
MINUTES OF THE MEETING OF THE HOUSE TAXATION COMMITTEE 
March 18, 1983 

The meeting was called to order at 9:00 a.m. by Chairman 
Yardley. Roll call was taken and all committee members 
were present. 

Testimony was heard on SB 159 and SB 413 during this meeting. 

SENATE BILL 159 

SENATOR TOM KEATING, District 32, sponsor of the bill, said 
SB 159 is something of a repealer bill. Senate Bill is an act 
to delay the one percent increase in the oil severance tax. 
Two years ago, the legislature doubled the state oil severance 
tax from 2.5% to 5% and at the "summit" there was an additional 
1% severance tax that would be imposed on April 1, 1983, bring­
ing the total state severance tax to 6%. The 1% increase was 
a tentative proposal because they wanted to look at the oil 
business at a later date to see if additional tax should be 
applied. It was decided, in the Senate Taxation Committee, to 
propose delaying the 1% increase in the severance tax until 
April 1, 1985. 

In 1981, when the severance tax was doubled, there was a severe 
decline of the oil rig count in Montana. The count dropped 
from 90 rigs to 20-22. That represents a 75% decrease in the 
rigs over the last two years. Nationally, drilling dropped off 
by 40%. In Hontana, drilling dropped off by 75%, and Senator 
Keating said that he felt that decline was because of the increase 
in the severance tax. He passed out copies of EXHIBITS 1, 2 and 3. 

Proponents 

BILL VAUGHEY, President of the Montana Petroleum Association, 
said the high exploration levels offer Montana the best source 
of new long-term, high paying jobs. A bill such as SB 159 will 
send a message to every corner of the petroleum industry, saying 
Montana wants and supports exploration. 

JERRY BRAND, a geologist and oil and gas producer from Shelby, 
said the legislature, over the past few years, has provided 
piecemeal legislation for the oil industry. No long-range 
legislation has been provided. (He passed out copies of EXHIBIT 4.) 

1-iR. BRAND said the oil and gas industry pays five state taxes. 
In Glacier County, in 1971, the net proceeds tax provided 35% of 
the tax base for "that county. In 1980 the net proceeds tax 
amounted to 58% of the tax base and in 1982 the net proceeds 
tax amounted to 89% of the tax base of that county. In Toole 
County, the net proceeds tax, in 1971, provided for 15.8% of the 
tax base; in 1980, 48.3%; and in 1982, 60%. Montana's number one 
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DON ALLEN, Executive Director of the Montana Petroleum Association, 
said this legislature has a unique opportunity to try to do some­
thing positive to help balance the budget of future years. Addi­
tional taxation will not be a part of that scenerio. Montana has 
to compete with other states and we are not doing that successfully. 
We are not asking for a reduction in the current level but are ask­
ing for a delay in that increase. 

DAVE GOSS, representing the Billings Chamber of Commerce, said 
there is an impact on the mainstream merchant. Layoffs mean 
less customers to businesses. The office building occupied by 
the Billings Chamber of Commerce had two floors occupied by oil 
companies. Those offices have been vacant for eight to nine months 
because the oil businesses went out of business. 

FORREST BOLES, President of the Montana Chamber of Commerce, said 
the development of Montana's natural resources hinges on the 
economic future of Montana. We have to move away from having 
"severance tax junkies ll

• The Montana Chamber of Commerce is 
opposed to increasing severance taxes in any area. 

SENATOR DELWYN GAGE, District 7, said his area is involved in 
stripper production. There are numerous wells located on the 
Blackfeet Reservation. Since October of 1982, the Blackfeet 
tribe levied an increase of 2.5% in the severance tax and 1.5% 
of the resource indemnity trust tax, in addition to the state 
taxes. 

REPRESENTATIVE DEAN SWITZER, District 54, said a 1% increase in 
the tax will make stripper wells a thing of the past. That will 
mean fewer employees and an abandonment of future fuel. We are 
not taking 1% off the tax, we are just not putting it on. 

BRENT WARD, the assessor from P,lentywood, said he supports SB 159. 

OPPONENTS 

DAVE LEWIS, Director of the Office of Budget and Program Planning, 
said the oil severance tax was increased by the last legislature. 
There were two bills passed that were companion measures. In 
addition to the tax increase, legislation was passed that allowed 
the oil companies to deduct the costs of windfall profits tax in 
calculating their net proceeds. In the intent of the increase 
in the severance tax and the approval of the offset, there was 
almost a balance. Some of the increase in the tax base, because 
of the increase, would be transferred from the counties to the 
state general fund. This bill, as amended in its present form, 
would reduce general fund revenues for the coming biennium by 
approximately $18 million. The fiscal note was done on the original 
bill and there has not been an amended fiscal note requested. 
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industry is agriculture but Montana's number one taxpayer is 
the oil and gas industry. Mr. Brand said he thinks taxation 
between agriculture and oil and gas is very unfair. 

MAC ROBERTS, representing himself and the Independent Petroleum 
Association of the Mountain States, spoke in support of SB 159. 
He asked that Montana give the oil industry a signal that we, 
here in Montana, want those exploration dollars within our borders 
and the jobs for Montanans that come with them. He read a pre­
pared statement to the committee. (See EXHIBIT 5.) 

TUCKER HILL, a lobbyist for Richland County, said they support 
SB 159 as presented today. He said all is not well in the 
eastern part of the state. There is a relationship between 
high taxes and lower exploration. He said Montana has received 
$167 million in severance taxes since its inception in 1927. 
Of that amount, $70 million was collected in 1981 and 1982. 

CARL IVERSON, representing Western Natural Gas Company, said he 
is getting discouraged. He questions developing any more pro~ 
perty in Montana because the taxes are so high. He cannot make 
a profit anymore. He said taxes are only partially to blame but 
overtaxation does playa big part in the economic situation today. 
He asked for a do pass on SB 159. 

SENATOR LARRY TVEIT, District 27, said he was representing several 
landowners associations. There is a lot of oil to extract out 
and we should become competitive with other states for that 
business. Continual exploration leads to more jobs and more 
money for the state. The Overthrust Belt contains many reserves 
and should be developed. 

STEVEN GILLETTE, representing Silver Stinger Welding, said he 
has been unemployed for the past 24 months. He said he had to 
claim bankruptcy last spring because he has not been able to 
find work. He would like the oil rigs to come back to Montana -
his life depends on it. 

GARY ELENBURG, representing Elenburg Exploration, said when they 
are able to put one rig in the field, the first thing they do is 
hire ten men. Senate Bill 159 is a step in the right direction. 

DON JACKSON said he ranks among the self-employed unemployed. 
He agrees with previous testimony and supports SB 159. 

JOHN MANNING, representing Shell Oil Company, said only two 
states have doubled their oil severance taxes since 1981 - North 
Dakota and Montana. Almost all of the dollars to drill oil wells 
in Montana come from out-of-state. Eastern Montana has lost 
2,200 jobs during the last couple of years due to the increase 
in taxation. He supports SB 159. 
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We are having problems balancing the general fund and he said he 
hoped this committee would keep in mind the $18 million reduction 
if this bill is passed. He said to also keep in mind the impact 
of the property tax reduction that was approved for the industry 
by the last legislature. 

MR. LEWIS asked for a do not pass recommendation on SB 159. The 
impact on the general fund will be difficult to deal with. He 
said he feels the reduction in property taxes last session was a 
fair trade to the increase in the severance tax. 

SENATOR TOM TOWE, District 34, said this bill has an impact of 
about 15 cents per barrel of oil. He said farmers are in trouble 
and will be going bankrupt but you don't see them in here asking 
for a reduction in their taxes. He asked that this committee 
give SB 159 a do not pass. 

DAVE SEXTON, representing the Montana Education Association, said 
that organization is concerned with the reductions in revenue. 
How are we going to replace this revenue to support necessary 
services that state government has to provide? 

SENATOR KEATING, in closing, said he would like to address the 
"trade-off in bills" that was passed last session. There are 
22 producing counties out of 56. The bill that raised the oil 
severance tax transferred $25 million from those 22 counties to 
the state general fund. It was said the oil industry got an 
offset by having the windfall profits tax as a deduction. They 
were allowed to deduct the federal taxes from the gross value of 
the oil before calculating the net tax. The offset was that the 
counties did not collect $32 million that they might have collected 
had that bill not gone through. The net effect, if SB 413 goes 
through, is that the counties will collect $11 million more becaus 
of a reduction in payment of windfall profits tax. There is no 
benefit to the industry at all. It was merely a juggling of the 
taxes paid from the counties, put into the general fund and then 
paid to the non-producing counties. The general fund was then 
reduced by $30 million to pay for license plates for citizens. 

