
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
52nd LEGISLATURE - REGULAR SESSION 

COMMITTEE ON INCOME/SEVERANCE TAX 

Call to Order: By CHAIR BOB REAM, on January 24, 1991, at 9:00 
am. 

ROLL CALL 

Members Present: 
Rep. Bob Ream, Chair (D) 
Rep. Jim Elliott (D) 
Rep. Mike Foster (R) 
Rep. Bob Gilbert (R) 
Rep. Marian Hanson (R) 
Rep. Jim Madison (D) 
Rep. Bea McCarthy (D) 
Rep. Tom Nelson (R) 
Rep. Bob Raney (D) 
Rep. Barry Stang (D) 

Staff Present: Lisa Fairman, Committee Secretary 

Please Note: These are summary minutes. Testimony and 
discussion are paraphrased and condensed. 

Announcements/Discussion: 

CHAIR REAM announced the Department of Revenue (DOR) will present 
an informational overview on oil, gas, and coal taxes. The full 
Taxation Committee will not meet today. 

Informational Presentation: 

Denis Adams - Director, Don Hoffman - Solid Minerals, Oil, Gas, 
and Royalties Bureau Chief, and Van Charlton - Revenue Agent, all 
from DOR, presented an informational overview on oil and gas 
taxes and coal severance tax . EXHIBITS 1 & 2. They distributed 
copies of tax forms. EXHIBITS 3 & 4. 
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Adjournment: 11:00 am. 
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ADJOURNMENT 
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BOOSE OP REPRESENTATIVES 

INCOME/SEVERANCE TAX SUBCOMMITTEE 

ROLL CALL DATE \-'dY-9/ 

NAME PRESENT ABSENT EXCOSED 

REP. JIM ELLIOTT X 

REP. MIKE FOSTER X 

REP. BOB GILBERT X 
REP. MARIAN HANSON X. 
REP. BEA MCCARTHY )< 

REP. JIM MADISON )< 

REP. TOM NELSON -X 
REP. BOB RANEY X 

REP. BOB REAM, VICE-CHAIR X 
REP. BARRY STANG )<:: 

, -REP. DAN HARRINGTON, CHAIR-" ", 
.. ----_ .. _. --- -.------ --. -- - ---. ---.- .. ----



EXHIBIT--,-,-.. --. 
DATE 1- A4='l1.. , 

.~ In bQcnP..h<XP£ p,(l"seniJI riT\ 

Report to House Taxation Subcommittee on Natural Resource Taxes 
Information on Montana Oil and Gas Production Taxes 

Prepared by the Department of Revenue 

DEFINITIONS 

Associated Gas - technically is defined as an accumulation of gas in the highest part 
of the reservoir, overlaying an accumulation of crude oil, but not in solution with the 
oil. For the purposes of the Department, associated gas describes gas that is produced 
simultaneously with oil, and in most cases the oil cannot be produced without the gas 
being produced. 

Posted field price - means the price paid for oil by purchasers to producers specified 
in publicly available price bulletins or other price notices. The price will be net of all 
adjustments for ·quality (e.g. api gravity, sulphur content, etc.) and location for oil in 
marketable condition, .when applicable. 

Stripper Well - Oil - describes a well that produces an average of 10 barrels of oil or 
less per day. This definition was adopted from the Windfall Profits Tax Act. 

Stripper Well- Gas - describe a well that produces an average of 60,000 cubic feet of 
gas or less per day. Thisdefinition was adopted from the Natural Gas Policy Act. 

Sweet Crude - crude oil containing only small quantities of hydrogen sulphide gas and 
carbon dioxide. 

Sour Crude - crude oil significant quantities of hydrogen sulfide. This type of crude 
usually requires additional processing to remove the impurities. 

Sour Gas - natural gas contaminated with chemical impurities, notably hydrogen 
sulphide or other sulfur compounds, which impart to the gas a foul odor. Such 
compounds must be removed before the gas can be used for commercial and domestic 
purposes. 

Old Production - as used by the Department of Revenue means wells that were drilled 
and began producing oil and/or gas prior to July 1, 1985 (i.e. pre 1985 production) 

New Production - as used by the Department of Revenue means wells that were 
drilled and began producing oil and/or gas after July 1, 1985 (i.e. post 1985 
prod uction). 

New Oil and Gas Net Proceeds Tax - is the tax paid quarterly to the county for "new 
production." The rate of tax is 7% for oil and 12% for gas. 
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Oil and Gas Net Proceeds Tax - is the tax that applied to "old production" prior to 
being replaced by the Local Government Severance Tax by the June 1989 Special 
Legislative Session. This tax was paid directly to the county and the amount of tax 
was based on the mill levy for the school district in which the production occurred. 

Flat Tax - is the more common name used when referring to the Local Government 
Severance Tax (LGST). The LGST replaced the Oil and Gas Net Proceeds on "old 
production." The LGST is paid to the state and all of the money is distributed back 
to the counties that have oil and/or gas production. 

Well Head Price - is the price paid for gas at the well head versus the price paid away 
from the well head after the gas has been gathered, compressed or processed. 

~rt'- \::".'C'!,,"'_;' )/~~~ .. 
~ 

Secondary Recovery - production of oil utilizing artificially created reservoir energies 
such as waterflood, gas injection, or enriched gas drive. Gas lift operations or 
mechanical lifting devices may be employed. 

Tertiary Recovery - chemicals or other energy are injected into an oil producing 
formation to move the oil to a production well. The statute includes such things as 
steam drive injection, polymer augmented water flooding, and carbon dioxide water 
flooding. 'J~L "' __ 'y'O !',f.'J. , ..... ,,\~/, 'Q .... ""' ",\:'..ll., ::;( ct '1': vu p)ou~ 

Working Interest - is the name given to the party or parties who have leased the 
rights to explore for and produce oil. These owners bear the exploration, development, 
and operating costs of an oil or gas property. 

Non-working Interest - as defined in Montana law is any interest owner who does not 
share in the development and operation costs of a property. These are typically 
royalty owners. 

Independent Operator - is an operator of an oil or gas lease or unit who only produces 
the oil or gas and is not engaged in the transportation, refining or marketing of oil or 
gas. ~'G .. -,/'(:-"~l'~ C'" \('\dq)tIY'j."Q.,';' C ~"',"('~~:, 
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Sources of Funding for Oil and Gas 

Exploration and Development 

OUTSIDE INVESTORS 
(When return is compatible to that 
which can be obtained from other 
investments with similar risk) 
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Exhibits 3 and 4 consist of 1990 Montana natural 
resource tax forms. The originals are available at the Montana 
Historical Society, 225 North Roberts, Helena, MT 59601. 
(Phone 406-444-4775) 




