compieted-on-the

tepse-pfter--December--33;--3986 HAS NEW PRODUCTION, the

allocation of the new production must be based on the
average daily production per well. The average daily
production per well must be determined by dividing the total
production for the guarter by the number of well productioen
days for the guarter.

{2) ®ne EXCEPT AS_PROVIDED IN SUBSECTION (4], THE

numtber of well production days for the quarter is the sum of
the number of completed wells on the first day of the
quarter times the mimber of days in the guarter plus the
nuber of days from the date of complétion of any wells
during the quarter to the end of the quarter. New production
for the quarter must then be calculated by multiplying the

average daily production per well times the nutvber of wells
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compieted-after-PBecember-337-39867 PRODUCING NEW PRODUCTION

times the number of production days attributed to those
wells for the gquarter. The value of the production must be
based on the average price received for the production for
the quarter.

{3) Average daily production, well production days, and
average price must be calculated each quarter.

(4) SUBSECTIONS (1) THRQUGH {3) DO NOT APPLY TO A WELL

PRODUCING NEW PRODUCTION FROM A LEASE THAT HAS PRODUCTION

THAT DOES NOT QUALIFY FOR NEW FRODUCTION IF THE ACTUAL NEW

PRODUCTION FROM THE WELL CAN BE DETERMINED IN A VERIFIABLE

MANNER."

Section 7. Section 15-36-101, MCA, is amended to read:

*®15-36-101. Definitions and rate of tax -- state
severance tax - local government severance tax -——
assessment of nonworking interest owner -- exemption., (1)

Every person engaging in or carrying on the business of
producing petroleum, other mineral or crude oil, or natural
gas within this state or engaging in or carrying on the
business of owning, controlling, managing, leasing, or
operating within this state any well or wells from which any
merchantable or marketable petroleum, other mineral or crude
oil, or natural gas is extracted or produced shall, except
as provided in 15-36-121, each year when engaged in or

carrying on the business in this state pay to the department
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of revenue a state severance tax for the exclusive use and
benefit of the state of Montana plus a local government
severance tax in lieu of a tax on net proceeds for the
exclusive use and benefit of local government. Except as
provided in subsection (3), the state severance tax and the
local government severance tax are as follows:

{a) except as provided in subsections (1)(b), {(1l){c),
and (1)(d), a 5% state severance tax on the total gross
taxable wvalue of all the petroleum and other mineral or
crude sil produced by the person; plus the local government
severance tax of 8.4% on the gross taxable value of all the
petroleum and other mineral or crude oil produced by the
person other than interim--production-and new production,
from each lease or unit; but in determining the amount of
the state severance tax and local government severance tax,
there must be excluded from consideration all petroleum or
other crude or mineral oil produced and used by the person
during the year in connection with his operations in
prospecting for, developing, and producing the petroleum or
crude or mineral oil;

(b) a 2.65% state severance tax on the total gross
taxable value of all natural gas produced by the person,
plus the 1local government gseverance tax of 15.25% on the
total gross taxable value of all natural gas produced by the

person cther than interim-productisn-or new production, from
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each lease or unit; but in determining the amount of the
state severance tax and the local government severance tax,
there must be excluded from consideration all gas produced
and used by the person during the year in connection with
his operations in prospecting for, developing, and producing
the gas or petroleum or crude or mineral oil; and there must
alse be excluded from consideration all gas, iacluding
carbon dicxide gas, recycled or reinjected into the ground;

{c) a 2.5% state geverance tax on the total gross
taxable value of the incremental petroleum and other mineral
or crude oil produced by the person, plus the local
government severance tax of 5% on the total gross taxable
value of the incremental petroleum and other mineral or
crude o0il produced by the person other than tnterim
production--and new production, from each lease or unit in a
tertiary recovery project after July 1, 1985. For purposes
of this section, a tertiary recovery project must meet the
following requirements:

{i) the project must be approved as a tertlary recovery
project by the department of revenue. The approval may be
extended only after notice and hearing in accordance with
Title 2, chapter 4.

(i1) the property to be affected by the project must be
adegquately: delineated according to the specifications

required by the department; and
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{iii) the project must involve the application of one or
more tertiary recovery methods that can reasonably be
expected to result in an increase, determined by the
department to be significant in light of all the facts and
circumstances, in the amount of c¢rude o¢il which may
potentially be recovered. For purposes of this section,
tertiary recovery methods include but are not limited to:

(A) miscible fluid displacement;

(B) steam drive injection;

(C) micellar/emulsion fleooding;

(D) in situ combustion;

(E) polymer augmented water flooding;

(F)} cyclic steam injection;

{(G) alkaline or caustic flooding;

({H) carbon dioxide water flooding;

{I) immiscible carbon dioxide displacement; or

(J) any other method approved by the department as a
tertiary recovery method.

{d) a 5% local government severance tax on the total
gross taxable value of all petroleum and other mineral or
crude oil produced by the person other than interim-and new
praduction produced by a stripper well, as defined in
15-36-121.

(2) For purposes of this section, the term "incremental

petroleum and other mineral or crude o0il" means the amount
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of 0il, as determined by the department of revenue, to be in
excess of what would have been produced by primary and
secondary methods. The determination arrived at by the
department must be made only after notice and hearing and
shall specify through the 1life of a tertiary project,
calendar year by calendar year, the combined amount of
primary and secondary production that must be used to
establish the incremental production from each lease or unit
in a tertiary recovery project.

(3) {(a) A local government severance tax is imposed on
the gross value paid in cash or apportioned in kind to a
nonworking interest owner by the operator or producer of
extracted marketable petroleum, other mineral or ¢rude oil,
er natural gas subject to local government severance taxes
imposed under this chapter. The local government severance
tax on nonworking interest owners is computed at the
following rates:

(i) 12.5% on the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted marketable petrocleum and
other mineral or crude oil;

(ii) 15.25% on the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted or marketable natural gas.

(b} The amounts paid or apportioned in kind to
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nonworking interest owners are exempt from the local
government severance taxes imposed under 15-36-121(2) and
under subsections {1l)(a) through (l)(d) of this section.

(4) Nothing in this part may be construed as requiring
laborers or employees hired or employed by any person to
drill any oil or natural gas well or to work in or about any
0il or natural gas well or prospect or explore for or do any
work for the purpose of developing any petroleum, other
mineral or crude 0il, or natural gas toc pay the sewverance
tax, nor may work done or the drilling of a well or wells
for the purpose of prospecting or exploring for petroleunm,
other mineral or c¢rude oil, or natural gas or for the
purpose of developing them be considered to be the engaging
in or carrying on of the business. If, in the doing of any
work, in the drilling of any cil or natural gas well, or in
prospecting, exploring, or development work, any
merchantable or marketable petroleum, other mineral or crude
0il, or natural gas in excess of the quantity required by
the person for carrying o©on the operation is produced
sufficient in gquantity to Justify the marketing of the
petroleum, other mineral or crude oil, or natural gas, the
work, drilling, prospecting, exploring, or development work
is considered to be the engaging in and carrying on of the
business of producing petroleum, other mineral or crude oil,

cr natural gas within this state within the meaning of this
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section.

