Senate Bill 317

In The Senate

January 29, 1981 Introduced and referred
to Committee on Taxation.

Fiscal note requested.
February 4, 1981 Fiscal note returned.

April 23, 1981 Died in Committee.



4Tth Legislature

10
11
12
13

14

14
17
18
19

20

22
23

24

LE 0576701

INTRODUCED BY

A BILL FOR AN ACT ENTITLED: “AN ACT YO DECREASE THE TAXABLE
VALUATION OF NET PROCEEDS OF OIL AND GAS WELLSS TO INCREASE
THE OIL AND GAS SEVERANCE TAX IN A COMPARABLE AMOUNT I
ORDER T PROVIDE FOR AN OIL AND GAS IMPACT FUND3 TO CREATE
AN OIL AND GAS IMPACT BCARD TO CONTROL EXPENDITURES FROM THE
IMPACT FUNHD; AMENDING SECTIONS 15-6-131y 15-36—-101+ AND
15-35-112+ MCA; AND PROVIDING AN EFFECTIVE DATE.®

WHEREASs a greatly increased impact on this state from
oil and gas development can be expectad in the future a3s a
result of the deregulation of the Industry; and

WHEREASy large amounts of tax revenue will result from
the increased development and increased price of oil and gas
from the existing tax Tlaws applicable to oll and gas
extraction; and

WHEREASy it is appropriate that some of this additional
revenue be made available to 1tecal governmants +to  insure
that impacted areas are able to meet the increased demand
for public services resulting from increased oi1 andg gas
developments In particulares local roads are heavily impacted
by 0il and gas development and need revenues that are not

otherwise availables
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LC 0576701

8E IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

NEW. SECTIDNe Section is Gil and gas impact board ~-
allocation -- compositione (1) There is an oil and gas
impact board composed of Seven members appointed by the
governor under 2-15-124y as follows:

(a) Two members shall be from impact areas.

(b} Mo wmore than four members may be from the same
congressional districts

{c) Consideration must be given to pecple from the
fotlowing fields:

(i) business and commerce;

(ii) educationj

{iil) public administration; and

{iv) planninge

{2) The board is allocated to the department of
community affairs for administrative purposes only as
prescribed in 2-15-121.

NEH SECTIONa. Section 2« Purpose. The purpose of
[sections Z through 11] is to assist governmental units that
have been reguired to expand the provision of public
seryices as a consequence of large-scale development of oil
and gas production facilitiese

NEH_SECLTICNs Section 3. Account establisheds There is

within the earmarked revenue fund an o0il and g¢gas impact

2 INTRODUCED 3RBRILL
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accounte Money is payable into this account under
15-36-112(2){a)e The state +treasurer shall draw warrants
from this account wupon order of the oil and gas impact
boards

MEH _SECTINN. Section 4« DCefinition of boarde As usead
in [sections 2 through 11}» "board® meéns the ¢il and gas
tmpact board provided for in fsection 1]e

NEY. SECTION, Sectiaon S5« Chaltrmany meetingsy
compansationy and facilitieses (1) The board shall elect a
chairmen from among its memberses

{2} The board shal} meet quarterly and may meet at
other times as called by the chairman ofr a majority of the
memberse

{3) Members are entitled to compensatian as provided
for in 2-15-124(7}s

{4) The department of community affairs will proavide
sititable office facilities and the necessary staff for the
boarde

HEW_SELTIION. Section 6« General powers of the boarde
The board may:

{1) retain professional consultants and advisors;

(2)y adopt rules governing its proceedings;

(3) consider applications for grants from the ¢il and
gas impact accounti and

{4%) award grants In accordance with [sections 2
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through 1)

HNEW SECTIONs Section T« Basis for awarding grantse
{1) Such grants shall be awarded on the basis of:

{2) need;

(b) degree of severity of impact from cil and cas
developments

{c) availability of funds; and

{d) degree of local effort in meeting these needse

{2} 1n determining the degree of Jlocal =zfforts the
board shall review the millage rates levied for the present
fiscal year in relation to the average miltage rates levied
during the 3 vyears immediately preceding o0il and 4gas
development in that areas or 1970 whichever is Jatery thet
impacts the Jocal government unit applying for assistances

{3) Millzge rates for the prasent fisca) year that are
lower than the average millage rate levied during the 3
years immediately preceding oil and gas development in that
“rea or 1970y uhiéhever is tatery shall be considered by the
board to indicate the lack of local effort. The application
under such circumstances may be rejected. Howevers special
consideration shall be given to those expendituresy such as
road improvement and maintenances for which special hudget
lTimitations apply.