SENATOR KEATING said the impact per barrel is no 15 cents, as 
earlier stated, it is 30 cents. 

SENATOR KEATING said the oil industry spent $4.6 million for oil 
and gas leases that went directly into the school fund in 1978. 
The amount of money going into the school fund for 1980 was $29 
million and for 1981 it was $19 million. In 1982, only $3 million 
was put into the school fund by the oil industry and only $300,000 
has been put in during the first quarter of 1983. The oil industry 
is discouraged with Montana and will invest less in this state. 

') 

~ SENATOR KEATING said if this administration wants to build Montana 
with small business, this is what we are talking about. 
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SENATOR KEATING said there are $2 billion in the :United_States 
that need to be invested. If Montana wants some of that money, 
we had better send out the proper signal and not raise taxes. 

Questions were heard from the committee. 

REPRESENTATIVE JACOBSEN said he heard the Department of Revenue 
is proposing new rules to raise the appraisal on oil field equip­
ment. He asked Ellen Feaver, Director of the Department of 
Revenue, if that was correct. Ms. Feaver said in comparison to 
other states in valuing equipment, Montana was substantially below 
what the other states did. She said they are adjusting the values 
to be more in line with what the other states are doing. Repre­
sentative Jacobsen asked how Montana compares with North Dakota. 
Ms. Feaver said she did not know. He asked her to provide that 
information for the committee. 

REPRESENTATIVE DEVLIN asked Mr. Jerry Anderson, representing the -
Shell Oil Company, Billings, what his feelings were concerning the 
tax increase. Mr. Anderson said Montana has a problem with reten­
tion of field life. Companies do not know if they want to spend 
the funds necessary to continue field life. If monetary and 
economic costs are not competitive, we will lose what we have. 

REPRESENTATIVE UNDERDAL said SB 159 gives the industry two years 
until the extra percent is added. He asked 1.fr. Anderson if that 
is enough extra incentive. Mr. Anderson said he is deeply concerned 
and interested in two things as far as oil development in Montana 
is concerned. The first thing is stabilization in taxation and 
the second is not to have punitive taxation on natural resources. 

REPRESENTATIVE SWITZER asked what the effect will be on stripper 
wells if the 1% increase goes through. Mr. Manning said if the 
1% is added, it will reduce the life of a well by 4-6 months. 

The hearing was closed on SB 159. 

SENATE BILL 413 

SENATOR DELWYN GAGE, District 7, sponsor of the bill, said SB 413 
is a bill that carne out of a situation where the Department of 
Revenue was concerned that royalty owners were receiving credit 
on the income tax returns for windfall profits tax and that credit 
was not reflected on the net proceeds tax. Senate Bill 413 is 
an act allowing only 70% of the windfall profits taxes withheld 
and paid by an operator to be deducted in computing net proceeds 
taxes on oil and gas. This bill will allow the person filing the 
net proceeds tax return to take a deduction of 70% of the amount 
of the windfall proceeds tax that had been deducted from him during 
the year. Those adjustments can be made in the year following the 
year that those adjustements were found necessary to be made. 
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That process will be easier and more accurate rather than amend­
ing the returns that were filed. The figure of 70% was agreed 
upon by the Department of Revenue and the industry. Senator Gage 
said this bill is needed for administration purposes if nothing 
else. 

Proponents 

DON ALLEN, Executive Director of the Montana Petroleum Association, 
said the 70% rate can be adjusted in the future, if necessary. 
He said the producers are held primarily responsible for their 
tax liability. This bill will make it easier to solve a complex 
problem. 

TUCKER HILL, a lobbyist for Richland County, said they wholeheart­
edly support the passage of SB 413. 

DAVE LEWIS, Director of the Office of Budget and Program Planning-, 
asked the committee to look at Assumption #5 on the fiscal note. 
It says the average percent used in computing the windfall profits 
tax deduction will be 70% and no adjustments will be made under 
Section 2, subsection 2. In calculating the impact, the assumption 
made was that if there were refunds that exceeded 30%, the people 
paY'ing the tax would not apply for refunds. There would be no way 
to determine the amount of the adjustments, if any, that reduce the 
fiscal impact. He said they support SB 413. 

ELLEN FEAVER, Director of the Department of Revenue, 
not intended to be a revenue generating measure - it 
easier for the Department of Revenue to administer. 
SB 413. 

There were no opponents testifying on SB 413. 

said this is 
just makes it 
They support 

SENATOR GAGE, in closing, said it was mentioned in the Senate hear­
ing on this bill that this is the first time the industry, Office 
of Budget and Program Planning and Office of the Legislative Fiscal 
Analyst has been in favor of a bill. 

REPRESENTATIVE NORDTVEDT asked Mr. Lewis if this fiscal impact is 
plugged into the revenue estimates. Mr. Lewis said no. Representa­
tive Nordtvedt said he felt some of this revenue estimate should 
be plugged into the revenue estimate. Mr. Lewis said they just 
do not know how much should be added. 

REPRESENTATIVE NEUMAN asked if this is just a onetime deal. 
Don Hoffman, Department of Revenue, said under present statute, 
the filer of net proceeds returns are required to provide to 
Department of Revenue any refunds or credits claimed on the 
federal returns. As long as the windfall profits tax is around, 
they will continue to take the deduction and claim refunds on the 
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federal return and should be offsetting it on the return. He 
said they consider this to be an ongoing thing from this point 
forward as long as the windfall profits tax is around and as long 
as it remains a deduction on the return. It is important to 
remember that the amount of refunds being claims and, therefore, 
the amounts this bill would generate will probably decline because 
the filers and the department will be getting a better handle on 
the situtation. 

REPRESENTATIVE WILLIAMS asked if there is a possibility of extra 
revenue or will it be a "wash". Mr. Hoffman said, in the end, 
it should be a wash because at some point in time we will have 
audited everyone and adjusted the claims. 

CHAIRMAN YARDLEY asked how this bill generates $17.2 million of 
local property tax. Representative Nordtvedt said through the 
net proceeds tax. Mr. Hoffman said this is an accounting bill. 
What the department is projecting is something that should be 
happening anyway. 

The hearing was closed on SB 413. 

The meeting was adjourned at 11:30 a.m. 

DAN YARDL 

Vic i LOfthous'e,t Secretary 
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EXHIBIT 1 
3-18-83 

ASSOCIATION 
A Division of the ROCKY MOUNTAIN OIL AND GAS ASSOCIATION, INC. 

~~!~ , D' 

...... ;1) .. C\l 

March 16, 1983 

Dear Representative: 

DON L. ALLEN 
EXECUTIVE DIRECTOR 

HELENA OFFICE 
Area Code 406-Phone 442-7582 

2030 11 th Avenue, Suite 17 
Helena. Montana 59601 

CARL RIECKMANN 
ASSOCIATE DIRECTOR 

BILLINGS OFFICE 
Area Code 406-Phone 252-3871 

The Grand Building, Suite 510 
P.O. Box 1398 

Billings, Montana 59103 

As we focus on efforts to bolster Montana's economic growth in this legislative 
session, it is important to realize that being good stewards in that quest means 
doing something more bold than simply increasing the size of government. The 
catalyst which creates the jobs, tax revenues and small business dollars in the 
"Build Montana" program is capital--and lots of it. In terms of wide-spread im­
paGt, oil and gas activity today offers probably Montana's best economic hope far 
illtu the future--not just a few tomorrows down the road--if incentive and competi­
tive spirit become part of our language. 

The attached material has been prepared for committee consideration of S13 159. 
The information contained herein and in other industry presentations makes the 
following points: 

1. The oil/gas business in Montana essentially is small business, with most 
wildcat discoveries by independents and small state-based operators putting 
together the drilling investment deals involving big out-of-state dollars. 

2. At least 90 cents out of every exploration dollar in Montana comes from 
out-of-state, amounting to many millions of dollars. 

3. With oil prices and demand down and Montana's geological prospects gener­
ally not regarded as good as those of some of her neighbors, our state is 
not as successful as it could and should be in attracting capital. 

4. More than 2,500 petroleum industry jobs fell by the wayside in Montana 
from the 1981 peak to the middle of 1982. Yet, if !-lontana's drilling 
activity through 1982 had declined at the national rate instead of its 
own plunging fall-off, we would have had another 27 working rigs and 
another 1,500-plus jobs. 

5. Montana's total direct taxes on oil and gas production, particularly in 
some counties with higher mill levies, do not make it possible for the 
state to be competitive considering the economy, other st'ates' tax rates 
and geological differences. 