(5) Every person reguired to pay the state or 1local
government severance tax under this section shall pay the
tax in full for his own account and for the account of each
of the other owner or owners of the gross proceeds in value
or in kind of all the marketable petroleum or other mineral
or crude o©il or natural gas extracted and produced,
including owner or owners of working interest, royalty
interest, overriding royalty interest, carried working
interest, net proceeds interest, production payments, and
all other interest or interests owned or carved out of the
total gross proceeds in value or in kind of the extracted
marketable petroleum or other mineral or crude oil or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
exempt from taxation under this chapter. Unless otherwise
provided in a contract or lease, the pro rata share of any
royalty owner or owners will be deducted from any
settlements under the lease or leases or division of
proceeds orders or other contracts.

{6) Por purposes of this section, the following
definitions apply:

(a) "Gross taxable value" means the gross value of the
product as determined in 15-36-103 less the gross value paid

in cash or apportioned in kind to a nonworking interest
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owner by the operator or producer of extracted marketable
petroleum, other mineral or crude oil, or natural gas.

{(b) “"Nonworking interest owner" means any interest
owner who does not share in the development and operation
costs of the lease or unit.”

Section B. section 20-9-141, MCA, is amended to read:

"20-9-141. Computation of general fund net levy
requirement by county superintendent. (1) The county
superintendent shall compute the levy requirement for each
district's general fund on the basis of the following
procedure:

(a) Determine the funding required for the district's
final general fund budget less the amount established by the
schedules in 20-9-316 through 20-9-321 by totaling:

{i) the district's nonisolated school foundation
program requirement to be met by a district levy as provided
in 20-9-303; and

(ii) any additional general fund budget amount adopted
by the trustees of the district under the provisions of
20-9-353, including any additional levies authorized by the
electors of the district.

{(b) Determine the money available for the reduction of
the preoperty tax on the district for the general fund by
totaling:

(i) anticipated federal money received under the
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provisions of Title I of Public Law 81-874 or other
anticipated federal money received in lieu of that federal
act;

{ii) anticipated tuition payments for out-ocf-district
pupils under the provisions of 20-5-303, 20-5-307, 20-5-312,
and 20-5-313;

{ili) general £fund cash reappropriated, as established
under the provisions of 20-9-104;

(iv) anticipated " or reappropriated state impact aid
received under the provisions cf 20-9-304;

(v} anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-8013,
61-3-504(2), 61-3-521, 61-3-537, and 67-3-204;

(vi) anticipated net proceeds taxes for tntesim
production-and new production, as defined in 15-23-601:

(vii) anticipated revenue from local government
severance taxes as provided in 15-36-112;

(viii) anticipated revenue from coal gross proceeds
under 15-23-~-703;

lix) anticipated interest to be earned or reappropriated
interest earned by the investment of general fund cash in
accordance with the provisions of 20-9-213(4);

(x) anticipated revenue from corparation license taxes
collected from financial institutions under the provisions

of 15-31-702; and
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{(%xi) any other revenue anticipated by the trustees to be
received during the ensuing school fiscal year which may be
used to finance the general fund.

(¢) Subtract the money available to reduce the property
tax required to finance the general fund that has been
determined in subsection (1)(b) from the total requirement
determined in subsection (1)(a).

{2) The net general fund levy requirement determined in
subsection (1)(ec) must be reported to the county
commissioners on the second Monday of August by the county
superintendent as the general fund levy requirement for the
district, and a levy must be made by the county
commissioners in accordance with 20-9-142."

Section 9. Section 20-3-331, MCA, is amended to read:

“20-%9-331. Basic county tax and other revenues for
county equalization of the elementary district foundation
program. (1) The county commissioners of each county shall
levy an annual basic tax of 33 mills on the dollar of the
taxable value of all taxable property within the county,
except for property subject to a tax or fee under 23-2-517,
23-2-803, 61-3-504(2), 61-3~521, 61-3-537, and 6€7-3-204, for
the purposes of local and state foundation program support.
The revenue collected from this levy must be apporticned to
the support of the foundation programs of the elementary

school districts in the county and ta the state special

-18- SEB 86



[¥ I - S TV

2o~

10

12
13
14
1is
16
17
18
19
20
21
22
23
24

25

SB 0086/03

revenue fund, state egualization aid account, in the
following manner:

(a) In order to determine the amocunt of revenue raised
by this levy which is retained by the county, the sum of the
estimated revenue identified in subsection (2) must be
subtracted Erom the total of the foundation programs of all
elementary districts of the county.

(b} IE the basic levy prescribed by this section
produces more revenue than is required to finance the
difference determined 1in subsection (l){a), the county
treasurer shall remit the surplus funds to the state
treasurer for deposit to the state special revenue fund,
state equalization aid account, immediately upon occurrence
of a surplus balance and each subsequent month thereafter,
with any final remittance due no later than June 20 of the
fiscal year for which the levy has been set.

{c) If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsection
{2) is insufficient to fully fund the percentage determined
in 20-9-347(1)(b) and the c¢ounty 1is eligible for an
apportionment of state equalization aid under the provisions
of 20-9-347(l)(c), the county superintendent shall notify
the superintendent of public instruction of the deficiency.
The superintendent of public instruction shall increase the

state equalization aid payments ¢to the districts in the
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affected county to offset the deficiency. A payment may net
be made under this subsection (c¢) that allows a district to
receive foundation program funding in excess of the
foundation program amount of the district.

{2) The revenue realized from the county's portion of
the levy prescribed by this section and the revenue from the
following sources must be used for the equalization of the
elementary district foundation programs of the county as
prescribed in 20-9-334, and a separate accounting must he
kept aof the revenue by the county treasurer in accordance
with 20-9-212(1):

{4} the porticn of the federal Taylcr CGrazing Act funds
distributed to a county and designated for the common school
fund under the provisions of 17-3-222;

(b) the portion of the federal flood control act funds
distributed to a county and designated for expenditure for
the benefit of the county common schools under the
provisions of 17-3-232;

{c} all money paid into the county treasury as a result
of fines for wviolations of law, except money paid to a
justice's court, and the use of which is not otherwise
specified by law;

{d} any money remaining at the end of the immediately
preceding school fiscal year in the county treasurer's

accounts for the various sources of revenue established or
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referred to in this section;

(e) any federal or state money distributed to the
county as payment in lieu of property taxation, including
federal forest reserve funds allocated under the provisions
of 17-3-213;

{f) gross proceeds taxes Erom coal under 15-23-703;

{g) net proceeds taxes for interim-preduebieon-and new
production, as defined in 15-23-601, and 1local government
severance taxes on any other production occurring after
December 31, 1988; and

{h) anticipated revenue from property taxes and fees
imposed wunder 23-2-517, 23-2-803, 61-3-504(2), 61~3-521,
61-3-537, and 67-3-204."