{4) Furthers in determining the degree of local

efforte the board shall consider the possibility of

_4_
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requiring that Tocal government unit tc increase its bonded
indebtedness to provide all or part of the governmental
service or facility that is needed as a direct consequence
of ©il and gas development.

(5 To the extent funds are needed to evaluate and
plan for the impact needs caused by cil and gas developmenty
consideration of bond Issues and wmillage Tevies may be
waived,

{6) To the extent the applicant has no history of mil}
leviesy subsections (2) and (3) do not applys

NEH _SECTIONs Section B8« Priorities for impact grantse
(1} The department of community affairs shall designate
countiess townss schocl districtsy and other governmental
units that have had or expect to have an increase in
estimated population of at least 102 during any 3 vyears
since 1977 as a result of oil and gas developments The board
shally subject +to the appropriations of the legislaturey
award at least SCX% of all grants awarded to governmental
units and stata agenciaes for mesting the needs caused by oil
and gas development each year to these designated
gavernmental unitse

{2) Attention should be given by the board to the need
for community planning before the full impact is realizeds
Applicants should be able to show how their request

reasonably fits into an overall plan for the orderly
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management of the existing or contemplated growth problemsa

NEA_SECTIONe Section %« Applications for grantse The
governing body of a citys towns countyy of school district
or any other local or state governmental unit or agency aay
apply for a grant to enable it to provide governmental
services that are needed as a direct consequence of 6i%  and
gas developments The board shall prescribe the form for
applicationse Applicants shall describe the nature of their
proposzd expenditures and the time involved.

NEK_SECTIONs Section 10. Limitations on grantse (1)
The board may commit itself to the expenditure of funds for
more than 1 year for a single projects as long as the grant
does not extend over more than 10 years and does not exceed
reasonable revenus expectationse No state agency may receive
grants that exceed 5% of the money 2ilocated to the board.

{2) The total amount of grants awarded for any 1 year
may not exceed the product of subsection (2)(a) times
subsection (2)(b) times subsection {(2){c):

{a) thz increase during the year in the number of
persons employed directly in 0il and gas developments as
dztermined by the department of community affairss

(b) a8 reasonable multiplier representing the ratio
that the increase In number of oil and gas employees bears
to the total incresase in population during the year; and

(c) the average per capita cost during the yeary

.~ SB 317
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including operating and capital costsy of all services
normaliy provided +to Montana citizens by state or Tocal
government .«

(3} 1If persons employed in oll and gas development
elsewhere are 1living in an impacted communitys the board
shall make a suitable adjustment to take this factor into

consideratione

NEW. SELTIONe Section Il. Deposit of unused money. aAny
money in the cil and gas impact account not useg by the end
of each bieanium must be deposited in the nermapent coal tax
constitutionsl trust funds to be added to the principalas

Section 12« Section 15-36-101y MCAy is amended to
read:

H15-36-101s Definitions and rate of taxs (1) Every
person engaging IR or carrying on the business of producing
petroleumy cther mineral eor crude ¢ily or natural gas within
this state or engaging in or carrying on the business of
ownings controllings managings leasings or operating within
this state any well or wells from which any merchantable or
magketable petroleums other mineral or crude oily or natural
gas is extracted or produced sufficient in quantity to
Jjustify the marketing of the same musty except as provided
in 15-36~121y each year when engaged in or carrying on any
such business in this state pay to the department of revenue

for the exclusive use and benefit of the state of Montana a

-7

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

25

LC 3576/01

severance tax computed at the following rates:

(a) 2s1% of the first $6+000 of the tgtal arcss velue
of a1l the petroleuxr and other mineral or crude oil produced
by such person fros each Jlease or each lease within 2
unitized property in the calendar quarter;

{b) =265% the fgllowing percentgge of the total gross
value of thet portion of all the production of such person
from each lease or each lease within a unitized property in
each = calendar gquarter in excess of the first $62000 of the
total gross value; but in detergining the amount of such tax
there shall be excluded from consideration all petroleum or
other crude or mineral oil produced and used by such person
during such year in connection with his ocperations in
prospecting fors developings and producing such petroleum or
crude or mineral cile:

1i} _4X during. taxable year 193i:

L11} 5% during. texable year 1962:i and

£iii) I3 during taxable year 1983 apd theceafter:

(c) 2+65% the following percentage of the total gross
value of natural gas produced from each lease or unit; but
in determining the amount of such tax there shall be
excluded from consideration 211 gqas proeduced and used by
such persen during such year in connection with his
operations in prospecting fore developingy and produting

such gas or petroleum or crude or mineral oil; and there

—-g-
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shall also be excluded from consideration all gas recycled
or reinjected into the groundwei