6. The "Build Montana" program has not addressed the important energy pro­
duction sector to date in any way, and it can do so most effectively by 
insuring that no new direct taxes above the current level of assessment 
be allowed to go on if competition is to be encouraged. 
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7. The more holes drilled equal more producing wells equal more production 
equal more tax dollars for counties (net proceeds) and the state (sever­
ance). Production and revenues cannot do anything but decline if new 
activity in 1983, 1984 and beyond does not replace depleting reserves. 

8. The lower the possible rate of return (with taxes being a key cost factor), 
the sooner small and/or marginal wells will become uneconomical and be shut 
in, which means we also do not make best use of our energy resources when 
we have to leave recoverable oil or gas in the ground. 

9. Keeping drilling and production up in Montana is key to education and the 
state school foundation program, which benefits from federal and state oil 
and gas leasing programs. 

10. Montana's real ace-in-the-hole is her Western Montana Overthrust and Dis­
turbed Belt area because it has the geological potential with a good oil 
or gas find to help state and county revenues dramatically. Seismic data 
to date suggest some tremendous formations capable of holding vast re­
serves, and the challenge for Montana is to get some of the limited drill­
ing budget monies committed to our Overthrust sooner rather than later, 
considering the deep and expensive drilling projects required and the fact 
our state has no Overthrust track record yet. One Overthrust example in 
Utah is a l4-well field producing 20,000 average barrels of oil daily, 
compared to all of Richland County's 1981 average daily output of only a 
little over 15,000 barrels. At $27 a barrel, if that Utah find were in 
Flathead County, for example, at today's severance and county mill levies, 
in one year Montana would collect $9.86 million and Flathead County would 
get $22.97 million. 

11. Montana is finding out it really is not wise to rely too heavily on any 
one industry in its tax and revenue structure, yet giving good tax in­
centives for the development of investment capital certainly is going to 
make the most dramatic difference in the program to "Build Montana." 

12. Nothing is poised on Montana's horizon, in this legislative session or 
otherwise, which has the potential to do for the state's economic future 
what encouraged oil and gas exploration and production can muster. 

The oil and gas industry is capable of and wants to play a positive and even 
bigger role in the state's future. Please. support SB 159 as a way to help to 
build a more secure economic future for Montana. 

23:1~~_ 
Don L. A llt!fl 

Executive Director 
MOlltana Petroleum Association 



HOW NEW OIL ACTIVITY CAN BE A FRONT-RUNNER 
IN THE ECONOMIC TREK TO BUILD MONTANA 

or 

THE WAY TO AVOID PLF~GING MONTANA'S FORTUNES 
TO THE WILES OF THE STATE'S FAIRY GODMOTHER 

More jobs and increased economic opportunities for local businesses 

in communities across the state are goals most Montanans readily support. 

If given a helping hand, the oil industry today offers the best hope for 

Montanans to see these critically important goals advanced and fulfilled. 

It really boils down to whether Montana wants to take decisive action or 

leave long-term fortunes to the proverbial fairy godmother. 

Really, Montana is a patch quilt which historically has drawn upon 

the major fronts of agriculture, timber, mining, oil/gas and tourism to 

meet its economic challenges. We need all of those elements. Yet, the 

economic crunch gripping the nation has shot gapping holes in each of those 

sectors. Each, in its own way, is hard-pressed to offer bold assistance 

toward turning the tide of Montana's ills because of national economic 

factors. 

But oil truly extends the best hope because it is within the power 

of the state--that is, the Montana Legislature and the governor--to change 

factors which can make a dramatic shift in petroleum's ability °to become 

a noteworthy part of the solution to the lack of jobs and cash flow to 

the small business sector in Montana. Because Montana's tax burden on 

the oil industry ranks at the top of the heap amidst the sisterhood of 

producing states, a reduction in that over-all load will send a positive 

signal to a tightly budgeted industry which must consider taxes and the 

basically poor business attitude of ~he state as cost factors in the 

bottom-line decision of whether to drill new prospects in Montana or 

elsewhere. Our state's new frontier--the Overthrust and Disturbed Belt 

areas in Western Montana--may never have a chance to get off the ground 

if Montanans do not do something to r('.lax the restrictive tax burden. 
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Oil and gas production is a mainstay of the Montana economy. An 

attached chart notes the Federal Bureau of Labor Statistics estimated 

personal income from oil and gas production in Montana to be $196 million 

in 1981. In addition to these earnings, royalties from oil and gas production 

on non-federal land in Montana are estimated to be $147 million. This 

total income of over $343 million exceeds that of our traditional cornerstone 

industries of timber and ranching. It even exceeds the mushrooming totals 

of income from federal civilian employment in the state and the medical 

and health industries. This oil and gas income also serves as a counter­

balance to moderate the rather unpredictable swings of income in our 

lumbering and ranching industries. 

For comparison purposes, the chart also shows the two largest segments 

of the Montana economy: retailing and state and local government, which is 

the largest single category of personal income in our state. 

An attached graph illustrates the point that the oil industry is big 

in Montana, but Montana is not big in the oil industry. Our state ranks 

113 among the top 15 oil producing states, but our annual production is 

very small compared with other producing states. The top line on this 

graph shows the average production per state for the other 14 top producing 

states, over the past 20 years. Last year those 14 states averaged 214 

million barrels of oil per state. Montana, shown on the bottom line, 

produced only 31 million barrels. Montana is low even when compared with 

the average production of ail 32 oil producing states. 

The other point to be taken from this graph is that Montana 

production peaked in 1968 and has not rebounded significantly, even 

with the dramatic increase in oil prices during the 1970s. The averages 

for the other producing states have picked up since 1976. 

Another attached graph makes the point that Montana is competing 

with other states for oil production investment, but our tax levels put 

us at a disadvantage. This table ranks the top 15 oil producing states 

according to their attractiveness for oil production investment. It was 

... 
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developed by taking a typical, modest oil discovery and calculating how 

much money it would earn after deducting drilling costs, uperating expenses, 

federal taxes and most importantly, state taxes. This is known in the 

indu~try as the "after-tax return," or the "rate of return" on the project. 

To compare differing states, this rate of return was calculated for each 

of the 15 top states, consiciering the impact of hoth severance taxes and 

income taxes for each state. In Montana's case, it does not even include 

the county net proceeds tax, which would make our ranking even worse. 

You can see that Montana ranks very low in attractiveness with a 

6% severance tax rate. This is very serious because this after-tax rate 

of return is the single most important factor influencing oil production 

investments today. Oil prices have fallen this year and appear to be going 

down even further. This means that oil companies have less money to invest-­

not nearly enough to develop all their properties. To decide where to 

invest. they rank all their projects based upon this after-tax return and 

fund only those which rank the highest. Obviously. huge discoveries 

like that one offshore in California will get a lot of money, but modest 

discoveries like the one assumed in this table are much more typical-­

especially for states like Montana. For these projects, taxes may well 

determine where the investment goes. 

Because we do not have huge oil reserves and major discoveries. we are 

in direct competition with the other states for that limited amount of 

money that will be invested in oil production over the coming years. We 

are at a severe competitive disadvantage. This table shows that the same 

project that would yield a 17.6% return in Kansas would yield only 12.5% in 

Montana. If you had comparable projects in the two states, where would you 

put your money? 

But just as a 6% severance tax can combine with our corporate income 

tax to decrease our competitiveness, so can a tax reduction increase our 

competitiveness. For plirpOs('s of an other-('nd-of-the-sll('ctrllm comparison, 

a reduct ion in our s('verancc tax raU' to 1% WOII I d valli t Mont ana past 

Mississippi, Colorado, New Mexico and Oklahoma, leaving it in the range 

of Michigan and California in competing for this typ(' of prol('(~t. 
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It is the total state tax environment, coupled with the impact of 

other legal requirements and regulatory factors, which gives a state its 

business climate reputation to outsiders and determines oil investment. 

Another attached chart underscores that point. It is a major finding of 

the study done jOintly by the Montana Economic Devf'lopml'nt Project and 

McKinsey & Company--thot Montana relies more hl'avily on production taxes 

than consumption taxes than do neighburing states and that Montana is 

perceived as "anti-business". The tendency to weigh most heavily on the 

industry or business sector which historically is in the best position to 

do the most good for the state and its people seems to be an anomaly of 

the Big Sky Country. 

We are at a crossroads where legislators must make a tough decision 

for Montana's long-term. We need to relax the tax burden now so a solid 

production future can be built to insure a healthy tax base in bienniums 

beyond the FY 1984-85 budget W(' curn~ntl y face. The state's fairy godmother 

will have her hands full without some help. 