Section 10. Ssection 20-9-333, MCA, is amended to read:

"20-9-333. Basic special levy and other revenues for
county egualization of high school district foundation
program. (l) The county commissioners of each county shall
levy an annual basic special tax for high schools of 22
mills on the dollar of the taxable value of all taxable
property within the county, except for property subject to a
tax or fee under 23-2-517, 23-2-803, 61-3-504{2), 61-3-521,
61-3-537, and 67-3-204, for the purposes of local and state
foundation program support. The revenue collected from this
levy must be apporticned to the support of the foundation

programs of high school districts in the county and to the
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state special revenue fund, state equalization aid account,
in the following manner:

(a) In order to determine the amount of revenue raised
by this levy which is retained by the county, the sum of the
estimated revenue identified in subsection (2) must be
subtracted from the sum of the county's high school tuition
obligation and the total of the foundation programs of all
high school districts of the county.

{b) If the basic 1levy prescribed by this section
produces more revenue than is required to finance the
difference determined in subsection (1)(a), the county
treasurer shall remit the surplus funds to the state
treasurer for deposit to the state special revenue fund,
state equalization aid account, immediately upon occurrence
of a surplus balance and each subseguent month thereafter,
with any final remittance due no later than June 20 of the
fiscal year for which the levy has been set.

{(c) If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsection
(2) is insufficient to fully fund the percentage determined
in 20-9-347(1)(b) and the county is eligible £or an
apportionment of state equalization aid under the provisions
of 20-9-347(1)(c), the county superintendent shall notify
the superintendent of publie instruction of the deficiency.

The superintendent of publie instruction shall increase the
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state equalization aid payments to the districts in the
affected county to offset the deficiency. A payment may not
be made under this subsection (c) that allows a district to
receive foundation program funding in excess of the
foundation program amount of the district.

{2) The revenue realized from the county's portion of
the levy prescribed in this section and the revenue from the
following sources must be used for the egualization of the
high school district foundation programs of the county as
prescribed in 20-9-334, and a separate accounting must be
kept of the revenue by the county treasurer in accordance
with 20-9-212(1):

(&) any money remaining at the end of the immediately
preceding school fiscal year in the county treasurer's
accounts for the various sources of revenue established in
this section;

{b} any federal or state money distributed to the
county as payment in lieu of property taxation, including
federal forest reserve funds allocated under the provisions
cf 17-3-213;

{c) gross proceeds taxes from ccal under 15-23-703;

(d) net proceeds taxes for interim-production-—-and new
production, as defined in 15-23-601, and local government
severance taxes on any other production occurring after

December 31, 1988; and

-23- SB 86

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

SB 0086/03

(e) anticipated revenue from property taxes and fees
imposed under 23-2-517, 23-2-803, 61-3-504(2), 61-3-521,
61-3-537, and 67-31-204."

Section 11. Section 20-10-144, MCA, is amended to read:

"20-10-144. Computation of revenues and net tax levy
requirements for the transportation fund budget. Before the
fourth Monday of July and in accordance with 20-9-123, the
county superintendent shall compute the revenue available to
finance the transportation fund budget of each district. The
county superintendent shall compute the revenue for each
district on the following basis:

(1) The "schedule amount" of the preliminary budget
expenditures that is derived from the rate schedules in
20-10-141 and 20-10-142 must be determined by adding the
fellowing amounts:

(a} the sum of the maximum reimbursable expenditures
for all approved school bus routes maintained by the
district (to determine the maximum reimbursable expenditure,
muitiply the applicable rate per bus mile by the total
number of miles to be traveled during the ensuing school
fiscal year on each bus route approved by the county
transportation committee and maintained by such district);
plus

{b) the total of all individual transportation per diem

reimbursement rates for the district as determined from the
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contracts submitted by the district multiplied by the number
of pupil-instruction days scheduled for the ensuing school
attendance year; plus

{(c) any estimated costs for supervised home study or
supervised correspondence study for the ensuing school
fiscal year; plus

{d) the amount budgeted on the preliminary budget for
the contingency amount permitted in 20-10-143, except if the
amount exceeds 10% oF the total of subsections (l)(a).
{1){b), and (l){c) or 5100, whichever 1s larger, the
contingency amount on the preliminary budget must be reduced
to the limitation amount and used in this determination of
the schedule amount.

{2) The schedule amount determined in subsection {1l) or
the total preliminary transportation fund budget, whichever
is smaller, is divided by 3 and the resulting one-third
amount is used to determine the available state and county
revenue to be budgeted on the following basis:

{a) the resulting one-third amount is the budgeted
state transportation reimbursement, except that the state
transportation reimbursement for the transportation of
special education pupils under the provisions of 20-7-442
must be two-thirds of the schedule amount attributed to the
transportation of special education pupils;

{b) the resulting one-third amount, except as provided
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for joint elementary districts in subsection {2)(e), is the
budgeted county transportation reimbursement for elementary
districts and must be financed by the basic county tax under
the provisions of 20-9-334;

{(c¢) the resulting one-third amount multiplied by 2 |is
the budgeted county transportation reimbursement amount for
high scheool 4districts financed under the provisions of
subsection (5), except as provided for joint high scheol
districts in subsection (2)(e), and except that the county
transpertation reimbursement for the transportation of
special education pupils under the provisions of 20-7-442
must be one-third of the schedule amount attributed to the
transportation of special education pupils;

(d} when the district has a sufficient amount of cash
for reappropriation and other sources of district revenue,
as determined 1in subsection (3), to reduce the total
district obligation for financing to =zero, any remaining
amount of district revenue and cash reappropriated must be
used to reduce the county financing obligation in subsectiaon
{2)(b) or (2)(c) and, if the county financing obligafions
are reduced te zerp, to reduce the state financial
obligation in subsection (2)(a); and

{(e) the county revenue requirement for a joint
district, after the application of any district money under

subsection (2)(d), must be prorated to each county
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incorporated by the joint district in the same proportion as
the ANB aof the Jjoint district 1is distributed by pupil
residence in each county.