4i). %% during. taxable year 19813

£11). 5% during taxable year 19823 and

Litl) I3 during taxable vear 1983 and theresfters

{2) Nothing in this part zay be construed as requiring
labhorers or employees hired or employed by any person to
drill any oil well or te work in or about any cil well or
prospect or explore for or do any work for the purpose of
developing @any petroleusr or cother mineral or crude c¢il to
pay such severance t&xs nor may any work deone or the
drilling of any well or wells for the purpose of prespecting
or exploring for petroleurm or other mineral or crude oils or
for the purpose of developing same be considered to be the
engaging in or carrying on of any such business. Ify in the
doing of any such works in the drilling of any 0il welly or
in such prospectings exploringy or development worky any
mercheantable or marketable petroleum or other mineral or
crude oil in excess of the guantity required by such person
for carrying on such operation is produced sufficient in
quantity te justify the marketing of the sames such worky
drillingy prospectings explorings or development work is
considered to be the engaging in and carrying on of such
business within this state within the wmeaninag of this

sections
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{3) For purposes of computing the tax in subsections
{l1}{z) and (1)(b} sbovey, 1lease count Includes all Teases
contributing to the unitized area within a3 wunit or aly
tracts wWithin a unit participating in productione

{4) Every person required to pay such tax hereunder
shall pay the same 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 311 the marketable petroleum
or ather minerat or crude oil or natural gas extracted and
producedy including owner or owners of working interest,
royalty interesty overriding royalty interesty carried
Working interesty net proceeds interesty production
paymentss and all other interest or interests owned or
carved out of the total gross proceeds in value or In kind
of such extracted marketable petroleum or other wmineral or
crude o©il or natural gass except that any of the aforesaid
interests that are owned by the federaly states countyy or
municipal governments shall be exempt from taxation under
this chapter. Unless otherwise provided in & contract or
teases the pro rata share of any royalty owner or owners
will be deducted from any settlements under said Jlease or
leases or division of proceeds orders or other contractsa.®

Section 12. Section 15-36-112y HCAy Iis amended to
read:

w15-36~112« Disposition of o0il and gas severance

- 5B 217
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taxes. (1) Each year the department of revenue shall
detarmine the amount of tax collected under this chapter
from wlithin each countys

{2) The severance taxes ccllected under this chapter
are allocated as follows:

(a) the amounty {if oanys by which the tax cellectad
from within a county for any fiscal year exceeds the total
amount collected from within that county for the previous
fiscal yeary by reason .of increased production and not
because of increase [n or elimination of federal price
ceilings on oil and gase Is allocated to the general fund of
the county for distribution as provided in subsection (3);

{b} _to _tha oil god  gas iepact fund establisbed in
[section.3]s the following amountss

{11 _34.{30X of the  tax ccllected  upder subsections
£13¢h) and Lid{c) of 15=36-101 during 19813

£11)_564500% of _the tax ccllected uynder subsagtions
{1)ihk_and (1)ic) of 15=36~1Q) during. 1982i_ and

{iii)_67.375% of the tax .collected  under subsections
{1120} _and. _{1)ic) of 15-26-10]1 during 1983 agd esch year
thereafteri

f83ic) any amount nect allocatud ee——the—-¢ounty under
subseetdon subsgctions (2)}(a) and (2)1Ib) is allocated to
the state general funde

(3) {a) The county treasurer shall distribute the
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money received unpgder this section to the county and to all
the incorporated cities and towns within the county in the
following manners The county receijves the available money
multiplied by the ratio of the rural population to the
county populations Each incorporated municipality receives
the available money wmultipglied by the ratio of the
pupulation of the incorporated municipality to the county
populatione The rural population is that population of the
county VYiving outside the boundaries of an incorporated
municipalitye. Population shall be based on the most recent
fFigures as determined by the department of comuunity
affairses

{b) The money distributed under this subsection may be
used for any purpose as determinad by the governing bady of
the countyr clitys or town.®

Section 14s Section 15-6-131y MCAs 15 amended to read:

"15-6~131a Class one property --  description -—
taxable percentages (1} Class one property includes:

{a) the right of entry that is 2 property right
reserved in iand or received by mesne conveyance {exclusive
of leasehold interests)s devises or succession to enter land
whose surface title is held by another to explorey prospects
or dig for cily gase coaly or minerals; end

4b) _the apnual pet vroceeds of all oil and gas wells;
and

-2~
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+b¥{c) the annual net proceeds of all mines and mining
claims except coal and metal minese

{2} Class one property is taxed as fallows:

{a) Property described in subsection (l)(a} is taxed
at 100% of its mark=t valuey as determined by the department
of ravenua.

ib)  _Properiy described ip subsection (1yfb} is_._taxed
at_the following percentage. of its.annual pei proceeds afier
deducting the expenses. soecified and allowed by 15-23=-5033