Oil production presently is good and will cash in for 1982 at close 

to the 1981 level of )0.8 million barrels of crude, and 1983's pace probably 

will continue to be respectable--all flowing favorably from the boom 

exploration occuring in 1980-1981 when federal oil price decontrol spurred 

the search. But with new drilling activity in Montana in 1982 at a lower 

rate compared to 1981 than anywhere else in the nation and with no uplifting 

relief in sight, Montana's level of production will not be replenished 

after a couple of years, and the state will be faced with even greater 

oil revenue losses than if a slightly smaller rate of tax burden had been 

imposed. And at the same time, all of the other economic benefits in jobs, 

local contracts and purchases and spin-off spending will have been lost 

to Montanans in the process, with the state and counties missing out on 

other tax-collection fronts. 

Excessive relL.lOce upon !wveranc(' taxes makt~s MonclOa vulnerable to 

wide fluctuations in tax n~Vt·nllt.~ lH'c:lllse of changing f'neri~Y prices. somC'thinl!, 

which bedevils today's lel-!,islative elt·Liberations as oil prices edge downward. 
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Another graph shows that Montana has increased its dependence upon 

severance tax revenue more rapidly than other states and presently is more 

reliant upon those revenues than the average oil-producing state. In ]981. 

Montana severance taxes accounted for over 21% of our tax revenue versus 

only 16.6% for the other top producing states. The total 1981 oil and gas 

collections in Montana for state and county coffers. including rentals, 

royalties and bonuses from state and federal lease action, came to the 

equivalent of over one-third of the state's total tax revenue (see another 

attached chart). 

Oil prices are not expected to increase for some time, and it may 

he years before they even keep pace with inflation. Increasing severance 

taxes at a time when petroleum revenues are declining clearly will have 

less revenue impact than a prudent hroadening of the state's tax base in 

areas more likely to feel economic recovery. Indeed, perpetuating our 

rtdiance upon severance taxes tdmply may hL' invit IlIg rllrthl~r fIscal distress 

by pInning our hopes on a declining revenl~ source and by discouraging 

investment which could add to our state's economic growth. 

Nevertheless, with world oil prices falling and state budget analysts 

scrambling to determine how projected expenditures are going to mesh with 

anticipated revenues in the 1984-1985 budget, the temptation is going to 

be very acute to opt for the short-term solution of hanging onto every last 

dollar now and hoping the proverbial fairy godmother somehow is going to 

make things better after that in the oil industry, and for the state. 

Montana's fairy godmother has her work cut oul for her because: 

* Montana's 1982 average active rig count was 44.5% of its 

1981 level compared to 58.5% for North Dakota, 74.6% for Wyoming 

and 78.2% for the nation. 

* The. industry's jobs count in Monran'l Is down as of the 

middle ~)f 191Q by ilion' th;1I1 14~~ (If IoII!.tL it was thn'~'-f()lIrths of the 

way thrulIj..\h pl·ak 1CJHl, :wcnrdill)!, to HOllran;l DppartillPnt of Lahar 

and Industry statj:.;tics. In fact, the mid-l<JHl .-'mpll)yment level 

Is ht'luw third-qll:lrrl~r 19HO and C'lllltinllill)', Lo pillngl' ill reflL'etilll-\ 
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the exploration fall-off. 

* Only 17 seismigraphlc data collection crews (6 in the 

Overthrust and 11 in the eastern end, employing about 510 persons) 

were operating in Montana as of January 24 this year, compared 

to 46 crews supporting 1,180 workers in .Janllary, 1982, coming out 

of the 1981 hoom. Numerous communLties across Montana have benefiled 

from the presence of crews which can spend more than SlOO,OOO locally 

in a month. 

* The taxation pressures of high mill levies in most of the 

western Montana counties where new drilling might occur act as a 

disincentive when coupled with the state's 5% oil severance tax, set 

to go to 6% on April Fool's Day. Against a 1982 taxation average of 

about 123 mills in oil-producing counties, most western Montana 

counties are running in the 200-300 mill range, with Deer Lodge, 

Mineral and Silver Bow counties averaging over 300. The high mill 

levies are a reflection, of course; of counties which have limited 

tax bases, and some oil or gas production could help their situations 

greatly and offer relief to other property owners. 

* With at least 90 cents of every investment dollar for 

exploration and drilling coming from out-of-state, Montana's current 

efforts to attract more outside capital to foster activity and jobs 

will be thwarted by a negative oil industry climate in a state where 

historically nearly half of the holes drilled have been dry, third 

highest among maior drilling states. 

Natural resources revenues comprise the largest single source to 

state and local coffers, and, accordingly, have the biggest impact on the 

state's employment picture in terms of primary and secondary jobs. In 

191H, at the peak of activity, 13,226 persons--or ahout one out of every 

16 Montana workers--were direclly workinK in the oil and Ras industry. 

I t mak(~s tientie that Llw :itatc should Ill' duing all il call lo encourage <Ill 

industry which can Kl'ner:lte so m~my johs--and gond-pay ing johs at that. 
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If Montana's dri 11 ing r is ac~_~_v iXY di!I!_~~~~_I~_~J_}1!~51_~~J} Iwd a_~~"e 

national rate instead of its own plunging fall-off. we would have had 

another 27 rigs working. That translate:; to another 1 ,JOO primary jobs 

alone just to drill plus another estimated 200 hack-up jobs in communit1.es. 

Additionally, for well completions historically stemming from that amount 

of drilling. another 42 full-time f'mployees would result. 

The whole ball-of-wax was summed up quite succinctly in mid-1982 by 

the Meadowlark Group, a Helena consulti.ng firm. in a special economic 

report ordered by the Montana State Board of Land Commissioners on the 

question of whether and how to restructure aspects of the oil and gas 

leasing program. The report summary observed: 

"Montana's taxation of the oii and gas industry. including 

both severance taxes and the net proceeds tax (a property tax). 

is the highest of all states studied. It was not the purpose of 

this study to evaluate state taxation. but it is n'asonable to 

expect the rational developer to consider the combined ('ffects of 

lease terms and taxation in d~ciding whether or not to acquire and 

develop tracts in Montana. Leasing. exploration and development 

are all economic decisions and are determined by many factors. 

Key determinants are: oil and gas prices; like] ihood of a successful 

well; level of state and local ~axation and royalty rate and other 

lease terms." 

The report also cautioned that a policy would have long-term effects 

and that a "basis of such a decision should he a longer-term perspective 

rather than simply a decision of the moment." The board wisely responded 

with a new policy. finalized recently, which should encourage future 

exploration for large and deeper pools such as are likely in the Overthrust 

and Disturbed Belt areas. 

In the same light, WI.' ask Montan,l's lt~r.isl;1t()I·S to consider the 

"longer-term perSp('cl iVl' rath .. r than simply ;1 llL'cisioll uf till! moment." 

Fairy godlllother~; mOlY bt· good for slime things, hilt it's il hl>ck of a 
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way to run a state. T1Ie serious business of creating jobs and building a 

solid and blended tax hase from a healthy trek of business activity through 

its communities takes planlwd commitment. Montana needs and can have more 

Sidneys. Shelbys and Bakers. to name a few towns which know how important 

a healthy oil industry hilS been to them. 

(In Iiddition to the charts and attachments mentioned. others are included 

to serve as informatiunal references.) 

The Montana Petrolellm i\ssoci;ltinn 
A Division of the Kocky Mountain Oil & Gas Association 
2030 11th Avenue 
Helena. Montana 59601 
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KlST ATTRACTIVE TAX ENVIRONMENTS* 

(Hypothetical Modest Oil Projec t) 

After-Tax Itelation· 
iank Stata Rate of Return To TOE State - -

1 Kanaaa 17 .6i.. 

2 Taxa. 15.8 -1.8'1. 

l Utah 15.6 -2.0 

4 Wyomin& 15.0 -2.6 , Florida 15.0 -2.6 

6 MLchiPD 14.5 -3.1 

(K)~. with 3'%. severance)** 14.4 -3.2 

7 Cal1.fomi. 14.3 -3.3 

• Qk 1 abo .. 14.0 -3.6 , Hew Maxi co 13.8 -4.1 

10 Colorado 13.5 -4.1 

11 Mi. •• 1 •• 1pp1 13.4 ... 4.2 

12 KlIiTAHA. with 61- aeveranc. 12.5 -5.1 

13 Iiorth Dakou 11.5 -6.1 

14 Alaaka 10.5 -7.1 

l' Lout.iaD4l 9.0 -8.6 

* Altar Heal and a.ad. World Oil, Aug. 1, 1982 . 