{3) The total of the money availahle for the reduction
of property tax on the district for the transportation fund
must be determined by totaling: )

{a} anticipated federal money received under the
provisions of Title I of Public Law 81-874 or other
anticipated federal money received in lieu of that federal
act; plus

(b) anticipated payments from other districts for
providing school bus transportaticn services for the
district; plus

(¢) anticipated payments from a parent or guardian for
providing school bus transportation services for his child;
plus

{d) anticipated or reappropriated interest to be earned
by the investment of transportation fund cash in accordance
with the provisions of 20-9-213(4); plus

(e) anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-803,
61-3~504(2), 61-3-521, 61-3-537, and 67-3-204; plus

(£) gross proceeds taxes from coal under 15-23-703;
plus

{g) net proceeds taxes for interfm—production"~and new
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production, as defined in 15-23-601, and local government
severance taxes on any other production occurring after
December 31, 1988; plus

{h) any other revenue anticipated by the trustees to be
earned during the ensuing school fiscal year which may be
used to finance the transportation fund; plus

(i) any cash available for reappropriation as
determined by subtracting the amount of the end-of-the-year
cash balance earmarked as the transportation fund cash
reserve for the ensuing school fiscal year by the trustees
from the end-of-the-year cash balance in the transportation
fund. The cash reserve may not be more than 20% of the final
transportation fund budget for the ensuing school fiscal
year and is far the purpose of paying transportation fund
warrants issued by the district under the final
transportation fund budget.

(4) The district levy requirement for each district's
transportation fund must be computed by:

(a) subtracting the schedule amount calculated in
subsection (1) from the total preliminary transportation
budget amcunt and, for an elementary district, adding the
difference to the district obligation ko finance cne-third
of the schedule amount as determined in subsection (2); and

(b) subtracting the amount of money available to reduce

the property tax on the district, as determined in
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subsection (3), from the amount determined in subsection
(4)(ay.

{(5) The county levy requirement for the financing of
the county transpertation reimbursement to high school
districts is computed by adding all requirements for all the
high school districts of the county, including the county's
obligation for reimbursements in joint high school
districts.

{6) The transportation fund levy requirements
determined in subsection (4) for each district and in
subsection (5) for the county must be reported to the county
commissioners on the second Monday of Rugust by the county
superintendent as the transportation fund levy requirements
for the district and for the county, and the levies must be
made by the county commissioners in  accordance with
20-9-142."

NEW SECTION. Section 12, EBffective date. [This act] is

effective on passage and approval.

-End-
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SENATE BILL NO. 86
INTRODUCED BY ECK

BY REQUEST OF THE DEPARTMENT OF REVENUE

A BILL FOR AN ACT ENTITLED: "AN ACT TO CLARIFY THE TAXATION
OF OIL AND NATURAL GAS BY DELETING OBSOLETE REFERENCES TO

INTERIM PRODUCTION; TO_CLARIFY TEE ALLOCATION OF NEW

PRODUCTION; AMENDING SECTIONS 15-23-601, 15-23-602,

15-23-603, 15-23~-607, 15-23-613, 15-23-621, 15-36-101,
20-9-141, 20-9-331, 20-9-333, AND 20-10-144, MCA; BND

PROVIDING AN IMMEDIATE EFFECTIVE DATE."

AE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-23-601, MCA, is amended to read:
"15-23-601. Definitions. As wused in this part, the

following definitions apply:

{1y "Excise tax" means the windfall profit tax on
domestic crude oil imposed by Title I of the federal Crude
0il Windfall Profit Tax Act of 1980, as enacted or as
amended.

t2y--YInterim-——praduction’---means--the—-preduction-—-of
naturat-gasr-pekreoienm;-or-other-crude-cr-minerat--oit--frem
any-weti-thats

tay--has——-nee--produced-naturai—-gas;-petrotesmy-or-other

erude--or—-minerat--oil--during-—the--5--years-—--immediately
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preeceding-che-firar-month-of-itnterim-productiony;-and
{by—-began--interim——production-after-June-39,-:985r-and
before-Apriéi-7-198%+
t3¥(2) The term "new production” means the production
of natural gas, petroleum, or other crude or mineral oil
from any wells

fay DRILLED AFTER JUNE 30, 1985, OR that has not

produced natural gas, petroleum, or other crude or mineral
0il during the 5 years immediately preceding the first month
of qualified new producticny-and

thy--on-which-the-norifirarion-reguired-tn--+5-36-123¢2%
was-given.

+43{3) The terms "operator"™ and “producer" mean any
person who engages in the business of drilling for,
extracting, or preducing any natural gas, petroleum, or
other crude or mineral oil.

t5¥(4) The term "well" includes each single well or
group of wells, including dry wells, in one field or

production unit and under the control of one operator or

producer."”
Section 2. section 15-23-602, MCA, is amended to read:
"15-23-602. Statement of sales proceeds on ineerim
production-and new production. (1) As provided in subsection

(2), each operator or producer of tnterim-production-or new

production of natural gas, petroleum, or other crude or

-2- SB 86
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mineral oil shall make out and deliver to the department of
revenue a statement of the gross sales proceeds of interim
preduetion--a= new production of natural gas, petroleum, or
other crude or mineral oil from each well owned or worked by
the person. The gross sales proceeds must be determined by
multiplying the units of production sold from the well times
the royalty unit value of that production at the well. The
statement must be in the form prescribed by the department
and must be verified by the oath of the operator or producer
or the manager, superintendent, agent, president, or
vice-president of the corporation, agsociation, or
partnership. The statement must show the following:

{a) the name and address of the operator, together with
a list in duplicate of the names and addresses of any
persons gowning or c¢laiming any royalty interest in the
production from the well or the proceeds derived from the
sale of the production, and the amount paid or yielded as
royalty to each of those persons during the period covered
by the statement;

(b} the description and location of the well;

{c} the number of cubic feet of natural gas, barrels of
petroleum or other crude or mineral oil scld from the well
during the pericod covered by the statement; and

(d) the gross sales proceeds in dollars and cents or,

in the case of sales between parties not acting at arm's
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length, the greater of the gross sales proceeds from or the
fair market value of the products sold.

{2} Each operator having #¢neerim--production—-or new
production as defined in 15-23-601 shall, on or before the
last day of the months of October, January, April, and July.
make out and deliver to the department of revenue a
statement o©of the gross sales proceeds aof the interim
produeeton--or new production Erom each well owned or worked
by the perscn during the preceding calendar gquarter. The
statement must be in the form prescribed by the department
and verified as provided in subsection {1). The statement
must show the information required in subsections (l)(a)
through (1)(d).”