44).85% of .the apnual pek proceeds assessed .lo_ 1931

Lii} 632  of _the apoual nel proceeds assessed jo 12823
and

Liii} 452 of the appual net proceeds asseszed. _in 1285
abd.thereafter,

tb¥(c} Property described in subsection (l){b¥ig) is
taxed at 100% of its annual net proceeds after deducting the
expens2s specified and allowed by 15-23-503.%

Szction 15. Effactive date and applications This act
is effective on passaga and approval and applies to apy tax
quarter beginning after January ls 1981e

~End—-
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'TATE OF MONTANA
REQUEST NO. _256=81 __
FISCAL NOTE

Form BD-15

tn compliance with a written request receivea __Fehruary 2, 19 _81 . | there is hereby submitted a Fiscal Note
for . Senate Bill 317 __ _ _ _ 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, tc members

of the Legislature upon request.

Daescription of Proposed Legislation

An act to decrease the taxable valuation of net proceeds of o0il and gas wells, to
increase the o0il and gas severance tax in a comparable amount in order to provide for
an oil and gas impact fund; to create an oil and gas impact board tao control expenditures
from the impact fund.

Impact to the Department of Revenue

Assumptions

1. The gross value of o0il produced will be $757 million in FY 1682 and $885 million
in FY 1983.

2, The gross value of natural gas will be $88.6 million in FY 1982 and $110.1 million
in FY 1983.

3. Currently, allowable deductions average 44.57% of the gross value of oil and 26%
of the gross value of natural gas.

4.  Mill levies are 150 for local governments and 6 mills for the University Levy.

5. The proposal increases the effective severance tax rate on oil to 4.71% in FY 1982
and to 6.51% in FY 1983.

6. The proposal increases the effective severance tax rate on natural gas to 5% in
FY 1982 and 7% in FY 1983.
7. The analysis ignores distributions of severance tax revenue to counties that ex-

perience increased production.

Fiscal Impact FY 1982 FY 1983
Natural Gas Severance Tax
Under current law $2,347,000 $2,917,000
Under proposed law 4,430,000 5,505,000
Estimated Increase $2,083,000 $2,588,000
0il Severance Tax
Under current law $20,066,000 $23,457,000
Under proposed law 35,654,700 57,613,500
Estimated Increase $15,588,700 $34,156,500
UNIVERSITY LEVY
Net Proceeds of Gas
Under current law $393, 400 $488, 840
Under proposed law 255,700 219,980 A
Estimated Decrease ($137,700) (5268, 860)
Net Proceeds of 0il BUDGET DIRECTOR
Under current law $2,517,660 $2,943, 400 Office of Budget and Program Planning

Under proposed law
Estimated Decrease

1,636,480
($ 881,180)

1,324,500 page: .

($1,618,900)
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Page 2
FY 1982 FY 1983
ALLOCATION OF SEVERANCE TAX REVENUE*
General Fund
Under current law $22,413,000 826,374,000
Under proposed law 17,436,845 20,592,411

Estimated Decrease
01l and Gas Impact Fund
Under current law $ 0 § 0
Under proposed law 22,647,856 42,526,089
Estimated Increase+ $22,647,856 $42,526,089

($ 4,976,155) ($ 5,781,589)

*Ignores any distributions of severance tax revenue to counties that experiences
increased production (15-36-112, 2a, MCA)
+See Fiscal Impact to the Department of Community Affairs

Effect on Local Government FY 1982 FY 1983

Net Proceeds Under current law 572,775,365 $85, 804,350
Net Proceeds Under proposed law 47,303,987 38,611,991
Estimated Decrease ($25,471,378) ($47,192,359)

Note the actual loss of county revenue will depend on the distribution of revenue from
the oi]l and gas impact fund.

Impact to the Department of Community Affairs

1. New beoard administrative staff comparable to curre.t Coal Board staff.

Board compensation for 8 meetings per year at current rate of $25 per day.

3. 011 and gas employment will continue its explosive growth platform established on
the perioed of calendar 1977-79 through FY 1982-83.

4, Employment and population multiplier used to derive the total population report
for FY 1982 and FY 1983 assumed to be 1978 ratios.

5. Average rather than marginal multipliers were assumed to apply.

6. Local and state government per capita expenditures for FY 1979 were assumed to
apply to FY 1982 and FY 1983.

i

Fiscal Impact FY 1982 FY 1983
Revenue:
0il & Gas Severance Tax $22,647,856 $42,526,089
Expenditures:
Administration ] 162,783 $ 149,073
Grants 4,802,486 4,782,611
Revert to Coal Trust Fund 16,592,587 37,594,355

Total

$22,647,856

$42,526,087