.. ' &.ti .. ted. ba.ed upon aasumptiona of World Otl article. 

Note: Comparison does not include county and certain other production 
taxes. which can be factors in some states. Montana's net proceeds 
tax alone, which varies significantly between county school 
districts. averages anuther 6.35% statewide. 
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NON-PRODUCING MONTANA COUNTIES (OIL) 

1982 Tax Year Mill Levy Averages and Ranges 

Countywide Average Ranging From & To 

Beaverhead* 212.31 193.36 244.12 
Broadwater* 209.38 194.32 238.75 
Cascade 301. 66 250.99 372.94 
Custer 244.50 231. 23 337.52 
Daniels 223.36 216.17 233.75 
Deer Lodge* 317.80 272.77 385.90 
Fergus 228.66 194.28 288.64 
Flathead* 233.06 204.64 274.95 
Ga11atin* 262.42 205.62 319.46 
Golden Valley 180.16 172.83 187.49 
Granite* 262. 14 232.00 313.77 
Jefferson* 257.63 208.52 299.78 
Judith Basin _ 249.92 221. 78 278.64 
Lake* 224.96 169.26 306. 18 
Lewis & C1ark* 304.39 235.97 353.52 
Linco1n* 201.35 178.16 222.17 
Madison* 199.36 180.60 230.26 
Meagher* 198.20 171.05 220.45 
Minera1* 319.89 283.60 353.67 
Missou1a* 261. 76 223.71 321. 76 
Park* 227.67 175.61 276.20 
Phillips** 133.48 115.17 165.52 
Powell* 207.57 178.32 287.94 
Ravalli* 260.32 215.53 305.17 
Sanders* 216.42 184.89 256.21 
Silver Bow* 366.83 336.00 413.41 
Sweet Grass 242.51 226.81 262.71 
Treasure 174.46 174.46 174.46 
Wheatland 223.34 199.06 278.85 

* Counties in and around Overthrust and Disturbed Belt areas 

** Has natural gas production as part of tax base 
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JOBS CREATED BY ONE ACTIVE DRILLING RIG 
(full-time equivalent positions) 

• • 40 ONE DRILLING RIG (related services) •• 
seismic & geophysical • • • • • • 5 

employees 
employees 
employee 
employee 
employee 
employee 

land support ••••..••.•• 
site construction • . . . • . • • • 
regulatory (County, State, Federal) • 
site restoration. . • • . • • • • • • 

RIG ACTIVITY DECLINE 

1 
1 

.5 
1 

48.5 employees 

Assuming Montana operated from 1981 through 1982 at only ~ the National 
Average, there would have been 13.5 additional rigs working during 1982. 

support employment from communities ..••.•. 

ADDITIONAL JOBS CREATED BY 13.5 RIGS 

654.8 employees 
100 employees 

TOTAL 755 employees 

Historically 13 active drilling rigs would create a minimum of four 
producing wells per month 

1 completion rig (related services). 
construction 
service & operation. • . • 

15 employees 
• • 24 employees 

_..::.3_ emp loyee s 

(full-time equivalent positions) 42 employees 
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c, 

IMPORTANCE OF OIL AND GAS BONUSES, RENTALS AND ROYALTIES 

TO MONTANA EDUCATION FROM STATE LAND LEASES 

Spirited and steady oil and gas production in Montana is important 
to insure a continued healthy flow of revenues to state educational programs, 
so an encouraging climate in coming years is a critical part of the equation. 

In highly active 1981, Montana collected the most bonuses, rentals 
and royalties from state land leases than any of her Rocky Mountain sister 
states as shown by the table. Montana's total oil production was third 
in the region while gas ranked fifth, yet action on state lands was tops. 

ROCKY MOUNTAIN STATES 

1981 

Production Oil and Gas Lease-Royalty Income to State 

COLORADO OIL 30,303,000 bbls STATE LANDS $ 13,712,594 
GAS 197,298,000 MCF FEDERAL LANDS 33,090,330 

MONTANA OIL 30,800,000 bbls STATE LANDS 48,300,000 
GAS 44,800,000 MCF FEDERAL LANDS 14,900,000 

NEBRASKA OIL 6,671,313 bbls STATE LANDS 1, 904,000 
GAS 2,712,781 MCF FEDERAL LANDS (negligible) 

NORTH DAKOTA OIL 45,672,975 bbls STATE LANDS 44,203,605 
GAS 53,000,000 MCF FEDERAL LANDS 16,000,000 

SOUTH DAKOTA OIL 8,695,000 bbls STATE LANDS 2,858,000 
GAS (negligible) FEDERAL LANDS (negligible) 

UTAH OIL 26,997,955 bbls STATE LANDS 26,060,390 
GAS 87,765,000 MCF FEDERAL LANDS 25,400,000 

WYOMING OIL 122,173,818 bb1s STATE LANDS 46,837,037 
GAS 455,352,450 MCF FEDERAL LANDS 114,009,109 

Page 21 



"21' S .... "J.n Kd, luI,", \I~ 74111 
Moilh". ~t"'I!I s. ... Ilh(), 1ul-. .. , 01( 7"'01 
f'honr: ':I18·6l r,-ilfti. If"lrllL 49·,n4') 
C .... ptNNI'URCO 

IDIToaIAl STAff 

'Aftr T I(II'N"IIrY. ld"O( 
Aobrtt I EnrtJlht. ~,rl\'f' f,Ji'flt 
Iohn l. ~nfolt~, t~~f)( 
lim w.,a, NP'N'J hJlfl" 
Iohn l. Me" ( .. ."lIn, hphw"'IOfI tdllOf 
l.rI s...ton. "'f)f'IH"/JP /thrvt 
Bob II~. ~'IH'" hi/fiN' 
G l h"." C l)tIUlbu(rOI It.llr,)f 
RClIbrft L. lliW'M"JO. "'\~r I ntl"lf"t"fms EduO( 
Mol. B.ldwktt-t, P'''''''ntdf'(H) I d,kH 
.1tobr1t~. l.,r. "'~~c./,'u, 
RotJl"'f1 I 6t>c: It, lu)(totUu. ~ I t!,IOI 

GWOOol t. ~Ifh, \11(1\'1(" I lI,t.ff' 
C. "loin ~l\1. M;;;;;;;;;;;:;;;-TJ't~H 
Don CIJ'W".n. 1(1(" t tdJ(,'" I lntfH t tdlffJ(' 
Jim ~llwt"tl, Lt.I!Jlptttt·tlf IcJ;;(" 
a.t'b.w. Vokoun . . \it PUf" Inl 

ew.- W.., ..... ,(I It' .. nnr lc.M"N:kln, C.rol Oxford. ~I.dfl AnlSts 
AII~ CMlIreU. L>"f'(.(U( (II 1t/,IOf,.' ~u'vt'r' --­
K.1twyft C. ~, Personol, [d'lo, 
h'f'lyn G"IflOf'I. DftJra. ~w.,.n. tdlforloJl An/sLmU 

...... 'uo4i: llO P .. k II~ , '>u,~. 'lt17, 10110'1 1I1·~1IIt·4110 
Ted '/¥loft. P'·I'II(tw:-m'f .. ll(.d~ 1"11(("))"'" tetl'll" MMlW A. 
~. N,.... VCl(, ld,r(J( Lon Miller, fJlfurhtl -")\/S'dni 

.......... , 111MO' ... '" o..k Blvd .. Su,1r Iut.. I~) lIox 1'14/ 
71.l~ 1. 71 J·61 l_cP 10. Lt·.., R. A.alun&.t. f<dIFlHlS hJtI05 
W,U ~ 111. Dr 111m, t<f"'OI; f.n~\ t. It''UfldUI. ~ 
duC'lKVI tdltOl, Rlt.h.wd Wht-.ulI"V. (,ull (Oct')' N('W) fd,rut; 
W ... rrn R. TrUt:'. A,HQC..,. 1«I1n1l .. 1 tei"Ol; lynN' Abeq, 
ldliOlI.1 Annl.lnt 

.... AnpIeo: l)(l W.>h,ntc'on St" Su, ... 4tlll, M."nl d.1 

.... ' (.101 'lO2'11. 211·827 8141, Rob WII" ...... , WP>I 
C",,~ld'l'" -
W ........ _: 1272 Not'on.I ...... , BldtI, 2004~, 102·].7. 
1710. hlihn .. If"nflfH..h, \.".uhmatLWI tUllOS Pdttk.1t lmw, 
~.r!'\londl fd,t," 
"-'un: "'hd'-'''' tinu'C'. 1..,1: let.IOfI ~ . lundun ~WI"KJQS 
2,11-U/44, kOIWf VK·~. ~'c·md',un .. ' Id,hHj ~ 
(;ooA, ~un('ctlt" turvpr .. n hMo, 

AO"ll1S1NG "In: 
T ... : 1411 S, ~Ml.an Rd, 7'112, QI8·81S·11101. 