Section 3. section 15-23-603, MCA, is amended to read:

"15-23-603. Net proceeds -- how computed., (1) As
provided in subsection {2), the department of revenue shall
calculate and compute from the returns the gross sales
proceeds of the product yielded from the well for the year
covered by the statement and shall calculate the net
proceeds of the well yielded to the producer, which net
proceeds are determined by subtracting from the gross sales
proceeds of the well all royalty paid in cash by the
operator or producer and the gross value of all royalty
apportioned in kind by the operator or producer determined

by wusing as the value of a barrel of o0il or a cubic foot of
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gas the average selling price for the calendar year of a
barrel of oil or a cubic foot of gas from the well out of
which the royalty was paid.

(2) For #interim—-productien—-or new production, net
proceeds are the equivalent of the gross sales proceeds,
without deduction for excise taxes, of the product yielded
from the well for the gquarter covered by the statement,
except that in computing the total number of barrels of
petroleum and cther mineral or crude 0il or cubic feet of
natural gas produced, there must be deducted so much of the
product as is used in the operation of the well from which
the petroleum or other mineral or crude o0il or natural gas
is produced for pumping the petroleum or other mineral or
crude oil or natural gas from the well o a tank or
pipeline.

{3) In the statement of sales proceeds required under
15-23-602 for lease or unitized areas from which fneerim-or
new production and other production have been sold, the
number of barrels of interim-and new production of oil or
cubic feet of imterim-or new production of gas must be
seqgregated from and stated separately from the number of
barrels of other producticn of oil or cubic feet of other
production of gas.

{4) In calculating the deduction for money expended for

necessary chemical supplies needed and used in a tertiary
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recovery project approved by the department of revenue, as
provided in 15-36-101, the department shall reguire that the
necessary chemical supplies, which include but are not
limited to carbon dioxide supplies, be amortized over a
10-year period beginning with the year in which the money

was expended."

Section 4. Section 15-23-607, MCA, is amended to read:

"15-23-607. County assessors to compute taxes. {1)
Immediately after the board of county commissioners has
fixed tax levies on the second Monday in August, the county
assessor shall, subject to the provisions of 15-23-612,
compute the taxes on net proceeds, as provided in subsection
(2) of this section, and royalty assessments and shall
deliver the book to the c¢ounty treasurer on or before
September 15. The county treasurer shall proceed to give
full notice of the assessments to the operator and shall
collect the taxes as provided by law.

(2) For tnacerim--produetion--er new production, as
defined in 15-23-601, the county assessor may net levy ox
assess any mills against the value of the ineerim-preduetion
or new production, but shall instead levy a tax as follows:

ta) for interim——-production—-or new production of
petroleum or other mineral or crude oil, 7% of net proceeds,

as described in 15-23-603(2); or

(b} for tnterim-predustisn-er new production of natural
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gas, 12% of net proceeds, as described in 15-23-603(2).

(3) The amou'it of tax levied in subsections (2)(a) and
(2}(b), divided by the appropriate tax rate and multiplied
by 60%, must be treated as taxable value for county bonding
purposes.

(4) The taxable value of net proceeds for the purpose
of computing guaranteed tax base aid for schools is the
amount of tax received by a district in the previous year
divided by the number of mills levied by the district in the
previous year, multiplied by 1,000. This amount must be
added to the district, county, and statewide taxable value
when computing guaranteed tax base aid under 20-9-368.

(5) The operator or producer is liable for the payment
of the taxes that, except as provided in 15-16-121, are
payable by and must be collected from the operators in the
same manner and under the same penalties as provided for the
collection of taxes upon net proceeds of mines. However, the
operator may at his option withhold from the proceeds of
royalty interest, either in kind or in money, an estimated
amount of the tax to be paid by him upon the royalty or
royalty interest. After the withholding, any deviation
between the estimated tax and the actual tax may be
accounted for by adjusting subsequent withholdings from the

proceeds of royalty interests.”

Section 5. Section 15-~23-613, MCA, is amended to read:
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"15-23-613. Disposition of interim-productian-and new
production taxes. The county treasurer shall credit all
taxes on interim-productien-and new production, as provided
for in 15-23-607, in the relative proportions required by
the jevies for state, county, school district, and municipal
purposes in the same manner as property taxes were
distributed in the year preceding the budget year."

Section 6. Section 15-23-621, MCA, is amended to read:

"19%-23-621. Allocation of new production. (1) If a
iease has production that does not gqualify f£for new eor
interim production and a;prodncing—weii-is—compieted—on—-the

tease--after-—December--3+7--1986 HAS NEW PRODUCTION, the

allocation of the new production must be based on the
average daily production per well. The average dally
production per well must be determined by dividing the total
production for the quarter by the number of well production
days for the gquarter.

(2) $he EXCEPT AS PROVIDED IN SUBSECTION (4}, THE

number of well production days for the quarter is the sum of
the number of completed wells on the first day of the
guarter times the number of days in the guarter plus the
number of days from the date of completion o¢f any wells
during the guarter to the end cof the quarter. New procduction
for the quarter must then be calculated by multiplying the

average daily production per well times the number of wells
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completed—-aftar-Becember-3t7-19867 PRODUCING NEW PRODUCTION

times the number of production days attributed to those
wells for the quarter. The value of the production must be
based on the average price received for the production for
the quarter.

(3} Average daily production, well producticon days, and
average price must be calculated each guarter.

(4) SUBSECTIONS (1) THROUGH (3) DO NOT APPLY TO A WELL

PRODUCING NEW PRODUCTICN FROM A LEASE THAT HAS FRODUCTION

THAT DCES_NOT QUALIFY FOR NEW PRODUCTICN IF THE ACTUAL XEW

PRODUCTION FROM THE WELL CAN BE DETERMINED IN A VERIFIABLE

MANNER. "

Section 7. section 15-36-101, MCA, is amended to read:

*15-36-101. Definitions and rate of tax -—— state
severance tax —— local government Severance tax -
assessment of nonworking interest owner -- exemption., (1}

Every person engaging in or carrying on the business of
producing petroleum, other mineral or crude oil, or natural
gas within this state or engaging in or carrying on the
business of owning, controlling, managing, leasing, or
operating within this state any well or wells from which any
merchantable or marketable petroleum, other mineral or crude
0il, or natural gas is extracted or produced shall, except
as provided in 15-36-121, each year when engaged in or

carrying on the business in this state pay to the department
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of revenue a state severance tax for the exclusive use and
benefit of the state of Montana plus a local government
severance tax in lieu of a tax on net proceeds for the
exclusive use and benefit of local government, Except as
provided in subsection (3}, the state severance tax and the
local government severance tax are as follows:

(a) except as provided in subsections (1){b)}, (l){c},
and (1){d), a 5% state severance tax on the tatal gross
taxable value of all the petroleum and other mineral or
crude o©il produced by the person, plus the lccal government
severance tax of 8.4% on the gross taxable value of all the
petroleum and other mineral or crude oil produced by the
person other than interim--prednceiton--and new production,
from each lease or unit; but in determining the amount of
the state severance tax and local government severance tax,
there must be exciuded from consideration all petroleum or
other crude or mineral cil produced and used by the person
during the vyear in connection with his operations in
prospecting for, developing, and producing the petroleum or
¢rude or mineral oil:

(b) a 2.65% state severance tax on the total gross
taxable value of all natural gas produced by the person,
plus the local government severance tax of 15.25% on the
tatal gross taxable value of all natural gas produced by the

person other than interim-produetien-s+ new production, from

-16- SB 86



w N

[V TN B

10
11
12
13
14
15
16
17
8
19
20
21
22
23
24

25

SB 0086/04

each 1lease or unit; but in determining the amount of the
state geverance tax and the local government severance tax,
there must be excluded from consideration all gas produced
and used by the person during the year in connection with
his cperations in prospecting for, developing, and producing
the gas or petroleum or crude or mineral oil; and there must
also be excluded from consideration all gas, including
carbon dioxide gas, recycled or reinjected into the ground:

(c) a 2.%% state severance tax on the total gross
taxable value of the incremental petroleum and other mineral
or crude oil produced by the person, plus the local
government severance tax of 5% on the total gross taxabie
value of the incremental petroleum and other mineral or
crude 0il produced by the person other than intsrim
produeceien-and new production, from each lease or unit in a
tertiary recovery project after July l, 1985. For purposes
of this section, a tertlary recovery project must meet the
following reguirements:

(i} the project must be approved as a tertiary recovery
project by the department of revenue. The approval may be
extended only after notice and hearing in accordance with
Title 2, chapter 4.

(ii} the property to be affected by the project must be
adequately delineated according to the specifications

required by the department; and

-11- SB 8¢

® N ;W s W N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

SB 0DB6/04

{(iii) the project must involve the application of one or
more tertiary recovery methods that can reasonably be
expected to result in an increase, determined by the
department to be significant in light of all the facts and
circumstances, in the amount of crude oil which may
potentially be recovered. For purposes of this section,
tertiary recovery methods include but are not limited to:

{A) miscible fluid displacement;

{B) steam drive injection;

{C) micellar/emulsion flooding;

{D) 1in situ combustion;

(E) polymer augmented water flooding;

(F) cyclic steam injection;

(G) alkaline or caustic flocoding;

(H) carbon dioxide water flooding;

(I) immiscible carbon dicxide displacement; or

(J) any other method approved by the department as a
tertiary recovery method.

(d) a 5% local government severance tax on the total
gross taxable value of all petroleum and other mineral or
crude o0il produced by the person other than tnterim-and new
production produced by a stripper well, as defined in
15-36-121.

{2) For purposes of this section, the term "incremental

petroleum and other mineral or crude oil" means the amount
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of oil, as determined by the department of revenue, to be in
excess of what would have been produced by primary and
secondary methods. The determination arrived at by the
department must be made only after notice and hearing and
shall specify through the 1life of a tertiary project,
calendar year by calendar year, the combined amount of
primary and secondary production that must be used to
establish the incremental production from each lease or unit
in a tertiary recovery project.

(3) (a) A local government severance tax is imposed on
the gross value paid in cash or apportioned in kind to a
nonworking interest owner by the cperator or producer of
extracted marketable petrcleum, other mineral or crude oil,
or natural gas subject to local government severance taxes
imposed under this chapter. The local government severance
tax on nonworking interest owners is computed at the
following rates:

{i) 12.5% on the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted marketable petroleum and
other mineral or crude oil;

(ii) 15.25% on the gross value paid in cash or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted or marketable natural gas.

(b} The amounts paid or apportioned in kind to
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nonwerking interest owners are exempt from the local
government severance taxes imposed under 15-36-121(2) and
under subsections (1)(a) through (l)(d) of this section.

{4) Nothing in this part may be construed as requiring
laborers or employees hired or employed by any person to
drill any o0il or natural gas well or to work in or about any
oil or natural gas well or prospect or explore for or do any
work for the purpose of developing any petroleum, other
mineral or crude o©il, or natural gas to pay the severance
ta¥x, nor may work done or the drilling of a well or wells
for the purpose of prospecting or exploring for petroleum,
other mineral or crude oil, or natural gas or for the
purpose of developing them be considered to be the engaging
in or carrying on of the business. If, in the doing of any
work, in the drilling of any oil or natural gas well, or in
prospecting, exploring, or development work, any
merchantable or marketable petroleum, other mineral or crude
oil, eor natural gas in excess of the quantity required by
the person for carrying on the operation is produced
sufficient in quantity to justify the marketing of the
petroleum, other mineral or crude oil, or natural gas, the
work, drilling, prospecting, exploring, or development work
is considered to be the engaging in and carrying on of the
business of producing petroleum, other mineral or crude oil,

or natural gas within this state within the meaning of this
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section.

(S) Every nmerson required to pay the state or local
government severance tax under this section shall pay the
tax in full for his own account and for the account of each
of the other owner or owners of the gross proceeds in value
or in kind of all the marketable petroleum or other mineral
or crude o©il or natural gas extracted and produced,
including owner or owners of working interest, royalty
interest, overriding royalty interest, carried working
interest, net proceeds interest, production payments, and
all other interest or interests owned or carved out of the
total gross proceeds in value or in kind of the extracted
marketable petroleum or other mineral or crude oil or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
exempt from taxation under this chapter. Unless otherwise
provided in a contract or lease, the pro rata share of any
royalty owner or owners will be deducted from any
settlements under the 1lease or leases or division of
proceeds corders or other contracts.

(6) For purposes of this section, the following
definitions apply:

{a) "Gross taxable value" means the gross value of the
product as determined in 15-36-103 less the gross value paid

in cash or apporticned in kind to a nonworking interest
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cwner by the operator or producer of extracted marketable
petroleum, other mineral or crude oil, or natural gas.

(b) "Nonworking interest owner" means any interest
owner who does not share in the development and operation
costs of the lease or unit."