~ Tum T, T~I, ).,.., /"f .... ".., f ... I.ml" W Brownlee, 
Md. orlllrtmf M .. ,.,....,. 

'- ........... : IIOO S. Po ... ~k HI.d., Suit" lOb. PO Bo. 1'14/, 
77l'l. 11 )·.,1 1_(17 In. juhn M Spt"M\. VIC to IIH~\HI(tflfI 

»Jr1 M.".," W~I ErR f Jett'r, V,( {' P;;"\fUenl Inlt'" 
""'ffY'I.d , .. I", Wllh~n C. W.oIItlf'f"Kk, Gull (n,n' M .. ntil/lf!; 
~ l ... i ..... , !!t:p<e>t'fll411V1" 

...... ~uo4i: 1111 ",uk ....... , 0;."", Wl7, IIIIb9 21l·'I/Ih· 
411U, '0"" W, """.ny, /t., !'''em /"f.n4!!t'r 
C-1irul: ~ \11ft, St, N .... (' ..... n, \N.I1411 
lO1·'Hob·lbOO. 'oKk ~ode<, 01>1"<1 Mon.",·, 
............ : 41q Foufth A ... , 1~21Q lin, lUll, 
412-471·~847, Iohn R. <;Chon., LJ'IIr'CI M.no/l<·' 

CIok.: 7~ I ... W ........ Of" fIObOl. 1Il·l.Ib·1517 
...... M.-In. (1')('1<1 MoltJ4lt! 

o.M.: 1 b>erMY~, .849 Grftrw"ftolloye" Su,t. 118, 
75lOb. 114·719 JU8. William I. Hu., VIII"" /"fond,..' 
'- _h: II 1 h.-.... eM .... IIIdK, Jt.lIS I rOOM lIe.ch 
Bhod, 'tt~1. l1 1-4 .. Ut·700e. Oon [)m{ ... , Wf·~tf·rn M~n ... 'r 
~: AlhMllt' Huuw. 11 C .. :don ~. lunlkln 
SWHit M)S 111~)7.4. O.".id lIl"t .... m.R...,.. .nd U .. id M. 
If'Yln Iln;tf'Od ",","Mm"( .fIld,non',., 
,...: t'romlntt", ':01;- flH' ".tnl J"l.fl~. lSUO,); 
(1) 154 ~~ 1\; r,,"".l~1I1111 PlIBIK' PIII(lS (pour PrOOllnlt"f 
no ~H~.l); D.mM"'4 R. tiem.rd. frtJO(,., Ht'lg,urn, ~JUm. 

l'oI1ua.'. 5, SWIIII'fI~nd 
Nonftol: 4U~4 _"'101 IIWo!\t Uornwny. ~'usrrpjad I, 
OllHlbbll; l""t.. IINM ... , Hpin', (;o.JIl"O', 
W C..,,,..,,,., Np,n.."",ndo.. Auu" •. 
N ~Wlfl"'t..1WJ t ullc',nlltxlrM. ldiH"fn turoptt 
..... : lLJ()lJi!;l Srttr,..,.·, MII.anu S,..n ff'l.u' lui .... S. ILily 
OI·IH·IU\. Ie"'. IllHO PPM11 luoK' N_olI 
ToInoo: Irotam.II"",,' Mlod,. Rpp"'...,t.I, ... 
2·1'i. Tor.tnume", I·t.hon,..,. Mtn.ale ... ltu. T~yu lOS. loJPilln, 
W2 Ob~/), ,PM., IllbJJ SumlO Ok. 
.... IcD: l\pldo 1'00 ... 1 101·10b, MI"KO b, D.F, 
'lOS·~''''·81bn, H.ul Ur""" Inllll"""'\ 

",.hp C l.uIO"' .... Ir . I'rt ... ,(k"Of dlut (h,t" fAt·, ullvt.. 
'.e. l.u~. thd,rmoln 01 rtw HO .. If(J 
Iowph t\, WoIlu"A. X"OI(H' \"u~ Prt'\,dcml 
eMf J. LlWft'ftI:e, (.hlUp ~'Hf'I)'(')I(h'lIf 

H ~WJft fMlr..m. ~e1~_4~ 
John ~Ilf'¥. \ It .. ""·udC.'f!( , 1fI-"", f' 

I. lIWfnllr (. ~~, (,!!.-"t.1.~!' 1-''';';;'1 
~1I"'\(",. (1((111 •• "."."",,,,,, ... 

"--- Pa..I M.titttlfo !:.:0~'"'''' 1\, .. " ... ,."" 
lob \.11, ... ". ~,",If'. P'tJfI."'fJU Mdn, • ..,­
,.,.. )u,.... ~h' .... ,I'UI" ~.:..!..'..!(}'\ Mdn,I,,"" 
l'\'fOfM '-.N .. , , 1,j.''''I''~ ... ,h ....... ,-!f1I Mol'"'''''' 

JOURNALLY SPEAKING 

The numbers game 
We've all heard that figures never lie, but liars often figure. 

The Forecast/Review which appears in this issue is basically an 
exerc.:i~e in figures or numbers-numbers based upon a logical 
a5~e~~m('nt of where we've been, where we are now, and where we 
Gm expect to be next year . 

Numbers are pure, They are precise, the solid granite base for 
projections, the stone tablets from which revelations spring. 

But there is less to some numbers than meets the eye, The wary 
forecaster will realize that the statistical base can sometimes be 
quicksand rather than granite. Figures may not lie, but they can 
cert.1inly mislead. That's where we come in. Our job is to help 
distingui.,h the rocks from the sand. 

John McCa~lin's forecast of well completions is based upon a 
comprehensive survey of many oil companies and a reasonable 
ass('s~m(>nt of how the plans stack up with recent activity. 

In 1982, well completions went up 9.6% while rig activity fell 
21,8%. Since you don't drill and complete wells without rigs, these 
numbers are suspicious, During the boom years of 1980-81, the delay 
in rpporting completions lengthened and distorted the data for 1982, 
resulting in the paradox of record well completions in the year of the 
steepest drilling slump in U.S, history, So the granite base for forecasting 
19tH completions is a bit spongy. 

Similar problems arise with motor gasoline demand, It is 
"officially" measured by the Department of Energy and presented in 
monthly publications. Government policy decisions and legislation 
have been based upon movements in demand. And forecasts are based 
upon things such as the historical shift in demand relative to prices. 

The problem is that some of the official DOE historical numbers 
are wrong. During 1978-80-and possibly prior years-the motor 
gasoline produced by some enterprising small refiners slipped through 
DOE's reporting net. The amount is estimated at 160,000-300,000 bid. 
For those years, the U,S, produced more gasoline than the figures 
show. 

Because demand is defined as products supplied-the sum of 
production and inventory changes--consumption was also understated 
by that amount. Fortunately, that reporting error has been corrected in 
current statistics--but the historical record has not. 

The bottom line is that U,S. gasoline consumption has declined 
even more than official figures show. And economists, politicians, and 
otht'rs unaware of this are apt to base conclusions and actions on 
erroneous premises. 

Part of our job is to help readers avoid such statistical traps. So the 
191U forecasts beginning on p. 71 take these pitfalls into account. This 
won't guarantee that we'll hit drillin~ or gasoline demand on the nose, 
But when you're trying to figure out where you're going, it helps to know 
where you've bt.'en. 