Saction 8. section 20-9-141, MCA, is amended to read:

"20-9-141. Computation of general fund net lavy
requirement by county superintendent. (1) The county
superintendent shall compute the levy requirement for each
district's general fund on the basis of the following
procedure:

{a) Determine che funding required for the district's
final general fund budget less the amount established by the
schedules in 20-9~316 through 20-9-321 by totaling:

(i) the district's nonisolated schocl foundation
program requirement to be met by a district levy as provided
in 20-9-303; and

(ii) any additional general fund budget amount adopted
by the trustees of the district under the provisions of
20-5-353, including any additional levies authorized by the
electors of the district,

(b) Determine the money available for the reduction of
the property tax on the district for the general fund by

totaling:

(i} anticipated federal money received under the

~16— SB B6
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provisions of Title I of Public Law 81-874 or other
anticipated federal money received in lieu of that federal
act;

{ii1) anticipated tuition payments for out—-of-district
pupils under the provisions of 20-5-303, 20-5-307, 20-5-312,
and 20-5-313;

(iii) general fund cash reappropriated, as established
under the provisions of 20-9-104;

{(iv) anticipated or reappropriated state impact aid
received under the provisions of 20-9-304;

(v) anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-8B03,
61-3-504(2), 61-3-521, 61-3-5317, and 67-3-204;

{vi) anticipated net proceeds taxes for interim
preduction-and new production, as defined in 15-23-601;

{(vii) anticipated revenue from local government
severance taxes as provided in 15-36-112;

{(viii) anticipated revenue from coal gross proceeds
under 15-23-703;

{ix) anticipated interest to be earned or reappropriated
interest earned by the investment of general fund cash in
accordance with the provisions of 20-3-213(4);

{x) anticipated revenue from corporation license taxes
collected from financial institutions under the provisions

of 15-31-702; and
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{xi) any other revenue anticipated by the trustees to be
received during the ensuing school fiscal year which may be
used to finance the general fund.

(c) Subtract the money available to reduce the property
tax required to Einance the general fund that has been
determined in subsection (1)(b) from the total reguirement
determined in subsection (1)(a).

{2) The net general fund levy requirement determined in
subsection {1}{c) must pe reported to the county
commissioners on the second Monday of August by the county
superintendent as the general fund levy requirement for the
district, and a levy must be made by the county
commissioners in accordance with 20-9-142."

Section 9. Section 20-9-331, MCA, is amended to read:

"20-9-331. Basic county tax and other revenues for
county equalization of the elementary district foundation
program. (1) The county commissioners of each county shall
levy an annual basic tax of 33 mills on the dollar of the
taxable wvalue of all taxable property within the county,
except for property subject to a tax or fee under 23-2-517,
23-2-803, 61-3-504(2), 61-3-521, 61-3-537, and 67-3-204, for
the purposes of local and state foundation program support.
The revenue collected from this levy must be apportioned to
the support of the foundation programs of the elementary

school districts in the county and to the state special
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revenue fund, state equalization aid account, in the
following manner

{a) In order to determine the amount of revenue raised
by this levy which is retained by the county, the sum of the
estimated revepnue identified in subsection (2) must he
subtracted from the total of the foundation programs of all
elementary districts of the county.

(b) 1If the basic levy prescribed by this section
produces more revenue than is required to finance the
difference determined in subsection (l)(a}, the county
treasurer shall remit the surplus £funds to the state
treasurer for deposit to the state special revenue fund,
state equalization aid account, immediately upon oc¢currence
of a surplus balance and each subsequent month thereafter,
with any final remittance due no later than June 20 of the
fiscal year for which the levy has been set.

(c) 1If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsecticn
(2) 1is insufficient to fully fund the percentage determined
in 20-9-347(1)(b} and rthe <county 1is eligible for an
apportionment of state egualization aid under the provisions
of 20-9-347(1){c), the county superintendent shall notify
the superintendent of public instruction of the deficiency.
The superintendent of public instruction shall increase the

state egualization aid payments to the districts in the
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affected county to offset the deficiency. A payment may not
be made under this subsection (¢} that allows a district to
receive foundation program funding ian excess o©of the
foundation program amount of the district.

(2) The revenue realized from the county's portion of
the levy prescribed by this section and the revenue from the
following sources must be used for the equalization of the
elementary district foundation programs of the county as
prescribed in 20-9-334, and a separate accounting must be
kept of the revenue by the county treasurer in accordance
with 20-9-212(1):

ta) tne portion of the federal Taylor Grazing Act funds
distributed to a county and designated for the common school
fund under the provisions of 17-3-222;

(b} the portion of the federal flood control act funds
distributed to a county and designated for expenditure for
the benefit of the county common schoels under the
provisions of 17-31-232;

{(c) all money paid into the county treasury as a result
of fines for violations of law, except money paild to a
justice's court, and the use of which is not otherwise
specified by law;

{d} any money remaining at the end of the immediately
preceding gchool fiscal year in the county treasurer's

accounts for the various sources of revenue established or
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referred to in this section;

{e) any federal or state money distributed to the
county as payment in lieu of property taxation, including
federal forest reserve funds allecated under the provisions
of 17-3-213;

(€) gross proceeds taxes from coal under 15-23-7013;

{g) net proceeds taxes for imterim-production-—-and new
production, as defined in 15-23-601, and local government
severance taxes on any other production occurring afcer
December 31, 1988; and

(h) anticipated revenue from property taxes and fees
imposed under 23-2-517, 23-2-803, &1-3-504(2), 61-3-521,
61-31-537, and 67-3-204."

Section 10. Section 20-9-333, MCA, is amended to read:

w20-9-333. Basic special levy and other revenues for
county equalization of high school district foundation
program. (1) The county commissioners of each county shall
levy an annual basic special tax for high schools of 22
mille on the dollar of the taxable value of all taxable
property within the county, except for property subiect to a
tax or fee under 23-2-517, 23-2-8B03, 61-3-504(2), &61-3-521,
61-3-537, and §7-3-204, for the purposes of local and state
foundation program support. The revenue collected from this
levy must be apportianed to the support of the foundation

programs of high school districts in the county and toc the
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state special revenue fund, state egualization aid account,

in the following manner:

fa) In order to determine the amount of revenue raised
by this levy which is retained by the county, the sum of the

estimated revenue identified in subsection (2) must be

subtracted from the sum of the county's high school tuition
obligation and the total of the foundation programs of all

high school districts of the county.

(b) If the basic levy prescribed by this sgection

produces more revenue than is required to finance the

difference determined in subsecticn (1l)(a), the county
treasurer shall remit the surplus funds to the state
treasurer for deposit to the state special revenue fund,

state equalization aid account, immediately upon occurrence

of a surplus balance and each subsequent month thereafter,
with any final remittance due no later than June 20 of the

fiscal year for which the levy has been set.

(c) If revenue from the basic levy prescribed by this
section when combined with the other revenue from subsection
(2) is insufficient to fully fund the percentage determined
in 20-9-347(1}(b) and the county is eligible foar an
apportionment of state equalization aid under the provisions

of 20-5-347{(1)(c), the county superintendent shall notify

the superintendent of public instruction of the deficiency.

The superintendent of public instruction shall increase the
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state equalization aid payments to the districts in the
affected county to offset the deficiency. A payment may not
be made under this subsection {c) that allows a district to
receive foundation program £funding in excess of the
foundation program amount of the district.