Robert J. Beck, Economics Editor 
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Beaverhead 
Big Horn 
Blaine 
Broadwater 
Carbon 
Carter 
Cascade 
Chouteau 
Custer 
Daniels 
Dawson 
Deer Lodge 
Fallon 
Fergus 
Flathead 
Gallatin 
Garfield 
Glacier 
Colden Valley 
Granite 
Hill 
Jefferson 
Judith Basin 
Lake 
Lewis & Clark 
Liberty 
Lincoln 
Madison 
McCone 
Meagher 
Mineral 
Missoula 
Musselshell 
Park 
Petroleum 
Phillips 
Pondera 
Powder River 
Powell 
Prairie 
Ravalli 
Richland 
Roosevelt 
Rosebud 
Sanders 
Sheridan 
Silver Bow 
Stillwater 
Sweetgrass 
Teton 
Toole 
Treasure 
Valley 
Wheatland 
Wibaux 
Yellowstone 

Total State 

THE ROLE OF OIL AND NATURAL GAS PRODUCTION 
On Montana's 1982 Total Taxable Valuation By Counties 

Total 
Valuations 

1982 

15,344,893 
12J,926,603 

33,607,352 
7,131,171 

27,321,290 
6,517,742 

89,478,909 
28,682,598 
18,320,534 
8,035,300 

30,044,542 
13,208,378 

118,324,761 
22,219,949 
80,] 00,515 
56,944,405 
6,521,008 

44,461.426 
4,244,653 
5,307,536 

44,742,259 
10,877,316 
9,768,278 

26,271 ,591 
54,722,048 
21,520,242 
32,594,458 
14,207,766 
11 ,515,997 
5,731,829 
4,642,772 

124,354,808 
29,303,866 
17,827,180 

2,882,322 
32,895,804 
23,698,059 
73,082,837 
11,474,947 

6,227,709 
21,801, 175 

144,666,368 
67,517,948 

163,639,478 
19,356,835 
92 ,393,166 
47,571,109 
13,966,974 

7,307,647 
17,885,883 
45,257,723 

4,401,696 
29,389,187 
5,691, 701 

28,964,457 
196,095,144 

$2,204,492,144 

Oil & Gas 
Valuations 

for Tax Year 1982 

1,104,409 
19,042,297 

11 ,844 ,851 
556,340 

1,344,229 
33,538 

7,152,477 

104,085,931 

357,812 
26,965,570 

113,916 

11,781,607 

11,319,958 

2,053,507 

21,575,870 

1,051,679 
12,550,312 

7,09l,115 
61,413 ,695 

1,470,495 

113,404,778 
38,394,584 
22,797,109 

77,225,510 

1,387,423 

2,416,632 
27.204,351 

310,939 

22,715,020 
323,708 

$609,089,665* 

Percentage of 
Oil & Gas Values 
To County Totals 

0.89% 
56. 66~~ 

43.35% 
8.35% 

4.69% 
0.18% 

23.81% 

87.97% 

5.49% 
59.97% 

2.68% 

26.33% 

52.60% 

17.83% 

73.63% 

36.49% 
38.15% 
29.92% 
84.03% 

23.61% 

78.39% 
56.87% 
13.93% 

83.58% 

9.93% 

13.51% 
60.11% 

1.06% 

78.42% 
0.17% 

27.63% 

*Oi1 and gas value is 36.7% of total taxable valuation in producing counties, 
which is $1,488,117,932. 

Note: Montana's total taxable value is only 13.8% of the state's 1982 market 
value of $15,952,480,208, yet oil and gas are taxed at 100% of their net 
proceeds while other properties enjoy greatly reduced percentage classifications. 
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... 

\-1ELL COMPLETIONS: A CURRENT OIL INDUSTRY ENIGMA 

Boom year 1981 didn't turn into bust year 1982 like the flick of a 
light switch. The goodness of '81 bulged slightly into '82 as the fevered 
activity pace backed up and hefty 1981 drilling budgets were being used up. 

How many of the early 1982 well completions bend back to the 1981 
flash is one question. But the dilemma of when a drilled well really 
becomes a completion tallied into the statistics of one period or another 
has been with the industry for some time, magnified into a major debate 
by the dramatic drilling turnabout only shortly after 1982 unfolded. The 
experts are scratching their heads over 1982. 

Respected Montana chronicler Roy Boles, publisher of the Montana Oil 
Journal, says 913 for Montana. Petroleum Information, which covers the 
Rocky Mountains region from Denver, says an estimated 1,188. And the 
Oil & Gas Journal, in its January 31 issue, uses a 1982 estimate of 
"1,241 wells drilled in Montana last year with only 860 planned this year." 

But the whole numbers game gets to the point of begging the question. 
as the attached editorial remarks of OGJ Economics Editor Robert Beck note 
in the January 31 issue. As he points out, you can't have well completions 
without rigs, so the figures are suspicious. 

The year total figures are not all that important anyway. What is 
significant are the jobs and business sector dollar flows lost as 1982 
ebbed on. The heavy traffic from 1981 spilled over into 1982, and first­
half figures are heavier. But the fall-off is plain in the way the 1982 
active rig count plunges through the year (see chart below). The 1982 
rig drop meshes with the corresponding loss of jobs as the months peel 
off (chart in packet). The 1982 trend tells the story of where we are at 
now, and it leaves no doubts. 

Something else is worth mentioning about well figures. Over 68% of 
the 913 completions reported by Montana Oil Journal for 1982 were not in 
the deeper-well, higher-yield Williston Basin. A number of them are 
shallow, quick-sunk Hi-Line wells with smaller reservoirs. Every well helps 
in jobs and tax revenues, but one should not mistake these easier punches 
for the kind of sustained job and production activity which comes from 
deeper play in the Williston or which could develop from the mammoth 
formations of the western Montana Overthrust and Disturbed Belt areas. 

Rig Count, Plotted Weekly, 1882 
. .4-.. 'Nll'll .------.--------------- The IIverllge number of rigs active In 

Montllna throughout 1982 was 36. The 
IIverage In 1981 was 81 active rig" The 

________ 1982 peak was the flret IWak of the year. ,. . -, • ..--\..... MONTANA ... , ... 
following the downward trend thai beglln 
In late 1981. 

The Iowe.t Iewl In 1982 was In 
mid· November when only 22 rig. were 
active. - i. \,'.. 10:1 _.- \-, ------

.... 0.. !\ 
-- ~ , 0 

·-f '." ., \·~,if~~-,..-, .. ~---- ' .... V ... , 
»-u..u LW Lll.L.J LUJ Ul.J Ll..l.lJ UlJ u..w UJ...J UJ.J ~u.u 

J_ F.b M", Apr May JtIII QiI/ All, 'sep On No" D« 
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B
l 

OF GROSS 
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OF GROSS 
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B
l 
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B
B
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B

l 
OF 
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G
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bbl 
p
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34.76 
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O

 
34.41 
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34.19 
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100.00 
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100.00 
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g
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b
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W
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3.79 

10.44 
3.75 
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C
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. 15 

.43 
.06 
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4.98 
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.64 
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3.05 

B
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14.76 

N
et 

P
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4B

.7I 
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QJ 

RIT 
tax/bbl 

@
 .5%

 o
f gross 
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-
-

T
otal 

P
roduction T

axes 
5.52 
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'.~ 

OIL AND GAS LEASE SALES ON STATE LANDS IN MONTANA 

1983 (March 1 -- one sale only) $336,840.46 

1982 $3,120,749.35 

1981 $17,071,727.14 

1980 $28,914,371.46 

1979 $8,413,346.80 

1978 $4,908,035.12 

1977 $2,486,807.15 

1976 $1,428,650.19 

1975 $669,073.16 

1974 $1,591,293.66 

1973 $1,233,502.09 

EXHIBIT 3 
3-18-83 



-
f-

OIL ;"·,;;D CAS LU\SE SALES 
4 ___ ---.------.-

I\c I'C S TrL1C ts I\verJge Rev(~llue 
Date of Sale Sold Sold Per I\cre fl'om Sllle -- .- ------ -----

SL'P tt?Hlber 12, 1972 89,050.~9 197 $ 1.76 $ 159,9211.08 

December 5, 1972 88,002.74 185 2.15 189,7GO.i~5 

March 6, 1973 191,104.94 397 3.22 614,599.48 
June 5, 1973 191,914.62 375 1. 57 301 ,174.49 
September 11, 1973 133,573.93 304 1. 75 233,620. 16 
Decelllber 4, 1973 40,837. 11 102 2.06., 84,107.96 
rtarch 5, 1974 212,964.97 . 508 3.17 675.014.86 
June 4, 1974 151,120.56 302 2.75 416,247.33 
September 10, 1974 79,968.45 186 4.32 345,248.20 
December 3, 1974 51,696.97 109 2.99 154,783.27 
March 4, 1975 53,108.74 112 2.08 110,444.58 
June 3, 1975 91,541.37 239 2.88 263,957.13 
September 9, 1975 56,282.77 117 1.85 104,197.06 
December 2, 1975 72,205.14 147 2.64 190,474.39 
March 2, 1976 59,099.57 133 3.63 214,337.11 
June 1, 1976 82,062.29 194 2.93 240,416.42 
September 14, 1976 111,827.38 252 4.98 556,704.69 
December 7, 1976 62,883.18 158 6.63 417,191.97 
March 1, 1977 17,077.84 34 5.95 101,684.37 
June 7, 1977 169,847.63 379 4.99 847,115.72 