{2) The revenue realized from the county's portion of
the levy prescribed in this section and the revenue from the
following sources must be used for the equalization of the
high school district foundation programs of the county as
prescribed in 20-9-334, and a separate accounting must be
kept of the revenue by the county treasurer in accordance
with 20-9-212(1):

(a) any money remaining at the end of the immediately
preceding school fiscal vyear in the county treasurer's
accounts for the various sources of revenue established in
this section:

{b) any federal or state money distributed to the
county as payment in lieu of property taxation, including
federal forest reserve funds allocated under the provisions
of 17-3-213;

(c) gross proceeds taxes from coal under 15-23-703:

(d) net proceeds taxes for tneerim-productisn-and new
production, as defined in 15-23-601, and local government
severance taxes on any other production occurring after

December 31, 1988; and
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{e} anticipated revenue from property taxes and fees
imposed vunder 23-2-517, 23-2-B03, 61-3-504(2), 61-3-521,
61-3-537, and 67-3-204."

Section 11. Section 20-10-144, MCA, is amended to read:

"20~10-144. Computation cf revenues and net tax levy
requirements for the transportation fund budget. Before the
fourth Monday of July and in accordance with 20-9-123, the
county superintendent shall compute the revenue available to
finance the transportation fund budget of each district. The
county superintendent shall compute the revenue for each
district on the folleowing basis:

{1} The "schedule amount" of the preliminary budget
expenditures that is derived £from the rate schedules in
20-10-141 and 20-10-142 must be determined by adding the
following amounts:

fa}) the sum of the maximum reimbursable expenditures
for all approved school bus routes maintained by the
district {to determine the maximum reimbursable expenditure,
rultiply the applicable rate per bus mile by the total
number of miles t¢ be traveled during the ensuing school
fiscal year on each bus route approved by the county
transportation committee and maintained by such district):;
plus

(b) the total of all individual transportation per diem

reimbursement rates for the district as determined from the
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contracts submitted by the district multiplied by the number
of pupil—instruction days scheduled for the ensuing school
attendance year; plus

(c] any estimated costs for supervised home study or
supervised correspondence study for the ensuing school
fiscal year; plus

(d) the amount budgeted on the preliminary budget for
the contingency amount permitted in 20-10-143, except if the
amount exceeds 10% of the total of subsections (1)(a).
{l)(b), and (l)(c) or $100, whichever 1is larger, the
contingency amount on the preliminary budget must be reduced
to the 1limitation amount and used in this determination of
the schedule amount.

{2) The schedule amount determined in subsection (1) or
the total preliminary transportation fund budget, whichever
is smaller, is divided by 3 and the resulting one-third
amount is used to determine the available state and county
revenue to be budgeted on the following basis:

{a) the resulting one-third amount is the budgeted
state transportation reimbursement, except that the state
transportation reimbursement for the transportation of
special education pupils under the provisions of 20-7-442
must be two-thirds of the schedule amount attributed to the
transportation of special education pupils;

{b) the resulting one-third amount, except as provided
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for joint elementary districts in subsection (2Y{e}, is the
budgeted county transpartation reimbursement for elementary
districts and must be financed by the basic county tax under
the provisions of 20-9-334;

(¢} the resulting one-third amount multiplied by 2 is
the budgeted county transportation reimbursement amcunt for
high school districts financed under the provisions of
subsection (5), except as provided for joint high schoal
districts in subsection (2)(e)., and except that the county
transportation reimbursement for the transportation of
special education pupils under the provisions of 20-7-442
must be one-third of the schedule amount attributed to the
transportation of special education pupils;

{d) when the district has a sufficient amount of cash
for reappropriation and other sources of district revenue,
as determined in subsection {3), to reduce the total
district obligation for financing to zero, any remaining
amount of district revenue and cash reappropriated must be
used to reduce the county financing obligation in subsection
{2)(b) or (2){c) and, if the county financing obligations
are reduced to zero, to reduce the state financial
obligation in subsection (2){a); and

{e) the county revenue requirement for a joint
district, after the application of any district money under

subsection (2)(d), must be prorated te each county
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incorporated by the joint district in the same proportion as
the ANB of the joint district is distributed by pupil
residence in each county.

{3) The total of the money available for the reduction
of property tax on the district for the transportation £fund
must be determined by totaling:

(a) anticipated federal money received under the
provisions of Title I of Public Law 81-874 or other
anticipated federal money received in lieu of that federal
act; plus

{b) anticipated payments from other districts Efor
providing school bus rransportation services for the
district; plus

{¢) anticipated payments from a parent or guardian for
providing school bus transportation services for his child;
plus

(d) anticipated or reappropriated interest to be earned
by the investment of transportation fund cash in accordance
with the provisicns of 20-9-213(4): plus

{e) anticipated or reappropriated revenue from property
taxes and fees imposed under 23-2-517, 23-2-803,
61-3-504{2), 61-3-521, 61-3-537, and &7-3-204; plus

(£) gross proceeds taxes from coal under 15-23-703;

plus

(g) net proceeds taxes for interim-preducersn-and new
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production, as defined in 15-23-601, and local government
severance taxes on any other production occurring after
December 31, 1988; plus

{h) any other revenue anticipated by the trustees to be
earned during the ensuing school fiscal year which may be
used to finance the transportation fund; plus

{i) any cash available tor reappropriation as
determined by subtracting the amount of the end-cf-the-year
cash balance earmarked as the transportation fund cash
reserve for the ensuing school fiscal year by the trustees
from the end-of-the-year cash balance in the transportation
fund. The cash reserve may not be more than 20% of the final
transportation fund budget for the ensuing school fiscal
year and is for the purpose of paying transportation fund
warrants issued by the district under the final
transportation fund budget.

(4) The district levy requirement for each district's
transpertation fund must be computed by:

{(a} subtracting the schedule amount calculated in
subsection (1) from the total preliminary transportation
budget amount and, for an elementary district, adding the
difference to the district obligation to finance one-third
of the schedule amount as determined in subsection (2}: and

{b) subtracting the amount of money available to reduce

the property tax on the district, as determined in
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subsection (3), from the amount determined in subsection
(3)(a).

(5) The county levy requirement for the financing of
the county transportation reimbursement to high school
districts is computed by adding all requirements for all the
high schoel districts of the county, including the county's
obligation for reimbursements in joint high school
districts.

(6} The transportation fund levy requirements
determined in subsection (4) for each district and in
subsection (5) for the county must be reported to the county
commissioners on the second Monday of August by the county
superintendent as the transportation fund levy reguirements
for the district and for the county, and the levies must be
made by the county commissioners in accordance with
20-9-142."

NEW SECTION. Saction 12. Effective date. [This act] is
effective on passage and approval.

-End-
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