September 13, 1977 69,193.84 171 8.55 591,597.64 
December 6, 1977 101,408.76 214 9.33 946,409.42 
Ma rch 7, 1978 172,754.97 401 8.47 1 ,463,309 . 67 

Sta te Lands 145,473.92 342 7.90 1 ,149,666.60 
Prison 27,281.05 59 11.50 313,643.07 

June 6, 1978 243,090.73 620 5.57 1,355,378.41 

September 12, 1978 102,121. 40 213 13.46 1,375,028.02 
December 5, 1978 91,306.08 211 7.82 714,319.02 
~larch 6, 1979 146,051.13 354 5.17 755,279.48 

June 5, 1979 79,065.70 181 14.53 1 ,148,758.21 
Sep teillber 11, 1979 128.471.16 283 16.80 2,158,297.71 
December 4, 1979 263,978.90 ~53 16.48 4,351.011.40 
March 4, 1980 120,230.06 236 .. 22.58 2,715,300.04 
June 3,4, 1980 435,271.61 1016 34.86 15,173,583.92 
September 9,10, 393,060.59 829 19. 13 7,519,620.31 
December 2, 1980 254,272.10 560 13.89 3,532,867.19 
t1arch 2,3, 1981 369,776.95 -'936 12.64 4,675,543.59 
June 2, 1981 111,529.32 236 16.93 1,888,446.51 
Sept. 1, 1981 287,540.02 659 34.17 9,825,164.76 

Dec. 8, 1981 44,183.83 115 15.44 682,572.28 
March 2, 1982 19,315.64 43 31.93 616,889.32 

June 1, 1982 60,986.54 128 10.86 662,687.73 

Sept. 14, 1982 55,802.02 127 25.84 1,442,390.31 

Dec. 7, 1982 45,443.36 110 8.77 398,781.99 

March 1, 1983 34,216.58 92 9.84 336,840.46 
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SB 159 
For House Taxation Committee 
March 18, 1983 

Mr. Chairman and Members of the Committee: 

EXHIBIT 5 
3-18-83 

My name is Mac Roberts from Helena. I am here in support of SB 159 on behalf 

of myself as a local oil landman. I also have been asked to speak on behalf of 

the Independent Petroleum Association of the Mountain States (IPAMS), which com­

prises 1,800 members throughout the Rocky Mountain States, most of which do business 

in Montana. 

* Montana's drilling rig activity has sharply declined during the last 12 

months--proportionately the most anywhere in this country--partially due 

to the declining market price of oil and also due to state and county 

production taxes placed directly o~ oil. 

* State production taxes here range as high as 15% in some counties, well. 

above the 11.87% average for the state, with the potential of them going 

even higher during the next year if the additional 1% severance tax is 

allowed to go into effect April 1. Those higher counties are where most 

of the drilling activity has been in the past few years. 

* North Dakota's Senate this week passed a moratorium on a 6~% state production 

tax, which would reduce that state's total tax burden back to only the 5% 

severance tax. 

Mr. Chairman, I work in the land business for many companies wishing to come 

to Montana to search for oil. There are many of my counterparts throughout the 

state who have had companies willing to come into Montana. But because of the 

great expense of taxes and the reality of long-term pay-out possibilities, other 

states offer better potential for their investment dollars. 

As a small producer. I have been forced myself to look at states such as 

Kentucky, where the total state tax burden is in the range of 8% and my investors 

can recapture their risk capital sooner. Montana is my home, and it hurts for me 

to have to look elsewhere. 

Mr. Chairman and Members of the Committee, I request that we give the oil 

industry a signal that we here in Montana want those exploration dollars within 

our borders and the jobs for Montanans that come with them. In 1982, Montana 

workers and small businesses lost a lot of those dollars from their economic f10w 

as the total footage drilled and related activity fell off markedly. 
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The oil business in Montana depends a lot on the small operators to drill 

the wildcat finds, which also takes in a lot of dry holes, and also to put to­

gether the drilling deals which bring millions of out-of-state dollars to Montana. 

That's the kind of building of Montana that we need to continue to do so that 

guys like myself can stay and so we can keep the exploration jobs going. 

I ask that you recommend passage of SB 159 and give that positive signal 

so our industry can afford to operate in Montana and not go elsewhere. 

Thank you. 
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STATE OF MONTANA 138-83 
REQUEST NO, ____ _ 

FISCAL NOTE ..,., 
Form 8D-J5 

In compliance with a written request received January 18. , , 9 ~ , there is hereby submitted a Fiscal Note 

for Senate Bill 159 pursuant to 'Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA). 

Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members 

of the Legislature upon request, 

DESCRIPTION OF PROPOSED LEGISLATION: 

Senate Bill 159 reduces the oil severance tax to 3 percent and provides an immediate 
effective date and an applitability date. 

ASSmIPTIONS: 

1) The projections of oil severance 'tax receipts and distribution prepared by the 
Office of Budget and Program Planning are the basis for comparison. 

FISCAL HlPACT: 

Oil Severance Tax Collections 
Under Current Law 
Under Proposed Law 
Estimated Decrease 

General Fund 
Under Current Law 
Under Proposed Law 
Estimated Decrease 

Distribution to Producing Counties 
Under Current Law 
Under Proposed Law 
Estimated Decrease 

FISCAL NOTE 5:AA/l 

FY 1984 

$ 59,377,000 
29,688,500 

$(29,688,500) 

$ 56,374,000 
28,187,000 

$(28,187,000) 

$ 3,003,000 
1,501,500 

$(1,501,500) 

FY 1985 

$ 65,462,000 
32,731,000 

$ (32 , 731,000) 

$ 62,179,000 
31,089,500 

$(31,089,500) 

$ 3,283,000 
1,641,500 

$(1,641,500) 

BUDGET DIRECTOR 

Office of Budget and Pr~ram Planning~ 

Date: \ - L I - ~ :S 
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STATE OF MONTANA 
REQUEST NO. 431-83 

FISCAL NOTE 
Form 8D-15 

In compliance with a written request received February 16 , 19 ~ , there is hereby submitted a Fiscal Note 
for . Sena te Bill 413 pursuant to Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA). 
Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members 

of the Legislature upon request. 

DESCRIPTION OF PROPOSED LEGISLATION: 

A bill for an act allowing only 70 percent of the windfall profits taxes withheld 
and paid by an operator to be deducted in computing net proceeds taxes on oil and 
gas; providing a method to adjust the deductible percentage upon tequest; providing 
limitations; and providing a retroactive applicability date. 

ASSUMPTIONS: 

!) Estimated statewide taxable valuation for FY84 is $2,246,035,000 and $2,299,731,000 
for FY85. 

2) 

3) 

4) 

5) 

Total windfall profits tax deductions for productions years 80, 81, 82 are 
estimated to be $566,886,000. 
Total windfall profits tax deductions for production year 83 are estimated to 
be $172,899,000. 
The average county mill levy is 123.5 mills. (Includes 46 mills for foundation 
program and the university system.) 
The average percent used in computing the windfall profits tax diduction will 
be 70% and no adjustments will be made under Section 2, Sub. 2. 

FISCAL IMPACT: 

40 Mill Levy - Foundation Program 
Under Current Law 
Under Proposed Law 
Estimated Increase 

6 Mill Levy - University System 
Under Current Law 
Under Proposed Law 
Estimated Increase 

LOCAL IMPACT: 

FY84 
89.841M 
89.841M 
g=ggg~ 

13.476M 
13.476M 
g=gg~~ 

FY85 
91. 989M 

100.867M 
!l ... !lI!ltl ------

13.798M 
15. 130M 

!=~~~~ 

Based on an average mill 
additional $17.2 million 

levy of 77.5 mills, local government would recieve an 
in net proceeds property tax revenueQJ Y'Y\. L 

BUDGET DIRECTOR 

Office of Budget and Pr~ram Planning "'wtI 
Date: 2.- ,% t 3. 
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LONG-RANGE IMPACT: 

Because this legislation applies retroactively to production years beginning on or 
after January 1, 1980, the fiscal impact for FY85 includes the adjustments for 
previous years. Subsequent fiscal impact beyond the 1985 biennium, will be approx­
imately $6.0 million for the foundation program, university system and local govern­
ments. 

The revenue anticipated will be reduced or increased by the amount of adjustments 
to the deduction allowed under Section 2, Sub 2 when these adjustments are actually 
known. 

FISCAL NOTE 15: M/2 
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